THE ANALYSIS OF KEY CHALLENGES AND CONSTRAINTS TO THE STABILITY AND GROWTH OF AN ENTREPRENEURIAL SECTOR IN SERBIA

PhD Suzana Stefanovic

PhD Maja Djukić-Ivanovic

PhD Vesna Jankovic-Milic
Abstract. 

Macroeconomic business conditions in Serbia are still quite unfavorable in the post-recession period. Unfavorable business conditions are reflected primarily in: a negative Trade Balance and Balance of Payments, high rate of inflation, which still cannot be reduced to the level of targeted single-digit inflation, high unemployment rate and, consequently, a low standard of living. Although the growth of the entrepreneurial sector is identified as a key factor in the development of Serbian economy and overcoming the burning problem of unemployment, Serbia is faced with many issues related to the evolvement of this sector as well as its increased participation in the economy. Data submitted by the Serbian Business Registers Agency show that the number of newly established entrepreneurs in Serbia in 2010 are for the first time less than the number of those that have gone out of business over the previous year. These data were the basis for the analysis of constraints and factors that brought about this situation. The high mortality rate of entrepreneurial ventures indicates the presence of a large number of problems that limit the development of entrepreneurship in Serbia. Besides the impact of the global economic crisis and macroeconomic instability, which generally adversely affect the stability and growth of entrepreneurship in Serbia, a survey carried out on entrepreneurs and managers of SMEs by the Republic Agency for Development of Small and Medium Enterprises and Entrepreneurship revealed a number of other restrictions to the entrepreneurship expansion in Serbia. Some of the key constraints are: lack of financial resources, administrative obstacles, the insufficiency of qualified labor, lack of information on markets and technologies, non-compliance with standards, and other less significant issues. Therefore, objective of the paper is to stress the influence of the major problems and restrictions to the development of the entrepreneurial sector in Serbia. Constraints to the growth of entrepreneurship are going to be perceived through the prism of (insufficient) financial investments that the government makes to overcome them. Also, by using statistical analysis methods, it will be tested whether and to what extent each of these factors affect the number of start-ups and the number of their employees. Based on these results, certain recommendations to the economic policy makers will be given. They will focus on the measures, which can be taken to eliminate the key problems and encourage the development of entrepreneurship in Serbia. 
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Introduction

Entrepreneurship, as the carrier of technological changes, new products and services, stands for one of the key driving forces of the development of global economy. Newly opened businesses play a big part in innovations of products and services that change the way in which we live and work. At the same time, entrepreneurial organizations generate a great number of new jobs all over the world, create added value, contribute to the increase in demand for other companies’ products. In a word, they stimulate economic development of the national economies and of the global economy in general.

In transitional economies, entrepreneurship plays even more important part because it contributes to the development of market economy by the creation of new jobs, establishment of open competitive markets and by imposition of constraints on the market power of public enterprises (McMillian and Woodruff, 2002, pp. 153-170). Entrepreneurial organizations are of special importance for developing countries as well, because they create wealth, alleviate poverty and produce long-term benefits for the entire society (taxation of entrepreneurs provides for the finance that can be invested in the improvement of infrastructure as well as of systems of education and health care) (Donald and Liedholm, 1998, pp. 61-74). In a word, the development of entrepreneurship and establishment of entrepreneurial organizations have a great significance for the developed countries, as well as for the developing countries and transitional economies. For that reason, recent times have seen even more serious research of the essence of entrepreneurship (Gartner, 1985. pp. 696-706, Kirzner, 1973. p. 9, Bygrave and Hofer 1991. pp.13-22), as well as the enquiry of problems that might slow down its development and finding measures that can help remove those problems.

Entrepreneurs all over the world have traditionally been facing the problem of the provision of initial capital (Moore, Petty, Palich, Longeneker, 2008. pp. 306-308). Start-up bank loans are often seen as unfavourable because of the high risk that the entrepreneurial business involves and the long period of return on investment in innovation (Petersen and Rajan 1997, pp. 3-37). Besides, entrepreneurs’ access to market capital is difficult (Westhead, Storey, 1997, pp. 197–201), which is why the provision of sources of funding can stand for the serious problem in the development of entrepreneurship (Berger and Udell, 1998. pp. 613-673). For that reason, many countries establish development funds that serve the purpose of funding start-ups (Stefanovic, Ivanovic-Djukic, 2011, pp. 187-208). More often than not, entrepreneurs’ access to modern technology and market is difficult as well and they also lack information on market opportunities, standards and regulations, which endangers their effectiveness and efficiency, flexibility, and, at the worst, affects the profit. Tax policy, legal-administrative procedures and legal regulations in the field of entrepreneurship can also stand for the constraining factor in the development of entrepreneurship (Krik, Price, Gatt, Rae, 2008).

These challenges can even be higher in transitional countries, such as Serbia, due to the inherited structural and other economic problems from the past. This paper will examine the specific problems of the development of entrepreneurship in Serbia. The purpose of the paper is to provide an in-depth analysis of the problems and constraints the entrepreneurs face in the process of establishment of start-up business in Serbia. The aim of the paper is also to test the significance of the identified key problems and constraints and perceive the impact that the funds the Government provides for their removal have on the increase/decrease in the number of entrepreneurs in Serbia. Application of appropriate statistical analysis methods will be used for the purpose of testing whether, and to which extent, each of the analyzed factors influences the number of entrepreneurs and the number of new entrepreneurs. Finally, on the basis of the achieved results conclusions will be reached and recommendations on the measures for the removal of the most significant problems and constraints to the development of entrepreneurship in Serbia will be given to the creators of economic policy. 
1. The development of entrepreneurship in Serbia and the problems faced by entrepreneurs under the conditions of the economic crisis

After the political changes that happened in Serbia in 2000, the new Government recognized the sector of small and medium enterprises and entrepreneurs (SMEEs) as the key driving force of economy. For that reason, great number of measures have been taken for the reform and development of this sector (Strategy for the development of SMEEs 2003-2008
 has been adopted and Republic Agency for the Development of SMEE (RAD of SMEEs) has been established which is responsible for the implementation of this Strategy; laws and regulations of importance for this sector have been changed with the purpose of alleviating legal-administrative barriers etc.) (Filipovic, 2003).

All mentioned measures contributed to the development of entrepreneurship in Serbia. This fact is supported by the increase in the number of SMEEs and the number of their employees, which is shown in Table 1 in Appendix.

Nowadays, similar to the situation in EU countries, the number of SMEEs is dominant in Serbian economy
. However, their number of employees is not as proportional, which shows that their potential for the employment of labour has not been fully exploited yet. When the data on the basis of which the total amount of GDP that entrepreneurs achieved in 2009 (193,688 million RSD) (SO of RS, 2009) was slightly less than the one achieved by small enterprises (whose share in the achieved GDP of all companies amounts to 18.2% (SO of RS, 2010) is taken into consideration, we see that SMEEs are becoming all the more significant segment of the overall economy, that their participation in economic structure is all the more significant and that they continually increase its impact on the creation of GDP and profit in the Republic of Serbia. 

However, present condition in this sector in Serbia can still not be regarded as favourable due to the existence of a great number of problems and constraints. Serbian economy, whose decades-long problems have resulted from unfavourable economic structure and systemic inefficiency of economic subjects, is recovering with difficulty from the impact of the world economic crisis. Insecure business ambience is primarily reflected in negative trade balance and balance of payments, high rate of inflation (which can still not be reduced to the targeted level of single-digit inflation), uncertainty related to changes in dinar exchange rate, business insolvency, insufficient inflow of foreign direct investments, high rate of unemployment, and, consequently, low level of living standard of the population. Thus, for example, when macroeconomic indicators for 2007 (one year before the world economic crisis) are compared to macroeconomic indicators for 2010, the results are the following: GDP growth rate in 2007 amounted to 6.9% and in 2010 to 1.8% (in 2009 it was negative and amounted to -3.1%); trade balance is still negative (in 2010 it was -5,228.5 mil E) as well as the balance of payment of the country (in 2010 it was -929 mil E); foreign direct investments amounted to 1,821 mil E in 2007 and in 2010 to 860 mil E; rate of unemployment amounted to 18.8% in 2007 and to 20.0% in 2010; rate of inflation amounted to 11% in 2007 and after its reduction to 6.6% in 2009, it became double-digit again (10.3%) in 2010 with the tendency for further growth (in April 2011, in comparison to the same period last year, it amounted to 17.7%) (NBS, 2011). Although the first quarter of 2011 saw certain revival of economic activities (which are reflected in the growth of GDP, increase of export, increase of employment), macroeconomic climate is still unfavourable and achieved results, as shown by certain indicators, insufficient for the removal of negative effects of the world economic crisis from the past few years, as well as for the overcoming of the decades-long negative heritage in the development of Serbian economy.

Under these unfavourable macroeconomic conditions, it is difficult for SMEEs, which should become the engine of economic development of Serbia, to do business. It is also reflected in the fact that in Serbia in 2010 the number of entrepreneurs who went out of business was bigger than the number of new ones, which happened for the first time since the filing system has existed (SBRA, 2011). Namely, in the course of 2010, 35.299 new entrepreneurs were registered, which is 10% less than in 2009. In 2010, 37.168 entrepreneurs were deleted from the register, which is 2% more than the previous year. Due to the fact that in 2010 the number of closed enterprises and entrepreneurs who went out of business was bigger than the new ones, there are no positive effects on the growth of employment in Serbia. Instead of amortizing the losses of workplaces in big companies that have problems in doing business, in the last two years (2010 in comparison to 2008) more than 140.000 people among entrepreneurs were deleted from the official register of the employed (Ekonomija.org., 2011). 

Table 2 Number of new entrepreneurs

	Year
	Number of new entrepreneurs

	2007.
	47951

	2008.
	43375

	2009.
	44000

	2010.
	35299


Source: SBRA, Belgrade, 2011

This unfavourable trend has continued at the beginning of 2011. Out of the ones which are considered as existent, thousands of them have left the system of value added tax, which means that they are practically “dead“, i.e. that they do not work. These worrying data have stood for the starting point of the analysis of the factors that have a constraining impact on the development of entrepreneurship in Serbia. 

2. Constraints and problems in the development of entrepreneurship in Serbia

Tending to identify some of the key problems and constraints that unfavourably influence the development of entrepreneurship in Serbia, we started from the Report of the RAD of SMEEs dealing with the conditions, needs and problems of SMEEs and realized on the basis of the survey of a sample of 3.000 SMEEs in Serbia (RAD of SMEEs, 2009). Surveyed units were economically active SMEEs, i.e. the ones that submitted annual financial reports for 2008 to the SBRA and the NBS, as well as the entrepreneurs that are not in VAT system. The results of the survey are shown in Figure 1.
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Figure 1. The main problems in the business of SMEEs in Serbia
Source: RAD of SMEEs, Belgrade, 2009

Due to the fact that the lack of funds, administrative barriers and the lack of qualified labour were identified as some of the key constraints to the development of entrepreneurship in Serbia, they will be the focus of special interest in this paper.

Provision of initial capital stands for the most serious constraint to the development of entrepreneurship in Serbia. On the basis of the survey of Serbian entrepreneurs, it was shown that own funds were regarded as the most secure source of funding of start-up business in Serbia. This is supported by the data on the basis of which more than 50% of entrepreneurs use their own funds or private loans in the process of investment, because they regard these as the most profitable source of funding (RAD of SMEEs, 2009).

However, entrepreneurs often lack enough of their own sources of funding. Since the capital market in Serbia is underdeveloped and the entrepreneurs’ access to that market limited, entrepreneurs are forced to ask banks for loans. Since prospective entrepreneurs and newly opened enterprises have short credit history, the banks regard them as high risk category of debtors and therefore insist on high insurance against risk in the form of mortgage or pledge. Because of the great number of cadastral problems, it is very difficult to put a mortgage on the majority of real estate in Serbia, which is partly resolved by the intervention of the Republic Guarantee Fund (RGF). Besides, loan terms and conditions are considered to be unfavourable
 in Serbia (interest rates range from 8-12%, loan repayment period mostly ranges from 1 to 5 years, loan approval costs amount to 1-2% of the approved loan, grace period ranges from 6-12 months), which is why small number of entrepreneurs decide to ask for commercial banks’ loans.

State funds, such as Development Fund of the Republic of Serbia (DF of RS) and NEA, which are intended for start-up businesses, play an important part in the process of funding entrepreneurial ventures in Serbia. For example, funds that the DF of RS allocated to start-ups in Serbia in the past four years and the funds that are planned for 2011 can be seen in Table 3 in Appendix.
Also, funds provided by the NEA stand for the significant financial support for the development of entrepreneurship. However, these funds are limited. Data on the realization of program of subventions for self-employment of the NEA are given in Table 4 in Appendix. 

Apart from the lack of financial resources, there is also a great number of other problems that accompany the approval of the sources of funding. Processes of allocation of funds at the DF and NEA are realized on the basis of public calls. Allocation of funds is performed once or possibly a few times a year. It means that the funds are not available to prospective entrepreneurs during the whole year. The consequence of such a system is that the focus of the ones who apply for the funds is the possibility of obtaining the sources of funding and not the start-up of business. However, apart from numerous problems connected with the process of approval of financial resources by the DF of RS and NEA, their role is of crucial significance for the starting of entrepreneurial activities in Serbia.

Entrepreneurs in Serbia are still facing very complex procedures and regulations which are related to opening, closing or re-registration of an enterprise/entrepreneur. It is necessary to change the behaviour and the way the public administration works, both of which need to be more transparent and more efficient because the process of registration of enterprises in Serbia is very bureaucratized, complex and long-lasting and the costs are high. With respect to this, some steps have been taken with the purpose of improvement of conditions of registration of new business and reduction of a number and costs of procedures (for example, the project called “Regulatory guillotine“).

In the past few years, a significant step forward has been made in the field of establishment and registration of SMEEs in all countries of West Balkans and Serbia. Nevertheless, results of research show that those problems still burden entrepreneurs in the process of successful business start-up. Thus, the Report of the RAD of SMEEs on the condition, needs and problems of SMEEs (RAD of SMEEs, 2009, p.12) shows that administrative barriers are still highly positioned on the list of entrepreneurs’ problems, which can be seen from Figure 2.

[image: image2.emf]2,7

3,8

 

2.6

3,2

3,6

   

3.7

4

   



        4

   

2.9

0

1

2

3

4

Tax regulations and procedures

Obtaining construction and

renovation permits

Work of inspection bodies

Registration of property

Registration and de-registration of

employees

Registration of business

Export procedures

Import regime and procedures

Other


Figure 2. Key administrative barriers in the business of SMEEs in Serbia

Source: RAD of SMEEs, Belgrade, 2009

Nevertheless, certain step forward in the field of establishment and registration of businesses has been made in Serbia, which can be seen in Table 5 in Appendix.

It seems that the process of registration and establishment of a business no longer stands for a burdening problem in the process of starting a business in Serbia. However, when the problems related to obtaining all permits (the most problematic being construction permits), registration of property, registration and de-registration of employees are taken into consideration, overall process of starting a business is significantly prolonged. Serbian entrepreneurs themselves regard these problems as urgent.

Apart from the above-mentioned problems, entrepreneurs also pointed out problems related to tax regulations and work of inspection bodies. Therefore, according to recommendations coming from OECD (OECD, 2009), further attention should be directed to the improvement of efficiency and transparency related to the number of days needed for the completion of the overall process, costs and minimal capital requirements, as well as to provision of on-line registration. With respect to on-line registration, Croatia and Serbia are the only two countries from West Balkans that offer the possibility of on-line application for a great number of permits and licenses. However, the issue of electronic signature has not become fully operative in Serbia yet, which is why on-line procedures still cannot be fully completed. 

Apart from these, the problem of entrepreneurs’ education, especially in the field of strategic planning and management, stands for the urgent issue in the development of entrepreneurship in Serbia. Overloaded with a great number of everyday operational activities, entrepreneurs are left with not much time to deal with strategic issues of growth and development of an enterprise. Absence of strategic approach may result in stagnation of business activities and of enterprise itself. In most cases, stagnation and inefficiency result from the lack of managerial knowledge and skills. Moreover, incompetence in strategic planning and management reduces the chances for mere survival of an enterprise (Predić, Stefanović, Djukić, 2011, pp. 219-233). This results in the high rate of mortality of SMEEs in Serbia, whereas low percent of businesses reach the phase of growth and development.

According to the Report of the RAD of SMEEs, professional qualifications of the owners in Serbia are in compliance with the needs of the business in little more than half of the cases. This compliance is bigger when it comes to technical profiles (40%), whereas the compliance is smaller in cases of economic-managerial profiles (17%). Also, among the surveyed entrepreneurs, the greatest number of them are with secondary education (47%), and 44% are with higher education and university education. When the data on the basis of which 80% of micro enterprises’ founders and 70% of small enterprises’ founders are managers themselves is taken into consideration, it can be seen that the problem of insufficient professional qualifications can be the problem for the successful growth and development of SMEEs.

When national institutions are taken into consideration, in recent years, the leading role in the field of informal education, i.e. education and trainings of entrepreneurs, has been played by the National Agency for Regional Development (NARD) in cooperation with regional agencies. They offer various forms of financial and non-financial support, as well as various projects of support for entrepreneurship. With respect to this, in 2010 only NARD approved 60 million RSD (little more than 568,720 euros) to 320 SMEEs within the scope of the Program of support for the development of competitiveness of SMEEs (NARD, 2011). The Program aims at providing direct support for the development of competitiveness of SMEEs through participation in covering costs of consulting services (preparation of business plans, market research, certification and standardization, improvement of the process of production, introduction of new systems of quality, implementation of innovations). It is achieved in the form of grants.

Regardless of that, certain steps towards improvement of education and trainings of entrepreneurs are started to be taken in Serbia. In cooperation with the Ministry of Economy and Regional Development of the Republic of Serbia (MERD of RS) and the DF, NARD participates in the realization of the Program of start-up business loans (NARD, 2011). NARD participates in the part that is related to non-financial support, and all this enables the provision of a unified package of non-financial and financial support for future entrepreneurs. NARD also organizes start-up trainings as a form of support for the realization of this credit line. In the course of four public calls (starting from 2007), 655 trainings were held with the total of 9739 attendees. Table 6 in Appendix provides unified statistics of approved loans and trainings for starters in business, i.e. future entrepreneurs.
It is planned that 4400 attendees pass this kind of training in 2011. In this way, the total number of entrepreneurs who passed the training will reach 15000. The aim of organizing these free trainings is to provide Serbian entrepreneurs and starters in business with higher level of knowledge. Apart from that, this Agency offers non-financial assistance in the form of trainings, seminars, consulting and mentoring services to owners of SMEEs (NARD, 2011).

3. Model of research, hypotheses and discussion of results

 On the basis of the Report (survey) of the RAD of SMEEs on the problems and constraints to the development of entrepreneurship in Serbia, the most significant identified problems and constraints are: lack of sources of funding, administrative barriers and the lack of qualified labour. For that reason, the idea was to test the identified factors by the application of appropriate methods of statistical inference, i.e. to perceive the impact of each specific factor and of combination of all factors on the number of new entrepreneurs on the basis of regression model.

Namely, as a consequence of negative impact of these factors and prolonged impact of the world economic crisis on the Serbian economy, the number of entrepreneurs decreased in the course of 2009 and 2010 with the tendency for further continuation of this negative trend. We are of opinion that the decrease in the number of entrepreneurs in Serbia directly resulted from the state’s reduction of programs of financial and non-financial incentives for the development of entrepreneurship. This reduction by the state, which was specially expressed in 2010 when compared to previous years, resulted from the spillover effects of the world economic crisis on Serbia. Spillover effect is also reflected in the fact that the decrease in the number of entrepreneurs and their employees did not occur in 2008 when the world economic crisis had the highest impact all over the world. This is because the direct causes of the economic crisis were not to be searched for in Serbia (but on the global financial market). Nevertheless, its postponed effect had an impact on other sectors and economies of many countries, including Serbia. Those spillover effects of the world economic crisis in Serbia reached culmination in the course of 2009 and 2010, which resulted in further fall of the level of economic activity, deterioration of macroeconomic conditions of doing business, and, consequently, reduction of state’s financial and non-financial incentives for the development of entrepreneurship. Finally, this resulted in the fact that the number of new entrepreneurs was smaller than the number of the ones who went out of business and subsequent reduction in the number of entrepreneurs and their employees in the course of these years.

In accordance with the above-stated remarks, we will try to test the following starting hypotheses:

H1: There is a statistically significant connection between the number of new entrepreneurs and the most significant problems/factors that have an impact on the development of entrepreneurship in Serbia and that were identified in the course of survey of entrepreneurs. 

H2: Under the conditions of prolonged impact of the effects of the world economic crisis on economic activity in Serbia, only the state’s active measures (in the form of direct financial allocations from the budget) for the programs of financial incentives for start-ups can result in the increase in the number of new entrepreneurs. 

H3: Enhancing the level of qualifications of prospective entrepreneurs through trainings on the establishment of start-ups, i.e. increase in the number of attendees who passed those trainings can positively affect the development of entrepreneurship in Serbia  
With the purpose of examining whether there is a stochastic link between the above-mentioned variables, regression analysis has been applied. Dependence and link between the two variables can be generalized by the inclusion of several variables into the process of examination. With this purpose, appropriate methods of multiple regression analysis are applied. The task of regression analysis is to find and test the model that shows random values.

The role of dependent variable (Y) in the model is given to the number of new entrepreneurs in the period 2007-2010, whereas the following are treated as independent variables:

· Amount of allocations from the DF for start-up loans (X1),

· Subventions for self-employment of the NEA (X2),

· Cost (% of income per capita) – X3,

· Paid-in Min.Capital (% of income per capita) – X4,

· Amount of approved loans for trainings (X5), 

· Number of trainings (X6),

· Number of attendees (X7), 

· Average amount of loan per training (X8).

Validity of the hypothesis H1 can be checked by testing the direction and the degree of quantitative agreement between variations in the number of new entrepreneurs and variables which define the most significant identified problems in the development of entrepreneurship (variables X1, ..., X8). For that purpose, Pearson’s simple linear correlation coefficient (ryx) was calculated, with simultaneous testing of the significance of its evaluation. Namely, analyzed agreement between previously defined dependent variables and the number of new entrepreneurs was isolated. The results are shown in the following Table: 

Table 7 Pearson’s simple linear correlation coefficients

	
	ryx
	p-value

	X1
	0,373
	0,627

	X2
	0,711
	0,289

	X3
	0,829
	0,170

	X4
	0,781
	0,218

	X5
	0,317
	0,683

	X6
	-0,417
	0,583

	X7
	-0,376
	0,624

	X8
	0,790
	0,210


According to the results from the Table 7, among the identified variables, the ones that belong to the group of direct financial incentives for the entrepreneurs’ start-up (X1 i X2) have a significant and positive impact on the growth of number of new entrepreneurs. Statistically speaking, subventions for self-employment of the National Employment Agency have more significant impact, which is shown by the value of Pearson’s correlation coefficient  ryx2 = 0,711.

Positive correlation link between variables that are related to administrative barriers (X3 i X4) and the number of new entrepreneurs points to the fact that although the state tried to facilitate the process of establishment of entrepreneurs, it did not have statistically significant impact on the number of new entrepreneurs and the number of their employees. Cost reduction and paid-in minimal capital in the analyzed period did not result in the increase in the number of new entrepreneurs. Therefore, a conclusion can be drawn that the costs of registration of entrepreneurs do not have a significant impact on the opening of entrepreneurs’ businesses in Serbia, i.e. that the impact of other factors is more significant.

Variations in the number of new entrepreneurs show negative direction of quantitative agreement with the number of organized trainings and the number of attendees (X6 i X7), which means that the increase in the number of trainings and the number of attendees did not have statistically significant impact on the increase in the number of new entrepreneurs. Increase of the amount of loans for trainings (X5) shows positive direction of quantitative agreement with the number of new entrepreneurs. Since the negative direction of quantitative agreement between variables that are related to the number of attendees and the number of trainings on the one hand, and the number of new entrepreneurs on the other hand was not in accordance with the starting hypotheses, the idea was reached to introduce new variable into analysis. This new variable was obtained from the amount of approved loans for trainings and the number of trainings, and that was the average amount of approved loan per training (X8). The value of simple linear correlation coefficient, which shows isolated agreement of this variable with variations in the number of new entrepreneurs ryx8 = 0,790, points to the extremely significant direct correlation link.

Achieved results point to the existence of dependence between the number of new entrepreneurs and the defined independent variables, which confirms the starting hypothesis H1. 

In accordance with the hypothesis H2, multiple linear regression model was used for testing the form and direction of dependence between the number of new entrepreneurs and variables X1 i X2 which belong to the group of factors that represent the financial support for the development of entrepreneurship. On the basis of the data for the period 2007-2010, the following three-dimensional regression model was evaluated:

Y=13035,53 + 0,001X1 + 0,002 X2

Value of regression coefficient b1= 0,001 shows that the increase in the amount of allocations from the DF for start-up loans has a positive impact on the average increase in the number of new entrepreneurs. Also, positive value of regression coefficient that stands by the second independent variable b2=0,002 shows that the increase in subventions for self-employment results in the increase in the average number of new entrepreneurs. At the same time, the results show that the subventions of the NEA for self-employment have twice as strong positive impact on the opening of new entrepreneurs’ businesses. Measures of representativeness of this evaluated regression model, i.e. multiple coefficient of determination R2=0,919 and standard error of the regression S=1511,66 show that the model is representative and it can be used for further predictions of the number of new entrepreneurs. These results confirm hypothesis H2. 

The impact of financial aspects of state incentives, which belong to the group of factors that have an impact on the rise of the level of qualifications of prospective entrepreneurs, on dependent variable can also be analyzed. With that purpose, the link between Y and variables X5 and X8 should be observed. Evaluated three-dimensional regression model has the following form: 

Y = 26571,98 + 0,001X5 + 0,036 X8

Value of regression coefficient b1 = 0,001 points to the direct link between the amount of loan and the number of new entrepreneurs. Also, the parameter  b2 = 0,036 shows that the increase in the average amount of loan per training has a stimulating impact on the number of new entrepreneurs. Value of multiple coefficient of determination R2 = 0,624 points to the fact that 62,4% of variations in the number of new entrepreneurs can be explained by variations in variables X5 i X8,  which points to high representativeness of the evaluated model. These obtained results also support hypothesis H2, which means that the state’s financial incentives for entrepreneurs have the most significant direct impact on the starting of new entrepreneurs’ business.

With the purpose of testing hypothesis H3, coefficients of partial correlation for the set of variables (Y, X5, X7 i X8) were evaluated which show the degree of quantitative agreement between two variables. At the same time the impact of other variables from the selected set was tested. Obtained values and their significance levels are shown in the Table 8. 
Table 8 Correlation matrix
	
	Number of attendees
	Average amount of loan per training
	Number of new entrepreneurs
	Amount of approved loans for trainings

	Number of attendees
	1,000
	-0,798
	0,422
	0,784

	p-value
	.
	0,412
	0,723
	0,427

	Average amount of loan per training
	-0,798
	1,000
	0,210
	-0,251

	p-value
	0,412
	.
	0,865
	0,838

	Number of new entrepreneurs
	0,422
	0,210
	1,000
	0,894

	p-value
	0,723
	0,865
	.
	0,296

	Amount of approved loans for trainings
	0,784
	-0,251
	0,894
	1,000

	p-value
	0,427
	0,838
	0,296
	.


Results show that from the set of selected variables the strongest direct correlation link exists between the number of new entrepreneurs and the amount of loans for trainings. However, when the link between the number of attendees who passed the trainings before the establishment of start-ups and the number of new entrepreneurs is taken into consideration, it can be said that there is a direct agreement between them, but that the degree of this agreement is lower than expected. If this result is taken into consideration, it can be said that the hypothesis H3 is only partly confirmed, i.e. that the factors from the group of financial incentives for the development of entrepreneurship have much bigger impact. In this way, results of the survey of SMEs and entrepreneurs have been indirectly confirmed, on the basis of which the lack of funds was identified as the most significant problem in the development of entrepreneurship in Serbia.

Conclusion

Our research confirmed the results obtained on the basis of the survey of the owners of SMEs and entrepreneurs conducted by the RAD of SMEEs, as well as the starting hypothesis on the dominant impact of the state’s financial incentives on the development of entrepreneurship in Serbia, and, consequently, on the increase in the number of employees. Those financial incentives can occur in the form of direct subventions for self-employment or in the form of favourable loan conditions for prospective entrepreneurs. The results of the research showed that subventions for self-employment, especially the ones given by the NEA, were of greater significance. Therefore, our recommendation is that the amount of funds that the NEA allocates for this purpose should be increased in the period to come. With this regard, it is desirable to provide much more financial incentives for the development of entrepreneurship at the national, as well as at the local level. For example, local communities can play a vital role in the provision of micro loans and micro leasing for new enterprises on their territory. They can also allocate the funds from the budget and connect micro loan institutions and entrepreneurs. Moreover, local communities can assess the local entrepreneurs’ needs for start-up loans and lobby and encourage institutions that deal with micro loans to meet those needs.

Apart from direct funding, it is very useful to provide guarantees for the entrepreneurs and establish local guarantee funds. This measure can bring about the improvement of availability of loan capital to entrepreneurs’ business ventures in a municipality, because the guarantee enables entrepreneurs to get the loan under more favourable conditions
. Pursuant to the existent legal regulations in Serbia, guarantees are provided exclusively by the RGF. In most cases these guarantees amount to 50% of the principal, i.e. of the loan, and in specific cases to 80%. Problems occur because of the way of functioning of the RGF which the banks ask for guarantees and not the end clients. Local communities, i.e. local authorities need to fight for the change of this system and cancellation of a specific monopoly that exists now. In this way, opportunities will be opened for the local communities to start establishing their own guarantee funds. At the same time, several local communities may be connected, which is desirable, or the partnership of the public and private sector in this field may be formed.

One group of activities that belong to the group of non-financial services but that is related to funding is the provision of advice which are related to funding. Due to the fact that serious problems of entrepreneurs are connected with financial negotiations with banks (since entrepreneurs are usually insufficiently acquainted with financial institutions’ business techniques) as well as with the access to formal financial market (since entrepreneurs usually do not possess significant property that could serve as security), they could be helped with advice or education on financial planning, financial institutions’ technology of work and the like.

When non-financial incentives for the development of entrepreneurship are taken into consideration, besides the established positive link between the reduction of administrative barriers and the establishment of start-ups, further attempts should be made with the purpose of raising the level of qualifications and trainings of prospective entrepreneurs. Therefore, it is necessary to take measures to increase the number of prospective entrepreneurs who passed trainings on the issues of importance for the establishment and management of entrepreneurial venture. Some steps of that kind have already been taken since one of the conditions for getting the subventions for self-employment of NEA is the previously attended training organized by this institution. However, those trainings need to involve much more people, including prospective entrepreneurs, and not only the ones who are registered as unemployed persons in NEA. Therefore, it is expected that the state’s activities, reflected in the measures of the NARD, should bring about positive results in the form of future increase in the number of new entrepreneurs in Serbia.
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Appendix

Table 1. Number of entrepreneurs in Serbia and their employees

	Year
	Month
	Number of entrepreneurs and their employee (000)

	
	
	Total

3= 4+5
	Number of entrepreneurs
	Persons employed with entrepreneurs

	2004
	March

September
	464

477
	208

210
	255

267

	2005
	March

September
	513

531
	228

230
	285

300

	2006
	March

September
	536

572
	228

242
	308

330

	2007
	March

September
	566

573
	239

245
	327

328

	2008
	March

September
	574

568
	245

245
	329

323

	2009
	March

September
	500

485
	210

211
	290

274

	2010
	March

September
	455

427
	199

183
	257

244


Source: Statistical Office of the Republic of Serbia (SO of RS) – Semi-annual report on the employees and employees’ salaries RAD-1/P; Survey
 conducted for the purpose of supplementing the semi-annual report RAD-1; Semi-annual report on private entrepreneurs and their employees RAD-15; National Employment Agency (NEA).

Table 3. Amount of funds from the DF

for start-up loans per year
	Year
	Amount of funds from the DF for start-up loans in euros

	2007.
	approximately 23,000,000


	2008.
	24,830,700

	2009.
	32,328,710

	2010.
	20,853,080

	2011.
	11,141,252


Source: DF of RS
Table 4. Subvention for self-employment of NEA

Realization of the program in the period 2004-2010

	Year
	Number of recipients
	Amount in euros

	2007.
	5465
	8,953,811

	2008.
	3386
	4,968,228

	2009.
	2307
	3,127,646

	2010.
	2217
	3,352,038


Source: NEA, Belgrade, 2011.

Table 5. Starting a Business in Serbia

	Starting a Business data
	Doing Business

2007
	Doing Business

2008
	Doing Business

2009
	Doing Business

2010
	Doing Business

2011

	Rank
	-
	-
	-
	75
	83

	Procedures (number)
	10
	11
	11
	7
	7

	Time (days)
	18
	23
	23
	13
	13

	Cost (% of income per capita)
	10.2
	8.9
	7.6
	7.1
	7.9

	Paid-in Min.Capital (% of income per capita)
	7.6
	8.0
	6.9
	6.1
	6.0


  

Source: Doing Business Report, 2011. 

Table 6. Approved loans and organized trainings for starters in business

	Year
	Number of credits
	Amount of approved loans for trainings  in euros
	Number of trainings
	Number of attendees

	2007.
	1522
	25,242,302
	64
	1037

	2008.
	2279
	31,611,174
	216
	3024

	2009.
	2824
	42,781,312
	230
	3217

	2010.
	1367
	20,853,080
	177
	2430

	Total
	7992
	-
	655
	9739


Source: NARD, 2011
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� After that, the Government adopted the new Strategy of the development of competitive and innovative small and medium enterprises for the period 2008-2013 (Serbian Government, Belgrade, 2008) 


� According to the data of the SO of RS for 2009, micro and small enterprises represent 96.66% of companies and employ 33.76% out of the total number of people employed by them. However, in contrast to micro, small and medium enterprises, entrepreneurs are not companies and are filed in the separate register in the Serbian Business Register Agency (SBRA). Entrepreneurs do the bookkeeping on the principle of simple and double-entry bookkeeping and only the ones who do the double-entry bookkeeping are obliged to submit financial reports to the National Bank of Serbia (NBS) and the SBRA. 


� Research shows that 40% of the population think that loan terms and conditions for start-ups in Serbia are unfavourable, 50% think that they are moderately favourable and only 10% of the population claim that loan terms and conditions are favourable.


� The Figure has been made on the basis of the data from the Report of the RAD of SMEEs. Respondents ranged the problems by using grades from one to eight, grade 1 standing for the highest intensity. Average grades have been shown in the Figure.


� High interest rates are the consequence of the high risk of loans, i.e. of the risk that the debtor will not return the principal. Guarantee that the debtor will return the principal reduces that risk, enables and stimulates loan approval, and reduces interest rates.


� Kvartalni monitor br. 23, Beograd, oktobar–decembar 2010.


� Labour Survey is the survey which helps examine the characteristics of labour and events on labour market according to the activities in the observed week and not in accordance with the formal status of surveyed people. The survey is conducted in accordance with the standards of International Labour Organization (ILO) and the requirements of EUROSTAT, which is why the results of the Labour Survey can be regarded as internationally comparable. 


�  The data for year 2007 has not been obtained from the DF Program, but from the report on internet http://www.vibilia.rs/srpski/izvestaj/0508/Start%20ap_110308.pdf





