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Abstract

The current international economic turbulences represent one of the most destructive economic crises in the last
one century, perhaps with more devastating effects than ever before. The overall international economic system,
almost all individual national economies and especially the vulnerable transition economies of South East
Europe are affected. It is understandable that small and medium enterprises are particularly affected by market
turbulences and that their position is clearly unfavorable in the newly created world economic circumstances.
Problems are reflected in reduced demand, difficult access to export markets and particularly capital markets
which are reserved for the recovery of those economies which caused the current economic crisis.
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1 Introduction

Small and Medium Business Enterprises (SMEs) are considered to represent the driving
forces of sustainable economic development throughout the world. They stimulate private
property and entrepreneurial capabilities which, due to their flexibility, can quickly adjust to
market changes, generate employment, create diversified economic activity, and contribute to
exports and trade. This is also how SMEs have become the pillars of development in
transition economies.

Until the outbreak of the global economic and financial crisis achieved results of SMEs in the
Serbian economy gave hope that this economy, after years of economic stagnation, will
eventually succeed to reach development levels of less developed EU countries. Those efforts
and results have now been brought into question, not only in Serbia but also in other transition
economies where the GDP is expected to decrease during 2009.

The main assumption of the authors is that management, particularly specific financial
management skills of SMEs, can make the sector more efficient and allow continued growth
on this basis, thus contributing to social-economic development. The condition is that the
owners of enterprises responsibly manage their survival, growth and development, instead
exclusively planning for personal wealth and profitability. Economic policy should not
introduce, but eliminate restrictions for SMEs, particularly in times of the world economic
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crisis. Current characteristics and problems of the SME sector, observed by the authors can be
described in the following way:

= Scientific research about financing mechanisms, credit loans, and business practice of
SME are not sufficiently financed which would improve the understanding of specific
ways of how SMEs do business, what are their life cycles and how to approach
development interventions during the world economic crisis;

= Commercial banks do resist fair and healthy competition of micro credit organizations
which can improve the financing of SMEs and even bring new clients to the banks.

= Commercial banks do not recognize some of the characteristics of the SME sector,
which could facilitate the proposition and adoption of laws on micro credit
organizations in Serbia and other countries of transition which don’t recognize the
significance of microcredit.

= There is no awareness among SME owners that their existing management skills and
knowledge are relatively weak and inappropriate for the demands of the world
economic crisis. For example, application of information technology (IT) and
management informational systems (MIS) in SME sector is simply not sufficient. In
order to ensure growth and development it is necessary to finance programs for SME
management training involving also human resource development and IT skills;

= Resistance to change and life-long learning, particularly among Serbian SMEs
represents one of the major obstacles in facing the consequences of the world
economic crisis.

= Auvailability of credit for the SME sector is still insufficient, and banking sources of
finance along at favorable interest rates would certainly resolving the lack of sources
of finance as one of the key problems for growth and development of SMEs.

= A wide range of other specific stimulating measures and resources are not provided
for SME growth (for example measures to stimulate creativity, inventions and
innovations), especially in the conditions where it is not realistic to expect any
significant profitability of SMEs in the first years of doing business and during the
world economic crisis.

= Tools of modern financial management specific for SMEs used inappropriately and in
uncreative ways.

2 The notion of SMESs and their creation in transition economies

When trying to precisely define SMEs it is important to emphasize that quite often,
particularly in poor and developing countries, these entities also include micro enterprises and
newly founded businesses that are registered or awaiting registration (start-ups).

A typical SME can be defined as: An enterprise in market economies founded on the basis of
innovation and with the help of entrepreneurial spirit, usually governed by owners or partial
owners in a personalized way. SMEs are usually founded in one of the following ways:

= start-up

= buying of an existing SME

= franchising of SME

= decomposition of a large enterprise
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In transitional economies, SMEs are a company also created through formalization of the
businesses from grey and black economy. However, the future of such companies is uncertain
in comparison to entities developed in the legal sphere through innovation processes and
entrepreneurial spirit. One of the problems relating to this sector is that the market share of
SMEs is not substantial enough to allow access to the stock exchange in order to attract new
capital for development. Having in mind that a typical SME does not have access to
institutional sources of finance (except for commercial credits which are expensive) it has to
rely own resources and assets of the family and friends. Because of this vulnerability certain
economists consider that long term growth of income tax inhibits the development of this
sector of the economy. On the other hand, the SME sector plays an important role in overall
development of the economy, in both the dynamic and static sense of the word, for it enables,
to a great extent, a space for new employment. Hence, it is recommendable for transition
economies to fine-tune the level of taxes in order not to endanger the survival of SMEs,
particularly during the world economic crisis.

In appropriate surroundings some SMEs can reach sufficient growth and eventually even
jeopardize large companies, thus proving that changes and renewal are an essential
characteristic of a market economy.

Micro-economic theory consents that the category of size of an enterprise is defined on the
basis of the number of employees and/or annual turnover of a company.

These criteria vary significantly depending on the country, institution or goals considered.
Current theory has not at all accepted a precise definition. We will briefly present the EU
definitions.

The data on enterprises is established according to the following three criteria:

1. staff headcount,
2. annual turnover,
3. annual balance sheet.

Comparing data with the thresholds for the three criteria will allow to determine whether it is
a micro, small or medium-sized enterprise.

It is necessary to note that while it is compulsory to respect the staff headcount thresholds, an
SME may choose to meet either the turnover or balance sheet ceiling. It does not need to
satisfy both and may exceed one of them without losing its status.

The new definition offers this choice since, by their nature, enterprises in the trade and
distribution sectors, have higher turnover figures than those in manufacturing. Providing an
option between this criterion and the balance sheet total, which reflects the overall wealth of
an enterprise, ensures that SMEs engaged in different types of economic activity are treated
fairly. Therefore, the category of micro, small and medium-sized enterprises consists of
enterprises which employ fewer than 250 persons and which have either an annual turnover
not exceeding 50 million euro, or an annual balance sheet total not exceeding 43 million euro.
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2.1. EU definition of micro, small and medium enterprises

e Medium enterprises are defined as enterprises which employ fewer than 250 persons,
whose annual turnover does not exceed 50 million euro and whose annual balance
sheet total does not exceed 43 million euro.

e Small enterprises are defined as enterprises which employ fewer than 50 persons and
whose annual turnover or annual balance sheet total does not exceed 10 million euro.

e Micro enterprises are defined as enterprises which employ fewer than 10 persons and
whose annual turnover or annual balance sheet total does not exceed 2 million euro.

2.2. Elaboration of staff headcount

The staff headcount is a crucial initial criterion for determining in which category an SME
falls. It covers full-time, part-time and seasonal staff and includes the following:

Employees,

Persons working for the enterprise being

subordinated to it and considered to be employees

under national law,

Owner-managers,

To be counted partners must be engaged in a regular activity in the enterprise and benefiting
from financial advantages from the enterprise. Apprentices or students engaged in vocational
training with apprenticeship or vocational training contracts are not included in the
headcount. Nor do you include maternity or parental leave. The staff headcount is expressed
in annual work units (AWU). Anyone who worked full-time within your enterprise, or on its
behalf, during the entire reference year counts as one unit. You treat part-time staff, seasonal
workers and those who did not work the full year as fractions of one unit.

2.3. Elaboration of annual turnover and balance sheet total

The annual turnover is determined by calculating the income that an enterprise received
during the year in question from its sales and services after any rebates have been paid out.
According to the Council Directive 78/660/EEC of 25 July 1978 turnover should not include
value added tax (VAT) or other indirect taxes. Also, according to the same Council Directive
the annual balance sheet total refers to the value of the company’s main assets.

When making the staff and financial calculations, one should certainly use the data contained
in last approved annual accounts. For newly established enterprises which do not yet have
approved annual accounts, you should make a realistic bona fide estimate of the relevant data
during the course of the financial year.

2.4. American definitions
American classification states that SME is an enterprise which has less than 500 employees,

and those make up almost 99% of all companies in the States. American committee for
economic development has also defined four conditions for SME sector qualification:
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1. ownership and the control in hands of an owner

capital gathered by an individual or small group of people

3. enterprise businesses are local in its character and do not dominate the given
industry

4. sales range of an enterprise has to be small in comparison to the biggest
enterprises of that sector.

N

2.5. Serbian definitions

According to article 6 of the Serbian Accounting and Audit Law business entities are
Business entities are classified as small, medium and large enterprises depending on
headcount and annual turnover. Medium enterprises have to fulfill at least two of the
following criteria:

1) Average number of employees for the business year is between 50 and 250;

2) Annual turnover is between 2.500.000 euro and 10.000.000 euro in dinars;

3) Average value of assets for the business year (at the beginning and the end of the year)
is between 1.000.000 euro and 5.000.000 euro in dinars.

Business entities which show lower values for atz least two indicators are coinsidered as small
enterprises, while those which exceed the valujes for two indicagtors are considered large
enterprises.

3 The position of SMEs in EU

Having in mind the significance and role of SMEa, the EU Commission Council have adopted
strategic and documents and plans relevant for the development and encouragement of SMEs
and entrepreneurship (,,European Agenda for Entrepreneurship Action Plan*, ,,Green Paper —
Entrepreneurship in Europe”) [1].

The European Charter for Small Enterprises was accepted in June 2000, by the leading
countries of EU. It prompts the significance of small enterprises and entrepreneurs for the
growth, competitiveness, and enhancement of employment in EU. The Charter also states
obligations of EU member countries, as well as the European Commission, in order to
enhance the environment for SMEs.

The EU has recently attached special attention to the further development of SMEs, so the
European Commission adopted a special document in June 2008, titled “A Small Business
Act” for Europe [2] that establishes principles and actions for the SME sector in EU countries.

Having a goal to anticipate negative influences of the coming Economic crisis, the European
Commission Plan for Economic Recovery was adopted, i.e. measures for supporting SMEs[2].

The main principle of the last Plan, worth 200 billion euro, emphasizes financial and
administrative measures to support SMEs, which are key for renewal of economic growth and
stable employment in EU. These measures include providing better access to credit and
acceleration of reforms provided by the law - Small Business Act for the SME sector. The
plan of economic recovery was adopted on 26™ November 2008, and represents the EU
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response to the Global economic crisis. Similar plans were adopted by accession countries
including Serbia.

The Plan contains coordinated fiscal stimulus averaging 1,5% of EU GDP. This funding
should be split so that 170 billion euro should be invested member countries of EU into the
national economies. The remaining 30 billion EUR (about 0,3% of EU GDP) will be provided
from EU funds and will increase the funding for the SME sector.

European Investment Bank (EIB) will provide a package of 30 billion euro for crediting
SMEs, and these funds will be distributed through commercial banks in member countries by
2011. This sum represents an enhancement of about 1/3 compared to the sum EIB originally
aimed for SME credit.

EIB will start the application of finance instruments form the EU Program for
Competitiveness and Innovations, and will also use a special fund for sources of funding of
micro-credit organizations. Besides, EIB will add approximately 1 billion euros annually to its
package for crediting medium size enterprises.

In the case of SMEs exposed to high risk markets, EIB will provide the conditions under
which the credit risk could be shared with partner banks or under which the mezzanine
financing could be provided. Additional billion euros will be at disposal through European
Investment Fund, for indirect (mezzanine) financing.

Fiscal stimuli will be combined with the propositions for acceleration of structural reforms
within Lisbon strategy and measures for helping SMEs, provided by Small Business Act
(SBA).

Along with that, the Economic recovery plan comprises certain measures for reduction of
administrative demands for SMEs, mitigation of their cash flows, and helping to individuals
that are becoming entrepreneurs.

Within the expansion of fiscal policy that is traditionally applied in the times of depression,
the Committee also recommends to the Council an adoption of suggested directive about
permanent reduction of VAT for labor intensive services, and will also recommend the
reduction tax rates for environment friendly products, as well as services in the construction
sector.

4 A reflection on global economic trends

The global economic crisis has been around for a year now, and the end is still not visible, and
hardly any expert dares to offer a prognosis of a timely dynamics of the crisis. Most analysts
attach its beginnings to a great real estate boom in the States, for banks were approving high-
risk credits to individuals with low repayment capacity. It is widely accepted attitude that the
Federal Reserve System of the USA (FED) set very low interest rates in the first half of this
decade. These decisions brought about the mortgage crisis, and then a global credit crisis.
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Naturally, there are skeptics among economic analysts who have used this crisis for their
maxim, which states that liberal capitalism has died which of course isn’t true. Ever since the
Great Depression in 1929, there has been thirteen recorded economic crises that occurred in
different intensities and in different time intervals. One should have in mind that liberal
capitalism has struggled at least 20 times before and after 1929, in the following years: 1720,
1763, 1772, 1793, 1797, 1810,1815-1816, 1819, 1836, 1847, 1857, 1866, 1890, 1920-1921,
1931-1933, 1950, 1960, 1974-1975, 1979-1982, 1982-1987 [18, p.306].

So, the cyclic moving of the world trade represents a normal heritage of contemporary
economic development. Let us see some of the recent developing trends after the first oil
shock. It is a fact that the latest recession is nothing of an end to capitalism, but another
recession, after which new growth will take place, but it must be stated that world has not
seen such a deep and harsh depression, which can easily be seen from the following table [7]:

Table 1: A review of the global economic trends 1975-2009

Percentage of
Per capita change in Per Per
output (PPP | Industrial | Overall |Capital Oil unemploy- capita capita
Year Pondered) |production| trade flows |consumption| mentrate |consumption| investment
1975 -0.13 -1.6 -1.87 0.56 -0.9 1.19 0.41 -2.04
1982 -0.89 -1.08 -0.69 -0.76 -2.87 1.61 -0.18 -4.72
1991 -0.18 -0.09 4.01 -2.07 0.01 0.72 0.62 -0.15
2009, 25 623 | -11.75 | 6.18 | -15 256 111 8.74
projected
Average
(’75, ‘82, -0.4 -2.01 0.48 -0.76 -1.25 1.18 0.28 -2.3
‘91)

The table shown above depicts development periods and all economic crises/recessions with
their intensities and frequencies in the last thirty five years. The resistance of the system is
quite clear, but also its vulnerability, i.e. its “susceptibility to outside obstructions”.

The globalization of the world market is also quite obvious from the above table, so it is
logical that such a strong disturbance could not have remained in the epicenter (USA), so the
undesirable wave “flooded” financial markets all over the world. This, naturally, caused
corresponding misbalances in all national economic systems.

There exist no unified positions about actual consequences of the impact of global economic
crisis, which is the greatest one in the last seven decades. Little agreement exists in terms of
its length, possible depth, duration, as well as precise measures to be taken in order to
reorganize economies for recovery. Positions are not unified even among the most significant
international financial institutions.

This years” World Economic Forum held in Davos, from January, 28" 2009 — to February 1%
2009, was entirely devoted to the problems attached to global economic crisis[6]. The summit
argued the effects of the crisis and possible measures for alleviating its consequences. Special
attention has been devoted to financial regulation, sustainable development, globalization,
social exclusion and global management.
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“The world is going through a historic crisis of trust in values, systems and institutions. It is
time to reshape the real world”, warned Klaus Schwab, the founder and the president of
World Economic Forum[6].This particular thought was an essential topic of the Forum. The
causes of the crisis as well as its spreading were analyzed. The depth of the crisis and
particular measures for alleviating the consequences were debated. Topics included the
achieved effects of the taken measures, as well as defining global measures, as the only
proper response to the global crisis [16, p.113-114] .

Simply put, the Forum in Davos started the quest for a new type of World Order, and the
quest continued at Forum of the Group of 20 most developed economies, on 2™ April 2009 in
London[14].

Analyzing the causes of the Crisis, there was almost a consensus that it was derived from the
“flaws” of the market, which usually occur during the period of high rates of economic
growth and greed for endless profit making.

Analyzing the applied measures for alleviating consequences experts warned about the rising
problem of trade protectionism. Protective measures in trade introduced by several countries
with the largest share in global exchange, has brought a dose of seriousness in finding the
solution to the problem. It is clear that trade perfectionism carries financial protectionism
alongside, which makes the world economy dangerously susceptible to a type of
protectionism that could endanger markets of the developing countries, and their SMEs which
are dependent on foreign banks’ loans. That is why is it important to carry out London
Summit’s decisions, which anticipate the battle against protectionism.

Although there is no final global response to the global crisis, implementation of some anti-
recession measures is obviously necessary, and results will be carefully monitored. One must
bear in mind that it takes a considerable amount of time for first results of taken measures to
be shown.
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5 Influence of the global economic crisis on the real sector in Serbia

Through the analysis of strategic principles and goals, as well as the chosen economic policy
and measures for achievement of desired goals, it can be seen that all of them including those
for the SME sector these are quite well positioned in Serbia. Having in mind the actual
situation which includes inherited problems (starting position at the beginning of transition
the unemployment rate, productivity, technological level — innovativeness and
competitiveness of the economy, trade deficit, level and rate of growth of GDP), as well as
newly-created difficulties from the global economic crisis, it is clear that numerous planned
development goals are unfulfilled. The present situation in the real sector in Serbia is
characterized by the stagnation and diminishing of economic activity, caused by the global
economic crisis. The decrease of industrial production by 17.4% in the first six months of
2009 is the strongest evidence of the effects of the global crisis on the real sector. This will
demand reinventing strategies of technological development of Serbian enterprises[11, pp.
139-141], as well as implementing contemporary aspects of reengineering of a firm[12].

It should also be noted that while the accession and transition countries such as Serbia have
identified increased sources of funding for SME credit they have insofar failed to consider
reducing VAT and other tax burdens for the SME sector which decelerates the resolution of
effects from the world economic crisis.

6 Influence of the global economic crisis on the Serbian banking sector

In the last few months, more than ever since the year 2000, the Serbian banking sector has
been in the center of attention. Very serious questions are raised about the influence of the
global economic crisis on the economies of Eastern and South-Eastern Europe, and this
question goes along with the question of the fate of the banks in this area. One should also
have in mind that the basic source of the crisis is lack of caution by banks in the most
developed countries, i.e. their entrance into risky crediting, which also required being lenient
to their clients. Having a history of previous illiquidity, and because of rigorous monetary
policy of the National Bank of Serbia, this phenomenon was something banks in Serbia
became aware of. Their approach in estimating risks and approving credits has been very
conservative, which proved to be very sound policy for profitability and safety of the Serbian
banking sectors. As a result it can be said that times of cheep credits have passed. Although
Euribor and Libor have a declining trend, the risk of State loans is rising, which as a
consequence has the fact that sources of foreign loans for banks are getting more costly.
Margins for Serbian banks, therefore, must inevitably grow.

Analyzing the characteristics of crediting arrangements (prices, conditions of installment, etc)
for SMEs, it can be concluded that credits are very expensive nowadays. This is independent
from whether they are long or short-term credits, i.e. whether they are taken in dinars (with or
without a currency clause) or in foreign currency. Should we add very rigorous conditions for
providing credits (mortgage on the real estate property and other guarantees), it becomes clear
that credits are not only expensive, but also hard to obtain at the moment[9]. Obviously under
the global economic crisis access to credit for SMEs in Serbia became even more stringent.
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7 Influence of global economic crisis on Serbian export performance

One of the basic markers of macro-economic moves in the Republic of Serbia after the year
2000 has been a high trade deficit, i.e. deficit of the current account, as seen from the
following table[5, p.378.].

Table 2: Serbian foreign trade performance from 2001 to 2007

2001 | 2002 [2008 2004 [2005 [2006 | 2007

Exchange rate in

«cl I1-XI
millions of euro
Exports of goods 1.922,2 | 2.870,4 | 2.4410 | 2.831,6 | 3.608,3 | 5.102,5 | 5.854,8
Exports of goods to EU | 8924 || 960,7 | 1.202,3 | 1.4565 | 2.117,6 |2.942,9 | 3.3219
Imports of goods 47592 | 59566 | 65855 | 86233 |8.4392 | 10.462,6] 12.0473
Imports of capital ] ] 17794 | 24953 [ 1.971.6 | 24298 | 3.0889
products
Import of intermediary | _ ] 22519 |2.8306 |3.0276 [3.781.4 |4.4328
products
Trade deficit 28370 | -3.754.7 | -4.1443 | -5.791,7 | -4.831.0 | -5.360,1 | -6.192.4

This table shows a constant growth of deficit, which, even before global economic crisis was
threatening to endanger macro-economic stability and cause the crisis in balance of payments,
i.e. the currency crisis. The trends in 2008 have shown continued deficit tendencies. When
the global economic crisis emerged, and sharpened, the deficit decreased because both exports
and imports fell[8]. Along with the low level of competitiveness, Serbian imports are
characterized by inconvenient sector and geographical structure. In the sector structure
products of lower phase processing are dominant, mostly raw materials and intermediate
goods. Intermediate goods make up more than 50 % of overall export, and if energy export
and agricultural products are added it can be stated that sector structure of Serbian export is
also unfavorable.  This represents a risk for accomplishing better export results in the
following period due to the potential aggravation in exchange rates.

As for the geographical structure of Serbian exports, it is obvious that 88.2% of the export is
realized on the EU and CEFTA markets. On the other hand, 90% of exports to CEFTA
countries relate to the market of Bosnia and Herzegovina, Montenegro and FYROM.
Concentration as high as this, directed towards only several countries can have negative side
effects on further increase of exports. That is why one of the main assignments of Serbian
export policy after the global economic crisis must be directing companies towards new
markets. The research on SME conditions in Serbia, before the escalation of the global
economic crisis in the second half of the year 2008, revealed relatively favorable trends[15].
However, the following diagram shows the data of the SME sector share in total export and
profits which indicate an escalation of effects of the global economic crisis on SMEs already
in the 2008 when a slight decrease of SME share in exports and profit was first registered.
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Graph 1: SME shares in profit and exports before (2007) and during (2008) the
global economic crisis
Source: Republican Statistical Office of Serbia

The tendency from the previous graph explicitly confirms the introducing presumptions form
our work that Global economic crisis has a significant impact on SME. This also implies that
recommendations for greater support to this sector in Serbia were justified.

8 The role and significance of foreign direct investments in overcoming
the global economic crisis in Serbia

It is clear that the inflow in the whole East-European transitional block will inevitably fall due
to the recession in western countries, which were the sources of 80% of foreign investments.
That is how this year’s investment performance in the region, according to the newest
forecasts will be decreased for over 40% in comparison to that in 2008.

The occurrence and significance of foreign direct investments are not new in Serbian
economy development, and importance of this kind of economic cooperation is indisputable
in economic history[10, p. 579-580]. The development of the Serbian economy in the
transitional era still relies heavily on foreign direct investments, and it moves in two
directions: investments in the privatization process, and Greenfield investments. Considering
the new circumstances with the global economic crisis, this year will pass in a survival mode,
where great attraction of investments into the region will probably not take place. The
question of how much foreign direct investment can Serbia count on, is raised. Let us take a
look at the data from National Bank of Serbia, which depict the inflow of investments in the
previous decade, along with the provided data for first two months of this year, and than we
can estimate the possible inflows[8].
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Table 3: The inflow of foreign direct investments (in thousands USD) in Serbia in the
period 2000-2009

2000. | 2001. 2002. 2003. 2004. 2005. 2006. 2007. 2008. | 2009
-1l

11.252 | 35.388 | 326.454 | 1.071.410 | 796.403 | 1.440.706 | 4.286.379 | 2.004.297 | 2.362.520 | 649.994

European analysts believe that the maximum Serbia can attract in this year is approximately 2
billion dollars. Obviously the effect will be a smaller inflow of foreign direct investment in
2009.

Other countries in the region are also struggling to attract as much foreign investment as
possible. Still, it is believed that Serbia can become a more attractive investment destination
due to the stability of its business and political environment and a stable banking system.

9 The significance of increasing competitiveness to combat the crisis

According to the criteria for measurement of competitiveness of economies, Serbia is ranked
only 85" in the world. Obviously the solution for the current crisis is a path that involves
strengthening of competitiveness. Serbian economy is dependant on foreign capital inflow,
and if it needs greater inflow, then it must reduce the risk for foreign investors, and that again
means increasing competitiveness. It is widely accepted that without healthy competition
there is no recovery from the global economic crisis. This attitude was the starting point of the
general approach in combating all kinds of protectionism. In addition to measures for
attracting foreign investors, it is also necessary that the economic policy creates a favorable
environment including an appropriate institutional frame, based on corresponding laws and
other by-laws, as well as consistent, objective and efficient implementation of the mentioned
legislation. The fact is that financial stimuli are not the prevailing factors for serious investors.
When they decide about stimuli and environment investors prefer a place where there is
nothing paid to them, but where there is a certainty that the investment will pay off by itself,
and where their profit could be maximized.

If governments provide more stable legislation, harmonizing domestic laws to the EU, this
safety would positively affect long-term investments of foreign investors. The role of the
government is not to invest in companies and to govern the economy, but to look after the
health of public finance, to encourage the entry of competition in the infrastructure sector, and
reduce barriers for investments. Economists, government officials and the World Bank seem
to agree that the key barriers of investing into Serbia are bureaucratic and administrative ones
while the previous development period of potential investments in Serbia was marked by the
political risks.

Along with vast bureaucracy issues, not only in Serbia, but in the whole East-European
transition region, investors are also concerned about poor infrastructure, lack of expert
workforce, growth of salaries, corruption and political instability in the. That is why it is
reforms should be completed in areas with the most significant barriers for investments (for
example, the ownership of land where Greenfield investments should take place, obtaining
various permits, etc.)
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One should also be aware that barriers to Greenfield investments are much greater than
barriers foreign investors confront when taking over the existing companies, i.e. through the
process of privatization. Along with previously mentioned low level of competitiveness when
attracting foreign direct investments, Serbia also has enormous problems with the
competitiveness of its goods and services offered in foreign markets.

The old, non-functional technologies, poor quality, unattractive packaging, lack of certified
items, impossibility of crediting sales and high prices are the main reasons why Serbian
products are not competitive, even in comparison to those from some surrounding countries.
The Global Competitiveness Index has shown that in the year of 2008, Serbia only took the
g5 place among 134 countries measured by that index. Whether or not Serbia will succeed
in changing the structure of its exports like other advanced transition economies did earlier
will depend to a great extent on the FDI performance.

10 The role and significance of state subsidies in the global economic crisis

The State institutions continue providing the usual backing for the development of SME
sector in Serbia, which is, among other things, visible in providing grants for particular
programs, as well as credits under quite favorable financial conditions (The Development
Fund of the Republic of Serbia) for certain programs[13, p.369]. Nevertheless, it is necessary
to develop other market mechanisms of SME financing[13, p.377].

Within its strategy of alleviating the consequences of the Global economic crisis, the
Government has provided certain funds for subsidizing interest rates on credits. Available
sources of finance for this purpose are not sufficient for more systematic and long-termed
solutions. That leaves the Government with the long-term responsibility to find and realize
relevant measures and mechanisms. The consequences of the global economic crisis seriously
influence the liquidity of the economy, particularly the illiquid 61.285 SMEs unable to pay
their debts. It is now of crucial importance to ensure the delay of repayment of foreign debt,
i.e. to execute refinancing of the debts of private companies in Serbia.

Solving this matter is important because the companies would, if forced now to pay their
debts, buy foreign currency, and in that way lower their internal liquidity. The State has also
reserved significant funds for other possible type of interventions, i.e. for possible
rehabilitation of banking system, if by some chance a banking crisis would occur, and foreign
headquarters of domestic banks stay passive, which does not seem possible at the moment. If
this situation by any chance occurs, the State could become co-owner in some banks it
rehabilitates, in the proportion of the provided assets, which is not unusual practice nowadays,
having in mind that rehabilitation program of UK and USs banks is also performed in this
manner.

Conclusion

The results of scientific research of the authors significantly point to the chronically lacking
basic skills and knowledge of entrepreneurs that inhibit the adjustment to the global economic
crisis. The constant learning process in this area is crucial for the survival of SMEs in the
conditions of the global economic crisis.
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SMEs still use computers in their business to a relatively smaller extent, which negatively
influences business performance reflected in suboptimal results during the crisis. The SME
business training and the direct financing services would make a starting point for further
development of these enterprises after the eventual recovery from current crisis. Such a
model of an institutional support to the development of SMEs and entrepreneurship demands
a proactive approach owners and managers in the further learning and successful mastering of
basic skills of financial and marketing management.

Current training of our entrepreneurs and managers is inappropriate for the development
needs of the SME sector which is unable to adjust to the global crisis. Much better results
could be accomplished by mastering relevant financial and marketing tools, and if
information technologies were applied in business.

The next precondition for successful recovery of the SME sector is profitable cooperation
with large enterprises which would ensure a new cycle of economic growth.

Finally the assignments of the reformed economic policy in the accelerated transition of
Serbian economy should be focused on the visible removal of restrictions for SMEs, as well
as on protection of this sector from the excessive government intervention monopoly and
possible protectionism that can emerge from the global economic crisis.
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