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Before we start

Whatarewe lookngat?

We arelooking at youthandentrepreneurship.

By youth, wemean young individualsaged betweenl5 and 30 yearsWe map the barriers to
entrepreneurshipin this age group. However, statistical da@metimesdo not correspond to this
classification, and isuchcasesye indicatethis in a clear mannde.g. 1524).

For entrepreneurship, we refertthe definition ofProfessol 2 6 NR { 6 S@Syaz2yyY a9y i NEB
0KS LiJzNBRdzZA G 2F 2L NIdzyAde o6Se2yénganedrgpdehddSa O2y i
Ay Ot dzRSa o02GK 831t F(@NIpraprickoyas 4 IBgeiioknias/wdlasiMiad dzi S d y A 1
liability companies.

Whatarewe lookngfor?

We identify thdnstitutional and legislative barrietfsat affectyouth entrepreneurship in Serbia

We take a shapshot of one piece of the entrepreneurial ecosystem pdagteke in nature,the
entrepreneurial ecosystem is a complex symbiosis of many bits and piecigiduals, entrepreneurs,
institutions, legislatn, finance, markets, culture, educatjctc. In order to discover how to improve
the ecosystem in Serbia, we should find etarting point. In thistudy,we focus on one part of this
SO02aeailisSyz (KS D2 difrdfep@nedrial activieyofoutS y OS 2y

Whichperspectivearewe lookng fronf?

We lookat barriersto youth entrepreneurship from two different pemsgtives:differentyouth groups
andthe entrepreneurial life cycle

The mapping process is dividéato severasegments We start fromado A NRa Q Sawry@riefSg | yR
snapshotof the general business environment in Serb&hortly thereafter, we zoom m on the
obstaclesparticularly prominentfor youth, compared tothe general population The three most

important obstacles are elaborated in detawailability of finance and access to capital; fiscal and para

fiscal systemand access to information drpractical skills)The fhal zoom is on specific youth groups.

Youth are nota homogenous group, so we investigétether specific obstaclefaced byeach of the

youth groups.

Obstacles ardividedaccording tahe stage of development in the life cgcMost of the obstacles are
relevantthroughout theentrepreneurial life cycle, buhey exertcrucial influenceat certain stages.
Three basic stages are observédsiness initiation stagéplanningstage);launch stage(newborn
stage); ancearly-growth stage(stageof becoming establish@dThe established and ture stages are
beyondthe scopeof this analysis.
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SUMMARY

Much like their peersvorldwide, youth in Serbia are faced with numerous challenges when entieeitepor
market. Figures from ¢hSerbian labor market show a dire situation for young people, since the unemployment
rate of this segment of population is almdstice that ofthe general unemployment rate. Moreover, half of
those whoare employed have a job that does not mebe basicONR G SNA | 2 F-- atieStheS y i
employment is informal, pattme, or the work requires qualificatioh®wer than held bythose performing it.
Starting a business is one solution for those inclinedtds entrepreneurshipg and the percentage ofsuch
individuals among youth 8%, higher than ithe general population. However, the share of those who actually
start a business is significantly lowén. addition to their lack of experience and the risk inherent to
entrepreneurship, youth are grdatdiscouraged by the unsupportive business environment. Issues range from
securing initialfinancing and the financial sustainability of a busineghrough an overregulated and
unpredictable business environment, disloyal competition, lack of institlifpmotection to lack of information.

This report focuses on barriers stemming from the poor institutional and legislative environment.

While the same institutional and legislative issaffect every entrepreneur in Serbia, certain issues present
signifcantly higher barriers for young people. The discrepancy originates from the fact that youth lack
experience, capital and a proven track recotite essential elements for starting and running a viable business.
These facts make youth more vulnerable desk adjustable, particularly in the domain of the three most
difficult obstaclesaccess to finance; fiscal and pdiscal systemandlack of information, skills and mentorship
External financial sources are often inaccessihlunstable the complcated fiscal and pasiiscal systems
increasinghe alreadypresentuncertainty of the business environment, while the lack of information, business
networks and mentorship makes progress difficult.

Access to finance is the single most important bo#tk for youth entrepreneurship. Youth are considered to
be highly risky and are therefore off the radiarthe majority of traditional financial institutions. On the other
hand, alternatives to traditional financing, such as microfinance and ventutalcape still underdeveloped.
The @vernmentis tryingto tackle this issue by allocating certain funds through various state institutions, but
they onlyhave amarginal influencen overall access to finander youth Moreover, Government funds cannot
and should not be the sole measure for solving the general issue of poor access to finance. Theigsingal
element is alternative (nefinancial) mechanisms that would increase the chances of obtainingifigdimn
existing sources. These mechanismwslld involve providing mentorship and support to young entrepreneurs
mitigating the risky natureof their newlystarted businesses.

The wrrent fiscal and paréiscal systemof Serbia are such that they contribute to the already unpredictable
business Bvironment throughout the country. Even though the most important fiscal instruments tend to
stimulae the development of entrepreneurship, the fiscal system as a whole is-tremsparent and
unpredictable. On the other hand, pdiacal charges are not ndisproportionally high for what they are paid

for, but are also numerous and frequently changing,inggk extremely difficult for entrepreneurs thandle

them. For a young person, it is both thrend money consuming to identify the entire palette @hrious
charges. Finally, tax procedures are complicated and expensive, while relevant institutions do not show
systematic commitment to facilitating the procedures. Instead Aeministrationofficers often happen to play

the role of police officers, gtead of providing mentorship and support to inexperienced youth.

While providing initial capital is one of the biggest obstacles for youth when starting a business, skills and
experienceare criticalfor success or failure once the business is set ughYowerbia lack the basic knowledge

and practical skills necessary for entrepreneurship. This is partly due to the lack of experience inherent to their
age, and partly due to the formal education system that does not prepare them for entrepreneuggrigiial.

There is no adequatentrepreneurialeducationat any stage of formal educaticmeither in elementary and
secondary schools, nor in universitiBegardinghe informal educatiorprovided by Government institutions
relevant andhighquality busness trainings, as well as mentorshiagre usuallyneffective, and unavailabke

most youth.

Finally, obstacles for youth entrepreneurship are neither unique for all young people, nor equally burdensome
throughout the entrepreneurial life cycle. Ircfaobstacles are most pronounced during the first two stages of
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the cycle- the intentional stage right before starting a business, and the launch stage which usually takes up the
first two or three years of business development. At the same time, yoatha a homogeneous group, so
certain obstacles impede some of them more than oth¥ming people with innovative and internationally
oriented businesses are faced with outdated business environment which hampers their growth. They face
severe issues witonline payments, outdated laws and procedures, institutional persistence on the use of
stamp, VAT refund delays, etc. This leads to a contradiction: instbathgfsupported and promoted, the most
proactive youth sometimesfeel forced to move to somether country with a more favorablbusiness
environment. Yuth in vocational education and training would have more favorable starting point if there was
an adequate legal framework regulating craft business. Young women, often young mothers, fiedlittdiff
reconcile business and private life due to the lack of kindergartens. Youth with physical disabilities face with
inadequate infrastructure of public institutions and inappropriate qualifications of public servants. The list goes
on, and thus a tlr-made approach is needed to maximize entrepreneurial activity among youth.
Understanding each step young individuals have to make when starting their own business, and particularly the
obstacles they encounter along the way, would provide importanghtssithat would help policy makers
develop effective support mechanisms that would improve the currently unsatisfactory level of entrepreneurial
activity among youth.

The Government has shown its intention to tackle @#heveissues through various straieg implemented
duringthe previous period. However, the strategiesre not being implementetlilly. Likewise the measures

that are being implementedio notseem to be effective enougfhisis mostly due to the lack of institutional
capacity or lack aflearly defined priorities. Furthermore, there is a general lack of institutional coordination and
systematic approa@sto supporting youth entrepreneurship. Each relevant public institusonnningits own
programswithout relation or harmonizatiomwith the others. Ultimately, they fail to create a synergetic effect.
The underlining problem is that Government institutions neither undergtamdpecific needs of youtmor are

they fully aware ofhe economic potential ofntrepreneurship. This prolite stems from the lack of relevant
information onboth youth and entrepreneurship data onexistingentrepreneurs are poor, while data on
potentialentrepreneurs are noexistent. Therefore, policy makers do not know how many individuals in Serbia
would Ike to start their own business, who they are and what their ideas and concerns look like. Without being
able to inquire abouthe problems and obstacles they face, it is almost impossible to create effective tailor
made policies.

While the legal framewor&ould be improved, it is the institutional framework and implementation of the legal
framework where the real issues lie. It happens that even when the relevant laws and strategies are in place,
some of them fall short of full implementation, which isfiea similar to the situation without stimulant legal
provisions. That might be either due to a lack of institutional capacity or a lack of oversight over the
implementing institutions. Nevertheless, apart from the implementation issues, there arerigtdlcf laws that

could be improved particularly in a domain of international business operations. While young innovative
entrepreneurs tend to compete globally, legal environment impedes them from such intentions by some
outdated provisions.
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MAIN MESAGES

Young people in Serbia have a rather unfavorable position in the labor market. As many
as 36% of youth are unemployed, while almost half of those who are employed have a
job that does not meghe basiccriteriafordt RS OSy G 62 NJ € ©

Entrepreneurshijs part of the solution. However, its potentiabé&ng underutilizedmostly because

youth feel discouraged due toe inexperience inherent to their ager the unsupportive legislative and
institutional framework.

Young entrepreneurs face similart bigher barriers than entrepreneurs in general. The
gap stems fronan even mor@ronounced lackf experience, lack of capital and lack of
aproven track record faced by young entrepreneurs.

External financial sources are often inaccessibteunstable the complicated fiscal and pafascal

systemis increasinghe alreadypresentuncertainty of the business environment, while the lack of
information and mentorship makes progress difficult.

Access to finance is a mublpaderissue than geerally pereived.The majority of

young people cannot reach any potential external sources of finance.
Banks areften not a viable option, while alternative financing, though powerful, is still underdeveloped
and has insufficient potential to reach to tfeneral yoth population.

The fscal and pardiscal systemcontribute to the existing uncertainty of the business

environment, while the lack of information and skills widen the current gap.
Instead ofmitigatingthese issueshe relevant institutions sometime® ratherthe opposite- hold back
or even disrupt business processes.

While the legal framework could be improved, the institutional framework and
implementatioriswhere the real issues lie.

Relevant laws and strategies, although in place, are nog lfeily implemented, either due to a lack of
institutional capacity or a lack of oversight over the implementing institutions. At the same time, some
of the existing regulations are outdated, thus hindering the activities of innovatigéohatlyoriented

firms.

Despite the intenticidemonstratedGovernment support is still not sufficiently focused

and properly targeted.

The arrent measures are ndhe most effective and do not reach a wide range of youitreover,
available detailed informatioln the obstacles entrepreneurs faiselacking thus preventing the
creation ofeffective support mechanisms.
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INTRODUCTION

Thelatest global financial crisis still creates consequences worldwitleough recoveringthe world is faced

with a sigrificant downturn in theglobal economy. New entrants in the labor markgouth ¢ are particularly
0SIFENRAY3I GKS oNM¥zyd 2F GKS & tTueh@rage Knerfiplopmeit fateBldvRlgi2 Y& o { O
5.7%, whilethe youth unemployment ratés morethan two times higher (1298). The situation is even worse

the EU with the general unemployment ratat 8.5%, andthe youth unemploymeat rate reaching as much as

18.7%2

Serbia facesven more pronouncettends.Duringlast year, youth unemployment wanore than twicehat of
the overall unemploymentate in Serbiad 34.9% unemployment rate among individuals agee?45/s.a 15.3%
overall unemployment raté) Furthermore the chances for youth to be employed are three times loge,
2015) At the aime time, the quality of jatfor those who are employed often does moeet the criteria of the
Consideringheir earnings226% of alemployedyouth receivea net salary of 200 EUR, while two thirds have
net salaryof up to 380 EURAdditionally the issue of underemploymertomplementsthe issue of job quality,
referring to those partime workers who would prefer to bengagedfull-time. Accoding tothe official Labor
force survey in Serbid0.8 % ofemployedyouthare estimated to bengaged ora part-time basisOn the other
hand, 183% of youthare over-qualified for the work they perform (Marjanovic, 2014a). of ths lead to the
issueof eithera high share of unemploymentr poor quality andunsustainablemployment. Furthermorehe
lack of experiencamongyouth is additionally marginalizg this segment ofhe populationregardingthe labor
market.

Entrepreneurship could be paof the solutionfor youth unemploymentA total 0f36% of young individuals in
Serbia would prefer to start a business rather than be employ#tkiprivate or public sector (more thahe
country average fothe general entrepreneurial spirit of 30%ENMES, 2012). However, entrepreneurial activity
among youthis still low. Apart from the risk inherent to entrepreneurship itself, youth in Serbia face higher
obstacles than entrepreneurs in general, and higher than youth in developed countries.

WhatshouR 6 S (G KS D2 @SNY Y Siystintuiate Yot eStreprefidursiipPhgGoginyient does
not have a precise and evidenrgased respons#o this question Unfortunately, most Government programs
and active measurethus far seem to bebased ona vagle perceptionof the situation rather thanproven
requirements The Governmentadopted several strategies targeg the promotion of entrepreneurship,
dedicatng funds and programdor this issue and by doing salemonstratedthe intention of tacking it.
Neverthelessthere were not enough eante studiesthat would identify the most effective measureche
search for any publig available followup analys that could evaluatéhe real success ofthe measures
conductedhas showrthat such monitoring daenot exist.

Providing the most effective ystematic supportrequires in-depth, evidencébased knowledge. This study

O2y TANXA GKIGZ S@Sy (K2dAK (KS ¢ 2 NRBultiw&elylobBrdkBy S dzNA K A
out, in reality there is a furaimental information gapegardingthis issuelt is not fully cleawho should be
supporedandhowthey should besuppored.

oMapping barriers in youth entrepreneurshipresents a baseline snapshot of entrepreneurship bottlenecks
faced byyouth in Sebia, focusingon the institutional and legislative framework. What is the real role and
influence of public institutionsegardingyouth entrepreneurship todayRas the institutional frameworkoeen
set up in an efficient and coordinated mannerAre institutions building labyrinths fromthe roads to

lInternational Labour Organization statistics for 2016.

2 Euostat database for 2016

3 Statistical Office of the Republic of Serbia, the labor surve@3@016.However, it is important to underline the
uncertainty present in the basic SORS methodology for employment statistics. During the past several years,
employment statistics have not been in correlation with other key macroeconomic trends. Both CEVES and FREN have
addressed these issues.
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entrepreneushipg? Does the legislative framework allow ttee activation of all existing possibilities? This study
does not aim to present all issues in detail, but rather to shed ligitheomost important bariers. It should

serve as a starting point for identifying basic solutiamsl for necessary followap, indepth studies. Finally,
there is one important caveatthe analysis of the role of formal education in youth entrepreneurship is beyond
the scopeof this paper. Instead, we focus on institutional and legislative barriers that take place after the period
of formal schooling.

In order to provide better insight into this issue, the research methodology encom@assmtined approach
- qualitative andquantitative. More than 1D semistructured interviewshave been conductedrespondents
coverall relevant aspectef youth entrepreneurship- young entrepreneurs (more and less successboljcy
makers,representatives of relevant Government and +gowernment institutionsfinancial institutionsetc.
Finally, the analysiswas complemented with results obtained frodatabases that covethe detailed
performance of all Serbian companies.

The report is divided into four main segmeriiie first segmenipresentsissues regarding entrepreneurial
environment in general ones thataffect all businessesquallyregardless othe Sy (i NE LINB yASpedldt Q | 3S
focus inthe second segmenis placed on youth, highlightng issues particularly important fahe young
generation in entrepreneurshipnd focusing onthe lack of funding, as well dke lack of experience and
knowledge.This serves to produce analysisadfich parts othe institutional and legislative framework widen

the gap between youth and adulfe third segmenintroducesfive youth groupsandan analysis cddditional

or specific obstacles of particular interest to each group. Youth is not a homogeneous category, and policies that
aim to support them should be tailomade to their mostpressingneeds. Throughoutall three segments,

insighs are providedinto the institutional and legislative framewqrés a direct or partial source of certain
bottlenecks- some of the bottlenecks are the result of inadequate or missing legislation, while artbeetated

to certain institutional inefficienies Finally, barriers diffethrough the entrepreneurial life cycle. In order to

havea firm stanceon this issuea d LINRA 2 N& i A fislinfrodiefl Thé ImétikImBps the barriers along the
entrepreneural life cycle and highlightise influence andmportance of each barrier along the way.

10|Barriers to youth entrepreneurship



GENERAENTREPRENEURIAL ENVIRONMENT IN SERBI,

The arrent social and economic environmerdf Serbia have been strongly influenced by the structures
inheritedfrom beforethe transitionperiod,whichstartedduring the earlynineties,as well aseoliberal policies
after 2000, the effects of the 20Qfobalfinancial crisis and the secoméveof the crisis in 2012. Despitee
many negative factors, Serbia maanaged to increase its GDP per capita (adjusted by PPPY8D&165 in
2000 toUSD12,863 in 2015, becomenaEUmembershipcandidatestate and be among top ten European
economies by GDP growth rate in 2i1dowever,the overall economic environment iSerbia is still rather
unfavorable. Economy is still characterized by low competitivenesglobalscale (94 out of 140 countried,

high public debt (76% GDP) amchther high unemployment ratel $%9°.

Providing a timulaing entrepreneurial envbnment requires a detailed and holistic approachThe
entrepreneurial environment iaffectedby all elements ofhe entrepreneurial ecosystem Government policy,
regulatory framework, institutions, finance, culture, education, human capital, locall@al garkets. We

cannot createa better financial environment withoua solid institutional and legal framework, or stimulate
entrepreneurship onlyhrough legislativemendments without changes the education system. ARofessor
5FyASt LABFOPENE A2YRGa0S Nz e STFFTFSOGADS axsochiasS | 6
ONBI1Ay3a R2gy Odzf G§dzNF £ oF NNASNARZ SRdzORWG.yrEerefdrg, &iNS LIN
integrative approach is needeHlowever,this reportdoes not aim toprovide recommendations on how to

create such an approach, but ratherexplain the current entrepreneurial environmeéntSerbia.

\

as
Sy &

Serbiawas awarded Doing Business Rank of(didt of 19Q for 2017,7 placeshigherthan in 2016.
Most ofthe improvement is owed tthe facilitated acquisitionf construction permitswhere Serbia
took 36" place, in comparison to 15%lacein 2016, as well asx systenimprovemens, reflectedin

an improvement of 20 ranking positioffsom the 98" to the 78" place on the list). Theseends
provided 2 f AR S @A R SnfedsBreeffofis tof maks.dis buisi@ess environment more attractive
for entrepreneurs. Most importantly, there has been a move of 15 places up the Kst"(place)
regardingthe ease of starting a businesshere are now 5 procedures an individual has to undertake
in Serbia in order to set up a businetking 7 days in total. On the other hand, Serbia moved 19
places downin the list regardingthe ease ofacquiringelectricity and 8 places dowin the list
regardingenforcing contracts. Regarding the ease of getting a credit, although 2 places down the
ranking list, Serbia isit 44" place, which does not seem bad. However, Sésbiaggingn probably
the most importantsegmat of this component the degree to which collateral and bankruptcy laws
protect the rights of borrowers. In fact, the current legislative framei@ekms to favor lenders to
borrowers. Also, it does not differentiate between borrowers wdaliberatelyavoid settling their
liabilities and borrowers who are forced to do so due to a third Qdtult (be it a private entity or
the state).

The most important barriers entrepreneurs in Serbia face in general are listed and described below:

4World Bank

5 Global Competitiveness Index 2€AGL6

6 Statistical Office of the Republic of Serbia

”Law on Enforcemérand Security (2015)

8 For example, when a borrower asks for a postponement of enforcement, a public executor holds the discretionary
right to determine the duration of postponement (while the lender determines it on his/her own). Also, the borrower
doesnot have the right to sell a collateral even before the decision on enforcement becomes valid.
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Importanceand potentialof entrepreneurshimot fullyrecognized byhe state

The Government of Serbia figroclaimed 2016iThe Year of ifrepreneurshig. It is an important step in a
country where entrepreneurship has often seemed to be undervalued. Howevel siéatils that botlexisting
and potential entrepreneurs Serbiado notfeel fullydrecognized andddetected by the state

First datathat would capture all entrepreneurs operating in Serisidackingnot to mention aletaileddatabase

that woulddescribetheir structureand characteristicsthus enahihg us to identify their needs. Moreover, even

a common definition of different types of entreprenedsslackingand they are notadequatdy recognkzed

within the legal framework. Without being able tlassify and track entrepreneurs, we cannot create tailor
made policies thatvouldtargetthosethat need support the most. The current policies are generidlamgoals

of the adopted Strategy fdhe development of SMEs and entrepreneurship are tambrthus measuring the

effects of such policies would not only be impossible due to the lack of data on entrepreneurs, but also due to
the generality and broadness of policies.

Furthermore there is no evidencen potential entrepreneursin Serbia, i.ethe number ofindividualswho
would like to start their own business who they areand what their ideas and concerns look like. Some of
them are unemployedand some of them would like to start a business in areas gh#er from high
unemployment.Theg subgroups should be of special interést state authorities and policies should be
targeted to support them the most. However, without knowing who they arendtidut being able to inquire
aboutthe problems they face dhe potential they see, it iaslmost impossible to create tailarade policies.

Finally, Serbia is not part of the Global Entrepreneurship Monitor (GBMyorldwide study conducted ky

consortium of universities from around 65 countries with the objective of analyzing the lewegfreneurial

activity in each country on a yearly basis. Serbia participated in the study for threentg&26072009) when

it was represented by the Faculty of Economics from SubétaxdSerbia continued to participate in the study,

we wouldnow be able to track entrepreneial activityrates F 8 8Sa &8 SYGUGNBLINBY SdzZNBQ Y2 (A DI
targetpolicymaking and measure the effectsimiplementedpolicies.

Problem of choosing the rightisiness form

The problem of being recognized in areqaate way partly stems from the fact thagreduzetnik in Serbia is
both an entrepreneur and a business form. Not all businesses registefpredazetnilE could be regarded as
entrepreneurs in the essence of that worthr do allentrepreneurs registetheir business agpreduzetnik.
Entrepreneurs also hatbke option of registeringheir business aa d.0.0£ ¢ alimited liability company. This is
another problemfaced byentrepreneurs: choosinghe right form for their business. While the form of
opreduzetnik has asimpler and less costly registration process, lower fees, the possibility of choosing the mode
of financial reporting, the possibility of opting for Itsym taxationa lower income tax ratea lower social
contributions rate, and simet exit, the form ofd.o.o0£ brings lower risks in the sense that there can be more
than one owner and the company is liable with its assets only (not the whole personal propleetpwiers),

as well as the greater possibility of expanding the busim&ssnly territorially, but also in terms of introducing
new business activities.

Overregulated and unpredictable business environment

One of the most important barriers that make people in Serbia reluctant to decide on running their own
business isumbersomebureaucracy and unstable regulatory environment. At this moment, running a business
is regulated by 156 laws and over 250ldys, subject to frequent changes. A dozen bureaucratic procedures
and the complicatedacquisitionof licenses and permitg&specially construction permits) turn entrepreneurs
away fromrealizing their ideas. If they decide to do embark on it, they often have to hire laeymtsrpret

legal documents when setting up a businesg] once it is set up, they have to keep with frequent changes

to the regulatory frameworkpublished at leastvice a week in an official gazette. Not only does sauphactice

take time and moneyor entrepreneurs, it also createmn overalluncertainty in the business environment,
leading to lever entrepreneurial activity.
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Unfaircompetition

Unfaircompetitionis an additional source of uncertainty when running a business. Small firnmsadezjuately
protected and can easily be pushed out of the market by disloyal competition. Such @ egbedially
pronounced in a country where almost a thirdtieé GDP (30.%) is earned in a grey zone (USAID and FREN,
2013), compared to 205% in developed countrieshe Serbian Government adopted a National strategy for
combattingthe grey economyin 2015, and managed to increase tax revenues significantly, but it isictill
known how the measuresndertakenaffected small and young businessAsditionally entrepreneurs are
reluctant to enterthe business world as there is a commonly held perceptiab both the private and the
public sector are highly influenced by bribery (Serbia ranks 71th out of 168 countries on the Corruption
Perception Index 2015). On the other sittee Law oninspectionOversightadopted in 2015 hamtroduced
improved detedion of unregisteredentities and increased ordetin doing businesgor all operating entities
However the full implementation of thisawwill onlystart this year.

Lack of institutional protection (particularly for uncollectable receivables)

Institutional protection is just as essential as tbgal framework Ehtrepreneurs are discouragdtbm starting

any judicial processes, as they are costly, lengthy and unpredictable. There are no effective mechanisms for
resolving disputes. Regarding contracfoecement, Serbia imnked61% (out of 190) onthe World Bank Doing
Business list, without improvememdluring the last two years. A particular reason why entrepreneurs feel
unprotected is that nobody can guarantee that they will recéiemoney due from business partners in
transactions. There is a large number of insolvent business entities in legal transactions, as well as companies
that consciouslyointo bankruptcy in order to avoid paying their liabilities. In such an environinendlifficult

for a firmto predict financial flows, plan investments and design growth. Young firms are even more exposed to
such problems, as they are often unable to identify unreliable partners. Moreover, there is no systemic solution
for preventing such businesyél A 1 A Sa FNBY | odzaAy3d a2YSo2Reé SfasSqQa Yz
liquidity problems.

Complicated exit

The wpredictability ofthe business environment, uncollectible receivables and lack of support often lead to
premature business shutdownblowever, even closing abusiness may be complicated and costigunyg
entrepreneurs are oftemnaware of hidden risks arttle potential inability to return andetain themoney they
invested ina business. An average liquidation process lasts between ahthege yearsdepending mostly on

the amount of unpaid claimsDebtors use every opportunity to avoid payments, so cases often go to court,
which debtors also use farolongthe process andbuy time. A @mpanyundergoingthe liquidation process is
swamped with various costs: from high court fees (5 to 15 peraéiibe total value of the disputedhe costs of
hiring a lawyer, tahe costs of hiring official econaaexpert witnesses. These costs may erad@nificant part

of the uncollected claims (seetimes even more than a half).
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OBSTACLES AFFECTING ALL YOUTH

Youth face the same obstaclesatisers but certain obstacles are much higher for théris study reveals that
even though there is no specific institutional or legislative issue that eaddressed exclusively to youth
without affecting everyone els@ certain set of conditions presents a significantly higher barrier for young
people.

Although youth possess more favorable educational preconditions than adults aralthigher intentregarding
entrepreneurial activitythe share of those who actually start a business is lower than for @git® K DL (= H A mMp 0
NBEOSydG Df2ol OYUNBLINSYSdZNBEKAL)] a2yAG2N) 6D9a0v &addzRe
group, show significantlyigher levels of entrepreneurial intention than the adults (1.6 times higher). In the

older youth category, this intention translates into a relatively high level of actual entrepreneurial activity, while

the young youth show a significant decline betweetrepreneurial intention and entrepreneurial activity.

LI NI FNRY 2GKSNJ NBFazyaxr OSNIIAYy 20aGl 0t Sa | NB KAIKS
faceahigher level of barriers that impede them in realizing the intention to staws@mess.

This studyshowsthat two key issues lie dlte root ofthe challengegaced byyoung peoplén entrepreneurshign
Serbialack of capitabndlack of experiencd8oth issues stem from their age, and pr&t asrelevant for youth
worldwide. However,the legal and institutional framework in Serkaéled tonarrowthe existing gap, sometimes

in fact rather opposite- contribute to widening it.The &ck of initial capital/collaterals contributed to
inaccessible sourcesd finance in generalTheWorld Bank Enterprise Survey (World Bank, 2015a) documents
that entrepreneurs find that access to finance is one of the chief obstacles to establishing a firm in South East
Europe.Insufficient funding was noted to be the biggest issue by far for theindss operations b§6.9% of

youthin SerbigMarjanovic, 2016)0n the other hand, while the lack of capital is critical for starting a business,
practical skills are critical for business survival and ultimataiginess success.

There are three patular barriers Serbian youth face, all of them stemming not only from their agéebut
institutional and legislative framework as wélley are the following:

. Barrier 1-- Access to finance and capital
. Barrier 2-- Fiscal and parfiscalsystem

Barier 3-- Information andpractical skills

Barrier 1lis related tothe general and mostonstrainingobstacle to youth emepreneurship, referring to
significantdifficulties in obtaining capital when startirond developinga businessBarrier 2refers to the

complicatedand unpredictabldiscal and pardiscalsystem, both timeand moneyconsumingFinally Barrier 3
targets the information and skills gap youth in Serbia face.

The Government has recognized these issuesoase ofthe mostconstrainingobstacles to entrepreneurship

Serbia It adopteda A SNA Sa 2F adGNrdS3IASaz GKS Y2adDeweldpmnNI I yi 2
Entrepreneurshi@nd Competitivenes®015H n H Hewever,a systematic determination to solve these issues

still hasnot beenproven. Thisis mostly due to the lack of institutional capactgmbinedwith a lack of clarity in

the definition of priorities, related both to the issue of lack of information on existing and potential
entrepreneurs. Strategies are often creatbdsed onthe existing strategies of more developed countries,

without taking into accounthe particularities ofthe Serbian business environment e different cultural

background. In practice, eachtbt identified general barriers demands a thorowgtalysis, understanding the

implications of alternative measures aadtoordinated institutional approach for successful implementation.

Without a holistic approach, sustainable change cannot happen.
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Regarding youth entrepreneurship, fragmentation of @owent support has always been more pronoundéd:
Government does not understarntle specific needs of youth and does not create tai@de measures for
supporting youth entrepreneurship in particufaklthough there are two strategies that try to dedth access
to finance and access to knowledggardingyouth entreprereurship (theaboveanentionedStrategy for SME
Development Entrepreneurshipand Competitivenes20152020 and theNatioral Strategyfor Youth 2015
2025, the solutions they offer arenty partial and not applicabltroughout Serbia.Likewise there area
number of projects aimedat supporing youth entrepreneurship througtvarious funds and educational
programs, but they are not coordinated well.

The following three chapters presena@h of the three barriers for youth entrepreneurship development in
Serbia, focusing othe institutional and legislative perspective. As access to finance lartfestobstacle, we
shed particular light on.it

9 The gap becomes evevider regardingspecific youth groupso be elaborated in the fifth chapter.
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m AVAILABILITY ONANCE AND ACCESS TO CAPITAL

Access to finance is the single most important bottlenfek youth
entrepreneurship. Youth are considehaghly risky and are therefore off the
radar for the majority ofraditional financial institutionsThis derives fra the
fact that they lack experience, collateral @roven track record. Alternatives
to traditional financing ithe form of microfinance and venture capital, though
still underdeveloped, cannot significargolve the issue @fccess to finance
for youth Even withthe potential for alternative financindgully utilized the
majority of youthwould still remairwithout any possible access to finantke
crucial missig elementare alternative mechanisms that couldprove the
chance of obtaining fimndng for a considerablyhigher numberof young
people.

Insufficient access to finance is a major challenge both for youth and for adults participating in
entrepreneurial scene in Serbiternal financingf firmsin general is stiignificantlyinferior to selffinancing.

Own funds are the source 86% ofthe total financing ofSerbian firmswhile only 86 comes from banks.
Furthermore, 8% of businesse®port that they do not use external financing at all (BEP§)2@t the same

time,theliz Yy Q&4 & KI NB 2 F srioktlg t Brgediakd simasdimigBdEospehieswhile over 60%

of SMEs reporthallenges imbtainingfinance.This is comparably much highbanthed o &2 2F {a9a Ay Y
income countries (and 15% in higitome counties) that report poor access to finance as a major constraint to
GKSANI RSOPSt2LIYSy(ié¢ 0/ 9x9{3 HAMHO®

However, this issue is even more pronounced for ydatimany caseghey do not possess their own capital.

2 KSy (KS& R2 TFAYR QGualygxha firdt tieciof iiviesSogBI It HNSRESIR Al la AGET FdFA £ & X
F22f a¢ ® 9 E (idd e dther hanlisfdrgglyinhofedsibleTraditional financing is almost neristent,

while alternative financing is still underdeveloped.

TRADITIONAINANCING

. Commercial banks

The role othe banking sector in financing youth business is limited, since without proper collateral, youth are
unlikely to obtain a bank loan. This particularly refers tairifieal stages of business development, wigemg

peopleare mostly considered unbankablEhe majorityof earlystageyouth enterprises (over 90%) are micro

FANYE GKFEG SyLXz2e FTS6SNI Ky FAOS LIS2LX S o6{ OKDAGE wn
finandng micro firms (CEVES, 2013he reason is that banks do not hatee infrastructure and more

importantly ¢ the incentive¢ to finance earlystage businesses, even exceptional onbs. tlansactional costs

and risks are high, and potential gains comparably lower than in their usdgdlips. Only 6 out of 30

registered and active banks in Serbia finance yeutinepreneurship projects (BENTherefore, financing is
predominantly based on EU and other foreign development funds such as EIB, EBRD, European Agency for
Reconstruction andthers.
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Credit guarantee schemesge part ofa solutionfor reducing the risk that banks fade the early stagef
business development. The objective of credit guarantee schemes is to fadilitdie access fosmall
companieswvith potentially lueative projects, but insufficient collateral or credit history. For seime, the only
national provider of guarantee schemes was the Development Fund of the Republic of Serbia, which did not
showsubstantial results. Thigasconfirmed by the fact thate last scheme offered in 2015 was approfad
less than 10 firmsluring the entire year. However, in the past ye#ine Governmenthas made significant
improvemens in providing guarantee schemasthe national levelThere are liree availablegrant sclemes--
COSMEEDIF, and InnovFin, provided through EIB, ProCredit barliné@reditbank Howeverthe schemes
are approved only for the later stages of developing a business, not for starting a business. Mgrativesry
often cannotmake use ofhe benefits of guarantee schees due tahe requirements These grant schemes are
expected to boost access to bank ledar many SMEs, but will not contribute to starting a busingbs
requirementsassume that a firnhasoperated profitablyduring the previous two years and possessedrst f
class mortgagesince these requirementi® not differ from tloseimposed by banks, guarantee schemes do not
providerelief for young entrepreneurs regardioftaining financeluringthe first few years of their busiss.

However is there an alternative for bank loans? Somephogagain limited and nokasilyaccessible.

ALTERNATIVE FINANCING

Alternative financindgpasa potentially important role in bridging the financial daped byyouth, butit failed to

reach its full potential mostly due to the missing legal framewaltiernatives to traditional financing refer to
alternative debtbased financing (nebank financial institutions primarily microfinance institutions) and
alternative equitybased financingventure capital funds, private equity funds, business angels, etc.). However,
their current role is limitedAlternative financing in Serbsiill accounts forl6%° of total external financing
(BEP, 203). Considering the fact that external financingagus for 15% of overall financing in Serbia, it is clear
that alternative financing has a marginal role.

. Alternative debt financing

As stated earlier, commercial banks are particularly reluctant to finarthe first stagesof business
development, sohe piece that is missing the most in the traditional financing scenenammloans(loans that
amountto less thanEUR5000). For example, out of 30 commercial banks, only Erste bank, Opportunity bank,
ProCredit bank and UniCredit bank have microloatiseiin portfolio. Furthemore, among them, Opportunity

bank is the only one dedicated entirely to microloans, witharticular focus on rural areas. Microfinance
institution representatives pointed out that there was a hggpbetweenthe need for microlans in Serbia and

the supplyoffered by existinginstitutions. Estimates indicate 140.000 individuals per year would potentialjt

for a microloan (BEP report on microfinance, 2014).

One piece of the puzzlghat is particularly missingre microfinance institutions as a type of NBFIs.
Microfinancing is an alternative way to secure small loans feersglfoyment and entrepreneurship activities.

The mrticular importance of microloans can be seen in rural and impoverished regions, where such lending
activity can stimulate hundreds ¢dcalyoung peoplg BEP report on microfinance, 201#hereare currently

only three microfinance nehank institutionsn Serbiag

10 In addition to the above alternative debt and equityafining, this share includes state institution loans,
donations andyrants
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Agrolnvest, Micrdevelopment, and MicroFinS. However, they all operate thrthaplatform of commercial
banks, as there is no legal framework that would atlmnon-bank nondepository sector to lend moneyhis
increases costs, transfed into the interest ratepaid by theborrower. Despitethe will to adopt a Law on
Microfinancing amounced several timeduringthe past few years by different Government representatives,
the Law hasiot beenadopted to dateThe lack ouch a law represents an anomaly in Euyeg®ere almost all
countries have ongglong witha law on norbank finanal institutions in general.

. Alternativeequity-based financing

Equitybased financing is still underdeveloped in Serbia, with only a few investment Aupdkette of investors
throughoutvariousstages othe entrepreneurial life cycle pre-seed inestors, seed investors, business angels,
venture capital funds, private equity firgshat exists in developed countries, is lacking in Serbia. Such investors
are highly important for youth entrepreneurship, particularly in the domain of technologyndGmrmvative
sectors. Unfortunatelythe equity investment scenm Serbiahas a poor performan¢esven when it comes to

funds invedngin securities on the Belgrade Stock Exchange (BELEX). There are only 10 investment funds that

invest in securities, i a capital ofEUR44.3 million. Half ofhe investment funds invest exclusively in shares on
BELEXEURY7.3 million), while the remaining half invest in debt securities and bank degesiR3{ million).
None of them invests in youth entrepreneurshipsiworth menioningthat these investment funds weneot
founded by private capital, but rathby EU and other donor funds.

The &ck of private equity and venture capital activity is particularly pronouitedfirst Serbian private fune

ICT Hub Vente, was foundeéh January of this yeavith the aim to invest in eaHstage tech companie&ven
though thisis a positive signabverall venture capital market activity is still IGWwere are only four venture
capital funds investing in startups ier§ia, with far less capital than other investment furiisthe same time,
business angel activity is marginal, despite the fact thatSerbian Business Angels Network (SBAN) was
established seven years adge «isting legal frameworls limiting the entry of more private investors, as it
makesthe investment process rather complicated and reduces the scope of alternative options the investors
may be willing to use when joining the network. Howeiteis worth mentioning thaeven though there is
widespread publidelief that the missing legal framework is the sole reason for low VC actitiitg 8erbian
capital marketthisis only partially true. Leading expeinsthe sectoragree that the other side of the coinds
lackof investment opportunits, noting that investors in general go whettee opportunities lie. Moreover, the
poor condition ofthe private equity marketfurther aggravated by weak contract enforcement and the existing
Law onBankruptcyR2 Sa y2i LINRGSOG AughdBharéfeNdmost paantlalipiivatd inves®rt
are highly discouragedidom invesingin Serbian startupgndrather opt to invest their money in countries with
better regulation.

There is &learneed for a completely new legahd institutional envinementfor equity-basedfinancing.Suchan
environmentwould includea legalframeworkthat couldprovide more adequate alternatives for private equity
and venture capital investment¥he airrent Law oninvestmentFunds clearly regulates investments itielis
shares and bonds, butoes soonly vaguelyfor venture investments imonlisted companies. The leading
regulation on this matter should be either the Law\enture Capital Investmem Serbia oman adequately
adjusted Law ornnvestment FundsFurthemore, there is an additional set of relatésjislativeadjustments
that would be neededo creat a fulHledgedventure capital investmergcenein Serbia. These would imply
introducing VC investmesinto the Law onBanks introducing the possibilityf@quity investments by pension
funds and insurance companies, introdua@nigw onLocal Investment Fungdstc. Our interviewees pointed out
that a draftof the Law oriVenture Capitalvas preparedeveralyears ago, but has not been approvbdsfar.
Firally, many developed countriéstroduced fiscal incentives for those who invest venture capital, as an
effective measure fathe promotion of equitybased financing.
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aalL{ {LbD-YOUBHRACCESS TO FINANCE GAP

Even though microfinance and varg capital areisually citedas potential solutions for youth access to finance,
the truth issomewhatdifferent. Microfinance can create groundbreaking changes in poor and rural areas, where
it tends to coverthe agricultural and informal sectanore. Venture capital plays a vital role in the starttip
scene, referring to newly opened, innovativastgrowing and often technologyoriented firms. The role of
these sources of finance is undeniable and indispendablesrthelessthere is still a huge gapgardingyouth

that might not be targeted by any of theskeanative sources of finance. Evénve consideran ideal scenario,

with the adoption ofanadequate legal framework, the solution for youth access to finance would still be partial.
Thisstudyroughly estimateghat??, inthe shortto mediumterm, even withpotential of alternative financirfglly
utilized as much as 60% of youtlould remainwithout access to external financEhe remaining youtiwould
haveno access to any pos®hsourceof financingwhatsoever, andvould thus be preventedfrom starting a
business.

¢ KAA& &YA & joktyAas s¥meRol¥ im8n&aged to slip under the radathefpublic andthe Government.

Eventhe professional public seems to underestimate thee size of tlis gap. Nevertheless, it is crucial that the
Government is aware of the fact that most youth have almost no chances of receiving any financing for starting a
business.

THE ROLE OF THE GOVERNMENT IN YOUTH ACCESS TO FINANCE

TheSerbian Government hascogrized a general lack of finance available for starting and developing a business
so it allocates certain funds through various stagitutions. The leading institutions atkee Development
Fund,the Development Agency of Serbia, and relevant ministitge Ministry of Economythe Ministry of
Education the Ministry of Youth and Sport and the Ministry of Agriculture Moreover, this year has been
proclaimedthe & , S | Bhirepr@neurship With fundsdedicatedto starting and developing business The

highest share of funds is dedicated to startup funds, loans for permanent working capital and loans for current
liquidity. Funds dedicated exclusively to youth entrepreneunsieie increased in 2016. They are accessible
through DAS accoung for RSE83 milion, andthe Ministry ofYouthand Sport accounting for RS million.

However, the current Government approach seems to ladieited impact on generassue ofyouth access to
finance. The measures targtite young populationonly partially,and thefinal effectsdo not seem to be
effective enough.

. Issues regarding the current Governmapproach

The foais of the current Governmerdpproach is orfiunds directedat entrepreneurial projects. However, such
an approachdoes not seento have a wide andystematic impact on youth access to finanthe fundsonly
targettens ofprojectsper year.Consideringhe magnitude of the issughis does not contributesignificantiyto
alleviating it Most young people remaimithout any possible access to finanGovernment funds are npand
cannot be the sole measure for solvingistgeneral issueandthey onlyhavea marginal influencen overall
youth access to finance.

The crucial missing elemeare alternative, nofinancial mechanisms that could imprdiie chance of obtaining
finandng for a significantlyhigher number of young peopléeading innovations oa sustainable and more
inclusive access to finanéar youth, proposea more personalized and participative approach to-financial
support as a alternative to traditional types of collatertthat guarantee to expand access to capital for young
entrepreneurs. The undling idea of support is to redudke effective element ofisk for youthand improve
their repayment rates, thuproviding accesto more traditional sources of financas well (YBI, 2012Jhe

Ly g&GFNIdzL¥ A& LINRBOL 0f &bothjhfe pibfic aidkpfessianal Gpherehin Szbis, R S N

referring tothe ¢start of doingd dza A y S&d a¢ ® | 2 ¢ S gfdiiie winridaPpliedexdusivielf to Medly v A y
emergng, fastgrowing business that aim to meet a marketplacdemand by developing or offering an
innovative product, process or service. Even though it usuallystefer firms, not all newly opened IT firoen

be considered startups. iBlis why VC is not suitable fitbie IT industry irgeneral

2 Rough pproximation based on CEVES calculation
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current Governmengpproachin this aspect is partial and inadequatdthough it couldoe substantial. There
are nonfinancial Government prograrservices in placeledicated tothe promoion of entrepreneurship,
consisting otraining and mentorship programidowever they are not tailored to youtmor do theyhavethe
right targeted approach. These programs should be-dedfined tofundamentallyeliminate youth gaps, have
anindividualapproach and providgouth withhigh-quality, practical knowledge.

An additional obstacle to nofinancial support is the lack of cremsctor partnership There is no inter
institutional coordination. Each institution has its own list of prioritieggnaras and active measures to tackle
certain issus, unableto create any synergy and strongly improve youth access to fin8ocee ofthe best
practicesin European countries assume cooperation between private and public institutiodifferent
Governmat institutions,the Chamber ofCommerceandthe private sector. Their effectiveness was particularly
provenin local communities (YBI, 2012).

Nevertheless, it is worth mentioning thaétie tolow Governmentcoveragedirect financial supportould have
animportantrole, primarily in promotinthe most innovative young firnirs SerbiaHowever the appliednethod

of support can be crucial. First, it is important to underline the priofitiesupport through public fundSheir

impact on youth as a wholejthout proper prioritizatiopA & NJ G KSNJ YI NHAY I f & ¢KS LINAY
FYR FyedKAy3aeé @GSNEB 2F0Sy S| Ra iofinadcial@Ghiedaniédt sugpdrt v 2 2y
could be achieved byfocusing on young firms that have faggbwing potential. However, themethod of

allocationof public funds should be questioned and analyiéosst correspondents underlinthat Government

institutions do not have sufficient capae#ito effectively allocate funds to the best projects, and thlasuld

not playthe role of venture capitalistdirectly This is particularly becauge,date, Government waaccused of
transparency issudsy most correspondentContrary to thisa large number of western European countries
haveopted for cefundingschemes, rather than for providing funds directly to startups.

0
S
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FISCAL AND PARACABYSTEM

The fscal and pardiscal systenof Serbiaseens to contributeto the already
unpredictable business environment. Even thoulngh most important fiscal
instruments in Serbia tend stimulate the developmewf entrepreneurshighe
entire fiscal system is ndransparent and unpredictabledue to frequent
changesOn the other hand, paffiscal charges are not only disproportithypa
high for what they are paid for, but are also difficult for entrepreneurs to catch
up with and to pay all of them. Finally, tax procedures are complicated|and
expensive, whiamakesyouthaltogetherreluctant to start their own business.

The fscal and parafiscal systemis rather inefficient and demotivating for starting a business. The most
important problem is that itontributes to the already unpredictable environmerfor a young person, it is both
time- and money consuming, and often almosnhpossible to identify and paje entire palette of different
chargesThe arrent fiscal and parfiscal system is seb(i K | pourdcés2 yaé¢ | &2dzy3d FANY FTNRBY .,
regardless ofts actual activity, first contract realization or first casfliow. With thisamount of charges, it is
often challengindor a young persoto preservethe limited initial capital. On the other hand, the system itself is
too complicated and, for inexperienced youth, difficult to tackle. Relevant institutionstakeon therole of
GLR2fAOSE ST NI GKSNI éngelLNE @B & ¢ daeilirghmhenif Jo&h canybé Nikssured and
discouraged by the treatment of institutions, rather than encouraged right from the earlg sfdggsiness. The
first three yeas are critical anthe most influential for youth, and should not be wasted on administrative work,
but rather on business development.

What are the biggest issut youth in this regard durirtge first three years?

. The fscal burden, though stinfatingin generaljsrelatively burdensome for youth

The fscal system in Serbia tendsstimulate entrepreneurship in general. Compared to the European level, the
leading fiscahstruments are lessurdensomeFor youth, on the other hand, certaindéd charges seem to be a
great burden, particularlyduring the first three years of business developmentisTiefers to salary
contributiorsand property tags

Salary contributions

Contrary to widespread public opinighe total tax burden on labosinot highetthan inEU countriesln order
to obtainarelevant comparisowith other countries, salary contributiosfouldnot be analyzed separate from
other costs oflabor, andshouldbe counted as share ofthe profit, and notof the net salary.Takng that into
account,the total labor tax and contributions as a percentage of pioftberbia mount to 20.2% somewhat
below theaveragen Europe & Central Asia (296) and far beyontthe average foOECDighincomecountries
(24.1%}3.

B Doing business, 2017
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However the almostnon-existentrelief from fiscal chargesguring the business staup period has a particular
impact on theyouth. Gven Serbiareconomicconditiors, and youth difficulties in access to finansajary
contributions can melthe entire initial @pital during the first few years ofunning abusiness. The average
initial capital in Serbia for newly opened firms in 2015 BdR5,000*. Assuminghat the owner is the only
employee ofa firm, the total minimal monthly paymentsut of his salanare 20 EURTaking into accourdnly

the contributiors, the owner should pajURL,300per year This could lead to the erosion miost of the initial
capital during the first three years due tgalarycontributiors only. To avoid high contributions on salasje
ownersoftentimes chooseo enter the grey zone by not registering their employe®sregistering themat
minimumwagee g KAt S LI @Ay3a GKS NBad 27T (Ks® adihpgortantBbstacley Ol a K
as they face difficulties intaacting employees, especially motivated and the skilled ones. Other expenditures
that should also be accounted for arests of accounting, property tax and othHecal municipaparafiscal
burdens, bureaucratic costs, et€he key point being thalittle is leftfor business development, market
penetration, etc.

Unlike Serbia certain European countries are rethinkirtge current tax regime, particularly for innovative
startup firms. Theatest to do sovas Latvia, whose Parliament pasaadnnovative gartup law, entering into
forcein early2017. The lavenvisageswo tax plans for a firm: either a flat rate penployeefor minimal social
benefits, regardless of salary paid;aozero rateof all social and personabntributions for employeeswith
higher qualificationsyith a doctorsiasters dgree or more than five years of experience.

Value Added Tax paymentdynasnia@ . dza GAy 3 GKS YedKé

The mostrequentlycited barrier bya vast number of entrepreneurs and studies is the legal provididialie
Added Tax (VAT) payment dynamics. The dilemma is the follewfmayld entrepreneurs be obliged to pay VAT
the momentan invoice is issuer when theyreceive,a cash inflow based on that invoickst of the expert
public share theopinionthat VATshould be paid after the cash inflow, sirtbés represents aigh financial
burden andsince theinflow isusuallyuncertain due to the unpredictable environment. Sittoe collection of
sales revenues can last for months, paying &tAhe momentan invoice is issued creates serioliguidity
issues.

Changes irthe Law on VAT in 2013 allowed SMEs to pay VAT after the collection of sales revenue. Namely, SMEs
that have an annual turnovdrelow RSD8 million can benefit from more favorabpaymentdynamis. Even

though this law provision does not fully resolve the problem, the vast majority is istitiromed of this option,

and thus do not use it.

Numerous and unpredictable pafiacal and administrative charges

The arrent business environment in®& involves over 280 pafescal charges, administrative taxes, potential
penalties and other chargesn &dditional problem is that these charges vary across sectors and municipalities.
Zooming into some of the sectors reveals tatverageagricultual firm is obliged to pay 48 to 64 fiscal, para
fiscal and administrative charges per month; in tourism and hospitality632 and inthe metal processing
sector 45¢ 60. Finally, if a firm is located in city centers like Belgrade, Novi Saat, ]ibgica, the number of
charges increases evéurther.

Even thoughhe Governmenthasmade someprogress regarding paffsscal chargesluringrecent yearsthey
still present problemsgor youth.The new Law on Loc8kelfGovernment Financing aboligwne d the highest

14 Serbian Business Register Agency database.
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parafiscal chargesthe secalledd ¥ A NJIV% fodJiryid that generate annual reversibelow RSB0 million.
Neverthelessparafiscal charges are still numerous, difficult to identify, and unpredictable in the anmfsint.
much as36% offirms claimed the biggest issue with pdistal charges stesifrom the fact that thereare no
counterservices, produstor rights,while 24%notedthe issue of unpredictabilifand 18% themountof these
charges (NALED, 2014).

Young people without experience and skills find very difficult to identify all of the numerous pdiscal
charges Additionally the charges ar@ot even constanat an annuallevel, butvary significantlyBxamples can

be found among ertain municipalitieswith the practie of frequent changes of local charges. Those changes
are mostly unannounced, and therefore impossible to anticigatsuch an environment it is hard to predict
future expensesplan financial flowsr raisethe required capital on timeFor example the public company

Gt 2aft 2 @y, hcreaded rani [Ride®r the months that followed during the past yedar 50%without an
announcement.The users who rent these office spaces aften small sole proprietors (e.g. hairdressing
salons)unableto adapteasilyto these changes and are foctieto bankrupty.

As nost of the significant pardiscal charges are associatedh locatlevel policiesit is the localmunicipalities
that play an important role in settingp a healthy local eceystem that shold be $imulating, rather than
discouraging or even hostile.

Box 2: Locajovernmentsandthe local economic environmeht

The bcal ecesystem

Our researchreveals significant differences in thpproachewof different local governments and thei
effed onthef 20+ f SO2y2Yéd ¢KSNB FNB SEIYLX S& inga
proactive approach in strengthening local capacities and local businddwesigh their strategic
approach they provide various sef incentives for local busgs®s participation in local goveamce for
local firms anactive role in information capacity building, puiglicvate partnershipsetc. Others, on the
other hand, do not have concrete and consisimproaches taheir local econories However, therare
minimum conditions every local municipality should mesich asecurityand predictability as well as
transparencyand simplicityof the local ecesystem.

Security and predictability

Firms often operate inan unpredictable local business climatfaced with constantly changin
regulations especially regardingarafiscal charged.ocalfees and taxes increaség as much ad045%

in total during the postrisis periogd60.9% higher thanhe inflationaryincreaseduringthe same period.
Moreove, unpredictability is further boosted by the possibility of retroactive changes iantiogint of

parafiscal charges.

Transparency and simplicity

In Serbia, every firm faces tens of local charges. At the same time, there is little effort b
govermments to increase transparency, and ease identification and allocatiortlu# eflarges a firnhas
to pay Furthermore, the process afecidingon the level of charges is not sufficiently transpare
Entrepreneurs argue that rates of local fees anddae based on budget needs, not on real econa
strengths andtapabilitiesof local firms. However, there istrenoughdata onwhy certain charges vasp

much among municipalitie®isparity can eveme seen inmunicipalitieswithin the same region, \th

similar geographical and economical posgion

* Theposition of Local Municipalities in terms of local fees and fax@émarily presented herein

15 ¢rirmaring was among the highest pafiscal chargesrelated to displaying theF A NXYaQ f I aSt kyl YS
building.
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The Tax adminigation (TA)is an important determinant athe unpredictability ofthe entire tax systemin
Serbia According to various competitiveness rankings, tax procedures in &erlgiamplicated and expensive,
createafertile ground for corruption and encouragaalready substantial gray economy.

The taxadmiristrationis often hostile to young entrepreneurs

The Tax Administratiois perceived by entrepreneurs as an enemy. Most of the interviewees note that they
would rather avoid any contact with this institution. For example, firms that export their products haghthe ri

to get a VAT refund. However, the TA has a practice of sending the inspection to firms claiming VAT refund,
which can last for days and almost block their business operations. Refund itself is sometimes received weeks
later than regulatory frameworklailvs. Consequentially, firms rather choose not to use their right of VAT refund

for exports, even though it influences their liquidity and profitability.

Entrepreneurs note thattax officers very often play the role of police officers, and aften unable to
distinguish between unintentional and deliberate mistakasxperienced young entrepreneurs happen to make
unintentional mistakes, due to the lack of information and complicated tax procedures. Nevertheless,
consequences are prompt artén sometimes b severe.The Tax administratiooften promptly blocks the
account of a company even fihre smallestof debts. Removing it may last for weeks, whilelockade that lasts
longer than 5 days can lead to the abolitiorm tdx ID numberYoungentrepreneurssometimeshaveto pay the

full pricefor this due to the inefficiency of the Thspection officerdacka more proactive andinnecessarily

strict approach to all misstepand underestimate the value @foviding solutions rather than looking for a
punishment.

Entrepreneurs furtheunderlinethe sometimesunequal treatmenbf different companie®y tax officersThere
are cases wherax officers do not differentiate between small andbig violatiors. Until recently thebiggest
violationswere committedby companies in the grey zaneot tackled appropriately by the Tadministration
and inspection After the Lawon Inspection Oversightvas adopted in 2015the situation has improved.
Neverthelessour interviewees havehe impression that firmsn the grey zone arestill under the radar
compared tosome regular small firms. Moreover, they ntit@t micro andsmall firms are under much more
rigorous control compared to somas they calbprivileged largeor public companies.
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ACCESS TG-DRMATION ANEIRACTICAL SKILLS

While providing initial capital is one of the biggest obstacles for youth when
starting a business, skills and experiesreecritical for theisuccess or failure.
Youth lack relevant informat and skills to start and run a business well as
access to business networks. On the other hand, relevanhighdjuality
business trainings, as well as mentorshape mostly unavailable tgouth. Even
thoughthe Governmenhas shown arntention © tackle these issues through
relevant strategies, most of the support seems to be inadequate and insufficient.

Youth lack basic information and practical skills necessary for entrepreneurship. This is partly due to the
inexperience inherent teheir age and partlydue to the formaleducationthat does not preparethem for
entrepreneurship in general. There is no adequate entrepreneurial learning through formal edueation
elementary and secondary schools, oruimiversities.Although Entrepreneurship as introduced as a pilot
subjectseveralyears ago and was financed by donors in 200 vocational sctimlsoverage wamsufficient

and theprogram itself facedustainabilityssues (SIPRU, 2015). Neverthelessn after formal educationthere

is alack ofnon-formal educationalprograms(through adequate trainings and mentors$)ifp compensate for

the shortcomingf formal education.

Even though this problem was not createohd therefore cannot be solvdry the Governmenonly, various
strategieswere adopted committing th&overnment to contributingp a solutiontoli KS LINR 6t SYY a{ {4 NI
SMEDevelopment Entrepreneurshipand Competitivenessor the period 20151 n H n é =  &Gtbategytor2 y | £
Youthfor the period 20154 11 H asévll asnore spOA FA O & (i NI (i Edutalch DevelopriiemIn i $128 2 F
a b | { Bteadyfor Gender Equality2016H n H Jets. éThese strategies amelevantaction plansnvolve a

numberof interventions: introduction of entrepreneiat educationat all levels oftie education system; teacher

education and training for entrepreneurshipievelopment of a noffiormal education system fothe

improvement of practical knowledge and skéts.

Howeverthe Government fadd to introduce quality programs that wouldlly meetthe needs ofouth, mostly
due toa lack of finance or capacites Government gpport includes traininggand mentorship programs, but
only targets partial issuesfocusing mostly othe legal and technical aspects of business developnienally,
there is no intetinstitutional cooperationthus manyinstitutionshave overlapping programs.

Thefollowing sectionpresens barriersthat originate fromthe inexperience ofouth, along withGovernment
responssaimed at providing suppart

Lack of indrmation

Most of the entrepreneurinterviewednote that they lack adequate, sufficient and timely information regarding

doing business. Part of this issue heigh the Sy 4 NS LINBY SdzNA | £ Odzf G dzZNBanly { SND /
willingness tabtain thenecessary informatigretc. Howeverpart of the responibility lieswith the institutions

- there isalack of basic infrastructure for providing informatioapacity and motivation within institutions to

provide potential entrepreneurs with sufficidatowledge.
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The existinginformational gap idurther exacerbatedby the

As mentionedabove doing businesss
regulated by 156 laws and oveP50 bylaws. These regulations are not only numerous, but also difficult to
interpret. It is extremely demandingfor a young persorto perceive andunderstand allthe important
requirements and procedures. They often have to hire various consultantsldgad. consultarg tax
consultans, etc.)to interpret legal documents when starting a business, while they have to kdeate with
frequent changes to the regulatory framewppkiblished at leastwice weely in an official gazetteThus,the
overlyexpensive and complicated legislation is creating an informationaHgayevey publicinstitutions could
bridge tisgap by providing adequatepnciseand useful informationOneexample can be found in the lack of
clear informatiorfor choosing the rigt legal form when starting a business. Young entrepreneurs very often find
it hard to distinguisithe real advantages and disadvantages of each legal fesmexamplethose who decide
to becomel & LINB Rdzl S G y Alidbdity up & IthidJanfodny Bthgixdta &ssetgincludingtheir entire
private property)whilead R®2 ®2 ¢ Sy (i NiBblaHoyhs daNg okhe T R NX¥ @a | aasSiao

Lack of practical skills

With a good start and solid business model, the best qualifications and thetHghedsof education do not
guarantee entrepreneurial success (Jacqueline Kew, 2011). Without solid entrepreneurial skills, newly
established businesses can fail just as quickly asstaetyworking The Serbian Gvernment hasestablished

various programsledicated to successful starting abusiness, while programs for runnioge are mainly
lacking.Thisrepresents a major problem for entrepreneurship development,ibgan mind that aproper
skillsetincludes not onlyproduct development skillput asobusiness skill&JNCTAD, 2012).

They are led by various
Government institutions, such #se Ministry of Youthand Sport National Employment Service; Development
Agency of Serbiapcal municipalitieandtheir YouthOffices; etc. Howevergarly all of then are dedicated to
starting a businesdpcusingon the skillsrequired to meet the administrative requirements and formally
establish a company. At the same tintiere are almost no trainings dedicatiexddeveloping skills necessary for
business developmentiost traineesare nottaughthow to recognizex market opportunity; how to develoan
idea; how to find buyers; how taise fundshow to develop a productrgervice; how tattract buyers etc.

The pivate and public sector seem to have radically different appestohbusiness training=or examplethe
National Employment Servi¢dlES)s organiing a two-day training entitled @ ¢ K S N@ihgRasudc@sful
Sy (i NB LINtthylslezNdEotvational part and detailed instructisronhow to register a businesddy ong,
and writing an effective business plan (da&p). Locaimunicipalitiesand their youth offices carry out similar
trainings focumg on developinga business plan ante legalform of the firm, in order to start husinessOur
interviewees note that both programs tend to be too academic, without sufficiently detailetifeechse
studies. If thereare any, they are usually internationatase studies with no direct implications for Serbia.
Additionally workshops seem to beather formal and lacla true participative approachA radically different
approach can be found in the practice of domestic incubator cerfbesBelgradéCT HUB hsaasevenmonth
program coveangthe entirerangeof skills essentiddoth for establishingandrunning a successful business. The
program covers number of topics idea developmenthe legal framework in Serbia, customer development,
product developmentseizingmarket opportunites, sales traction and growth, startup finamg; fundraising and
aad RSY2 Rl &¢ o ishokdnli mdrelidilivmide it alsinvolves more significant participation by the
trainees.

Finally, tooyoung entrepreneurs

is also notedMost of the time, trainings are held by institutional officers wittaditense orsignificantrelevant
experience on the mattefSome of the interviewees rethat trainersare not fully capable of providinigigh
quality trainings. Moreover, they hathe impression thathe trainers themselves would not be skilled enough
to start their own businessThis issignificantly reduog the quality of training.Regading the NES their
permanently employes provide the trainings. Youth offices incal municipalitiebringin legal expertsrather
than experienced entrepreneurs.
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Lackof mentorship

In Serbia,ittle importance is placed on mentorshiphich iscertainlyan importantfactor for business failure or
success. In facgpart from knowledge and skilispnfidence in the ability to stagnd runa businesss what

determines entrepreneurial activity and entrepreneurial success (Kelley et al, Z0&f) is no adequate
mentorship platformin Serbia and narrowi it

down to specific, shottierm consulting services exclusively.

There are two mentorship prograninitiated by two Government institions: Development Agency of Serbia
(DAS)nd National Employment Servi@¢E$. However, thus fathey have not managed tiully adopt good
mentorshippractices. The most important problems related toitlprograms are the following: programs are
shortterm instead ofongterm; they are limitedn time ratherthan by achievedperformance; and they do not
coverthe entire lifecycle of business developmeihe nentorship program initiated by the DASimited in
time: a minimum of 25 hoursand a maximun of 50 hoursper entrepreneur The pogram includes three
segments: diagnostics (financial analysis, interview with the owner, SWOT analysis and identification of key
issues), planning (more-étepth analysis and preparation af action plan) and implenmgation. This approach
tends to be more of a sheterm reconstruction plan, rather than mentorship. The whole process is limited
time, and in most of cases does not provige final implementation On the other hand, NES mentorship
assums avisit toa firm, an interview withthe owner, a diagnoss of the current state, problem identification
and suggestiasion overconingit. This NES activity is even more limitetime,and theentire program lasts for
two days (five hours per day). Both programedtdo be rather formal, and lessaimed atthe achieved
performance.The pograms are not flexibler adjusted tothe needs of theparticipans. Finally, therds no
evidence on the success of these programs, nor datheomentees afteparticipation in he program.

What these mentorship programs fail to achieve isroaderpersonal and professionaimpowermentof an
entrepreneur.However, there is oneasein Serbia thatould be used as a good practi@xample.¢Creative
mentorshigg is an excellent exanple ofa well-designed mentoringlatform intendedto improvethe personal
and professional development of future leaders in the field of culture. lahesy individuaked approach
aimed atmatchngtalented and dedicated youtlvorkingin culture withthe mostsuitablementorsin regardg¢o
their personal aptitudedndividual work between mentees and ment@#$ighly personalized and adjusted to
the personal and professional needs of mentees.

Finally, there is in supporting youth
entrepreneurship. Each relevant public institutiom running its own programs without relation or
harmonization witithe others Utimately, theyfail to create a synergetic effect. ThE®specially prouncedat
a local levellocal NES offices provide trairgrigr selfemployment; locaDASoffices formerlocal office of the
National Agency for Regional Developmenthave mentorship programs; whil€outh Offices in local
municipalitiescover training on starting a busines®one of these institutios has any inteconnected
prograns, while most of them overlap.
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OBSTACLES AFFECTING SPECIFIC YOUTH GROUP:S

The focusin this segmentvill be placedon different youth groups and the most prominent obsaahey face.
These obstacles are additadito the obstacles faced by youth in general, as identified abofeuth is a highly
diverse group, andt needsa tailor made approach bothegardingobservation and supporiThisreport will
analyze theollowing five youth groups: highly skilled youth, youth in vocational education and training (VET),
youth not in educatioremploymentor training (NEET), young women and socially vulnerable youth.

Youth is not a homogeneous growarriers to entrepreneurshigiffer for different groupswithin the
youth population.Therefore, a tailemade approach is needed in order to maximize entrepreneurial activity
among youth.

A Highly skilled youth
The €gal and institutional framework, as well as administrative procedare not fully adjusted to the
circumstances of an increasingly globalized and rapidly changing market. Highly skilledijiagtio
work in innovative industries where global orientation, quality and flexibility are the main determinants
of competiive advantage, find the rigid and outdated business environment of Béibitingfor their
entrepreneurial endeavors.

>

Youth in vocational education and training (VET)

Most of the barriers VET youth face stem from the flaws of the current legadneremt and
unavailability of relevant information for fresh graduates. The single most important prolthentaick

of a law regulating craft business. Such a law stemrlee toset up a registry of all craftsmen operating
in Serbiaand define clear ddelines on becoming recognized as a professibika\wise there are no
professional associations of craftsmegpresentingmportant instruments of knowledge transfer and
experience exchange.

>

Youth not in employment, education or training (NEET)

As mueh as 24% of youth in Serbia are NEET, particularly in rural areas and among young women. These
individuals are often socially and economically exclatetithus atrisk offurther exclusionThe major

issue is that they are invisible to state institidiomakng it difficult to create tailoomade support
mechanisms for their inclusion.

>

Young women

Despite improvements in terms of harmonization of legislation with the EU, women still face inequality
issues regarding both social and economic inclusienentrepreneurial activity among young women
stems predominantly froarticularly significanissuesn obtaining finances, as well as from difficulties

in reconciling work and private life.

>

Socially vulnerable youth

The ¢gal framework related tthe inclusion of socially vulnerable individuals is mostly aligitedhe
EUacquis but, although this group is not legally discriminatedegalityit often feels so. Namely, there
are certain issues the implementation of the legal framewockeither dwe to soal prejudices or due
to the lack of institutional capacity (be it human resources or physical infrastructure).
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HIGHLY SKILLED YOUTH

TheGovernment and business environment Bxeapable of keeping pace with highly skilled youthile highly

skilled youth argunning a sprint, public institutions and certain legislative solutions are constantly puiting
hurdles that keep slowing them dowidnder highly skilledyouth we consider innovative, quiskitted youth

with fastgrowing and gloldly oriented business models. Their businesses can refer to either a product or a
service, be it an IT or an innovative manufacturing firm. In innovative industries, where global orientation, high
quality and flexibility are the main determinants of coniipet advantagea rigid and outdated business
environmentseverely hamperthe growth and development of such businesses. Much of the rigid legislation
was introduced irthe past to guarante¢he stability and security dhe legal and monetary systernlowever,

this system is not adjusted tmoderncircumstances. Fortunately, highly skilled youth never give up in pursuing
their entrepreneurial intentions and succeddspite the obstaclesreated by the systemNeverthelessthe
institutional and legislates frameworkare inhibiting the globalization of their business activifyhe outdated

legal framework,institutional requiremerg and proceduresfail to fully provide quality adaptatiomo the
radically altereatircumstances andnincreasingly globalizedarket.

Namely, most of the barriefaced byhighly skilled youth refer to those that significantly hinder laoldl back
international business operations. dn environmentof very intense global competitiothe institutional and
legislative frameworkheuld at least ensure unimpeddulisiness operatianThe most prominent obstacles
faced byhighly skilled youth are described below.

Obstacles to ofine payment

Serbian firms that operate globally and base their business modalsveh platform often &ce issues when it

comes to odine payments. Although some important changes made in October 2016 allowed linking a PayPal

I 002dzyii 6AGK I FANNYQa olyl | 002dzyiz { FBayB Exthhidge & G A f €
Payments strictly prohilding payments in foreign currency among residents of the Republic of Serbia. The
problem lies in the fact that the residency of individuals cannot be determined through the PayPal platiform

making itimpossible to systematically prevent breaking #we. ISimilar platforms, such as Skrill and 2CheckOut,

face the same issue. Due to the rigidity of the system, firms operating in Serbia bear the risk of criminal charges
and penalties in casef any paymerg betweenresidents.

On the other side, only fiveommercial banks providan-line credit card processing. Moreover, the process is
complicated and expensivilie service igiot available to all firms, and it is tgothe banks to decide which firms

they will provide ito (depending orthe ¥ A NI Q ar adddabld 2 YWEQa | aaSaavySyid 2F NRAEA]C
the credit card processing platforms do not mebe Odza i 2 Y S NEize thfe® &rR &ot modernized,

adjustableor user friendly. Most of the IT firms interviewed in this stadyphasizehat paymentprocedures

through these platforms are complicatednvolvingtransfers fromthe mainwebsite to another websiteor

similar unnecessary steps. Highly competitive markets resgjnigéeclickweb payments.

Administrative barriers

Outdated and obsoletepublic administrationprocedures in Serbia represent an important inhibitor of
entrepreneurial activity among highly skilled youtikewise even when proceduredo cometo be simplified,
institutionsoften do not implement themstickingrather to the dd rules. The most representative example of

this (mal)practicds the use ofistamp. For example, the Compdrawdoes not oblige a firm to have a stamp in

order to be registeredand the Law onElectronic Documents statéisat neither a stamp nor a sigture are
necessary on issued invoices. However, in reality, public institutions do not recognize documents as valid if they
are without a stamplikewiseif a firm needs to justify the inflow of foreign currency, iitnigossible to do so if

the invoicesdo not have a stamp. All this represents a real obstacle for international busifaéss since legal
systensin developed countries do neéquirethe existence and use of stamps or signatures on invoices.
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Furthermore, our administration does not ogmize contracts concluded on web platforms in the form of

& ¢ S NvUse &yfEements Most web sites that provide a service or a product, such as social networks,
advertising services atores sellingopyrighed works, assum#he signing of @ontract ttroughthe acceptance
ofad ¢ S NXs& agrdementin case of conducting transactions, reginigthe rights and obligations between

two parties in detail. Unlike modern administratiotie Serbian administration requires separate contsdiot

each tranaction, signed and stamped. A good example is a domestic website for buying and selling graphic
designs (GreenDesign.rs), where local entrepreneurs matchrsbayel sellers. There can be dog of
transactions on such platform, transactions can take padetween people who may be anywhere in the
world, and some of the transactions can be minor in value, which means that proviipgrateagreement

for each transaction would be extremelymbersome Sucha practice would be considered an anomaly in the
developed world, wherthe & ¢ S NJJse de faictorepresent a contract.

Customs administration issues

The CustomAdministration (CAjs creatingobstacles for companies that base their business models on selling
abroad with theoption of returning products if a customer is not satisfied. However, each tarroduct is
returned to the companythe CA treats it as an import, inyphg thatthe company is obliged to pay customs
duties Those interviewed for this studyte that CA officers sometimes oppackages anédvendamagethe
products. They can also retain the goods caistoms or physicalljake them over, without bearing any
responsibilitySuch practics clearlyhinder business actiwisin a world where th@ption of returning aproduct
isasine qua norof modern trade.

. Fiscal barriers

Internetoriented firms face unfavorable fiscal treatment in termsnafketingcosts. Namely, according to the
Law onCorporate Income Tararketing spending is recognized as a cost up to the maxamountof 10% of
total revenue. Any amount of marketingxpenseghat surpasses this limit cannot be recognized as a andt,
isthus added to the tax base&onsequently increasg theoverallamount oftaxes pad. In the context of web
based business modelsstablishing a business on a webs#dayeb shop, advertising on other sites, portals,
social networks, etc., marketiegxpensesepresents a regular business cost, rather thadusivelya marketing
cost. For such companies, these costs will always extbeetmit of 10% of total revenue. In developed
countries such athe United States this issue is addresbgdestablishingpalance sheeitems that are "common
and fixedfor a particular industry”, allowing adjustments for different business modelsiffiecedt sectors. In
the case of internet business moslelvhere there are no costs of machines, raw materdt., mostinternet-
related charges would be recognized agjular costs|eading toan adequate calculation of taxefue. The
current practicein Serbia pusheisternet-oriented firms into the gray zone amowards taxevasion. This legal
provisionis a remnant ofhe past, introduced to prevent possible money laundering issues. Howeverhtnes
changedand thereforelegislation should change well.
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. Lack of Government support to innovations

In addition tolacking financial resources for supporting innovationsjoitild seem that the Government of
Serbiais failingto offer adequate support even whédimancingisin place. When amnovation fails, the loss is
borne only bythe innovator, whereaswhen an innovation is successful, it brings benefitaltaf society.
Although budget funds dedicated to research and developrawntincreasel to 0.9% ofthe GDP in 2014 and
1.05% otthe GDP in 2015, this was not the caieey have noevenexceeded the share of 0.5 %tloé GDP.

The lack of funding for innovation and boostihg growth of highly innovativbusinesses i®rcingsuch firms

to moveabroad. One example tise displacenent of tens of our companies to Bulgaria just because of funding
provided byli K S & 9Atc8l&adioy. &This example is regarded by experts as an signaifor the Serbian
Government to create mechanisrtsretain innovative potential within its bordefBhe Government dedicated
several program# 2016to supportinginnovation through theDevelopment Agency of Serbidevelopment
projects, loans for ICT innovation, financing of innovative projects, technology tragtsfefdthough the results

of theseprograms are still unavailablegrtain shortcomings in the approach aleeadynotable. For example,
the only public institution possesg an adequate methodology fothe allocation of such funddedicated
specificallyto innovationg; the InnovationFund of RS did not receive any funds for innovative projects in 2016.

YOUTH IN VOCATIONAL EDUCATIONRANIING

Vocational education and training (VET) schools are-ffeaeand fowyear schools that provide students with
practical skills andrepare them to enter the labor market immediately upon graduatMthile three-yearVET
profiles were in high demand until 20 years ago, they seem tiebaluedat the moment representing only
19% oftotal enrolment invocational schools. On the other hanayfyear VET profiles are still in high demand
as they represent theemaining75%of primary school graduates who enrillvocational schoolsthis report
will focus on thregyear VET profiles, due to the fact that many fgear VET graduates proceeduniversities
and thereforemake up alifferent youthgroup.

In the pastthree-year VET profilesere animportantdriver of economic growth and entrepreneurial activity
Serbia while nowadays they are being replaced by highly educated individudler anachines.When

considering methods for boosting our economy, sgem to be forgetting the importance alVET workforce,
especiallyof youth.

Although VET students should be able to start working immediately upon finishirgchdgh (as that is the
final level ofeducation in their academic liféhisis not the case. VET schoolsmbb provide them with enough
practical knowledge, not to mention skiller starting their own business. For exam@e2014study by the
Union of Employers of Sertihowed that only 4.12% of VET students considered themsedpesseswgskills
and knowledge for a redife job, while more than 86% said they did not possess any practical knowledge.

The #uation regarding entrepreneurship is somewhat differéot schools and educatiah profiles that
underwenta reform as of2001. All newly developed or modernized VET curricula, designee outcome

based, havdncorporated thesubject of entrepreneurship in the teaching plan. Teachers have undergone
specific tréning in order to teach this subject. The question remains if entrepreneurship can be taught through
one subject oif those competences should be developed arosscurricularform.

The ameis truefor acquiring practical skills. Newly developed amdiennized educational profiledeveloped
duringthe past 23 years, hava larger amounbf practical learning phases, mostly in companies. This leads to
better practical skillemonggraduates and possible employment in companies where they attend gadacti
lessons.The pofiles chosen for modernization are those demand onthe labor marketwith the aim of
narrowingthe gap betweersupplyand demand.
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Considering the poor education system and lagtatt support, it is not surprising that amotite already high
shareof 47%of unemployed youth aged 154, asmany as5%are youth with secondary educatiéh Most of

them havecompleted VET, as vocational schools account for over thtesters of the secondary school
education system in Serbiehe majoity of all unemployed VET youth registereith the NES is looking fevork

within the fields of mechanical engineering and metal processing (96,325); economics, law and administration
(80,315); and catering and tourism (65,254)

Sincethe focus of this pperarelegal and institutional barriers (not educational ones), and since most VET youth
are looking for a job ithe field of mechanical engineering and metal processing, we will foossly on
craftsmen, but wittareference to all VET youth.

Most ofthe barriersfaced byVET youth stem from flaws the current legal environment arallack of clear
information. The single most important problenthie lackof a law regulating craft business, whiws beerin
draft form for six yearsiow.

Lackof aregistry of craftsmen

Developed countrigssuch as Germanyavea registry of all craftsmen, indidag how many craftsmerare
requiredper capita and per territory@uch a systenprevents situations whereertain craftsmen have tolose
their busines due tothe overconcentration of professionwithin a certain area. VET youth in Serbia do not
havethe option ofbeinginformed about competitors or regional needgreciselydue to the lack o& registry.
Therefore,if they decide to start their ownrafts businesshey are exposel to higher risks than VET youth in
developed countries. Another important benefitaafegistry of craftsmen would ke facilitate decisionmaking
amongstudentsregarding theprofiles they would like to specialite The egistry would enable them to see
which specializations are deficient and which are overcrowded.

Lack of clear guidelines on becoming recognized as a professional.

Before the Second World War, craftsmen in Se®xaiveda professional certificate@rfigistorsko pismé) that
wasproof of theirexpertise Obtainingsucha certificatewaspossible only afteseveralyears othonestwork in
the profession upon finishing a VET school. Nowadkagleng such aertificate, young craftsmen do not know
how to become recognized as reputable professionals in their respective, field&now even less about how
to open their own professional workshops. This creates discoarfoshgyoung peoplewho already feel less
confidentin staringa business than adults.

No professional associations.

In addition tolosing professional certificates, Serbia has alsdHegirofessional associations that used to exist
for almost every craft profession. Such associations were not only issuing professional certificata® hlisb
issuingguidelines and support to young craftsmen witarting theircareer. Young craftsmen would feel
secure and confidenh startingtheir own business soon afténishing school. They &w how to perforntheir
workin anhonestand profesionalmanner, building their reputationvith each new step.

16 Statistical Office of the Republic of Serbia, 2015
17NES, 2015
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YOUTH NOT IN EMPLOYMENT, EDUCATION OR TRAINING

Youth not in employment, education or trainifEET represens a special group of vulnerable youthostly
excluded from the labor marketyhile at the same timdrequently invisible to state institutiondvlost NEET
youth reside in rural areas, some of theare early dropoutsThe crucial issue is that there are no valid and
detailed data orthe exact number and characteristics on thisupof youth. Howeverarecent study on youth
unemployment underlines thaas much as 25%f young peoplebelong to this group (Marjanovic, 2016).
Therefore, it iveryimportart to shed lighton all issuegaced by this group, along with their neevertheir
marginaized status in society and any systematic education system, tiieyw a high tendency towards
unemployment Therefore,they facea significantrisk of potential social exclusion. Entrepreneurship could
represent gpartial solution to tisissie. However, they are considered highly unmotivated! withoutaccess

to the necessary learning opportunities.

NEETyouth represent a global issuklowever this problem igvenmore pronounced in SerbiRegardinghe

EU 12% of young people aged ¢l were not in employment, education or trainigga negligibledecrease
compared tothe figures for 2014 (12.5%) and 2013 (13%). In absolute numbers, around 6.6 million young
people inthe EU belong tathe NEETategory(EuroFound, 2016). On the other ha@d% of youth in Serbare
NEETTheyare particularly present in rural areas and among young woeéatal 0f29.1% of youth in rural
areasare NEET, compared to the .B® in urban areas. Similarly, 26.1% of young women are ¢defpRred to

21.9% of yang nen (Marjanovic, 2016).

Onemajor obstacle regarding NEET youth is related to their invisibility to state institutions. The problem arises

due tothe fact thata high share of NEEButharey 2 G NBIAAG§SNBR ¢AGK |ye adlras 3
NEET, very difficult to reach and, as a result, hard to integrate into the labor matketolmny term, they are at

potential risk of becoming deepicludedd ¢ KS NB OSy (i &aidzRé 2y b99¢ RADBSNREALUG:
NEETs are unemployeddaabout 70% of these would like to work, just 57% of NEETSs are registered with public
SYLX 28YSyil aSNIBAOS&DPE 09dzZNBC2dzyRE HAMCO®

It is important to underline that NEET youtte not auniform group of youth, but rather diversified. However,

the lack of adegate and detailed data preventse Government from creatinthe right policies suitable for

their needsin particular Thsis emphasizedn the aboved dzNB C2 dzy R &G dzRéyY &2 KAt S [ttt b
feature of being young people who are not accumntatiuman capital through either the labor market or

education, the various groups within this category have very different characteristics and needs. This has
important consequences for policy responses. Although governments and social partners hgvsetitdryets

to reduce the overall NEET rate, their interventions may fall short unless some attempt is made to understand
0KS adz 3INRdzLJa O20SNBR o6& (GKS O2yOSLIi FyR G2 YSSG GKS
about the size and char&ristics of each subgrougpvernmentsould also better understand how to prioritize

their actions.

One segmenbf NEET youth refelsarly school droputs. Earlydrop-outs area serious problereadngto a
lack of skills, qualifications and employmprospects. Moreoversuch youthlose contacts, become distanced
from the social environment and lose setinfidence, thusbecomingfurther exposed to a greater risk of
poverty, as well as teemaining NEET. The problem of edrlyp-outsis most severan rural areaswhere most
NEET youth in Serbia residim those areas, their integration is hinderbg a lack of infrastructure.
Infrastructue and transportation problemsnpede access to schog|which further leads to issues regarding
access to informtion. (UNICEF, 2011)
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YOUNG WOMEN

Women represent théargestvulnerable group in Serbia. They féasies ofnequality regarding both social and
economic inclusionSignificantimprovements have occurred during the past decadie terms of the
harmonization of legislation (Constitution of the RS,-Bigcrimination LawlLaw onGender EqualityLabor
Law) and relevant institutionwith the principles of gender equaliasdefined by key international frameworks
However, a lot more remains toe done in practiceWomen in Serbia, including young women, still face
degree ofgender inequality.

TheReport onthe Gender Equality Yy RSE 6nHnmc0 NB@SI f a dwayltdigenddr Sty |
The Serbian Gender Equality Index reveas glender inequalities are prominent in Serbia and indicates that
Serbia is lagging behind the EWS NI 3S Ay 2@SNI f f 3 SHHepoidfuihedmidsthal & ¢
(in addition toknowledge and time) thiargestgap in equality lies precigenthe areas of work and money. i§h
manifests through lower participation in waaktivitiesand poorer working conditions dhe one hand, andess
access to money and capital on the other.

There arel6.4% of unemployed women in Serjg@ampared tathe 14.3% of unemployed mefhegap is even
more pronouncedamong young people (1) ¢ there are35.8% of unemployed young women in contrast to
the 27.34® of unemployed young merithe gap isalso significantregarding entrepreneurshipAmong all
registeed companies, only 26% are partially or entirely owned and run byemv@abovic, 2012 However,

/ 9+9{ Qa NBaSI NOK 2 \sresldi mBthdNiFefearhTentrepreheiirial inteizRdSthat
significant Namely, 27% of women in Serbiatsd they would rather start their own business than work for a
salary irthe private or public sector. On the other hand, 33%hefmen stated the same.

The Serbian Government has recognized theed for undertaking active measures fdhe economic
empowerment of women Two relevant strategies are in place: Natiddambhtegyfor Gender Equalitf2016
2020); and Strategy @upportfor the Developmentof SMEsEntrepreneurshipand Competitivenesg2015
2020). Both strategies propose active measures diggr womef2 aemployment and womeR a
entrepreneurship, starting from broader goals and convergingutdssimilar sets of measures, especially with
regards to womem &ntrepreneurship-- improvement of statistical monitoring and research on wofaén
entrepreneurship and active measures regarding access to finance, educatiorpranabtion of womerQ &
entrepreneurship. The Strategy fGender Equalitgoes a step further and proposes measum@spromoting
women in social entrepreneurshignd womef @ntreprereurship in rural areas.

However, the major conclusiontisat there are fewer issues regarding the legislative framework itselfmore
issues withthe lack ofts effective implementation andnclearinstitutional coordinationThis conclusion is based
on the analysis dhe action plans ofhe two abovementioned strategiethrough a comparison of the contents
of the action plans antheir actual implementation thufar. This study will underline the biggest isst@sed by
young women in entrepreneurghtoday, and indicatéhe current dynamics ofhe implementation of these
strategies.

18 Statistical Office of the Republic of Serbia, the labor survey for Il quarter 2016.
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Lack of information on womé&réntrepreneurship

There is a general lack of information regarding women in entrepreneurship. There is a lack of information both
on current women entrepreneursis well apotential future ones.The airrent Law orthe Business Register
Agency and Law oRersonal Data Protectiotio not oblige owners to provide gendelated information.
Therefore, there is no precise information dime current gender structure dhe private sector in Serhiar the
characteristics of firms owned by women. On the other hand, due to the lack of annual surveys for Global
Entrepreneurship Monitorthe Serbian Governmeriktnows very littleabout potentialfemale entrepreneurs.

Both of the abovestrategies address this issue and propase&annualsurveyon womerQ éntrepreneurship.
However, there has not been any detailed surviewamenQ @ntrepreneurship in Serbduringthe lastseveral

years. Such resezh would be fundamental for uncovering specific obstaiglesd by women in business, as

well as theimeeds. Withoulit, it is hard to expedhe Governmento be able to create tailemade policies for

these women.

. Access to finance

Young women like youth in generalface difficultiesin obtaining initial capital. There is a significant gender
property gap in Serbiayith women farless frequently beingwners of any movable or immovable property
6.1 02PA0Z HAMHU® ! yshoedthdt énByih 8% bitfie casEayfeiieMbnientHe SviBrs df

land, in 15% ofhe caseswere they the owners of residential and housing space, and in ##ewners of
business premises. Without collateral, it is hard to obtdmaa Most ofthe young womerinterviewed noted

that if they did not own enough capital, family support would have been crucial for their business development.
Two thirds othe women entrepreneurs started a business with their own savings or family money.396lgf3

them obtained a crell i £ 2 | y(2),201R)oTAigikste is masdticeablein rural areastherefore young
women insuchareas are far more dependent on their parents or husbands.

TheGovernment has recognized this issue hasglproposed positive discrimination towardiomen (in bothof

the abovementioned strategies) regarding all existing government programs for entrepreneurship and SME
development. They set mandatory quoteof a minimumof 30% to 50% of funding be allocated to women
entrepreneurs and announdethe introduction of special support programs dedicated exclusively to women,
such as guarantee scheme®ne program dedicated to the development of women, youth and social
entrepreneurshigs active in 2016Funds dedicated to this program amotmtRSDL10 milion, with 30%to be
allocated to womef @ntrepreneurship. There ameparatequotas for youth and for women, and young women
should choosbetween these categorieghen applying (they cannot be vulnerahteder multiple grounds No
resultsare availableto dateregarding this program

Reconciliatiomf work and private life

Young women sometimes find it difficult to balance their private and business life. Gty Abwomen
entrepreneurs are young women ¢B9), while 61% of them are midedged wome (31-49) (Babovid3),
2012).Athough notthe sole reasopa partial causefor this could be inadequate social padisthat failed to
adjustsufficientlyto the increased participation of women the labor market.TheStrategy orlGender Equality

is proposng aEuropean model of reconciliation between work and privateclifee provision of affordable
services oflaycareand extended stay for children under the age of seven; improvement of the organization of
carefor the elderly encouragingnen to paticipate equallyin family responsibilities, etc. However, family and
household care are still mdgtleft to women, especially in rural areaéoung female entrepreneursted the

lack of public kindergartsnand gerontology centers. In casaherethey @nnot place a child in a public
kindergarten oran elderly personin a public gerontology center, they have to pay for priga&tericesor take

care of themon their own. Athoughthe Government provides subsidies for families obliged to pay for private
kindergartens, theyemainmore expensive than public on€sced with this issue, young women entrepreneurs
often have to reduc¢heir business commitments, either in terms of money or time.
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Young women in rural areas

Young women in rural areas fameadditional set of obstacleghey lack information on business opportunities,
business networkinowledge and practical skills necessary for running a business. They are mostly uninformed
about any active measwséy central and locahuthoritiesin terms of seHemployment and entrepreneurship

76% of unemployed women have never heard about any datie marketmeasure whileonly 13% of them

have participated in some of the programs dhe National Employment Service (UNICEF, 2011 UNICEF

study further notes that as many a$0% of women in rural aredsave either no education or elementary
education only.

Both of the abovestrategies propose measures for initiating business networks and mentorship prdgrams
women entrepreneurs, but the Strafg onGender Equalitalso proposes coordinating activities on providing
access tanon-formal education for the development of wom@néntrepreneurship in rural areas. Theost
significantinstitutional support in this regard is obtained throutife Develgment Agency of Serbidhe
National Employment Service atite Development Fund of Serbia. However, this support is either partial or
temporary. Moreover, these institutions are oftersufficiently informed othe needs of youth in rural areas
and have n mechanism for the promotion of entrepreneurship. On the other hand, local institutional
infrastructure is not sufficiently coordinated foovering a largeterritory. There is an obvious need for local
centers thatwould providefor the continuous trasfer of knowledge, centers for occasional networking events
and exchange of experierse

SOCIALLY VULNERABLE YOUTH

The eonomic empowerment of socially vulnerable yoistparticulaty importart in the process of their social
inclusion. By becoming enagked, they become active participantssociety and contributors to the quality of
social and economic life. Although not all yoamgl socially vulnerable individuals atapable ofbeconing
entrepreneurs, those who are should be encouraged to déstwo of the subgroups are tise most likely to

start their own business, we will focus on them: youth with physical disabilities and Roma youth. At the moment,
there are 3900 youth with physical disabilities and390 Roma youth registeredth the Natioral Employment
Service (NES)owever, the number is probably highas not albf them are registered with the NES.

In addition toacceptance by society, socially vulnerable youth should be offeasupport,primarilythrough
supportive legislativand institutional framework The Parliamenthasadopteda number of relevant laws and
strategies airimg to promote and encouragthe economic empowerment and economic inclusainsocially
vulnerable youthLaw onthe Professional Rehabilitati@nd Emplyment of Personswith DisabilitiesLaw on
Social Assistancéaw on thePrevention of Discrimination against Persons with Disabilfieategy forthe
Social Inclusiomf Roma20162025 a draft Strategy for thelmprovement of the Statusf Personswith
Disabilitie2016-2020, etc. Unfortunatelythe current legislativeand particularlythe institutional framework of
Serbiado not seem toadequatelyrecognize this neecr fail to meetit due toa lack of finance, capacity or
motivation. However, thistisdy reveals that most of the legislative and institutional issues deupgressbut
rather discourageentrepreneurship among socially vulnerable youth.

The most prominent barrieffsiced bysocially vulnerable individuals whienendingto start a busiess are the
following:
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Issuesn regaining the right to social assistance if the business fails

Social assistance recipients capable of and willing to start their own business are often disdomuradeihg

so. Namely, the current Law @vodal Assistanc@rescribes that the moment an individual receives the first
contribution from their business, they automatically lts@social assistance they have been receiving from the
Ministry of Labor, Employment, Veteran and Social Affairs. Intosisdusiness fails, they have to go through

the entire process of applying for social assistance agafmmplicated and lengthy undertakifidne problem of

losing the right to social assistance is even more pronounced among young members of thevabreadible
population, as their probability of failure is usually higher and the expected time for becoming financially
independent longer.

Asymmetric information.

As socially vulnerable people represent a specific population, it is not unusaetite different information
regarding their selemploymentfrom differentinstitutions Even statéodiesthat deal specifically witpolicies
targeted atthe socially vulnerable populatiomappen tonot be alignedregarding certain issue§ herefore,
socally vulnerable individuals, especially youth, can easily be misled when trying to obtain information for
starting a business. For example, one of the most common cases where sastakade isregardingthe right

to home care services and assistanpen participationin the labor market. Namely, potential entrepreneurs

are often informed they would lose this right they start to work However, that is not the case. Although they

do lose social assistance benefits once they set up a business, they/Idsenthe right to home care services

and assistance they receive based on their physical disability, not their financial status.

Unrecognized bihe state.

Although several laws deal withthe employment of socially vulnerablegroups (while fewer do with
entrepreneurship)the socially vulnerablgopulation is notspecificallymentioned in the umbrella strategic

document aimed at suppdrg entrepreneurship - & { G NJ G S 3 & Dev@lgpmNant of KSBIEs and
Entrepreneurship The s NI 1 S3& RSISyal NGSILING y6Sad2NBRAKLAf Iniednot getate e dzf G A Y I
socially vulnerablgoopulation Moreover, certain socially vulnerable individuals are metgisteredin state

recordsat all,due to their lack opersonal documents and ID numbers, as well as sase0f lacking aJnique

Master Citizen Numbegimostly Roma children who cannot be legally recogniztiteir parents do nohave

personal documenjs

. No privatefunds aimed athe socially vulnerable population.

Regardingublicfunds, the Governmerhas allocated certain budget funds for subsidies foresaffloyment of
the socially vulnerable populatidfi Subsidies aréssuedin the form of oneoff paymentsg RSD200,000 per
user. In addition tofinancial help, there areéwo-day professional suppoérprogramsand entrepreneurial
trainings However, thosgrograms arggeneric anchot adjusted to the particular needs of socially vulnerable
individuals.

On the other hand, there are nspecialprivate financial schemes or investment funds tanggtsocally
vulnerable youth willing to start their own busine$hese young people are disadvantaged waeplying for
funds from private sources, since thegually need more time to applgnd/or assistancith the application
process (either due to a lack knowledge or physical disability). Moreowee majority ofthem have theskils
for low-profile jobs rather thahe high-tech jobs targeted by stattp funds.

19 National Action Plan for Employment 2016
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Prejudice and discrimination.

Bothcategories of socially vulnerable peoptereredby this paper reporteelingdiscriminated in sommanner
Discriminationoccursnot only by the state the legislative and institutional framework), but alsp society
(prejudice).Mainly due to certain inherited valueSerbian societgxhibits a lot bprejudice towards different
groups of disadvantaged people, without realizimgt this is leading to further exclusioAlthoughboth the
disabled populatiorand the Roma population are recognized by the GovernmentBistriminationStrategy
20132018° astwo of the nine vulnerable social grougxposedto discriminationthe most a substantial
foundation for essential equalifg still lackingMoreover,according to the Ombudsman (20¥4}he positive
discrimination measuresnvisaged by the Constiton as a means of overcomitige extremely adverse socio
economic situation ate sociallyvulnerable population arbeing implemented to an sufficientextent (either
in the legislative framework or in practice)

In addition tothe abovebarriersfacedby youth when starting a business, there ameraladditional barriers
specific tathe analyzedubgroups of socially vulneralyleuth.

YOUTH WITH PHYSICAL DISABHdBiEStothe disabled populationcomprising 10% dhe overall population

of Sebia. This populatiohasa low income level anid at riskof social exclusion. Although the legal framework
of Serbia does not discriminate this subgrahg,implementation of this framework often doesither due to
socal prejudice or due tdhe institutional infrastructure (institutionsinequippedto meettheir needs). Namely,
despite the supportive legislation thatttempts to prevent further disadvantaigg those who are already
disadvantagedand to provide them wittsupport, in reality themajority of the disabled subcategories feel
excluded. The most prominent obstacles specific to youth with physical disabilities are the following:

Inadequate infrastructure of public institution&/hile many institutions in Serbia oplpvide access by
stairsand no possibility for wheelchairaccess even more of them lack tactile paving for blind or
visually impaired people. Moreover, some of them do not even allow guide dogs todesiatethere
beingno physical obstacles fdris. This is a small examplit it serves tdllustrate alargerpoint.

Inappropriate qualifications of staff working in public administrafidre best example of inappropriate
skills and qualifications in public administrationthis lack of staff capable of communicating in sign
language. Although the Law on tbkseof Sign Languagadoptedin early2016 prescribes that each
public institution should securenainterpreter when communicating with deaf or heariiygpaired
people,thisis notyetthe case in practice. Thereforéiilling to start a business, these people have to
bring their owninterpreterswhenever communicating with public administration. Moreover, they need
to bring theirinterpreterseven when participatingp trainingsorganized byublic institutions.

No priority in queuingAs egovernments not fully operational yephysically disabled people still have
to go from desk to desk and queue whenever needed. They do not have any priority when dealing with
public administration, so they have to relytbe good will of othes waiting in line.

20 Strategy of Prevention and Protection from Discrimination, Official Gazette of RS, No 60/13
21 Second National Report on Social Inclusion and Poverty Reduction (2014)
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ROMA YOUTHce specific discrimination issues, naty based ortheir lower education andivingsstandard,
but alsorooted in prejudice Athough such obstacledo not stem from objective reasons, thetill hinderthe
business activik's of Roma youth.Certain studies reveal there is &t of unused potential for Roma
entrepreneurship in Serbidhe najority of Roma youth already operate as entreprenetmiecting recyclable
products and selling themo certain recycling companies, but they mostly do it in the gray zone. Staktiggla
business is hindered by two obstacfased byRoma youth,n addition to all the other obstaclefsced by
socially vulnerable youth:

Lack of knowledge and skilldost Roma youth haveompletedelementary or secondary education,
with a small fraction of highly educatguérsons Thus, they find it hard to recognize busingstential
and are usually not familiar with administrative and practical procedures fomgtanid running a
businessThis &ck of knowledge and awareness pregeRdma youth from enterinthe legal system
and taking the risks of unknown. On the other hand, they are not even awtrerigfksof working in
the gray zone, so they choose to eniteor remain,if alreadyoperatingthere.

M Lack of conditions for securing financébe Strategy forthe Social Inclusioof Roma(2016- 2025)
indicates that significant number of good idpasposed byRomapersons imever realized due to their
inahlity to meetthe preconditions for obtaining a loan. Most Roma youth and their parents live in
illegalfacilities Such properties cannot be used as collateral when applying for a loan. On the other
hand, Government funds aimed at supporting Roma entreqareship aransufficient and often do not
focus onthe right Romaroups,since some of thertackIDs and are not registered in any state system.
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ENTREPRENEURIKE CYCLE

Young people facermumberof obstacles throughout thbusiness developmemrocess. Most of the obstacles

are presenthroughout theentrepreneurial life cygléut some exist (or are more pronounceldyingthe initial

stages, while others afeund inthe development stages. This report highlights the three stages of the kfecycl
whereyouth are particularly vulnerable: initiation stage, launch stage and early growthBtegepansion and

maturity stages were not analyzed, since they are equally challenging regardless of age. The focus is not on
overall challenges, but rathem those identifiedpreviously in the report. The prioritization matrix on the
following page provides visual insight into thegreeof influence each of the obstacles h@mparisors are

made for each obstachluring varioustages of the lifecycle, nbetween the obstacles themselves.

Business initiation stage

During the initiation stage, individuarnsformtheir intentions into concrete business actions. Howetre,
majority of potentialyoungentrepreneurdail to makethe transition from gpotential to anactualentrepreneur.
Thisis largely due to the fact that young people in Serbia feel discouragbe ack of necessary information
andthe difficulties in obtaining initial capital. Inexperienced youth very often find it hard to recdbaibest
market opportunities. For example, due to the lack of clear and unambiguous information, youth often find it
hard to decide orhe type of a business or legal form they would like to establish, as they are unawlaee of
true advantages and disadntagesof each However, he single most important barrier in this stagad the
barrier that determine the probability @ actual start,s securing initial financing. The vast majority of youth
start a businesby their own fundsThis sudy reveas that there is large number of young people with business
idea, butwho feeldiscouraged due to the inexperience witind raising and the lack of actual alternatives in
access to finance.

The ursatisfactory level of realized entrepreneurial ideas amonghyalso has to do witthe underlyingnotive

for starting a business. Those who start a busibased on aropportunity, rather tharout of necessity, are

more inclined to persist and succeed in their intergioNonetheless, even thougteizing aropportunity is

outlined as the most frequent motive among youth willing to start their own business, aheestill 64% of
GKSY ¢6K2 O2yaARSNI aySOSaaAriteésd la 2yS 2F GKS Yz2ali
Therefore, providing informatioon opportunities to a wider population of youth dsawve acritical influenceon

the number of those who actually start a business. However, in reality, although some information is available, it
is often not transparent enough or not easily accessiidhe same time, professional mentorship is almost
inexistentat this stage, so inostlynarrows down to themmediate environmenffriends and family).

Launch stage

ThelLaunch stagévolvesthe period startingmmediatelyafter the registratiorof afirm. It is the period when
young entrepreneurs fegdarticularlyuncertain about their businessspeciallyduring the first two years when

the survival risks the highest. In facne infour compatesin Serbia do notvensurvive the second year aft
registration?? Particular concern is liquidity and scarce capital for investments, which is additionally burdened by
fiscal and pardiscal chargedn addition tofinances, skills and experienaee the factors critical fasuccess or

failure during tlis stage. Unfortunately, both formal andn-formal education in Serbia fail to provide relevant
andhigh-quality business trainings.

Uncertainty presentt the start of something new (entering a new business or a new field of expertise) is
additionally ggravated bythe inadequatelyregulated business environmerthe lusinessenvironment in
Serbia is characterized by a large humber of insolvent business eatitie®s consciously avaid topay their
liabilities. Young entrepreneurs are usually uaabol identify unreliable partners anare often trapped by
uncollectable receivables. Therefore, they are very often pustedhe insolvency zone and forced to enter
business disputes. Moreovéhe current fiscal and parfiscal system of Serbfdacesevengreaterpressure on

22 CEVES calculationtbé survival rate®f firmsbased orthe SBRA database.
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the liquidity of young firms, since charges are numerous, unpredictable and costly for budimeisgesnot yet
fully established

Earlygrowth stage

After the launch stage, those who survive put all of their efiatts groving businessChallenges tgrowth in
Serbia are numerousherefore it is not surprising that not many businesseanageto achieve adynamic
performance. Namelyne in threecompaneshasa flat growth rate, with only marginal changes otre¥ years.

The mjority of these companies are ones operating out of necessity, without particular growth intentions.
However, even those who seek opportunity, often do not manage to dansong existing form20% have
growth above10% per yeanwith asmanyas 4.3%exhibiing dynamic growthwith an average annual growth
above40%. Most of thenare relatedto highly skilled professionals and hasrong international orientation.

Challenges to growth are more pronounced faulyg people than the general populatjosince their
inexperience often fails to ensure the right balan€growth opportunities, cash flow and finance necessary to
support growth. Only exceptional youth with proven business models can fully rely on either traditional financing
or alternativefinancing through venture capital or business andgétsvever most young entrepreneurs note

that there areinsufficient easily accessilfieancial products suited to their needs.

The following pages present a charriers to youth entrepreneurship néagocating barriers along the
entrepreneurial lifecycleAll the obstaclesdentified aboveare highlighted throughout the lifecycléepending
on their influenceat each stagelt is important to mention thait is not thebarriersthat arecomparedto one
another, but rather theintensity of each obstacle throughouhe observed lifecycleThe lines in the map
indicate the presence of the obstadtegough different stages ofhe lifecycle. Ifthe obstacle does nobhave a
particulareffect on youth during agivenpart of the lifecycle, iloesnot appear The colos are related to the
types of obstacls, while the shadeare relatedto their relative significance in the lifedg. e strongerthe
influence the darker thecolor. The picture in front of eacbbstacle indicateif the issugoredominantly liesvith
the legislative othe institutional framework.The map is divided into two parts. The first part refers to the
general enviroment, and the obstacles affecting all youth. The second part of thenarapws the focus to
barriers affecting specific youth grauBarriers are listeth the same way and in the same ordepreviously
analyzed in this study.
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Mapping barriers to youth entrepreneurship

I GENERAL BARRIERS TO ENTREPRENEURSHIP

]m[ Entrepreneurship importance and potential not fully recognized by state

Zfz Problem of choosing the right business form
{2 Overregulated and unpredictable business environment

i

|

i

|

i

|

|
fh isioyal competition ———————————
ﬂ[ Lack of institutional protection (particularly for uncollectable receivables) —
ﬁ Complicated exit !

OBSTACLES AFFECTING ALL YOUTH

B Availability of finance and access to capital
m Traditional financing mostly unavailable to youth
-‘Ii Alternative debt financing (e.g. microfinance) still underdeveloped
hiy s Equity-based financing still underdeveloped

]ﬂ[ Government role in non-financial mechanisms mostly inefficient
B Fiscal and para-fiscal system

—Ii Fiscal burden (relatively burdensome for youth)
:t- Numerous and unpredictable para-fiscal and administrative charges

]mI Tax administration often hostile to youth

Access to information and practical skills

]m[ Lack of accessible, relevant and timely information
]m[ Lack of good quality informal education on practical skills

m Lack of mentorship for starting and developing a business

Business Launch stage Early-growth stage

Entrepreneurship life cycle e
initiation stage
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Mapping barriers to youth entrepreneurship

OBSTACLES AFFECTING SPECIFIC YOUTH GROUPS
Highly skilled youth

_j; On-line payment obstacles

m Internet-oriented firms impeded by fiscal charges

m Specific customs administration barriers

-Ii Internet-oriented firms impeded by fiscal charges

m Lack of Government support to innovations

Youth in vocational education and training

{2 Non-existence of registry of craftsmen
-j:i Lack of clear guidelines on becoming recognized as a professional

m No professional associations

Youth not in education, experience or training

-‘Ii Absence of any information on this youth group
m Lack of (targeted) institutional support

Young women

]m[ Lack of information on women entrepreneurship
m Pronounced difficulties in access to finance
IMI Reconciliation between work and private life

m Young women in rural areas burdened by additional set of obstacles

Socially vulnerable youth

-‘j} Losing the right to social assistance upon inclusion in the labor market
m[ Asymmetric information between institution and these youth group
m Insufficiently recognized by state

m No private funds aimed at socially vulnerable population

m Existence of prejudices and discrimination

Business Launch stage Early-growth stage

Entrepreneurship life cycle B
initiation stage
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ANNEX Methodology note

The mehodologywas two-fold. Duringthe first phase, it inclued detailed desk research atite mapping of all
relevant reports, analgs and documents on youth entrepreneurship and entrepreneurship in general. This
phase set a baseline for the second phaselving aseries of interviewwith relevant stakeholdergnterviews

were intended tacontributeto the existing knowledge on youth entrepreneurship in Serbia, and upgrade it with
a more comprehensive approachMore than 110semistructured interviewshave been conductedOver 80
interviews were fac¢éo-face, wiile more than 30 interviews were telephorihe sample of stakeholders for
interviewswasdivided into three groups witthe goalof integraing three different and important perspectives
onthis issue. fie three perspectives arasfollows:

1 Government rpresentatives- Interviews with policy makers and representatives in relevant Ministries,
Government institutiondoth at the national and local levehe National Bank of Serbiatc.

1 Entrepreneurs-- Interviews with young entrepreneurs themselvesthbwith successful and less
successful young entrepreneurs.

1 Expert stakeholders- This perspective wasore comprehensiveand tended to combine and
understand two opposit sides of the coin. It includemhterviews with experts on this issue,
representdives of nongovernmental organizationstc.

The perspective ofcovernment representativeicluded understanding ofthe current institutional and
legislativesituation good practicesmplemented to date and realistic shofterm and longterm room for
improvemens. On theother hand, entrepreneurprovided reatlife viewsof the same issug identifyingthe
most pressingobstacles and ways theyanagedor failed tohandle hem.Finally we haveincluded analyes by
experts havng experience in collaborgig both with entrepreneurial perspectives on the one harshd
legislative and institutional perspects/en the other. In order tgain acomprehensive insight into tHesue of
youth entrepreneurship, it wasecessary to crogeferenceall three perspetives andmprovethe analysis of
reports and documents on youth entrepreneurship.

The gap identificationesearch procgsinvolveda mapping process abe basic and fundaental approach.

First, weset the framework of thenap and its pillarghus defining the scope of the aaysis and its priorities.

Thereafter throughthe mapping process we identifiedstitutional, legislative, financjand otherconditions

and obstaclegaced by different groups of youth from the moment they creadusiness ideand decide to

start a business, through business growth apdo developmentWe abstracedd § KS O2YY2y RSy 2YAy
for all groups-- gaps thatwere common for youth in generalVe then addresgd the obstacles relevant for

particular youth groupdg-inaly, we created a prioritization matrix to compare the significance of the batrier

different lifecycle stage Obstacles do ndtavethe same impact during different business development stages.
Therefore, we highlighted which development stagefisenced the most by eaabbstacle
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