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The period 2009 - 2012 was very difficult for the Serbian economy. Simultaneous pressure of the world economic crisis
which strongly affected Serbia and insufficiently reformed business environment over the last two decades have led to the
significant decline of economic activities, accumulation of losses and sharp decline in employment.

At this moment, according to the numerous indicators of the domestic statistics, but also according to the data of the
World Bank and other international financial agencies and institutions, Serbia is in the group of the five least developed Eu-
ropean countries, and according to the indexes of bureaucratization and corruption it belongs to a group of underdeveloped
African countries.

One of the highest unemployment rates within the European continent and share of the grey economy which different
studies estimate from 27,5 up to 40,3 percent of GDP, along with the continuous four years’ decline in purchase power re-
present the huge obstacle to further development of our state and its economy.

High burdens on labor (total amount of wage taxes and contributions) and the outdated Labor Law which does not
meet the needs of the modern market economy, but still treats the labor relations similarly as in the old socialist Yugoslavia,
are the main factors of the rapid decline in employment and black market labor of big part of the working-age population
(according to different estimates from 620.000 to 1,05 million). Therefore it was necessary to ask the Serbian employers how
the present Labor Law and tax policy related to wages reflect on their businesses and whether they can even think, within
the present conditions, about creation of the new jobs.

The regulations related to the trade, one of the biggest sectors in the Republic of Serbia, are a separate segment of burdens
on business, which also lead to the significantly higher costs of doing business and unnecessary bureaucratization and, again,
reduce the funds necessary for the new jobs. During 2009 - 2012 turnover in the retail trade declined for almost 1/3 compared
to 2008. In the meantime, the state not only failed to reform the old regulations, but it has introduced dozens of the new ones
within the EU accession process without using a possibility to gradually implement these regulations and adapt them to the
real situation in the domestic economy. The result of such treatment of the trade sector is that this sector, which is the most
sinewy sector in Serbia with the largest labor force, also ended 2012 with 5% fewer employees than in 2008.

Each successive government will have to maximally save on itself and on the public sector, with the simultaneous efforts
to disburden the doing business, if it wants to recover Serbia form the present deep economic and social crisis. This means
determined and frequently painful reforms and each lost month will bring even worse results in the future. This Study and
its reccommendations make it clear to the Government of the Republic of Serbia, experts and wide public what changes are
needed in the field of the Labor Law, tax policy and regulates related to trade and labor inspections, in order to enable the
permanent economic growth and employment increase during the following years.

Serbian Association of Employers expects that the key actors on the political scene finally start to rule in accordance with
the principles of the good management and to decisively carry out postponed reforms. For this, they will always have full
and unambiguous support of the entrepreneurs and the business community of the Republic of Serbia.

President of the Serbian Association of Employers
Nebojsa Atanackovié
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This study analyzes the primary and the secondary data
on labor market, tax legislation and trade regulation in Ser-
bia. Analysis of primary and secondary data and compara-
tive analysis of countries in region resulted in several key
findings. Labor market in Serbia appeared to be relatively
liberal “on the paper” compared to EU, but the problems in
the other spheres, relevant for the labor market functioning,
diminish this “advantage” to the great extent. Therefore this
study clearly identified the need for the substantial im-
provement of the present Labor Law and the supporting
legislation, in particular in the area of redundancy cal-
culation and the length of fixed-term employment con-
tracts. The big majority of the employers are of the opinion
that the high levels of taxes and contributions are the es-
sential obstacle for employing new workers and increase of
salaries. The employed workers are favored at the expense
of the unemployed workers, and the sparse laying-offs and
employing lead to a stable, poorly changeable labor force in
companies. Disrespect of the laws is being encouraged, con-

sidering that the life inevitably tries to bypass unnecessary
barriers. Due to the small companies’ lack of expertise con-
cerning the labor legislation, the court procedures related to
the prescribed procedures are more frequent, which, due to
the evident bias of the courts in favor of the employees, leads
to violation of the rule of law and losses in the economy, and
transition to the grey economy is also being encouraged.
The employers also believe that the existing level of rights
of the trade union officials should be reduced, the flexible
forms of employment should be introduced and the proce-
dures related to employment/dismissal should be simplified.
The employers showed readiness to at least share with the
workers the funds released by reduction of the wage taxes
and contributions. Work of the inspections in Serbia has im-
proved, but the decision making left to the discretion of the
inspections at the expense of the employers is still present.
There are still numerous levies which exist without a corner-
stone in the spirit of the laws that prescribe them, i.e. there
are cases of neglecting of the law by the state itself.

Executive Summary 11



Research of the employers’ positions shows that the cer-
tain aspects of the labor legislation, tax policy related to wa-
ges and trade regulations should go through changes. The
strongest obtained arguments are supporting reforms which
would lead to reduction of contributions that are paid by the
employers on net wage. However, this should not be throu-
gh the formal separation of the taxes and contributions to
those at the expense of the employer and those at the ex-
pense of the employee, which is the present situation (even
though, in practice, both parts represent increase of labor
costs paid by the employer), but through the systemic solu-
tions which would lead to reduction of difference between
the gross and the net wage, in particular when it comes to
the lowest wages.

If there is a consensus among the employers about a cer-
tain aspect of the business environment in Serbia, it is the
one about the difference between the gross and net wage
amounts - it is the insurmountable obstacle for increase of
the net wage. The biggest number of employers do not see
the possibility to employ more workers, some announce re-
duction of labor force or they have already reduced it, so it
is clear that we have here the phenomenon of the non-opti-
mal excessive taxation and that it is better to think about the
lower taxes and contributions which could result in a similar
amount collected from a wider tax bases on a medium run'.
The results of the research show that the majority of the em-
ployers are ready to redirect the possible savings from tax
reduction to an increase of the net wages. The results also
clearly show that the different fiscal policy would stimulate
the big part of employers to increase payments through the
forms of payments which are partly or completely tax free.
This is in accordance with the practices that exist even today,
because the issue of payment of per diems, for example, is
for some companies the issue of payment of wages throu-
gh tax free items, and for some companies it is the issue of
emission of the additional rights for employees.

Reduction of taxes and contributions for the lowest wa-
ges is of a particular importance when it comes to efforts to
alleviate the problem of grey economy. The fact that the per-
centages of taxes and contributions for the lowest wages and
those for the wages which are even three times higher are al-
most equal creates, within the present conditions, the strong
incentive for having a big part of labor market within the
grey zone, leaving thus a big number of employees without

1 Effects of the changes in tax rates applied on taxable incomes are usu-
ally explained by Laffer curve. The basic conception of the Laffer curve
exists longer than Arthur Laffer himself, but it is still named after him
because he is the one who put it and its concept of stimulating activities
into the center of the economics of supply. The curve is a well-known
fact that no one disputes. Namely, if the state does not impose any taxes
at all, it will not generate the tax revenue, just the same as if it had
imposed a tax rate of 100%, because no one would work if he had to
give all the money to the state. Between these two extremes the state
imposes different tax rates and collects the tax revenues that first grow
with the increase of the tax rates, but them drop down with the further
increase of the tax rates.
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the rights formally offered by the existing solutions for taxes
and contributions, or with the possibility to exercise these
rights without taking part in financing them. The surveyed
employers said that they would accept the certain level of
progressivity in wage taxation. For them, the most relevant
steps in implementation of such solutions could be an in-
crease of the tax free base to a significantly higher level than
the present one (which would probably lead to considerably
less decrease of chargeable taxes and contributions than it
is supposed, due to transition of the significant part of grey
economy to formal one) and introduction of the progressive
tax system, where the threshold would be a little lower and
the highest rate could be more than 20%, which is at the mo-
ment the maximum for wages higher than 6 times average
wage. Tax measures within this field should be followed by
a package of tax changes in other fields, above all changes
in the tax legislation concerning taxation of property of the
legal entities. Such reform creates a foundation for healthy
competition among the companies, on one side, because the
companies which pay all the taxes and the contributions are
today facing the disloyal competition of the grey economy,
and, on the other side, there is no possibility to collect taxes,
using the measures of the state coercion, from the employees
who work for the minimum or for little wage within the grey
economy.

The second group of questions is related to liberalizati-
on of the Labor Law itself, as well as of the other legal acts
and by-laws from this field. During the period 2003-2004
Serbia had a Labor law which was the institutional basis for
creation of the flexible labor market. The present Labor Law
puts in front of the small and medium size enterprises in-
surmountable obstacles when it comes to employinf older
workers. There is no small company of which is reasonable
to require paying a severance pay for all years of service to
a redundant worker. The solution is to have the severance
pay only for years of working for a particular employer, and
certainly not for all the years of service, as it is the case at
the moment. The solution which is a half-way solution, but
which would still leave a large portion of employees outside
of the labor market, is to make the severance pay payable
only once for each year of service. The existing solutions
essentially protect only employees working in the state ow-
ned companies, while the constantly reduce permanent em-
ployment in the private sector. The employers simply do not
want to accept the risks coming along with the permanent
employment and they use the flexible forms of employment,
i.e. they employ workers through a service contract or an
author contract, or even through the student cooperatives
(without introduction of the grey market as a specific form
of the flexible employment). Without the liberalization wi-
thin this field, followed by the changes of the tax policies, it
is hard to expect that the grey economy and unemployment
will reduce and that there will be progress in general. Serbia
is in no position to have the inflexible labor market, as the

Employers’ views concerning business environment



one existing in Germany, and to still be competitive and the
country with the high growth rates of GDP and low unem-
ployment.

The employers believe that the present level of protection
of the former trade union officials is too high and that they
should be on equal footing with the other employees. They
also think that the representativity threshold for trade unions
should be higher, because the classical issues of the industrial
relations turn, in some companies, in problems connected
with the existence of a big number of trade unions. The re-
commendations of this study are to lower the level of bure-
aucratization related to conclusion and termination of the
labor contract, annual leaves and flexible forms of employ-
ment. The flexible forms of employment are practice which is
appropriate for the dynamic market economies and the big-
ger set of options should be available in Serbia, starting from
the longer duration of the fixed-term employment, through
the other flexible forms of employment. All these issues ill-
ustrate the need to arrange labor market in such a way that it
is both easier to start and to end the employment relation, to
put an accent on industrial relations in the private sector, to
bring to an end the discrimination of unemployed workers,
i.e. of those who work in the grey sector.

Replies to the questionnaire reveal that the inspections
visit employers relatively often, and also that the inspections
last inappropriately long. Preventive form of work of inspe-
ctions is equally present as imposing sanctions. The average
marks for work of the inspections are different and the hig-
hest ones concern the inspections with the broadest base of
those who are subject to the inspection. The employers cle-
arly state that there are numerous regulations that represent
the informal taxation, i.e. that some of the rights related to
the costs’ refunding are not respected in practice. The ba-
sic conclusion of this study is that fire protection and risk
analysis should not be taken into consideration uniformly,
on the level of the whole economy, because in a large number
of cases they represent the unnecessary cost which cannot
be justified by the intentions which were a framework for
adoption of legal provisions related to these two fields. The
essence of the employers’ objections is that there are hidden
costs that go along with doing business in Serbia. Apart from
the set of procedures to be followed, like risk assessment in
companies which, by the nature of things, do not have such
risks in a degree large enough to justify such assessment, or
totally unnecessary costs for making an evacuation plan in

case of fire for business premises which have only one en-
trance/exit or companies have plans standardized at the firm
level, there are more forms of the hidden taxation of the le-
gal entities. These are, for example, high costs for communal
services where the key for calculation has nothing to do with
the really used services, or an obligation to submit a project
for ordinary things like setting up the sunshades, all the way
to the complete lack of the state’s wish to respect the regula-
tions that the state itself has adopted (reimbursement of the
costs for the correct samples). The solutions for the majority
of the hidden taxes lie in their abrogation and affirmation of
the principles that the companies are free to make their own
decisions related to the risks and to bare the consequences
of their decisions, instead of imposing them the way they are
going to manage such risks.

Certain replies of employers indicate the significant level
of distrust of employers towards the state, which is parti-
cularly visible when it comes to the relatively unattractive
engagement of the women on maternity leave at the very
affordable and flexible terms.

In short, even though the Serbian labor legislation looks
on paper relatively liberal compared to the EU countries,
Serbia cannot afford the luxury of the present emission of
the employees’ and trade unions’ rights, because there are
no elements of the quality business environment which
exist in EU and which could compensate that. The reality
also supports such thinking, having in mind the important
characteristic of the Serbian market that the large portion of
labor is informal, and such market always advocates for the
reforms. For the optimal development of Serbia, it would
be advisable to adopt the solutions which would make the
labor market more flexible, labor relations less bureaucratic,
and relations at the labor market subject to the market for-
ces. For Serbia, one of the ways out would be to adopt the
changes to the Labor Law which would bring solutions from
this field close to those that existed in period 2003-2004. In
the trade sector, it would be necessary to conduct a deeper
research because the sampled companies still do not repre-
sent statistically representative group, considering that some
inspections exist only in certain sectors.

The fundamental recommendation of this study is to
make the findings obtained through the secondary research
operational, through the proposals of amendments to the
laws and the by-laws with analysis of costs and benefits from
such amendments.
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1.1 Aims of the study

The aim of this study is to identify, through the primary
and the secondary research, the areas within the labor legi-
slation, tax policy concerning wages and legislation regula-
ting trade which represent the biggest obstacles for doing
business in Serbia and to use the findings of the two research
segments for development of the comprehensive proposals
for changes of the laws and by-laws. The methodology of
this research is based on the ILO’s toolkit for Enabling Envi-
ronment for Sustainable Enterprise (EESE).

This study consists of:

1. The secondary research (desk research) about the fin-
dings and the recommendations of the credible institutions
concerning the labor legislation, tax policy concerning wa-
ges and legislation regulating trade, such as the World Bank,
International Monetary Fund, International Labor Organi-
zation, The Organization for Economic Co-operation and
Development, Heritage Foundation and others, including
the comparison between Serbia and EU and the other coun-
tries in the region, with the special accent on Slovenia and
FYR Macedonia, as well as the overview of the present situ-
ation in Serbia,

2. The primary research conducted through the direct
interviews with the general directors, sector managers and
company owners which outlines the employers’ positions
about the issues covered by this research. This part includes
the analysis of the research results and the recommendati-
ons based on the obtained results. One part of the primary
research includes the relevant focus groups’ meetings which
helped the research to focus on the particular fields of the
labor legislation, tax policy concerning wages and the legi-
slation that regulates trade.

1.2 Sampling and sample stratification

The structure of the sample is determined through the
double criss-cross stratification:

1. Regional stratification was achieved by dividing the
territory of the Republic of Serbia into 4 regional stratums
- Vojvodina, Belgrade, West Serbia and Sumadija, and East
and South Serbia. The number of companies in each of the
regional stratums is determined based on the size of contri-
bution of each of the regions to the gross domestic product
of Serbia in 2011.

2. Further stratification according to company size
introduced dividing companies to big, medium and small
companies in accordance with the criteria followed by the
Serbian Tax Administration in 2012 for the annual financial
reports from 2011. All the three groups of the companies
were pondered in accordance with their contribution to the
total gross domestic product. The further correction of the
ponders was done due to higher presence of informal em-

ployment within the small companies’ sector. The informal
sector creates the unregistered GDP in amount of 40% of
the statistically registered GDP, and almost all of it is co-
ming from the small companies’ sector. The participation of
the stratum without corrections is 31,5%; 22,4% and 46,1%,
for small, medium size and big companies respectively. The
data after correction are given below.
3. The sample includes the gender perspective.

The final regional representation is as follows:

Vojvodina - planned 27% or 54 companies (interval 53-
56), surveyed 54 companies

Belgrade - planned 39,5% or 79 companies (interval
77-81), surveyed 82 companies

West-Sumadija - planned 19% or 38 companies (inter-
val 37-39) , surveyed 39 companies

East - South - planned 14,5% or 29 companies (interval
27-29) , surveyed 27 companies

The final representation of companies by size after the
correction is as follows:

Small companies - planned 51,2% or 102 companies
(interval 99-105), surveyed 103 companies

Medium size companies — planned 16% or 32 compa-
nies (interval 30-34), surveyed 32 companies

Big companies - planned 32,8% or 66 companies (in-
terval 64-68), surveyed 67 companies

5% Derogations are allowed (trust interval 20) by cate-
gories (the reason why the intervals are here given), because
the criterion of structure of companies by size must also be
met, which is difficult to fit in with 100% accuracy, when
two stratifications of 200 companies” sample, i.e. of 202 re-
ally sampled companies, intersect at the same level.

1.3 Design of the questionnaire

The research was conducted on the basis of the questi-
onnaire containing closed and half-opened questions that
cover the key areas concerning the labor legislation, trade
and foreign trade legislation and tax legislation. The questi-
onnaire covered the areas which were identified as the key
ones in previous researches of the relevant international and
domestic organizations, including the data received from
the Serbian Association of Employers. CEFE Serbia has
produced a longer list of 100 questions which was during
the process of consultations with the Serbian Association of
Employers reduced to 53 key questions.

After harmonization of the list of questions with the Ser-
bian Association of Employers, the preliminary list of the
companies was made in accordance with the criteria of stra-
tification which included the list of 400 companies that were
doing business in 2011.

15
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1.4  Surveying process

After the preliminary list was made the surveying pro-
cess started and the well trained researchers of CEFE Serbia
were involved in it. Each company was informed about the
surveying process by phone and e-mail, the exact date of
the interview was scheduled and the person which would
provide the answers was identified. In small and medium
size companies the interviewees were primarily the com-
pany owners or general directors in cases where the owner-
ship was separated from the management, i.e. the deputy
or personal assistant to the owner/general manager if these
activities are delegated to the closest co-workers. At the big
companies, the target was the department dealing with the
external relations and authorized by the internal documents
to respond to the questionnaire on behalf of the company.

During the surveying process, the project manager of
CEFE Serbia has conducted a control by calling 10% of the
companies, which confirmed the validity of surveying by
CEFE Serbia researchers.

16

1.5 Results of the research

The results are given as percentages for the sake of ea-
sier interpretation, except in those cases where such form
of presentation leads to wrong conclusions (questions with
2 and more answers). Here are presented only companies
which answered the question, while the comments include
information on how many companies really answered. This
is done because a company was required to have certain po-
sition on some of the previous questions, or in some cases
the questions were not applicable for certain types of the
companies, or a companiy did not want or did not know
the answer.

Employers’ views concerning business environment



2.1 Labor market freedom,

trade freedom and the level
of the state consumption

Very frequently analyses of the Serbian labor market
use the statistical data or data from the researches which
show that there is no need for the reforms in this field. For
example, according to the data from the Index of Economic
Freedom 2013 of the Heritage Foundation? Serbia is consi-
dered, in the European context, to be a country with “the
relatively free labor market”, as shown in the Chart 2-1. Such
a statement could even be more appreciated by the oppo-
nents to the reforms, as it comes from the organization that
is one of the main promoters of the economic freedom in
the world. With the mark of 70,4 Serbia belongs to a group
of mostly free countries (level of labor market freedom 70-
70,9) with the level of labor market freedom similar to the
ones in Bulgaria, Montenegro and Albania, when compared
to the countries in the region, i.e. to the EU countries like
Ireland and the United Kingdom, or Azerbaijan from CIS
(all these countries are shown in green color). Therefore, the
labor market itself, according to this source, seems not to be
rigid when looking into the elements such as the minimum
wage, ease of employing a new worker,
rigidity of working time, lay-oft proce-
dures and similar. This is particularly
clear when the level of labor market
freedom is compared with the rest of
the EU or other countries of the region.
The majority of these countries belongs
to the group with the partly free labor
market (mark 60 - 69,9), or mostly
non-free labor market (mark 50 - 59,9)
- countries marked with darker hue,
or even to the group of the countries
with non-free labor market (mark 0 -
49,9) — countries shown in darkest hue ont | raeeoou
on the map. The European average for

>

EUROPE

this indicator is 61,2. However, these ...  ,,. e

elements are not the only ones that are
affecting the position of the companies
and the attractiveness of employing
new workers (Chart 2-1).

However, the Global Competitiveness Index - GCI of
the World Economic Forum gives a deeper overview of
the unexpectedly high mark of the labor market freedom
given by the Heritage Foundation. According to GCI for
2012/2013, Serbia is ranked 95 out of 144 countries which
are included by this Index for 2012/2013. The World Econo-
mic Forum gives a lot worse mark to the competitiveness of
the Serbian labor market compared to the similar indicator

Source:

2 Methodological explanations regarding the Index of Economic Free-
dom itself are given in the Annex 1 of this study, with links to the part
of the Heritage Foundation’s web site which is about the Index of the
Economic Freedom and explanation why the methodology of the He-
ritage Foundation is appropriate for this study

LEVEL OF ECONOMIC FREEDOM e
Index of Economic Freedom
Washington D.C. 2013, http://www.heritage.org/index/

of the Heritage Foundation, considering that Serbia is ran-
ked at position No. 100 in the world, in terms of competi-
tiveness of the labor market®. The main reason is that CGI’s
coverage is much deeper and it covers all the factors of im-
portance for competitiveness, while the Index of Economic
Freedom covers only part of the problem.

GCI has an advantage of giving a detailed overview of
the marks in each of the categories that compose competiti-
veness of labor market. According to the employers’ positi-
on, the biggest problem related to the competitiveness of the
labor market is the brain drain (Serbia is here at 141 posi-
tion out of 144 countries), i.e. the quality of the professional
managers (135), and as one of the problems the cooperation
between the employees and the employers (139) is also iden-
tified. In short, if we ignore the bad marks for the factors
which are not included in the mark given by the Heritage
Foundation, and which make part of the GCI methodology,
the findings about the labor market character are similar®.

GCI gives the similar results as IEF when taking a look
into which factors create the biggest problems in doing bu-
siness. Employers don't perceive the labor market as the key
problem, but they put emphasis, above all, on the inefficient
state administration, corruption, access to sources of finan-

Chart 2-1: Freedom of labor markets in Europe
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2013, Heritage Foundation,

cing and legal regulation concerning the foreign exchange.
The problems of the medium intensity are high tax rates, po-
litical instability, tax regulation, bad infrastructure, inflation
and crime.

It is interesting to taka a look on the Serbia’s position in In-
dex of Economic Freedom 2013 when it comes to assessment
of corruption, where Serbia belongs to a group of highly

3 Schwab, K. (2013) Global Competitiveness Index 2013-2013, World
Economic forum (http://www3.weforum.org/docs/ WEF_GlobalCom-
petitivenessReport_2013-13.pdf

4 Schwab, K. (2013) Global Competitiveness Index 2013-2013, World
Economic forum (http://www3.weforum.org/docs/WEF_GlobalCom-
petitivenessReport_2013-13.pdf)
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Chart 2-2: Freedom from corruption in Europe
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Chart 2-3: Level of the state consumption in Europe
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Chart 2-4: Level of trade freedom in Europe
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corrupted countries (countries that are
no free of corruption), together with all
the countries from the region, with the
exception of Slovenia (mark 33,0). The
corruption is an obstacle in functioning
of the basic institutions which make the
legal framework of the labor, tax and
trade legislation. The European average
for this indicator is 55,3 (Chart 2-2).

The Chart 2-3 gives an overview of
“cost-effectiveness” of the state, i.e. the
indicator of “the state consumption”
As it was expected, the countries of the
“old Europe” are partly or completely
non-free inn this category, but Serbia
is also in this group (with mark 40,3),
even though this is unfavorable positi-
on from the development point of view.
The countries which have achieved the
high level of GDP growth and which
have accumulated big national wealth
can much easier sacrifice the speed of
GDP growth for the sake of the emissi-
on of the rights that are financed from
the budget. Countries like Serbia, that
can recover from the relative poverty,
in terms of Europe, only by high GDP
growth rates, are in no position to do it
with the present level of the state con-
sumption. The examples of the coun-
tries which rapidly grew with the state
consumption’s rate of over 45% are on
the level of the statistical error, but even
when it was the case it was most often
the result of the national resources. Co-
untries like FYR Macedonia, Romania,
Turkey and Bulgaria are in the category
of partly non-free countries. Albania is
the freest country within the region in
this category and it is the only one be-
longing to the group of the most free co-
untries, and on the European level Azer-
baijan belongs to the group of the totally
free countries. The European average
for this indicator is 55,3 (Chart 2-3).

Finally, when it comes to the trade
freedom, according to the data of the
Index of Economic Freedom 2013, Ser-
bia (which is not member of WTO) is
one of the least free countries in Euro-
pe (mark 77,9). More precisely, Serbia,
Albania and Russia are the only ones
belonging to a group which covers co-
untries which are not completely free in
terms of trade. The European average
for this indicator is 85,6 (Chart 2-4).

If these data are compared with the
two countries from the region that are
selected for this study, FYR Macedonia



and Slovenia, it can be observed Chart2-5: Dynamics of economic freedom in Slovenia,

that Serbia, ever since the data abo- FYR Macedonia and Serbia (2004-2013)

ut its economic freedom were re- e sovens ® Macedonia ® Setia

corded, was less economically free ™ e OO 000660 0 O
than the both countries and that [ s Y W W W e W w N\
Serbia’s economic freedom grows e

very slowly. Serbia is constantly =

in the group of the countries that

are partly non-free. Slovenia had g e g i —— —i__ —3

minor oscillations during the pre-

vious 10 years and it is mostly at

the level of the partly free country,

while FYR Macedonia marks the

fastest progress (Chart 2-5)°. % = = == — — e o = =
When it comes to labor market

Source:  Index of Economic Freedom 2013, Heritage Foundations,
freedom, Serbia holds a constant Washington D.C. 2013, http://www.heritage.org/index/
level of freedom, FYR Macedonia

has significantly improved it du- Chart 2-6: Dynamics of the labor market freedom in Slovenia,
FYR Macedonia and Serbia (2005-2013)

ring the first years of the economic

crisis, while Slovenia remains the

country with significantly non-

" M (-, . 4 . -
free labor market. Labor market sees @ 'lmj ﬁ i‘}i o %3 ﬂ ':[E} i;} :::
in Slovenia is mostly non-free, in <" FREEOOM
FYR Macedonia was made an im- o o - - -
portant shift towards market whi- 3 v - .
ch is extremely free in terms of the i :

situation in Europe, while the level
of labor market freedom in Serbia .,
remains the same over the last 5 & ——— o ——— * ——————+—

years (Chart 2-6). %

2.2. Trendsand key e 2005 2008 w07 2008 T ame 2010 T a2z 2013
ﬁndmgs related to Source:  Index of Economic Freedom 2013, Heritage Foundations,
the labor and tax Washington D.C. 2013, http://www.heritage.org/index/
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According to the data of the 70
Statistical Office of the RS, since gq —
2004 Serbia does not manage to —
reduce the unemployment which 50 _—--'""‘*--...________

is today higher than it was in 2004,
and for 10 percentage points bigger
than before the economic crisis. 3p
The rate of activity and the rate of
employment are dropping simul- 20 sl \/
taneously. It should be taken into
account that employment increase/
unemployment decrease in 2008 0 : - - . r . r J
was a consequence of the change 2004 2005 2006 2007 2008 2009 2010 2011
in the way of statistical coverage of
these variables, and not of the real
changes (Chart 2-7).

More accurately, unemploy-
ment rate in 2008 exceeded 25%, some of the countries from the region where Serbia has the
while it was 15% actually. It is also interesting to compa- highest unemployment rate, which can be seen on the chart
re the unemployment rate in Serbia with EU countries and  from a study of the Center for Liberal-Democratic Studies
about the labor legislation in Serbia (Chart 2-8).

40

Stopa aktivnosti Stopa zaposlenosti Stopa nezaposlenosti

Source:  Statistical Office RS - www.stat.gov.rs

5  Ranking for Serbia has been performed since 2009.
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Chart 2-8: Unemployment rate in selected countries (2011)
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Chart 2-9: Growth of unemployment in selected countries during period 2008-2011

cal Office RS during period 2009-
2011 there was no increase of the real
wages over 1% annually, while 2012

12 marks recovery, but without increase
10 of employment (Chart 2-10).
5 The employment structure is un-
favorable, because during the eco-
e nomic crisis there was no significant
4 decrease of employment within the
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2 4 L B 25 m = i in the private sector, most likely due
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8 3 Lan E for the most part (Chart 2-11).
g 22z The issue of importance is also
Source:  Mijatovi¢, B. (2012) Labor legislation as an obstacle for more successful economy, 'S5 of wa'ge.burden.mg, L. Wth'
CLDS: Belgrade her there is in Serbia progressive
taxation (Chart 2-12).
Chart 2-10:  Rate of growth of real wages in Serbia during period 2002-2012 Due to solutions which limit
60 B Nominalna the maximum amounts of the re-
tirement and health insurance to
50 stoparasta e average salaries there is a tax
degression in Serbia, i.e. a decrease
40 Realna of tax burden for the highest wages,
30 stoparasta  in other words a mild progression
for the middle wages due to the
20 small amount of the tax free part
of the wage. However, at the end
10 of the year this degression is corre-
0 cted through taxation of the inco-
mes which are higher than three
-10 average gross wages, so it could be
Source:  Group of authors (2010) Post-crisis model of economic growth said that there is de facto mild tax

and development of Serbia 2011-2020, MAT and FREN: Belgrade

Beside the high unemployment rate, Serbia proved to be
very vulnerable and open for influences of business cycles
and external shocks, as shown in the Chart 2-9.

During the economic crisis (2008 - 2011) the unem-
ployment growth rate was the highest in Serbia of all the
countries, and, with the exception of Spain, all the countries
which had high unemployment growth rate entered an ac-
celerated recovery process.

20

progression in Serbia.

Certain aspects of the labor le-
gislation, tax policies and trade regulation are significantly
different in different countries of the region. The duration of
the fixed-term employment varies from Montenegro where
there is no upper limit, over 5 years’ limit, as it is in Albania,
FYR Macedonia and Moldova for example, to Serbia which
is very restrictive regarding this issue with limit of only one
year®. Majority of the countries which have high upper limit

6 Group of authors (2010) National employment strategy for period 2011-
2020, The Government of RS: Belgrade
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Chart2-11:  Ratio of employment in public and private sector in Serbia (2002-2011) sts from 10 days to one moth, with
1,800,000 the exception of Albania where it
1,600,000 1,518,141 can be as long as three moths for
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600,000 while in majority of countries this
400,000 A ———— o ————¢ period lasts two weeks. In Serbia
481,335 463,006 this period lasts up to 30 days.
200,000 L. Lo
In majority of the countries in
) ' ' ' ' ' ' ' ' ' : case of labor contract cancellation
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 an employee has a right on remu-
Source:  Mijatovi¢, B. (2011) Policies for increase of employment and competitiveness neration, which is in Serbia one
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Chart2-12:  Progressivity of wage taxation in Serbia

third for up to 10 years of service,
i.e. one quarter of the wage for each
following year. In Macedonia it is

40.1% 40.3%

I0.%
I7.9%

32%

one month’s wage for up to five ye-
ars of service, three wages for 10-
15 years of service and 6 wages for
more than 25 years of service'. In
Albania, for example, this amount
is 50% of one months wage for
each year of the service''. However,
in Albania and FYR Macedonia the
calculation is made on the basis of
the years of service with the parti-
cular employer, and not on the ba-
sis of the total years of service.
Taxes on wages vary from the
minimal 7%, which is the lower

33% 39% 50% 67% 100% 167% 200%

Source:

for the fixed-term employment also have the option of re-
newal, while this option does not exist in Serbia. The length
of the compulsory annual leave is different, from 18 days, as
much as it is in Montenegro, to 4 weeks in Albania, i.e. 28
days in Moldova’. Years of service in majority of countries
influence the length of the annual leave, provided that in
Serbia and Albania it is determined exclusively by the labor
contract. Duration of the maternity leave is different and it
is 18-20 weeks, as much as it is in Moldova, up to one year
in average®. In Serbia the maternity leave lasts 365 days, but
for the third child and more it lasts 2 years. The employer is
obliged to pay the wage which must be equal to the average
of the last 12 working months of the person on the leave, at
the same time when paying the other workers, regardless of
the fact whether this amount was refunded by the state or
not.

Notice period, which is obligatory for the employer, is
not determined in some countries, and in others it mostly la-

7 Mijatovi¢, B. (2012) Labor legislation as an obstacle for more successful
economy, CLDS: Belgrade

8  Aradarenko, M. (2011) Supporting strategies to recover from the crisis in
South Eastern Europe - country assessment: Serbia, ILO: Belgrade

Aradarenko, M. (2011) Supporting strategies to recover from the crisis
in South Eastern Europe — country assessment: Serbia, ILO: Belgrade

limit in Moldova (where there is
an upper limit of 18%) up, and in
the majority of the countries this
tax is between 9-12%'. Contribu-
tions for retirement insurance are
different and in total (part at the
expense of the employer and part at the expense of the em-
ployee) they make around 18%, as in FYR Macedonia, or
over 20,5%; 21,5% and 22%, as in Albania, Montenegro and
Serbia respectively, up to 29%, as in Moldova®®. However,
there exist different ways of payment of pensions, so lower
contributions in some countries with very old population
(for example Serbia) mean bigger transfer from the budget
to the retirement fund. The percentages for the health in-
surance significantly vary from one country to another. In
some countries it is symbolic, for instance 3,4% in Albania,

proselne rarade

9 International Labor Organisation - http://www.ilo.org/global/statisti-
cs-and-databases/lang--en/index.htm

10 International Labor Organisation - http://www.ilo.org/global/statisti-
cs-and-databases/lang--en/index.htm

11 Mijatovi¢, B. (2012) Labor legislation as an obstacle for more successful
economy, CLDS: Belgrade

12 Group of authors (2010) National employment strategy for period 2011-
2020, The Government RS: Belgrade

13 Group of authors (2012) Fiscal strategy of Serbia for 2013 with projecti-
ons for 2014 i 2015 http://mfp.gov.rs/UserFiles/File/dokumenti/2012/
Fiskalna%20strategija%20za%202013_%20godinu%20sa%20projekci-
jama%20za%202014_%20i%202015_%20godinu.pdf
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or 7% in Moldova, while it is 16,9% in Bosnia and Herzego-
vina (the Federation) or 13% in Serbia!*. If these contribu-
tions are added to those which are less significant for total
amount (disability insurance and unemployment insuran-
ce), the contributions make in total from 26%, as in Alba-
nia, to 33%, as in Montenegro®. In majority of the countries
the transport allowance and provision of meal at work (i.e.
allowance for meal at work) are part of legislation or colle-
ctive agreements, while in Serbia there is also a subsidy for
annual holiday.

2.3. Basic findings

The main characteristics of the Serbian labor market are
significant protection of employees, bureaucratization and
formality of the labor relations and privileged role of trade
unions, which are all obstacles for creation of the flexible
labor market. Serbia has adopted big part of practices which
exist in EU where the labor market is extremely inflexible
and highly regulated, which is not a good solution for a co-
untry that hopes for higher growth rates and does not have
institutions and other elements of market economy on the
level of EU countries, so it could “pay the price” to non-free
labor market. Speaking about the severance pay (by years
of service) and the permanent employment (up to one year,
without possibility of renewal), Serbia has the most rigid re-
gulations in the region, which eliminate from the labor mar-
ket the most vulnerable groups forcing them into long-term
unemployment or work in the grey sector.

In short, the tendencies which are not good for the deve-
lopment of Serbia, and which concern the labor market, tax
policy and trade legislation are:

1. The employers in Serbia are discouraged from employing
more workers, which led, together with the delayed tran-
sition, to the very negative tendencies in employment
and unemployment;

14 International Labor Organisation - http://www.ilo.org/global/statisti-
cs-and-databases/lang--en/index.htm

15 Mijatovi¢, B. (2012) Labor legislation as an obstacle for more successful
economy, CLDS: Belgrade

22)

2. 'The employed workers are favored at the expense of the
unemployed workers, and sparse laying-offs and hirings
lead to a stable, poorly changeable labor force in compa-
nies;

3. Disrespect of the laws is encouraged, considering that
the life inevitably tries to bypass unnecessary barriers,
so that the breaches are frequent in attempts to solve the
real problems (for example, the employees sign blank re-
signations without dates, that are kept by the employers),

4. Due to the small companies’ lack of expertise concer-
ning the labor legislation, the court procedures related
to the prescribed procedures are more frequent, which,
due to the evident bias of the courts in favor of the em-
ployees, leads to violation of the rule of law and losses in
the economy,

5. Transition to the informal economy is encouraged, wit-
hout any labor contract, in order to avoid the restrictive
provisions of the labor legislation.

The new government initiated the changes of the laws
which were adopted by the National Assembly, mostly in the
field of tax legislation, but essentially it showed no intenti-
on of changing the Labor Law for now, considering that the
proposed amendments concern only three articles which
fortify the existing rights of the employees. Certain chan-
ges were introduced with regard to the abolition of the state
taxes, but only the labor legislation and the related taxes and
contributions remained unchanged, and there were also no
changes concerning simplification of the rigid and bureau-
cratic procedures prescribed by the domestic legislation. For
now, there are no indications that there will be in this field
serious changes which would mean returning to the solu-
tions which existed in the Labor Law valid in period 2002-
2004, when Serbia had one of the most liberal Labor Laws
in the world.

Employers’ views concerning business environment



3.1 Labor legislation

1. How should the severance pay to redundancy workers
be calculated?

The first question assumes that the severance pays are
part of the legislation and that they should be paid in any
case. The big number of the interviewees remarked that a
thought should be given to abolition of the obligatory seve-
rance pay (Chart 3-1).

Chart 3-1: Desirable way of calculation of severance pay
to redundancy workers

severance pay for all years of service are put in a disadvanta-
ge, is contrary to the very purpose of the labor market, and
that is employing. The proposals could also aim at the volun-
tary unemployment insurance with the higher rate.

2. Do you employ workers for the fixed-term?

The second question considers hiring for a limited peri-
od of time, as a way to alleviate the existing rigidities of the
Labor Law (Chart 3-2).

198 companies replied to this question. 81% of
interviewees employ workers for the fixed term,

For all years
of service

For years of service
with the employer

For years of service for which
the severance pay was not paid

and only 19% does not do it. The reply to this que-
stion strongly indicates that it is necessary to have
as many as possible flexible forms of employment
in order to initiate creation of new jobs and pre-
serve the existing ones. The special stimulus for
flexible forms of employment would be the tax
treatment that would stimulate these forms in ac-
cordance with the needs to create a more dynamic
labor market.

14 %

14 %

201 interviewees responded to this question. 72% of in-
terviewees consider that severance pay should be related to
the years of service with the particular employer, 14% to the
years for which the severance pay was not paid and 14% to
the all years of service. Such position gives a strong argument
for the change of legislation. It should be kept in mind that
severance pays exist in the majority of the countries in the
region, but they considerably vary. Dismissing someone with
25 years of service in FYR Macedonia costs 6 wages, while
in Serbia this amount is close to 7 wages. On the other hand,
in Albania this is 12,5 wages (but in Albania and FYR Ma-
cedonia for years of services with the particular employer).
However, the situation in Serbia is specific because, in pra-
ctice, it is possible that someone who was already paid seve-
rance pay for certain number of years of service, gets paid the
same amount of severance pay more times if he/she stays wi-
thout job with other empoloyers. Therefore, the best solution
for employers in this moment would be to make severance
pay for years of service with the particular employer, and to
insist in negotiations for changes of legislation that the trade
unions’ argument, being that the workers who were not paid

Chart 3-2: Frequency of practice to employ workers
for the fixed term

Yes 81 %

19 %

Survey of the companies in Serbia on key aspects of labour, tax and trade legislation

3. How big is the percentage of the workers employed for
the fixed term in your company’s labor force?

This question gives a reply to a question related to the
average portion of workers employed for the fixed term. The
present portion in companies which employ workers for the
fixed term is 14,9% of the labor force (there was no ponde-
ration).

14,9%

The companies which do not employ workers for the
fixed term are not included, so 157 companies replied, out
of 159 possible ones. Therefore, even though employing
workers for the fixed term is frequent, the total number of
employees who are employed within the flexible forms of
employment is relatively low. On the other hand, a lot of
companies which would gladly use the flexible forms of em-
ployment resort to “the most flexible” form, informal hiring,
considering that the state did not recognize in appropriate
way the flexible forms of employment and their equal tax
treatment as a way to reduce the extent of the informal eco-
nomy (for example, employment for 4 hours work day is po-
ssible, but the amount of the “minimum base” is defined on
the basis of employment for 8 hours work day).

4. Do you think that the situations in which you can em-

ploy a worker for the fixed term are too specific to satisfy
your company’s needs?
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The fourth question researches the degree of rigidity
concerning the fixed-term employment (Chart 3-3).

Chart 3-3: Companies’ positions regarding limited
possibilities for employing a temporary worker

Yes 53%

y

47 %

7. Does your company conclude contract for temporary
and periodical work?

The seventh question is related to one more form of the
flexible employment, contract for temporary and periodical
work (Chart 3-5).

Chart 3-5: Frequency of hiring workers through the contract
for temporary or periodical work

201 companies responded. 53% of surveyed companies
believe that the possibilities are too specific, while 47% does
not think so.

5. Does a fact that a worker employed for the fixed term
may work at the same workplace only one year represent a
problem for your work organization?

The fifth question is related to the rigidity of duration of
the fixed-term employment (Chart 3-4).

Chart 3-4: Companies’ positions about aptness of one year
limit for the fixed-term employment

Yes 59 %

I

201 companies responded. 59% of companies believe
that one year limit is restrictive, while 41% considers that
this limit does not represent a problem. The fixed-term em-
ployment for a longer period of time is offered as an option
in many countries. In Montenegro, for example, there is a
complete freedom in determination of employment durati-
on, and in many countries there is a limit of five years with
the possibility of renewal. Serbia is extremely restrictive
about the fixed-term employment which in practice dis-
courages employment and creates a labor market segment
which is on a “seesaw” between grey and legal economy, i.e.
a segment where an employee works on a fixed-term basis
for more companies without changing a working place in
effect. The essence of the employers” positions regarding all
the proposed changes should rely on a very simple truth,
and that is that the rigid regulations can always be made
flexible through different forms of “creative solutions”, but it
represents unnecessary and unproductive use of resources,
employers and the whole society.

41 %

6. Having in mind your company’s needs, what is an op-
timum limit for the maximum length of the temporary
employment?

This question has an aim to identify the optimum limit
for the duration of the fixed-term employment. 201 compa-
nies responded and the arithmetic mean is:

2 years and 11 months

24,

Yes 42 %

200 companies responded to this question. 42% of com-
panies conclude this type of contract, while 58% states that
there is no need for this. When it comes to this form of the
flexible employment, the starting position and the recom-
mendations are identical as those related to the other forms
of the flexible employment.

8. How big is the portion of workers for temporary or
periodical work in labor force on the annual level?

This question has an aim to identify participation of wor-
kers for temporary or periodical work. 85 companies respon-
ded and the arithmetic mean, without pondering, is:

9,7%

9. Does a maximum duration of 120 days during the ca-
lendar year for temporary and periodical work represent
a problem for you?

The ninth question is related to the rigidity of duration
of temporary and periodical work (Chart 3-6).

Chart 3-6: Companies’ positions concerning aptness
of the maximum duration of 120 days
for temporary and periodical work

Yes 40 %

181 companies responded. 40% of them believe that the
existing limit is restrictive, while 60% believes that 120 days
per year does not represent restriction.

10. If yes, what limit do you consider to be optimum, ha-
ving in mind your company’s needs?

The tenth question is focused on the optimum limit
from the perspective of the companies which consider the
present limit restricting. 72 companies responded, and ari-
thmetic mean is:

250 working days
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11. What is the average duration of the employment pro-
cedures in your company?

This question reviews the degree of bureaucratization of
the employment procedures (Chart 3-7).

Chart 3-7: Duration of dismissal procedure

1-3days 36 %
7 -9 days 14 %
org

In 25% of companies the employment procedures last
more than 9 working days, 7-9 days is necessary in 14% of
companies, in 25% it is done for 4-6 days, while in 36% of
companies 1-3 days is enough. 201 companies responded
to this question. The differences in duration of the employ-
ment procedures resulted from differences in the size of a
company, degree of the internal division of work and pro-
cess administration, as well as from the specific demands
related to employment in certain sectors.

12. In case an employee violates the work obligation and if it
is a ground for dismissal, how long is the dismissal procedu-
re, in accordance with all the standards of the Labor Law?
This question deals with the ease of termination of la-
bor contract in case of all the legal requirements being met
(the responds concern the dismissals consistent with the law
which is very restrictive, just as the judicial practice which is
almost always at the expense of the employers) (Chart 3-8).

Chart 3-8: Duration of dismissal procedure

1-3days 18 %
4 -6 days . 8%
7 -9 days 23 %
org o

201 companies responded. In 51% of companies it takes
more than 9 days for a dismissal, 7-9 days are needed in 23%
of companies, while 4-6 days are necessary in 8% of compa-
nies. In 18% of companies 1-3 days is enough. Even though
a dismissal procedure is slightly slower than employment
procedure, the main issue is that in practice it is very dif-
ficult to get to a situation where the dismissal is irrefutable
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at court. Therefore, it is better to review this procedure as
the total process that includes the actions that precede the
dismissal, i.e. the ever present danger for small companies
of having the court decision that returns the dismissed em-
ployee to work due to some small legal flaw.

13.Do you consider that the employees who perform
work in the field, and whose accommodation and meals
are paid by the company, should be paid per diems for the
same work that the other employees perform for the same
company but not in the field?

Question No 13 is related to the per diems which are paid
to the employees who work in the field. The replies to this
question are only indicative because part of the employers
uses this option in order to pay part of the salaries through
the tax free per diems, so the motivation for per diems pay-
ment is a fiscal optimization, and not compensation for the
work in the field (Chart 3-9).

Chart 3-9: Employers’ positions on usefulness of per diems

Yes 31 %

201 companies replied. 69% of employers consider that
per diems should not be paid for the work in the field, while
31% of them consider that it is a good practice. It is indicati-
ve that even 69% of employers refuse to pay per diems, even
though it is a pretty simple way to increase “tax free portion
of wage” for a certain number of employees.

14.If you think that the per diems for the work in the
field should be paid, please state the percentage of the
employee’s monthly salary which should be on the daily
level:

This question aims at identification of the optimum
amount of the per diem. Only 44 companies (out of 66 whi-
ch consider that per diems should be paid) responded and
the arithmetic mean is

1,8%

with the methodological note that the conversion was
made on the 23 working days’ basis, due to different ways of
calculating per diems.

15. Should the Labor Law divide the employee’s annual le-
ave in two equal parts, in order to enable the employer to
organize work more efficiently?

Question No 15 analyzes complexity of usage of annual
leaves (Chart 3-10).

202 companies responded and 59% of them consider the
obligation of two parts’ annual leave as way to reduce the
administration, while 41% considers that it is not relevant.
The procedure related to the annual leave in unnecessary
made complicated and the companies could save money if
the whole process would be simplified.
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Chart3-10: Employers’ positions on introduction of usage

of annual leave in two parts

Chart3-12: Employers’ positions on delivery of decision

on annual leave by e-mail

Yes 59 %

- I

41 %

Yes 64 %

- I

36 %

16. What should be the legal period in which the em-
ployer submits employee decision on annual leave, before
the start of the holiday?

Question No 16 concerns the legal period for submitting
decision on annual leave (Chart 3-11).

Chart3-11:  Employers’ position on period for submitting

decision on annual leave

15 days 41 %
5 days 32%

202 companies responded. 41% of them consider that 15
days is the optimal period, 27% considers that it is a 10 day
period, while 32% would want it to be 5 working days. This
question also is an indicator of a need for flexibility.

17. Would the option of electronic delivery (by e-mail) of
decision on annual leave to the employee make your busi-
ness administration easier?

Question No 17 researches about how much the usage of
IT could make the procedure related to annual leave easier
for employers (Chart 3-12).

leave, with informing employees through your company’s
bulletin board, make the business administration easier?

This question is similar to question No 16, but the option
is the collective annual leave (Chart 3-13).

Chart3-13:  Desirability of the institution of the collective

annual leave

47 %

202 companies responded. 47% of companies consider
the collective annual leave to be a good idea, while 53% are
not of this opinion. “Feragosto” in Serbian way is desirable
for an important percentage of the companies which have a
possibility for interruption of business for a certain period of
time, and this option should be left for those companies whi-
ch want to use the institution of the collective annual leave.

Yes

19. The Labor Law stipulates the following criteria for in-
creasing duration of annual leave. How relevant do you
find the following criteria for increasing duration?

Question No 19 concerns the criteria which are relevant
for the right on additional days of annual leave. 4 criteria
are given, and the chart shows the percentages and absolute
number of responses (Chart 3-14).

201 companies responded. o N
64% of employers consider that Chart 3-14:  Relevant criteria for additional days of annual leave
electronic delivery would signifi- Very relevant M Relevant Poorly relevant Irrelevant
cantly make business administra-
tion easier, while 36% of them are 200 840
not of this opinion. The employers 800 ;
state the need to make the proce- ’
dures prescribed by laws and by- 200 600
laws more apt to the development
of techniques and technology. The | ¢4, |
option of electronic delivery wo-

. . - 51.0

uld bring savings to majority of the | 500 —]
employers. Solution of more minor
problems, due to outdated proce- | 40.0 — 5
dures which had much more sense 500 31,
in time they were prescribed, could | 30.0 — :
have cumulative effects which are 49
not negligible and release the com- | 20.0 — ] ]
pany’s resources for more producti-
Ve purposes. 100 ] |
18. Would the introduction of the | °° '
institution of the collective annual ) Work performance I) Work conditions 1ll) Work experience 1V) Employee education level
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When it comes to work performance criteria,
31,8% of companies consider it very relevant, 40,3%

Chart 3-15:

Frequency of referring an employee to work
with another employer

relevant, while it is poorly relevant or irrelevant for
13,4% and 14,4% of companies respectively. Con-
cerning the work conditions, the percentages are
43,3%, 41,8%, 12,4% and 12,4% respectively. Work
experience is very relevant for 20,4% of companies,
relevant for 37,3%, poorly relevant for 11,9% and
irrelevant for 30,3% of companies. Finally, when it
comes to the educational level, the respective marks
are 10,9%, 30,3%, 24,4% and 34,3%. 201 compa-
nies replied. Contrary to the positions stating that
the employers in Serbia do not consider their em-

Yes, we use it regularly 7 %
Yes, we used it on occasion - 22 %
No, we did not use this possibility, 1%
but there was a need for it 0

No, we did not use this possibility,
. 60 %

nor was there a need for it

ployees to be the most valuable resource, this shows
that the employers highly rate the contribution at
work and that they are ready to grant the employees

Chart 3-16:

Influence of the principal that an employee referred
to work with another company must have the same rights

working in the difficult conditions the longest lea-
ves. This is also followed by the employers’ orienta-
tion to more appreciate the employees’ work per-
formances and their contributions, than the formal
educational level. When it comes to duration of the
statutory annual leave it varies within the countries
of the region from only 18 days in Montenegro to 28
days in Moldova. The duration of the annual leave
should be corrected by the number of holidays in

Yes, it presents a major obstacle
. - 21 %
for usage of this option
Yes, it prevents usage of this - 249
option in certain cases
No, it does not pose a problem 55 %

the country, but also by the Government’s recom-
mendations related to “linking” holidays (recommendation
to companies not to work also on a day falling between a
holiday and weekend) in order to come to the real picture of
the number of the working days.

20. In the past, did you use the option of referring an em-
ployee to work with another employer?

Question No 20 concerns the option of referring an em-
ployee to work with another employer (Chart 3-15).

201 companies replied.; 60% of companies did not use
this option because they did not even have the opportunity,
11% did not use it even that there was a need. 22% uses this
possibility, while 7% uses this possibility on a regular basis.
This question covers the area which has lately become more
and more popular in Serbia due to the restrictive legislation,
and it is the labor force leasing. Giving up from the fact that
a company must have all its functions under its own roof
is not new to the world, even to Serbia, but the motivation
for this practice is somewhat different because leasing is a
way for a company, that employs labor force in such a way,
to protect itself from the “potential dangers” of permanent
employment.

21. When referring an employee to work with another
employer, does it represent a problem for you that an
employee should not be granted lesser rights than those
granted with you?

Question No 22 concerns the principle that an em-
ployee’s rights cannot be lesser rights in the company he is
referred to, than those in the parent company (Chart 3-16).

144 companies responded. 55% considers that this prin-
ciple does not create a problem, 24% considers that in some
cases it does not enable the usage of this option, while 21%
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considers this to be the major obstacle for usage of this op-
tion. Here is also the basic recommendation to make Labor
Law and the relative by-laws more liberal and to minimize
incentives for overcoming the problem which are created by
the restrictive law.

22. Would you use this option more often if you could re-
fer an employee to work with another employer with les-
ser rights?

Question 22 focuses on the option of referring an em-
ployee to work with another employer with the lower level
of rights (Chart 3-17).

Chart3-17:  Potential consequences of lessening
the rights of the employee referred

to work with another employer

Yes, we would use it 6%
regularely
Yes, we woulq use it - 1%
occasionally
No, we do not have
4 0
the need for it 73%

163 companies responded. 73% considers that there is
no need for this, 21% would use in that case the option of
referring, while 6% considers that it would use this option
regularly. In this case, too, we do not have a clear indicati-
on of motivation to use this option, i.e. of its attractiveness
in conditions of the easier and more cost effective employ-
ment/dismissal.
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23. For which period may the former trade union official
at the company level be protected from the termination of
the labor contract upon expiry of the term of office?

Question 23 concerns the period during which the for-
mer trade union official is protected from dismissal (Chart
3-18).

Chart 3-18:  Optimum period of protection of the former

trade union official from dismissal

One year 5%

Six months . 11 %
Three months 3%
Equal with other 81 %

employees

200 companies responded. 81% of employers consider
that the former trade union official must be equal with the
other employees, 3% considers that he should be protected
from dismissal during 3 moths, 11% that he should be pro-
tected for 6 months, while 5% considers that he should be
protected for one year. The protection of the trade union
official is a reflection of the understanding that the trade
unions and the employers cannot be partners without some
sort of the legal force, which is essentially a wrong approach.

24. At what level should the representativity of the trade
union with the employer be approved, so the employer
would have the authoritative and quality partner to nego-
tiate and conclude collective agreement with?

Question 24 relates to the number of employees nece-
ssary in order for trade union to be representative (Chart
3-19).

Chart3-19:  Employers’ positions on the threshold

for trade union’s representativity

low level threshold of representativity can lead the industrial
democracy in big companies to its opposite, and the compa-
nies which experienced the problem of coming to an agree-
ment with more representative trade unions offer the strong
arguments for higher census or at least lower census com-
bined with provision about the minimum absolute number
which would follow the low representativity threshold (for
example 5% but at least 20 employees).

25. Would you as an employer be interested in employing
aperson who is on a leave for child care and wants to work
to 4 hours a day, with the possibility that 50% of the wage
and the due taxes and contributions are paid by you as an
employer, and the remaining 50% are paid by the state on
the basis of the Labor Law and Law on financial support
to families with children?

Question No 25 is the last one from the set of questions
about the labor legislation and it concerns the possibility of
flexible employment of persons on the leave for child care
(Chart 3-20).

Chart 3-20:  Acceptability of flexible employment

of persons on a leave for child care

Yes 61 %

I

39%

5 percent 9%
10 percent . 5%
15 percent 5%
20 percent - 7 %
25 percent 12 %
30 percent 22 %
33 percent 40 %

186 employers responded. 40% of employers consider
that the minimum of 33% is desirable, while 22% consider
the minimum to be 30% of employees. 12% consider that
the minimum is 25%, while 7% consider that 20% is an opti-
mal number. Finally, minimum of 15%, 10% and 5%, is seen
as optimal by 5%, 5% and 9% of employers respectively. The

201 employers responded. If the conditions for employ-
ment would be flexible as it is suggested in a question, 61%
of employers would be ready to employ persons on a leave
for child care with the reduced working time. 39% would
not us this option. This question presents the strong indica-
tor of the employers’ distrust in the state, i.e. of the bad expe-
riences they had with the leaves for child care. One of the
issues which are presented in public in a completely wrong
way is the employers’ positions related to the leave for child
care, due to lack of presentation of the employers’ costs ari-
sing from this basis.

3.2 Tax Legislation

26. Does the amount of wage tax and social contributions
paid present a barrier to the growth of wages in your com-
pany?

The question 26 refers to the relation between the diffe-
rence between gross and net wage and the growth of wages
(Chart 3-21).

Chart 3-21:  Influence of taxes and compulsory social security

contributions on wage growth

Yes 95 %

NoI

5%
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201 employers answered the question. 95% of the em-
ployers consider the amount of wage tax and compulsory
social security contributions a crucial barrier to the increase
of the employee wages. Only 5% consider that this is not the
case. This is the question that gives the strongest argument
for the demands directed toward the reform of tax policy.
Emission of rights by the state which is embodied in the tax
wedge leads to the fact that the employees cannot hope for
the real growth of net wages, and consequentially with per-
centually higher rights in absolute terms they will receive
lower pensions, lower quality of health service and lower
unemployment security. It is necessary to insist on common
sense, that is, the emission of rights that can realistically be
financed and that allow growth of gross and net wages, in-
stead of current approach.

27.1s the amount of wage taxes and social security con-
tributions a barrier for the increase of the number of em-
ployees in your company?

Question 27 focuses on the tax wedge on wages and the
possibility for the increase of employment (Chart 3-22).

Chart 3-22:  Influence of taxes and compulsory social security

contributions on the increase of employment

'Yes, we are unable 599

to hire new employees

Yes, we are forced to reduce
28 %

the number of employees
No, it has no influence 13%

The answers were given by 201 employers. 59% of the
employers is not able to hire new employees due to the tax
wedge, 28% are forced to further reduce the number of em-
ployees, while only 13% consider that the tax wedge has no
influence on employment. This question reveals that the wa-
ges taxation policy is in direct confrontation to the core goal
of every development strategy of the Republic of Serbia, that
is, the increase of employment. It is necessary to insist that
the measures aiming to reach the core development goal of
the Republic of Serbia be consistent with that goal, that is, to
insist that the higher employment can be achieved through
the reduction of tax wedge on wages.

28.If the tax and social security contributions were to be
reduced, would you use the financial gains to:

The question 28 refers to the plans of the employers in
case of hypothetical reduction of wage tax and contributions
(Chart 3-23).

The answers were given by 202 employers. 64% of em-
ployers would partially use the funds ,liberated” through
the reduction of tax and contributions for the increase of
wages, and the rest for the increase of company profit. 32%
would use all the funds for the increase of employee wages,
while only 4% would use the funds exclusively to increase
the company profit. The answer to this question gives high
moral strength to the employers in the collective bargaining
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Chart3-23:  Purpose of funds that would be gained through
the reduction of wage tax and social

security contributions

Completely to increase

(o)
company profit 4%

Completely to increase

32%
employee wages

Partially to increase com-
pany profit, and partially to
increase employee wages

64 %

process, as it stands contrary to the public perception of the
employers caring only about maximizing their profits, at the
expense of employee wages. It is often remarked that the re-
duction of wage tax and contributions would lead only to
higher company profits, while the employees would retain
their current earnings. Only 4% of employers does not see
their employees as a key company asset.

29. Current fiscal burden on wages is 68.19 RSD on each
100 RSD of employee net wage. Which amount do you
consider appropriate for your company?

Question 29 concerns the optimum amount of wage tax
and contributions on 100 RSD of net wage of the employee
from the point of view of the employers. The arithmetic
mean of the answers of 191 employers was:

40.4%

It is hard to expect ideal fiscal burden, except for lowest
wages that could be completely nontaxable. The practices
in the West Balkan countries differ due to health system
and population age differences. Serbia, with current level of
fiscal burden on net wages does not fall into the group of
countries with highest fiscal burdens, but one should consi-
der the amount of subsidies the central government budget
gives to the pension fund and partially the health securi-
ty fund, in order to realize that the current social security
system is expensive, unreformed and inefficient. Without a
crucially different system of pension and health system it is
impossible to expect a significant reduction in the fiscal bur-
den on wages.

30. Would you accept introduction of progressive taxa-
tion of wages, in which lower wages would be less taxed
than the wages higher than average?

Question 30 refers to the possibility of progressive taxa-
tion, or the possible increase of non-taxable amount of wa-
ges (Chart 3-24).

Chart3-24: Acceptance of progressive taxation
Yes 59 %
%)



202 employers answered this question. 59% of the em-
ployers would accept the progressive taxation, while 41%
is against it. Considering that the employers and company
managers are the most affected by the potential change
toward a more progressive taxation, it is once again clearly
demonstrated that the employers are a constructive partner
in social dialogue and that they are ready to set an example
to assist the reform process.

31. Would an introduction of such taxation system im-
pact the wage policy in your company? (maximum of 2
answers)

Question 31 concerns the consequences of introducti-
on of progressive taxation regarding the wages in surveyed
companies. As multiple choice is allowed the absolute values
of the answers were given (Chart 3-25).

Chart 3-25:  Expected consequences

of progressive taxation

Chart 3-26:  Acceptability of differing taxation depending

on the profitability of economic activity

Yes 54 %

- I

46 %
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The answers were given by 202 surveyed companies.
In 89 companies the lower-taxed wages would grow, in 61
companies the higher-taxed wages would be reduced, while
in 52 companies the wages would remain the same. These
are the expected answers.

32.Do you think that it would be good to introduce the
model of different wage taxation according to the profita-
bility of the economic activity, where more labour intensi-
ve industries would be taxed with lower rates, while more
profitable sectors would be taxed with higher rates?
Question 32 refers to the possibility of different wage
taxation according to the economic activity (Chart 3-26).
201 companies responded to the question. 54 percent of
the survey respondents consider that it is desirable to in-
troduce different taxation of wages depending on the pro-
fitability of economic activity. It is here disregarded that
Serbia already has different taxation for different economic
activities in lump sum taxation system, and that it makes
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little sense to encourage larger companies to remain in low
profitable economic activities.

33.Did you have problems with inability to pay regular
wages and tax and social security contributions in the last
three fiscal years?

Question 33 focuses on the issues in regular payment of
wages in the last three years (Chart 3-27).

Chart 3-27:  Frequency of issues regarding to payment

of wages, tax and contributions

Yes 30%

200 companies answered the question. 70% of surveyed
companies did not have issues regarding the payment of wa-
ges, while 30% encountered problems. This is contrary to the
common perception that avoidance of paying the full gross
wage is practice in Serbian companies, and not an exception.

34.1f you had issues with regular payment of wages, inc-
luding the corresponding taxes and contributions, name
the cause of the issue: (multiple answers allowed)

Question 34 refers to the causes of companies’ inability
to regularly service their obligations concerning employee
wages. Multiple choices were allowed (Chart 3-28).

Total of 67 companies had problems, and 170 individual
problems were identified. Insolvency is the problem in 25
cases, inability to collect the receivables in 51 cases, ina-
dequate turnover in 31 cases, large debts and bank account
blockages in 16 cases, entering into irrational credit debts in
7 cases, exceptional circumstances and damages in 6 cases,
high amount of taxes and other parafiscal charges in 18 ca-
ses, while other cases were registered in 16 cases.

35. Does your company pay meal and vacation allowances
to the employees?

Question 35 concerns the payment of meal and vacation
allowances. A total of 201 company answered the question.
All companies that pay meal allowances also pay vacation
allowances (Chart 3-29).

10% of companies does not pay the meal and vacation
allowances at all, 36% does, but in symbolic amount, while
54% of companies pay them in average 4,650 RSD per mon-
th for meal allowance, and 24,316 RSD per year for vacation
allowance. If the companies that pay these allowances in a
symbolic amount the total average would certainly be lower
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Chart 3-28:  Issues with regular payment of wages,

tax and contributions

36. Would the exemption of certain amount of
meal and vacation allowances from taxation con-

tribute to the increase of these payments to the

60,0

employees in your company?
Question 36 focuses on the hypothetical tax

50,0

exemption of meal and vacation allowances and the
consequential changes in company policy (Chart 3-30).
Total of 193 companies answered the question,

40,0

and 78% stated that they would not increase their
payments to the employees. 10% of the employers

30,0

would increase these payments, however, they wo-
uld proportionally reduce the wages, while 12%
would increase the amounts of meal and vacation

20,0

10,0

allowances. The question clearly illustrates that
there would be no significant difference in case the
system from 2002 was re-introduced, that is, uni-
form wage without meal and vacation allowances.

0,0 T T T T

37. Do you pay 13th wage to the employees?
Question 37 refers to the payment of 13th wage.

201 company answered this question (Chart 3-31).
61% of companies does not pay 13th wage, 22%

used to pay them but is no longer able, while 17%

Chart3-29: Company practice regarding meal

and vacation allowance

Chart3-31: Company practices regarding payment

of 13th wage

No 10 %

Yes, in symbolic

36 %
amount

Yes, in higher

54 %
amount

Chart 3-30: Changes due to potential partial tax exemption

of vacation and meal allowances

Yes 12%

Yes, we would increase
meal and vacation
allowances, but we
would proportion-

ally reduce employee
wages to keep the
same labour costs

10 %

because 34% of companies has this practice. However, most
of the companies pays meal allowances to their employees,
for two main reasons. Firstly, it is an inheritance that is pre-
sent in most other countries in the region, and secondly, the
payment of meal allowances severely reduces the attractive-
ness of ,,false sick leaves®
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Yes 17 %

We paid before,
but are no
longer able to

22%

of companies has the practice of paying 13th wage. Almost
40% of companies either had the practice or still awards the-
ir employees according to the performance.

38. Would tax exemptions stimulate you to pay 13th wage?
Last question in this section is the effect of tax exempti-
ons on the payment of 13th wage (Chart 3-32).

Chart 3-32:  Effect of potential tax exemption

of 13th wage
Yes, if it was 0
partially 18%
tax exempt
Yes, if it was 0
completely 53 %
tax exempt
No 29 %
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202 companies answered this question. 53% of the com-
panies would have a positive reaction to the complete tax
exemption of 13th wage, 18% would pay 13th wage even if
the tax exemption would be partial, while 29% would not
change their policy.

3.3 Trade legislation

Examinations in third section have been conducted only
in companies classified in the trade sector of economic acti-
vity. A total of 46 companies answered the third part of the
survey.

39. Has the inspection been performed in your company
in the past period?

This question identifies the frequency of inspections, in-
dependently of the type of inspection (Chart 3-33).

Chart3-33:  Frequency of inspections

Yes, 18,3/2,46 times 83 %
per year

There was no inspections in the last two years in 17%
of the companies. In 83% of the companies the inspections
were held and they occurred 18.3 times per year in the sam-
ple with outliers and 2.46 times per years in the sample wi-
thout outliers.

40. If the inspection have been performed during the 2011
and 2012, how long in average did it last? (answer for each
year)

This question gives the average length of inspection in
the company (Chart 3-34).

Usual duration of the inspections has been 3-5 days
(49% and 46% in 2011 and 2012, respectively), and then 1
day (36% and 35%). Inspections longer than 25 days are no-
ticed in 5% and 7% of cases. It is important to avoid practi-
ce of inspections that, according to their duration suggest a
certain intention of the control institutions, instead of con-
trol as a regular process.

41.1f the irregularities were identified during the inspe-
ction process, did the inspection give you a period for
correction of those discrepancies?

This question gives an overview of intensity of different
practices by the inspections, that is, deadlines given for
correction of irregularities (Chart 3-35).

In most cases the inspection gave a reasonable deadli-
ne for correction of discrepancies from legal requirements,
which has averagely lasted for 21 days. In 23% of cases the
deadline was given, which on average lasted for 17 days, and
was judged as suboptimal by the respondents. In 28% of ca-
ses the inspection immediately fined the respondent. This
question shows the change of focus of inspections to preven-

32

Chart 3-34:  Length of inspection
-2011 -

1 days 35%

6 - 10 days 8%

11 - 25 days 3%

More than 25 days 5%

-2012-

1 day 36 %

6 - 10 days 7%

11 - 25 days 4%

More than 25 days 7%

Chart 3-35:  Inspection practice when identifying
irregularities

Yes, the deadline of 21

days was given, which 49 %
was realistic to correct
the irregularities
Yes, however, the

deadline of 17 days was 23%
given, in which it was
not realistic to correct
the irregularities

No, the inspection 28%

fined immediately

tion as dominant practice, instead of issuing monetary fines
for the purpose of increasing the budget revenues.

42. Have you noticed the following examples of corrupti-
on of inspections: (multiple answers possible)

This question definitely demands facilitation, as the
companies normally avoid answering the question.
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13 of 46 participants answered that the inspection
wrongly interpreted the law against the subject

The participants have not identified other forms of

corruption:

a) Inspector demanded a bribe in order not to fine for a
minor irregularity

b) Inspector demanded a bribe in order not to fine for a
significant irregularity (unregistered employees, tax eva-
sion, etc.)

¢) Inspector fined according to non-existent legislation

43. How many employees in your company has an obliga-
tion of passing the ,,hygienic minimum® course?

The question refers to the number of employees that
must pass the ,hygienic minimum® training. The average
number of employees is given.

On the sample of 18 companies, the average number
of employees that must complete
the ,,hygienic minimum® is 201.

44. How much per year does the ,,hygienic minimum® co-
urse, that has to be renewed every four year, cost for your
company?

Here the costs of ,,hygienic minimum® for each com-
pany is given, that is, the additional information of the cost
of ,,hygienic minimum® per employee required to complete
the course is given.

On the sample of 18 companies, the average company
expense for the employees required to pass
the ,,hygienic minimum" course is 419,916 RSD.
The average expenditure per employee is 2,089 RSD.

45. What is the average expenditure for workplace risk
assessment document, per employee, on the level of all
business units?

This question gives average expenditure per company.
Here the data is given both with and without outliers, since the
first data gives information about average expenditure, while
the other illustrates the effect of unnecessary procedure in the
companies that do not have a significant workplace risk.

On the sample of 33 companies, with outliers average
expense is 121,869 RSD, without outliers is 7,025 RSD

Difference between samples with and without outliers is
the result of inclusion of companies with different economic
activities in the sample, where some have significantly hig-
her expenses of risk assessment due to the nature of their
activity. Therefore, the average with included outliers shows
the real average expense, while the average without outliers
roughly presents the most common expense for the wor-
kplace risk assessment.

46. How many identical or similar business units you have
in which employees work on identical tasks, and for whi-
ch the risk assessment is completely identical?

Survey of the companies in Serbia on key aspects of labour, tax and trade legislation

This question gives the average number of company fa-
cilities that have separate risk assessments, even though the
units are of similar or identical format and is unnecessary to
perform a separate risk assessment.

On the sample of 24 companies that have business
units of same format, the average number
of facilities for which a superfluous risk assessment
must be performed is 19.

Risk assessment in facilities where there is no risk is an
example of hidden costs that are unnecessarily being im-
posed upon the economy. This interpretation of the law is
contradictory to the purpose of the law, that is, to reduce
the risk of damages through risk management, which is not
achieved unless the risk management can be focused on the
cases that have actual risk.

47.How many samples of products are being given by
your company each year for quality testing?

The average number of units of products that have to be
submitted for mandatory testing is given.

On the sample of 23 companies, the average number
of product units given for sampling is 148 per year.

48. What is the yearly expense of your company for the
quality testing of products?

The yearly expenses of quality testing are given, as well as
the average cost of the procedure per sample.

On the sample of 23 companies, the average yearly
expense for the quality testing fees is 843,328 RSD.
The average expense per unit is 5,699 RSD.

49. Did your company ever receive the refund of fees that
passed the quality testing, in accordance to the Article 71.
of the Food Safety Law?

This question analyzes if the refund for samples that pa-
ssed the quality control occurs in practice.

On the sample of 23 companies, none received
the refund guaranteed by the Food Safety Law.

50. What are the average expenses of your company for
the Fire Protection Plan in existing facilities or for ope-
ning of new ones?

Question 50 gives answer to average expenses for desi-
gning the Fire Protection Plan.

The average expenses for fire protection are 37.355 RSD
on the sample of 31 companies.

51. How many of your facilities are considered so-called
»small surface objects“ that have only one exit, and also
need to have Fire Protection Plan and all accompanying
markings?

The question gives an answer to completely unnecessary
expenses imposed by the requirements of the Fire Protection
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Plan for objects with single entrance/exit, through analysis
of the average number of facilities per company that must
have a separate Plan.

148 facilities in 12 companies

52. What are the most common reasons for the impositi-

on of fines or warnings by the inspection?
This question shows the main reasons for imposing fines

or warnings in absolute amounts:

a) Certain documents did not have adequate title (they
were titled ,,Decision” instead of ,Rescript®, etc.)

b) Product prices were not visible enough or were moved

c) Two different inspections interpreted the regulation in
two different manners

d) Lack of documentation due to slowness of government
authorities

e) Sign for allowance or prohibition of smoking was not
placed in accordance to law

Chart3-36: Reasons for imposition of fines and warnings

by inspections
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f) Checklists for temperature checking in freezers were not
filled by the hour
g) Servicing of the cash register was not performed longer
than one year, even though the cash register was operati-
onal
h) Others
Most common reasons for imposing warnings or fines
was inadequate price labeling (15 times), collision in the in-
terpretation of legislation by different inspections (11 times)
and formal mistakes (10 times)

53. Grade the work of the following inspections with juri-
sdiction over your company

Here the average grade of the efficiency of inspections
is given, for the inspections that have received at least 10
grades by the trade companies. Data has been recalculated
from the 1-4 scale where 1 is the lowest, and 4 the highest
grade (1 - mostly displeased, 2 - partially displeased, 3 -
partially pleased and 4 — mostly pleased) into the system
more understandable to the audience in Serbia, with 1 as
the lowest and 5 as the highest grade (which is the grading
system in basic and secondary education in Serbia, where
1 is the lowest and non-passable grade, while 5 is the best)
(Chart 3-37).

Most respondents graded the market inspection (34),
labour inspection (33), health inspection (32), sanitary in-
spection (33), financial inspection (31) and communal in-
spection (25). Over 10 grades were also received by tourist
inspection, road and public transport inspection, inspection
for environment protection and veterinary and agricultural
inspections. Other inspections have received less than 10
grades and it will be necessary to conduct a focused rese-
arch on the sample which would have more of the affected
companies for realistic evaluation of their efficiency, which
was not possible through this research.

The most efficient inspection is financial inspection
(4.15) and agricultural inspection (3.91), while the most
inefficient are tourist inspection (2.87), transport inspection
(3.12) and sanitary inspection (3.20).

Employers’ views concerning business environment



Chart 3-37: Evaluation of the inspections
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Index of Economic freedom

From the 1994, Heritage Foundation in cooperation
with Wall Street Journal has been publishing Index of Eco-
nomic Freedom. Original intention of the creators of Index
was demonstration that economic development is not de-
pend on any kind of assistance from abroad, but rather on
level of economic freedom in the country.

Index of Economic Freedom were used in secondary
research, bearing in mind that it is one of the most com-
prehensive composite indicators of business environment in
one country, enable comparisons of data between countries,
and it was not used in similar studies in Serbia yet. Index of
Economic Freedom illustrate business environment of par-
ticular country from the perspective of employer, or other
words said, it shows attractiveness of one country for doing
business. If one firm is freer to independently decide about
aspects of its business, and if the property rights are prote-
cted stronger, as well as if the firm is free from corruption,
the business environment will be better. Index of Economic
Freedom is especially illustrative, because all of its compo-
nents is composite, consisting from several different varia-
bles. Therefore, overall evaluation of economic freedom
includes evaluation of more than 50 different independent
variables that illustrate quality of business environment in
particular country. Those 50 variables are aggregated into
10 factors (property rights, freedom from corruption, fiscal
freedom, government spending, labor freedom, monetary
freedom, trade freedom, investment freedom and financial
freedom), each of them separately evaluated. Bearing in
mind that this Index is rarely used in previous studies in
Serbia, and that methodology is not commonly known in
Serbia, this annex gives brief methodological explanations
about Index of Economic Freedom. More detailed expla-
nations are available at web page http://www.heritage.org/
index/book/methodology.

Economic freedom is defined as ,,absence of interventi-
on of the government or limitation in production, distribu-
tion and consumptions of goods and services above the level
necessary for protections of citizens and their rights” Each
variable is researched and evaluated, but quantification is
presented only on the factor level. Evaluation for each factor
is in 0-100 scale, 100 is the maximum and 0 is the minimum
of freedom.

Final value of Index is average of values of all 10 factors,
which consequently results in economic freedom mark
between 0 and 100. In the 2013 Index of economic freedom,
average economic freedom in the world is 58.2 and Eu-
ropean average is 66.6. The freest countries in the world are
Hong Kong, Singapore, Australia, New Zealand and Suisse,
with respective values of 89.3; 88.0; 82.6; 81.4 and 81.0. The
countries with lowest freedom in the world are North Korea,
Cuba, Zimbabwe, Venezuela and Eritrea, with respective va-
lues of 1.5; 28.5; 28.6; 36.1 and 36.3. Serbia is ranked as the
94 at the list of the world countries with score of 58.6. More
about ranking of countries and their scores could be found
at web page http://www.heritage.org/index/ranking.

Outliers

Outlier is the element of some statistical group, who-
se value is significantly different from the values of other
elements in group. If one does not exclude outliers from
analysis, conclusion could be wrong. For example, if 9 pe-
ople from group of than has salary of 15.000 RSD monthly,
and just one earns 1.500.000 RSD monthly, average earning
without outliers is 15.000 RSD, but with outliers is 163.000
RSD. Average earning with outlier do not illustrate well cha-
racteristic of group, while average without outlier demon-
strate what is the most common characteristic of the group
members.

Annex: Methodology 39
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