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In the survey of Serbian Association of Employers mmagers of 202 companies
unanimously agree
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Serbian Association of Employers, in cooperation wh CEFE Serbia conducted a
survey of 202 small- and medium-sized and large cgranies concerning the costs
and administrative procedures of the current LabourLaw.

Directors and managers of surveyed companies listatie current Labour Law as a
serious obstacle to the increase of employment, nection of business expenses,
bureaucratic procedures and informal economy.

Impossibility of establishing a fixed-term labour relation for a period of time longer
than one year, lack of flexible work forms, obligaibn to make severance payments
for all years spent in employment and tens of slovand outdated administrative
procedures in the employer — employee relations pesa significant barrier to
business and create high costs for businesses intgea.

In the survey conducted in cooperation of Serbiaso&iation of Employers and CEFE
Serbia managers of domestic companies recommehdeaatibrities for urgent reform of
the Labour Law.

1. Expedite the functioning of the formed Workgrdop drafting the new Labour Law,
consisted by the representatives of Serbian Associaof Employers, Ministry of
Labour, Employment and Social Policy, and repredem trade unions in order to define
Labour Law amendments by th& September 2013. at the latest.

2. It is necessary that this Workgroup conductsuaalysis of all problematic articles of
the Labour Law and recommends the amendments, @rslgplement the Law by
segments which have not been included thus far,vamdh could influence the cost
reduction for the business sector and increaseripoyment.

3. Labour Law amendments should primarily redueedbst of doing business, simplify
the procedures and enable more flexible employnaecsbrding to the needs of the
employers.

Employer recommendations are to:

- Increase the maximum duration of fixed-term laboomtracts from one to three
years

- Remove an obligation of employers for payment ofesance pays for all years
spent in employment, and make obligatory severpageents based on the years
spent in the company.

- Introduce flexible work forms and possibility of vking day shorter than eight
hours, with guaranteeing the employees in suctmgermaents proportional rights.



- Remove a number of formalistic procedures, supaufiulegal papers and terms
during start and termination of employment procedurand to remove
bureaucratic red tape from employer — employeetiogls, unnecessarily long
terms and possibilities for manipulation and abuses

- Enable better, simpler and more modern communicdtietween the employer
and employee, in order to enable more efficientanization of work in the
company.

- Allow overtime work longer than eight hours per We&ith employee consent.

- Make more precise criteria for length of annualaten and simplify use of
partial annual vacation.

- Introduce the possibility for voluntary return toosk of women on maternity
leave with half work time, where the employer woplaly wage, tax and social
security contributions for the hours spent at wevrkile the state would reimburse
the rest of the employee wage.

- Introduce the right of the employee for awards aoduses for contribution to
company profits.

- Reduce formalism concerning monthly records of wagaend wage
compensations.

- Introduce greater flexibility for workforce leasimgaccordance to realistic needs
and economic abilities of the lessee.

- Shorten the term in which the former company traden representative has
protection from the current one year to six months.

- Increase the representativity threshold for compamgns to 30 percent of total
number of employees, in order to make employeradetrunion relations in the
company more efficient and of higher quality.

- Create a special chapter of Labour Law regulatirtey@mployment agencies as
another practical and efficient way of introducifigxible work forms and
reducing unemployment.

A. Situation in the Field of Labour, Employment andInformal Economy

The Labour Law which is currently applicable to tBerbian businesses contains
numerous formalistic procedures, unclear provisiamd poses a serious obstacle for the
employers to arrange the relations with their erygds in accordance to their economic
capabilities. In addition, it imposes significaxipenses to the companies that enter into
financial difficulties due to lack of business opjpmities and practically forces a number
of entrepreneurs and small companies to employrnmddly in order to reduce the
business expenses.

The current Labour Law largely copied the employgghts from the socialist
Yugoslavia, where workplaces were seen as a saidl,not an economic function and
when there state was the only employer, and wasdble to guarantee far greater rights
to the employees than private employers who rigk thwn capital in a very competitive
business environment both on domestic and foreigrkets.



In addition to this legal environment, we must alsonsider that the taxes and
compulsory social security contributions on therage wage in Serbia amount to almost
64% of net wage, and that the calculations onitees informal sector vary from 27,5%
to 40,3% of GDP and that disloyal competition (mf@al employment) is very
widespread. Once all that is taken into accourthietomes clear that the conditions for
doing business of enterprises which respect thegigf their employees in accordance to
the current Labour Law are very difficult and cddte to:

High business expenses for legal companies

Insolvency of numerous enterprises

Bureaucratization and superfluous ,red tape” praceslin business.

Inconsistent interpretation of regulations by thepections and judicial system

Inability of the employers to stimulate quality elayees and sanction bad results

and damages caused by uninterested and unprodeatpi®yees

Inefficient work organisation in the company whialeurs expenses and losses in

businesses

7. Reduction of productivity and competitiveness afdarcts and services

8. Prevents employers from using flexible forms of kvorganisation and flexible
work forms to quickly adapt to market changes.

9. Constant reduction of formal employment

10. Generational inequality and difficult employment ydung people, as well as
unemployed over 45 years of age.

11.Increase in informal employment and informal sector
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Labour Law, in Addition to High Wage Taxes and Contibutions,
the Primary Cause of ,Gray* Economy

According to the Statistical Office of the RepuldicSerbia the number of employees in
Serbia reduced from 2,002,347 in 2007. to 1,727j8483012. The dominating reasons
for this 13.7% reduction in employment (loss of 2ZB® workplaces) are:

1. Transition of Serbian economy and restructuringuherous government-owned
enterprises

2. Influence of the reduced demand due to global firerrisis.

3. Lack of key reforms in order to create a businessd development-friendly
environment.

4. Fast implementation of Eldcquis in the association process that significantly
increased the business expenses in Serbia.

One of the reforms that was failed to be conducted was necessary since autumn
2008. in the eve of global financial crisis was teéorm of the Labour Law. Had the
reforms been conducted in a timely manner, intrtdocof flexible work forms would
reduce the need of many Serbian companies to ratleceumber of employees due to
the reduction of economic activity, since a parttlod laid-off employees would have
been offered flexible working hours according te tieeds of the employer, which would
have provided them with at least a minimum substse



Considering that flexiblisation was not introduccb,299 jobs were lost, and many of
the former employees found new employment in infdreconomy. Estimates are that
today between 600,000 and 1.05 million people afermally employed, and that this
number has significantly increased in the 2008-28dr2od.

Such a high percentage of people employed infogmaksents a huge competition to
employers that legally employ their workforce andypfull amount of tax and
contributions on their wages and bear the burdeallobther employee rights. Their
disloyal competition has 40 to 50 percent loweplalexpenses and is capable of placing
their products, goods or services at lower pricelsich stimulates the buyers whose
purchasing power reduced by over 30 percent (ipét®d 2008-2012) to purchase their
goods and services from informal sector

Unreformed Labour Law creates high expenses f@l legnployers and poses difficulties
to running business through a number of bureawcpaticedures. This way, it practically
benefits the increase of informal employment aredftbw of goods and services in the
informal sector, as the individuals operating ia thformal sector can offer the goods or
services at lower costs. Together with high taxatdwages that are beyond the ability
of large number of businesses to finance, the nuirabour Law stimulated the increase
of informal employment and informal economy.

What the Employers ldentified as a Problem in the 8rvey

In the situation when the effects of the economigi€— namely, reduction of demand on
the domestic market (reduction of turnover, adgigte inflation, in the period of 2008-
2012. is 30.4%), unstable business environmentiaotdof affordable sources of finance
- had a devastating effect on the national econdniyy necessary to make an effort
toward unburdening of the businesses and simpiidicaf superfluous procedures.

Research conducted in February, March and apr0df3. by Serbian Association of
Employers and CEFE Serbia (as part of the Condridimvironment for Sustainable
Enterprises project of the International Labour #&ugation) identified a number of
issues with the application of the current Laboawlin everyday practice and significant
expenses that are incured by the employers in &eflbie employers were surveyed for
their opinions on the key aspects of Labour Law.

- 72% of the employers considers that severance pagnshould be calculated
according to the number of years spent in the compand not for all years spent
in employment.

- 81% of the employers stated that they hire emp®yeieh fixed-term contracts,
who, on average, make a 14.9% of total number gfl@eyees in the company.
For 59% of the employers maximum length of fixedrtecontracts of only one
year represents a serious limiting factor for theisiness.



- Employers consider that the limitation for perfongiof temporary and seasonal
works should be increased from current 120 day25 days, since it prevents
them from hiring same person on a seasonal job.

-  Employers feel that procedures for employing andnimating employment
should be made shorter and more efficient.

- 69% of the employers consider that per diems fopleyees operating outside of
the business premises (field work) should be abetisin the case of employer
financing the costs of transport, meals and accodatnan.

- 59% of the surveyed employers hold the opinion tih@tminimum duration of the
first part of annual vacation should be two weeahkstead of the current three
weeks in order to make work organisation in the gany easier. In addition,
64% of the employers consider that the employeulshbe able to hand the
decision on granting annual leave to the employaebectronic mail.

- Most employers feel that working conditions (84%3 avork performance (81%)
should be the key legal criteria for determining #dditional days of annual
vacation, not work experience or educational degree

- 81% of the employers hold the opinion that form@mpany trade union
representative should be treated equally to othggl@yees after stepping down
from the position.

- 62% of the employers consider that the represeittathreshold for trade unions
on the company level should be minimum of 30% tdltoumber of employees.

- 61% of the employers feel that flexible work (mawim of 4 hours per day, per
employee demand) should be offered to women onrnigtéeave.

Listed sections of the Labour Law can be amendedl ajusted to the realistic
circumstances of working relations, simultaneous@specting the rights of the
employees as set forth by the ILO Conventions. Téusiction would reduce the business
expenses of companies and entrepreneurs and elémaadless bureaucratic procedures.
The savings achieved through this could be divertém new investments and business
development, which would contribute to openinghef hew workplaces in the long-term,
but also in the real net wage growth in the comgmmiith good business results.

B. Action for the Reform. Influence on the Responsbie Authorities.

The results of the survey conducted among the grapoin the period of February —

April 2013 will be delivered to the institutionsrectly or indirectly responsible for the

creation of legal framework in the field of labaand the control of the application of the
Labour law in the business sector, as well as #meesentative social partners in the
Socio-Economic Council of the Republic of Serbia:



- Ministry of Labour, Employment and Social Policy

- Ministry of Finance and Economy

- National Assembly of the Republic of Serbia (adgalliamentary groups)
- Prime Minister of the Government of the RepubliSeftbia

- First Deputy Prime Minister of the Government ofl$e

- Labour Inspection

- Confederation of Autonomous Trade Unions of SefGiATUS)

- Trade Union Confederation ,Independence*

Serbian Association of Employers will demand théemsifying of the activities of
Workgroup for drafting the amendments of the Labbaw from these institutions and
increasing the speed of reform of labour legisfatirough establishing the priorities and
deadlines for the implementation of the necesshayges.

Final document of the Workgroup for drafting theeamdments of the Labour Law would
contain the proposals for the amendments of alterdious articles of Labour Law that
create a barrier to the development of the econmmaybusiness activity, and also present
a limiting factor for the new employment.

C. Effects of the Labour Law Reform

Reform of the Labour Law will positively contribute the business environment in the
Republic of Serbia, and achieve a number of slewr+tand long-term results:

1. Short-term Results

- Simpler and more efficient work organisation in toenpanies

- Lesser operating costs

- Significant reduction in business administration

- More efficient and better quality communicatiortlve companies

- More precisely determined employer-employee retatiovhich would simplify
HR management

- Creation of a system of stimulation of the emplaydbat achieve results,
compared to those who are not as efficient, ancently have equal treatment.

2. Long-term Results

Improvement of the business environment for regided foreign investors

Cost reduction in the business activities that lsardiverted to investments and
job creation

- Increase of productivity in the business sector

- Reduction of unemployment by introducing flexiblenk forms

- Setting up relations between employers, unions emgloyees on the realistic
economic basis.



