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Small and mid-sized enterprises (SMEs) represent one of the main generators of econom-
ic development in every market economy. In the last thirty years the SME sector has been suc-
cessful all over the world, especially in newly industrialized and transitional countries. The 
management process in SMEs is specifi c because their business activities are performed 
in conditions of insuffi cient resources. The development of SMEs is one of the crucial develop-
mental priorities in the Republic of Serbia. This paper represents a review and recommenda-
tions for further developmenti of the developing capacities of SMEs in the Republic of Serbia. 
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INTRODUCTION

One of the important trends in the last 15 years 
has been a decrease in the average size of en-
terprises. Even at the beginning of the 1990s the 
strategic signifi cance of the SME sector for the 
development of the economy and the process of 
economic fl ux internationalization was noted. Ac-
cording to Drucker [08], a step ahead from a big 
company to a mid-sized one which represents 
the centre of an economy is, in fact, a radical 
turn in the ruling trend of developed countries. 
This trend has been dominant in developed 
countries for more than a century. It is Drucker’s 
belief that in the future it will no longer be de-
sirable to be “big”. Achieving successful results 
will be in direct relation to the size of a company 
– a mid-sized company will be an imperative. 
SMEs are of special importance for the success-
ful development of transitional countries. In this 
regard “market orientation and entrepreneurial 
orientation are correlated, but distinct constructs. 
market orientation refl ects the degree to which 
fi rms’ strategic market planning is driven by cus-
tomer and competitor intelligence. Entrepreneur-
ial orientation refl ects the degree to which fi rms’ 

growth objectives are driven by the identifi cation 
and exploitation of untapped market opportuni-
ties.” [01]. The development of the SME sector 
is of vital signifi cance for privatisation because it 
facilitates its acceleration – SMEs represent an 
autochthonous private sector and they enable 
the development of domestic private capital [06].
Mahajan [16] says: “The state does not create 
business opportunities. Entrepreneurs are those 
who create them. Whatever the state does, it must 
stimulate entrepreneurship. On this exceptional-
ly competitive market the entrepreneur who has 
better ideas and who knows how to realize them 
better than the others is important. Entrepreneur-
ship is not the monopoly of the French, Germans, 
Americans, Chinese or Indians. The Region of the 
West Balkans is full of entrepreneurs. The prob-
lem is in the small size of West Balkan countries. 
They are faced with a challenge – how to grow 
further? For further development they should 
have a global vision, they should turn around 
and search for opportunities on a global level”.
The development of the SME sector is a vital pri-
ority for our economy. The Serbian Government 
has adopted the strategy for developing compet-
itiveness and innovations of SMEs for the period 
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from 2008-2013. This strategy should contribute 
to increasing competitiveness and exports, the 
further strengthening of the innovative capacity 
of companies, a dynamic increase in employ-
ment and more equal regional development [14]. 

SMEs: THE BASIC CHARACTERISTICS

For many years SMEs have represented 
the generators of economic development, 
both in developed and newly developed 
countries – especially in transitional ones. 
The development of enterprising initiative en-
ables the formation of autochthonous pri-
vate capital and the development of the SME 
sector creates the conditions for faster lo-
cal development, the strengthening of private 
property and solutions to certain macroeco-
nomic problems, such as unemployment [11].
SMEs play a signifi cant role in all OECD coun-
tries: they represent over 95% of the total 
number of all active companies and partici-
pate with 60-70% in total employment [04]. Be-
tween 30% and 60% of SMEs can be called 
innovative and 10% of them are high- techno-
logical companies. It is obvious that SMEs rep-
resent a segment which considerably deter-
mines the development of national economies. 
The development of SMEs is certainly the fastest 
and cheapest way to achieve the overall devel-
opment of national economies. There are sev-
eral reasons for this: the risk of SMEs business 
is mostly on the side of entrepreneurs, SMEs are 
more fl exible in comparison with big companies, 
they are better adjusted to market requirements, 
they have low business expenses and lower pric-
es for services/products, they offer greater reli-
ability and effi ciency, they have greater possibili-
ties for specialization, they introduce innovations 
faster, they introduce IT more easily and cheaply. 
The most signifi cant values of SMEs are market 
and technological fl exibility, an innovative ap-
proach and their ability to take risks more easily.

THE ROLE AND POSITION OF SMEs IN THE 
REPUBLIC OF SERBIA

As in other countries which have begun the tran-
sitional process, SMEs in the Republic of Ser-
bia have shown a constant growth in the last 
ten years. According to data from 2000, there 
were 60,552 active companies in the Republic 
of Serbia and the majority of them were small 

companies - 56,993, while mid-sized companies 
numbered 2,573, and big companies 986. At the 
same time, out of the total number of registered 
companies (50.041) 82.6% were private and 
they mostly belonged to the group of SMEs [03]. 
In 2000, the most favourable fi nancial results 
were on the side of small companies in which in-
come exceeded expenses by 0.5%, while in mid-
sized and big companies the total income covered 
98.4% or 97.8% of expenses. Small companies 
made 33.9% of the profi t and they recorded 16.8% 
of the total defi cit, in other words, 8.8% of the 
whole defi cit from the previous and current years. 
These results were achieved by small companies 
with 9.3% participation in the total capital of all 
domestic companies from the Republic of Ser-
bia and with 22% participation in the total num-
ber of employed persons in Serbian companies. 
There were 367,367 employed people in 2001, 
which represents a slight fall in comparison with 
the previous year. Big companies employed 
777,059 people, or 1.4% more than the previous 
year. It is also obvious that the number of em-
ployed persons in small companies increased 
to a total of 314,894 (23%), (compared with 
309,710 the year before). However, the num-
ber of employees in mid-sized companies de-
creased. Therefore, in mid-sized companies in 
2000 there were 313.303 (22.4%) employees 
compared with 275,414 or 20.1% in 2001 [13].
In the last few years the state administration has 
facilitated the establishment of certain institution-
al mechanisms for the development of the SME 
sector and the promotion of entrepreneurship. 

The Central Agency for the Development of 
SMEs and Entrepreneurship was established 
(by the Serbian Government), whose aim is 
the stimulation of entrepreneurship, the de-
velopment of an enterprising climate and 
IT support in the SME sector. This agency 
works as a consistuent part of the Agency for 
Regional Development. 
An independent network of agencies for the 
development of the SME sector was also or-
ganized. The main fi nancier of this activity 
was EAR together with the local administra-
tion. 
The National Employment Offi ce and Agen-
cy for the Development of SMEs worked to-
gether on the implementation of the concept 
of entrepreneurship centres at local level. 

1.

2.

3.
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SMEs participate in the total number of compa-
nies in the Republic of Serbia with 99.8%, in em-
ployment with 65.5%, with 67.6% in turnover and 
approximately 36% in the GNP (Table 1). As re-
gards exports, the SME sector participates with 

50.2%, in imports the percentage is 64% and in 
investments in the nonfi nancial sector 51.2%. 
Micro companies are dominant in the SME sec-
tor, making up 95.6% of the total number and 
employing almost 50% of all employees [14].

Size Number of companies Number of employees
Up to 50 employees 88.264 300.000

Up to 250 employees 2.218 280.000
Over 250 employees 503 420.000

Table 1. The number of companies according to size and employment [05]

In 2009 the number of SMEs and entrepreneur-
ship companies increased by 9,337, which is 
45% less than in the previous year. According to 
data from the Agency for Economic Records, in 
the fi rst nine months of 2010 the number of new-
ly established companies and shops was only 
3,196 bigger than those which closed business 
in the same period. This drastic fall in the num-
ber of potential entrepreneurs who see a chance 
for new employment in starting a new business 
points to the considerably more diffi cult condi-
tions for starting and maintaining a new business 
and the consequences of the global economic 
crisis are also a contributing factor. During 2009 
the SME sector could use EUR 369 million. About 
EUR 318.1 million was from public sources. Out 
of EUR 252.8 million which was available only 
EUR 50.8 million was used from foreign sources. 
The main problems in the development of SMEs 
on the national market are the following [04]:

There is no systemic base which could create 
favourable conditions for the development of 
the SME sector. The institutions are not con-
nected and the required level of coordination 
does not exist. 
Lack of fi nancial means (although they exist). 
Namely, fi nancial resources for the develop-
ment of SMEs are distributed selectively and 
are not available to all companies and entre-
preneurs. This is especially related to state 
bodies which fi nance the development of 
SMEs. 
Realization of fi nancial means – When com-
mercial banks are in question, both domestic 
and foreign, the procedure of obtaining loans 
is very long (minimum three months). The is-
sue is even more complex with those state 
institutions which give fi nancial support to 

1.

2.

3.

SMEs – approximately 3-6 months is need-
ed for funds to be approved. Most analysis 
dealing with the attitudes of entrepreneurs 
and SME owners show that it is very diffi cult 
to obtain loans despite several credit lines 
which state institutions and a considerable 
number of commercial banks offer. 
The current chamber system is bureaucrat-
ic and is not coordinated with the needs of 
SMEs. Moreover, it is mostly oriented towards 
big state systems in the process of privatiza-
tion. The chamber system mainly deals with 
issues of international regional cooperation. 
It is focused on big companies and fails to 
support the requirements of the SME sec-
tor, especially the private sector. Regional 
chambers of commerce are somewhat more 
fl exible but this depends exclusively on the 
given local economic structure. 
The owners of SMEs and entrepreneurs 
are not well enough informed. Despite the 
existence of numerous economic journals 
and programmes there is no one who deals 
with the problems of SMEs especially in the 
sphere of permanent and current informa-
tion. 
The majority of SME directors and owners 
lack the relevant knowledge and skills from 
the fi eld of management necessary for the 
successful management of their companies 
(such as making business plans or invest-
ment studies). Although courses and semi-
nars from this fi eld are organized in regional 
development centres and regional cham-
bers, they are usually too expensive for the 
owners of small shops and companies. 

There are a number of studies dealing with mo-
tivation, and intentions – the elements which in-

4.
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6.
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fl uence enterprising behaviour and starting-up 
businesses in different ways, in other words, en-
terprising behaviour of the young and students 
and self-employment. This trend is expanding, 
depending on time (historical) and space (geo-
graphical) dimensions [06], [05].

POSSIBILITIES FOR IMPROVING THE 
COMPETITIVENESS OF SMEs IN SERBIA 

Competitive capacity of Serbian companies
According to the Strategy for the Development of 
Competitiveness and Innovations of SMEs from 
2008-2013, the basic pillars of development 
policy related to SMEs are: encouraging the 
opening of new companies, improving the man-
agement skills of employees, improving fi nanc-
ing and taxation, promoting exports and innova-

Country Place
Slovenia 45
Montenegro 48
Croatia 77
Macedonia 79
Serbia 96
BandH 102

Table 2. Ranking West Balkan countries according 
to competitiveness in 2010 [11]

tions, and improving legislation and the business 
environment. On the other hand, the competitive 
position of Serbian companies is unfavourable 
because they have failed to focus on business ef-
forts in their development. According to the glob-
al index of competitiveness issued by the World 
Economic Forum in 2009 Serbia fi nished in 93rd 
place out of 133 countries. In one year alone 
Serbia fell eight places according to the same in-
dex. Slovenia, Montenegro, Croatia, Macedonia, 
Hungary, Romania and Bulgaria are all ahead 
of Serbia as are countries such as Panama and 
Kazakhstan. In our region only Bosnia and Her-
zegovina is behind Serbia, in 109th place. Table 
2 presents the review of West Balkan countries 
according to the global index of competitiveness 
issued by the World Economic Forum in 2010.

Out of date technology, poor quality, unattract-
ive packaging and high prices are the main rea-
sons for Serbia’s poor competitive position. The 
manufacturing industry is the least competitive, 
followed by the metal industry and electronics in 
which there have been no investments in tech-
nology for many years. Businessmen are of the 
opinion that tax and customs relief are necessary 
in order to increase competitiveness, accompa-
nied by a reduction in state taxes, as well as lower 
prices of electrical energy, gas and fuel. Increas-
ing the level of technological equipment is of ma-
jor signifi cance because the average age of ma-
chinery in Serbia is 30 years. Compared to other 
countries in the region it is lagging behind by 12 
years. In terms of technology the Serbian econ-
omy is 29.5 years behind the EU as determined 
by a representative sample of 154 small, mid-
sized and big companies in six economic branch-
es with similar production programmes [17].
The research results dealing with the competi-
tive index of Serbian companies show that as 

regards the competitive capacity of our com-
panies, 47.93% of those interviewed think that 
it partially satisfi es international requirements,  
43.28% of them think that domestic companies 
do not satisfy these requirements while only 
5.69% of interviewees consider these conditions 
competitive enough for the international market. 
The most important factors which Serbian com-
panies lack concerning the development of com-
petitiveness are presented in the fi gure 1. When 
asked about the level of innovations in domes-
tic companies the majority of those interviewed, 
60.17%, think that our companies partially sat-
isfy this factor, 30.52% are of the opinion that 
our companies are not innovative, while only 
6.55% consider domestic companies innovative. 
It is their view that the necessary elements for 
the development of the competitive capacity of 
our companies are presented in the fi gure 2.[07] 
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Figure 1. The most important factors which Serbian companies lack concerning 
the development of competitiveness /13/

Figure 2. The necessary elements for the development of the competitive capacity of Serbian companies [13]

Forms of improvements in performing 
business activities in the SME sector
The principles which should be applied in per-
forming business activities in the SME sector are 
as follows [11], [12]: 

A small business does not mean small invest-
ments. It only means smaller investments in 
relation to capacity and the number of em-
ployees. A small business means a small 
number of employees who achieve a high 
degree of work productivity, the use of mod-

1.

ern technology achievements and the real-
ization of development aims (a company’s 
profi t and growth).
A small business requires the implementation 
of high technologies but, fi rst of all, it requires 
knowledge application and the permanent 
improvement of knowledge productivity.
Money does not come easily and quickly. 
Running a small business requires hard 
work, competence and diligence from all 
employees so that productivity of knowledge 
and work can be achieved. 

2.

3.
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The market is everything. Getting to know 
the market, buyers and customers, but com-
petitors as well, establishes the conditions 
for successful business. 
The modern market does not tolerate bad-
quality business. Products and services of 
poor quality cannot be sold on global mar-
kets because high technologies are available 
to all nowadays. 
The global aim of SMEs is a permanent in-
crease in business productivity. This increase 
in productivity infl uences the quality of prod-
ucts which in turn serves to increase produc-
tivity. Finally, this results in market expansion 
and higher employment. 
Marketing is not advertising. Marketing is not 
sales. Marketing is a management process 
which should create the conditions for per-
manent business performance along with ful-
fi lling a company’s development aims. 
Profi t is not the only aim in a modern econ-
omy. Profi t is a result of well created and 
realized business. Customer interests and 
society’s welfare are always priorities. Profi t 
comes as a result of satisfi ed customers who 
ensure the development of the organization 
by their loyalty. 
Small programmes can be stimulated only if 
they are profi table. 
Small companies are founded in great num-
bers but they are also often closed in great 
numbers because they are not competitive 
on the market. Not everybody can be suc-
cessful. Only those fi rms which can accept 
the fact that knowledge represents the base 
of business and increased productivity of 
work the imperative of modern business will 
be successful. In addition, such companies 
should constantly strive to improve quality 
and satisfy market requirements. 

SMEs are leaders in development in relation to 
innovations and mid-sized organizations are be-
coming the best options for achieving business 
success. Reducing the average size of compa-
nies creates the necessity for different forms of 
associations and cooperation between compa-
nies which enter the international market – they 
should achieve a synergic effect. Finally, this 
assumes the need to form associations and al-
liances not only for SMEs but for big companies 
as well. Small and mid-sized enterprises real-

4.

5.

6.

7.

8.

9.

10.

ize this through different forms of associations 
based on common interests, such as agree-
ment on common investment, associations 
for the realization of innovations, joint appear-
ance on the market, and overcross licensing. 
Clusters represent one of the signifi cant forms 
of associating SMEs. The notion of clusters 
was introduced by the American economist Mi-
chael Porter. Clusters represent the geographi-
cally limited concentration of similar or comple-
mentary businesses with active channels for 
business transactions, communications and 
cooperation. Regional clusters represent the 
concentration of mutually dependent companies 
in one geographical region. They are limited to 
one geographical region and consist of a great 
number of companies and employees within 
a small number of related industrial sectors. 
The organization of SMEs is certainly a question 
of entrepreneurship initiative – entrepreneurs 
have to fi nd their own interest in associating but 
they should not be destimulated in the realization 
of their interests. Although it is up to administra-
tive bodies to establish an institutional frame-
work that will facilitate free entrepreneur asso-
ciations, the problem of their organization should 
be the problem of the entrepreneurs themselves. 
Entrepreneurs should be organized on the ba-
sis of private initiative in order to ensure a suc-
cessful appearance on the market, especially on 
the international market. These issues are not 
adequately represented on the Serbian market. 
According to the Strategy for the Development 
of Competitiveness and Innovations of SMEs for 
the period from 2008-2013 clusters are consid-
ered as instruments for increasing competitive-
ness on international markets [14]. Nowadays, 
there are 22 clusters in the Republic of Serbia, 
and in 2008, 14 clusters were fi nancially support-
ed by the state – the Ministry for the Economy 
and Regional Development provided a grant in 
the amount of RSD 52 million for the start-up and 
development of clusters (31 million were budget 
funds and 21 million a donation from Norway) 
[15]. Four out of 14 clusters were in the process 
of establishment – the medical tourism cluster, 
the tourist cluster in Srem, the association for 
the development of business and manifesta-
tion tourism and computers cluster. Only two 
out of 22 clusters are national – the car industry 
cluster and the wood industry cluster, while the 
remaining 19 clusters are regional ones. Clus-
ters are organized as associations of citizens.
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Education for entrepreneurship
Knowledge is becoming a decisive factor for the 
development of entrepreneurship in transitional 
economies. One of the possible options for the 
improvement of entrepreneurship is the educa-
tional process in the fi eld of entrepreneurship. 
This is related to the training of professionals and 
company executives, regardless of the ownership 
type, because of the identical principles of entre-
preneurial business. The basic task of this type of 
education is achieving the knowledge necessary 
for the successful management of businesses 
and/or companies so as to increase productivity 
of work and knowledge. The fi nal aim is business 
literacy for appropriate business management.  
Education for entrepreneurship must create the 
conditions and climate that ensure that newly 
acquired knowledge can be applied to both 
work and knowledge (the emphasis is not only 
on what but also on how something should be 
done). This means that the total result of educa-
tion for entrepreneurship should be a manager 
and an entrepreneur – the generally accepted 
defi nition “the one who is responsible for the ap-
plication and practical use of knowledge” must 
be applied to him/her. Education for entrepre-
neurship also includes the following issues: [10]:

Acquiring knowledge and the development 
of creative, problem solving abilities, the 
development of entrepreneurial style in the 
population of youth and adults within formal 
education.
Building-up the business management knowl-
edge and abilities of current entrepreneurs 
and executives (fi nancial and low business, 
informatics, management, marketing, busi-
ness communication).
Training the unemployed and redundant for 
the start-up of their own businesses.Special 
attention must be paid to the implementation 
of new management approaches, both in a 
conceptual and organizational sense. Enter-
prises, including a great number of those or-
ganizations which do not belong to enterpris-
es (universities, institutes, etc.), should begin 
with experiments related to new corporative 
forms and they should carry out pilot stud-
ies especially in cooperation with partners or 
associations – they should defi ne common 
tasks, structures and activities. 

1.

2.

3.

CONCLUSIONS
SME-s facilitate the development of an entrepre-
neurial climate, especially in transitional coun-
tries. The main role of entrepreneurship in mod-
ern economies is refl ected in innovative actions 
which create the conditions for technological de-
velopment, fl exible organizations and new em-
ployment. The development of SMEs and private 
entrepreneurship in transitional countries serve 
to boost employment in the whole economy. Ac-
cording to the Strategy for the Development of 
Competitiveness and Innovations of SMEs for 
the period from 2008-2013 [14], the economic 
progress and development of the Republic of 
Serbia require the development of a competitive 
economy based on knowledge, new technologies 
and innovations. Entrepreneurship is expected to 
make an important contribution to economic and 
social development. In addition, the readiness 
of SMEs to enter EU markets, adopt necessary 
standards and reduce differences concerning the 
level of development is of special signifi cance. 
The hope of the global economy is in enabling 
regions to bring wealth from the rest of the 
world. In order to accomplish this task regions 
have to be equipped with highly educated and 
disciplined people led by visionary leaders 
able to communicate with the rest of the world 
[09]. Some of these regions are Hainan island 
(South China, Guandong Province), Vancouver 
and British Columbia (Canada), Estonia, Cho 
Shi Minn (Vietnam), Coastal and Sahalin is-
land (Russia), Sao Paolo (Brazil), and Kiu-shiu 
(Japan). Serbia has all the preconditions to be-
come one such region in the near future under 
one condition – our businessmen must change 
their business philosophy as quickly as possible. 
Serbia has all the preconditions to become 
one of these regions in the near future, under 
one condition – our businessmen must change 
their business philosophy as quickly as pos-
sible. Capital owners and executive manage-
ment should establish new elements of com-
petitiveness in our companies [02]. Old policies 
and management techniques must be aban-
doned in favour of new ones, and we need to 
learn from the experiences of global leaders 
and companies from newly industrialized coun-
tries which are successful on the global market. 
Small and mid-sized enterprises can only sur-
vive on the global market if they are associ-
ated in clusters. However, the state also has a 
crucial role to play in cluster formation. Cluster 
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policy assumes an initiative on the part of the 
state in the process of their formation, as well 
as in improving business contacts and relations 
among associates which is based on commer-
cial and innovation links, knowledge fl ow and 
the provision of specialized infrastructural sup-
port. Clusters provide SMEs with the following 
advantages: greater access to new knowledge 
and skills, common services, partnership sup-
port, branding products, the development of 
marketing strategies, joint work on innovations, 
more effi cient implementation of QMS, and the 
co-fi nancing of private and state organizations.
Economic growth and development of the Re-
public of Serbia requires the development of such 
an economy which is competitive and based on 
knowledge, new technologies and innovations. 
In order to achieve this objective it is expected 
from entrepreneurship to give a signifi cant contri-
bution to social and economic development. Be-
sides, it is of special importance the readiness of 
SME sector to enter and win EU market together 
with applying necessary standards and reducing 
differences concerning the level of development.
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