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Abstract

This paper analyzes the specifics of economic and financial status of trade entrepreneurs,
i.e. small independent retailers in Serbia for 2008 - 2012 period. Despite very "complex",
i.e. appalling business conditions in Serbia in the last period, the results (of almost all
observed indicators) show "relatively” satisfactory economic and financial position of
the trade entrepreneurs in Serbia.
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1. Introduction

In contemporary theoretical and practical research due to its importance special attention is paid to
the analysis of the performance of small independent retailers (Aslan & Elci, 2009; Coca-Stefaniak
et al. 2005; Knego & Bla%enka, 2011; Vojvodi , 2011; Hamad & Duman, 2013; Tajeddini, 2013;
Lukic, 2012; Lukic, 2013; Lukic, 2014; Agriculture and Agri-Food Canada, August 2012). In this
context we examine the advantages and disadvantages, problems and strategies of business operations
as a function of competing against the large chain retailers. With that in mind, this paper analyzes the
factors of economic and financial position of the trade entrepreneurs, and small independent retailers
(with a dominant share in total number) in Serbia (which are obligated to submit annual financial
statements to the Business Registers Agency). In addition to the specific factors, their economic and
financial position is greatly affected by the overall unfavorable business conditions in Serbia. Key
features of general business conditions in Serbia are: low growth rate of industrial production, budget
and foreign trade deficits, high unemployment, low standards of living, low purchasing power, high
inflation, reduced banks credit loans (because of their own problems), expensive bank loans, financial
indiscipline, high percentage of accounts receivable and other. The general perception is that the
reason for the recession, which is reflected on the decrease in purchasing power, is structural in its
nature, and is to a lesser extent dependent on global macroeconomic situation.

The specific factors of economic and financial position of the trade entrepreneurs small independent
retailers in Serbia (which are throughly analyzed in this paper) are: market share, labor productivity,
liquidity and solvency, cost efficiency, profitability, merging strategy, private brand, the effects of
the application of new concepts of cost management (especially Toyota business principles), and the
importance of applying modern information technology. In the context of the analyzed problem, cost
efficiency has particular importance among them. Generally speaking, the application of modern
information technology improves operational efficiency and reduces actual costs, for example with
the supply chain management. Lately a lot of is done in reducing the cost of goods sold with putting
pressure on suppliers, and with efficient use of information technology in managing supply chain.
Considerable attention is also focused on the reduction of other operating expenses, such as energy
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consumption. The study on the example of the 30 largest FMCG companies found that they had
managed to reduce costs by an average of 1% in ten-year period (Filipovic, 2013).

In the context of the analysis of key factors, it is particularly pointed out that their properly integrated
control can significantly contribute to improving the economic and financial position of the trade
entrepreneurs — small independent retailers in Serbia in the future, by following the examples of
countries with developed market economies.

2. The Importance of Small Independent Retailers

The empirical research show that small enterprises in the retail sector in the European Union take part
in the total number of enterprises with 4.20%, 15.78% of the employees and with the added value of
15.95%. Therefore, their role is very significant in terms of satisfying the needs of consumers, in
creating added value and sustainable development of the retail sector and the national economy. What
Is particularly specific is that the productivity of small enterprises is lower compared to large ones.
This is a general conclusion, given their performance features (see: Eurostat; GFK Markets — An
Insight into May 2013 UK Retail Durable Sectors; Germany — Retail Foods, 8/22/2013; USDA GAIN
Report Number: GM13031; Assessing the Supply / Retail Distribution Environment September 2010).

According to available data (May 2013) small independent retailers in the United Kingdom
participated in the total sales of durable goods by 8%, and with 9% in 2012 (GFK Markets — An
Insight into May 2013 UK Retail Durable Sectors). The share of small independent food stores (with
factory prices) in the total number in Germany in analyzed year was: 2007 — 36.61%, 2010 — 31.73%
and 2012 — 30.04% (author’s calculation of database: Germany — Retail Foods, 8/22/2013 , USDA
GAIN Report Number: GM13031). Lately, consumers in Germany increasingly prefer small food
shops, including convenience stores and independent retailers. In Germany, small independent
retailers participate in the total sales of food products to approximately 9% and in Spain to 50%
(Assessing the Supply / Retail Distribution Environment September 2010).

The participation of small independent retailers in organic food sales is significant. So, for example,
the share of small independent retailers in sales of organic food in the United Kingdom by observed
years amounted to: 2004 — 22.1%, 2008 — 18.8% and 2012 — 18.7%.

The share of small independent retailers in sale of pharmaceutical products (medicines) is also
significant. In the United States in 2011 they participated in total medicines retail with 18%. The
average gross margin of small independent pharmacies in the United States was 22.6% in the period
of 2006 — 2010. Recently, it increased slightly so that in 2010 amounted to 24.0%, but it is still beneath
the industry average (2010 — 25.4%) .

In Serbia, there has been unfavorable macroeconomic environment of all business entities recorded
lately, including trade entrepreneurs — small independent retailers respectively (Table 1). Such
environment appropriately reflected on the economic and financial position of trade entrepreneur, i.e.
small independent retailers in Serbia.

Concentration in retail is significant factor of economic and financial position of small independent
retailers. The big retailers dictate business conditions on the retail market. Small independent retailers
should adjust to them by using the appropriate successful business strategies (GFK Beograd —
PotroSa¢ u Srbiji u 2010. 1 budu¢i trendovi). They largely dictate the terms of business of small
independent retailers, i.e. they are exposed to their strong competition. Despite the significant share
of large retail chains on the retail market in Serbia, the percentage of purchasing goods in small shops,
is however high — over 60 per cent (GFK Beograd — Potrosa¢ u Srbiji u 2010. i budu¢i trendovi).

3. Productivity and Cost Efficiency of Small Independent Retailers

In this paper labor productivity of trade entrepreneurs in Serbia will be analyzed on the basis of trends
in operating income (business revenues) per employee. Table 3
hows the dynamics of labor productivity of trade entrepreneurs in Serbia for 2008 — 2010 period.
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Table 2: The Dynamics of Labor Productivity of Trade Entrepreneurs in Serbia, 2008 — 2010

Evaluation of growth Operating income
Number of Number of .
of entrepreneur per employee (in
entrepreneurs employees

shops—open/(closed) thousands of RSD)
2008 10 163 (540) 18 874 5631
2009 9 558 (605) 17 784 5732
2010 8 958 (600) 15 506 6 568

During the observed period there were some adverse economic conditions for trade entrepreneurs in
Serbia, especially in the 2012, in relation to the 2011. It is partly indicated by the evaluation of number
of entrepreneurs shops expressed through the permanent tendency of closing of small independent
stores rather then their openings, ranging from 173 (2011) to 605 (2009). It reflected as continuous
decrease of number of employees in trade entrepreneurial sector in Serbia from year to year. Among
other things, decreased number of employees has partly caused an increase in the labor productivity
of trade entrepreneurs in Serbia in all analyzed years.

As a measure of productivity, gross value added per employee amounted to 6.84 euros with the trade
entrepreneurs in Serbia in 2010 . It is much lower (almost four times) compared to the labor
productivity of small trade enterprises in the European Union (Eurostat).

Cost-efficiency of trade entrepreneurs in Serbia will be analyzed on the basis oftrends in operating
revenues, operating expenses and coverage of operating expenses with operating income. Table 4
shows the trade entrepreneurs dynamics coverage of operating expenses (business expenses) with
operating income in Serbia for 2008 — 2010 period.

Table 3: Trade Entrepreneurs” Opera:ng Expenses Coverage with Operating Income in Serbia

2008 — 2010
. Coverage of operating
Operating income Operating expenses with operating
expenses

(millions of RSD) income (operating

(millions of RSD) . .
income/operating expenses)

2008 106 295 103 942 1.02
2009 101 945 100 007 1.01
2010 101 844 99 786 1.02

The information in the table show that the cost-effectiveness of trade entrepreneurs in Serbia is at
very low level. Coverage of operating expenses with operating income is almost on the “break even”,
I.e. on the breakpoint level. It is therefore necessary to apply new concepts of cost management
(primarily Toyota business principles, Kaizen, Lean and others) to improve the cost-efficiency of
trade entrepreneurs in Serbia in the future.

4. Liquidity and Solvency of Small Independent Retailers

Liquidity of trade entrepreneurs in Serbia we be analyzed based on the dynamics of the current
liquidity (current assets/current liabilities) and net working capital (current assets - current liabilities)
denominated in the total amount, a percentage of operating income in relation to stock. Net working
capital shows what part of current assets is financed by long-term sources of funds. The bigger, the
much
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more short-term borrowings from banks or financial markets can be taken. Table 5 shows the
movements of current liquidity and net working capital of trade entrepreneurs in Serbia for the period
2008 - 2012.

Current liquidity of trade entrepreneurs in Serbia in the observed period was "satisfactory" given the
financial indiscipline of the Serbian economy, but unsatisfactory in relation to the golden rule of
banking (2 working capital : 1 current liabilities) and "industry standards" (Industry Norms - Key
Business Ratios Radojko LUKIC.

Benchmarking Ratios). Financing of current assets from long-term sources of funds, as the dynamics
of the total amount of net working capital shows, the net working capital percentage of operating
income and the ratio of net working capital and inventories, is at a very low level. In the observed
period net working capital in operating income participated between 2.61% and 3.13%, only slightly
more than 15% of stocks were financed by long-term sources of funds. All in all, liquidity of trade
entrepreneurs in Serbia is very low compared to the relevant "industry standards"”, so appropriate
financial measures must be taken in the future in order to improve it.

Table 4: Current Liquidity and Net Working Capital of Trade Entrepreneurs in Serbia, 2008 —

2012
Net W_orklng Net vv_orkmg Net working
Current capital capital .
A L . . capital /
liquidity (in millions of  (in % of business Inventor
RSD) income) y
2008 1.11 2778 2.61 0.15
2009 1.10 2674 2.61 0.15
2010 1.12 3065 3.00 0.16

5. The Effectiveness of Asset Management of Small Independent Retailers

To evaluate the effectiveness of trade entrepreneurs in Serbia property use we will use the following
indicators: 1) the turnover of fixed assets (operating income / fixed assets), 2) the turnover of working
capital (operating income / working capital), 3) Inventory turnover (operating income / inventory),
short-term receivables, investments and cash turnover (operating income / short-term receivables,
investments and cash), 4) short-term liabilities turnover (operating income / current liabilities), 5)
operational cycle (time to collect receivables + inventory turnover duration), and 6) cash cycle (time
to collect receivables + inventory turnover duration - days account receivable). Table 6 shows the
efficiency of trade entrepreneurs property use in Serbia for the period 2008 - 2012.

The efficiency of use of fixed assets by trade entrepreneurs in Serbia in observed period increased
from year to year (except 2009). At the same time, the efficiency of use of working capital decreased
until 2010 and slightly increased until 2012. The situation is similar with the efficiency of use of
stocks (given their high share in total current assets), short-term receivables, investments, cash and
short-term liabilities.

Days account receivables, investments and cash is shorter than the duration of short-term liabilities
settlement. This means that trade entrepreneurs in Serbia partly credited their sales to customers from
short-term credit funding sources (primarily suppliers).

Table 5: Indicators of Efficiency of Trade Entrepreneurs in Serbia Property Use, 2008 — 2010

Short term
i Workin ; )

Fixed ng Inventory receivables, Short term Operational ~ Cash
assets Capital investments liabilities | :
tUrnover  urnover turnover and cash turnover cycle cycle
turnover
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Ratio Ratio Ratio Days Ratio Days Ratio Days Days Days
2008 20.46 3.85 5.87 62 11.20 32 4.28 85 94 9
2009 20.27 3.74 5.79 63 10.62 34 4.15 87 97 10
2010 21.06 3.57 5.57 63 9.98 36 4.00 91 101 10

.Operational cycle is unsatisfactory, while the cash cycle is satisfactory, compared to industry
standards for retailers. So, for example, the average operational cycle in Europe in retail is 69.8, a
cash cycle is 26.6 days . Therefore, in the analyzed period, tradeentrepreneurs in Serbia were in
liquidity position: The improvement of the operating cycle is a measure for improvement their overall
business and financial performance.

6. Profitability of Small Independent Retailers

Profitability of trade entrepreneurs in Serbia will be analyzed with the application of Dupont analysis,
so-called strategic profit model. In other words, we will analyze the rate of return on sales — net profit
margin (net income / operating income), the rate of return on total assets — asset turnover (net income
/ assets), the rate of return on equity — return on net worth (net income / equity), and the impact of

assets turnover (operating income / assets) and financial indebtedness-financial leverage (assets /
equity) on profitability.

The rate of return on assets is a function of the rate of return on sales and asset turnover. Adequate
control of these factors may affect the achievement of the target return on assets. Table 6 shows the
yield of the total assets of trade entrepreneurs in Serbia for 2008 - 2012 periods.

During the observed period the return on assets rate of trade entrepreneurs in Serbia was between
4.45% (2010) to 5.13% (2008). Until 2010 it showed a tendency of decline, and from that year until
2012 a slight increase. This tendency is in

accordance with the movement of influential factors - the rate of return on operating income and asset
turnover in the analyzed period. Adequate control of these factors can contribute to the improvement,
i.e. achievement of the required rate of return on assets of trade entrepreneurs in Serbia in the future.
This applies particularly to cost control (the cost of sold goods and operating expenses), due to the
fact that the increase of prices can increase sales revenues only slightly, concerning the very low
purchasing power of the population in Serbia - so there are more opportunities with the increasing of
cost efficiency. As a function of that, it is necessary to use the available assets in all forms more
efficiently.

Table 6: Return on Assets of Trade Entrepreneurs in Serbia, 2008 — 2010

Net profit margin x Asset turnover = Return on assets
2008 1.64% 3.13 5.13%
2009 1.49% 3.04 4.52%
2010 1.51% 2.95 4.45%

The rate of return on equity is a function of the rate of return on sales, assets turnover, and financial
indebtedness (financial leverage). Adequate control of these factors may affect the achievement of
the target return on equity. Table 7 show the contribution of capital of trade entrepreneurs in Serbia
for 2008 - 2010 period.

Table 7: Return on Equity of Trade Entrepreneurs in Serbia, 2008 — 2010

Net profit Asset turnover Financial Return on net
margin X X leverage = worth
2008 1.64% 3.13 4.99 25.61%
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2009 1.49% 3.04 5.01 22.69%
2010 1.51% 2.95 5.04 22.45%

During the observed period the rate of return on capital of trade entrepreneurs in Serbia ranged from
21.69 to 25.61% (2008), and has manifested a tendency to decline by 2010 when it slightly increased.
On average, according to descriptive statistics, the rate of return on equity was 22.93% (std. deviation
1.54208), and the rate of return on operating income - 1.52% (std. deviation .07382), turnover of
assets - 3.05 (std. deviation .06907), and financial indebtedness (financial leverage) - 4.94 (std.
deviation .10085). Only in 2008 the rate of return on equity was higher than the average.

In the analyzed period the correlation between the turnover of assets, financial indebtedness, and
the rate of return on equity of trade entrepreneurs in Serbia was weak (sig. > 0.05). According to
individual variables it was strong only between the rate of return on operating income and rate of
return on equity (sig. = 0.013 < 0.05) . It is quite understandable when one takes into account the fact
that the movement of the rate of return on operating revenue is in accordance with the "industry
standards" (Industry Norms - Key Business Ratios - Benchmarking Ratios). The negative correlation
between the assets turnover and financial indebtedness (financial leverage) means: the higher the
turnover of assets - less financial indebtedness (financial leverage) and vice versa. In the future, in
order to increase the return of equity of trade entrepreneurs in Serbia it is necessary to find optimal
relationship between turnover of assets and financial indebtedness (financial leverage).

In 2010 BEX index calculated for trade entrepreneurs in Serbia amounted to 1.554. BEX index greater
than 1 - company is good. This means that the great business success of small independent retailers.
(See more: Belak, V., Aljinovic Barac, Z. (2008): Secrets of Capital Markets, Belak doo, Zagreb,
Croatia; According to: Bubi & Hajnrih, 2012). That represents their business excellence. Besides, this
conclusion is consistent with the results of their efficiency research by using ratio analysis and
strategic profit model. So, we should not ignore the fact that their satisfactory business success was
achieved in the conditions of unfavorable macroeconomic environment in Serbia.

7. Conclusion

In general, the obtained research results based on the Serbian Business Registers Agency original
empirical data, for the period 2008 - 2012 show that the economic and financial position of the trade
entrepreneurs and small independent retailers in Serbia, despite the unfavorable macroeconomic
environment are on the "satisfactory” level, i.e. profit performances are above break-even point. It is
understandable when one takes into account the fact that about 65% of the purchase is done in small
shops. Despite the very difficult economic circumstances, trade entrepreneurs in Serbia continued
long-term profitable business in 2012, with a slight increase in the volume of activity. Compared to
the previous year (2011) they have achieved higher earnings, and slightly improved positive net
working capital. In carrying out its activities they, however, used borrowed funds, so that the decrease
of their own share in total sources of funding resulted in a further increase of indebtedness. All this
reflected on their liquidity, solvency and profitability .

Lately, there is an increasing productivity of trade entrepreneurs in Serbia, but it is significantly lower
than the productivity of small businesses in the retail sector in the European Union.

Notwithstanding the unfavorable macroeconomic environment, liquidity and solvency of trade
entrepreneurs in Serbia is satisfactory. However, with respect to the defined standard it is
unsatisfactory. In order to increase their, and all business entities, liquidity and solvency in the future,
it is necessary, to improve the "financial discipline™ in the Serbian economy.

The efficiency of using assets is satisfactory. Credit sales were partly financed by loans from suppliers.
Operational cycle is worse, a cash cycle is better than the average for retailers in Europe. By
improving operating cycle, the cost efficiency can be improved and thus the profit positions of trade
entrepreneurs in Serbia in the future. This is primarily achieved by applying new concepts of cost
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management (primarily based on Toyota's principles of business), the concept of managing
relationships with customers and suppliers, and modern information technology

References

[1] Aslan, S. and Elci, H. (2009) SME'S Rating System and Process in Turkey According to the Basel 1l
Settlements. Eurasian Journal of Business and Economics, 2 (4): 77-94.
Agriculture and Agri-Food Canada, (August 2012) International Markets Bureau, Top Grocery retailers
in Latin America.

[2] Bubi¢, J. and Hajnrih, J. (2012) The analyses business performances of agricultural enterprises in
Vojvodina during the current crisis. Economics of Agriculture, 2: 183-194.

Coca-Stefaniak, A., Hallsworthb, A.G., Parkera, C., Bainbridgea, S. and Yustec R. (2005)

[3] Decline in the British small shop independent retail sector: exploring European parallels.Journal of
Retailing and Consumer Services, 12: 357-371.

[4] European Working capital, Annual Review 2012 Working capital: never been better. What the top
performing companies are doing differently, PWC. Filipovi¢, N. (Decembar 2013) Strateski trendovi u
maloprodaji. In store: 24-25.

[5] Germany — Retail Foods, 8/22/2013, USDA - GAIN Report Number: GM13031.

GFK Beograd — Potrosa¢ u Srbiji u 2012. i budu¢i trendovi.

[6] Hamad, M. and Duman, T. (2013) An Evaluation of Micro-Credit Programs in Bosnia and Herzegovina
Using Porter's Diamond Model. Eurasian Journal of Business and Economics,6(12):27-42.

[7] Knego, N. and Blazenka, K. (2011) The Position of Small Retailers in Croatia on theVerge of Entering
the European Union. Proceedins of the 8th International Conference on Economic Integration,
Competition and Coperation /Knadzija, V.;Kumar, A. (ed). — Opatija: University of Rijeka, Faculty of
Economics;University of Ljubljana; University of Antwerp, 2011: 1-15 (ISBN: 978-953-7813-04-8).

[8] Kora¢, M. (2013) Transnational pathways to integration: Chinese traders in Serbia.

Sociologija LV (1): 245-260.

[9] Lukié, R. (2011a) Evaluacija poslovnih performansi u maloprodaji, Beograd:Ekonomski fakultet. Lukic,
R. (2011b) Estimates of economic performance of organic food retail trade. Economicresearch, 24 (3):
157-169.

[10]Lukic, R. (2012) Sustainable Development of Retail in Serbia. Review of International Comparative
Management, 13 (4): 574-586.

[11]Lukic, R. (2013) Sustainable Cost Management in Retail. Review of International Comparative
Management,14(2):268-280.

[12] Lukic, R. (2014) The profitability of trade in Serbia. Asian Journal of Management Research,4(3):485-
500.

[13]Machek, M. (2012) Retail market structure development in Central Europe. Central
European Business Review, 1 (3): 22-27.

[14]Markovic, M. , Simurina, J. and Pavicic, J. (2013) Economic and Business Impact of Crisis on Croatian
Trade. Review of Integrative Business Economics, 2 (2): 672-680.

[15]Organic Market Report 2013 Soil Association.Retail Pharmacy Trends 2012 McKesson. Tajeddini, K.,
Elg, U. and Trueman M. (2013) Efficiency and effectiveness of small retailers: The role of customer and
entrepreneurial orientation. Journal of Retailing and Consumer Services, 30: 453-462.

[16] Vojvodi¢, K. (2011) Survival strategies of small independent retailers. Business Logistic in Modern
Management,11: 211-221.

246



