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ABSTRACT 
 
Insurance is an activity of general interest because it provides indirect economic 
protection from risk. Insurance is the oldest and most practical method of risk 
management, by its transfer from the insured person (legal or natural person) to 
the insurance company. Insurance, however, realizes acumulative function due 
to time lags between the writing of insurance premiums and payment of claims. 
By doing its core function and function of accumulation and efficient allocation, 
insurance contributes to the economy and society as a whole. Entrepreneurship 
includes creativity, innovation and willingness to accept risk. Given that the risk 
is inherent in entrepreneurial ventures and that entrepreneurship in Serbia is 
burdened with problems of financing, the question we arise is whether and how 
insurance contributes to the advancement of entrepreneurship in terms of risk 
management and financing. In order to achieve the stated aim, we analyze the 
characteristics and risks of entrepreneurship in Serbia, the willingness for risk 
acceptance as a factor of entrepreneurship, the need for insurance, problems in 
the financing of entrepreneurs and the importance of institutional investment 
companies. 
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INTRODUCTION 

 
Insurance and entrepreneurship in Serbia are relatively underdeveloped. 
According to data from Swiss Re, only three markets in the region are followed 
in the research (Slovenian, Croatian and Serbian market). In 2015, according to 
the size of the total insurance premium, Slovenia was the first in the region and 
57th in the world, Croatia was the second in the region and 67th in the world, 
while Serbia was 3rd in the region and 86th in the world. According to the total 
insurance premium per capita, Slovenia was also the first in the group of 
countries of the former Yugoslavia and on the 31st place in the world, Croatia on 
the 52nd place and Serbia on the 67th (Staib&Puttaiah, 2016). According to all 
parameters of development, the insurance market in Serbia is relatively 
undeveloped in the region, behind the development of insurance market in 
Croatia and Slovenia, evidenced by numerous data such as the small premium 
per capita (only $105 in 2015.), low share of premiums in gross domestic 
product (only 2.05% in 2015) and the small share of life insurance in the 
structure of total premiums (22% in 2015) (Staib&Puttaiah, 2016). The position 
of the insurance in Serbia according to the size of the premium per capita is 
shown in table 1. 
 
Table 1.Insurance premium per capita in 2015 in 10 countries with highest 
premiums and Slovenia, Croatia and Serbia (in dollars) 

World 
rank 

Country Total 
premiums 

Life insurance 
premiums 

Non-life insurance 
premiums 

1. Cayman 
Islands 

12619.3 514.8 12104.6 

2. Switzerland 7370.3 4078.6 3291.7 

3. Hong Kong 6271.2 5655.2 616.0 

4. Luxembourrg 5401.3 3535.3 1866.1 

5. Finland 4963.2 4049.9 913.3 

6. Denmark 4914.2 3513.3 1400.8 

7. Netherlands 4736.1 1051.1 3712.1 

8. United 
Kingdom 

4358.5 3291.8 1066.7 

9. United States 4095.8 1719.2 2376.6 
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10. Taivan 4094.1 3396.6 697.5 

31. Slovenia 1058.2 303.2 755.0 

52. Croatia 298.8 100.1 198.7 

67. Serbia 105.0 23.1 81.9 

Source: Staib&Puttaiah (2016, 40-46) 
 
The history of entrepreneurship development in Serbia is relatively short and 
without continuity. After the initial development process in the first half of the 
twentieth century, further progress was interrupted by socialism. In the new 
millennium, entrepreneurship strengthens and the number of entrepreneurs is 
228,573 (APR, 2017), but it still does not have a significant impact on the 
economic, technological and industrial growth. Legatum Prosperity Index 2016 
points to the restrictive conditions for entrepreneurship. This index shows that 
under the conditions for the entrepreneurship development, Serbia is on a 73rd 
place in the world and the conditions have improved compared to the previous 
three years. 
 
There is a need to explore the possibilities of improving insurance and 
entrepreneurship because the insurance and entrepreneurship are 
underdeveloped. Also, insurance and entrepreneurship have a positive impact on 
economic growth (Beck & Levine, 2001, King & Levine, 1993, Rousseau 
&Sylla, 2005). The goal of the paper is the examination of a specific problem or 
the potential for the positive impact of insurance on entrepreneurship. In this 
paper, theoretically and empirically we analyze characteristics and risks of 
entrepreneurship in Serbia, the willingness of risk acceptance as a factor of 
entrepreneurship, the need for insurance, problems in the financing of 
entrepreneurship and the importance of institutional investment activities of 
insurance companies. 

 
RISKS AND THEIR MANAGEMENT IN ENTREPRENEURSHIP  

 
There are many risks that threaten the functioning of the entrepreneurs, their 
property, life and health of employees and the continuity of successful 
functioning. Today, entrepreneurs are exposed to the uncertainties and danger of 
the realization of many risks such as pandemics, terrorism, natural disasters, 
software virus, etc. New technologies, especially information and 
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communication, the modern way of doing business and faster changes in the 
business environment bring many advantages, but also many challenges. Supply 
chains are becoming longer and more dependent on high technology, which on 
the one hand improves the efficiency of business to entrepreneurs, but also with 
the risks that lead to the business interruption due to the strong interdependence , 
the potential consequences are far more destructive than they were twenty years 
ago (Njegomir, 2015). In order to confront these changes, economic entities 
must implement a risk management process and use insurance as an essential 
component of comprehensive protection from uncertainty and risk they face. 
 
Entrepreneurs face different risks (Penezić, 2003,27-28): 
• Financial - starting many business ventures are based on their own savings that 
will be lost in case of failure. A similar situation occurs with establishing a 
partnership. 
 
• Career – a common question asked by entrepreneurs is: “Will I be able to find 
the ajob or go back to the old with failure?” This question does not apply to 
unemployed for who the establishing a business venture is self-employment. 
• Family and social- starting your own business requires a lot of time and 
energy. This means a huge sacrifice of the family exposed to the risk of 
alienation and constant emotional changes. 
• The psychological - entrepreneur that feels possible financial failure on his 
back cannot recover. Fear of such a failure is also one of the most common 
causes of stress. 
• Risks related to purchasing new equipment. 
• Risks related to loan collection. 
• Legal risks associated with changes in regulations. 
• Pure risks such as the risk of fire, theft, and accident (insurable). 
 
The value of organization represents the discounted value of future cash flows. 
This value will depend on the size of the discounting rate. The higher the 
discounting rate is, the lower the present value is. The existence of risk or the 
variability of cash flows leads to an increase in the discount rate and to reduce 
the value of the organization. Risk management, through reduction of variability 
of future cash flows, contributes to the reduction of the discount rate and also the 
creation of value. 
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Risk management can contribute to the reduction of revenue variability and 
improve business performance, which causes the application of a lower discount 
rate by calculating the present value of future cash flows and which can have a 
positive impact on the credit rating that has the effect on the possibility of a 
more favorable borrowing. Risk management allows reducing risk costs by 
influencing the reduction in variability of operating results. As the result, the 
financial resources required to invest in new business ventures are released. 
Also, risk management improves business decisions because it provides 
enhanced awareness that ensures the most efficient use of limited available 
capital. 
 
Recently, risk management is not being treated only as cost center associated 
with avoidance of penalties due to contradictions with regulatory requirements 
or high prices of insurance coverage, but as a profit center that enables business 
improvement, because it is based on a different attitude according to which risk 
can have both positive and negative impact on business performance. The 
variability is not bad, if the entrepreneur can provide an advantage in responding 
to it in relation to competition. 
 

THE WILLINGNESS OF RISK ACCEPTANCE AS A FACTOR OF 
ENTREPRENEURSHIP 

 
Without acceptance of risk, there is no entrepreneur and there is no business 
success. The range of risk acceptance will depend on the tolerance to risk. The 
risk tolerance is level of risk that an individual or business entity is willing to 
accept in order to achieve a particular goal (Njegomir, 2011). The risk tolerance 
depends on the availability of financial resources, the damage potential, 
presumed financial impact of risk as well on the objective in risk management 
and the desired level of performance (ISO3100, 2010). 
 
In order to determine the risk tolerance it is necessary to provide adequate 
quantitative and qualitative basis for the decision whereby in determining the 
acceptable level of risk the following questions should be asked: 1) in which 
area of the business and why should be allocated the limited time and resources 
in order to minimize the risk or its reduction to acceptable limits?, 2) what level 
of risk exposure requires immediate action of taking measures and why ?, 
3)which level of risk requires a formal strategic response in order to avoid the 
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negative impact of the realization of risks and why? and 4) which events have 
occurred in the past and at what level of riskiness managed them and why? In 
each situation, the organization will seek to realize the optimal balance between 
risk and return which includes retaining a certain level of risk in any situation. 
 
In determining risk tolerance, the biggest influence has subjective factors, i.e. the 
ratio between individuals and risk, both in terms of individual and organizational 
decisions, because organizations are guided by people whose decisions on the 
risk tolerance depend on their preference for a greater or lesser risk exposure. 
We could make a number of divisions of people in groups in terms of their 
preferences in relations to the acceptance of minor or major risk exposures in the 
continuum from conservative to speculators, simple categorization would 
include three groups (Chong, 2004, 44-46), those who have an aversion to risk, 
those who have neutral attitude to risk, and those who take the risk. 
 
RISKS IN ENTREPRENEURSHIP AND THE NEED FOR INSURANCE  
 
Since all operations of business entities are exposed to a number of risks, there is 
a necessity for insurance. Insurance represents the most practical method of risk 
management. It is a method of dealing with the risk that is important and often 
crucial for individuals and businesses while for those with less financial power 
often represents the only choice in risk management programs. 
 
Entrepreneurs and other business entities appear as insured who conclude 
different insurance contracts with insurance companies. By protecting insureds 
from insurable risks, insurance companies provide support to entrepreneurial 
efforts. Author’s research suggests that insurance has a significant role in 
supporting the development of entrepreneurship and innovation (Njegomir, 
2010, Demko-Rihter&Njegomir 2011). Also, insurance companies contribute to 
the overall economic development (Njegomir&Stojić, 2010) and therefore to the 
conditions for growth and development of other economic entities. 
 
The vulnerability of individual entrepreneurs depends on the activities they 
perform. Agricultural production, for example, is threatened by a number of 
risks, such as hail, flood, drought, price risks, fire, theft, etc. The application of 
insurance will depend on the level of risk vulnerability significance. We 
emphasize that the insurance is applicable in all economic activities and that 



 

entrepreneurs, small and medium enterprises need to 
have sufficient funds to cover the damage of high intensity.
 
In research on 460 entrepreneurs that is done as supplemental research to 
research done on secondary data, it was found that insurance is used by 65% 
entrepreneurs. In 68% of cases, entrepreneurs used property insurance, in 18% 
of cases entrepreneurs used liability i
insurance. The answers to the question on the amount of insurance premium paid 
by entrepreneurs is showed in Figure 1.
 

Source: author’s research.
 
In summary, insurance is focusing on four key areas:
 • Protection of employees 
difficult to replace and they may not work for a longer time due to illness or 
injury caused by an accident,
• Protection from liability to third parties 
to third parties, for example, with defective products, when the company must 
pay the fee then its assets are at risk,
• Protection of assets 
finished products, finished products or personal pr
destroyed or unusable after the realization of risk such as a fire, and
• Protection from the outage 
activity can be compromised or lost in the case of the adverse event and in 
addition, there are also fixed costs incurred regardless of whether the activity 
takes place or not. 
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INSURERS’ INSTITUTIOANL INVESTMENTS

from 500.001 to 
1.000.000 RSD

30%

over 1.000.000 

entrepreneurs, small and medium enterprises need to insure because they do not 
have sufficient funds to cover the damage of high intensity. 

on 460 entrepreneurs that is done as supplemental research to 
research done on secondary data, it was found that insurance is used by 65% 
entrepreneurs. In 68% of cases, entrepreneurs used property insurance, in 18% 
of cases entrepreneurs used liability insurance while 14% entrepreneurs used life 
insurance. The answers to the question on the amount of insurance premium paid 
by entrepreneurs is showed in Figure 1. 

’s research. 

In summary, insurance is focusing on four key areas: 
Protection of employees - a large number of employees or key personnel is 

difficult to replace and they may not work for a longer time due to illness or 
injury caused by an accident, 
• Protection from liability to third parties - business activities may cause damage 
to third parties, for example, with defective products, when the company must 
pay the fee then its assets are at risk, 
• Protection of assets - such as buildings, machinery, raw materials, semi
finished products, finished products or personal property may be damaged, 
destroyed or unusable after the realization of risk such as a fire, and 
• Protection from the outage - operating profit that is realized of economic 
activity can be compromised or lost in the case of the adverse event and in 
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because they do not 

on 460 entrepreneurs that is done as supplemental research to 
research done on secondary data, it was found that insurance is used by 65% 
entrepreneurs. In 68% of cases, entrepreneurs used property insurance, in 18% 

nsurance while 14% entrepreneurs used life 
insurance. The answers to the question on the amount of insurance premium paid 

 

a large number of employees or key personnel is 
difficult to replace and they may not work for a longer time due to illness or 

use damage 
to third parties, for example, with defective products, when the company must 

such as buildings, machinery, raw materials, semi-
operty may be damaged, 

operating profit that is realized of economic 
activity can be compromised or lost in the case of the adverse event and in 

, there are also fixed costs incurred regardless of whether the activity 

IMPORTANCE OF 
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Entrepreneurs establish organizations or implement ideas with specific goals 
they want to achieve. In order to effectively realize goals, it is necessary to 
predict future events with high probability and to devise a way to adapt to 
unforeseen business events. Key product of business planning is the business 
plan. A business plan is a written summary of past, current and future business 
activities, or the way how to reach the desired future (point C) from the past - the 
present (point A) (Grozdanić, Radojičić, &Vesić2007). 
 
New (start-up) businesses that have limited opportunities for obtaining bank 
loans have a problem in sufficiency of funds. They rely primarily on their own 
resources or loans from relatives and friends. In developed countries, are also 
used investor funds focused on supporting entrepreneurs, especially funds from 
informal investors, business angels and venture capitalists. 
 
In the later stages of business or after the entrepreneur have some business 
experience behind and collateral, and his organization has business history and 
relevant business records, the access to external sources of funds is enabled, 
primarily bank loans and leasing arrangements. Table 2 summarizes the 
available indicators of entrepreneurs funding sources and companies in Serbia 
obtained in the World Bank study. 
 
Table 2: Indicators of entrepreneurs' and companies' financial resources in 
Serbia in 2013 
Indicator 
 

Serbia  Eastern Europe 
and Central 
Asia 

All 
countri
es  

The percentage of firms with current or savings 
account 

100.0  88.3  87.6  

The percentage of firms with banking credit / credit 
line  

40.0  36.5  34.4  

The percentage of loans with collateral  66.4  82.8  77.8  
The value of collateral (as a % of loan)  149.8  205.6  194.6  
The percentage of firms that don’t need loans  38.2  51.2  44.6  
The percentage of firms which application for loan 
has recently been rejected  

2.4  8.6  12.2  

The percentage of firms that use banks for financing 
their investments  

27.0  24.2  24.7  

The percentage of investments financed internally  56.4  73.0  71.6  
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The percentage of investments financed by banks  14.6  13.7  14.5  
The percentage of investments financed by suppliers’ 
credits  

10.9  3.8  4.6  

The percentage of investments financed by selling of 
shares or bonds  

8.1  6.0  4.6  

The percentage of firms that use banks for financing 
working capital  

38.4  31.1  30.2  

The percentage of working capital that is financed by 
banks  

12.2  11.9  11.9  

The percentage of working capital finance by 
suppliers’ credits  

17.9  8.6  10.3  

The percentage of fimrs that aproach to financing 
identify as the most important obstacle in business  

15.7  17.1  28.7  

Source: World Bank (2016) 
 
The data in the table indicate that all companies in Serbia have accounts in banks 
but investments are financed primarily internally, from their own capital (56.4%) 
despite the fact that 40% of entrepreneurs and companies have loans or credit 
lines with banks. Also, the share of own capital is considerably less than the 
average for the world and for countries in Eastern Europe and Central Asia. Two 
thirds of loans require pledge and there are a large number of companies 
(38.2%) that do not express the need for bank loans. Loans from suppliers or 
enabling deferred payments to them is present especially in the financing 
reversible capital and the sale of stocks and bonds as a source of funding, 
although at a low level of only 8.1%, is considerably higher than the average in 
the world and the average in the countries of Eastern Europe and Central Asia. 
Although it is evident that entrepreneurs have problems with access to financing, 
particularly in the initial stage, only 15.7 of businesses identifies access to 
financing as the most important obstacle.Institutional investments of insurance 
companies contribute to the improvement of economic activities and the 
development of financial markets. They indirectly affect the development of 
entrepreneurial activity because the development of economic activities in 
general strengthens the ability of entrepreneurial activities, small and medium 
enterprises to develop new products and technologies in order to place them on 
the market. Also, through the development of financial markets the possibilities 
of financing entrepreneurial activity are enlarged by increasing the volume of 
available capital. Finally, the increase in the volume of available capital lowers 
the price of its use, and lowers the interest rate. Total technical reserves of 
insurance companies in Serbia at the end of 2015 amounted to 131 billion dinars 
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(NBS, 2016). This amount potentially available for investments, represent a 
significant funding which through the financial market may be available to 
economy and entrepreneurs. Investments of insurance companies in developed 
countries contribute to the development of entrepreneurship indirectly through 
financial markets and various forms of funding and it is expected that in the 
future insurance companies have greater favorable impact on entrepreneurship in 
Serbia. Key lack of full support to development of entrepreneurship in Serbia is 
the fact that 69.5% of non-life technical reserves and 93.2% of life insurance 
technical reserves are invested in government securities. 
 

CONCLUSION 
 
Insurance and entrepreneurship are confirmed to have a positive impact on 
economic growth, however they are both underdeveloped in Serbia. As we show 
in the paper, the insurance has a positive impact on entrepreneurship. The first 
positive impact of insurance on entrepreneurship stem from the reduction of 
entrepreneurs’s risks, making their businesses more safe and certain. The second 
positive impact stems from insurance companies' investments that increase the 
amount of available capital and decrease the price of capital, making 
entrepreneurship financing cheaper and more available. Both insurance functions 
have direct or indirect positive effects on entrepreneurship. This conclusion has 
implications for insurance companies, entrepreneurs, creators of economic 
policies and further research. Insurance companies can develop insurance 
services, distribution channels and marketing messages that will aim at 
entrepreneurs. The results will be made entrepreneurs aware of insurance 
importance and persuaded that insurance positively influences their success. 
Finally, the research is the basis of the future research on different aspects of the 
interrelationships between insurance and entrepreneurship. 
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