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4 Operational environment for

SMEs (Dimension 4) in the
Western Balkans and Turkey

This chapter assesses the availability, quality and responsiveness of the
public services for small and medium-sized enterprises (SMEs) in the
Western Balkans and Turkey. It begins with an overview of the assessment
framework, then focuses on the four sub-dimensions of Dimension 4:
1) digital government services for enterprises, which measures the extent to
which SMEs can interact with public institutions through the use of digital
technologies; 2) company registration, which focuses on the procedures
necessary to register a company; 3) business licensing, which considers the
complexities of the process of obtaining a licence; and 4) tax compliance
procedures for SMEs, which examines whether tax systems are adapted to
SMEs’ unique needs. Each sub-dimension concludes with key
recommendations for increasing the capacity and efficiency of the
operational environment for SMEs in the region.
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Key findings

e The Western Balkans and Turkey economies have made progress in rolling out digital
government services for businesses. However, progress is uneven across the seven
economies and businesses still cannot complete all the key processes on line.

e Monitoring and evaluation of digital government services remains a key challenge in the
region, and is very limited in nearly all Western Balkans and Turkey (WBT) economies.

e« One-stop shops for company registration have been established across the region and
online registration has been further optimised. Reforms to simplify company registration
processes and increase interoperability in this regard have been undertaken in the majority of
WBT economies to reduce the number of days and procedures required to start a business.

* Business licencing has been centralised in all economies in the Western Balkans and
Turkey and deregulation reforms are ongoing to reduce administrative barriers for businesses.
The digitalisation of licensing application processes has begun in some economies.

o Labour income taxes across the region are high and discourage entrepreneurship and
tax compliance but are, to some extent, offset through the use of simplified tax regimes targeted
at SMEs, which tend to decrease tax burdens and tax compliance costs.

o Simplified bookkeeping rules for SMEs are common throughout the region and digital
services are widely used for business taxation.

Comparison with the 2019 assessment scores

Most WBT economies have progressed in Dimension 4 since the last assessment, with a regional average
of 3.63 in 2022, slightly above its performance of 3.44 in 2019. Albania continues to be the best performer
of the seven assessed economies, followed by Serbia and Turkey, which have made the most progress
since the previous assessment cycle (Figure 4.1).

As in the previous assessment, WBT economies performed the best and have all increased their scores
in company registration and business licensing. Most WBT economies have made improvements in digital
government services, with some seeing a slight decrease.
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Figure 4.1. Overall scores for Dimension 4 (2019 and 2022)
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Note: Despite the introduction of questions and expanded questions to better gauge the actual state of play and monitor new trends in respective
policy areas, scores for 2022 remain largely comparable to 2019. To have a detailed overview of policy changes and compare performance over
time, the reader should focus on the narrative parts of the report. See the Policy Framework and Assessment Process chapter and Annex A for
information on the assessment methodology

Implementation of the SME Policy Index’s 2019 recommendations

The speed of implementing the recommendations made in the 2019 SME Policy Index varies across the
region. Table 4.1 summarises the progress on implementing the key recommendations made for
Dimension 4 in the previous assessment.

Table 4.1. Implementation of the SME Policy Index’s 2019 recommendations for Dimension 4 in the
Western Balkans and Turkey

SME Policy Index 2022

Regional 2019 Regional
recommendation Main developments during the assessment period progress
status
Allow SMEs to complete all All of the economies in the Western Balkans and Turkey (WBT) have established online
processes on line portals to serve as digital one-stop shops, allowing for easy access to key government

services for businesses. However, the rollout of digital government services for businesses
was uneven across the region, and these portals have varying levels of sophistication.
Businesses in Albania, Serbia and Turkey can complete the most key procedures fully on
line through these online portals.

Improve and promote the use of ~ With the exception of Bosnia and Herzegovina and Turkey, all WBT economies have

open government data developed open data portals and have gradually increased the amount of open data
available and relevant for SMEs. However, the WBT economies lack a strong data-driven
culture in the public administration, which would allow for more effective publishing of open Moderate
data and increased transparency. Only Montenegro and Serbia have outlined concrete
goals to promote the use of open government data by small and medium-sized enterprises
(SMEs).

Expand the interoperability With the exception of Bosnia and Herzegovina, all WBT economies have made gradual

system to improve connections  progress in increasing the interoperability of government data through the interconnection of

between various public government registers and establishment of interoperability platforms. However, progress is

administration databases uneven across the region and there is still room for improvement in most economies to

Moderate

Moderate
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Increase the monitoring and
evaluation of digital services
targeting SMEs

Adopt the rule of one
identification number

for each company

Fully implement the “silence-is-
consent”

principle

Create a central co-ordination
body responsible for business
licences to have a systematic
overview of licensing

Introduce electronic distribution
and nomination of licensing
officers

Regularly monitor and evaluate
tax simplification measures

Strengthen the way the
administration provides tax-
related information to SMEs

implement the once-only principle.

Monitoring and evaluation of digital government services remains a persistent challenge for
the WBT economies. Kosovo, Montenegro, North Macedonia and Serbia have started to
collect data on the use of digital services, thanks to the establishment and development of
their online portals, but these data are limited to usage in absolute terms and binary
satisfaction rates, which do not paint an accurate picture of a service’s performance.
Albania and Turkey collect a broader range of data and conduct user surveys, but no
economy in the region monitors service use by type or sub-type of users (for instance
citizens vs. businesses and more importantly SMEs vs. larger companies).

No changes were reported in the assessment cycle. A single identification number for
dealing with the public administration has been established in Albania, Kosovo and
Montenegro.

The “silence-is-consent” principle is legislated in all WBT economies except Bosnia and
Herzegovina, North Macedonia, and Turkey. According to data provided by the
governments, the principle is fully implemented by registration agencies. The Law on Crafts
and Related Activities adopted in the Federation of Bosnia and Herzegovina in 2021
prescribes the silent-is-consent principle for business registration, and should be
implemented when its one-stop shop becomes operational.

Except for Albania and Kosovo, all economies lack a co-ordination body that oversees the
granting of permits and licences by competent authorities. While substantial progress has
been achieved in centralising business licensing processes and enhancing interoperability
across the region, co-ordination bodies have not been established.

As in the previous assessment, Albania is the only WBT economy that has introduced
electronic distribution and nomination of licensing officers.

Overall, economies in the region tend to have ample scope to improve both the design and
the evaluation of their simplified tax regimes and, in particular, to analyse whether the
design of the simplified tax regime takes the profitability of business sectors properly into
account, and whether this creates hurdles to grow in the standard tax regime or incentives
to work in the informal sector.

Efforts have been made to increase tax literacy in the region. In most economies,
businesses can find information on the general website of the tax administration, although
this information is not necessarily targeted at SMEs. Nevertheless, there is scope to provide
more detailed tax information to SMEs. SMEs might find it challenging to obtain detailed
information about their tax rights and obligations; they must be made aware of their options
to reduce compliance costs and make paying tax as simple as possible.

Limited

Limited

Moderate

Limited

No progress

Limited

Moderate
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Introduction

From registering a company and obtaining a business licence to filing and paying taxes, SMEs interact
with public institutions, physically or digitally, at all stages of their development. The operational
environment in which SMEs must navigate is determined by the ease of using digital services, the number
of procedures and the costs associated with their interactions with the government.

Poor delivery of government services, poorly designed regulations and complex regulatory requirements
imposed on businesses can result in potential businesses not being created, and put unnecessary strains
on those that do exist. SMEs are particularly affected, as they often operate on thin profit margins and the
resulting increased costs may force some to cease operating. One frequent complaint from businesses is
the difficulty of accessing relevant information on administrative procedures. Separate government
agencies need to work together to ensure that administrative procedures are established in a way that best
serves users, which may not necessarily be how governments operate internally (OECD, 2020;1)).

When the COVID-19 pandemic broke out, much of the world moved on line, accelerating a digital
transformation that has been underway for decades. While the pandemic has demonstrated the
tremendous potential of the digital transformation, including for administrative services, it has also
accentuated the gaps that remain (OECD, 2020;2). For WBT economies heavily impacted by the COVID-19
pandemic, increasing the availability of digital services for SMEs, including business registration and
licensing, as well as improving the efficiency of administrative procedures, including tax compliance
procedures, will be key to improving the operational environment by saving time and resources.

Assessment framework

Structure

The assessment framework for this dimension is divided into four sub-dimensions (Figure 4.2):

e Sub-dimension 4.1: Digital government services for enterprises captures the extent to which
interactions between entrepreneurs and public institutions are carried out through electronic or
digital means, e.g. electronic filing for taxes, electronic reporting of enterprise statistics or adopting
the “once-only” principle for information provided by enterprises.

e Sub-dimension 4.2: Company registration focuses on the procedures necessary to register a
company.
¢ Sub-dimension 4.3: Business licensing evaluates the process of obtaining a licence or permit.

o Sub-dimensions 4.2 and 4.3 both analyse the complexity and length of the procedures
involved, and assess whether systems have been simplified through various policy tools
and instruments, such as one-stop shops, information portals, digital platforms, written
guides or centralised co-ordination bodies.

e Sub-dimension 4.4: Tax compliance procedures for SMEs assesses whether governments
have introduced policies to make it easy for SMEs to comply with taxes, and gauges whether tax
systems are adapted to SMEs’ vulnerabilities and capacities.

Slight adjustments have been made to the framework since the last assessment to enhance the
assessment of the range and nature of digital government services provided to SMEs (such as applying
for government support programmes). The assessment also takes into consideration COVID-19 response
measures, although no evaluation has been made in this regard.
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Figure 4.2. Assessment framework for Dimension 4: Operational environment for small and
medium-sized enterprises in the Western Balkans and Turkey

Operational environment for SMEs

Sub-dimension 4.1: Sub-dimension 4.2:

Digital government services for enterprises Company registration

Thematic Thematic block 2: | Thematic block 3:/ ' Thematic block 1: Thematic block 2: Thematic
block 1: Implementation Monitoring and Design and Performance block 3:
Planning and evaluation implementation Monitoring and
design evaluation
Sub-dimension 4.3: Sub-dimension 4.4:

Business licencing Tax compliance procedures for SMEs

Thematic Thematic block 2: Thematic block 1: Thematic block 2:

block 1: Monitoring and streamlining of licence | |SME tax compliance  Monitoring and evaluation of SME
Licence system and simplification specific tax measures

procedures procedures

Quantitative indicators

Number of days for obtaining company registration certificate

Number of days for completing the overall company registration process. including compulsory licences for standard
business activities

Number of administrative steps for obtaining a company registration certificate

Official cost of obtaining a company registration certificate

Costs connected with registration

Minimum capital requirement for business registration

Analysis

Digital government services for SMEs (Sub-dimension 4.1)

The development of digital government services can significantly improve the operational environment for
SMEs by allowing them to complete an increasing number of administrative procedures and public services
fully on line. This allows them to save time and resources, therefore improving the competitiveness of the
overall economy. While enabling SMEs to complete key administrative procedures on line is a key step to
improving their operational environment, it cannot be properly implemented without a clear, consistent and
comprehensive approach on how to integrate digital technologies into the government’s modernisation
policies (OECD, 20143)).

This section assesses the extent to which SMEs can interact with public institutions through the use of
digital tools and channels. It does so by: 1) analysing whether or not governments have adopted a policy
framework to advance the availability and development of digital services; 2) exploring the extent to which
digital government services, open government measures and data exchange platforms have been
introduced; 3) assessing the extent to which monitoring and evaluation of digital services allows the
performance of these services to be measured to inform policy making.

Nearly all WBT economies have improved their overall performance in delivering digital government

services for SMEs since the last assessment (Table 4.2). With the exception of Kosovo, all WBT economies
have seen progress in planning and designing policies and institutional frameworks for the provision of
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digital services. However, Bosnia and Herzegovina, Kosovo, Montenegro, and North Macedonia have
encountered difficulties in implementing these frameworks, and monitoring and evaluation remains a
persistent challenge for most economies in the region, despite improvements in all economies since the
last assessment.

Table 4.2. Scores for Sub-Dimension 1: Digital government services for small and medium-sized
enterprises in the Western Balkans and Turkey

ALB BIH KOS MKD MNE SRB TUR WBT average
Planning and design 470 2.80 3.78 4.40 4.80 4.70 475 4.28
Implementation 391 1.73 327 3.27 3.27 3.64 4.20 3.33
Monitoring and evaluation 3.80 1.48 2.60 1.73 1.73 3.00 3.00 2.48
Weighted average 4.12 1.99 3.26 3.22 3.34 3.80 4.07 3.40

Note: WBT: Western Balkans and Turkey. For more information on the methodology see the Policy Framework and Assessment Process chapter
and Annex A

WBT economies have continued to develop their policy frameworks for delivering digital
government services, using different approaches

Having a policy for the development of digital government services is the basis for ensuring the rollout of
digital government services. However, such policies benefit greatly from being aligned with broader policy
and institutional frameworks seeking to develop digital government as a whole.

WBT economies have continued to develop their respective policy frameworks for delivering digital
government services, under differing approaches. Most have been implementing frameworks for the
development of digital government that focus on providing digital services as part of a larger strategy (such
as overall development programmes in the case of Turkey, or public administration reform strategies in the
case of Kosovo and North Macedonia) or dedicated documents related to digitalising practices in the public
administration (in the case of Serbia). Albania and Montenegro are the only two WBT economies that have
developed frameworks that tackle the provision of digital services as part of a larger framework aiming to
drive the digital transformation of society at large, through a governance approach, involving a variety of
stakeholders, rather than an approach centred on public administration and government.! These
frameworks, Albania’s Digital Agenda (2015-2020) and Montenegro’s Digital Transformation Strategy
(2022-2026), have objectives related to strengthening the population’s digital skills, and developing the
ICT industry and ICT infrastructure in synergy with developing digital government. As digital government
reforms often require more horizontal co-ordination and the involvement of a varied array of stakeholders,
this is an advantage, as it allows governments to focus on the delivery of digital services against a broader
backdrop.

Inter-institutional co-ordination frameworks for digital government reforms have been
strengthened in most WBT economies

Digital government reforms are multifaceted processes involving a range of public actors and institutions
with many different institutional cultures, priorities and responsibilities. As such, having a framework that
allows for effective co-ordination of these diverse actors at a high-level and co-operation at a technical and
operational level towards achieving a coherent, holistic vision is key to ensuring the effective development
of digital government, including the rollout of digital government services for businesses (OECD, 20214)).

Some of the WBT economies have taken steps to reinforce the institutional co-ordination of their digital
government reforms. Albania and Turkey stand out in this regard, as they have appointed bodies that serve
as leaders of the digital transformation and have a comprehensive approach to institutional co-ordination
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and co-operation. In Albania, since 2017, the National Agency for Information Society serves as both the
policy leader for digital transformation and supports and manages the ICT staff of line ministries to ensure
a common approach to managing decentralised ICT infrastructure. Turkey has adopted a more vertical
approach, with the Digital Transformation Office of the Presidency taking the leading role in determining
priorities related to digitalisation for various institutions since 2019. Montenegro, North Macedonia and
Serbia have established councils or working groups to ensure high-level inter-institutional co-ordination of
digital service delivery and digital government reforms more broadly. While these bodies do not have the
same overall effectiveness as having a specifically mandated leading institution for the digital government
agenda, they nevertheless provide a basis for ensuring inter-institutional co-ordination. Kosovo has
charged the Agency for Information Society within the Ministry of the Interior with co-ordinating the delivery
of digital government services and Bosnia and Herzegovina’s Public Administration Reform Co-ordinator’s
Office oversaw the development of a common Strategic Framework for Public Administration Reform
(2018-2022) developed jointly by the state level and the entities. However, for different reasons, both
institutions lack the legitimacy and ability to effectively steer the digital transformation of their economies.

The establishment of co-ordination through dedicated bodies has helped some economies (Albania, and
to a lesser extent Turkey) establish standards for the delivery of digital services to ensure a consistent
level of quality of services among different institutions. This is not, however, the case for the rest of the
WBT economies, leading to a divergence in the quality of services in those economies that have not yet
established common standards.

The rollout of digital government services has progressed unevenly across the region

The creation and development of one-stop shops allow economies to provide public services more
efficiently, ideally reducing the administrative burden on both businesses and the public sector through the
provision of more efficient and easily accessible services (OECD, 2020;1;). One-stop shops usually provide
a selection of services grouped around a specific set of needs, building on the original organisational
delivery channel (OECD, 2020pz;). Ensuring that digital services are easily accessible by businesses
through online portals which serve as digital one-stop shops and that they can be completed digitally from
end to end is key for facilitating the operational environment for SMEs.

All WBT economies have established online portals which aim to serve as one-stop shops, although the
development of these portals, and the degree to which key business services are accessible and can be
completed fully on line, varies greatly between the economies. Albania, Serbia and Turkey have the most
developed portals, with the greatest number of services that can be accessed and completed fully on line
by businesses. Kosovo’'s, Montenegro’s and North Macedonia’s portals are at earlier stages of
development, with services for businesses being gradually integrated. Bosnia and Herzegovina presents
a unique case, as there is no central portal for digital services at the level of the economy, instead, portals
for digital services are present at the level of the entities. A major requirement for having fully transactional
digital services is having a system which allows for the online payment of administrative taxes and fees.
So far, Albania, Serbia and Turkey have developed such systems.

The rollout of digital government services through digital one-stop shop portals has slowed down in some
WBT economies since the previous assessment, despite the inclination of governments to realise the
benefits and importance of digitalisation, underlined by the COVID-19 pandemic. Specifically, Kosovo and
Montenegro reported that the rollout of digital government services was slowed due to the reallocation of
resources and shifting of priorities towards more immediate support to businesses in the wake of the
pandemic.

Businesses’ satisfaction in most Western Balkan economies with available digital government services has
declined since 2019 (from a regional average satisfaction rate of 54% to 39%?2 in 2021) (Figure 4.3), with
this decline possibly being exacerbated by the increased need for digital services brought on by the

SME POLICY INDEX: WESTERN BALKANS AND TURKEY 2022 © OECD 2022



142 |

COVID-19 pandemic. The only exception to this trend is Serbia, where the rollout of digital services saw
more progress during the assessment period, and was accelerated by the pandemic.

Figure 4.3. Business satisfaction with digital government services in the Western Balkans (Western
Balkans Six average)

Share of businesses strongly satisfied or tending to be satisfied with available digital government services
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Note: The WB6 includes Albania, Bosnia and Herzegovina, Kosovo, Montenegro, North Macedonia, and Serbia. Data for Turkey are not
available, since Turkey is not included in the Balkan Business Barometer Survey.

Source: Regional Cooperation Council (202155)), Balkan Barometer: Business Opinion, Database,
https://www.rcc.int/balkanbarometer/results/1/business

This declining satisfaction possibly shows that while governments in the region are making progress on
digitalising services, there is room for improvement in ensuring service design which is consistent with and
designed around the needs of users. The tendency of most WBT governments to plan and implement
digital government reforms primarily from a public administration perspective risks alienating businesses
and other key stakeholders. Moreover, by adopting a “digital by default” approach, instead of ensuring an
omni-channel approach® which combines digital services with existing channels, governments risk
alienating users that rely on traditional services and therefore increasing the digital divide (OECD, 20143)).

Progress has been made in strengthening the key enablers for digital services, namely
government data interoperability, e-signature and open data

Several key enablers can support and accelerate the delivery of digital services for SMEs, one of which is
ensuring the interoperability of data collected by the government. Data interoperability is essential to
support the exchange of information among different government bodies in an economy, thus avoiding the
need for SMEs to share information more than once as they access different services, in line with the once-
only principle.*

With the exception of Bosnia and Herzegovina, all WBT economies have advanced the interconnection of
their various government registries, and have thus moved closer to the implementation of the once-only
principle and full interoperability of government data. Albania is the regional leader in this regard, with over
two-thirds of all data provided to the public administration shared across different bodies, thus saving
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considerable time for businesses. The other WBT economies have been gradually increasing the number
of interconnected public registers since the last assessment and have made efforts to promote the
exchange of data between different administrations as a common practice, to varying levels of success. In
October 2021, the Western Balkan Six economies signed a Memorandum of Understanding on
Interoperable Western Balkans and Free Flow of Data in the Western Balkans region, aiming to intensify
co-operation to ensure interoperable cross-border services (such as toll systems and digital identity).

The possibility to use electronic signatures, with equivalent legal value as traditional signatures, is another
key enabler for completing more services on line, particularly those requiring a more secure connection.
The European framework for e-signature, centred on the eIDAS Regulation,® ensures the security of e-
signatures and the cross-border reusability within the European Single Market.

Nearly all WBT economies have aligned their legislative frameworks with the eIDAS Regulation, with
Kosovo being the most recent economy to have done so, with the adoption of its Law on Electronic
Identification and Trust Services in Electronic Transactions in December 2021. During the assessment
period, North Macedonia also aligned its framework with the eIDAS Regulation. Bosnia and Herzegovina
stands out, as it has not yet developed a common approach to aligning its legal framework on e-signature
between the state level and the entities, complicating the usability of e-signatures throughout the economy
and its integration with the EU framework. With the exception of Turkey,® all of the WBT economies have
opted to implement e-signatures through the use of qualified electronic certificates, which allow for the
secure signing of documents electronically, but present a cost barrier and a technical barrier for an
important proportion of SMEs in the region.” To circumvent the cost barrier, many economies have started
issuing electronic ID cards, which contain qualified electronic certificates, and Serbia has implemented a
cloud-based e-signature system which is usable through mobile devices, thereby circumventing the
technical barrier.

A data-driven public sector ensures that the government cultivates the availability, accessibility and reuse
of data to increase transparency, build trust and create public value (OECD, 2020)). While not directly
linked to the provision of services, the availability of open data and policies to encourage its reuse
constitute a key part of the operational environment for SMEs, as reusable open data have the potential to
promote innovation and provide SMEs with a valuable resource to create and develop new products and
services.

Most of the WBT economies have established open data portals and have increased the number of
datasets available through these portals since the previous assessment. Albania, Montenegro,
North Macedonia and Serbia have established standards and criteria for the organisation, annotation,
formatting and publishing of open data to encourage its reusability. With the exception of Montenegro and
Serbia, the WBT economies are lagging behind in elaborating proactive policies to promote the reuse of
open data by SMEs to create value through innovative products and services. Montenegro, through
objectives included in its Digital Transformation Strategy (2021-2026), and Serbia, through its National
Strategy for the Development of Artificial Intelligence (2020-2025), are currently the regional leaders in this
regard, and have organised activities such as innovation challenges and hackathons to stimulate and
promote the use of open data.

Monitoring and evaluation of digital services remains a challenge for most WBT economies

Monitoring and evaluation of the performance of digital services allows governments to measure the
success of digital one-stop shops and the extent to which they achieve their goals of simplifying the
operational environment for SMEs. Effective monitoring and evaluation systems allow relevant data on the
use of digital services to be collected, to allow governments to identify where improvements are needed.
Some examples of performance indicators that can be collected are use of services, user satisfaction,
costs per transaction, usage patterns or service completion rates (OECD, 2020¢1).
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Setting up comprehensive and meaningful monitoring and evaluation systems for digital government
services is a challenge for the WBT economies. Most economies that have some form of performance
monitoring, for instance Kosovo, Montenegro, North Macedonia and Serbia, limit the collection of data to
data on the use of services or user satisfaction in absolute numbers or binary satisfaction measurement,
with a heavy focus on use by citizens in most cases. No economy differentiates data collection by type or
sub-type of users (for instance citizens vs. businesses and more importantly SMEs vs. larger companies).
Albania and Turkey have shown a more proactive approach to measuring satisfaction and use of digital
services, through user surveys. However, the usefulness of such surveys is limited to measuring user
satisfaction at a given point in time, something which could be improved upon by creating dynamic and
responsive performance monitoring.

The way forward for digital government services for SMEs

e Adopt user-driven approaches to service delivery. While ensuring the rollout of digital
government services, WBT economies would benefit from ensuring that services are designed
around the needs of the user, and specifically SMEs. This contrasts with simply digitalising existing
administrative procedures, as this would be a missed opportunity to simplify and improve
procedures, which can be carried out in parallel to ensuring their digital availability. Governments
could benefit from engaging and interacting with end users, including SMEs, in a way they can
indicate and communicate their own needs to drive the design of services (OECD, 2020).
Economies that have designated institutions to serve as digital transformation leaders and
co-ordinators have an advantage in this regard, as the promotion and institutional enforcement of
this approach are easier to implement in practice. All WBT economies should include this principle
in their policy frameworks and overall institutional approaches to providing digital services. Box 4.1
provides guidance on how governments can ensure that services are designed around the needs
of users. Identifying users’ needs is the first key step towards providing relevant benchmarks and
performance indicators for meaningful monitoring and evaluation.

e Promote and facilitate the use of electronic signatures. Those WBT economies which have
established legal frameworks for e-signature use should focus on implementation, specifically on
reducing the cost and technical barriers that many SMEs face when confronted with adopting e-
signatures. Several options exist to achieve this goal, for instance developing mobile solutions as
Serbia has, advancing the rollout of electronic identity cards or even building a federated identity
model® as Turkey is doing. When building and developing their digital identity systems, WBT
economies should develop strategies to ensure that solutions developed for citizens are also
usable for citizens in their capacity as business representatives, so that these solutions benefit
businesses as well.

e Promote and facilitate the reuse of open data by SMEs. Most WBT economies would benefit
from developing more proactive policies in promoting and facilitating the reuse of open data by
SMEs for the creation of innovative products and services. A large, easily accessible and reusable
(thanks to regulations to ensure proper formatting, annotation and classification) repository of open
data, combined with proactive policies® (such as communication about the potential benefits of
data reuse or promoting collaboration within the data ecosystem), can be a driver of SMEs’
innovation and growth. Ireland’s Open Data Engagement Fund can inspire economies in the region
in terms of funding schemes to stimulate open data reuse and innovation (Box 4.2). Box 4.3
showcases an example of how governments can promote open data reuse through events such
as innovation challenges or hackathons.
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Box 4.1. Keys to successful user-oriented service delivery

Successfully designing public services, which are tailored to and responsive to users’ needs is a
process which depends on several key factors, based on the OECD’s Conceptual Framework for
Analysing the Design and Delivery of Services:

o First, governments must consider contextual factors, such as the political and administrative
culture of an economy, the technological context (availability of and widespread use of tools
such as the Internet and ICT or e-signatures in businesses), and socio-economic and cultural
factors. Embracing a digital-by-default approach risks excluding users who may be unable to
complete services online and need in-person support. Therefore, governments should
understand how existing service delivery channels (websites, call centres, networks of service
provision) can work together to provide inclusive access to services for all. Information shared
though different channels (on line, in-person, telephone) should be integrated to allow users to
complete services end-to-end even if they change channels in the middle of the process.

e Second, public sector service design should be guided by a philosophy that is based on
the inclusiveness of stakeholders, agile design and iteration. In the case of digital services
for businesses, this means that businesses, including small and medium-sized ones, should be
consulted proactively when designing services or adapting them to digital models. User
feedback can also be collected ex post through monitoring and evaluation. An agile design
philosophy allows governments to iterate on services and integrate user feedback throughout
the service design and delivery process, as opposed to collecting feedback as a separate
process.

o Last, governments should enable the delivery of services based on a user-centric
approach by taking a “government as a platform” approach, giving civil servants the
resources and tools necessary to drive this transformation. Concretely, this refers to
establishing common standards for service delivery; empowering administrations with the ability
and resources to explore, test and propose new services; developing reusable technical
components (such as payments or identity); and establishing appropriate guidelines for public
procurement to ensure the reflection of these principles when outsourcing.

Sources: OECD (20143;; 20202).
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Box 4.2. Ireland’s Open Data Engagement Fund

Consistent and targeted funding can be a key support mechanism for governments that want to
encourage the reuse of open data by the private sector and civil society. Competitive project selection
processes can help ensure that the government funds the most innovative and relevant projects, in line
with its policy objectives.

Since 2016, the Irish government has been awarding annual grants for selected projects focused on
open data reuse and promotion, based on a competitive application process. The Open Data
Engagement Fund is aligned with Ireland’s major policy documents in the field of open data, such as
the Open Data Strategy (2017-2022) and the Public Service Data Strategy (2019-2023). The total grant
allowance for the fund in 2021-22 was EUR 30 000, with a maximum of EUR 5 000 per project. The
latest grant cycle focused on projects that showed innovative use of open data for creating public value
(through hackathons or initiatives by public bodies) or general engagement and promotion of open data
(for example, by analysing the economic benefits of the availability and reuse of open data). Some
examples of winning projects include hackathons for optimal installation of electric vehicle infrastructure
based on available open data related to transport, or the mapping of accessibility of healthcare services
based on available health-related open data.

This funding approach has a double positive impact. On the one hand, it encourages the reuse of open
data by stakeholders outside the government as a common practice that can help these stakeholders,
including businesses, develop innovative projects, products and services. On the other hand, it allows
governments to select projects which present interesting solutions to key challenges, related to
sustainability, digital inclusion and other areas. Ireland’s example showcases the benefits of a targeted
approach to supporting open data reuse and innovative projects based on open data. For economies
in the Western Balkans and Turkey, and especially in the Western Balkans where financial resources
are often cited as an obstacle, such a scheme could allow governments to target their limited resources
based on projects assessed to provide the most value and relevance for a given year, in line with the
government’s policy objectives, as well as with the available open data.

Note: For more information, see: https://data.gov.ie/pages/open-data-engagment-fund.
Source: OECD (2020)).
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Box 4.3. Sweden’s “Hack for Sweden” hackathon

Organising collaborative or competitive events such as hackathons or innovation challenges can be an
effective way to stimulate and promote the reuse of open government data among the private sector.
Such events allow participants to gain experience in using open government data to provide innovative
products or solutions to public issues.

In Sweden, the Agency for Digital Government co-ordinates “Hack for Sweden”, an all year-round
platform for engaging citizens, businesses and other stakeholders in reusing open government data.
Competitive projects are awarded with grants as well as promotional assistance and notoriety, which
allows them to connect with investors, businesses and other potential partners, and to grow beyond the
prototypes created as part of the hackathon.

The benefits of this approach come from the fact that rather than being organised as a single event or
series of events, “Hack for Sweden” operates as a platform, allowing developers to showcase their
projects year-round. This approach still allows the government, in its co-ordinating role, to conserve
some flexibility in the orientation of projects. For example, in 2021, the focus was placed on solutions
to issues related to COVID-19 and digital inclusion, with public institutions guiding the process by
expressing their needs for innovative solutions.

While some economies (Montenegro, Serbia and Turkey for example) have organised hackathons to
drive innovation and deepen collaboration between stakeholders in different sectors, a more consistent
orientation towards reusing open data would be welcome. Sweden’s approach allows for the creation
of a platform for encouraging, promoting and rewarding open data reuse in line with objectives
determined by the government (such as responding to the COVID-19 pandemic or addressing climate
change for example).

Economies with developed open data portals could further develop these portals into platforms for open
data reuse, and reward the most innovative and competitive projects. A special focus could also be
given to businesses, to allow them to connect with developers who show promise through the creation
of innovative solutions to the needs of customers or society.

Note: For more information, see: https://www.digg.se/utveckling-av-digital-forvaltning/hack-for-sweden.
Source: OECD, (2020jg)).

¢ Improve monitoring and evaluation systems for digital services. WBT economies should focus
on developing monitoring and evaluation systems that allow the performance of digital services to
be continuously measured according to key performance indicators. Metrics such as user
satisfaction, service completion rates or usage patterns should allow governments to measure the
success of digital services in meeting businesses’ needs. It would be very important to allow for
differentiated monitoring of use by different categories of users, specifically businesses vs. citizens
and more specifically SMEs vs. larger companies, to identify where further outreach efforts are
needed. Norway’s digital one-stop shop, Altinn, can serve as an example of how an integrated
online portal can be used for effective monitoring and evaluation of the performance of digital
services (Box 4.4). For more information on data that WBT governments could consider collecting
in this area, please see Annex C.
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Box 4.4 Norway’s Altinn portal

Altinn (altinn.no) is Norway’s digital one-stop shop for businesses and citizens. Launched in 2003, the
portal has undergone several iterations and has developed into a one-stop shop for digital services,
providing over 1 000 digital services and forms, as well as a platform for government design and
iteration of public services. The Brgnngysund Register Centre, as the institution responsible for
managing Norway’s digitalised registers, is in charge of managing and developing the platform, in
co-ordination with line ministries and in consultation with end users.

Altinn is connected to Norway’s National Population Register and Register of Legal Entities, allowing it
to monitor the use of the platform, as well as individual services, by both businesses and citizens
dynamically. This allows the Norwegian government to identify potential gaps in service use as well as
where additional outreach efforts might be necessary (among which business categories, in which
geographic area for example).

Altinn’s success has led to it being used by 100% of businesses for filing tax returns and annual
accounts, and some 99% of businesses use it for declaring and paying value-added tax.

Altinn is an example of how the interoperability of government data can strengthen monitoring and
evaluation. The platform has automatic access to key information about its users, as such information
is collected automatically.

While this requires a high level of interoperability and data security, something which the Western
Balkans and Turkey are working towards, it provides an example of how a platform for digital services
can monitor the use of the services directly. Some economies in the Western Balkans and
Turkey already collect data on the use of services through their portals automatically, and would benefit
from expanding the range of indicators collected (in the case of businesses: size class, sector of
activity, etc.), without necessarily making this data collection automatic (users could enter the
information themselves initially).

Source: OECD (OECD, 2020y1))

Company registration (Sub-dimension 4.2)

Company registration is key for a business environment conducive to private sector activity and the poor
delivery of services can result in potential businesses not being created. Several practices can facilitate
business registration procedures, such as the establishment of one-stop shops, standard registration
forms, unique company identification numbers and online services. Straightforward and clear registration
procedures are even more important for SMEs, to narrow the administrative information gap they might
face.

This sub-dimension analyses and compares registration procedures across the WBT economies to
understand what challenges SMEs face when registering their companies (Table 4.3). The average
regional score for this sub-dimension (4.18), which has slightly increased since the last assessment (when
it was 3.97), shows that WBT economies perform particularly well in designing, implementing, monitoring
and evaluating company registration. While all economies have made positive developments to reform
their company registration processes, the most progress was achieved in Bosnia and Herzegovina,
Montenegro, and Serbia.
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Table 4.3. Scores for Sub-dimension 2: Company registration in the Western Balkans and Turkey

ALB BIH KOS MKD MNE SRB TUR WBT average

Design and implementation 4.90 3.50 4.60 485 4.70 4.80 3.60 4.42
Performance 450 2.80 4.80 3.80 373 4.30 3.60 3.93
Monitoring and evaluation 4.80 2.50 5.00 4.80 2.55 475 4.00 4.06
Weighted average 4.78 2.96 4.80 4.62 3.65 4.68 3.76 4.18

Notes: WBT: Western Balkans and Turkey. For more information on the methodology see the Policy Framework and Assessment Process
chapter and Annex A.

One-stop shops for company registration are available throughout the region to facilitate the
processes required to start a business

The establishment of one-stop shops for company registration allows for enhanced co-ordination across
and within levels of government and enables the delivery of integrated multi-policy and user-orientated
services (OECD, 2020;1). One-stop shops for business start-up not only save time and money, but also
can make procedural requirements more transparent and accessible (World Bank, 2020;7;). Some one-stop
shops are virtual — single or a combination and integration of various platforms; others are physical, with
one or more windows. More often than not, existing user journeys are fragmented between online and
offline interactions, and hard to trace across different parts of government. Investing in the design process,
conceptualising user journeys from end-to-end, and providing support for all steps is crucial for good digital
services, including company registration one-stop shops (OECD, 2022jg)).

All WBT economies have established one-stop shops and their number has increased throughout the
region. While the only functioning one-stop shops in Bosnia and Herzegovina are in Republika Srpska
(RS), in 2021 the Federation of Bosnia and Herzegovina (FBiH) adopted the long-awaited adjustments to
its administrative laws as legal bases for making its one-stop shop operational, which should ease the
number of procedures required to register a company.

One-stop shops operate in different ways across the region. On the one hand, Albania and Kosovo, the
top performers in this sub-dimension, have single-window one-stop shops. When registering at the
Albanian National Business Centre (NBC) or the Kosovo Business Registration Agency, entrepreneurs
receive a single tax identification number and are simultaneously registered with the tax authorities and
social insurance. On the other hand, the process is more cumbersome for entrepreneurs in Turkey, which
must complete the procedures to start a business at different windows of the Trade Registry Directorates.
In addition to registering their company, entrepreneurs have to complete the company’s tax registration at
the tax office and register employees with social security at the social security institution, receiving a
specific identification number for each procedure.

Reforms to optimise the functioning of one-stop shops and ease the process of starting a business have
been undertaken in some WBT economies. Increased interoperability has been achieved in Serbia since
the last assessment. In addition to delivering the two required identification numbers to new businesses
(tax identification number and company registration code), since 2020, the Serbian Business Registers
Agency has also been in charge of submitting the relevant applications for mandatory social insurance on
behalf of companies. In Montenegro, the 16 different forms required to register a company in one-stop
shops were replaced in 2020 with a single registration application. Moreover, the RS government started
a project for the “Optimisation of Administrative Procedures and Formalities” in 2021, which should further
reduce the number of procedures required to register a business.
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Along with the establishment and optimisation of their one-stop shops, all WBT economies have removed
the minimum paid-in capital requirement to start a business, with the exception of the Federation of Bosnia
and Herzegovina, where no progress has been achieved in eliminating the EUR 500 paid-in minimum
capital requirement (10.2% of gross national income per capita (World Bank, 2020;g)).

The rollout of electronic registration services has progressed, but at an uneven pace across
the region

Electronic registration services are available in more than 90% of high-income economies, in contrast to
only about 40% of low-income ones (World Bank, 2020(7;). The primary motivation is to reduce the time
and cost of registering a business as well as to improve access for smaller firms operating at a distance
from the registrar’s offices. Moreover, information technology has great potential to narrow the information
gap and increase transparency for SMEs.

Electronic registration is available in all WBT economies expect for the Federation of Bosnia and
Herzegovina, although different levels of functionality are enabled across the region (Table 4.4).

Table 4.4. Status of online company registration in the Western Balkans and Turkey

ALB BIH KOS MKD MNE SRB TUR
FBIH RS
Electronic storage of registration records X X X X X X X
Online registration portal available X X X X X X
Electronic payment available X X X X
E-signature mechanism in place X X X X
Qualified electronic signature required X X X
Registration available to all types of companies X X X

Note: WBT: Western Balkans and Turkey.
Source: Information provided by the respective governments in the SME Policy Index 2022 questionnaire.

In the previous assessment, only Albania, Kosovo and North Macedonia had a functioning online company
registration portal. Other WBT economies have made great progress in establishing and optimising online
registration. In Montenegro, the secondary legislation on the electronic payment of administrative fees has
been adopted, allowing the legislative prerequisites to introduce full electronic registration of enterprises
in 2020. While the process was meant to be fully available for all types of companies, only limited liability
companies could register on line at the moment of writing. Online registration in Serbia was also made fully
available to multi-member limited liability companies in June 2019 (in addition to sole proprietors and
single-member limited liability companies). In Albania and Serbia, full digitalisation of some services related
to company registration is ongoing.'°

In 2019, Republika Srpska adopted the amendment Law on Registration of Business Entities, setting the
stage for online registration. A single portal was established in 2021, but is not yet fully operational due to
delays in the commissioning of the electronic signature mechanism. Similarly, entrepreneurs in Kosovo
still need to submit a hard copy of signed documents as the e-signature mechanism is not yet in place,
although implementation of the 2021 Law on Electronic Identification and Trust Services in Electronic
Transaction, planned for 2023, should make online registration fully operational. As in the previous cycle,
company registration has not yet been fully digitalised in Turkey, but registration records are stored
electronically on the Central Commercial Registration System, which is a first step towards improving
transparency, security and information sharing. Online company registration is not available in the
Federation of Bosnia and Herzegovina and is not planned as part of ongoing reforms.
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While positive developments are ongoing to digitalise company registration throughout the region, most
SMEs face the barrier of costs and technological requirements associated with obtaining the qualified
electronic signature which is necessary for online registration. This causes most companies to register in
person or to use the services of authorised registration agents to prepare their company application, adding
to the length and cost of registration.

Monitoring and evaluation mechanisms for company registration are satisfactory throughout
the region

The performance of (online) company registration should be monitored and evaluated to ensure that it
continues to meet both users’ and the government’s needs and expectations (OECD, 2020;1)).

Contrary to most digital services, monitoring and evaluation mechanisms are in place for company
registration in almost all WBT economies, albeit at different levels, under the responsibility of registration
agencies. Reports and statistics are produced regularly in Albania, Bosnia and Herzegovina (in
Republika Srpska), Kosovo, North Macedonia, Serbia, and Turkey, mainly on the number of businesses
registered in terms of location, company size, sector of activity or foreign ownership. Further analysis of
these statistics is also conducted in some economies. Satisfaction with registration procedures and
feedback are also taken into account; for instance, through the Presidency’s Communication Centre
CIMER in Turkey or via regular online surveys in Albania.

While monitoring and evaluation of company registration processes remains insufficient in Montenegro
and in the Federation of Bosnia and Herzegovina, progress is planned as part of ongoing reforms. While
the recently established Council for e-Government in Montenegro will not directly be in charge of improving
individual services such as business registration, it should enable better monitoring, compliance and
co-ordination between company registration and other digital services. Such mechanisms are also planned
in the Federation of Bosnia and Herzegovina along with the establishment of its one-stop shop.

The way forward for company registration

e Continue to digitalise company registration processes. Western Balkan economies should
continue to further digitalise their registration processes and Turkey should consider enabling fully
operational electronic registration, feasibly as part of its e-Turkiye portal. Kosovo and
Republika Srpska in Bosnia and Herzegovina should ensure the commissioning of the electronic
signature mechanism on their respective portals. Montenegro and Serbia need to enable the online
registration process for all types of companies (currently only available to sole proprietors and
limited liability companies). Albania, Montenegro and North Macedonia should work on improving
accessibility and lowering the costs of obtaining e-signatures.

Business licensing (Sub-dimension 4.3)

Almost all SMEs are required to have some type of business licence, permit or registration to operate
legally, in full compliance with government regulations. Procedures for obtaining a business license can
be lengthy and costly, adding to the administrative burden of starting a business. Clear and centralised
business licence procedures complying with the principles of cost-recovery are important to ensure prompt
operationalisation of SMEs in the market.
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This section analyses the complexity of licence procedures in the Western Balkans and Turkey and
economies’ efforts to review and streamline legislation pertaining to business licensing (Table 4.5). Solid
frameworks for business licensing have been introduced in WBT economies, which translates into a high
average score of 3.80. Albania remains the regional leader in this regard, with only slight discrepancies in
performance across the other economies.

Table 4.5. Scores for Sub-dimension 3: Business licensing in the Western Balkans and Turkey

ALB BIH KOS MKD MNE SRB TUR WBT average
Licence procedures 455 3.75 3.75 3.65 4.00 3.80 3.66 3.88
Monitoring and streamlining 437 3.35 3.90 3.85 3.50 3.90 3.23 3.73
of licence system
Weighted average 4.46 3.55 3.83 3.75 3.75 3.85 345 3.80

Notes: WBT: Western Balkans and Turkey. For more information on the methodology see the Policy Framework and Assessment Process
chapter and Annex A.

Progress has been made in centralising business licensing across the region, although
co-ordination between competent institutions remains limited

Access to clear and efficient permit and licence regulations is necessary for SMEs to be able to enter
markets. Informational one-stop shops regrouping all the available licences and their specific requirements
are key to lowering administrative burdens on SMEs.

While positive developments are ongoing, the lack of availability and accessibility of relevant licensing
information represents a big or very big obstacle for 26% of businesses in the Western Balkans on average,
with Bosnia and Herzegovina, Montenegro, and North Macedonia having larger shares of dissatisfied
businesses (Figure 4.4) (Regional Cooperation Council, 2021s)).

Figure 4.4. Business satisfaction with the availability and accessibility of relevant information in
the process of obtaining a licence in the Western Balkans and Turkey (2021)

Share of businesses considering the lack of availability and accessibility of relevant information as a “big” or “very
big” obstacle
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Note: The WB6 includes Albania, Bosnia and Herzegovina, Kosovo, Montenegro, North Macedonia, and Serbia. Data for Turkey are not
available.
Source: Regional Cooperation Council, (20215))
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Nevertheless, there have been important developments in all WBT economies to enhance the accessibility
of licences for businesses. All permits and licences have been centralised on line in the Western Balkans,
and to a lesser extent in Turkey.

Both entities in Bosnia and Herzegovina, Kosovo, and Montenegro offer information on the licensing
process on a centralised e-licence portal with guidelines that specify the fees to be paid and the necessary
procedures to be followed. Albania is the only WBT economy that has streamlined company registration
and licensing under its one-stop shop (the NBC), which speeds up the process, increases transparency,
and lowers administrative burdens and costs for SMEs.

Since the last assessment, North Macedonia and Serbia have also centralised all business licences on line
on their e-government portals. These central registers are a first step towards increasing the efficiency of
the licensing process, which should enable more comprehensive data exchange and interoperability in the
future. Moreover, Kosovo was in the process of regrouping all licences and permits on its e-government
platform with other digital services to increase the accessibility of licensing information. While Turkey lacks
a centralised approach when it comes to business licensing, retail licensing has been greatly simplified
with the establishment of the perakende bilgi sistemi (PERBIS) platform, which became fully operational
in 2019.

Although licensing processes have been centralised, they remain largely fragmented in most economies,
with licences being granted by different administrative bodies according to their competences. With the
exception of the NBC in Albania and Kosovo’s Central Registry of Permits and Licences, all economies
lack a co-ordination body that oversees the granting of permits and licences by competent authorities.

Deregulation of business licensing reforms is ongoing to reduce administrative barriers for
SMEs

An important approach to administrative simplification for businesses is to reduce the number of licences
or permits required to undertake various activities. Delays in obtaining a licence can be costly to
entrepreneurs, as they add uncertainty and additional costs to much-needed business transactions. The
number of days required to obtain certain licences varies significantly across the region, but remains
particularly high for construction permits in Bosnia and Herzegovina, Montenegro, and North Macedonia
(103, 91 and 111 respectively) compared to the WBT average (72 days). The number of days required for
import and operating licences is considerably lower (11 and 24 on average in WBT economies) and have
been on a downward trend since 2009 (World Bank, 2019;10y).

Several reforms are underway in the majority of WBT economies to optimise licensing processes. Turkey
was in the process of establishing an information system at the time of writing as part of the Eleventh
Development Plan (2019-2023) to ensure fast, user-friendly and cost-effective processes for business
licensing related to investments. In Albania, Kosovo, North Macedonia and in Republika Srpska in Bosnia
and Herzegovina, business licences (their number and associated procedures) are being reviewed and
streamlined to simplify processes for businesses. At the time of writing, 12 licences had already been
removed in Albania.

Digitalisation of applications for business licensing has started in some economies, but at a
slow pace

Digitalisation of applications for business licences is a step forward in enabling transactional one-stop
shops for businesses. With digitalised application processes, when businesses apply to licences on line,
their request is immediately routed to the respective officers for a decision. The lack of a fully digitalised
process for applying for and approving licences remains a big or very big obstacle for 23% of businesses
in the Western Balkans, a small increase since 2019 (when it was 18%) (Regional Cooperation Council,
20215)).
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Albania is the frontrunner in this regard: applications for all business licences are available on the NBC’s
portal. The NBC receives business licences and submits them to the relevant authorities as needed.
Albania is also the only WBT economy that has introduced electronic distribution and nomination of
licensing officers (Box 4.5).

Box 4.5. Business licensing granting process in Albania

Categories of licences

There are three categories of permits and licences for businesses in Albania:

The National Business Centre (NBC) is responsible for granting licences in Categories 1 and 2, and
relevant ministries along with the NBC grant licences falling under Category 3.

Electronic distribution and nomination of licensing officers

For all permit and licence requests (in person before 2020 and on line), the electronic system checks
the documents and assigns the request randomly to an officer. Using their case number, businesses
can trace the status of their application on the NBC’s website.

Overall, a digital system that randomly selects officials responsible for granting licences to businesses
enhances the transparency of the business licencing procedure. It helps to monitor and evaluate
officials’ compliance with their mandate, as well as distribute the workload equally among licence
officers, allowing the administration to respond faster to requests.

Source: AIDA (n.d.j11)).

The first uses the applicant’s self-declaration alone to evaluate whether the criteria are fulfilled.
In the second category, the decision to grant a licence is based on self-declaration and
documentary proof provided by the applicant.

The third category of licences, in addition to the requirements of the second category, evaluates
the fulfilment of the criteria using either an inspection, test, contest, interview, hearing or any
other evaluation method.

Digitalisation of business licences has started in other WBT economies, although at a slower pace. While
it is planned to fully digitalise applications for all licences on North Macedonia’s digital service web portal,
it is already possible to electronically apply to a small number of licences in Montenegro (20) and Serbia
(2 for construction permits and electricity licences). Further digitalisation is ongoing, which should reduce
the burdensome number of procedures, requirements, paperwork and costs related to obtaining a licence.

The way forward for business licensing

Streamline the process of electronic licensing and strengthen co-ordination between
institutions in charge of issuing business licences. While WBT economies have made great
progress in centralising business licences on line, digitalising of licensing applications has been
undertaken at a slow pace across the region. To enable transactional licensing services,
e-government authorities should be in charge of curating and maintaining standards, systems such
as open data, interoperability platforms or trust services, while institutions involved in issuing
licences should ensure proper liaison and co-ordination to reduce overly bureaucratic processes
for businesses. In line with the OECD recommendation to streamline industrial and manufacturing
licences procedures, the WBT governments could establish a specific co-ordinating body to
overview and manage the whole licensing journey, on behalf of the public administration, to
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significantly facilitate the application for business licensing. This body would then serve as the main
interface for entrepreneurs and relieve them of having to deal with the various institutions by
referring applications to relevant authorities for their review (OECD, 2022;12)).

Tax compliance procedures for SMEs (Sub-dimension 4.4)

Tax compliance costs refer to the costs that businesses incur in terms of the time and resources that need
to be spent — in addition to the tax liabilities that need to be paid — to comply with the tax code (OECD,
2021p13)). Compliance costs tend to increase with the number of taxes that a business is subject to, the
complexity of the tax rules, the frequency of filing a tax return and the payments that need to be made, and
the number of levels of government and government organisations involved in levying and collecting tax
(OECD, 2015p147). Compliance cost considerations may impact business decisions, such as whether to
start a business and whether or not to operate in the formal economy.

While tax compliance costs tend to be higher for larger businesses in absolute amounts, they are
significantly higher for SMEs in relative terms (OECD, 2015(14)). The tax system might therefore create a
tax-induced disadvantage for SMEs. To level the playing field and stimulate entrepreneurship, economies
around the world have introduced measures to reduce tax compliance costs for SMEs, by introducing tax
preferences and tax simplification measures.

Tax policy and tax administration approaches to reduce compliance costs for SMEs should vary depending
on the type of business and should avoid becoming a hurdle to economic growth. SMEs are a diverse
group, spanning all business sectors of an economy; they differ in terms of employment, economic activity,
level of innovation, growth and profitability (OECD, 201514). As a result, tax simplification measures that
are targeted at some types of SMEs might be overly generous for others. While measures that reduce tax
compliance costs for SMEs should not become overly complex themselves, they could vary across key
dimensions such as SME profitability. Moreover, tax preferences and simplification provisions can create
incentives for SMEs to remain small or to split up into different businesses to continue benefiting from the
preferential tax treatment. Tax simplification measures should therefore be designed such that these
disincentives to growth are avoided as much as possible.

A comprehensive set of tax measures to reduce liquidity constraints for SMEs has been
introduced to mitigate the impact of the COVID-19 crisis

The deferral of personal income tax (PIT) and corporate income tax (CIT) payments has been common
across the region. The deferral of tax payments was targeted at all businesses, except in Albania where it
targeted SMEs and businesses particularly hit by the crisis, and in the Federation of Bosnia and
Herzegovina, where the measure applied only to self-employed entrepreneurs. In addition, value-added
tax (VAT) payments were deferred in Kosovo, Montenegro, North Macedonia and Turkey; social security
contributions (SSCs) were deferred in Kosovo, Montenegro, Serbia and Turkey. The deferral of tax
payments supported business cash flow and eased liquidity constraints.

Some crisis-support tax measures were targeted at SMEs. Albania has reduced the tax rate of its simplified
CIT regime that applies to SMEs. In the Federation of Bosnia and Herzegovina, self-employed
entrepreneurs benefited from a 50% reduction in the flat tax rate (Official Gazette of the Federation of
Bosnia and Herzegovina, 2020;151). The minimum amount of PIT liability for the self-employed was reduced
in Republika Srpska.

COVID-related VAT measures varied in scope. Albania increased the mandatory VAT registration
threshold. Bosnia and Herzegovina and Serbia introduced VAT exemptions on goods and services related
to health. Turkey temporarily reduced the VAT rate on products such as food and beverages, passenger
transportation, and maintenance and repair activities.
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Labour income taxes across the region are high and discourage entrepreneurship and tax
compliance

In the Federation of Bosnia and Herzegovina, Montenegro, Serbia, and Turkey, SSCs are a particularly
large tax burden for the self-employed. In these four economies, self-employed SSCs are levied at a rate
exceeding 34%. As self-employed entrepreneurs are also required to pay PIT, the total tax burden resulting
from taxes on labour income in these economies is particularly high.

There is scope to increase the progressivity of the PIT in most of the economies. Montenegro,
North Macedonia and both entities in Bosnia and Herzegovina levy the PIT at a flat rate. In Kosovo and
Serbia, the progressivity of the PIT rate schedule remains limited. Such a reform would strengthen equity
and reduce the negative growth and compliance impacts of too high taxes on low-income entrepreneurs.

A minimum SSC threshold applies in Albania, Kosovo and North Macedonia, resulting in a very high tax
burden for low-income entrepreneurs. In Albania, SSCs for entrepreneurs are levied on the minimum wage
or a multiple of it (IBFD, 20211¢1). In North Macedonia, the SSC base for self-employed workers cannot be
less than 50% of the average wage. In Kosovo, the minimum SSC base is 30% of the average wage. The
use of a minimum SSC threshold results in very high effective tax burdens for entrepreneurs who earn
below the threshold, as they will not pay SSCs on their actual earnings but on the minimum threshold
instead. This may discourage low-income entrepreneurs from operating in the formal economy.

Restricted SSC bases will reduce future benefit entitlements. In Albania, self-employed SSCs are levied
on the minimum wage, or a multiple of it, rather than on the actual earnings. In Republika Srpska,
self-employed SSCs are levied on 60% of income. While these base-narrowing provisions reduce the
SSCs that need to be paid, this limitation also significantly reduces the benefits that entrepreneurs will be
entitled to in the future.

There is scope to limit the use of stamp duties

In the Federation of Bosnia and Herzegovina, businesses have to pay several transaction costs (stamp
duties) when they file official documents, which may result in a significant additional tax burden. Business
stamp duties are particularly numerous when businesses participate in public procurements. The
Federation of Bosnia and Herzegovina could consider abolishing or reducing some of the stamp duties.
Stamp duties might create a relatively higher burden on SMEs than on larger businesses.

Non-standard forms of work might require changes to the design of the tax system

In most of the economies in the region, no special tax rules apply to gig workers (including independent
contractors, online platform workers, contract firm workers, and temporary workers). In Albania and
North Macedonia, gig workers are taxed under the same rules that apply to employees or to self-employed
entrepreneurs, depending on their type of work contract (Official Gazette of the Republic of Albania,
1998177). In Kosovo and Montenegro, gig workers are taxed under the same rules that apply to employees
(IBFD, 2021p18)). In the Federation of Bosnia and Herzegovina and Republika Srpska, however, gig workers
are subject to SSCs that differ from the contributions paid by employees and the self-employed. No
information was available on the tax treatment of gig workers in Serbia or Turkey.

Non-standard forms of work are becoming more frequent all across the world. The digitalisation of the
economy has resulted in an increasing share of non-standard forms of work. Tax and benefit systems need
to be adjusted to this new reality.
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Despite the low statutory corporate income tax rates, economies across the region
implement a wide range of CIT incentives

A wide range of CIT incentives applies to businesses that operate in specific sectors or regions, invest in
specific areas, or create additional jobs. In Albania, businesses that develop software or operate in the
automotive industry benefit from a reduced CIT rate of 5% rather than the standard CIT rate of 15% (IBFD,
2021119). In North Macedonia, businesses located in special economic zones benefit from a ten-year CIT
exemption. In Kosovo, businesses in specific sectors can deduct 10% of the cost of their newly acquired
asset on top of the regular tax depreciation allowances from their CIT base (IBFD, 202120)). In Serbia, all
businesses are allowed to deduct twice the amount of research and development expenses they have
incurred from their CIT base (IBFD, 2021211) and in Republika Srpska, businesses can reduce their tax
liabilities by the invested amount in manufacturing equipment and plants. Finally, in the Federation of
Bosnia and Herzegovina, businesses that employ new staff for at least 12 months can deduct twice the
gross salary of these new staff members from the CIT base.

To stimulate tax compliance, businesses in Turkey benefit from a reduction in CIT liabilities when they pay
their taxes on time. Moreover, businesses that have paid their CIT on time the previous three years can
benefit from a 5% reduction in their CIT liabilities. The reduction cannot exceed TRY 1.5 million
(approximately EUR 81 600) annually and businesses that operate in the banking and insurance sector
and investment funds do not qualify for the incentive (IBFD, 202122;). Until December 2021, businesses in
Montenegro that paid their CIT liability on time also benefited from a reduced CIT rate (6% instead of 9%)
(Montenegrin Ministry of Finance, 202123)). However, the law was amended at the end of 2021 abolishing
these reliefs.

The rules regarding carrying forward losses vary across economies. In Albania and North Macedonia, CIT
losses can be carried forward up to three years, which is the shortest period in the region. Losses can be
carried forward for five years in Bosnia and Herzegovina, Montenegro, Serbia, and Turkey and for four
years in Kosovo. As young and innovative SMEs might have low profits and have made high investments,
a short period to carry forward losses could create a tax-induced disadvantage for these types of SMEs.
Albania and North Macedonia could monitor the tax burden of young and innovative SMEs to assess
whether introducing a longer period to carry forward losses could avoid tax-induced hurdles for these types
of businesses from growing.

Simplified tax regimes for SMEs are widely used across economies in the region

Most of the economies implement a lump-sum tax regime for self-employed workers in specific sectors
with turnover below a threshold level. In the Federation of Bosnia and Herzegovina, a lump-sum tax regime
applies to a selection of self-employed entrepreneurs; their annual PIT liability ranges from BAM 360 to
BAM 960 (approximately EUR 180 and EUR 200), depending on their type of business activity. In
Montenegro, businesses can request to pay a lump-sum amount of PIT, which varies across a number of
dimensions, including the type of business activity and turnover. In North Macedonia, to qualify for the
lump-sum tax regime, businesses cannot employ more than one employee. In Serbia, a self-employed
entrepreneur that qualifies for the lump-sum tax regime cannot be VAT-liable; the lump-sum tax varies
across business sectors and turnover. In Turkey, SMEs that have annual rental costs not exceeding
TRY 7 400 (approximately EUR 400) qualify for a lump-sum tax regime (OECD et al., 201924)).

In Kosovo and Republika Srpska, SMEs can be taxed on turnover rather than on profits. For qualifying
businesses in specific sectors, the PIT liability in Republika Srpska equals 2% of annual turnover; business
turnover cannot exceed BAM 50 000 (approximately EUR 25 500). Moreover, businesses need to be
exempt from VAT and not have any employees. In Kosovo, SMEs that operate in trade, transport,
agricultural and commercial activities pay a 3% turnover tax. SMEs that operate in the services and
professional activities sector, which are sectors that on average have a higher profit margin, pay a 9%
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turnover tax. To qualify for this simplified tax regime, turnover cannot exceed EUR 50 000 for
self-employed workers and EUR 30 000 for corporations (Assembly of Republic of Kosovo, 201525)).

In Albania, SMEs with annual turnover below ALL 14 million (approximately EUR 116 620) benefit from a
simplified and reduced CIT rate regime. SMEs with annual turnover below ALL 8 million (approximately
EUR 66 640) benefit from a CIT exemption. In addition, SMEs with annual turnover between ALL 8 million
and ALL 14 million (approximately EUR 6 640 and EUR 11 620) that benefited from a reduced CIT rate of
5% before the COVID-19 pandemic now enjoy a 9% CIT rate (Albanian Parliament, 20202¢)

Simplified tax regimes reduce compliance costs for SMEs and, in general, their tax burden. Simplified tax
regimes impose less complex tax rules for businesses, resulting in lower tax compliance costs. In general,
these regimes tend to impose a lower tax burden on businesses than the tax liability they would have faced
if they had been subject to the standard PIT or CIT regime. This is particularly the case for highly profitable
businesses, for which the presumptive tax base is smaller than the tax base under the standard PIT or CIT
regime. On the other hand, businesses that face high costs might forego the deduction of these costs
under the simplified tax regime and end up paying more tax than they would have paid under the standard
regime.

Simplified tax regimes might create tax-induced hurdles for businesses to grow into the regular tax regime.
Businesses that pay tax under a simplified tax regime may see a spike in their tax liability if they grow
beyond a certain turnover or taxable income level such that they become liable for PIT or CIT under the
standard tax regime. To avoid this discrete jump in tax liability, businesses might decide to split up their
business activities into separate firms or not to grow. They might also be incentivised to hide turnover or
to inflate costs to qualify for the simplified tax regime. Despite the wide-ranging advantages, simplified tax
regimes themselves might become a source of tax complexity, a hurdle for growth and a source of tax
evasion.

The restriction on the number of staff that can be hired to qualify for the simplified tax regime in
North Macedonia and Republika Srpska could encourage businesses to hire informal employees. In
Republika Srpska, self-employed workers are not allowed to hire any employees if they want to qualify for
the simplified tax regime. In North Macedonia, self-employed workers are not allowed to hire more than
one employee if they want to qualify for the simplified tax regime.

Careful design and regular tax policy evaluation are preconditions for simplified tax regimes to be effective.
Simplified tax regimes should incentivise SMEs to operate in the formal economy and to grow into the
regular PIT or CIT regime. A relatively low take-up could signal a lack of tax literacy or limited information
that is available to businesses. Overall, economies in the region tend to have ample scope to improve both
the design and evaluation of their simplified tax regimes.

The tax differentials between labour income and capital income tend to create a large
tax-induced incentive for SMEs to incorporate

In the region, the tax burden on capital income for owner-managers of closely held corporations is low
compared to self-employed entrepreneurs who are subject to the standard PIT and SSCs. Overall, the
statutory CIT rates as well as the taxes on personal capital income are low for economies in the
Western Balkans. For instance, unincorporated self-employed entrepreneurs face a high tax burden on
business earnings in Montenegro, North Macedonia, Serbia and Turkey as a result of high PITs and SSCs
compared to the lower tax liabilities faced by incorporated SMEs. Some economies, such as Bosnia and
Herzegovina and Kosovo, do not levy a tax on dividends at the personal shareholder level (IBFD, 202127;
2021p207). Because taxes on personal business income (for self-employed entrepreneurs that are taxed
under the PIT) are significantly higher than taxes on capital income, entrepreneurs face a tax-induced
incentive to operate their business in the form of a corporation rather than as an unincorporated business
(i.e. as a self-employed).
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The tax-induced incentive to incorporate will not only reduce tax revenues, but also result in additional
costs that incorporation brings. As labour income is taxed at relatively high rates, owner-managers of
closely held corporations would want to receive their remuneration in the form of lower taxed capital income
instead of higher taxed labour income (e.g. dividends). Therefore, the incentive to incorporate comes at a
significant tax revenue cost for governments. In addition, as corporations face higher non-tax costs than
unincorporated businesses, the tax-induced incorporation incentive may create additional costs for SMEs.

The tax-induced incentive for SMEs to incorporate might be weaker for businesses that pay tax under a
simplified PIT regime. SMEs that are subject to a simplified tax regime tend to benefit from a lower PIT
liability than businesses that fall under the standard PIT regime. In that context, simplified tax regimes tend
to reduce the difference in tax burden between unincorporated and incorporated SMEs, and therefore tend
to lower the tax-induced incentive to incorporate.

The VAT remains a major source of complexity for SMEs in the region

Few economies have introduced VAT simplification measures. Albania, Bosnia and Herzegovina, Kosovo,
and Montenegro have not introduced any VAT simplification measures. In Serbia, businesses with annual
turnover in the previous 12 months below RSD 50 million (approximately EUR 425 000) that have been
registered for VAT purposes during that time period are allowed to use cash accounting for VAT purposes,
provided VAT returns were filed and VAT liabilities were paid on time in the preceding year. In
North Macedonia, businesses with annual turnover exceeding MKD 2 million (approximately EUR 32 260)
are required to register for VAT purposes. Bondholders earning more than MKD 25 million (approximately
EUR 404 600) annually file VAT returns on a monthly basis, while smaller businesses that generate
between MKD 2 million and MKD 25 million (approximately EUR 32 260 and EUR 404 600) need to file
VAT returns only on a quarterly basis.

In Albania, SMEs that would like to voluntarily register for VAT encounter restrictions that could significantly
increase their compliance costs. In Albania, it is compulsory for businesses with annual turnover exceeding
ALL 10 million (approximately EUR 83 300) to register for VAT. Voluntary registration is allowed only for
businesses with annual turnover exceeding ALL 5 million (approximately EUR 41 650) (IBFD, 2021119)).
Thus, SMEs that do not qualify for the voluntary VAT registration but that would prefer to file a VAT return
might be induced to find ways to avoid having to pay VAT on their inputs, for instance by purchasing inputs
from the informal economy. Voluntary registration for VAT in Bosnia and Herzegovina is possible for
businesses with annual turnover less than BAM 50 000 (approximately EUR 25 500), provided they remain
VAT-liable for a minimum of five years.

Kosovo is considering measures that would improve the functioning of the VAT refund system. Kosovo is
considering lowering the minimum amount of VAT credit necessary for businesses to receive a VAT refund
of EUR 1 000-3 000. This reform is welcomed, as it would reduce the instances when the VAT becomes a
cost for businesses, which is the case when businesses cannot receive a refund even though the VAT
paid on their inputs exceeds the VAT collected on their sales. This reform might reduce costs particularly
for SMEs.

Simplified bookkeeping rules for SMEs are common throughout the region

As part of the simplified tax regime, SMEs can benefit from simplified bookkeeping rules."" In Albania,
businesses subject to the simplified CIT regime with annual turnover below ALL 5 million are only required
to file an annual simplified CIT return. In the Federation of Bosnia and Herzegovina, North Macedonia, and
Turkey, businesses subject to the lump-sum tax regime do not have to keep books at all (Official Gazette
of the Republic of Macedonia, 2021p2g)). In Republika Srpska, businesses under the regular regime are
required to keep several books (income and expense, permanent assets, receivables and liabilities), but
self-employed workers only have to register income and expenses. Finally, self-employed entrepreneurs
or corporations subject to the presumptive tax regime benefit from simplified bookkeeping rules in Kosovo.
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In Albania, Bosnia and Herzegovina, and Kosovo, simplified bookkeeping rules also apply to SMEs that
do not necessarily qualify for the simplified tax regime that is in place. In Albania, businesses with annual
turnover up to ALL 30 million benefit from simplified bookkeeping rules. In Bosnia and Herzegovina, cash
accounting is allowed under the PIT for businesses with annual turnover below BAM 500 000. In Kosovo,
unincorporated businesses are allowed to use cash accounting for PIT purposes if their annual turnover
does not exceed EUR 50 000.

Overall, digital services are widely used for business taxation

E-filing of tax returns is mandatory in several economies. Businesses are required to file PIT returns on line
in Montenegro, North Macedonia, Serbia and Turkey. It is mandatory to file CIT returns on line in Albania,
Montenegro, North Macedonia and Serbia. Businesses are required to also file VAT returns on line in
Albania, Bosnia and Herzegovina, Kosovo, Montenegro, and Serbia.

The online payment of taxes is foreseen in all economies. However, the e-payment of taxes in the
Federation of Bosnia and Herzegovina remains difficult in practice due to the complexity of the online
procedure and some technical problems with the online portal.

Digital services for tax purposes are not free of charge in Montenegro and North Macedonia, which is
counterproductive for tax compliance. In Montenegro, all taxpayers must purchase a EUR 110 digital
certificate to file their tax return on line. In North Macedonia, the two digital certificates that are used to
determine the electronic identity of the business when filing a tax return and paying taxes on line are not
free. These certificates are not delivered by the tax administration, but by the Clearing House KIBS AD
Skopje and Macedonian Telecom.

Moreover, electronic cash registers (ECRs) have been introduced recently in three economies. ECRs are
a great opportunity to reduce compliance costs for SMEs, provided the system works well. ECRs can
facilitate the issuance of invoices and exchanges between the tax administration and businesses; they
also ease tax control and facilitate the cross-checking of information by the tax administration (OECD,
2019p9)). ECRs are an efficient tool for lowering compliance costs, especially for SMEs, as they could
significantly reduce the costs that SMEs incur when hiring accounting services. Montenegro and
North Macedonia have foreseen financial assistance for businesses that have introduced ECRs. The tax
administration could strengthen its capacity to deliver good quality services. In addition, the introduction of
ECRs should be accompanied by training opportunities for SMEs. Box 4.6 summarises good practices with
the implementation of ECRs.
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Box 4.6. Good practices for implementing electronic cash registers

Develop the electronic cash registers (ECR) project in co-operation with all stakeholders.
It is important to develop a strategic vision of the project through a consultative process with both
internal and external stakeholders. Private and public consultations, as well as dedicated
workshops with chambers of commerce, industry and associations of the business community are
key to delivering successful ECR projects.

Select the type of data that will be transmitted to the tax authority. The seller’'s name and
tax ID, date and time, transaction value, and value-added tax payable is the basic information that
could be complemented by information on the type of good or service that has been sold, for
instance.

Set the frequency to which data will be transmitted to the tax authorities. In the
Russian Federation, ECRs have to stay connected to the communication network at all times and
transactions are transferred in real time. In Hungary, the system transmits every 30 minutes, while
in Greece and Korea, the transfer takes place at the end of each business day.

Set a penalty system for non-compliant businesses. Businesses can fail to register ECRs, to
use them properly, to issue cash receipts to customers or to transmit the sales data. The amount
of the fine associated with these failures could depend on the legal status of the business or its
size; it can either be fixed or correspond to the amount of non-reported tax obligations or the value
of the purchase. It is common for repeat offenders to face more serious penalties, such as the
suspension of business activity. In the early days of implementation, warnings may be used
instead of fines.

Foresee low-cost ECRs or offer financial assistance to reduce the costs associated with
the introduction of an ECR for SMEs. Where mobile device penetration is high, an option might
be to require the use of low-cost virtual cash registers that take the form of mobile apps.
Developers of virtual cash registers could work with the tax authorities to offer this option free of
charge to SMEs. The Ministry of Finance can also subsidise ECRs for SMEs through grants, tax
deductions or tax credits.

Phase the introduction of the ECRs. A solution could be to start introducing ECRs in larger
businesses only, as they may be able to absorb costs more easily or to upgrade existing ECRs.
Another solution could be to start with a sector with higher estimated tax compliance, as that may
prepare the ground for wider implantation.

Manage areas without an Internet connection. The functioning of ECRs relies on Internet or
mobile network connectivity. The tax administration should prescribe instructions for cases when
Internet connectivity is temporarily lost. In most cases, ECRs are supposed to keep all transaction
data in their internal memories until the connection is restored; however, storage capacity could
be limited: from 5 days in Italy to 30 in Russia. Hungary, Russia and the Slovak Republic have
special provisions for areas not covered by stable online connections.

Implement sophisticated technology to prevent sales suppression. Non-secure ECRs can be
easily manipulated by under-recording sales, physical deletion of records or the creation of fake
records. Electronic signature devices, in conjunction with a secure electronic tax register, allow each
transaction to be traced and the unique identifier guarantees that the data have not been altered since
the transaction was created.

Adapt the legislation for businesses that already have ECRs. Even in the absence of
regulatory requirements, some businesses will use ECRs for accounting and tax reporting and to
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minimise opportunities for internal fraud. Particular consideration should be given to the
possibilities to upgrade existing ECRs.

Sources: OECD (2019p29;; 2013305; 2005(31).

There is scope to provide more detailed tax information targeted at SMEs

Efforts have been made to increase tax literacy in the region. In Bosnia and Herzegovina, the Indirect Tax
Compliance Strategy (2019-2021), launched by the Indirect Taxation Authority, has helped to inform and
educate taxpayers. In Montenegro, information such as changes in legal regulations and reminders of
deadlines for submitting tax returns is regularly published on an online portal. In addition, the tax
administration has organised a “tax caravan” project in all major cities that provides information to
taxpayers about their taxing rights and obligations. In Serbia, the tax administration has organised
meetings and seminars with business associations and has launched a communication campaign via
phone calls, emails and flyers to share information on tax policy and tax administration procedures. In most
economies, businesses can find information on the tax administration’s general website, although this
information is not necessarily targeted at SMEs.

There is scope to provide more detailed tax information specifically to SMEs. SMEs might face higher
hurdles to find the correct information about their tax rights and obligations. They must be made aware of
their options for reducing their compliance costs and making paying tax as simple as possible.

The way forward for tax compliance procedures for SMEs

o Economies across the region could evaluate whether they could increase the progressivity
of the personal income tax in order to finance a targeted reduction of social security
contributions at lower incomes. Rather than levying high SSC rates on a narrow base,
economies should broaden their SSC bases and levy lower rates instead. Once the tax
administration is confident it can avoid widespread non-compliance among self-employed
entrepreneurs, SSCs should be levied on actual earnings rather than on fixed SSC bases. These
economies could assess whether there is scope to rebalance the tax mix by reducing SSCs in a
tax revenue-neutral manner, which is particularly important for SMEs at lower income levels.

e Tax administrations throughout the region could assess whether stamp duties are
burdensome for SMEs and whether there is scope to reduce or abolish them. Abolishing
stamp duties is key to maintaining the neutrality of the tax system with respect to business size.

e Tax systems should not create hurdles to the development of new forms of work such as
gig workers, while at the same time ensure that there is a level playing field across different
types of work and contract types. Governments should also ensure that gig workers are covered
under social protection systems that apply to other types of workers.

o Simplified tax regimes should:

o Be designed such that they take the average profitability of business sectors into account.
o Not create hurdles to grow into the standard tax regime. Economies could use tax return

records to assess whether businesses bunch around the eligibility thresholds of simplified tax
regimes; bunching would point to the distortive impact of the tax regime.

o Not take the number of employees as an eligibility criterion, as this type of restriction could turn
out to be counterproductive and indirectly strengthen the informal sector.
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e To limit the tax-induced incentive for SMEs to incorporate, economies could consider
rebalancing the tax burden of unincorporated and incorporated SMEs, for instance by increasing
the progressivity of the PIT, lowering SSCs when they are too high and increasing taxes on capital
income at the personal shareholder level in case they are too low.

e Economies could consider introducing value-added tax simplification measures, such as
those described in Box 4.7. All economies may want to assess whether there is scope to improve
the functioning of their VAT refund system and Albania in particular could evaluate whether it wants
to reduce the restrictions for SMEs to qualify for voluntary VAT registration.

Box 4.7. Overview of the simplified administrative procedures for VAT purposes

Simplify the calculation of value-added tax (VAT) liabilities. Under standard VAT regimes,
businesses have to remit to the tax authorities the proportion of tax corresponding to their margin,
i.e. the difference between the VAT imposed on their taxed inputs and the VAT imposed on their taxed
outputs.

e SMEs may be allowed to apply a single flat rate to turnover for determining the amount of VAT
to be remitted to tax authorities instead of requiring a detailed VAT calculation.

e SMEs may benefit from simplified input tax credit calculations, which, as a consequence, affects
the amount of VAT to be paid.

Use cash accounting rather than accrual accounting for VAT purposes. VAT systems are
generally accrual based, requiring that VAT be remitted on taxable sales where the cash has not yet
been received. Under cash accounting, VAT is paid on sales only when the cash is received and,
similarly, input tax credits are claimed only when cash is paid on a purchase.

e Prior notification of opting for a cash accounting regime and for approval from tax authorities
may be required (e.g. Germany, Greece and Hungary).

e Certain economies require businesses that choose to operate under the cash accounting
regime to do so for a minimum period (e.g. in Luxembourg, when SMEs have opted for the
accounting scheme, they must apply it for at least five years).

Make VAT payments less frequent. Most economies require businesses to file VAT returns on a
monthly basis. SMEs may be allowed to file and pay VAT at less frequent intervals. Most commonly,
SMEs are allowed to file VAT returns quarterly, semiannually or annually.

Source: OECD (2015y14)).

e Tax administrations should ensure the online payment services function properly in order
to reduce compliance costs for businesses. Montenegro and North Macedonia should assess
whether the cost of the digital certificates could be paid by the tax administration instead, to further
stimulate tax compliance and reduce the corresponding costs for businesses, and in particular
SMEs.

e Tax administrations across economies could continue their efforts to provide tax
information to SMEs, including information about the simplified tax procedures that apply.
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Notes

' The governance approach sees driving the digital transformation of the economy as a process involving
multiple stakeholders (businesses, non-governmental organisation, academia), with the government acting
as a strategist, facilitator and consensus builder. It also looks at the question of developing digital
government through a broader lens, considering many key aspects such as ICT infrastructure, digital skills
and education, digitalisation of businesses, and other factors as key prerequisites for strong and efficient
digital government. By contrast, while not necessarily ignoring all of these factors, an approach that focuses
on digital government from the public administration’s point of view has the risk of having less strategic
vision, inclusiveness of stakeholders and policy synergy between these different areas. For more
information on the OECD Framework for the Governance of Digital Government, see OECD (20214)).

2 Based on the combined share of “completely satisfied” and “tend to be satisfied” responses to the Balkan
Business Barometer Survey’s question: “Could you please tell me how satisfied are you with each of the
following in your place of living — Digital services currently provided to business by the public
administration?”.

3 The “digital-by-default” approach entails focusing on making digital public services the primary channel
of service delivery, possibly at the detriment of traditional channels (phone, in-person, etc.). This creates
a risk of aggravating digital divides and of alienating users that have a preference or need for traditional
channels. An “omni-channel” approach recognises the benefits of developing digital public services, while
ensuring their synergy with traditional channels where relevant. For more information, see OECD (2020(2)).

4 The once-only principle aims to ensure that users of digital services only need to provide certain
information to the government once, which is then shared by various administrations through the
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government’s  interoperable @ data  exchange  network. For more information, see:
https://ec.europa.eu/digital-building-blocks/wikis/display/DIGITAL/Once+Only+Principle.

5 Regulation (EU) No. 910/2014 on electronic identification and trust services for electronic transactions in
the internal market, or the eIDAS regulation, establishes the European framework for electronic trust
services and the use of e-ID. For more information, see: https://digital-
strategy.ec.europa.eu/en/policies/eidas-regulation.

6 While Turkey is also developing e-signature solutions through the use of qualified electronic signatures,
it has allowed users to circumvent this requirement by building a federated identity system, allowing users
to connect to different platforms using different digital identity management systems, thanks to attributes
that are scattered across these systems.

" The use of qualified electronic certificates often requires either acquiring them as a service from certified
private providers, therefore incurring a cost, or the use of electronic ID cards, requiring the use of
card-reader hardware. Both options also require software for reading the qualified electronic certificates to
be installed, which can be an additional burden for SMEs with less digitally skilled workers.

8 A federated digital identity system allows users to connect to different platforms using different digital
identity management systems, thanks to attributes that are scattered across these systems.

% For more information on initiatives encouraged by the OECD to promote data-driven innovation, see the
Recommendation of the Council on Enhancing Access to and Sharing of Data, available at:
https://legalinstruments.oecd.org/en/instruments/ OECD-LEGAL-0463.

19 In Albania, since January 2020, some processes pertaining to company registration are only available
on line, such as services for registering physical persons or for the suspension and reactivation of activity
by legal entities. Full digitalisation of other services related to company registration is ongoing. In Serbia,
full digitalisation of company registration is ongoing for all company types and processes (incorporation of
all legal forms of companies, changes, liquidation, issuing of electronic excerpts, etc.) and is expected to
be finalised by 2023.

" For more information on good practices to simplify bookkeeping rules for SMEs, see:

https://www.oecd.org/tax/administration/tax-administration-23077727.htm.
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