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Bosnia & Herzegovina (BiH) at a glance:

Political system:
Republic with two main entities (Republika Srbska and Federation of BiH ) plus Brecko.

Population:
4.4 million (in 1991)

3.9 million (end 2000)
Area:
51,129 sq. km. (14% arable, 20% pasture and 40% forest)

Population density:
76 per sq. km.
Main towns:
Sarajevo
526,000

Banja Luka
195,000

Zenica

146,000

Tuzla

132,000

Mostar

126,.000

Prijedor
112,000

Languages:
Bosnian, Serbian, Croatian (nearly identical)

Measures:
Metric system

Currency:
Convertible Marka (KM) = 100 Pfennig


1 USD = KM 2.20

Time:
One hour ahead of GMT in winter; two hours ahead in summer
GDP per capita:

USD  1,195

GDP per capita (PPP):
USD  5,355

Chapter 1: 
Background

1.1 Mandate, goals and methods

Mandate
On  4 February 2002 the director of NORAD's Department for Latin America, the Middle East and South Eastern Europe issued a mandate to a working group of three to prepare brief NIS strategies for Albania and Bosnia & Herzegovina (BiH)
(NIS=Næringsutvikling i Sør, i.e. Private Sector Development).

Members of the working group are


Håkon Lepsøy, NORAD/LAMS (Team Leader)
Torgeir Fyhri, NORD/ASN (Team member)
Bjørn Reite, BIP (Team Member / External Consultant)

Goals
The aim of the study is to present an analysis and a proposal of how NORAD can contribute to the development of the private sector (including trade) in Albania and BiH. 
Topics of particular interest include the identification of bottlenecks, important areas where little effort has been made and areas where Norwegian competence could be quite valuable for improvements in the private sector. The study should also try to identify areas of interest where Norwegian industry might enter into outsourcing arrangements, co-operative efforts in production, joint ventures, etc.

Methods
The Interim Poverty Reduction Strategy Paper for BiH and the Growth Poverty Reduction Strategy for Albania are regarded by BiH/Albanian Authorities as a framework for development in all sectors. The working group has prepared a desk study based on this document in order to identify the elements relevant for our mission and combined this information with general critical factors for private sector development. 
In co-operation with the Norwegian Trade Council, Zagreb, the Royal Norwegian Embassy in Sarajevo and the Royal Norwegian Embassy in Tirana, the working group made a field study including systematic interviews and company visits, and monitored other donors' activities in the countries. 
The information was then analysed and evaluated in order to identify the key elements and recommendations.

The first draft of the NIS document was presented on April 15. The second draft dated April 29, 2002, shall function as a background paper for a meeting on May 3rd at NORAD. The purpose of this meeting will be to discuss the preliminary findings of the working group with interested external parties.  After this meeting the working group will conclude and present the final documents by the end of May 2002 to NORAD to be used as a background paper in NORAD's co-operation with Albania and BiH.

1.2 Interim Poverty Reduction Strategy Paper (I-PRSP) for BiH: 
Highlights 

The Interim PRSP (I-PRSP), hereafter called "PRSP", is dated December 2001 and was issued by the BiH Ministry for Foreign Trade and Economic Relations  The document has been prepared in close co-operation with the World Bank.

The introduction calls the reader’s attention to the tragic war in the first half of the 1990s that lasted almost four years.  Out of a population of 4.4 million, 250,000 individuals (primarily male) were killed or have been registered as missing and approximately 28% of the population had to flee their homes.  The GDP dropped from about USD 2,000 per capita in 1991 to about USD 500 in 1994.

From 1996 to 2001 the official unemployment rate has been halved from 80% to 38%. (Unemployment figures are somewhat uncertain, as some employment in the informal sector might not be registered by the statisticians ). The rate of inflation has declined significantly the last 5-7 years.  By the end of 2001 the national average unemployed is abt. 5% per annum.

Politically the Dayton Accord decentralised BiH and it now consists of two entities plus Brcko. The entities are the Federation of Bosnia & Herzegovina (BiH) and Republika Srpska (RS). While the RS has retained a high level of centralisation in the organisation of its administrative structure,  the Federation of BiH has been decentralised providing significant autonomy to its ten Cantons.

One main ambition of the PRSP is to increase the private sector's share of the GDP which amounted to approximately 35% as of 2001.  Reduction of unemployment is another important goal.  To obtain this goal, four important elements should be improved: (i) macroeconomic stability; (ii) acceleration of ownership transformation (through privatisation;  (iii) financial sector strengthening; and (iv) improved environments for domestic and foreign investment.
By means of a set of measures, a reduction of BiH's dependence on donor assistance and improvement of BiH's creditworthiness is expected by the end of this decade.

PRSP:  BiH's poverty profile

According to a study undertaken by UNDP, a family of four should earn around NOK 4,000 per month in order to live above the poverty line.  However, the same survey shows that only around 12.5% of FiBH households and 4.3% in RS have earnings on this level.  The unemployed and children represent vulnerable categories. Approximately 13% of the children in BiH live in extremely poor families and 29% live in families on the edge of poverty.  Included in these vulnerable categories, the PRSP also mentions the pensioners and the elderly, displaced persons and refugees as well as the disabled and families of the deceased.

In addition the PRSP mentions four specific poverty-related issues including education, gender, rural vs. urban areas, and the ethnic and regional dimension.
 As expected, people with higher education are less vulnerable to poverty. As to gender, the female-headed households, compared with male-headed households, are at greater risk of being poor.  One major reason might be that the unemployment rate among the female labour force is higher (42.3%) than among the male labour force (24%).

As in ordinary developing countries, the level of poverty in rural areas is significantly higher than in urban areas. However, one special element must be noted: The war in BiH mainly took place in rural areas. Therefore the refugees and displaced persons are mainly rural people with temporary residence in cities.  In addition, a significant part of arable land is still unworkable due to an incomplete de-mining process.

As a result of ethnic cleansing, today RS is almost completely inhabited by Bosnian Serbs.  Bosniac (Muslim) habitation is now mainly concentrated around larger cities in the Federation, such as Sarajevo, Zenica, Tuzla, Bihac, Goradze and one part of Mostar while the Bosnian Croats mainly live in the southern, central and northern parts of the Federation. 

The difference in living standards and economic development between the BiH regions has been increasing.  Generally, the RS is poorer than the Federation.  Inside the Federation, cantons inhabited mainly by Bosnian-Croats as well as the Sarajevo canton, have the lowest poverty rate.  No adequate data exists on poverty levels among other ethnic groups, primarily Romano (Romany), who also live in BiH.

The PRSP mentions in some detail the various Constraints to Development, Actions to be taken together with Development Priorities.  For details, please see Appendix 3.

PRSP: Risks Related to Strategy Implementation

The authors of the PRSP do not try to hide the fact that Political Stability and Stability in the Region is crucial for the future economic growth in BiH.  The PRSP states: "There are still different political options in terms of the country's future, presenting the main impediment to more rapid economic development."   Further:  "...political consensus on the establishment of a single economic area in BiH is of paramount importance.  The full commitment and determination of government officials to implement the reforms, including the anti-corruption plan, would be of crucial importance for strategy implementation."

PRSP: Holders of the Activities

The primary holders of the PRSP development process will be the BiH Co-ordination Committee for Economic Development and European Integration, the BiH Council of Ministers, and Entity governments.  The Council of Ministers' Chairman will co-ordinate the overall process, and the Ministry of Foreign Trade and Economic Relations will have a lead role in the actual preparation and development of the PRSP.

Preparation of the final PRSP document 

A time-schedule exists which says that by June 2002 the document shall be finalised.  However, things take time, which is also true in BiH.  The Government in Sarajevo is aiming at presenting the final document in September 2002, i.e. before the parliamentary elections scheduled for October of this year.  

Interested parties may obtain a copy of the entire document from NORAD's Regional Department for Latin America, the Middle East and South Eastern Europe.  Copies will be available at the May 3rd meeting.

Chapter 2: Critical factors and future structure of the private sector

2.1: General critical factors for private sector development

Interviews with company executives throughout Europe have confirmed that market potential and its dynamics alone cannot assure development of new companies and investment locations. Additional critical factors are plentiful, but may be summarized as follows: political and economical stability, a reliable legal climate, good infrastructure (especially communication, water and electricity), an acceptable fiscal regime, a qualified labour force, and political determination for improvement and reforms. 
How these factors are being addressed will have a strong impact on the structure of future business and the activities in the primary sector (agriculture, fisheries and mining). This report will look closer at the sectors of small business development, trade activities and the potential for future agriculture production.

2.2 Structure of future businesses

Development of Small and Medium-sized Enterprises (SMEs) 

The business structure in BiH before the war (1992) was dominated by large, state-owned companies. Today these 2,000 companies are in the process of privatisation in order to confront a market-driven economy. This process ends the era of big company structures since most of the companies will need to be reorganised into smaller units with less employees. This is in line with the experiences from all other market-oriented countries, where the workplace now is dominated by small and medium-sized enterprises (SMEs).

There are about 15 million companies in the European Union and close to 13.6 million of these companies have less that 10 employees. At the same time there are only 15,000 companies in EU with more than 500 employees.  Thus in Western Europe we have a business structure where 90 % of all companies have less than 10 employees, 8% of all companies have between 10 and 100 employees and only about 2% of the companies have more than 100 employees.  In order to create new jobs, it is likely that a similar business structure will also develop in BiH. 

The SME sector has already proven to be the major creator of new jobs in Central and Eastern Europe as well. It is estimated that 93% of all enterprises in Poland now are microbusinesses and that 98 % of all companies in Romania have less than 100 employees. Slovenia increased its number of small companies by 83 % in 1992, 60% in 1993 and again by 40% in 1994. 
Recent numbers from the republic of Croatia show that there are now 58,000 small and medium-sized companies and about 91,000 active crafts businesses. These two groups now employ about 63% of the total workforce in the private sector. 

In every country the growth in the SME sector goes hand in hand with the implementation of creating a good environment for SMEs, establishing new commercial laws with a strong emphasis on fighting corruption. In Croatia a new ministry for "Crafts and SMEs" has been established, and an SME strategy for long-term development has recently been approved by the government.  

Development potential and possible lines of business in BiH 

The northern part of BiH has some of the best beech and oak forests in Europe and wood processing and furniture production therefore has great potential for SME development in the region. 
In addition to this nature-based line of business, there are also good possibilities for production of trout in freshwater fish farms, textile and shoe production, cast iron works and processing of agricultural products. 
The fish-farming sector still lacks the necessary veterinarian agreement with the EU in order to export their products. The Norwegian Embassy in Sarajevo is actively involved in resolving this constraint.

Trade activities

In BiH trade activities are dominated by small companies that import goods from abroad and sell them on the domestic market. There is still a limited number of good production companies operating in BiH, but little systematic effort has been made to increase the export activities. Some traders are operating in the field of wood and wood products; these traders are mainly from Italy. These are normally ad hoc operations that pay by cash and focus on unprocessed wood at a low price. The wood trade activity is not regarded as valuable among the BiH producers, but instead is regarded more as a means of survival. They want to sell processed products with a higher added value. Increased trade of high value goods is one of the main goals of the BiH authorities.  However, in order to achieve this, an improved system of creating competent SMEs has to be established. 

Farming and agricultural production

Even though BiH is mountainous and the farms are usually small, farming plays an important role in employment.  In the northern part of the country some areas with flat fertile agricultural land are still dominated by state-owned co-operatives.

The government of BiH has limited resources for subsidising agricultural production, both now and in the near future, and farming must therefore address needs in the market and look for potential exports. The farmers must also operate in close co-operation with organisations that handle agriculture processing and sales and have a strong focus on product development. 

This situation means that specific regional strategies should be made. Farmers must think and operate as an ordinary small company and base the future production on market needs. On the domestic market they have to compete against imported goods relative to price and quality. Several small facilities for agriculture processing are operating in BiH and could, to a larger extent than they do today, encourage farmers to develop production suited for their processing needs. 

Increased employment in farming can also have a positive effect on the return of displaced persons in both entities since many farmers are still living in houses in cities, waiting for development and employment in their villages of origin.

Chapter 3: Key findings from a field study in BiH. 

3.1 The present situation in BiH regarding possibilities for SME development

According to the PRSP the understanding of the importance of SME development is now well recognised by the BiH authorities. 
Bearing this goal in mind, during our visit in March 2002 the committee investigated the situation for developing SMEs in the four areas addressed in this chapter:
A. Political / administrative framework to support SMEs

B. Skills and knowledge for development and management of SMEs

C. Market knowledge and market access businesses

D. Financial sector to serve SMEs

A.   Political / Administrative Framework

Infrastructure

BiH's infrastructure was severely damaged during the war. However, much has been rebuilt with international post-war assistance.  Water supply, electricity and telecommunication sectors are now functioning well and are reliable in most parts of the country. Roads and railways are operative, but need improvements in the years to come.

Laws and regulation

There is still a lack of a complete law system for the operation of SMEs. The law on legal claims after bankruptcy is still deficient. There is also lack of commercial courts to settle commercial disputes faster than is possible today.   However, the international society is seriously focusing their attention in this area and it will most probably be in place within the next 6 to12 months . The education of official judges and training of court representatives has to be intensified to ensure fast and fair court procedures.

One problem particular to BiH is that laws and procedures are still not harmonised between the two entities and this creates extra bureaucratic and time-consuming conflicts.  The process of improving these conditions has been given high priority by the international community and the efforts are being supported and monitored closely by the Office of the High Representative (OHR) and the World Bank.

Land reform and registration of property

It is still difficult to get a clear picture of land ownership and property since the manual registers have not been maintained for some time and the ownership of property to a large extent is registered in the name of families and not individuals. A complete system for land registration is not yet in place, but there is an ongoing process of digital mapping and the introduction of a new registration system.

Registration of companies

Registration of new companies is still a rigid and time-consuming process that takes 2 to 6 weeks to complete. However, this is not a critical process since a company only needs to complete this process once and there are law firms that handle the entire process for KM 200-400 (NOK 800-1600). Plans also exist for a centrally organised registration system for companies.

Inspection and control of SMEs

In BiH there are a lot of control units that perform inspections and occasionally create unnecessary problems for investors. There have been cases where companies have been waiting without reason for up to 20 days for the inspections to be finalised.  This state of affairs might tempt officers to corruption practices, but is also due to a combination of complicated laws and regulations as well as a way to secure local taxes.  However,  the public is now focusing on these areas more than before. Hopefully a more effective system will be implemented in the near future. 

Fiscal law and taxation

The fiscal law and taxation policy is based on EU standards and the introduction of VAT is planned for the coming year. There is still a problem with uncertainty since the entities and some local bodies regulate parts of the taxation.  Nevertheless, the rate of taxation is still rather low compared with western standards and tax incentives also exist for foreign investors involving a five-year-tax holiday on profits. 

Corruption

The fight against corruption is probably one of the most important issues in order to create a new and better business climate. The situation is, however, improving as there are increased controls at the borders and investigations of high-ranking politicians and civil servants have lately taken place. However, there is still a long way to go until corruption in BiH is brought under control.

Political stability

The complex administrative structure installed by the Dayton Accords and short election periods represent serious challenges. 
In October 2002  the first election of a parliament that will hold office for a four-year period will be held. If this election is accepted by the OHR, and if both entities are serious about implementation of reform programs, significant improvements can be made. However, as BiH has a bureaucratic system as a fundament and with high unemployment and strong nationalist parties in both entities, unstable political situations ahead cannot be excluded. The situation at the municipal level will not be changed until the municipal elections in 2004.
Gender

The female part of the population is significantly represented as employees in production, trade and services, but they are not very visible as entrepreneurs. However, since the war women represent more than 50% of the student population at universities and are also strongly present in formerly male-dominated subjects such as mechanical and electronic engineering and economics. During the war (1992-95) it is estimated that 250,000 people were killed, mostly young men, and this led to an overrepresentation of women in the population. The statistics on poverty show that women are more exposed than men to poverty.  There are already organised groups of women addressing the need for entrepreneurship among women, such as the organisation "Duga" in Banja Luka that is organising several hundred women working with textile handicrafts. This means that NORAD’s efforts in the field of promoting the creation of SMEs will have to include a strong focus on the gender issue.

Environment

Because of the concentration of heavy industry, BiH was heavily polluted before the war.  The economic downturn after the war with industrial closures has therefore had beneficial effects on the environment.  The entities have responsibility for the environment. The inter-entity co-operation is described as good and an Environmental Steering Committee exists at state level.  However, there is little emphasis on environmental issues in enterprises. The laws are in place, harmonised with the EU systems, but so far little has effectively been done to reduce pollution, save energy or secure proper handling of waste material. 

B. Skills and knowledge for development and management of SMEs

Stimulating new entrepreneurs / involving young people
In BiH no programs exist that are aimed at generating new companies nor is there any systematic way of training and counselling entrepreneurs. Due to the problems with young people leaving the country, a strong effort should be made to promote the younger generations to establish their own companies. According to the existing PRSP, actions are recommended to support new entrepreneurs and thereby attempt to reduce the "brain drain" from BiH. 
Approximately15,000 soldiers are now in the process of being demobilised and this calls for additional efforts to reduce unemployment.  Training of new entrepreneurs could be a relevant initiative in this respect.

Management training

There is a need for comprehensive training programs focusing on practical management skills, in the form of "train the trainers programs", for individuals and the management of new and old businesses. There is a lack of trained managers that can handle the new companies emerging from the privatisation process, and there is also a need for practical skilled managers to run the new companies. 
In addition there is a need for better management training at the universities, especially in the fields of development of business plans, accounting, financing, marketing, and quality management (for example, ISO9000). 
Theoretically BiH has many well-educated professionals, but they lack practical experience and knowledge of concrete business methods.

Audit and accounting knowledge
There is lack of auditing and accounting knowledge, but this must be viewed in combination with the lack of implementation of a new fiscal regime. Today a large part of the economy is operating in the informal sector. This does not mean only unregistered enterprises, but also informal behaviour among registered enterprises themselves. A new system for VAT will, however, force the companies to register and this will also make the economy more open and the need for proper accounting and auditing will have to be addressed. 

C.  Market knowledge and market access

The domestic market
The domestic market is dominated by companies involved in trade and services, and not involved in production or value-added operations. More than 50% of all new companies are estimated to be one-man companies dealing with trade.  Imported products dominate the market at present, even though they could have been produced locally. 

Export infrastructure and procedures

The roads in BiH do not have the highest standards, but there are no great difficulties in transporting goods in and out of the country. Railways have recently been reopened and connected to the European rail system. BiH is also allowed to use harbours on the Croatian coast. 
The custom clearance procedures have been improved and are now fast and the standard is good, i.e. customs clearance stations exist in the major cities.

Awareness of export potential
There is an awareness of the country's export potential, but little has been done so far to attract foreign investors and foreign customers. Outside BiH, the idea still exists that this country is in a warlike situation, and staying in BiH involves high personal risk. This image is incorrect, but prevents business people from coming. There is a potential for export of articles of high demand. Examples include:
· Wood and wooden products 

· Agricultural product (berries, fruits, potatoes, vegetables, meat, etc.)

· Processed agricultural products

· Fish from fish farms

Awareness of meeting imports

BiH is importing considerably more than they are exporting. (Even though they have potential for milk production, they only produce 17% of their own needs). There is a strong awareness of the problem of excessive imports, but little has been done so far to establish domestic production. There have been some good examples whereby local producers have managed to compete with imported goods (building materials as well as fish and meat), but these producers still face the problems of unfair competition and problems of taxation on raw materials for their production while imported goods do not require similar duties. A
reas that could be explored include:
· Processing of locally grown cereals, fruits, vegetables or other agriculture-based products.

· Processing of forest products into semi-finished products or finished products

· Production of building materials for domestic use.

· Support industries, such as packaging systems, labelling, etc.

Trade agreements

BiH has signed the Stability Pact Memorandum of Understanding on Trade Liberalisation and Facilitation and is now expected to establish free trade agreements with other signatories (Slovenia, Croatia, Yugoslavia, Macedonia, Albania, Romania and Bulgaria) by the end of 2002.  
The EU is BiH's main trading partner. BiH enjoys the EU’s autonomous trade measures (ATMs) and although exports to the EU have grown, BiH has so far failed to utilise these ATMs fully because of the absence of state-level institutions able to deliver CE marking or certify compliance with EU safety legislation.  This is particularly evident in the agricultural sector (including fish farming) where the absence of proper veterinary and phyto-sanitary controls prevents the export of potentially competitive products (e.g. meat and fish) to the EU. The General System of Preferences is available, but cannot be fully utilised due to the above-mentioned reason.
D. Financial systems

Credit / financing

Financial services to SMEs have improved lately since the international banks are more present and there have been major changes in the policies from former micro credit suppliers. These suppliers are increasing their limits for credits up to KM 150,000 to 250,000, i.e. NOK 600,000  to 1 million at the same time as the financial programs of USAID and SEED (South East Europe Enterprise Development) are aiming at supporting credits from KM 200,000 and above. The Micro Enterprise Bank (MEB) even has a maximum lending limit of KM 1 million.
Still there are problems, particularly in the RS, in getting proper long term financing for production purposes. The main reason for this is the antiquated laws that hardly give banks any rights in cases of default on their loans.

Lately increased efforts have been made to support credits to SME-production companies.  This trend is likely to become stronger as the new business laws are implemented.

Incubators

A few attempts have been made in order to test the effects of industrial estates or business centres. So far these attempts are promising, but to our knowledge no structured incubators have been established to date. 
The PRSP and other official documents show strong interest in the following activities:

Entrepreneurial Centres: Centres where entrepreneurs and SMEs get support, information and training. These institutions will employ trained personnel and will be provided with equipment and information systems based on the experience of developed economies. 

Entrepreneurial Incubators: Entities that meet the new entrepreneurs' needs for business premises and also provide them with organised technical and administrative support, but only in the first and most critical years of operation.

Small Business Zones: Areas that will provide long-term solutions to the users' need for business premises and will enable entrepreneurs to share the relevant infrastructure. 
There are many unused buildings from the socialist period when state-owned companies dominated. Newly established venture funds are looking for new businesses that can move in and take over these empty buildings. The concept of locally organised Entrepreneurial Centres, Incubators or Small Business Zones seems to be a good solution for using this space and to support creation of new work places.


3.2 Matrix showing international operators‘ activities in BiH. 
(Norwegian contributions in bold)
	Sector
	Operator/Project
	Comments

	1. Infrastructure:
	
	

	Electricity
	EIB/EBRD-Stability Pact-regional programme

WB/USAID/EC/EBRD-Priority Reconstruction Programme

MFA/NORAD- Investments within water and electricity

MFA-Construction at Sarajevo airport
	Reconstruction of Physical assets within the PRP has been successful

	Water/Waste Water
	
	

	Roads
	
	

	Telecom
	
	

	2. Laws and Regulations
	Council of Ministers of BiH-Global Framework of Economic Development Strategy of BiH

OHR-co-ordination body (all foreign efforts, within institutional building)

GTZ-VAT-programme, enterprise laws, bankruptcy laws

USAID-Bank Reform, auditing standards, laws on registered pledges on moveables and shares

EU-Stabilisation and Association Process towards Stabilisation and Association Agreement, public procurement laws, legislation for moveables, FDI-laws

Bilateral donors-rationalise requirement for permits, licensing and other regulations

IFC/GTZ/DFID-Strengthen capacity of commercial sections in court
	SOROS-"too many players in the field"

Lack of implementation, but currency board and Central Bank are functioning well

	3. Registration System
	DFID-Business Registers

GTZ-Land registers

USAID-laws

SIDA-Reduce cost and average elapsed time in the process of business registration
	Business registration takes long time in Federation, faster in RS

	4. Corruption
	EC-Public Procurement laws

Council of Europe-anti corruption programme

FIAS (Foreign Investment Advisory Group)-Anti corruption strategy

MFA-support to Ombudsman at both entity and state levels- Property commission of Human Rights Chamber 
	OHR- "lack of efforts in this field"

MFA co-finances the Council of Europe anti-corruption programme 

	5. Gender
	SEED supports UNA which is the Women Entrepreneurs Association of BIH, provides services for entrepreneurs, training of local consultant, and exchanges experience and knowledge with European associations
	

	6. SME-development/financing/export/import
	
	

	Newly Privatised Companies
	WB-privatisation of banks

USAID-works towards strategic companies, financing and services
	

	Well-established SME´s
	Quick Impact Facility- CARE/USAID/WB
FIPA (reports to Ministry of Trade)- Promotes BIH for foreign investments 

SEED-financing and business services, evaluation of companies in BiH 

DFID- Focuses on the general investment climate

Commercial banks provide financing-Belgium Banking Facility-advising business banks

Micro Enterprise Bank-financing

Horizonte-fund for investments within construction (NORFUND)
	MEB is co-financed by MFA

MFA is one of the main donors to SEED

	Ordinary SME´s
	Micro Enterprise Bank- financing

 
	MEB is present, but not operative towards producers in RS, has the possibility to administrate the banking procedures for other institution

	Trade Companies
	Microfin-CARE, funded by EC and USAID
Micro Enterprise Bank- some financing

Commercial banks provide financing

Several bilateral micro credit institutions (NGO)
	

	Entrepreneurs
	Quick Impact Facility-CARE-provides services for youth enterprises 

Business Innovation Programme-Junior entrepreneurs
	QIF-focuses on traders on this issue

Lack of skills among entrepreneurs

	Agriculture Enterprises
	Microfin-CARE
MEB-financing

EC-Tempus

SEED-financing
	Tempus has been co-financed by MFA

	Farmers
	Jæren Product Development-NORAD- farm development
	

	7. Business Training at Universities
	Agderforsk- feasibility study- business training at University of Sarajevo (MFA) 

NORAGRIC-Research Collaboration Agriculture Project (MFA)
	Law students trained in old laws

NORAGRIC project more related to technical training than business

	Business Training at Schools
	
	

	8. Development of Future export potential
	
	

	Agriculture
	IFAD and Government-agriculture processing

Jæren Product Development- Export of potatoes and maize

Dairy- GENO and TINE –NORFUND & NORAD
	

	Wood/Wood Processing
	World Bank- Large scale forestry project implemented

Some exports to EC (Sweden and Italy)
	MFA/NORAD is one of the main donors to the WB forestry project

	Fisheries/Fish Farming
	Fish farming and processing- Norfish Blagaj (NORFUND & NORAD)
	Veterinary Agreement with EC is lacking

NB has been an important test case for institutional reforms

	Electricity
	Unknown
	

	Textiles
	Shoe production/trade- Norwegian Orthopaedic footwear-NORAD
	

	9. Development of Trade Agreements
	Bilateral Agreement with Croatia 

Generalized System Preferences (GSP)-Agreement closed
Southeast-European Free trade Agreement under negotiations, MoU is signed (Stability Pact Initiative)

WTO-agreement under negotiations
	

	10. Incubators/Industry Clusters
	Quick Impact Facility-CARE
	Not implemented


4. Recommendations

After being discussed at the May 3rd meeting, the following recommendations from the committee will, be presented to NORAD for possible future action.

General remarks

Until the present time a number of projects directed towards private sector development have been funded by the Norwegian government. However, closer co-operation between different Norwegian operators in the field is desired.

Recommendation: Further Norwegian involvement in the field of private sector development in BiH should entail a 3-5 year perspective based on projects already implemented and the Norwegian experience to date. Co-operation between different Norwegian operators is requested.
Recommendation: Norwegian activities in BiH should aim at benefiting both entities and all three ethnic groups. Activities have to be organised as regional projects and managed by local partners.

A. Political / Administrative Framework to support SMEs

The infrastructure in BiH  has improved and no longer represents a serious bottleneck in the further development of the private sector in of the country. 

No new initiatives recommended.
There are many international donors and organisations involved in establishing a system for legal and administrative framework in BiH. The EU, the World Bank and USAID are all heavily involved. The OHR is co-ordinating the efforts. 

No new initiatives recommended.

There is slow progress in the implementation of laws and regulations related to the business environment. Both business and land registers are incomplete, but several international donors are involved in the development of such infrastructures. 

No new initiatives recommended.
The situation regarding corruption is improving as there is more control at the borders and since high level politicians and civil servants have come under investigation. However, there is still a long way to go before corruption in BiH is under control.
Recommendation: Efforts are needed and should be discussed with OHR, MFA and NORAD experts.


There is a great need to stimulate female entrepreneurs and female business activities. 
Recommendation: Female entrepreneurs should have preference when business training and business development projects are organised. Co-operation with already existing women organisations should be addressed.

B. Skills and knowledge for development and management of SMEs.
In BiH little effort has been made to support SME development or any other systematic action to create entirely new businesses. Major efforts have been made by USAID, SEED and the EU for the provision of support to already well-established companies. (There are probably not more than 100 -150 companies throughout BiH).

There is a strong interest among central and local authorities to support SME development and to develop entrepreneurship skills; a combination of incubators, SME zones and focus on new entrepreneurs has been strongly recommended in the PRSP.

Halting the "brain drain" is of great importance for future business life in BiH. Job-creating activities should therefore be aimed at the young generation, including de-mobilised soldiers, to encourage them to stay in BiH. 

Recommendations: NORAD should further discuss the various methods of introducing entrepreneurship in existing companies and assisting  new entrepreneurs. The activities could be organised in small business centres or incubators. Environmental issues should be addressed and the projects should have a regional focus and attachment. 

Universities or institutions representing higher education should be involved in order to introduce entrepreneurship, international marketing, quality- and environmental management in their education programs.
Rural and agricultural development should focus on trying to introduce market-oriented and self-sustainable production units with a strong focus on product development since the agricultural sector in BiH cannot rely on subsidies to survive.  Positive results in this sector could be valuable in fighting poverty, as the rural areas are low-income areas in BiH.

Recommendations: Norwegian expertise in the development of rural areas should be consulted as both BiH and Norwegian agriculture have some interesting similarities. Effort should be made in order to inform selected Norwegian companies about the situation in BiH and the business possibilities in the region.
C. Market knowledge 
There are a number of good export and joint venture possibilities in BiH.  Therefore efforts should be made to connect Norwegian companies with companies in BiH. There are interesting possibilities in different sectors, such as fish farming, wood processing, metal work, agriculturally based production and leather and textile production.
Recommendations: The involvement should focus on a few chosen sectors like fish farming, forestry and wood processing, and to some extent, farming and agricultural processing. Efforts should be made to inform relevant Norwegian companies about the situation in BiH and about business possibilities in the region.
D. Financial systems to support development of the SME sector

BiH companies' access to financing has improved, but the situation is still not satisfactory. Institutions such as the MEB (Micro Enterprise Bank) have recently started offering long-term loans (up to five years) for producers. The maximum limit for loans has increased (up to KM 1 million), and the interest rate has lately been somewhat reduced. However, the situation in RS is more problematic. Producers in RS do not have the same access to loans as in the Federation due to antiquated laws that afford less security for the lending institutions. 

Recommendations: The Norwegian involvement in this field should focus on developing existing co-operation with finance institutions such as the MEB.
 


Appendixes

Appendix 1: 
Norwegian aid to BiH- / A short historical review
BiH received 5.1 billion USD in foreign aid from 1995 to 1999. The Government of Norway from 1995 to 2000 has disbursed 1,500 million NOK in foreign aid to BiH. The average annual funding form Norway during this period has been somewhere between 200 and 300 million NOK. During 2001 the annual funding from the Government of Norway declined to below 100 million NOK. Norwegian aid has mainly been directed towards humanitarian aid, peace and reconciliation, rebuilding of private houses, mine clearance, and to a lesser degree, private sector development and self-employment projects. 

However, the government of Norway is now very determined to focus more on economically sustainable efforts and job creation. The Ministry of Foreign Affairs (MFA), NORAD and Norfund have together supported important initiatives made by multilateral organisations, NGOs and private companies aimed at improving the business climate through institutional building, trade and private investments.

MFA and NORAD have supported several infrastructure projects within the water and electricity sector, both directly and within the framework of the Stability Pact. MFA has also financed the reconstruction of the airport at Sarajevo. MFA is one of the main funders of the IFC initiative, South East Enterprise Development (SEED), which is the main co-ordinator of all efforts within the SME sector. MFA has also supported the EBRD initiative Micro Enterprise Bank and the World Bank forestry project.

NORFUND has put funds into the Vienna-based Horizonte Fund that provides risk capital for FDIs within the construction sector. However, the Horizonte fund has not yet been utilised by Norwegian companies.

A Norwegian-BiH joint venture in a commercial fish farm has been made possible through investment funds from Norfund and assistance from NORAD. Several other private Norwegian companies have received assistance for feasibility studies, training and environmental efforts in connection with their co-operation with private companies in BiH. The Department for Civil Society and Private Sector Development in NORAD has also supported the Norwegian NGOs such as the Business Innovation Program and Jæren Product Development. They are both involved in programs related to small-scale private sector development. The Norwegian farmer-owned company GENO is involved in the development of a privately owned dairy plant in Republika Srpska through the introduction of the Norwegian Red Cattle.

Appendix 2: The PRSP in detail
In this appendix some details of the PRSP document are presented regarding Constraints and Recommendations plus Development Priorities (Ref. Highlights of the PRSP described in Chapter 1.2).

PRSP: Constraints and recommendations

Negative Aspects:



 
Actions to be taken:

· No sound business environment


- Stimulate sound innovative

· No innovative environment


  and entrepreneurial

· Illegal import of goods which creates 

  business environments
unfair competition in local markets

- Regulate market  

· Informal sector tolerance

              competition

· Poor collection of public revenues                     - Retain capital in the country

· Poor pay-back of bank credits


 - Reduce fiscal burden on

· Out-flow of foreign exchange abroad

   the formal sector

· High level of corruption

· Lack of regulations

· Slow process of resolving court disputes

· Unstable political situation

Management:

-    Lack of competent managers

             - Better use of human                

-    Lack of training for managers


    resources


 

-    Lack of prosecutions of criminal activities
 - Institutional training and 







   education for managers








 - Improvement of international 








   competitiveness of the








   local firms

Social Capital

 - Low confidence in institutions


- Easier operation of institutions

 - High transaction and information costs

- Resource savings








- Corruption reduction

Productive Investment

 - Inadequate investment allocation                         - Promote growth in living     

 - Low employment level                                            standard          

Ownership

 - Unresolved restitution                                           - Credit system development

 - Slow privatisation                                                  - Increase in effectiveness and

 - Inadequate management boards
   
 
   efficiency of operation                               

   and management control

 - Unresolved ownership issues in

   terms of refugees' return

Transport Infrastructure

Poor links with Europe



- Reduce transport costs,

Slow, unreliable and expensive transport

  faster and more reliable

Weak financial resources for maintenance

  delivery of goods

- Increase competitiveness

- Remove impediments to








   railway traffic revival

 - Implement agreement

   with Croatia on making Ploce

 
   

               harbour available for BiH

PRSP: Development Priorities

Priority AAAa:  Capital Mobilisation

· Maintenance of macroeconomic stability

· Privatisation, local savings mobilisation and banking sector strengthening

· Creation of enabling environment for local and foreign investment

· Encouragement of small and medium-sized enterprises

· Enabling operations of non-banking financial organisations

Priority AAAb:   Institution building

· Strengthening of BiH State institutions

· Strengthening of judicial institutions

· Public administration reform

· Corruption breakdown

Priority AAa:   Increased Employment 

· Increased self-employment

· Reduction of underemployment

· Redirection of employment from urban informal sector into formal sector

· Increase of employment in newly-established enterprises

· Increase of employment in transnational companies operating in BiH

Priority AAa:  Economic sector transition

· Elimination of barriers for foreign direct investments

· Development of money market instruments

· Tax reform

· Improved legal infrastructure

· Continuation of privatisation

· Regulatory institutions such as environmental protection institutions 
· Encouragement of SME development

Priority  AAb:  Reconstruction completion

· Road reconstruction

· Water supply, sewerage, waste

· Housing reconstruction

· De-mining

Priority AAb:  Non-production sector development

· Education system reform

· Pension insurance reform

· Social protection system reform

· Health system reform

· Public administration reform

Priority  A:   Housing development

· Development of new urban zones

Appendix : 
ROAD MAP – Initiated by EU

In order to make the EU expectations for political and economic developments in BiH very clear, The EU Commission in March 2000 developed the following Road Map, mentioning 18 important issues and their status:
Political Steps






Status (Jan 2002)

1. Adopt an election law and provide election finance

Completed

2. Adopt a Civil Service Law






In progress

3. Establish a Permanent Secretariat in the Presidency.

Agree on Chairmanship of the Council of Ministers and

adopt necessary legal amendments and procedures


Completed

4. Adopt new Rules and Procedures for the 

Parliamentary Assembly





Completed

5.  Adopt single passport





Completed

6.  Implement the Law on State Border Service and 

ensure funding








In progress

7. Allocate sufficient funding for the Constitutional

Court of BiH









In progress

Economic steps

8.    Abolish Payment Bureaux




Completed

9.    Establish a State Treasury




Completed

10.  Remove all trade barriers between the entities




In progress

11.  Establish a single BiH National Institute for Standards



In progress

12.  Adopt Law on Competition and Consumer Protections   


In progress

13. Implement Foreign Direct Investment Legislation and

adopt Restitution Legislation





Completed

Steps in the field of Democracy, Human Rights and 
Rule of Law

14.  Implement property laws






In progress

15.  Stronger engagement at all levels to create conditions

for sustainable returns







In progress

16. Implement decisions of the Human Rights Institutions

and ensure adequate funding







In progress

17.  Approve and implement Laws on Judicial and

Prosecutorial Service in the Federation and Law on Court

and Judicial Service in the RS




Completed

18.  Co-operate with OHR in implementation of Public

Service Broadcasting at State and Entity level




In progress
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