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1. Introduction

Bosnia and Herzegovina’s insolvency framework is performing well, and significant measures have
been taken to promote women entrepreneurs in recent years. However, substantial efforts are still
needed to resolve the current challenges posed by the regulatory burden and access to finance for
SMEs.

The COVID-19 pandemic has badly affected the country’s economy. In 2020, GDP dropped sharply
by 5.5%!1, and the unemployment rate increased by 0.1 percentage points?. Small and medium-
sized enterprises (SMEs) were also hit hard, with SME value added declining by 8.7% in 20203,
The transportation and storage sector and the wholesale and retail trade sector were impacted in
particular, with respective decreases of 14.8% and 13.2% in SME value added. The manufacturing
sector and the accommodation and food services sector were also hit hard, with SME value added
declining by 12.2% and 11.9% respectively. In contrast, the administrative and support services
sector performed strongly in 2020, generating an increase of 6.0% in SME value added.

In Bosnia and Herzegovina, SMEs play an important role in the ‘non-financial business economy’.
In 2018, they generated 62.7% of total value added and 69.1% of total employment, exceeding
the respective EU averages by 9.8 and 4.2 percentage points. The average productivity of SMEs,
calculated as value added per person employed, was approximately EUR 14 000 in 2018, notably
lower than the EU average of EUR 41 600. SMEs employed an average of 5.6 people, significantly
higher than the EU average of 3.7.

The SME Performance Review monitors SME-related developments across the EU.
For more information: https://ec.europa.eu/growth/smes/sme-strategy/performance-review_en



https://ec.europa.eu/growth/smes/sme-strategy/performance-review_en

Figure 1: Number of enterprises, persons employed and value added in 2018
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Micro 59989  89.2% | 93.3% 133656  24.7% | 29.6% 1.490 17.8% | 18.7%
Small 5 789 8.6% 5.7% 115968  21.4% | 19.7% 1.928 23.0% | 17.0%
M‘;?zi:c'l“' 1231 1.8% 0.9% 124431  23.0% | 15.8% 1.837 21.9% | 17.3%
SMEs 67009 99.6% 99.8% 374055 69.1% | 64.9%  5.255 62.7%
Large 253 0.4% 0.2% 167659  30.9% | 34.8% 3.124 37.3% | 47.0%
Total 67262 100% | 100% 541714 100% | 100% 8.378 100% | 100%

Source: These data for 2018 are based on data provided by the Agency for Statistics of Bosnia and Herzegovina. The data
cover the 'non-financial business economy', which includes industry, construction, trade, and services (NACE Rev. 2
sections B to J, L, M and N), but not enterprises in agriculture, forestry and fisheries and the largely non-market service
sectors such as education and health. The following size-class definitions are applied: micro firms (0-9 persons employed),
small firms (10-49 persons employed), medium-sized firms (50-249 persons employed), and large firms (250+ persons
employed).

2. Key strengths

Efficient bankruptcy and insolvency processes

According to the World Bank’s Doing Business 2020 report, Bosnia and Herzegovina scores
relatively high on the ‘resolving insolvency’ indicator, coming 37t out of the 130 economies
analysed*. This ranking chimes with recent OECD analyses (2019) where, in terms of bankruptcy
procedures and promoting a second chance for SMEs®, the country scored 2.55 (on a scale from 1
to 5, with a higher score indicating a better result), an increase compared to 2017, when it scored
2.25. In addition, on the strength of the insolvency framework index developed by the World Bank,
which indicates the extent to which insolvency legislation is designed for rehabilitating viable firms
and liquidating non-viable ones, the country achieved a score of 15 in 2020 (on a scale from 0 to
16; EU average 11.7)°.

The costs to resolve insolvency (as a percentage of the debtor’s estate) are also slightly lower in
Bosnia and Herzegovina (9% ) compared to the EU average (10.6%)’. The same trend can be seen
with the fear of failure rate, which remains significantly lower in Bosnia and Herzegovina compared
to the EU average (Bosnia and Herzegovina 27.2, EU average 39)8. However, the country still
performs below the EU average on the time taken to resolve insolvency, with 3.3 years on average
(EU average 2 years)®.

While the legislative framework for bankruptcy proceedings is regulated at entity levell?,
improvements have been made to synchronise regulations at country level. The Federation entity’s
Parliament should soon adopt a new insolvency law - aligned with the Republika Srpska entity and
Brcko District legislation - as it could play a crucial role in the coming months, when default rates
are expected to increase!!,



Women's entrepreneurship is being promoted

Several initiatives have been implemented in recent years to promote women in entrepreneurship.
In 2016, with the support of the Gesellschaft fiir Internationale Zusammenarbeit, a German
development agency that provides services in the field of international development cooperation'?,
a working group chaired by the Ministry of Foreign Trade and Economic Relations was set up. Its
aim was to improve dialogue and coordination on women'’s entrepreneurship among policy makers
from all entities'3. According to the OECD, significant improvements were seen in women’s
entrepreneurship between 2016 and 2019. On a scale of 0 to 5, the country’s performance in
terms of women entrepreneurs increased from just above 2 in 2016 to 3.26 in 20194,

At entity level, the Republika Srpska entity adopted the Women’s Entrepreneurship Development
Strategy in 2019 to increase the number of women entrepreneurs. The strategy defines the
strategic goals, programmes and activities for developing women’s entrepreneurship for 2018-
2022.These are based on the analysis of the situation, previous activities for developing this sector,
EU requirements and the needs of SMEs?>,

According to data published by the Bureau of Statistics in Bosnia and Herzegovina in July 2020,
43% of the total number of people employed in 2020 (803 326), were woment®é, At the entity
level, in the Republika Srpska entity, 30% of SMEs are owned or co-owned by female
entrepreneurs. Companies owned or jointly owned by women represented 17% of the total number
of people employed in the Republika Srpska entity in 201917,

Despite the above-mentioned improvements, national data indicate severe gender gaps in labour
market participation and in employment (20-64 age group). Gender differences continue to exist
on access to employment, quality and pay. This highlights the need to step up efforts to support
effective integration of women into the labour market.

3. Key challenges

Regulatory burden for SMEs

According to the World Bank’s Doing Business 2020 report, Bosnia and Herzegovina occupied the
184th position among the 190 countries on starting a business'®. Registration procedures differ at
the entity level. One business registration is not valid for the entire economy: a company
registered in the Federation entity, for example, cannot operate directly in the Republika Srpska
entity without obtaining additional permits, and vice versa. Moreover, there are 13 different
procedures involved in starting a business, compared to the EU average of 5.4 procedures in
2020, Obtaining licences and permits is a complex process managed by different institutions
based on their own competences.

It takes around 80 days to start a business in Bosnia and Herzegovina (EU average 12.2 days),
and it costs 13.7% of income per capita to start a business, compared to the EU average of 3.2%
in 2020. However, while these costs remain higher in Bosnia and Herzegovina than in the EU, they
were significantly cut in 2020, down from 25.2% in 20152°,

The country also ranks poorly in ‘Dealing with Construction Permits’, coming 173rd out of 190
countries in 20202, This process lasts 180 days on average, and costs are up to five times more
than in EU countries?2. In terms of time required to enforce contracts, this reached 595 calendar
days in 202023,



Figure 2: Time to register property in Bosnia and Herzegovina (in days)
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Source: World Bank Doing Business, 2020%*

Another difficulty comes from the fact that the country does not have a common approach to SME
policy planning and implementation. SMEs policies are handled at entity level, with each entity
having its own definition of SMEs. However, the country has undertaken some efforts in recent
years to simplify the business environment for SMEs?>, The Federation entity adopted a new law
in 2016 to simplify the procedures for businesses with 65% of them simplified. The Republika
Srpska entity also managed to eliminate 25% of unnecessary procedures and 60% of redundant
inspection procedures?®. Despite these efforts, the lack of a common countrywide approach to the
planning and implementation of SME and industrial policies are obstacles to developing
entrepreneurship and investments as well as to developing and implementing common COVID-19
mitigation measures for SMEs across the country.

Access to finance for SMEs

Bosnia and Herzegovina is the worst performer among the Western Balkan economies on access
to finance for SMEs?’. While external financing sources such as bank loans and microcredit loans
tend to dominate SME financing in Bosnia and Herzegovina, less traditional sources of financing
are practically non-existent in the country. Venture capital investments, as a percentage of GDP,
amounted to 0%2® in 2018.

Moreover, while some government financial support measures are available in the country, these
are developed at entity level and even sometimes at local level. This implies that support varies
across entities and regions. This represents an additional layer of complexity in terms of access to
finance for SMEs?°.

However, while access to finance is complicated for newly created companies, more established
ones can easily benefit from access to finance from banks. According to the World Bank’s Doing
Business 2020 report, on the strength of the legal rights index (on a 0-12 scale) Bosnia and
Herzegovina scored higher than the OECD high income average (7 against 6.1 for the OECD)3°,



4. Other key SME-related brief insights

IMPACT OF
COVID-19 CRISIS
ON SMES

GREEN
TRANSITION OF
SMES

REGULATORY
BURDEN

DIGITALISATION
OF SMES

To alleviate the negative effects of the COVID-19 pandemic on
SMEs, governments provided, among other things, financial
support to SMEs, increased flexibility in the payment of social
security contributions for both SMEs and the self-employed,
deferred tax payments, and loan guarantee funds. Certain
banks also offered loan repayment deferrals.3!

Bosnia and Herzegovina’s 2018-2021 strategic plan for rural
development includes some environmental protection
measures. The strategy still has to be implemented across the
country and a new post-2021 strategy needs to be prepared32.

An overly complex regulatory environment results in high
compliance costs and is a significant obstacle to
competitiveness and inclusive growth due to unnecessary
regulatory and administrative burden. The Federation entity
adopted the Federation of Bosnia and Herzegovina
Development Strategy 2021-202733. It covers 12 areas,
including the development of SMEs, entrepreneurship and
crafts, and support to the green economy and digitalisation. The
Republika Srpska entity adopted a new strategy for SME
development for 2021-2027.

In recent years, the Council of Ministers granted considerable
importance in official documents to digitalisation. However,
limited progress has been made since the adoption of the
law on e-signature as a precondition for SME
digitalisation. Some developments have been made since
2016 in the digitalisation of basic governmental services for
SMEs, such as online tax filing and the e-cadaster registry34.
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