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Introduction
Bosnia and Herzegovina is in the economic transition from a medium-income to a high-income country, and to simultaneously achieving better social cohesion. Following this road, it is committed to full integration into the EU, which strives to become the most dynamic and most competitive, knowledge-based economy in the world, and positions itself in the centre of the globalised world, rather than on its margins. 
Based on the current situation, and respecting the elements of the Lisbon Strategy, the development strategies of BH focus on strengthening the role of knowledge and innovation, completing the internal market and strengthening growth and employment in order to increase social cohesion. By this, they contribute to improvement of competitiveness, or rather, fulfilling the economic conditions to become a member of the EU society and better positioning itself globally. BH is now a partner in the Stabilisation and Association Agreement. Its application for a candidate status will follow, after which it will start receiving the EU pre-accession assistance for a balanced socio-economic development, competitiveness and optimal use of human resources. 
Changes in demographic picture of Europe (aging population, increased life expectancy, lower birth rates with significant influence on pension and health system), better protection of the environment and significance of renewable sources of energy as well as climate change, long-term sharp international competition as a result of greater economic globalisation and the economic recession make a complex external environment of BH in the period of preparation and implementation of its strategic documents.

Strategy of Development of BH should strengthen the consensus in BH community on the need of economically efficient, environmentally sustainable and socially just development for the sake of both present and future generations. Sustainable development is the guiding principle for 21 century. The focus of consensus is the acknowledgement of three dimensions: environmental, economic and social, which need to be observed with equal consideration within local, regional and national strategies of sustainable development, as well as international agreements reached within the framework of global management in order to achieve sustainable development.
Methodology of preparation of the Strategy of Development of BH
The Directorate for Economic Planning BH (hereinafter referred to as: DEP) is the coordinator of preparation of strategic documents. Coordination of these activities is going on in partnership with the governments of the Federation BH (FBH), Republika Srpska (RS) and Brčko District (BD), as well as a number of NGO sector and civil society participants.

The Coordination Board for Economic Development and European Integration, on its 33 Session, held on 25 September 2007, made a decision that, after the Medium-Term Development Strategy 2004-2007 (MTDS), the preparation of the Strategy of Development and the Strategy of Social Inclusion should follow.

On the same session, the Coordination Board for Economic Development and European Integration adopted the methodology of „convergent planning“ as a method for preparation of the Strategy of Development (SD) and the Strategy of Social Inclusion (SSI), and established the Advisory Board for their preparation.
The strategic documents development is based on a modular approach with the modules: Federation BH, Republika Srpska and Brčko District. Modular approach means that, during the development of documents, starting with the existing development documents of the individual modules, common goals, sub-goals, priorities, measures and activities are defined, pertaining to the whole of BH, i.e., entire modules as well as specific measures and activities for individual modules. Bearers of activities for all individual modules were also defined, as well as for those pertaining only to some specific modules that are different from other modules, and are, as such, particularly highlighted. 

	I) Preparation of strategic framework

	Step 1: Analysis and diagnosis
	1.1. Analysis of current strategic documents 

1.2. Preparation of brief situation analysis
1.3. Preparation of deepened situation and SWOT analysis

	In accordance with the decision of the Coordination Board for Economic Development and European Integration BH, the process of preparation of the strategies started with the analysis of the existing strategic documents of all levels of BH governments. The purpose of the analysis of strategic documents was to determine the existing development priorities – together with the goals related to the road to the EU accession – in order to serve as a baseline for determination of development goals and sub-goals of the SD and SSI. 

The analysis of the existing development documents of the government of the Federation BH, government of the RS and the government of Brčko District, as well as cantonal and municipal documents, implemented by DEP in the period 10-29 February 2008, included 50 documents.
 Goals in common to all those development strategies are: sustainable development, competitiveness, employment, and EU Integration. The analysis indicated that the policy of economic development of BH is based on creating competitive economy focused on higher employment, following the principles of sustainable and macro-economically stable development with better social justice alongside, what DEP presented to both Advisory Board and the Coordination Board, together with the review of goals and sub-goals of the related strategies.
The analysis of the development documents was followed by a brief situation analysis, undertaken by a group of experts for economic and social development. They prepared five pages for "analysis and diagnosis of the situation in the country". 

After the brief situation analysis, which aimed to identify the key transitional challenges BH is facing with, and followed after the analysis of all available strategic documents in BH, the Advisory Board and the Coordination Board for Economic Development and European Integration adopted the goals and sub-goals of the related strategies.

Two rounds of thematic workshops followed in the period July 2008 – February 2009. The first round of workshops (July – October 2008) aimed at drafting the SWOT matrix according to the sub-goals and modules (FBH, RS and BD). The results of the first round of workshops were used to check and upgrade the brief situational analysis and to draft the in-depth situational and SWOT analysis. The document called „Strategy of Development of BH – Situational Analysis“, together with the goals of the Strategy of development of BH was adopted by the Advisory Board in November 2008 as a platform for preparation of SD and SSI. 

The total number of 22 situational analyses was prepared for the SD, six of these situational analyses being for SSI. Each of the goals of the SD was analysed based on the same structure of the analysed problems: general problems in the related area; the analysis of legal and institutional framework; the analysis of financial resources; the analysis of domestic policies; recommendations, measures, and indicators (monitoring indicators and "benchmark" indicators). 
Using the previously prepared materials, the second round of thematic workshops (February 2009) was organised through modules, and involved the representatives of competent institutions of the Council of Ministers, the entity governments, the government of Brčko District, and representatives of civil society. Thematic workshops were also organised as part of these workshops. 



	Step 2: Defining strategic framework
	2.1. Appointment of Working Groups and Sub-groups
2.2. Identification of strategic goals and sub-goals
2.3. Alignment of sectoral goals into a state/national framework
2.4. Thematic workshops of the Working Groups

	In the second step, the Council of Ministers, the entity governments and the government of Brčko District appointed their representatives of the competent institutions to the Working Groups and Sub-groups according to the strategic goals and sub-goals. 18 Working Groups were formed for the five defined goals of the SD, consisting of representatives of governmental and non-governmental sector and social partners. They were the key support in the process of preparation of the SD and the body serving to provide the main inputs and new solutions. 

In the period May – July 2009, during the two rounds of workshops, the Working Groups developed a proposal of priorities, measures, and indicators for realisation of the goals of the SD. In July 2009, they submitted a first draft to the Project's Council for consideration. 

Using that document, as well as findings and experiences in their related fields, the Working Groups drew up a strategic framework related to defining priorities and measures for every strategic sub-goal of the Strategy of development. These activities resulted in the adoption of the strategic framework of the document called the "Strategy of Development" by the Project's Council in November 2009. 



	At the end of November 2009, DEP started with development of the Action Plans for BH, Federation BH, Republika Srpska, and Brčko District. 

A request to submit a three-year activity plans was sent to all institutions of the Council of Ministers, entity governments and the government of Brčko District, as well as representatives of non-governmental organisations and social partners, in accordance with the government plans, medium-term expenditure framework, Stabilisation and Association Agreement with the EU, as well as other international agreements and commitments. 
Step 3: Consultation
The process of public consultation, as part of the participatory approach, was going on throughout the whole process of strategic planning. The first consultation took place in the period of development of the situational analysis, continued during the preparation of strategic framework and setting up of priorities and measures, as well as action planning for determining the activities necessary to achieve the previously established goals, sub-goals, priorities and measures, with participation of public and civil sector representatives.

The visioning conference aimed at presenting the main idea and the concept of the SD and SSI to the key stakeholders, as well as better informing the public on the results of the process of strategic planning achieved till than, and to include the public in the process. The conference was held in Sarajevo on 24 November 2009.

Additionally, in the period March – April, ten round tables were organised with the representatives of public and civil sector. Seven of these round tables were held throughout BH, whereas three of them were held with the representatives of trade unions, NGOs and international community. 

Round tables were organised in the following places:

· Sarajevo (the Chamber of Commerce SA, 31 March 2010)
· Banja Luka (17 March 2010)

· Bihać (Chamber of USC, 7 April 2010)

· Mostar (The Chamber of Commerce of Federation BH, 29 March 2010)

· Brčko District (24 March 2010)

· Zenica (Technological centre, 6 April 2010)

· Trebinje (12 April 2010)

· Round table with Non-governmental organisations (22 March 2010)

· Round table with representatives of international community (19 April 2010)

· Round table with trade unions (26 March 2010).



	II) Action planning
The second phase of the process of development planning was drawing up of the action plans which were prepared in consultation with the key actors of the public and civil sector, taking into account commitments accepted based on international agreements, conventions, etc., the defined activity plans, the EU integration process, and guidelines of key sectoral policies. 

Action plans, which present the operational part of the strategic framework, were prepared for the level of BH, FBH, RS and BD.


	Step 4: Development of action plans for four levels of governments (BH, FBH, RS, BD)
	6.1. Requests to institutions
6.2. Direct contact and meetings

	Action planning workshops were held in the Federation BH during March and May 2010. Action planning workshops were held in the Republika Srpska during March and May 2010 in Banja Luka. Action planning workshops were held in the Brčko District on 3 March 2010.



	Step 5: Preparation of financial framework 

	Annex to the SD provides the Indicative Financial Framework for 2010, based on the overview of all financial resources for realisation of public investments during this year. Financial framework is based on the macroeconomic concept of the gross fixed capital formation, but also includes the public development expenditures, and is broken down through every goal and sub-goal of the SD.

Since the practice of operational planning in BH is insufficiently developed, the review of public investments (from both local and external sources, in the form of credits, grants and donations) is provided only for 2010, and only as indicative. Parallel with the adoption of the Framework Budget Document, it will be possible to adopt financial frameworks for the related periods.

	Step 6: Preparation of implementation framework

	Implementation framework applies the EU Open Method of Coordination (OMC) and presents an accompanying document which addresses the strengthening of the system of development planning in BH towards the common strategic goals. This is particularly important in view of advancing towards the EU, strengthening of the absorbing capacities of the country in the sense of capacities to accept the future EU funds, as well as alignment of sectoral strategies and their implementation with the implementation of the Strategies. 


	Step 7: Final Conference 

	The Directorate for Economic Planning has organised a Final Conference on conclusion of the planning process for the related development period on 28 and 29 April 2010.


Result of SWOT workshops
Planning of development process is characterised by multi-dimensional challenges:
· The development process in BH happens in an environment of increased international economic turbulences caused by a global economic recession that, due to international dependency of national economies brings about an increased unpredictability of mid-term macro-economic projections.

· The BH economy is in the process of strengthening its integration processes in the areas of exchange of goods, service, capital and information as well mobility of workforce in both internal and external market and, consequently, too exposed to the impact and competition of its surroundings.
· The political environment is dynamic, particularly the announced constitutional reform, which is, at the same time, an impetus to further reform processes and an increased risk to functioning of the economy.
· The economic environment is characterised by turbulence in the world market of food and energy, as well as demand for metals. 

· The statistical framework is insufficiently developed and harmonised with the need for the preparation of development planning documents and EU integration.

This Table presents the result of the SWOT tables developed during the workshops. The summary review of all SWOT tables is provided in the Annex.
Table 1: SWOT analysis of economic development – integrated 

	STRENGTHS:
1. Relatively stable macroeconomic environment (stable internal and external exchange rate)

2. Stable banking sector

3. Geo-position (vicinity of EU and Mediterranean markets)

4. Industrial tradition

5. A well-established basic transport and energy network 
6. Diversification of production of energy and safety of supply 

7. Excellent natural resources (unpolluted soil, climate, etc.)
8. Laws on labour and employment harmonised with standards for gender equality and other standards of the ILO.

	WEAKNESSES:
1. Unstable business environment (with high level of informal/grey economy and corruption);
2. Relatively high level of public expenditures;
3. Poor access to finances, particularly for micro and small enterprises (due to insufficient and fragmented framework for development of non-banking institutions);
4. Educational system does not sufficiently include all population, is unadjusted to market needs, with present gender discrimination and lack of policies for harmonisation of family, private and public life
5. Insufficiently developed single market within BH (registration conditions, profit tax, contributions, etc.);
6. Undeveloped infrastructure (physical, business, scientific) and low level of its services;
7. Technologically oriented foreign companies have already started leaving BH (instead of coming as much as possible) due to lack of technologically highly qualified workforce and researchers;
8. Excessive and inefficient use of energy, particularly by households;
9. Lack of institutions (bodies, laboratories etc.), laws and documents at the level of BH (strategies, rulebooks, investment programs) and slow acceptance of global and EU standards 

10. Great mined areas of potentially arable land.

· 

	OPPORTUNITIES:
1. Considerable unused resources (land, workforce, research diaspora experts);
2. Development of energy sector and services (tourism, financial services, etc.);
3. Establishment of markets and institutions at the level of SE Europe region (e.g. regional investment Bank and the centre, joint stock exchange activities);
4. Possibility of military conversion and regional specialisation;
5. Possibility of joining EU programmes (FP7, COST etc.) and use of pre-accession funds;
6. Inter-modal transport, development of ports on the Sava river and better connection to the Port of Ploče;
7. Possibility of satisfying the country's own needs for food plus export of foods;
8. Energy potential (hydro potential among the leading in Europe);
9. Development of rural entrepreneurship (organic agriculture, rural tourism, processing of wood and bio-masses); 

10. Foreign investments (new jobs, modern technologies and creation of a new entrepreneurial work culture).
	THREATS:
1. Development of political situation in BH and in the region, as well as global economic situation;
2. Deterioration of balance of payment situation and size of foreign currency reserves;
3. Possible financial unsustainability of pension and other systems; 
4. Poor integration in international systems of financial supervision;
5. Insufficient understanding of modern development processes (non-taking into account the global trends among the key decision makers; non-taking actions for improvement of business environment; non-training of workforce; non-increase of capacities to assess huge investment programmes);
6. Faster development in the neighbourhood than in BH, particularly facing the competitiveness of the companies from the EU member countries, with inadequate mechanisms of protection of domestic production;
7. Brain drain (brains and youth leaving);
8. Excessive social pressure on public budget;
9. Failure to meet international commitments, e.g.. WTO (TBT, SPS, TRIPS...) (possibility of charges made against BH);
10. Lack of awareness on the protection of the environment and resources;
11. Threat of spread of contagious cattle and plant diseases;
12. Lack of interest of international funds for de-mining of woods and arable land;
13. Genetically Modified Food: there is no control and regulations in import and production.



EXECUTIVE SUMMARY
BH is a country with firm political determination to join the European Union (EU). Thus, it tries, by its development policies, to improve competitiveness of its economy as much as possible. Consequently, it tries to fulfil the economic conditions to become a member of the EU society. Based on the Lisbon Agenda, the goal is set for BH to become the most dynamic and the most competitive, knowledge-based economy in the world, with sustainable economic development, more and better jobs, greater social cohesion and better protection of the environment. BH and Europe as a whole strongly react to the globalisation of the world with their greater cohesion, positioning themselves in the centre, rather than on its margins. The key elements of the Lisbon Strategy, strengthened through the tri-annual cycles, are: the strengthening of the role of knowledge and innovation; the completion of the internal market, and the strengthening of growth and employment for the purpose of greater social cohesion.

Following its EU path, BH prepares its Strategy of Development (SD) that will guide its development in the forthcoming mid-term period. On the basis of the existing legal structure of BH, the Directorate for Economic Planning BH (DEP) is responsible for coordination of preparation of the Strategy of development. It was prepared in a wide cooperation with the entity and BD governments, as well as active participation of non-governmental sector, academic community and social partners.

The key political, social, technological and environmental factors that influence on  international competitiveness of BH and its macrostability, its EU path, as well as its potentials to achieve sustainable development and employment are:

· The changes of the demographic picture of Europe and BH: aging population, increased life expectancy, lower birth rates, with strong influence on the pension and health system
· The climate change and growing importance of renewable sources of energy
· Long-term sharp international competition as a result of greater economic globalisation and the "medium income trap" as a threat to BH and other countries of similar development level
· The strengthening of the role of innovative and research activities that become the central element of economic development
· The global financial and economic recession with all their repercussions for economic partners of BH and BH itself
· The volatile prices of energy sources, food and base metals on the world market.
The purpose of the SD is, building upon the foundations of the EU Lisbon Strategy, to secure a more competitive, stable and self-sustainable economy. Only such economy can provide for greater employment and social inclusion of the BH society, and clear the path for the adequate and equal integration in the European family. SD identifies the priorities in achieving the goals and proposes measures and activities for their achievement. 

In the next mid-term period, the focus of BH development will be on competitiveness, macrostability, employment, sustainable development, EU integration and social inclusion. The common development goals were determined on the basis of: 

1. review of all development documents in BH, from micro to macro level, adopted till the moment of preparation of the SD, 

2. "taking over"of the goals arising from the EU road, 
which were further elaborated through the activities of the Working Groups composed of the representatives of state and entity/BD level governments, social partners, civil society and the academic community.

SD strengthens the consensus in BH community on the need of economically efficient, environmentally sustainable, and socially just development in the interest of both present and future generations. It follows the Lisbon Strategy in this, as the EU development framework, as well as the Rio Declaration from 1992, of the UN Conference on Environment and Development (UNCED).
Sustainable development is the guiding principle for 21 century. The achieved consensus marks the necessity of environmental, economic, and socially just development for the benefit of both the present and future generations. The focus of consensus is the acknowledgement of three dimensions: environmental, economic and social, which need to be observed with equal consideration within local, regional and national strategies of sustainable development, as well as international agreements reached within the framework of global management in order to achieve sustainable development.
In the domain of strengthening the macrostability of economy, the defined sub-goals are: the improvement of functioning of external sector, improvement of public finances and financial markets. Macrostability is maintained through strong and adequate internalisation of economy, its openness for ideas on what the world needs, so that, with support by state-of-the-art equipment and technology, this could be weaved into the competitiveness and export of the BH goods and services.

Thus, in the domain of the competitiveness increase, the defined sub-goals are: development of cluster initiatives, improvement of competences of human resources, development of scientific-technological as well as business infrastructure, and establishment of a single economic space. The increase of competitiveness will be achieved by identification of local business chains, strengthening of their research and development activities, adequate workforce skills, support services for business infrastructure, and clustering of firms through their firm and flexible links.

In relation to sustainable development, the sub-goals are: faster and more efficient development of agriculture and rural development, improvement of environmental management, development of environmental infrastructure and energy potentials, particularly renewable sources of energy, as well as transport infrastructure and communications. 

In relation to employment, the sub-goals are: faster creation of new jobs through the development of SMEs, better functioning of the labour market and active employment policies, as well as development of more adequate vocational education. It is necessary to use such policies in order to contribute to a double employment rate and thus bring it to the level that is acceptable for an EU society.

In the context of EU integration, the Stabilisation and Association Agreement is assessed to enter into force by mid-2011, while the provisions for the free trade zone would be implemented till 1 July 2013. BH is fulfilling its commitments from the third EU partnership, contained in the Action Plan for the period 2008 – 2012. Its new priorities and commitments will be defined by the forth EU Partnership, which will be replaced with the Accession Partnership after acquiring of the candidate status.

Social inclusion is the sixth goals of the SD, but it is also a separate document entitled the "Strategy of Social Inclusion". Reasons for such an approach are the following: 1) problems of vulnerable and socially excluded groups of society are complex and, therefore, policies aimed at social inclusion require a different approach, 2) the process of EU integration imposes an obligation (once BH becomes a candidate country) to prepare a Joint Inclusion Memorandum (JIM), as the first step, that would be based on the Strategy of Social Inclusion, and 3) preparation of the Strategy of Social Inclusion of BH and its implementation are important steps forward and would mean the fulfilment of the obligation to reform the social sector.

Macroeconomic framework and projections for 2010 – 2014

Decrease of economic activities in 2009

During the last several years, the annual rates of real growth in BH were over 5%. But, the world economic recession which started in mid 2007, caused the drop of BH economic activities in the fourth quarter of 2008 and recession of 3% in 2009. The sudden decrease in the BH export and strong drop of private consumption were the key causes of recession.
Decrease in value of export of goods and services of 16.2% resulted in the general drop of production and employment in the real sector and caused the drop of available household  income and public revenues. This caused the decrease in final consumption, particularly investments, what resulted in a sudden drop of domestic demand. The drop of money inflow from abroad on the basis of income and remittances additionally jeopardised the available income, whose decrease resulted in the drop of nominal and real private consumption. 

The situation was additionally aggravated with the "thrift/saving paradox", primarily by more stringent credit criteria of the business banks, as well as decrease of profitability of BH companies, what knocked the private investments down as well as consumption of durable goods. In 2009, the deficit of government sector increased due to fall in public revenues and slowed down growth of public consumption as well as sudden drop of public investments. 
The decrease in domestic demand resulted in the record drop of value of import of 24.2% y/y, i.e. decrease in the foreign trade deficit of 28.8% y/y at the end of 2009. 

The industrial production in BH recorded positive results in the previous years, with annual growth rates to 10%. However, global economic crisis had negative impact on BH economy too, resulting in annual decrease in production of 3.3% in 2009, in comparison to 2008. Since the mining sector was somewhat bellow, and the energy sector at the same level of production as in 2008, it can be stated that the drop of processing industry of 4.5% determined the trend of the total industrial production in BH in 2009. 

Drop of demand for export mostly affected the processing industries that are highly integrated into the world economic flows, particularly the metal industry of BH, which halved its production during 2009. Considering the important share of metal industry in total industrial production of BH, its negative contribution to total growth of 3.5% was one of the key reasons of drop of industrial production in BH. Other processing industries that sell their products on foreign markets (wood processing, production of furniture, car and machine industry) registered the drop of production and thus negatively affected the total industrial production in BH.

Negative trends in BH economy forced domestic manufacturers to lay off a number of employees. In 2009, the decrease in the number of employed persons in BH was registered for the first time in five years. According to data of the Agency for statistics of BH, the average number of officially employed persons in 2009 was 691.8 thousand, what presents a decrease in 0.4% y/y. 
At the same time, the average number of registered unemployed persons increased in 1%, what makes 597.6 thousand persons. The rate of administrative unemployment is extremely high, with 41.8% in 2009, whereas, according to the Labour Force Survey (LFS), the real unemployment rate in BH was 24.1%. 

Salaries in BH during 2009 were growing much slower in comparison to previous years. This was primarily caused by drop of economic activities and export. The average net salary in BH in 2009 was KM 790 with growth rate of 5.1%. The average net salary in FBH was KM 792 (54% growth), while in RS it was KM 788 (4.4% growth) and in BD KM 769 (5.3% growth). 
The average pension in BH amounted to KM 336
 what is 3.7% growth. This is caused by the aforementioned situation on the labour market, because pensions in BH are mainly financed from contributions that the employed persons pay to the entity pension funds. The average pension in FBH is KM 346 (1.5%), and in RS KM 320 (7.7%).

There was also a drop of the general level of prices in BH in 2009 of 0.4% (y/y). Deflation in BH was generally determined by process in the category of transport, food and alcoholic beverages. The decrease of purchasing power of citizens is another factor that contributed to general reduction of prices.

Recession also resulted in the reduction of credit activities of banks and weakening of efficiency of bank operations. In spite of this, however, the stability and liquidity of banking sector was maintained. At the end of 2009, credits amounted to KM 14.1 billion and dropped by 3.13% in comparison to the same period in 2008. This reduction was caused by decreased credit supply to sector of population and sector of non-financial companies. Responding to the increase credit risk, banks increased their active interest rates (0.21%) and introduced more stringent credit conditions.

Total deposits at the end of 2009 recorded a mild growth of 2.09% at the annual level and amounted to KM 12.19 billion, this being the increase based on reduction of the base for calculation of growth rate in the last quarter of 2008. What also contributed positively to growth of overall deposits were the citizens' deposits which recorded constant mild growth on a monthly level throughout almost all of 2009. 
Total value of gross foreign currency reserves of the Central Bank BH at the end of 2009 amounted to KM 6.2 billion, what presents a decline of 1.3%. Decrease in foreign currency reserves was caused by decline of export, foreign investments inflow, remittances from abroad, financing the deficit of the current account and inflow from banks-mothers from abroad to bank-daughters.

MACROECONOMIC INDICATORS FOR THE PERIOD 2010 – 2014

	Indicator
	Official data
	DEP assessment
	Projections

	
	2008
	2009
	2010
	2011
	2012
	2013
	2014

	Nominal GDP in mil. KM
	28,093 
	27,975 
	28,638 
	30,222 
	32,717 
	35,629 
	38,877 

	Nominal growth in %
	13.7%
	-0.4%
	2.4%
	5.5%
	8.3%
	8.9%
	9.1%

	GDP deflator (previous year = 100)
	107.3
	102.7
	101.7
	102.3
	102.5
	103.3
	103.4

	Real GDP in mil. KM (previous year = 100)
	26,175 
	27,251 
	28,172 
	29,556 
	31,920 
	34,496 
	37,612 

	Real growth in % 
	5.9%
	-3.0%
	0.7%
	3.2%
	5.6%
	5.4%
	5.6%

	Inflation measured by the consumer price index in %
	7.4%
	-0.4%
	2.0%
	1.8%
	1.7%
	1.5%
	1.8%

	Consumption in mil. KM
	28,265 
	27,979 
	28,940 
	30,688 
	32,694 
	34,799 
	37,177 

	Public/government consumption in mil. KM
	5,571
	5,905
	6,082
	6,386
	6,706
	6,974
	7,323

	Private consumption in mil. KM
	22,694
	22,074
	22,858
	24,301
	25,988
	27,825
	29,854

	Investments in mil. KM
	7,909 
	5,552 
	5,858 
	6,689 
	7,780 
	9,098 
	10,461 

	Government investments in mil. KM
	843 
	582 
	669 
	936 
	1,105 
	1,271 
	1,423 

	Private investments in mil. KM
	6,678 
	4,660 
	4,941 
	5,517 
	6,427 
	7,568 
	8,765 

	National gross savings as % GDP
	15.1%
	13.5%
	12.4%
	11.7%
	13.1%
	14.9%
	16.7%

	Government savings as % GDP
	1.2%
	-3.5%
	0.6%
	1.0%
	1.5%
	1.5%
	1.5%

	Private savings as % GDP
	13.8%
	17.0%
	11.8%
	10.7%
	11.6%
	13.4%
	15.2%

	Current account balance in mil. KM
	-3,675
	-1,769
	-2,318
	-3,153
	-3,509
	-3,779
	-3,968

	Current account balance as % GDP
	-13.1%
	-6.3%
	-8.1%
	-10.4%
	-10.7%
	-10.6%
	-10.2%

	Nominal growth of import as %
	14.4%
	-23.3%
	11.0%
	15.5%
	12.1%
	11.8%
	11.8%

	Nominal growth of export as %
	11.9%
	-16.2%
	11.1%
	15.0%
	14.8%
	15.5%
	15.5%


1. Source: Agency for Statistics of BH

2. GDP measured by expenditure approach is more than 10% higher and growth is significantly faster that the one measured by the production approach. In view of numerous drawbacks of both approaches, for the purpose of economic projections, DEP opted for expenditure GDP because it fits this purpose better.

The following table shows assessments of indicators through the entities and Brčko District

	Indicator
	2007
	2008

	
	FBH
	RS
	BD
	
	FBH
	RS
	BD
	

	GDP (in mil. KM)¹
	13,861
	7,351
	547
	
	15,657
	8,468
	591
	

	% participation in GDP²
	63.70
	33.75
	2.51
	
	63.35
	34.26
	2.39
	

	Inflation rate (measured by index of cons. prices.)³
	1.9
	1.2
	4.3
	
	7.67
	7.2
	5.8
	

	Unemployment rate⁴
	31.1
	25.2
	40
	
	25
	20.5
	31.9
	

	Average net salaries (in KM)⁵
	662
	585
	684
	
	751
	755
	730
	

	Import (in mil. KM)⁶
	9,906.47
	3,347.93
	339.52
	
	11,355.52
	4,146.52
	443
	

	Export (in mil. KM)⁷
	4,149.99
	1,671.60
	92.98
	
	4,568.97
	1,921.84
	123
	

	Coverage of import by export (%)⁸
	41.89
	49.93
	27.39
	
	40.24
	46.35
	27.82
	


Stagnation in 2010 and modest growth in 2011

It is expected that the world economic crisis will continue for the part of 2010, thus, in spite of the estimated 3% drop of BH economic activity in 2009, a mild growth of 0.7% is expected in 2010. The projected weakening of recession in the EU and neighbouring countries in 2010, should somewhat recover BH export which should start to grow again, and the overall economy alongside. 

The projections for 2010 and 2011 are mainly based on the following assumptions: 

· Real growth of GDP in EU 27 of 0.7% in 2010 and 1.6% in 2011;
· Gradual recovery of the world demand for metals in the period 2010 – 2011; 

· Mild trend of growth of the world prices of energy and food during 2010 – 2011 after their abrupt drop in 2009;
· Modest growth of remittances from abroad of 1% in 2010 and 4% in 2011;
· Financial crisis has caused the decrease of FDIs of 61% in 2009; 

· Start of use of credits of EBRD, EIB, the World Bank and other international organisations for the purpose of construction of the road network in BH in 2010 and 2011;
· Absence of significant natural disasters, particularly of drought which may seriously threaten agriculture and the generation of energy in hydro-power plants.
Considering the marginal growth of export demand (e.g. economic growth of EU 27 of only 0.7%), the expected growth of export in 2010 will be very modest and under the level in 2008. Strengthened, but still very moderate expected growth of EU 27 of 1.6% in 2011 should additionally encourage BH export. Similar situation is expected in relation to inflows of money from abroad, which could, according to the economic situation in the world and particularly the EU, could increase by only 1% in 2010, and 4% in 2011. These factors could mainly lead to marginal increase in final consumption and investments in 2010, with more significant improvement visible only in 2011. The final result of increase in domestic demand would be a gradual recovery of import, as well as re-strengthening of foreign trade deficit during 2010, and particularly in 2011. According to DEP assessments, the effects of the aforementioned factors should result in almost marginal real economic growth in BH of 0.7% in 2010, and modest growth of 3.2% in 2011.
Due to the possible increase of foreign demand and the increase of prices of stock exchange goods during 2010, the increase in production of the key branches of BH economy (metal industry, wood processing, automobile industry) is expected. On the assumption that the mining and energy production will significantly increase compared to the previous year, the nominal increase in BH export of 11% could be expected during 2010 as well as increase of index of industrial production of 3.5% compared to the previous year.

After a period of stabilisation and mild recovery during 2010, almost full economic recovery of both global and BH economy is expected in 2011. Favourable economic situation on the world markets, and significant investments in the domain of transport infrastructure and energy in BH will also have a positive influence on industrial production in BH.

According to DEP projections, during 2011, the nominal rate of growth of export is expected to increase by 15%, i.e. the real increase of 10.3%, whereas the industrial production could increase by app. 7% in comparison to the previous year.

The consequences of negative economic growth in 2009 will significantly affect the labour market in BH only in 2010. The number of employed persons is expected to decline by 3% in 2010, followed by the increase in the number of unemployed persons of 4.7%. Parallel to decrease in number of employed persons in 2010, the salaries in BH will also drop by 0.2%, particularly in private sector, due to negative economic trends in this sector, but also budgetary restrictions in the public sector.

Improvements on the labour market in BH are expected only in 2011. According to DEP estimates, the 2.1% increase in the number of employed persons in BH is expected in 2011, while the salaries will increase by 4.8% through strengthening of the BH economy. 

During 2009, the government of FBH postponed privatisation of strategic telecommunication companies and adopted the new privatisation plan for 2010. According to this plan, the start of privatisation of the majority state owned companies is planned in the amount of over KM 350 million (according to accounting value). The idea of privatisation of strategic telecommunication and energy companies is postponed till more favourable conditions on the market are obtained. Based on some estimates, the real value of the state-owned companies is 25-35% less, due to outstanding debt and other liabilities. 

The inflation in BH could reach app. 2% in 2010. The oil price is expected to increase by app. 7.9%
, whereas the prices of food will be relatively stable and unchanged compared to 2010. This would keep the inflation in 2011 around 1.8%, i.e., above the EU inflation rate, due to the specificities of the BH economy. 

A modest growth of overall deposits (1-2% y/y) is expected in 2010, contributed primarily by the sector of citizens. The increase in amounts of insured deposits from KM 20,000 to KM 35,000 in 2010 is a positive signal for deposit growth.

According to economic recovery in 2011, the credit activities of the banks will increase too, thus the credit growth rate may even reach 10% y/y. Faster growth on the deposit side will also be recorded than in 2009 and 2010 (5 – 6% y/y).

A mild growth of foreign assets is expected during 2010, i.e., gradual discontinuation of withdrawal of funds to the banks abroad which was present during the previous two years, as well as renewal of confidence of citizens in the banking sector. On the other hand, a significant increase in investments is expected during 2010, as well as withdrawal of new credits from different foreign sources (IMF, EBRD, the World Bank, etc.), and also increase in cash and deposits of foreign banks that they invest in their branch banks in BH (foreign liabilities). Considering all the aforementioned assumptions, the increase in foreign currency reserves is projected to 8% top. 

According to DEP estimates, the export in 2010 will grow at a rate of 11.1% which will be followed by the same rate of import of 11%. Higher export rates of aluminium, iron, steel and inorganic products of 30% are expected. The most important BH exporters are expected to increase their production and export and thus contribute to the growth of overall BH exports. As far as import is concerned, a significant 27% growth of mineral products, mainly oil and oil derivatives is expected and inorganic chemical products as to 25%. Due to recovery in the world automobile industries, a mild growth of 4% in export of these products is expected in 2010. The export of electrical energy presents the only positive development in the situation in 2009, and will continue with the trend of growth of app. 4% in 2010. 

Full recovery of the world economy in 2011 should lead to stronger growth of BH foreign trade and overall real economic growth projected at the level of app. 3.2% in 2011. This growth should be accompanied by private consumption, investments and export, because the increase in export of goods and services of app. 15% is expected in 2011. The import will also grow at a similar rate of 15.5%. 

Economic recovery in the period 2012 – 2014

The period 2012 – 2014 should be marked by the reversion of BH economy to the previous trend of real growth with rates above 5%. Re-strengthening of the BH foreign trade and foreign capital inflows due to the considerably improved situation on global financial markets should lead to more intensive economic activity than during previous years. This implies more intense increase in production and employment during the period 2012 – 2014, which should result in growth of income of companies and households on one, and growth of public revenues based on foreign trade and domestic consumption on the other hand. Higher income and public revenues should finally result in recovery of private and public consumption and investments.

Strong growth of industrial production in BH could be expected in the period 2012 – 2014.  More intense works on construction are expected as well as start of production in some energy facilities (thermo-electric power plants and hydro-electric power plants), which will improve the overall BH electric power balance by 25%. BH is anticipated to become a regional leader in export of electrical energy in this period. According to DEP estimates, the increase in export of electrical energy with annual growth rates of over 20% is anticipated in the period 2012 – 2014. If this is followed by finalisation of integral production in the metal industry, the annual growth rate of index of industrial production could vary from 107-109.

The period 2012 – 2014 will be marked by stronger economic growth in BH (bigger investments and volume of production in processing industries) what would reflect positively on the labour market and act as an accelerator of growth of the number of employed persons as well as faster growth of salaries both in private and in public sector.

Table: Selected indicators on the labour market of BH
	 
	2009
	2010
	2011
	2012
	2013
	2014

	Rate of change of the number of employed persons in EU (%)
	-2.3
	-1.2
	0.3
	n/a
	n/a
	n/a

	Unemployment rate in EU (%)
	9.1
	10.3
	10.2
	n/a
	n/a
	n/a

	Number of employed persons in BH (in thousands)
	691,8
	671,0
	685,1
	718,0
	761,8
	817,4

	Rates of growth of the number of employed persons in BH (%)
	-0.4
	-3.0
	2.1
	4.8
	6.1
	7.3

	Number of unemployed persons in BH (in thousands)
	497,6
	521,0
	515,8
	492,6
	466,5
	436,1

	Rates of growth of the number of unemployed persons in BH (%)
	0.9
	4.7
	-1.0
	-4.5
	-5.3
	-6.5

	Average net salary in BH (in KM)
	790
	788
	826
	885
	957
	1028

	Rates of growth of average net salary in BH (%)
	5.1
	-0.2
	4.8
	7.1
	8.1
	7.5


Source: For EU: ECFIN Autumn 2009; for BH: Agency for statistics BH, the entity Institutes for statistics, the Employment institutes of FBH, RS, and BD; DEP calculations for the period 2012 – 2014.
The inflation in BH in the period 2012 – 2014 is estimated to be 1.7% in 2012, 1.5% in 2013, and 18% in 2014. 

The growth of both supply and demand of credits and reduction of active interest rates is expected in the period 2012 – 2014. Increase in economic activity and profitability of companies, growth of wages and employment, as well as sale of strategic government owned companies will lead to increase in overall bank deposits (above 10% y/y).

The strong growth of foreign trade is foreseen for the period 2012 – 2014, which would partly reflect on trends in foreign currency reserves. The anticipated recovery of foreign financial markets would reflect on BH through regained confidence in banking sector, as well as new banking products and development of capital markets. All these inflows would influence on trends in foreign currency reserves in this period. Thus, the assumption is that foreign currency reserves would, accordingly, continue with their growth, which could, based on the DEP assumptions, reach approximately 16% (2011), 21% (2012), 16% (2013) and 19% (2014).

Stronger growth of exports in 2012 is anticipated, which would contribute to marginal reduction of trade deficit. DEP estimates that the import growth rate of 12.1% in 2012 will be lower that the growth rate of export. 

The increased rate of demand, and more favourable credit supply conditions should stimulate strengthening of private investments in the period 2012 – 2014. The increased share of construction activities and financial sector is expected in the economic growth of BH in this period. 

During 2013 and 2014, the export of goods and services will grow at a rate of 15.5%, while the import will grow at the rate of 11.8%, what would result in reduction of a trade deficit. During 2013 and 2014, the export of aluminium, iron and steel at the rates of 15% will dominate, as well as iron and steel products at the rates of 13%. As in previous years, the import of oil and oil derivatives will prevail, reaching the growth of 10%. Due to recovery of the BH economy, the demand for machinery and equipment will increase, whose import in 2013 and 2014 will grow at the rates of 18%, and 16% respectively. 

Investments
As far as investments into the energy sector are concerned, the main question that imposes is the choice of possible models of financing the construction of the new and revitalisation of the existing energy sector facilities and plants. The construction of the electrical energy system will primarily base on the funds of electrical power industries and credits of EBRD, EIB, the Japan Development Agency and other funds, so that investments in hydro-electric power plants will not be based on direct foreign investments. 

Elektroprivreda BH planned to invest KM 1.3 billion of its own funds and funds from loans in the period 2010 – 2014; out of this amount KM 93 million will be invested in the construction of  Hydro-power plant (HPP) "Vranduk". Elektroprivreda HZHB planned to construct the first windfarm from the funds of the KfW loan in the amount of KM 139 million in the period 2010 - 2014. Based on the signed concession contracts, the ETF Group plans to invest KM 1.46 billion till the end of 2014. Out of that amount, the share of investment into Thermal power plant "Stanari" (the period of 46 months from 2010 – 2014) is KM 1.1 billion with the supporting expansion of the capacity of the existing coal mine "Stanari" of app. KM 230 million, and the share of investment into the Hydro-power plant "Ulog" (till 2016) is KM 130 million.
The FBH government gave its approval to finding a strategic partner with the share to 70% for the construction of the TPP "Tuzla" Block 7, in the total amount of app. KM 1.65 billion (KM 1.15 billion FDI) and "RiTE Kongora" in the total amount of KM 2.15 billion (KM 1.5 billion FDI). By this, the FDI of investments into these two thermal power plants would amount to KM 600 – 700 million in the period from 2010 to 2014. 

According to the previous decision of the government of the Federation BH and the Parliament, the "Joint Venture" model of strategic partnership was selected with the investment share (50%/50% and 35% domestic/75% foreign partner in case of construction of thermal power plant in Zenica). The Municipality of Zenica signed a contract on joint investment, according to which a foreign partner would invest app. KM 500 million FDI within 5 – 7 years.

Based on the signed concession contracts, for construction of the thermal power plant "Stanari", the expansion of the existing mine, and the construction of hydro-power plant "Ulog" it is planned to invest KM 1.4 billion of FDI till the end of 2014. The present dynamics would secure the investments at the annual average of KM 200 – 300 million of foreign direct investments (FDI) in the period from the end of 2010 to 2014.

The overall foreign direct investments expected in 2010 would thus amount to KM 1 billion in 2010 and app. KM 1.5 billion in 2011.  

This model will also be applied in finding strategic partners in the forthcoming years (2011 and 2012) for construction of "TPP Kakanj Block 8" in the amount of KM 1.5 billion (app. KM 1 billion FDI) and "RiTE Bugojno" in the amount of KM 1.1 billion (app. KM 800 million FDI). 

In 2012, the project of joint venture will also be undertaken to invest in "RiTE Banovići" in the amount of KM 1.35 billion (KM 1 billion FDI). Thus the total FDI could amount to KM 1.7 billion in 2012, app. KM 1.8 billion in 2013, and even KM 2 billion in 2014.
The total number of the planned energy facilities construction in the period 2010 -2017 is: 6 thermal power plants, 16 hydro-power plants, and 6 windfarms with the overall investment of KM 6 billion (out of which 4.2 billion FDI).
STRATEGIC DEVELOPMENT GOALS OF BH
Vision of development
In accordance with modern views on development,
 countries with medium-high income, such as BH, on their road to high-income countries
 need to focus on education, foreign trade, competitiveness and mobility of labour, in order to achieve log-term prosperous development. 
The idea of "Bosnia and Herzegovina in the European Union" should be the guiding principle of every segment of social and political community in the country and the driving force of the necessary compromises. As a country which is strongly determined to join the EU, BH will improve functionality and competitiveness of its economy by its development policies. Thus, it will meet the economic conditions to become a member of the EU society that strives to be the most dynamic and the most competitive in the world and, at the same time, the society that is globally well positioned.

Squeezed in the "low income trap", between the low-income countries that compete with their low wages, and the high-income ones, which compete with their highly innovative products, BH inevitably needs to develop new, adequate strategies of development. These would indicate the areas of the BH economy that must achieve the economy of scale and global technological leadership.

The first strategic goal: Macroeconomic stability
Current situation
To escape the "low income trap" in this era of a global economic crisis, BH needs to achieve macroeconomic stability by restructuring and gradual reducing of its relatively big public sector and public consumption, at the same time re-directing its spending on public administration and social transfers to the spending on public investments in infrastructural projects and social investments.
The key precondition for the fulfilment of a dynamic mid-term economic growth in BH is an accelerated implementation of structural reforms that will lead to the improvement of total factor productivity, i.e. the competitiveness and flexibility of the economy of BH, as well as an increase in savings and investments, and, therefore, a greater degree of export and employment and, ultimately, a higher quality of life for its citizens.

Given the relatively low level of income per capita, the rate of economic growth below 7% per year can be considered as modest for the economy of BH enabling it to achieve at least the level of the lowest developed EU countries in the foreseeable future. Nevertheless, the growth of BH industry began with a powerful slow-down in 2007, which dragged down the growth rate of the entire economy.

The core inflation, amounting to 3 % per year, has been under the firm control for several years. The successful functioning of the Currency Board was a result of the cumulative effect of several factors: the high level of political and public support to the reform of the monetary system, the great confidence of the population in the reserve currency, the clear and simple goals set by the Central Bank of BH and their legal basis, the legal restrictions on the activities of the CB BH in terms of issuance of money, the political independence of the CB BH and the transparency and responsible behaviour of the Board. In a decentralised fiscal system in BH, the independence of the Central Bank guarantees the country’s monetary stability.

The main macroeconomic challenges that lie before BH in the next mid-term period are of a fiscal and foreign trade nature. They can be cited as:

· High level of public consumption

· High budgetary deficit 

· High public debt, and

· High current balance deficit 

BiH belongs to the group of countries in transition with a relatively high level of public consumption (alongside Hungary, Belarus, Croatia, Montenegro, Ukraine and Serbia)
. Despite a relatively high share of public consumption in GDP that goes above 40% in Republika Srpska and 50% in FBH, a strong growth in public consumption is recorded, primarily in the segment related to contributions for employed persons and social transfers (Table 4).
Table 4.  Structure of total public consumption in BH – economic classification
	in mill. KM
	BH 2006
	BH 2007
	BH 2008
	FBH 2006
	FBH 2007
	FBH 2008
	RS 2006
	RS 2007
	RS 2008
	IBH 2006
	IBH 2007
	IBH 2008
	BD 2006
	BD 2007
	BD 2008

	Salaries and compensations
	2.158
	2.475
	2.739
	1.195
	1.381
	1.427
	466
	562
	651
	431
	462
	583
	66
	70
	78

	Material expenses
	1.488
	1.949
	2.163
	1.053
	1.196
	1.299
	218
	554
	626
	113
	109
	192
	104
	90
	46

	Transfers and subsidies, including the capital grants
	3.742
	4.354
	4.783
	2.539
	3.286
	3.598
	1.203
	1.020
	1.138
	
	
	
	
	48
	47

	Capital expenditures
	258
	522
	634
	81
	112
	151
	135
	370
	367
	31
	25
	73
	11
	15
	43

	Payment and servicing of debt
	365
	339
	424
	193
	216
	250
	172
	123
	174
	
	
	
	
	
	

	Other (including the remaining resources)
	365
	431
	350
	
	
	62
	222
	220
	184
	122
	190
	76
	21
	21
	28

	TOTAL
	8.376
	10.070
	11.093
	5.061
	6.191
	6.787
	2.416
	2.849
	3.140
	697
	786
	924
	202
	244
	242


Source: Documents of framework budgets of the Institutions BH, FBH, RS and Brčko District (2008-2010 and 2009-2011)

Salaries and material expenses make over a half of total public expenditures. In the course of 2000, the budget recorded a surplus throughout 2007. However, since then they have recorded a deficit, while the goal is to reduce this to the relatively lowest possible level.
 The volume of internal public debt is not yet precisely quantified, since it is related to the process of verification of old foreign currency savings and war damages, restitution that still has to be carried out and the losses borne by the public sector institutions.

With the adoption of a set of laws (on debt and guarantees as well as on the method of settlement of obligations relating to the old foreign currency savings) and a strategy on the method of settlement of domestic claims at the entity level, initial prerequisites have been created to start resolving the issue of the overall internal debt. 

Indirect taxes, or, more precisely, value added tax, are the prevailing source of financing public consumption. The great importance of revenues from indirect taxes for budgetary revenues of all levels of governance (almost one half of total revenues of all levels of governance in BH are the indirect tax revenues
, and almost 55% of total tax-related and contributions’ revenues) is particularly obvious if they are compared with the structure of public revenues in the EU and OECD countries and if we compare the revenues based on direct taxes. That is why a radical reform of direct taxes is urgently needed.

Recently adopted legislation in the area of direct taxation has brought the entity systems of direct taxation closer to one another, however, in the coming mid-term period, there would still be the task of further harmonisation of direct taxation systems in FBH, RS and BD, so that the tax burden for citizens and companies would be harmonised at the state level (or at least to have the tax bases and rates for calculation of income taxes and contributions, as well as budgetary subsidies for non-budgetary funds
 harmonised in all parts of BH), and to simplify taxation procedures, it is intended to further reduce the tax burden of the workforce (particularly in FBH, where the introduction of new systems of taxation of income and contributions in 2009 may even lead to an increase of the tax burden for above-average salaries in comparison with the previous system), and also intended to strengthen the single economic space in BH. 

High contributions for healthcare result from the fact that a great portion of the population is not formally employed, and that, for some employees, salaries are not reported fully and a significant number of citizens is free from payment of their contribution.  
High contributions for pension insurance stem from the fact that the burden of payment lies on a relatively small number of active holders of insurance.  On the other hand, the number of pensioners, particularly those who have not paid their contributions long enough, is constantly on the increase (so, 1/3 of pensioners are under the age of 65). The average ratio between the number of pensioners and the number of active holders of insurance who pay their contributions in BH in 2009 was 1:1.37 (FBH 1:1.36 and RS 1:1.38) whereas in February 2010 this ratio was 1:1.30 (RS 1:1.27 and FBH 1:1.31) what indicates that both systems are difficult to maintain on the long run.

Table 5: Pension systems in FBH and RS, 2006 – 2008

	 
	FBH
	RS

	 
	Number of pensioners
	Number of contribution payers
	Average pension (KM)
	Number of pensioners
	Number of contribution payers
	Average pension (KM)

	2006. ø
	310,744
	439,181
	238
	194,508
	278,725
	210

	2007. ø
	318,859
	461,269
	284
	198,926
	285,105
	230

	2008. ø
	335,799
	482,424
	340
	204,917
	299,574
	297

	2009.
	
	
	
	
	
	

	ø
	350,248
	477,223
	346
	213,840
	295,424
	320


Source: Entity PDI Funds and entity statistics.
The structure of governance in BH encompasses a great number of autonomous fiscal parts (the institutions of BH, Federal Government, the Government of RS, Brčko District, 10 cantons in FBH, 79 municipalities in FBH, 63 municipalities in RS, 3 non-budgetary funds in FBH, 4 non-budgetary funds in RS, and two entity Directorates for Roads). The system of fiscal management is considerably complicated and the issue of the fiscal coordination is of crucial importance for fiscal sustainability and macroeconomic stability of BH. This level of fiscal decentralisation, alongside the un-harmonised methodology of reporting fiscal data represent a serious obstacle to the monitoring and planning of fiscal policy at the level of Bosnia and Herzegovina. Having in mind all the aforementioned facts, the authorities of BH have established a supreme coordination body in the area of the public finances of BH – the Fiscal Council of BH. With the adoption of the Law on the Fiscal Council BH and with the establishment of the Fiscal Council, preconditions have been created to manage fiscal policy more adequately, since it has to be focused on the reduction of the size of the public sector and increase of its efficiency. 

The Ministries of Finance in BH are currently modernising the processes and systems of the planning of the budget, through the introduction of mid-term budget and program-based budgeting. The program-based documents are the way in which budgetary users can present their budgets in a program for​mat, i.e. to present how much funding is allocated to each of their program activities, and which expected results might be achieved by those funds. This enables ministers, governments, parliament and the public to measure the effects of programs in terms of their efficiency and effectiveness, i.e. to assess whether a program provides expected value for the invested money. In the forthcoming period, we need to continue the reform of the introduction of program-based budgeting, defining the effects of the programs in the public sector, as well as regular measuring and re-evaluation of effects.

Current account deficit as a GDP % ranges from 15.5% (2004) to 6.3 % (2009.). Due to global economic crisis which lead to narrowing of trade and other economic flows, the oscillation of deficit at the level of 10% GDP is expected in the forthcoming period, unless strong economic policy measures are undertaken.

Current balance deficits are caused by great trade deficits. Since 2005, trade deficits have been registered in other European transition economies, except for the Czech Republic; however, what represents a challenge in the case of BH is the size of deficit that has narrowed down only due to the global economic crisis.

Deficits are the consequence of a very narrow export base, particularly in RS, that is based on raw materials and their rough processing. The 15 leading products cover over 4/5 of export. Progress in structural reforms needs to be focused on support to growth of total factor productivity, which should serve as a basis for the growth of productivity and export, already currently at the stage of economic development. 

The challenges in the coming period relating to external sustainability, i.e., financing of the current account deficit of BH will be reflected in a reduced inflow of capital, foreign direct investment, remittances from abroad, foreign tourists, as well as a decrease in exports caused by a decrease in the demand for, and the prices of basic metals.

BiH has an insufficiently developed and competitive export sector, which imposes a need for intensified activities to boost it, so that BH products with higher rate of added value could be sold in the international market. Efficient, export and market oriented institutions; the rule of law, developed education/training, developed infrastructure, technological readiness and commercial innovation are of paramount importance for efficient participation in international trade. 

The greatest barriers to achieving the full potential of free trade in SEE are the non-tariff barriers, such as complex regulations and standards for products, and burdensome customs procedures. For the solution of non-tariff barriers we need to secure the active participation of a number of government agencies, private sector associations and individual companies, as well as a high level of international and regional cooperation.

BH has been recording a stable growth of foreign currency reserves, which have been, in the last five years, above four-month level of import of goods and services. Inflow of money through the remittances from abroad, foreign direct investments and foreign banks’ liabilities have contributed significantly to the stability of foreign currency reserves and the currency board. However, in spite of all these factors, the current account deficit has remained rather high and, together with the imbalance of government accounts it represents a risk to macroeconomic stability.

Table 6: State of the banking system deposits in FBH and RS, 2006 – 2008
	State at the end of the period in 000 KM
	2006
	2007
	2008

	
	FBH
	RS
	FBH
	RS
	FBH
	RS

	
	
	
	
	
	
	

	Deposits*
	8,379,322
	2,582,805
	10,190,977
	4,586,511
	10,461,841
	4,702,504


*Sources on the amounts of credits and deposits are the entity Banking agencies.

The strengthening of domestic private savings can not be achieved without strengthening the profitability of companies. Without it, stronger growth of institutional investors (primarily mutual funds, insurance companies, and pension funds) is not possible, regardless on whether legal and regulatory framework allow for it or not. 

The banking sector in BH has made significant progress and undergone the transition phase as part of the integral investment effort of a small number of banks from EU member countries in the neighbourhood of BH, which are the most active banks in the European transition countries. The assets of these foreign banks have a 94 % share of the overall assets of the banking sector of BH, which puts BH among the transition countries for which foreign banks have the highest significance 

Financing of development in BH is mainly centred in commercial banks. Commercial banks control over 90% of the financial assets in BH, whereby five banks with foreign capital totally dominate the banking sector in the country. Strong reforms of the financial sector, focused primarily on its diversification, will secure an increase in the currently low rate of national savings of 10 – 12% of GDP to a much higher level.

The financial system of BH is bank-centric, given that, as from 2001, there was no significant development of non-banking financial institutions and non-banking financial instruments.

[image: image2.png]3 ®BiH

¥ Monten.

¥ Albania
®Serbia

¥ Maced.

Croatia

2001 2002 2003 2004 2005 2006 2007 2008





Graph 1: EBRD: Assessment of development of Western Balkans' non-financial institutions 2001 – 2009.
[image: image3.png]2009
® Croatia
2007
™ FRY Maced.
2005 -
2003 pm—— = Albania
e m Monten.
2001 p————
u T m BiH

<
~
«
s





Source: EBRD, Transition report 2009.
According to the share of emigrants as against the total population number, BH is the second country in the world. Diaspora has significant capacities, including the financial potentials. Their financial influence has so far dominantly reflected in remittances, formal and informal flows. These remittances have a considerable effect on macroeconomic stability, or more precisely, improvement of the balance of payments and reduction of poverty.
 
Key challenges to the improvement of macroeconomic stability
In the coming 5-year period, fiscal authorities in BH are faced with great challenges. The global economic crisis requires fiscal stimuli as an incentive for aggregate demand and employment. The social crisis, as a product of economic crisis, requires the careful balancing of measures in order to achieve re-distribution effects to the benefit of those segments of the population with lower income and salaries.

Fiscal deficits and inherited obligations require urgent measures for the restructuring of budget at all levels of governance for the purpose of securing their sustainability. Due to the inherited deficit from 2008 and 2009, in the coming years the country should aim at a slight fiscal deficit to be able to secure, in the period from 2010 to 2013, fiscal sustainability in line with EU criteria.

The restructuring of the government budget with the aim of decreasing public consumption and social transfers will create space for structural reforms, a more relaxed level of social contributions and a decrease in the tax burden on the labour force in BH. By harmonising a consolidated fiscal goal in BH with the rules in force in the EU in the period of association and stabilisation represents a platform for fiscal consolidation that would enable the supervision of the fiscal position of BH by the EU and other international institutions (IMF, World Bank) and, ultimately, a smooth and painless accession of BH into the EU. 

Fiscal deficits and uncontrolled borrowing as well as high the deficit in current accounts may destabilise the monetary system and jeopardise the macroeconomic stability of the country. Measures that may be undertaken by the governments in BH, as well as the system of inter-governmental fiscal relations as a whole must be adapted to the conditions dictated by the existence of the currency board, with the goal of contributing to the stability of local currency and prices.

The EU integration and obligations undertaken by the signing of the Stabilisation and Association Agreement and other international obligations require from the fiscal authorities of BH the obligation to adopt the taxation standards and fiscal rules of the EU, as well as the obligation to put into practice tax and other structural reforms in the segments that influence the overall fiscal position of BH. 

Greater harmonisation of taxation implies the strengthening of the single economic space, the full functioning of market mechanisms and improvement of the competitive position of domestic companies. Harmonisation of taxes makes it easier for foreign investors to invest and for major companies to run their businesses in BH. The expected effect is the elimination of detrimental tax competition between the entities and BD, and the increase in revenues from direct and indirect taxes.  

The modernisation of tax administrations in BH, in line with EU standards should contribute to the increase in the efficiency of administrations, the removal of fiscal barriers, reduction of operational costs and tax evasion, as well as decrease in taxation costs for compliance of tax regulations by tax payers, which is of great importance for the maintenance of the solvency of companies and their competitiveness. 

The escalation of social entitlements covering different categories of the population, alongside the problem of the demographic aging of the population and the poor growth of employment has created a great pressure on budgets. The assumed obligations towards the war veterans and disabled persons, with an increase in the number of pensioners as a result of more relaxed conditions for retirement, as a way to solve the surplus of the workforce after the process of privatisation or in the processes of bankruptcy and liquidation, are powerful generators of fiscal deficit. 

The implementation of public administration reforms and those in the social and sector of war veterans and the reforms of pension and disability insurance
, in the domain of healthcare and health insurance, together with insurance in the domain of employment, as well as gender budgeting, will contribute to fiscal consolidation and create preconditions for structural reforms in the economy, and the public sector.

The obligation towards the EU and other international organisations represents both threat and opportunity. Rigorous international obligations and EU standards require sharp cuts in the fiscal policy, but also represent a catalyst for taxation and structural reforms, and a cohesion and integration factor for management of public finances and the creation of a single economic space in BH. 

The reduction of trade and current account deficits and maintenance of a stable level of foreign currency reserves are the most important goals for strengthening sustainability of foreign accounts in the coming mid-term period.

Support for the growth of export will be one of the priority policies to decrease the trade deficit that should lead to the decrease of the current account deficit. Likewise, the growth of the share of private sector in the creation of GDP (to the app. level of 70 % by the end of 2013, which is the average value of the new member countries of the EU), and particularly the share of FDIs, will be an important prerequisite for the growth of export, given that companies with a significant share of FDIs represent the greatest exporters in BH. 

The growth of private sector and the ability to attract FDIs will not only have a positive effect on the diversification of BH export, but will also improve its structure towards a decrease in export based on raw materials to the benefit of increase of share of goods and services with a much higher added value. In addition to this, the inflow of FDIs will significantly contribute to the maintenance of a stable level of foreign currency reserves. 

On the other hand, stronger support for agricultural production, will enable a greater substitution of imports with domestic products and services and thus contribute to a decrease in the trade deficit and deficit of the current account.

· Completion of privatisation in both entities by the end of 2013; 
· Restructuring of companies in state ownership as well as the companies privatised through public entry of shares;

· Reduction of the tax and non-tax burden on the economy, particularly in the sphere of contributions;  

· Increase in the mobility of the labour market in BH;

· Reduction of the grey economy and other forms of unfair competition; 

· Improvement of the business environment, particularly in terms of the greater protection of investors (by acceleration of the process of enforced execution of contracts and increase in the efficiency of courts).

A certain risk for the stability of foreign currency reserves lies in the Eurisation of the economy. It is particularly great given that the Central Bank of BH has only one instrument of monetary policy at its disposal – the mandatory reserves policy. According to IMF research, the level of foreign currency reserves is especially sensitive to the trends of Eurisation of the economy.
 E.g., a 10 % exchange of deposit in KM into the Euro deposit would lead, according to the calculations for 2006, to about 29 % decrease of foreign currency reserves. 

In order to maintain a stable level of foreign currency reserves and currency board as well as financing the current account deficit, a set of reforms will have to be introduced, the most relevant of which are: 

1. Structural reforms and the strengthening of the competitiveness of the economy for the purpose of a greater inflow of FDIs and the growth of export:

2. Diversification of institutions and instruments of the financial sector and the strengthening of the stability of the banking sector;

            3.   Greater support for exporters and export.

In the next mid-term period, the banking sector will undoubtedly keep a leading position within the financial sector of BH.  But the development of the banking sector has approached the upper limit of its growth for the given level of economic development so that, now, attention should be paid to:

· The strengthening of the aggregate offer of economy, and

· The development of non-banking financial mediators.

Only by the strengthening of the profitability of companies can an increase of domestic private savings be attained, which is now very low, so that the economic growth of the economy in BH has mainly been based on the „import“ of foreign savings. In the coming mid-term period, the role of foreign savings will be greatly reduced due to the negative effects of the global economic crisis.

In parallel with reforms focused on the real sector of economy, it is also necessary to undertake the reforms directed towards the pension funds and to the liberalisation of mutual funds, as well as insurance and leasing companies. This needs to be followed by the reform of the regulatory framework of financial mediation in BH, e.g. the establishment of multi-sectoral regulators for non-banking services.

In the context of the diversification of the financial sector, it is important to develop financial instruments, primarily state bonds. As the practice of the countries of Central Europe has shown, it is viable in the environment of transition countries. This will act as a catalyst in the financial market (the structure of interest rates, price of securities, credit insurance); contribute to the diversification of bank assets (where, for the time being, credits are completely dominant) and the development of institutional investors. To a certain extent, this can contribute to a decrease in bank interest rates.

The capital market can offer to companies and other economic entities an alternative to financing and investing. In parallel with the development of the economy and the deepening of financial mediation financial flows in the capital market will be increased. It can be greatly helped by the solution of the transition „package“ – on the one hand, improvement of corporate management, restructuring of companies and improvement of institutional framework and regulatory supervision, and, on the other hand, the convergence-driven development (by economic convergence with EU), and, by the arrival of foreign investors.
Financial regulation and supervision should be made more efficient and modern, harmonized with international standards, with the emphasis on seeking the optimal balance between costs and benefits of regulation. Thus, at least  non-banking financial regulators at entity levels should be integrated. Standards and methodology of supervision over all financial sector institutions should be improved in order to reduce the risk of financial instability.
In the next mid-term period, BH will especially focus on the establishment and development of the cooperation of the regulators of the financial market in the neighbouring countries (exchange of information on supervision, harmonisation of regulations, etc.), improvement of trade though linkage of stock exchanges in the neighbourhood, establishment of cooperation among development banks and institutions of a similar type with the aim of exchanging experiences in the implementation of measures for providing support to the financial sector in order to mitigate the negative effects of the world economic crisis, as well as the establishment and continuation of  cooperation among financial institutions in the region, and in a broader context, which are interested and have potentials to invest into the real and financial sector (by investing into the purchase of securities or directly).

Priorities for improvement of macro-stability and measures of its achievement
1.1. External sector
The development of learning organizations, i.e. those that learn and develop continuously, is the elementary precondition both for long-term sustainability, growth and development of these organizations as well as productivity growth and competitiveness of the economy.Development of institutions and instruments to support imports and exports and development of adequate competencies are a precondition for the export increase. Raising awareness of consumers in BH on the need to decrease addiction on import and on the quality of domestic products will contribute to reduction of the foreign trade deficit.

Education and information provision to the exporters and promotional activities for raising awareness on the importance of export are a precondition for the export increase. Development of human resources and human capital is one of the key conditions for productivity increase and competitiveness, leading to the BH increase of the export base and foreign trade. Additional education also motivates innovativeness, skills, development and sale of new products, as well as opening new companies in branches where BH has competitive advantages.


Priority 1: Attracting FDIsExpansion of investment activities would lead to an increase in the production base necessary to generate economic growth. Furthermore, the increased potential of attracting foreign capital would lead to the profiling of the domestic economy through broadening of range of export products, because a significant portion of foreign investors have already defined chains of distribution and sale of products that could be used for the placement of products produced in BH. Investments represent a precondition for maintenance and increase of production, and, consequently, for increase of export.

Measure 1: Creating conditions for creation of „investment products“ 
Attracting and keeping FDIs plays an important role in the creation of new jobs, increase of export, transfer of technologies and managerial skills. FDIs also contribute to the increase of productivity and competitiveness. 

It is, therefore, important to improve and stabilise the business environment in relation to those in the neighbouring countries and define the „investment products” in the real sector of economy, particularly industries, that may be more attractive than those in other countries.

In order to bridge the competitiveness gap as fast as possible, and to encourage faster growth of export, it is needed to establish the development corridors (places of effective connections between domestic and foreign companies, supported by the activities of the state, educational and financial institutions) where investment platforms will be particularly important.

Measure 2: Creation of systemic conditions for public-private partnership
It is necessary to develop a systemic framework for accelerated growth of different forms of partnerships between private and public sectors so that, in this domain, particular attention needs to be paid to attracting foreign investments, where foreign investors would be attracted to join the strategic development projects of public-private ownership.

The key goals that need to be achieved through public-private partnership are linked to the investment into the physical infrastructure, above all, transport and energy, but also scientific and technological and business infrastructure, which would be the basis for the increased productivity and competitiveness of the economy of BH.

The capital owned by the private sector in combination with the mechanisms of the public sector, secures the prerequisites for successful projects, e.g. in the domain of project financing. Foreign investors are more flexible and ready to take part in the realisation of concrete projects when their partners are the state/entity/Brčko District, than when this is not so.

Priority 2: Improvement of foreign tradeThe restructuring, as a continuous process, is based on monitoring of trends on the export markets, i.e. monitoring of changes and preferences of the export consumers. What needs to be secured is a systemic monitoring of the demands on the traditional as well as potentially new markets for BH products, and stimulate restructuring of the key BH export companies in order to increase competitiveness on these markets. This also includes the introduction of new stimulating mechanisms.

Foreign trade operations are characterised by a greater import than export, which results in a great negative balance. Given that the foreign trade deficit is one of the most important macroeconomic challenges for BH, the first priority of the external sector is related to the stimulation of factors that have a direct impact on reduction and elimination of the foreign trade deficit.  

Measure 1: Stimulate restructuring, modernisation and standardisation of business operations and development of products according to requirements of the key foreign markets
Adequate information, mainly provided by the state bodies, will enable the adjustments of export supply to the specific requirements of the individual new markets, as well as maintenance/increase of market participation of domestic exporters on the existing markets. Incentives for interventions at the level of companies related to production, marketing, quality management and system of quality and certification, development of innovative products with higher added value are closely related to this. Due to strengthening of global competitiveness of the BH exporters it is necessary to stimulate a pro-active relation of domestic companies to changes in the sphere of new technological achievements and readiness to implement these changes in practice. Alongside new technologies, modernisation of business operations will also be contributed by the adoption and practical application of new models of management and utilisation of human and material resources, including the clusterization of export oriented companies and institutions.
Measure 2: Develop policy of strategic products

For the reason of safe and sustainable development, the country needs to determine the balances of needs and status, where a separate segment would be the overview of the key export and import products. Preparatory activities need to be done in terms of analysis of exported and imported raw materials, components and products. In order to decrease imports, it is necessary to stimulate the production of goods and services that are not produced or are insufficiently produced in BH, but are imported, and where there are development possibilities of production of these products or their substitutes in BH. This primarily relates to food and energy. By efficient use of the economy of scale, with adequate diversification of production, we would be able to create the possibility of production and placement of surplus of those products in international markets. 

Measure 3: Strengthen support to exporters 
Neither the existing nor the potential exporters are sufficiently stimulated by financial or other measures to increase their export, thus it is necessary to reduce fiscal burdens and other levies for the purpose of re-investing in modernisation and expansion of capacities, develop the institution system, financial schemes, tax incentives, guarantees, insurance, etc.
Priority 3: Strengthening of the role of BH in trade integrationIn the course of the past 10 years, BH began a gradual trade liberalisation and it now has a very liberal trade policy that is in line with the principles of the World Trade Organisation (WTO).

BH is involved in four areas of trade negotiations and their implementation: bilateral negotiations, Central European Free Trade Agreement (CEFTA), negotiations with the EU and negotiations on accession to the World Trade Organisation (WTO).


Measure 1: Securing full membership of BH in the WTO 
WTO is comprised of 153 member states, that encompass over 97% of the world trade flows, and 30 observers seeking for membership in this organisation, one of them being BH.
Although BH is not a member of the WTO, in its legislation it follows the principles of non-discrimination, i.e. application of the treatment of „the most privileged nation” and „national treatment of imported goods“. It is essential to continue with the reforms necessary for the fulfilment of the rules and obligations imposed by the WTO, and to further work on accession to WTO.

Measure 2: Strengthen the position in CEFTA 
Given that there are certain difficulties in the functioning of CEFTA, particularly the fact that some countries have been members since 2003, while BH has become a member only in 2007, it is necessary to continuously analyse the activities of this zone and, in particular the position of BH (general trade position, specific position of individual branches and sectors of the economy – primarily agricultural and food products, beverages, etc).

What needs to be particularly analysed are the implications of the accession of Croatia to the EU and the future functioning of CEFTA in the period to follow.

Measure 3: Support development of the distribution network in the EU and CEFTA countries 

The necessity to increase the exports of the economy and reduce the extremely high trade deficit can not be achieved without strengthening the export function of the business organisations and their supporting institutions (primarily the lacking laboratories) and development of the international distribution network.
It is needed to systemically develop distribution channels (joint representation offices, diplomatic-consular networks, representations of business and other associations) on the foreign markets, starting with the countries within the triangle zone Rome – Berlin – Belgrade that the main segment of goods of the BH producers is exported to.

1.2 Public finances 

Priority 1: Low fiscal deficit In the initial period of the implementation of this strategy we need to reduce the public consumption of all levels of government in BH in order for budgetary funds to be directed more into the development goals and fiscal stimuli in the form of public investments. The restructuring of the government budget will contribute to securing a long-term fiscal sustainability of BH, while by the harmonisation of the consolidated fiscal goals of BH with the EU rules in the period of association and stabilisation not only enables the country to achieve fiscal sustainability and strengthen fiscal discipline and responsibility of all levels of government, but also represents the basis for fiscal consolidation aligned with the EU rules.

Setting the ceiling of fiscal deficit at a level of 3% in the period included in the strategy is a step towards adoption of EU fiscal rules. Besides the fact that the escalation of the fiscal deficit above the proposed limits would jeopardise the position of the currency board and overall macroeconomic stability, the application of fiscal rules of the EU demonstrates the readiness of BH to carry out fiscal consolidation and adjustment in line with the criteria of the EU. 
Measure 1: Relatively reduce the level of public expenditures, particularly of current public consumption 
The implementation of this measure includes short-term activities to reduce the costs incurred by the public sector, while, in the longer term, it requires the implementation of public administration reform and the redefining of the size and structure of the public sector aimed at increasing its efficiency and reducing the burden on the real sector and population. Fiscal consolidation in the short-term requires the restructuring of the budget at all levels of government, in order to decrease the share of unproductive public consumption to the benefit of productive investments.

Measure 2: Increase investments from budget and entity development banks
To create stronger fiscal stimuli, that should give a new momentum to growth and development, we need to strengthen the development components of government budgets and give a stronger role to entity development banks in the area of financing public and private investments. Implementation of this measure implies the start-up of public works in the area of road and other infrastructure that should, in addition to employment and increased economic activities, create preconditions for a stronger investment wave and, in the long run, economic growth. Because of the complex inter-governmental fiscal relations, when projects are assessed for financing, it is necessary to be extremely cautious when considering the long-term fiscal effects of public investment projects, in view of determining the level of government that takes up those infrastructural objects, aiming to include an assessment of revenue from the fees for use of those objects and budgetary expenditures for the maintenance of these capital objects and infrastructure. It is necessary to ensure that allocation of funds through development banks is efficient and rational, as well as aimed at the increase in competitiveness of companies in BH. 

Priority 2: More efficient fiscal managementAn efficient mechanism of fiscal coordination in BH implies a timely adoption of consolidated fiscal goals, the fiscal framework of BH and budgets at all levels of government, the binding character of decisions taken by the Fiscal Council, and the implementation of mechanisms of sanctioning when agreed budgetary frameworks are exceeded. Efficient fiscal coordination, realised through the Fiscal Council, implies also the securing of adequate preconditions to increase the efficiency of the process of budgeting and the monitoring of the execution of the budget, aimed at timely development and the publishing of the consolidated fiscal statistics of BH, aligned with the standards of the EU and IMF. 

Measure 1: Harmonise and coordinate the budgeting processes
A basic prerequisite for efficient fiscal management in a decentralised fiscal system is a harmonised and coordinated process of development of the budget at all levels of government.  This measure also includes the full introduction of program budgeting. 

Measure 2: Harmonise fiscal statistics with international standards
Harmonisation of national fiscal statistics with international standards (i) ensures international compatibility of national fiscal statistics and fiscal indicators, thus increasing the efficiency of measures of national macroeconomic policy, (ii) boosts the reliability of reports on government fiscal operations, which has a positive impact on the country’s credit rating, and (iii) facilitates the supervision of the fiscal position of BH by the EU and international financial organisations. 

Measure 3: Develop policies for settlement of restitution-related internal debt
Long-term fiscal sustainability implies the solution of the problem of financing internal debt. Due to its volume, financial restitution may be a strong destabilising factor of the fiscal stability of a country. To redeem these negative effects on the budgets of central government
 and overall macroeconomic stability, it is necessary to observe the total financial effects of restitution and define the dynamics of debt repayment.

Measure 4: Secure the budgetary support for fulfilment of conditions of the European Partnership and Euro-Atlantic integration 
The fulfilment of obligations relating to Euro Atlantic integration implies the securing of sufficient budgetary funds where the extension of capacities of the existing institutions in order to meet the set standards is required, alongside the establishment of new institutions or agencies or else the establishment of coordination mechanisms.

Measure 5: Ensure the filling of central government budget by revenue from indirect taxes after 2011

Since the existing model of distribution of indirect taxes has a limited timeframe, it is necessary to define, in a timely manner, a new model of distribution of indirect taxes for the period after 2011 in order to avoid budgetary shortfalls at all levels of government. 

Priority 3: Implementation of tax reforms Continuation of reforms in the sphere of direct and indirect taxes, in the field of the redefining of taxation policy and administration of taxes, is a significant factor of macroeconomic stability due to the fiscal and economic effects on the macroeconomic system of BH and the financial and economic position of companies. This priority also includes a continuous modernisation of the administration of customs and taxes in BH in line with EU procedures and standards. 

Measure 1: Continue the reform of direct taxation and social contributions 
We need to continue with the reform of direct taxation and social contributions in order to secure a higher degree of internal harmonisation of the tax system and the policy of direct taxes and social contributions. The expected result of measures is the elimination of detrimental tax competition within the country.

Taxation policy in the form of tax incentives needs to have economic justification and contribute towards development priorities, i.e. to give incentives to increase investment, employment, domestic product and export. Concerning the scientific and technological infrastructure, the main incentives in relation to taxation policy are:
· Tax incentives for investment in research;
· Tax incentives in the case of transfer of high technologies in the first years of implementation.
Measure 2: To harmonise indirect taxation laws with EU legislation continuously  
Due to the macroeconomic consequences of the sudden growth of excise rates, we need to determine the dynamics of their harmonisation with the minimum standards in the EU. In the segment relating to VAT, we need to continuously adapt our legislation to the changes in the VAT system applied in the EU in order to raise competitiveness and prevent tax frauds.

Measure 3: To strengthen of capacities of tax administrations continuously  

Fulfilment of obligations towards the EU requires a continuous modernisation of tax and customs administration in line with the standards of the EU. Modernisation of tax administrations will contribute to the greater efficiency of its operation and decrease of operational costs, while taxpayers will enjoy the lower costs of adherence to tax regulations.

Measure 4: Eliminate double taxation in the transactions between BH and EU member countries 
Pursuant to its obligations towards the EU, BH needs to sign agreements concerning the avoidance of double taxation with EU member states. 

Priority 4: Implementation of reforms in other sectorsGiven the complexity of reforms in the social and pension sector and the different starting positions of entities (the scope of activities undertaken so far in each of the two entities), it is realistic to expect that, by the end of 2013, an asymmetric approach will secure inter-entity harmonisation of social and pension systems and the financial sustainability of social funds. 

Public administration reform and completion of the process of privatisation need to contribute to the growth of government efficiency and consolidation of the fiscal position in BH.

Measure 1: To carry out reforms in the war veteran-related social sector 

This measure implies the revision of entitlements in this area, the defining of standards and the establishment of single registers of beneficiaries that would secure the elimination of multiple beneficiaries of social benefits, which would, inter alia, significantly reduce the share of these social benefits in the budgets. 

The reforms will open up the space for a more relaxed system of capital public expenditures, and, on the other hand, the re-distribution of transfers to the benefit of the most vulnerable categories would help the attainment of desired social goals.  

Measure 2: Implement reforms in the areas of pension and disability insurance, healthcare and health insurance and employment
Reforms in the areas of pension and disability insurance, healthcare and health insurance need to be based on the best world practices and standards in these areas, with the aim to rationalise costs, increase efficiency and quality of services, so that payment of contributions and benefits received by citizens in return would be balanced. These reforms need to aim at a long-term fiscal sustainability of the relevant funds, particularly in light of the problem of the aging population. Financing of AEM will be achieved by a combined approach from the budgets of the governments and funds, in line with the principles of the EU employment policy.
Measure 3: To carry out public administration reform at all levels of government

Implementation of public administration reform is the key factor of institutional reform in BH. Besides the fact that it is a crucial precondition for the fulfilment of obligations relating to the process of accession to the EU, public administration reform needs to bring about positive fiscal effects in the form of a decrease in public consumption. The expected results of this reform are: the increase in efficiency and transparency of the operation of public institutions at all levels of government, a decrease in corruption and transaction costs and a greater public accountability of civil servants to citizens and the public at large in relation to the spending of resources they are charged with.

Measure 4: To carry out the revision of the system of financing the education
The to date system of financing the education is not satisfactory. Thus it is necessary to introduce the revision of the system of financing mechanisms as well as criteria for functioning of income and expenditures in education. 

Measure 5: To carry out the privatisation 
In addition to the expected positive economic effects such as an increased economic efficiency and inflow of investments, the completion of the process of privatisation of the strategic sectors in FBH (the process of privatisation in Republika Srpska and Brčko District was completed) should bring about significant fiscal effects that can indirectly contribute to fiscal sustainability in the long run. By directing the funds gained through privatisation into the financing of internal debt and government development programs this will relieve the burden from the regular budgets and create space for the restructuring of budgets of relevant levels of government. Thus, the funds gained through privatisation become an additional fiscal impetus to investment in the improvement of the public infrastructure, which influences the growth and development of the business sector. 

1.3 Development of the financial market

Priority 1: To maintain the stability and develop financial institutionsFor further development of the financial sector and increase of its efficiency, we need to create conditions for functioning of different types of non-banking financial institutions and their increased share in the structure of the assets of financial sector. The increase in complexity of the financial sector in terms of the number and type of financial institutions (institutional structure) serves to attract new investors (including the foreign ones) into this sector, but also to finance the needs of users of capital. At the same time, structural strengthening and stabilisation of the financial sector has a positive impact on economic development, primarily through diversification of sources of financing and a reduction in the price of capital. Parallel to development of economy and deepening of financial mediation, financial flows through the capital market will increase too. This can largely be contributed by the definite resolution of the financial "package" – restructuring of companies, improvement of corporate management and improvement of institutional framework and regulatory supervision on one hand, as well as convergent development (economic approaching to EU) and arrival of foreign investors on the other.
Measure 1: Strengthen the capital base of the financial sector 
It is necessary to create stable sources of capital in financial sector, particularly within domestic savings. Ensuring sustainability of to date positive movements in financial sector is of the utmost importance for further efficient allocation of domestic savings in productive investments, as well as attraction and retaining of foreign investments. Both of these segments are important for further economic growth and development.

Measure 2: Stimulate the development of capital markets and institutional investors
The securities market in both entities should be strengthened with issues, first of short-term and afterwards long-term public sector securities. It is necessary to create conditions for strengthening the series of institutional investors because they mobilize domestic long-term savings and invest them in different forms of securities, serving to finance real and public sector. The more developed the financial market, the higher percent of savings and total financial flows are directed through these institutions.

The implementation of the pension reform, stabilization of insurance sector, particularly affirmation of life insurance, finalization of solutions for the issue of frozen portfolio and creation of conditions for opening the transformed privatization investment funds (redesign of the transformation concept), create the important assumptions for development of different forms of institutional investors.  
Measure 3: Strengthen the development of capital and institutional investors
Development banks at the entity level should strengthen as market institutions, both in terms of collecting the resources (securities issue) and sale of resources (by using economic, social and ecological criteria besides the existing, financial ones), rather than public funds that do not recognise the market, either from supply side or the side of sale of resources. After being strengthened this way, they can contribute to sustainability of the stability of both financial and real sector, particularly in the situation of crisis. Their activities can improve the liquidity of the real and financial sector and stimulate development of additional employment. The promotion of domestic investment possibilities, attracting and investing jointly with foreign investors, including the international financial institutions, is still insufficiently used potentials. 

Priority 2: Creation of conditions for increased savings and investmentsOn the stock exchanges in BH, in terms of domestic investors, it is the privatizations shares that are mainly traded with, primarily for the purpose of taking over and concentration of ownership. In order to obtain the additional capital, the economy dominantly oriented towards the bank credits, whereas the population directed their savings to bank deposits. Traditional orientation to saving deposits and credits is possible to be changed with the set of systemic changes in the long-term period.

It is necessary to create conditions for development of other forms of savings too, by encouraging population to invest into securities, life and pension insurance. In order to realize this goal, it is necessary to deepen the financial mediation, create conditions for efficient functioning of institutional investors and increase the degree of diversification of financial instruments. 

Measure 1: Develop new and improve the existing financial products
Stimulation mechanisms will be established to allocate the available financial resources of the population, public funds and companies to economic development through the capital market by offering different forms of financial products. Quality, variety, and availability of financial instruments (structure, scope, depth, efficiency and liquidity) are the essential elements for the assessment of sophistication of financial, i.e. capital market.
It is particularly important to develop the market of debt securities. This would enable the real sector, entity level governments and local self-governance units to get more opportunities for financing through the local stock market, as well as institutional investors to get quality instruments for investments.

By offering the new pension fund products, as well as traditional and new life insurance products (unit linked) the population savings can be additionally directly mobilised on a long-term basis.
Measure 2: Develop and improve the system of tax incentives for financial savings
It is necessary to develop tax incentives for different forms of long-term financial savings. Life insurance, voluntary pension insurance and housing savings are particularly important. Stimulating these investments could ensure significant long-term financial sources that can be invested primarily into development and infrastructural projects realized by the governments or local self-governance units. It is necessary to develop the taxation system which does not lead to hot money, which stimulates long-term savings, as well as not to discriminate different forms of income.

Measure 3: Create and improve conditions for activating the investment potentials and resources of the BH diaspora 
According to the recommendations of the Council of Europe, it is necessary to maximise the developmental influence of migration; to ease or remove barriers for inflow of remittances (particularly through formal financial flows), ease and stimulate transfer and investment of capital, knowledge and technology of the diaspora; as well as strengthen their influence on economic growth and development by means of inclusion into different development projects.

Priority 3: Improvement of  regulations and standards of supervisionThe goal of improvement of regulations and standards of supervision is to establish a system of modern, stable, solvent, liquid, efficient and transparent financial institutions. The expected results are reflected in an increase of financial discipline, protection of users of financial services and greater confidence in the financial sector. 

Modern regulations are harmonized with European standards, while the implementation of regulations according to the best international practice aims to protect the investors, stimulate private initiatives and entrepreneurship in financial sector in order to achieve efficient and transparent business transactions.

Measure 1: Harmonise legal and institutional framework for the functioning of the financial sector with the EU directives and international standards of financial supervision
Financial regulation and supervision should be more modern and efficient, harmonized with international standards, with the accent on finding an optimal balance between the costs and benefits from regulations. In this sense, the option of merging all non-banking financial regulators at the entity level should be considered. It is necessary to improve standards and methodologies of supervision over all financial sector institutions in order to reduce the risk of financial instability. 

Legal, institutional and regulatory framework for functioning of subsidiaries of the foreign financial institutions should be separately elaborated, including different financial conglomerates or financial groups. It is therefore necessary to further develop international cooperation in the area of financial supervision, and integrate it stronger in the international system of financial supervision. 

Measure 2: Strengthen the statistics of the financial sector
Conditions need to be ensured for development of a joint data base and for publishing the statistics of the financial sector as a whole at the entity level and level of BH.   By uniting the statistics, unifying the collection method, processing and publishing of data, the efficiency of regulators’ activities will increase and, at the same time, the transparency of the market as a whole will increase too. This will create more favourable business environment for investors at the financial market and improve the level of information for all participants in the market and users of financial services. 

Measure 3: Prevent use of financial sector as an instrument of money laundering and the financing of terrorism
It is necessary to continuously assess and revise the regulations and measures that regulators and financial institutions undertake in the area of prevention of money laundering and the financing of terrorism. It is very important to improve the control mechanisms of monitoring payment transactions, but also to expand them to the other segments of financial transactions. Within this, cooperation with other domestic supervisory and control institutions, as well as those in neighbouring countries needs to be enhanced. 

Measure 4: Improve standards of corporate management in line with the OECD principles and improve the mechanisms of their application
In accordance with changes of regulations (FBH), i.e. the new legislative framework (RS) pertaining to the functioning of companies, it is necessary to pass new standards of corporate management at the entity level. In companies having securities admitted at stock exchange, as well as the main financial brokers, it is necessary to achieve the European standards of corporate management. At the same time, the efficient mechanisms for monitoring of application of the standards need to be established, what has not been efficient so far. In this sense, it is very important to publish the results of monitoring of standards application, and promote those subjects which, in this segment, present the examples of best practice. Improvement and application of corporate management standards is the important factor in the assessment of the overall business climate, because they are the important element of protection of the investors. 

Measure 5: Improve standards of financial and other reporting
A wide circle of stakeholders (investors, employees, creditors, suppliers, buyers, state administration, public) have different needs to access and use financial and other reports, both of financial institutions and issuers, whose securities are admitted at stock exchanges in BH. It is therefore, necessary to continuously improve the application of highest international standards of financial and other reporting. Reliability, completeness, timeliness as well as accessibility of financial and other reports is of the utmost importance for developing confidence in the functioning of financial institutions. Apart from the financial reports, information on materially important facts and events in transactions of financial institutions become increasingly more important. The identical measures and activities in the area of financial and other reporting also pertain to the issuers at local stock exchanges.

Measure 6: Develop solvency assessment and ranking
In BH, there is no system of solvency assessment and ranking. The analysis and assessment of solvency, as well as establishment of internal or external ranking are very important in the series of business activities, such as: market positioning of companies (relations towards suppliers and buyers), assessment of credit risk for creditors and investors, acquisition and merging, media and other promotion. The ranking agencies contribute to the reduction of risk and uncertainty of investors, which is primarily the consequence of the information asymmetry. This way, they also influence to the price of capital. However, in the light of latest developments in terms of the world financial crisis and position of the ranking agencies, it is necessary to insist on competency, transparency, independence and the need to establish the system of supervision in this area. 

Measure 7: Improve the system of internal control and internal audit in financial institutions
With the exception of banks, the other segments of the financial sector do not have the systems of internal control and audit established at all, or they are insufficiently developed. It is therefore primarily necessary to ensure the adequate normative basis. Then, the staff development and its continuity need to be ensured. Regulators dealing with insurance, pension and investment funds must insist on the introduction and application of these systems. The weakness in internal controls increases the risk of financial instability. A well established internal control system will contribute to the efficiency of management. Having in mind the existing capacities of the non-banking financial institutions, it is particularly important to ensure rational ratio of costs and benefits of the introduction of the internal control and audit system. 


Priority 4: Improvement of regional cooperation and linksThe improvement of regional cooperation and international links contributes to expansion of  capacities of domestic financial markets and stimulates competitiveness. The realisation of this goal will contribute to the expansion of the spectrum of financial services and introduction of international standards and practices in all segments of operation and supervision of the financial sector. 

Measure 1: Establish and develop cooperation with the regional regulators
According to the goals and principles of the international associations for supervision of financial sector (IOSCO, IAIS, BSCEE), the local regulatory institutions need to ensure the adequate level of membership, and start with preparations for signing the MOU (bilateral memoranda of understanding). This type of agreements enables the bodies for financial supervision to cooperate in licensing the certified participants in financial market, as well as exchange information during the supervision, and to exchange employees for the training purposes.

Measure 2: Improve networking of regional stock exchanges
In the area of stock exchanges, it is necessary to strengthen regional cooperation and networking with other stock exchanges in the South-Eastern Europe, in order to enable access to a larger number of investors, stabilize demand and liquidity of the market. One of the options is creation of joint trade platform. All brokers would trade based on it, and they would have the unique licence for work at the capital markets, of course, those market which signed the agreement on the platform. Creation of legal and information technology pre-conditions for the issuers to issue and list the securities at several markets as well as the establishment of regional clearing houses will contribute to more efficient trade. Local securities within the framework of such formed international trading networks could more easily and cheaper be offered to a wider circle of potential investors, what overcomes the limitations of the local market capacities. This creates a mutual relationship, opening the local market to the foreign investors, but also offering access to foreign funds and financial instruments for local investors, what will be of particular importance in case of pension reforms. 


Measure 3: Establish and develop cooperation with regional development banks
Cooperation with development banks and similar institutions in the region, as well as other international development agencies is especially important in order to ensure additional funds for financing development gaps, exchange experiences in taking measures for provision of support to financial sector in mitigating the negative effects of the world economic crisis, etc. The information need to be regularly forwarded to regional, European and other sources of financing, which have the potential and interest to invest in the real sector through the capital market (for example buying bonds, shares, etc) and in financial sector (direct investments).


Measure 4: Contribute to establishment of the Investment Bank of the South-East Europe
Through the Council for regional cooperation
 BH
has started the initiative for the sub-regional development financial institution -  The South East Europe Investment Bank to be established, with the mission to strengthen competitiveness of the countries in the region through financing the infrastructure and environmental protection based on the model NIB (Nordic Investment Bank).
 In order to increase the efficiency of the investments it is necessary to establish a regional investment centre.

Indicators of results for strategic goal Macroeconomic stability
Preliminary benchmark indicators demonstrate the “distance” of BH from the average value in EU 4. This average value is represented as index 100 and BH value is the share of this value. Index 100 is a “movable average value”, i.e. average value in EU4 that is calculated every year (four ember states of EU used for calculation of average value are Bulgaria, Romania, Slovakia and Hungary, as four EU member states that are, at the same time, transitional countries). In the Annex to this document, we have included the methodology of calculation, tables with full data for each indicator, including two countries from the region that are candidates for EU membership.

Table 7: Benchmark indicators
	Goal: Macro-stability
	Basic value of indicators is the benchmark, i.e. average value in EU 4 = 100 

	
	Level 
	Source
	2006
	2007
	2008
	2009
	2010

	GDP per capita
	BH
	1
	41
	39
	37
	:
	:

	GDP in current prices 
	BH
	1
	15
	14
	15
	:
	:

	Protection of investors 
	BH
	2
	:
	:
	:
	84
	83 

	Macroeconomic stability 
	BH
	3
	111
	96
	100
	96
	:

	Sophistication of financial market 
	BH
	3
	:
	95
	89
	85
	:

	Rate of aggregate savings
	BH
	3
	:
	41
	53
	:
	:

	Overall tax rate
	BH
	2
	:
	98
	107
	106
	168

	Financial services*
	BH
	3
	:
	:
	80
	:
	:

	Foreign debt/GDP (%)
	BH
	1
	65
	58
	53
	:
	:

	Budget balance in u % GDP** 
	BH
	1
	2.92
	1.29
	-2.00
	:
	:

	* Two-year indicator.
	
	
	
	
	
	
	

	** Nominal indicator.
	
	
	
	
	
	
	

	1 – Eurostat.
	
	
	
	
	
	
	

	2 – World Bank – Doing Business (online data base).
	
	
	
	
	
	

	3 – World Economic Forum.
	
	
	
	
	
	
	


The second strategic goal: Competitiveness
Current situation
The fundamental challenge for the economy of BH is its non-competitiveness. BH belongs to the least competitive European countries (see Graph. 2). Together with other countries of South East Europe, it represents the most non-competitive region of Europe. Moreover, the trend in a decrease in the competitiveness of BH has been registered since 2006. 

Graph 2. Least competitive European economies 
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Source: Global Competitiveness  Report 2009-2010, WEF
The fundamental way to increase international competitiveness and achieve a strong economic development is the stimulation of an internationally competitive production and distribution of knowledge. This can be achieved primarily by increased investment into R&D at the level of a minimum 0.50% of GDP in 2013. 

Research and development centres in companies (which, in the member countries of the EU, employ app. 60 % of all researchers) are not adequately developed so that there are no adequate development products. Consequently, the competitiveness of companies, which are the fundamental factors of competitiveness of a country, is at a very low level.

The current OECD norm according to which each university professor spends one half of his/her working hours in the production of knowledge (research), while one half should be invested in the distribution of that knowledge (education) is met in BH by 3%.
 

Graph 3: Benchmarking of competitiveness of BH economy
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Graph 3, based on the analysis of the World Economic Forum, «Doing business» of the World Bank, demonstrates that the enforcement of contracts and registration of immovable property, on the one hand, and the start-up of business and obtaining credits, on the other, are among the key reasons for the lack of competitiveness of the BH economy. 

The legal framework for economic activities is not developed. BH greatly lags behind other economies in the domain of the enforcement of contracts. If securities of the right to property and contract enforcement are not ensured, investments and trade, and, consequently, economic development will be jeopardised. Simplified and harmonised regulations in BH would contribute to the establishment of a single economic space, which would further contribute to the growth of competitiveness, through the establishment of economy of scale and decrease in the costs of running businesses.

BH has an insufficiently educated workforce (see Table 8) and it is necessary to improve the education system from the lowest to the highest level, both by increasing enrolment in education and by improvement of performance of education system.

Table 8:  Structure of working age population against the education level, area and gender, 2008  (in %)
	 
	Total
	Men
	Women

	
	BiH
	RS
	FBiH
	BD
	BiH
	RS
	FBiH
	BD
	BiH
	RS
	FBiH
	BD

	TOTAL
	100
	100
	100
	100
	100
	100
	100
	100
	100
	100
	100
	100

	Primary school and lower
	46.9
	48.7
	45.6
	55.1
	35.2
	38.8
	32.70
	47.9
	57.8
	58.2
	57.5
	62.1

	Secondary school
	46.4
	44.6
	47.7
	37.1
	57.0
	52.8
	59.80
	43.7
	36.5
	36.8
	36.4
	32.8

	Post-secondary High school and university degree, M.A.  and PhD
	6.7
	6.7
	6.7
	6.7
	7.8
	8.4
	7.40
	8.4
	5.7
	5.0
	6.1
	5.2


Source: Agency for Statistics in BH (Labour Force Survey 2008).
The enrolment rates in secondary schools of 73% are two times lower than the average value in the transition countries, members of the EU (Slovakia, Hungary, Romania, Bulgaria). This is a small base for the recruitment of highly educated population, which is by 58 % lower than the average value in the above-mentioned group of countries.
 

That is why it is necessary to increase this currently low number of students, particularly at science and technical and technological faculties, for the purpose of strengthening the base for recruitment of research personnel. This is also the way to establish R&D centres in companies that are greatly lacking in these.

A very low number of companies provide internal training for their employees or the possibility of external training. This is a consequence of the lack of recognition of the value of such training or of the fact that most of the companies in BH are micro or small or medium companies that mostly do not possess the funds and resources for the training of their employees.

The idea of a comparative advantage, although present among economists in BH, is not the prevailing idea in the circles dealing with business and/or among those who make key political decisions. Entrepreneurs still consider that acquiring comparative advantage is the key to the success of companies so that their requirements mainly relate to the decrease in taxes, less stringent criteria of labour legislation and the introduction of protectionist and similar measures.

When this is not met by support, or else when it is supported by relevant policies, however slowly and partially, the result is the suppression of local competition that leads to a decrease in productivity and then the solution is sought in the sale of the position of monopoly to foreign investors which can not be adequately influenced by the state due to its weakness and the strength of those investors. An alternative to this is the creation of conditions for local entrepreneurs allowing them to be successful in a competitive game. 

One of the consequences of the 1992-1995 war in BH is the emigration of highly qualified workforce that had a strong negative impact on the development of the country. The World Bank estimates that the percentage of highly qualified emigration from BH has reached 28.6%. There are no accurate data on the brain drain from BH; as an illustration of its scale, we can mention that 79% of engineer-researchers in the area of technical science, 81% of M.A. degree and 75% of PhD degree holders have left the country. Today, professors, researchers and experts of Bosnian-Herzegovinian origin work at the European and American universities and in the leading world companies. They are willing to help the development of BH in some form of temporary engagement.

During the war, 260,000 children of primary and secondary school age left BH. In the meantime, a lot of them, just like the new generations, have acquired higher education.

Given that in BH there is no adequate development of innovative technologies and developed skills of employees – which, alongside the partnership of companies represent the critical success factors in the development of clusters – it is understandable that clusters are not developed enough in BH.

There is neither a map of existing clusters in BH nor adopted policy for cluster development. The following Table indicates to the position of clusters in comparison to the selected countries.

Graph 4:  Development of clusters
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Source: Global Competitiveness report 2009-2010, WEF
The fact that there is no single economic space in BH, i.e. there are scores of obstacles to business within the country, is an additional barrier to development, and an additional cost for business which has a negative impact on the competitiveness of the economy in BH.

The following graph presents the organizations necessary for development of CI in BH, with the key flows between these organizations:

Graph 5. Model of cluster initiatives


[image: image8]
Source: V. Domljan, A.Domazat and E.Resić, 2009, Comparative analysis of competitive position of BH economy with the implications on policy shaping, Sarajevo: Ekonomski institut Sarajevo 
Key challenges to improvement of competitiveness

In the globalization era, all results and indicators pertaining to this strategic goal have to be relevant at the global level, what can be achieved by internalization and Europeization of science and education.

The strengthening of competitiveness and increase in employment imply administrative cooperation and use of administrative capacities at all levels of government in terms of the adoption of European norms, and, consequently, it contributes to the improvement of the internal BH economic space and entry into regional and European economic flows.

The situation in developed countries is such that there is an evident "transition" of scientific and research systems to a new model of „production of knowledge" that implies heterogeneity, an interdisciplinary approach and networking, with the focus on cooperative research in science and the economy. Innovation comes to the focus of research and technology policy, while efforts are invested in the successful use and commercialisation of knowledge and of results of research in the production and service sectors. 

In this respect, we should not lose sight of the role of individual innovators linked to university and institute laboratories or company research centres. Successes achieved by BH innovators, who very often do not have the required formal academic or research titles, but who get the highest recognition at the world fairs of innovation, are followed by a low level of application of their innovation in the economy. The market potential of their innovations or improvements is usually unused, due to the poor care of BH society as a whole for those very important innovation activities. In November 2007, in Thessalonica, at the meeting dedicated to the „European Union Program of Research and Technological Development in the Countries of South East Europe“, guidelines and recommendations were given relating to the support and stimulation of individual innovators, namely, that „Individual innovators and researchers must be protected and assisted by the state in order to ensure the results of their work reach the market. The states need to bear the risk of failures that can arise from innovation processes.”

The concept of a „single economic space“ should not be exclusively linked to the structure of internal space in Bosnia and Herzegovina. On the contrary, the acceptance of the rules and standards governing the EU and inclusion of Republika Srpska, Federation of BH and Brčko District into a broader regional and EU market will mean that the problem of the establishment of a single economic space has been definitely resolved irrespective of whether it is viewed in terms of the internal space of Bosnia and Herzegovina or in terms of its position in broader regional integrations and even in the European Union.

Economic globalisation makes the borders between states more and more relative and gives a chance to capable entrepreneurs, while the role of public administration is to undertake activities that would contribute to greater competitive capacities of business people in the widest possible space.

Improvement of a single economic space and inclusion into regional markets and that of the European Union opens up unforeseeable possibilities of economic and social development in Bosnia and Herzegovina and overcomes the problem of absorption capacities of a very tiny and, in terms of purchasing power, inferior domestic market.

Further improvement of a single economic space in Bosnia and Herzegovina requires the harmonisation of a complex network of laws and regulations and the strengthening of institutions at all levels of government, with full efficiency and effectiveness in the application of adopted EU rules and standards, which can be achieved only with the agreement of all the participants in its creation. This implies the acceptance of division of competences among all levels of government in BH.

Starting with the priorities from the Feasibility Study, the Report on the Stabilisation and Association Process and European Partnership, the establishment of a functional economy in BH must be focused on the issues of: competition, consumer protection, free movement of goods, services and security of industrial products. In the coming period, commitment to fulfilment of these criteria should be the task for all levels of government in the country.

The present situation in BH is characterised by two partly coordinated economic spaces (we need to add to them District Brčko, with its specific regulations in the sphere of the economy) with the legislative and administrative systems that are not harmonised. 

Because international rules relating to foreign trade are not fulfilled, an extremely small number of industrial products can be exported from BH, while the majority of export includes raw materials and semi-processed products. On the other hand, due to the absence of adequate regulations and a system of control of the conformity of products, harmonised across the country practically everything can be imported to BH and that includes inadequate products, even those potentially damaging and dangerous for the health and life of consumers. The weakest point of the system of quality is the technical infrastructure for assessment of conformity (test and calibration laboratories, certification and inspection bodies) where, for quite a while, there have been no investments whatsoever.

None of the countries of the region, not even the EU have recognised the documents on quality conformity of products issued by the bodies in BH, and there are neither bilateral nor multilateral agreements on the mutual recognition of test reports and certificates. These are the main reasons Bosnia and Herzegovina could not benefit from the exceptional trade measures adopted by the EU in September 2000, according to which the country could export almost all its products to the EU practically without quality and tariff barriers.

The establishment of a single economic space following the EU model is part of the association and stabilisation process through which a part of the acquis relating to the functioning of the internal market is undertaken and applied. 

With the creation of an internal market in line with the principles valid in the European Union, a number of important effects will be achieved:

· Technical trade barriers (harmonisation with adequate regulations on safety of products) will be removed for all the products exported to the EU market, and, consequently, to all other national and regional markets in the world within the framework of the WTO;

· The lives and health of people and domestic animals, as well as the environment and the interest of consumers will be protected to the maximum;

· In combination with the takeover and implementation of measures from the priority negotiation chapters (Industrial Policy, SMEs, Science and Research, and Education and Training) the competitive capacity of the economy of BH will be built both in the market of the EU and in national and regional markets.

The improvement and proper functioning of the internal market of Bosnia and Herzegovina is a precondition for the implementation of any development strategy or policy, and for membership in the World Trade Organisation (WTO) and the European Union. Harmonisation of economic spaces with the segment of the acquis relating to the EU internal market requires well-organised, multidisciplinary professional teams in the relevant ministries. Only a good selection of priorities in undertaking a segment of the internal market-related acquis would have a beneficial effect on the development of the economy and society as a whole.

It is evident that Bosnia and Herzegovina is faced with a challenging task of creating the legal and economic system that will be in line with the EU standards and rules, but this is the only possible approach on the road to full membership of the Union and to compete on an equal footing with other countries of the region in the field of the economy and attraction of investments. In order to easily overcome the obstacles on this road and to accelerate the accession process, Bosnia and Herzegovina needs to show more respect for its own constitutional and state structure and to use to the maximum the positions of the entities, Brčko District and units of local self-government for the introduction of the EU rules and standards, through harmonisation of its legislation and coordination of the dynamics of change.

To secure a better movement of goods and services, as well as factors of production, i.e. labour and capital, the country needs to remove numerous administrative barriers, and, above all, costs, procedure and time needed for company registration must be reduced. In the process of adopting new regulations, the country must introduce the procedures of impact assessment and organise debate as part of the regulation-making process
. 

It is necessary to continue reforming the fiscal sector in the areas relating to direct taxation and social contributions in order to achieve a higher degree of harmonisation of tax legislation in the entities and Brčko District. Thus, detrimental aspects of tax competition will be eliminated, which would contribute to the improvement of the business environment and attracting foreign investors.

Priorities of improvement of competitiveness and measures of its achievement 

2.1. Clusters

Priority 1.  Continuous improvement of companies' productivity
Increasing productivity as a foundation for increase in competitiveness is of key importance for better positioning of the domestic producers at both local and international markets. Competitiveness is the ability of the companies to achieve success at the markets, primarily the EU market, what implies stimulation of innovativeness in running business, particularly in micro, small and medium enterprises.

Measure 1:  Stimulate modernisation and standardisation of business

Modernisation, as a continuous process, needs to be based on following the developments at the markets, i.e., on following the changes in preferences and habits of consumers. This will be linked to the incentives for interventions at the level of the company pertaining to production, marketing, quality management and the system of quality, certification, product development and training of managers and staff. It is necessary to stimulate a pro-active relation of domestic companies towards changes in the sphere of new technologies and readiness for their application in practice. Besides new technologies, the adoption and practical implementation of new models of management and human and material resources use, including the clustering of companies and institutions, also contribute to modernization of business.

Measure 2: Increase production intensity by skills and capital

This will be achieved by modernisation of production through introduction of new technologies and/or introduction of new products. This will contribute to competitiveness increase related to the reduction of share of work and natural resources driven production, and increase in skills and capital driven production.

Possible activities related to increased competitiveness of goods and services reflect in support to companies, provision of new services for companies, development of distribution channels, etc.

Measure 3: Fiscal incentives to improvement of business

Relaxation of fiscal burdens and other payments will ensure to the economic sector the increase of residual profit (profit remaining after all costs are paid, including the costs of own capital) available for re-investments in modernization and expansion of capacities. It can be realized through auditing and cut off of the existing fiscal payments of the state and entity/DB institutions in charge of fiscal policy.

Measure 4: Incentives for companies to employ I&R staff through the material stimulation of companies 

It is essential to strengthen innovation and development function of the business and other organizations oriented towards the international market, because the development of this function is a warrant of long term sustainability of these organizations.

Innovation and development function of the companies will develop even more and better if there is a relatively higher number of employees related to this function – therefore it is necessary to stimulate the employment of these employees by the measures of active fiscal policy.

The main portion of research and development tasks in the EU countries takes place in the business sector (2/3 of all R&D tasks) so the policy measures need to stimulate the R&D activities of companies. It is necessary to stimulate fiscal incentives for the activities of R&D, employment of workers on these tasks, and secure material stimulation and legal protection of innovative work, as well as stimulate the commercialization of innovations and, eventually improve the economy's competitiveness.
Priority 2. Strengthen business chains of companies
For the purpose of the growth of competitiveness of the economy of BH, we need to create firmer and more stable links between companies and other institutions clustered in certain geographic spaces developing stronger business chains. Reliability of supply in previously agreed time frames with constant relative reduction of costs of input contributes to the increase of competitiveness and of the chain itself, as well as the whole economy.

Measure 1: To map the leading business chains and the size of their domestic component 

We need to determine what the leading domestic business chains based on inputs made by domestic producers are, with special focus on those whose level of manufacture and processing is higher or potentially higher. It is necessary to raise awareness of the need for joint creation and/or joint appearance in the market through adequate educational exercises.

Measure 2: To give financial and professional support to the joint development projects in the context of identified business chains 

Having identified the relevant business chains, we need to identify joint development projects of their members and support those projects by „support packages“, since supporting them purely financially is of exceptional importance, but not enough for the sustainable functioning of the members of chain.

Priority 3.  Strengthen cluster initiatives (CI)At the present level of development of BH, the criteria for selection of CI should be the leadership of clusters, the vision and strategy of clusters, the economic effect on the municipality, region or country. The goals of the establishment of CI are to increase added value, export and employment, and to commercialise innovative work. The main activities of CI are research (of market, of technologies) and development, joint procurement, production and/or sale, the development of the business environment (development of infrastructure, lobbying for a change in policy and regulations) and professional advancement of employees. The effects of CI are measured by the following: employment, volume of production, export, number of companies, business environment, import, FDI, salaries, innovations, prices/added value, government financing/subsidies.

Measure 1: Develop the policies that direct investments into CI 

It is necessary to apply adequate instruments of investment and fiscal policy to direct investment, particularly FDIs to the existing and potential cluster initiatives, as areas that would make the most profit, what should be tested by pilot projects, primarily related to strategic export products, such as cluster initiatives in the area of tourism which can be based on rich natural, cultural and historical heritage, link urban and eco-tourism, and increase export supply in BH by joint promotion activities. This will also provide more opportunities for faster employment.

Measure 2: To develop the policies for application of modern technologies in export
For the purpose of the long-term maintenance and development of its position in the international market, it is necessary to implement the measures of fiscal policy that would stimulate investment into modern technologies that secure such a market position. It is particularly important to support technologically more inferior members of CIs to adopt new technologies and become more innovative through centres for the transfer of technologies.

Measure 3: To carry out continuous  „benchmarking“ of CIs with clusters in comparative countries in order to apply preventive and corrective measures of sustainable development 

For the development of adequate cluster policies, it is necessary to carry out continuous  “benchmarking” of CI development with that in other countries, whereby the focus needs to be on innovative activities, export activities and the quality strategy of cluster managers.

2.2. 
Human resources competencies


Priority 1.  Competences secured through institutional educational systems 
The link between an increased level of education and economic growth is great; therefore, the increased coverage, particularly growth of higher education and training, is the key priority for a country that strives towards a higher living standard. An additional year of education of the population of a country enables an increase in production of 4-7% per capita.

The educational systems of Bosnia and Herzegovina in the conditions of global competitiveness must have a European dimension. Internationalisation in every sense of the word – i.e. mobility of teachers, foreign literature, and teaching process in foreign languages, international cooperation and mobility – must become an everyday practice in all the educational institutions in BH. This implies that students and pupils will have an opportunity to acquire foreign language fluency, and to communicate using modern communication technologies and use modern research methods.

It is also necessary to take into consideration the gender equality and equal opportunities, harmonisation of private, family and professional life, and connecting the economy of care and market economy.

Measure 1. Create conditions for support to lifelong learning through all forms of education and training

It is necessary to create conditions for the introduction of a concept of a lifelong learning in all ages of life (from early childhood to the old age) in all forms in which it can be realized (formal, informal). This priority implies the distinction between the general education profiles, occurring as the result of effects of the education system, and the qualification (vocational) profiles, required by the specific labour market. Lifelong learning requires the establishment of the system which would connect these two, and encompass:

· Development of competencies through continuous supply of options for additional qualification and re-qualification of the existing educational vocations (profiles) according to the needs of the labour market, 

· Additional training of the existing vocations according to the development of science and technology, 

· Professional development in the areas/professions that require it, and 

· Education of all population according to the personal needs and needs of acting in the community.

It is necessary to establish the needed systemic conditions for the increase in capacities for all three sectors, through active social and civil partnerships, to be able to implement the reform, evidently implying a long-term process. A national qualification framework for secondary and higher education is currently being prepared. This framework will define the level of competences acquired upon completion of studies at specific secondary schools and universities in BH. Thus, homogenisation of competences will be achieved across the country as well as the level of competences comparable with those in Europe, so that European mobility of labour will be achieved, as well as links established between the education and the labour market. 

Measure 2. Continuation of reforms of higher education that began with accession to the Bologna Declaration and Lisbon Convention

The key issue in the reform process is to ensure the international recognition of diplomas.

This means strengthening the functioning of newly established institutions at the state level, establishing accreditation of institutions of higher education and programs of studies, introducing adequate cycles of studies, internationalisation of studies, enriching curricula with modern contents, improving skills, implementing national qualification framework for higher education, securing transparent outcomes of learning, and Europeanising system of study. 

The implementation of the Bologna goals must lead to more efficient studying (now, app. 50% of public funds is allocated to students who never complete their studies), students must be more dedicated to studies, and programs should be conceived in such a fashion that every graduate student acquires computer literacy and knowledge of the English language, alongside knowledge in the subject of his/her studies. 
Measure 3. Conduct preparation for the introduction of mandatory secondary education

Mandatory secondary education is a measure that would have a direct impact on the strengthening of competences of human resources in BH. However, for its successful realisation, it is necessary to carry out an analysis of the existing capacities, infrastructure, equipment, personnel and necessary public funds. The introduction of a mandatory secondary education will lead to an increased access of generations to higher education, just as the mandatory primary education contributed to higher access of generations to secondary education. However, the system of secondary school education needs to be radically reformed in terms of vocational education and the introduction of national baccalaureate.

Measure 4. Stimulate and promote the programs of cooperation with the EU educational institutions 

It is of the utmost importance to develop capacities for participation in programmes, as well as financial and implementation resources, and aggressive promotion of European programmes among the academic community and particularly, among companies.

Priority 2. Ensure that the outcomes of education and acquired competences are in line with the needs of a competitive economy

In order to increase competitiveness, it is needed to ensure that public funds allocated for science and research are gradually increased and systematically monitored.

Private sector does not invest sufficiently into development of own staff capacities. 

Better links between education and the labour market in Bosnia and Herzegovina need to be ensured, whereas educational institutions, when creating and evaluating their programmes, need to consult professional associations, business chambers, and consequently form new types of professions in compliance with the needs of a modern labour market. 

Measure 1. Secure conditions for scientific and research work at the higher education institutions in BH

University is an institution that provides new, modern knowledge. The teaching process at the universities is, by definition, fundamentally intertwined with top-level research that opens up new challenges for the lack of human knowledge. In addition to this, basic and traditional task, by the creation and application of new ideas and technological solutions, university enables the progress and sustainable development of the whole society.

It is necessary to create conditions for the OECD norm, according to which every university professor is a 0.5 FTE (full time equivalent) educator, and the remaining 0.5 FTE he/she spends as a researcher, which is in BH fulfilled by 3%, so that this will be greatly increased. 

Universities need to receive significant funding for the renewal of the scientific infrastructure (a combination of public and private credits that can be provided by the state through international financial institutions); business centres and centres for the transfer of technology need to be established at our universities. The transfer of technology (new technologies or the application of the existing ones) and development of new products and business processes will give a strong impetus to the economy. Moreover, the inclusion of students in the research activities would contribute to the strengthening of the research culture.

Measure 2: Harmonise enrolment policies in secondary schools and in the institutions of higher education with the needs of labour market and of the whole society 

Current practice of creating enrolment policies only on the basis of capacity of educational institutions and without ever consulting the labour market (employment bureaus, professional association, and chambers of commerce), as well as the fact that enrolment policies have never been subject of public debate, is the practice that needs to be changed. The principles of enrolment policies can become subject to parliamentary debates and debates organised by the NGO sector. The role of professional associations is particularly vital here. 

Measure 3:  Create efficient mechanisms that would provide young people with access to labour market and offer them the possibility of internship 

The state needs to provide every secondary school graduate who decides not to continue studying to have an internship practice. The incentives provided so far by employment bureaus need to be evaluated, and the system of incentive mechanisms improved based on these results. Volunteer service and internship are the solutions of this issue.

Priority 3. Use of skills and knowledge of diaspora
A great number of many experts living in diaspora represent a significant potential that can be channelled into the development of Bosnia and Herzegovina. Diaspora can be used to establish links and to network BH institutions with those that employ them. This model works well and produces good results in other countries.

Measure 1: Develop programs of return of experts and scientists and their re-integration 

The only brain gain program launched so far was the project carried out by WUS Austria that was financed by the Austrian Development Agency. The governments in BH should, according to their authorities, jointly or separately use positive experiences and adopt programme(s) to stimulate experts and entrepreneurs from diaspora to return either temporarily or for good. The members of diaspora who return to BH bring along new (Western) work habits, capital, education, and new methods of work. Thus, they significantly contribute to the society of BH, increasing the competences of their milieu. One aspect of return must be the introduction of a more efficient system of recognition of foreign diplomas and school certificates.

Measure 2: Develop programs of circular migration of experts and scientists

Highly educated experts can be included in numerous local projects as consultants and as mentors for students aspiring to obtain in MA and PhD degrees. They would come occasionally and participate in the teaching process or in projects. The knowledge they have obtained abroad would make great contribution to educational (or scientific, business, consulting) process they get involved with.  

Measure 3: Develop different forms of networking of academic diaspora with local institutions

Many BH experts have made brilliant careers in diaspora so they can secure scholarships for their students and researcher-colleagues at home and establish links between BH institutions and the institutions they work with. This type of cooperation needs to be institutionalised and stimulated by the state.

2.3.
Scientific, technological and business infrastructure

Priority 1: Development of modern scientific, technological and business bases
Without a modern scientific, technological and business base that includes adequate human resources, scientific-research and research-development institutions, state-of-the-art research and information equipment, devices and systems, relevant databases, clearly defined statistical indicators in the areas of science and technology, techno-parks, incubators and centres, networked scientific, research and development points between universities, institutes, innovators’ associations and companies in Bosnia and Herzegovina, as well as with such institutions abroad, membership in joint international scientific and research, as well as technological-development programs and projects, i.e. without adequate financial investments, there is neither innovative nor competitive industrial production in our country.

Measure 1: Establishment, development and networking of scientific and research-development institutes
Without scientific-research and research-development institutes, university research centres, research and development centres in companies, centres for transfer of technologies, innovation centres, technological parks, and other types of business infrastructure, adequately equipped with state-of-the-art equipment and properly organised, it is difficult to expect any significant innovative activities and sales of competitive products within BH or at the world market.

For the purpose of further development of the existing companies it is necessary to ensure conditions for their growth and development by setting up the entrepreneurship infrastructure. Incentives may be in the form of securing the infrastructure, project documents and promotion. Local communities are mainly ready for development of these forms of entrepreneurship infrastructure, but they need financial support from entities and cantons.

Measure 2: Stimulate development of business zones
It is needed to determine how to define a business zone in legal terms (in relation to commercial zone, industrial zone, etc.) in compliance with modern production developments. Post-industrial companies rely mainly on modern «infrastructure» based on IT technology rather than physical infrastructure that industrial companies rely on. It is particularly important to support export orientated companies within these zones, to serve as export incubator.

Measure 3: Increase of financial allocations from public funds and greater participation of business in funding fundamental, applied and developmental research and innovator activities

Gradually fulfil the Lisbon Declaration (3% GDP allocation for research), the recommendation of UNESCO-ROSTE in 2006 for BiH (Guidelines for a Science and Technology Policy in Bosnia and Herzegovina) – in the short run 1% and, in the long run 2% GDP, it is necessary to increase the financing of scientific-research-development activities. It is estimated that this increase of finances needs to be 0.5 % minimum of GDP until 2013, or else 1% GDP until 2015, with the 1/3 ratio of investment from business and 2/3from the state, entity and local community budgets.
There are several forms of public financing that are usually available to research and business organisations in almost all countries, although there are minor or major differences in the manner of application of financing mechanisms. They are: donations, grants, public procurement, payment to organisations for the services they provide, use of state, entity or municipal property, etc.

Measure 4: Development and application of modern information and communication technologies (an accelerated development of information society in BH)

Priority 2. Improvement of cooperation between research organisations and businesses
In the conditions where the policies of science and research and those of production and technology are not linked, to be able to increase innovation and competitiveness of economy, the country needs to take a series of measures. In order to increase competitiveness of BH economy, innovative and technological activities need to be strengthened and linked with companies, what would speed up the technological and innovative changes in BH and increase the competitiveness of production in BH.

Measure 1. Employment of highly educated human resources in economy and increase of mobility of labour between companies and research and educational institutions

The return of the eminent experts and rejuvenation of research, technical and managerial human resources will also revitalise economic activities and start a new positive trend of production. Several factors have impact on the increase of employment of highly educated workforce in companies, e.g. the level and stability of salaries, attractiveness of job, possibility of professional advancement and promotion, social recognition of work, etc. Companies themselves have limited possibilities to be able to secure - in the long run - any of the above-mentioned factors without major assistance of universities, institutes and public administrations (governments).

Measure 2: Stimulate inclusion in the world scientific-research and technological developments

Becoming a part of the world of scientific, research and technological developments, by improving international cooperation in the area of research and technological development, with special emphasis on better integration into the European Research Space, participation in the European Commission’s Framework Programme, TEMPUS, COST, EUREKA programs etc., open the door to innovation and competitiveness of our products and services, as well as scientific, technical and technological achievements.

In addition to permanent learning and advancement, it is the participation in international projects that provides opportunities for getting additional funds, increasing technological level, presenting our expertise, opportunities and achievements, exchanging all sorts of information, and, by doing all of it, increasing the chances for greater investment of foreign capital and opening of new facilities and jobs in Bosnia and Herzegovina.

Measure 3. Stimulate adaptation and accreditation of university, institute and industrial laboratories for the purpose of product testing and certification

One of the existing resources that can help - without any major additional investment – in the increase of quality of products from BH, as well as the control and prevention of import of poor quality and detrimental products, are the existing laboratories at our universities, institutes and companies. Although some of their equipment and devises need to be replaced, some systems need to be completed and some new equipment needs to be purchased, still, a good part of laboratory infrastructure is in a good and usable state. Furthermore, we need to establish cooperation with similar laboratories in the region because their equipment complements ours and because there is a possibility of cooperation in the domain of accreditation, testing and certification of some products.

Priority 3: Establishment of an institutional framework for development of scientific, technological and business infrastructure The policies of creation, transfer and application of knowledge are separated in BH. We need to invest, in the coming period, every effort to analyse, synchronise and unify all these individual policies. To be able to improve the creation and monitoring of the agreed and adopted policies aimed at the increase of competitiveness and innovativeness of the economy of BH, we would need to have developed and efficient institutions that would monitor, direct and advise economic sector, especially SMEs.

Management of technological-innovation process involves the planning, organisation and channelling of human and capital resources toward successful:

· Creation of new knowledge;

· Generation of ideas focused on the creation of new or improved products, as well as on new or improved production processes and services;

· Development of these ideas;

· Transfer of ideas into production, distribution and utilisation.
Measure 1: Stimulation of dissemination of scientific, research and technological knowledge and findings and raising public awareness about the importance of science and research

Constant and massive development of new scientific findings and innovative technologies brings about an enormous number of useful information that is mainly used by a small number of researchers and experts. Most of those information and data never reach all the relevant entities, particularly not companies that would greatly benefit from them. Developed countries have special organisations or associations dealing with dissemination of the latest information in the domain of technological and innovative development; thus, they save both time and money of the companies that want to compete in the market. On the other hand, the whole society gets only a superficial perception of importance of technological progress and of investment into science, research and technology for country’s economic welfare. Especially in Bosnia and Herzegovina, with its huge social problems, the level of social awareness about the need for development of science and technology is extremely low. 

Measure 2. Strengthening of role of think tanks
Think tanks are a modern type of non-profit non-governmental organisations that deal with research and education on public policies or issues with an aim of influencing public debate and decision-making process, and, as such, they are necessary in the process of strengthening of competitiveness of BH economy. Through the organisation of working tables, issuance of publications and advocacy of different interests, think tanks are attempting to identify and formulate relevant political and other themes, offer advisory services to governmental institutions that are aimed at development of legislative and institutional capacities for designing and implementations of efficient development policies, and present recommendations to government in order to have concrete solutions applied. In order to introduce the practice of good governance, public funds need to be allocated to functioning of these organisations.

2.4. 
Single economic space

Priority 1: Technical regulations aligned with the legislation of EU 

In the early phase of transposition of EU legislation, Bosnia and Herzegovina will focus on those segments of the acquis that relate to internal market and trade, which means that priority will be given to harmonisation of technical regulations, since they are the key element of internal market that has a great impact on trade. Harmonisation of technical regulations with the legislation of EU is one of preconditions for free movement of goods that are safe for use and do not represent hazard for the health of human beings, animals and environment. More importantly, it is the precondition for unimpeded flow of products from BH to international markets.

Measure 1: Human resources, technical and financial strengthening of network of institutions competent for harmonisation of technical regulations at all levels of government

One of the most significant problems faced by other countries in the process of harmonisation of technical regulations with EU legislation is the insufficient number of employees. That is why it is necessary to strengthen all the relevant institutions with proper staff tasked with harmonisation of technical regulations at all levels of government (the state, entities and Brčko District). Furthermore, necessary equipment and software need to be purchased and it requires additional financial resources. 

Measure 2: Transposition of EU technical regulations  

In the activities focused on harmonisation of technical regulations with the directives of New, Global and Old Approach and all relevant technical standards, the cooperation needs to be established between competent entity institutions. We need to envisage the introduction of impact assessment procedures of technical regulation on the business environment and organise public debates as a part of the process of adoption of those regulations.

Measure 3: Professional education, education and information in the area of harmonisation of technical regulations

In the context of this measure, activities aimed at additional professional improvement of officers tasked with harmonisation of technical regulations have been envisaged. Adjustment of curricula at the technical faculties is also envisaged in order to provide students with basic knowledge to the requirements and implementation of new regulations and the EU model in the area of technical regulations, and in order to provide information to companies so that they get prepared for the implementation of new technical regulations. Information needs to be disseminated to general public as well in order to raise awareness on the importance of this process. 

Priority 2: Improvement of quality infrastructure system 

Improvement of the system of quality infrastructure that includes the systems of standardisation, metrology, testing, certification, accreditation and quality system management through the approximation of the country’s system with the EU model is another precondition for advancement of market in Bosnia and Herzegovina, free movement of its products, as well as for recognition of product certification and testing documents. Bosnia and Herzegovina has made a commitment to undertake steps aimed at harmonisation of its practices with those that govern the EU market, so that conditions will be met to conclude a contract between two parties on mutual recognition in the area of conformity assessment of products.

Measure 1. Human resource and technical strengthening of the quality infrastructure system at all levels of government
Establishment of the quality system based on the EU model requires the strengthening of (human resource and technical) capacities of the relevant institutions at all levels of government, and additional improvement of cooperation among relevant institutions in order to create favourable conditions for internal market and trade. In order to establish the system of conformity assessment of products, we especially need to improve technical infrastructure (laboratories for testing and calibration as well as the certification and inspection bodies).

Measure 2. Secure financial support for the improvement of the system of quality infrastructure
Technical infrastructure for assessment of conformity of products is the weakest point of the system of quality infrastructure and it has received almost no investment in the recent years. Improvement of the system of quality infrastructure requires certain financial resources that can be secured through budgetary grants, available EU funds, and through the public-private partnership. 

Measure 3. Establishment of the system of conformity of products with requirements specified in relevant technical regulations

Assessment of conformity of products is a procedure that checks - directly or indirectly - whether a product is in accordance with valid technical regulations. This activity aims at creating preconditions to conduct the assessment of conformity of products procedure with technical requirements that stem from the EU legislation. This will provide prerequisites for an efficient market control and surveillance with the aim of consumer protection, for the protection of producers from unsafe and poor-quality products, as well as for the protection of producers from unfair competition and for their more equal participation in international trade.  

Measure 4. Efficient market surveillance 

Market surveillance is an activity important for the functioning of any market.  Its goal is to establish a system of market surveillance in line with the European standards. Particular attention needs to be paid to the improvement of cooperation with the inspection bodies and institutions in charge of accreditation, standardisation and protection of intellectual property.

Measure 5. Professional education, training and information in the area of quality infrastructure

In the context of this measure, we have envisaged the activities of professional education at the BH faculties in the area of quality infrastructure, especially in metrology, internationally recognised accreditation of laboratories and certification bodies, the recognition of documents and stamps of conformity, market surveillance, information of companies in the area of quality infrastructure and the awareness raising campaigns, promotion and demonstration of advantages as well as the importance of quality for competitiveness.   

Priority 3: Improvement of business environment 

The pace at which business environment in BH has been improving is much slower compared to the countries in the region. To improve the economic space in BH, it is necessary to envisage activities to harmonize the business environment in the Entities and in Brčko District. 

Measure 1. Removing administrative barriers to the operation of business enterprises

In order to improve the business environment, it is necessary to remove all administrative barriers to the operation of business enterprises, namely: eliminate regulatory constraints and slow procedures by competent authorities, analyze formalities and identify outdated, inapplicable legislation that burdens the economy, streamline them, and particularly reduce the number of procedures with respect to investment.   

Introduce impact assessment procedures for the adoption of new legislation, and organize hearings as part of the legislative process. This implies, inter alia, the strengthening of the capacities of institutions in charge of drafting and proposing legislation and implementing regulations and introducing RIA (Regulatory Impact Assessment) methodology aimed at minimizing the risk of implementation of legislation.

Measure 2. Training and disseminating information on the improvement of business environment

Organizing the training of local self-government employees in regulatory reform activities and online communication. Informing the public on new legislation passed and on abolished/streamlined procedures aimed at improving business environment.

Measure 3. Removing fiscal barriers to the operation of business enterprises

Continue the reforms in the fields of indirect taxation and social contributions with a view to achieve a higher degree of harmonization of taxation legislation between the Entities and Brčko District. The taxation legislation should also be harmonized among the cantons in the Federation of BH.  

Measure 4. Implementing public procurement procedure 

One of the fundamental principles of a single market is to ensure that all companies have a fair opportunity to be awarded public contracts. In public contracting, significant economic interests are at stake, whether the procurement of works, supplies or services is in question; therefore, efficient application of the Law on Public Procurement is required, as well as the implementation of a comprehensive inspection of regularity of the public procurement process, from public procurement planning to the inspection of the execution of contracts following the completion of tender procedures. With a view to raise the level of competitiveness and equal treatment of bidders, regular consultations with the business sector should be envisaged on how to participate in the public procurement process.

Measure 5.  Reducing corruption

Relatively high level of corruption imposes the important economic costs to companies and slows down the process of overall economic development. It is therefore necessary to take strong measures of its elimination
, primarily in the sphere of starting business (registration of company etc) as well as institution business disputes before the courts.

Measure 6. Enable greater geographical mobility of work force

It is necessary to remove the barriers to a greater geographical mobility of work force resulting from different domestic legislation on labour and social security systems. 
Measure 7. Real and efficient protection of intellectual, industrial and commercial property 

In order to achieve a more efficient protection, is necessary to strengthen institutions and law enforcement bodies, and trainings and awareness-raising campaigns should be organized on the damaging effects of piracy on both local and international economy. Trainings for the police, customs and inspection services and judicial authorities (special attention should be paid to training and specialized courses for judges and prosecutors) should also be organized. 

Indicators of results for the goal Competitiveness

The benchmark indicators represent how far BH is compared to EU 4 average. This average equals 100 and the BH value represents its respective share. The 100 index is a “moving average“, namely, the EU4 average which is calculated for each year (the four EU Member States used to calculate the average are Bulgaria, Romania, Slovakia and Hungary, as being the EU Member States that are, at the same time, countries in transition). The methodology of calculation, and the tables with full information on each individual indicator, including the countries in the region and two countries in the region that have the candidate status, are presented in the Annex.

Table 8. Benchmark indicators

	Goal: Competitiveness
	The base value of the indicator is a benchmark, i.e. EU 4 average = 100  

	
	Level 
	Sources
	2007
	2008
	2009
	2010

	Entrepreneurial environment *
	BiH
	3
	:
	76
	:
	:

	Network industries*
	BiH
	3
	:
	81
	:
	:

	Liberalization*
	BiH
	3
	:
	81
	:
	:

	Innovation and Research and development*
	BiH
	3
	:
	72
	:
	:

	Information society *
	BiH
	3
	:
	75
	:
	:

	General quality of infrastructure*
	BiH
	3
	:
	66
	59
	:

	Higher education and training *
	BiH
	3
	76
	72
	85
	:

	Availability of scientists and engineers *
	BiH
	3
	:
	83
	73
	:

	Innovation*
	BiH
	3
	:
	90
	92
	:

	Technological readiness *
	BiH
	3
	69
	66
	72
	:

	Brain drain *
	BiH
	3
	:
	88
	69
	:

	Total tax rate*
	BiH
	2
	98
	107
	106
	168

	Protecting investors**
	BiH
	2
	:
	:
	84
	83

	Paying taxes **
	BiH
	2
	:
	:
	79
	94

	Registering property **
	BiH
	2
	:
	:
	39
	40

	Starting a business **
	BiH
	2
	:
	:
	29
	31

	Dealing with construction permits**
	BiH
	2
	:
	:
	63
	65

	Closing a business**
	BiH
	2
	:
	:
	104
	106

	Trading across borders**
	BiH
	2
	:
	:
	144
	158

	Enforcing contracts
	BiH
	2
	:
	:
	36
	44

	Rigidity of employment index
	BiH
	2
	:
	:
	85
	83

	Getting credit**
	BiH
	2
	:
	:
	23
	26

	Employing workers**
	BiH
	2
	:
	:
	71
	73

	*- a two year indicator
	
	
	
	
	
	

	2- World Bank-Doing Business (online data base)
	
	

	3-World economic forum
	
	
	
	
	
	


The third strategic goal: Employment

Current situation

The labour market and employment in BH have been facing a number of challenges, the most typical of which are the following
:

· Low activity rate of the working-age population 

· A comparatively high number of those 'discouraged' 

· Long-term structural unemployment

· Insufficient job creation, primarily at the unobserved labour market 

· High underemployment
 

· Very limited access to jobs that are created

· The role of employment bureaus in intermediating between supply and demand is limited due to their excessive work load in dealing with a great number of persons who are not actively seeking employment in the formal sector, and to the lack of job vacancies published by employers. 

· The lack of harmonization between school curricula and skills training programs with market demand, along with poor availability of such curricula and programs

· Workforce mobility is below the level required by the single economic space under EU standards

· Social dialogue is poorly developed, which leads to unregulated labour market relations – something that employers point out as the key barrier to faster job creation; active mediation at the labour market is not undeveloped.
Slow pace of job creation and low demand for work force in general, are the key issues of unemployment in BH. There is no job creation process in place that can absorb the inflow of workforce into the labour market.
 

In comparison with the countries in the region, particularly EU Member States with the lowest employment rate, it is a very unpleasant fact in BH that, out of the total number of the unemployed, 86.6% of them are long-term unemployed, i.e. unemployed for more than one year. A half of those unemployed (50.3%) are unemployed for over five years. Active employment measures have not been implemented systematically and sufficiently.


Table 9. Rates of activity, employment and unemployment in BH, 2009

	
	Activity rate
	Employment rate
	Unemployment rate

	FBH
	41.6
	30.9
	25.7

	RS
	47.4
	37.2
	21.4

	DB
	38.1
	27.0
	29.2

	BiH
	43.6
	33.1
	24.1



Source: Agency for statistics BH, Labour Force Survey 2009

The results of workforce surveys confirm the presence of unobserved economy in BH. Namely, the comparison of data on the total number of the unemployed (272,034) from the survey with administrative data from employment agencies in BH in 2009 (497,600) clearly demonstrates the presence of a large number of persons working in the unobserved economy (225,566 of the unemployed), in other words, persons administratively registered with employment agencies in order to obtain benefits, while moonlighting at the same time.
According to workforce surveys, there is a relatively high share of self-employed workforce in BH: 23.4% in the RS and 18.3% in FBH. When these data are compared with the number of registered companies and craft businesses, a big share of the unobserved economy, estimated at around 36%, is evident. On the one hand, this presents a big problem, and on the other, a big potential to develop, with well structured development policy, many new micro, small and medium-sized enterprises. Namely, one of the measures that helps reduce long-term unemployment is support to self-employment by providing financial and technical support to the unemployed. 

Here, BH should follow the countries that made the best progress in dealing with unemployment (for example Ireland). They managed, primarily owing to their policies, to turn around the understanding of the position of unemployed persons – they are treated not as a problem, but as an underutilized development resource; therefore significant funds that they invested into the training of the unemployed were treated as investment in development. 
The survey data on unemployment rates by education level also suggest that there is a positive correlation between unemployment and education level, as is the case in most countries in transition. The same correlation between education and unemployment is demonstrated by administrative data as well. Among the unemployed in 2009, 70.2% are persons with secondary education, with no significant entity-wise differences. In FBH, the unemployed persons with secondary education account for 72% of the unemployed, while in the RS they account for 67.7% and in Brčko District 61.2%. The persons with lower than secondary education (with or without primary education) make up 62.7% of inactive population.  

Also, it should be noted that, due to low demand for workforce, employers are able to employ highly qualified workers for jobs that do not require a high level of qualification, which consequently leads to the underutilization of already acquired competences. On the other hand, there is a discrepancy between the competences that the workers possess at completed education and those that are in demand at the labour market, and there is large share of lower qualified persons among those unemployed. 

According to the Strategy for the Development of Small and Medium-sized Enterprises, BH is among the countries having the smallest share of SMEs per capita, while the existing enterprises are very much vulnerable and their development is hampered by the unfavourable business environment.
 This Strategy, referring to the World Bank reports, indicates that the costs of starting a business are too high, among the highest in the EU. BH has continued to implement the European Charter for Small Enterprises in all areas it pertains to. Further improvements in the business environment remain crucial for facilitating business and trade.

Key challenges for improvement of employment

For Bosnia and Herzegovina to catch up, on its path to Europe, with Malta - EU Member State with the lowest total employment rate, it should create 0.6 million jobs – according to calculations based on workforce surveys for 2009 – in addition to the existing 0.9 million. In order to achieve the employment rate of Denmark, the EU Member State with the highest employment rate, BH should increase employment by 2.3 times, while for BH to have at least the same employment rate as Malta, it needs to completely eliminate the existing unemployment and, in addition, to considerably reduce the number of inactive persons (which amounts to 1.5 million) by including them in their work force, primarily those employed. 

The employment of women in the EU is comparatively higher than that in BH, ranging from 1.6 (Malta) to 3.2 times (Denmark). Switzerland, the country with the highest employment rate in Europe, has the total employment rate 2.4 times higher than BH, while the women employment rate is 3.2 times higher. It is alarming that ”there is such a large number of inactive persons”
, which amounted to 1.5 million persons in 2008, which – in addition to the high unemployment rate – adds to the adverse impact on other strategic goals.

Graph 6. Total and women employment rates, 2008
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Source: LFS, 2008.
Development of entrepreneurship and the creation of conditions for a fast SME growth are the first preconditions for job creation. These must be systemically incorporated in the improvement of political, business and investment climate; physical and social infrastructure and political institutions; the transfer of technologies and their upgrading through commercial innovation of products and production processes – especially within cluster initiatives; diversification of financial schemes and instruments, and specifically, through rural employment. 

A reformed VET education system, which produces work skills appropriate for modern markets and which ensures lifelong learning, is the second key prerequisite and key element in reducing the volume of unemployment and inactive workforce. 

A modernized legal framework for the functioning of labour market and mediation at the labour market, together with an efficient system of active employment measures, is the third precondition for improving the situation in the area of employment.

The main general principles and objectives of European Employment Strategy have been adopted as a starting point in the preparation of this document, given the strategic goal of BH to join the European Union
. 
The experiences of European countries show that sustainable development is an irreplaceable path towards a modern society. It is characterized by the following:
· Entrepreneurship, reflected in the creation of as many SMEs as possible and restructuring of the existing ones aiming at getting as many people as possible to take an active part in shaping their own destiny, and

· A new approach to regional and local development, primarily relying on its own efforts.

Small and medium-sized enterprises are recognized as a backbone of EU economy and account for 67.1% of private sector employment, with over 80% in some industries (metal-processing, construction, furniture). 

The comparison of the situation and the existing entrepreneurship development policies in BH with five strategic areas in which the European Commission is active, points to the following key challenges in the future mid-term period
: 

· Fostering entrepreneurial thinking
  

· Encouraging people to become entrepreneurs   

· Supporting entrepreneurs to become more competitive

· Improving financial flows for companies to successfully do business  

· Creating a better regulatory and administrative environment for small and medium-sized companies

It is also important that, in low-income and medium-income economies, foreign direct investment is an engine for employment, but the fact is that countries that have a more developed entrepreneurial culture and more micro and small enterprises, i.e. a favourable business environment, are those that attract foreign direct investment. By investing into the so called “green field”, large scale enerprises get attached to these regions on the long run, and create stable and fair long-term partnerships with SME suppliers in the region. 
Graph 7: Labour market indicators, selected EU countries and BiH, 2007-8
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Increasing the flexibility of the labour market in BH primarily is about the improvement of legal and regulatory framework. This is the way to remove obstacles that put limits on employers or make it complicated or expensive to employ workers, and to review the level of protection of employed workers and the extent to which the established protection system puts the unemployed at disadvantage and prevents their integration in the labour market. It is necessary to review and improve the legislative framework in terms of increasing the flexibility in determining the working hours and wages. The extent to which the existing legislative framework allows for flexible forms of employment also needs to be reviewed. 

One of the sectors which greatly contribute to unemployment in unobserved economy is agriculture, it is therefore necessary to pay special attention to regulate the status of individual farmers. 

There is also a need to make gender equality interventions in the legislative and regulatory framework and to harmonize it with international standards. 

The forms of socio-economic dialogue employed so far have come down to wage negotiations, the amount of overtime compensation, and past labour allowance in case of change of job. 

While socio-economic councils have been functioning to a certain extent at the Entity level, such a council has not been established at the state level. Bosnia and Herzegovina is required to establish a socio-economic council at the state level in order to comply with the requirements of the International Labour Organization conventions and to meet the requirements of the process of EU integration. The establishment of an efficient socio-economic council is the first step in creating an effective forum to deal with the issues of structural changes in labour and employment law relations. 

It is essential to improve the activities of key labour market institutions. At the moment, the rate at which employment agencies cover the unemployed with their services is almost negligible and should be increased considerably. 

It is also necessary to link up these institutions in terms of information and statistics. This refers, inter alia, to linking up to the information systems of pension funds, health insurance funds, etc. 

Structural unemployment is a consequence of the mismatch between the skills that the unemployed possess and those demanded by employers for new jobs. The measure of additional education, training and re-training of the unemployed relates to the provision of subsidies to train the unemployed and reduce training costs by providing opportunities for the unemployed to take part in training and re-training programmes and to acquire qualifications on the job, etc. It is possible to employ them within the municipal public or NGO sector on the provision of necessary services and execution of labour-intensive public works on infrastructure projects.

There are at least three weak points that need to be adequately addressed in order to improve the labour market supply:

· Secondary vocational schools (the rigidity of curricula, insufficient professional training of teachers, professional orientation based on the old economic structure, lack of incentives for entrepreneurial education, etc. call for a thorough reform of this system)

· Adult education (re-training the existing manpower to find employment and developing a life-long learning concept which requires a modern economic and technological environment) 
· The lack of modern entrepreneurial centres for the improvement of technical and technological, as well as other skills (which are essential for “broad qualification profiles” that are primarily needed in SMEs).
Priorities for improvement of employment and measures for their realisation

3.1.  SME Development and Job Creation
Priority 1.  Improving the conditions for the development of existing SMEs
Given that SMEs employ a great number of workers, they constitute an important part of economy. The creation of entrepreneurial infrastructure will enable the expansion and development of SMEs under favourable conditions, and this will further contribute to local development. The majority of SMEs rely, in doing business; on the entrepreneurs’ or founders’ own funds, which most often are not sufficient to ensure an intensive development of these enterprises. Practically, the major problem that the SMEs are facing is the lack of capital. Additional sources of finance are mainly difficult to get because the banking sector is not ready to take the risk of financing these enterprises due to the fact that they are exposed to a high risk of failure, particularly in the first two years of operation. There is an obvious disproportion between the needs of SME sector for additional capital and the readiness of banking sector to support such needs. This is why specific sources of finance for SMEs have emerged and functioned worldwide.
Further development of SMEs requires financial incentives, i.e. incentives from the budget and favourable credit lines. The budgetary incentives are necessary to provide support to special programmes: for youth, women, rural and social entrepreneurship.
In order to realise this, the system of support and education for SMEs must be strengthened.

Measure 1: Development of instruments of financial support to SME development 

Financial incentives reflect in stimulations from the budget and favourable credit lines. The budgetary incentives are necessary to provide support to special programmes: for youth, women, rural and social entrepreneurship.
The credit lines granted under favourable conditions (longer repayment period, grace period, lower interest rate) would provide funds for investment into the expansion of existing facilities, for new processes and products, and accordingly for the employment of a certain number of workers.

Measure 2:  Developing human resources in the field of consultancy and training support

The existing SMEs need support in the form of consultancy services for preparing business plans, applying for credits and incentives, training employees, establishing the systems of business quality international standards, promotion, etc. Special attention should be paid to the training of both entrepreneurs and employees. 

At the same time, it is necessary to monitor the availability of consultancy and training services and their quality, as well as to establish the system of support that will greatly improve both. 

Priority 2: Improving conditions for the creation of new SMEs

Setting up new SMEs is extremely important; it is therefore necessary to design mechanisms to facilitate the creation of new SMEs or transformation of the existing entrepreneurial initiatives into enterprises.

Measure 1: Provision of financial support for the creation of new SMEs

Most countries in the region and in the EU are giving special consideration to the establishment of new enterprises by granting various reliefs, including financial incentives. The incentives include grants from the budget in a form of initial (seed) capital and favourable credit lines for growth of start up enterprises, particularly in advanced technologies; therefore, it is necessary to devise a similar method of forming the joint venture funds and public-private partnership.

Measure 2: Encouraging the development of incubators
It is necessary to analyse the functioning of existing business incubators and identify the barriers to their development as well as determine the current level of their efficiency. It is particularly important to consider what are the services from the «package of services» (premises, joint business functions, information, orientation, consulting, training, finances, technology transfer) that incubators provide, and develop the plan of further development, followed by improvement of the incubators' services and strengthen promotion of the system of «business angels».

Measure 3. Development of human resources in consultancy and training services

Start-up enterprises need a package of support and training, particularly free of charge, or at least the training provided under favourable conditions. It is therefore necessary to devise support programmes depending on the area where they are most needed. The analysis of possibility to introduce a system of vouchers should be made.

3.2. Functioning of labour market and active employment measures

Priority 1:  Improved labour market flexsecurity 
Simultaneous improvement of flexibility and security of the labour market (flexsecurity) implies creating environment and conditions for acceleration of the labour market dynamics conducive to the balance between supply and demand at the labour market. A more flexible market is much more sensitive to higher levels of labour supply or demand, and enables smoother adjustment to external blows, with a minimum loss of jobs. 

One of the essential elements that determine market flexsecurity is the level of workers’ standard and protection. Improving labour market flexsecurity in Bosnia and Herzegovina implies primarily the improvement of the legal framework through simplified regulation of employment and lay-off procedures, more flexible forms of employment contracts, more flexible working hours, collective bargaining that will not bring wages and employment costs to a level that limits labour market dynamics, and more efficient labour market institutions that will not present barriers or bottlenecks for offsets/clearing at the labour market. It is also necessary to develop policies for harmonisation of private, family and professional life in accordance with directives and recommendations of EU and the Council of Europe.

Measure 1: Improvement /upgrading of legislative and regulatory framework

Legislative and regulatory framework is an important element that determines the level of labour market rigidity or flexibility, through regulation of individual working relations, regulation of collective representation and employment enhancing. Particular attention should be paid to gender equality at the labour market and prevention of discrimination in the employment process and working conditions. Due attention should also be paid to measures that provide for women to organise professional and family life in an easier way. An improved legislative and regulatory framework relevant for the labour market functioning should:

· Remove all barriers imposing limits on employers or making employment and dismissal procedures significantly more complex or costly,

· Review the level of protection of employed workers and, in particular, any adverse impact that the established system for protection of employed workers might have upon the unemployed and their integration in  the labour market,

· review and improve legislative framework in order to improve flexibility in terms of wages and working hours, and

· Consider if the existing legislative framework provides for flexible forms of employment. 

· Prevent discrimination between man and women in the labour markets.
Measure 2: Improvement of social-economic dialogue

Social-economic dialogue and equal participation of trade unions, employers and government in formulating labour market policies are prerequisites for the establishment of a stable and flexible labour market. Efforts on establishing a Social-Economic Council for BH should be continued.
Measure 3: Improvement of the labour market institutions functioning

Functioning of the key labour market institutions determines the operation of the market itself and the level of its flexibility. For instance, it is necessary to improve the mediation system by strengthening the operation of employment agencies as labour market institutions that provide better services for the unemployed and enable their faster and easier integration in labour market.  

Measure 4: Improvement of statistical system of the labour market  

One of preconditions for labour market management and adoption of evidence based policies is an efficient system for information gathering and for monitoring labour market developments. Though significant efforts have been made to improve functioning, types, quantity and quality of gathered information, they have not been sufficient for adoption of informed policies and labour market measures. It is needed to improve the statistical system of monitoring the situation in the labour market through gender categories with focus on equality indicators and harmonise labour market statistical system with the Eurostat principles. 

Priority 2.  Improve management of active employment measures (AEMs)
The current financing system and supervision of AEMs funds spending need to be reviewed. Current AEMs financing from the funds based on contributions for insurance against unemployment limits the use of AEMs as a mechanism for intervention in the labour market, and confines the coverage of the unemployed by AEMs to such an extent that their very purpose becomes questionable. Efficient labour market institutions and efficient management system provide better services to the unemployed and enable their faster and easier integration in the labour market. Currently, the number of the unemployed covered by their services is almost negligible, and needs to be significantly increased. When it comes to the employment agencies, special attention should be paid to the establishment of an efficient system through active employment measures (AEMs). The reform of the AEMs management system should begin by a reform of the AEMs financing system.

The manner of development and implementation of measures also needs to be harmonised with European principles and must be based on socio-economic analyses and gender.
Measure 1. Strengthen organizational and administrative structures of employment bureaus in order to establish efficient AEMs management system

The existing organizational and administrative structures of employment bureaus are not sufficient for efficient AEMs management. This implies all elements of the AEMs management system, programming and planning, implementation, and monitoring and evaluation. Special attention should be paid to the establishment of structures with clear tasks and sufficient resources for efficient AEMs management. Special attention should be paid also to the establishment of a monitoring and evaluation department. 

Measure 2.  Improve the level of contacts and cooperation with employers and create new services for employers

The existing level of contacts and cooperation between employment bureaus and employers is not satisfactory. Further activities need to be taken in order to improve their cooperation, following the best European practices, and create new services of bureaus for employers.

Priority 3: Prevention of long-term and structural unemployment 
Besides the problem of long-term unemployment, Bosnia and Herzegovina is increasingly facing the problem of imbalance between the labour supply and demand. This is primarily reflected in the lack of experienced and high-skilled workers in certain industrial sectors, like construction and metal-processing industries. 

Considering the above-said, employment policies should focus on preventing long-term unemployment by making it possible for people who get out of work to establish some form of contact with the labour market within 6 months. Measures and activities should be oriented towards enabling the long-term unemployed to be reintegrated into the labour market. Special attention needs to be paid to providing opportunities for additional skills upgrading and retraining for unskilled labour force, and to addressing the lack of skilled labour force.

Measure 1: 
Establishing new institutions and accelerated skills upgrading and retraining programs

There is not sufficient number of Centres for accelerated training in BH. It is necessary to develop a program and a plan for establishment of new centres for accelerated training, skills upgrading and retraining of unemployed people. The measure focusing on skills upgrading, training and retraining of unemployed people implies providing of subsidies for their education and reduction of education costs, by providing opportunities to the unemployed to participate in training and retraining programs, to acquire qualifications at work, etc.

Measure 2: Support to self-employment

Support to self-employment is one of the measures that provide for prevention and reduction of long-term unemployment. Promotion of self-employment as an option, and providing of financial and technical support as well as entrepreneurial training to the unemployed, is the key mechanism that can increase the economic activity rate and reduce the long-term unemployment rate.

3.3. Improvement of skills on the labour market, vocational education and training

Priority 1: Improve dynamics of the labour market operation through development of entrepreneurial culture 
This priority is based on the fact that entrepreneurial knowledge is the foundation of entrepreneurial culture, which can lead to a more dynamic labour market in modern economy and to creation of new jobs. Therefore, entrepreneurial skills, knowledge and awareness of entrepreneurship should be developed through all forms of education. 

Measure 1: Inclusion of entrepreneurial education programmes in all school curricula 
This measure implies enriching of curricula (for youth and adults) by materials that would create preconditions for development of entrepreneurial culture, which would, in turn lead to the promotion of self-employment awareness as a career responsibility.

Theoretical entrepreneurship, as well as practical (training in development of business plans) needs to become an integral part of secondary school and most of the college curricula.

Special programs need to promote entrepreneurship, trades and crafts, new business development and self-employment among pupils and students. Generating new start-up businesses by young graduates secures the establishment of small and medium sized knowledge-based companies. The establishment of different programmes enables the development of the entrepreneurial culture.

It is especially important to steer the youth towards entrepreneurship by opening virtual businesses in schools. Establishing career development centres in primary, secondary and higher education institutions or at employment bureaus is very important to bridge a gap between supply and demand. In this way students would get focused on acquiring knowledge and skills through active planning of their professional career development, where one course could include pursuing personal initiative through self-employment and entrepreneurship.

Numerous social problems can be partly solved by the introduction of the entrepreneurial principles into the social sphere by organizing, developing and managing social companies. The effects of social entrepreneurs can be viewed through their impact on the social changes. Social companies may be organized as non-profit (the result of their activities is “more than profit”, i.e. creation of social values), but also as non-profit.

Measure 2. Promotion of public-private partnership in development and financing of programs of entrepreneurial education infrastructure in accordance with the life-long learning principle

In order to ensure necessary resources for development of entrepreneurial culture and for introduction of entrepreneurial skills among a large circle of youth and working age adults, public-private partnership needs to be promoted in the area of development of entrepreneurial education infrastructure (which includes training providers, entrepreneurial advisors, advisors for development of sectoral technological competences, various groups of specialized sectoral training providers), that will develop necessary competences for successful employment or business management within individual economic sectors and in different regions in BH.

Priority 2. Continue the reforms of secondary vocational education   
This priority implies continuous support to all further reforms in secondary vocational education. In the implementation of reform processes we have to draw on the educational system of European countries. Still, while doing so, one should not neglect traditional characteristics and achievements specific for BH.

Measure 1. Improve environment that will encourage learning in educational institutions and development of professional competences of teachers

Training of teachers on the application of modern teaching and training methodologies in line with the labour market developments should contribute to a positive environment and, consequently, to better results in vocational education. Competences required for a more efficient functioning of a modern labour market imply well trained teaching staff in secondary education, that can produce, at any time, and through various aspects of teaching and training programs for youth and working age population (like in case of long-life learning), necessary labour force competences for a flexible labour market.

Measure 2. Strengthening of institutions for introduction of quality system, dynamic evaluation and monitoring in secondary vocational educationIt can be expected that the national qualification framework will enable, in the first place, the establishment of a harmonized system of institutions at various levels of administrative jurisdiction in BH, that will apply the same quality standards and ensure quality system in secondary and higher vocational education, including strengthening of the existing relevant institutions.

In order to establish a system of standards for occupations, it is necessary to create a system for external evaluation of attainments that will be based on the applicable EU standards and implemented across BH. This is needed in order to have common quality standards established in secondary vocational education at the level of BH. Consequently, the national graduation certificate should be the result of such a method of evaluation of educational attainment.

Indicators of results for the goal: Employment

Benchmark indicators show "the distance" between BH and the EU 4 average. This average is equal to index 100, and BH value shows the share in it. Index 100 represents “floating average“, i.e. the EU4 average that is calculated for every year individually. (Four EU member states used for the calculation are Bulgaria, Romania, Slovakia and Hungary, being the four EU members that are, at the same time, transitional countries). The annex includes calculation methodology and tables with complete data for every individual indicator, including two countries from the region that have candidate status.

Table 10. Benchmark indicators

	Goal: Employment
	Base indicator value is benchmark i.e. EU 4 average = 100

	
	Level 
	Source
	2006
	2007
	2008
	2009
	2010

	Employment rate by gender
	BH
	4
	60
	62
	67
	:
	:

	     Men
	
	4
	72
	74
	79
	:
	:

	     Women
	
	4
	46
	47
	53
	:
	:

	Activity rate, by gender
	BH
	4
	80
	81
	81
	:
	:

	     Men
	
	4
	91
	93
	92
	:
	:

	     Women
	
	4
	65
	66
	67
	:
	:

	Unemployment rate, by gender
	BH
	4
	334
	365
	326
	:
	:

	     Men
	
	4
	318
	348
	304
	:
	:

	     Women
	
	4
	368
	398
	363
	:
	:

	Employment of workers**
	BH
	2
	:
	:
	:
	71
	73

	Employment difficulties **
	BH
	2
	:
	:
	:
	38
	45

	Index of employment rigidity**
	BH
	2
	:
	:
	:
	85
	83

	Entrepreneurial environment*
	BH
	3
	:
	:
	76
	:
	:

	Higher education and training *
	BH
	3
	77
	76
	72
	85
	:

	Labour market efficiency*
	BH
	3
	:
	96
	97
	91
	:

	Brain drain *
	BH
	3
	:
	:
	88
	69
	:

	*-two-year indicator
	
	
	
	
	
	
	

	**-population age 15-64 
	
	
	
	
	
	
	

	***- population age 15 and older
	
	
	
	
	
	
	

	2-World Bank-Doing Business (online data base)
	
	
	
	
	
	

	3-World Economic Forum
	
	
	
	
	
	
	

	4- Source: ARS (EUROSTAT & BASH)
	
	
	
	
	
	
	


The fourth strategic goal: Sustainable development

Current situation
BH has preserved to a large extent its geo- and bio-diversity (in spite of relatively high sulphur-dioxide emissions in atmosphere, some polluted river courses and a large number of wild and untended waste dumps), that can serve as a firm foundation for its sustainable development. Transposition of environmental acquis should rather contribute to sustainable development than be a burden for the economy, i.e. it should rather strengthen than weaken its competitiveness. An area that can contribute most to sustainable development is increased energy use efficiency.

BH also has a significant area of farming land, an almost ideal climate and rather developed processing industry, so that its agriculture can be a strong provider for its food market and export. However, there are many challenges on that way. For instance, irrigation systems have not been fully reconstructed since 1995, and the area of irrigated land is very limited, by far the smallest in the region. The country has not yet secured access to external markets, which not only de-stimulate domestic production, but also results in a major foreign trade deficit in food industry.

BH has competitive advantage in the energy sector, particularly pertaining to hydro-power. Energy can significantly contribute to its economic development. As to its potentials, BH may become a regional leader in the energy domain, and an important exporter of energy. 

The state should also give an example in promoting energy efficiency. It uses a lot of energy and buys a lot of electrical appliances, therefore the state's investments, acquisitions, and current operations should be focused on energy saving business premises, products and services. BH administration should set a goal to achieve a saving in electric power of 8% in the period 2011 – 2014. This should already start in 2010 by launching a pilot project "100 energy efficient state buildings". 
Sustainable development as one of objectives of the BH Strategy of Economic Development pertains also to the development of environment and environmental infrastructure and renewable energy sources, transport infrastructure, and development of agriculture and rural areas, aiming at diversification of economic activities, and in particular, at increasing self-supply of healthy food for BH. 

Key challenges in promoting sustainable development

Main challenges in the area of environment and environmental infrastructure and potentials of renewable energy sources are:
· Globalization and world financial and economic crises;

· Climate change –  BH vulnerability to floods, droughts and other extreme events; 

· Strong decrease in non-renewable sources of energy and increase in energy prices;

· BH place in the region (i.e. regions it belongs to) and cooperation with neighbours.

· Unregulated and inefficient system of solid waste management.

By responding successfully to these challenges in the coming mid-term period, BH will join the group of countries with higher medium income. In 1972, when the then EU member states reached the agreement on environmental policy, it implied that economic growth had to go hand in hand with a better life quality.

Not a single measure in the area of environmental protection in the EU has been adopted separately from the overall development, or without examining economic possibilities. Measures are introduced gradually and prudently, so that each of them contributes to sustainable development and higher aggregate income. Well planned and gradual introduction of individual measures has become the basis of sustainable development in high income countries. The 5th EU Environmental Action Program (1992-'99), for instance, introduced the principle of “improving management and control of production processes, including the introduction of a licensing system related to the integrated prevention and pollution control ”.

Integrated approach to prevention and control of the pollution caused by a broad spectrum of industrial and agricultural activities in the EU is defined by the Directive on Integrated Prevention and Pollution Control (IPPC Directive, 96/61/EC and 2008/1/EC). The spirit of the Directive encourages recycling or processing of waste, whose generation could not be avoided, by applying one of BAT techniques
, and its disposal in environmentally acceptable way. The Directive and proposed BATs contribute to a rational use of energy and natural resources, reduce the risk of accidents and make it possible for the location, once the industry has ceased the operation, to be restored to its original condition (rehabilitated). For the purpose of the implementation of the Directive, primarily regarding the issuance of environmental permits, EU made manuals on BATs, i.e. reference documents that contain basic information on BATs that, if interpreted adequately, leave enough space even for introduction of local BATs. It is recommendable for European transitional countries to start implementing the requirements of the Directive during the transitional period. 
The EU environmental legislation is among the most advanced in the world, so that candidate and acceding countries have long-term benefits from it. 

Numerous conditions are being put before BH on its way towards the EU membership, among which environmental issues become increasingly important. This is explained by a growing difference between the levels of environmental protection in candidate and acceding countries, and the EU member states. Framework and guidelines for harmonization are provided in the so-called “environmental acquis communautaire“. The very process of harmonization of national legislation, which assumes adequate institutional capacity for introduction of changes in accordance with the EU standards, has generally a positive impact on environment quality. Full transposition of the EU environmental acquis into national legislation is one of preconditions for BH membership in the EU.

According to the latest report “Progress Monitoring in Environmental Legislation Harmonization with the EU Legislation in Potential Candidate Countries and Former Yugoslav Republic of Macedonia ”, 60% of the requirements from the IPPC Directive have been transposed   into the legislation of the BH Federation, and 65% into the legislation of the Republika Srpska. 

The adopted set of entity environmental laws is based on sustainable development principles and partly harmonized with EU legislation. The Law on Environmental Protection envisages a „special control regime” for “activities or facilities and plants that jeopardize or might jeopardize environment, or that have or might have negative impact on environment”; it also introduces „the principle of integrated approach”, having the purpose to “prevent or minimize the risk of causing harm to environment as a whole”. In this way, the Law imposes as imperative the inclusion of environmental component into the policy of any kind of business activity. The “polluter pays” principle and “prevention” principle, represent the basis of the Law on Environmental Protection, assuming that industrial companies are legally and financially responsible for safe waste disposal and emissions control in accordance with relevant requirements, for creating preconditions for avoidance of emissions and their minimization at the place of origin, as well as for efficient and rational use of energy and natural resources. 

However, laws are still based mainly on simple and partial transposition of requirements from EU regulations, without taking into consideration local conditions and circumstances. As a rule, protection required in our country implies strict transposition of EU conditions, and does not include existing possibilities or adjusting to local circumstances, which is the implicit objective of the Directive, so that in practice permits issued for two same facilities do not have to be identical. 

BH has the obligation, under environmental legislation, to develop technical instructions on BATs for specific types of industries, defined by bylaws. BATs imply techniques for achieving environment quality standards stipulated by special implementation regulations. Direct transposition of obligations from respective EU documents on BATs offer limited possibilities, since they cover most often processing industries of much larger capacity than the ones existing currently in BH. They are not directly applicable to BH as a transitional country, considering its different economic, ecological, technical, technological and administrative environment. 

Although the situation in industry is rather complex, it does not release it from its obligations and activities on environmental protection, that are put before it. Operators of industrial plants and facilities are not informed about their obligations that will arise from transposition and adoption of the entire EU environmental acquis in BH. There is a considerable lack of necessary knowledge and trained staff in the industry, who could respond to all obligations facing them in the coming period.

European Union and the world are at the cross-roads in their contemplation of energy future. Climate change, growing dependence on oil imports and other fossil fuels, imports growth and increasing energy prices make societies vulnerable. Tackling these problems is a major challenge for the European Union, which is initiating some very ambitious responses. European energy policies have three main objectives: 

Sustainable development, implying following activities: 

· development of renewable energy sources, that are competitive regarding the conventional ones and that produce lower level of harmful emissions, 

· development of local resources, sufficient to meet energy requirements in Europe (relying on local resources, not on imports) 

· Efforts made by entire community to prevent climate change and improve air quality. 

Competitiveness, implying following activities: 

· ensure that open energy market brings benefits to consumers and the economy as a whole, through investments into energy production and increased energy efficiency, 

· reduce the impact of higher international energy prices to the economy of the European Union and its citizens 

· Maintain development of energy technologies in Europe. 

Secure supply, implying following activities: 

· reduce EU dependence on energy imports by reducing demand, through diversification of various types of energy sources in the European Union with higher utilization rate of competitive renewable energy sources, 

· diversification of sources and supply lines for imported energy, 

· creation of a system that will adequately stimulate investments in order to meet growing energy demand, 

· improving conditions for European companies by seeking access to global resources, 

· Ensuring opportunities and accessibility to energy sources for all citizens.

In order for the above listed objectives to be achieved, they need to be included into an integral system. This can be achieved through the strategic objective that reconciles the objectives regarding sustainable development, competitiveness and secure supply. Depending on specific shares of various energy sources in the EU, every member state and future member chooses the type of renewable energy sources it will develop, in order to reach full required shares of renewable energy sources.
The reserves of fossil-fuel resources are getting more scarce. Starting with the proved resources, the existing technology and estimation of dynamics of consumption increase, the world will – as estimated by the IEA (World Energy Outlook, 2008) – exhaust its oil in 40-50 years, natural gas in 65 years, and coal in 250 years. 

Some regions of the world are slowly starting to face problems due to energy. The production of primary energy in EU has been, for instance, decreasing during the last 10 years. This requires for EU to rely more on imported energy. EU is already importing half of its needs for energy, and, by 2030, it will import two thirds of the needed energy; covering from this import 95% of its needs for oil and 84% of its needs for natural gas.

The times of cheap energy are irretrievably in the past. Europe is entering a new energy era. Nowadays, energy is not only important for the functioning of EU, but is crucial for achieving its strategic objectives. Increasing of domestic energy production and of its competitiveness regarding imports, is an important imperative for the EU, striving to reduce its dependence of imported energy. It is of the utmost importance to focus on renewable sources of energy on this path, as well as advancement of technologies for utilisation of energy from un-renewable sources.

Use of renewable energy sources is also important for the following reasons: 

· Lower dependence on imported energy 

· Incentive for development of other sectors of economy 

· Better opportunities for employment of local labour force 

· Extended duration of reserves of primary energy sources 

· Positive attitude towards environment (environmental sustainability, ecological considerations).

Utilization of renewable sources is characterized, among other things, by distributed production. 

The main problem arising from utilisation of distributed energy generation is the problem of stability of distribution system. Key issue that needs to be addressed is the level of distributed generation required for stable operation of distribution system.

In developed European countries, the strategic objective of finding new forms of energy, including renewable energy sources, has been pursued for years. Bosnia and Herzegovina is only at the beginning of undertaking this difficult task to reduce imports of oil based fuels and increase utilization of environment friendly technologies for energy generation. 

BH spends relatively little energy, but not in a rational manner. In Europe, only Albania and Moldova spend less electricity per capita than BH. As for energy intensity of gross domestic product (quantity of energy for production of GDP units), only Moldova and Ukraine spend more energy for production of GDP unit.

Graph 9: Total supply of primary energy per capita and per Gross domestic product, 2007.
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Source: International Energy Agency (IEA).
Agricultural sector occupies an important place traditionally, having in mind geographical position of the country and availability of natural resources. BH has many advantages for development of agricultural production and rural areas, including: 

· good natural resources, 

· relatively cheap labour costs (compared to neighbouring countries),

· vicinity of the EU and Mediterranean markets, 

· tradition of agricultural production, 

· unpolluted soil, good conditions for production of eco food,

· good conditions for development of agro-tourism, 

· existence of some physical and social infrastructure in rural areas.

Besides the above listed advantages, there are much more shortcomings and obstacles to the development of agriculture and rural areas, so that BH needs to take necessary steps in order to create institutional framework for optimum use of natural resources.

Agricultural industry, in particular industrial processing of fruit and vegetables, meat and milk, does not use fully the existing potentials. Many fields are uncultivated and abandoned. 
Table 11: Structure of arable areas against the mode of use in BH, 2008 (in 000 ha)

	Area
	Arable land and gardens
	Area in crops
	Remaining on arable lands
	Firebrand and uncultivated

	
	
	Total
	Grains
	Industr. plants
	Vegetables
	Forage crops
	
	

	Federation BH
	400
	198
	87
	2
	45
	64
	2
	200

	Republika Srpska
	587
	349
	225
	5
	37
	82
	0,43
	238

	BD BH
	28.9
	12.4
	10.15
	0.51
	0.66
	1.03
	0.10
	16.4

	Bosnia and Herzegovina
	1,015.91
	559.38
	322.14
	7.55
	82.97
	146.72
	2.52
	454.01


Sources: For the RS data: The Republic Institute for statistics, for the FBH data: Federal Institute for statistics, for the DB data: Agency for statistics BH;
Table 11.a: Structure of livestock in BH, 2008. (in 000 heads)

	Area
	Cattle
	Pigs
	Sheep
	Horses

	
	Total
	Cows and heifers in calf
	Total
	Total
	Total

	Federation BH
	226
	173
	93
	533
	8

	Republika Srpska
	227
	164
	384
	493
	14

	BD BH
	6.5
	3.2
	15
	3
	0.25

	Bosnia and Herzegovina
	459
	340
	492
	1,029
	23


Sources: For the RS data: The Republic Institute for statistics, for the FBH data: Federal Institute for statistics, for the DB data: Agency for statistics BH; aggregated data for BH present the sum of entity/BD data
In a situation where non-agricultural sectors in the country – and the outflow of labour force from BH to other countries, especially as a consequence of the world economic crisis – do not provide conditions for a substantial absorption of rural labour force, agriculture still remains inevitably one of the basic activities that absorb labour force.

Development of agriculture based on natural competitive advantages, and modernization of agricultural production increasing its efficiency and competitiveness, are the steps that need to be taken in the coming period towards further development of this sector, in line with the EU agricultural policies.

Development of agriculture in the coming period should be focused on:

· Increasing the volume of agricultural production and individual yields,

· Higher degree of specialization and modernization of agricultural production, in order to reach a higher level of competitiveness

· Better and more comprehensive use of available natural resources for agricultural production;
· Adoption of the standards and rules of the Common agricultural policy and the EU instruments (funds)
· Higher degree of processing of row materials of agricultural origin
· Greater consumption of locally produced food
· Merging of small agricultural producers for more successful marketing
· Balancing of foreign trade balance of agricultural and food products;

· Increasing material-financial support to local agricultural production and rural areas;

· Establishment, as well as material and personnel strengthening of institutions required for successful development of local agriculture.
Rural areas need to be viewed not only as agricultural areas, but also as a living space for people, animals and plants. The concept of a holistic rural development has been applied for some time in medium and high income countries, and it is based on versatile use of natural resources, providing for their regular renewal in the same or larger volume, in order to preserve them for future generations. Future development of rural areas in BH should go in that direction, and in line with the EU policies of rural development.  

Rural development in the coming period should be focused on:

· Building of human resources in rural areas and improving of their information, skills and knowledge;

· Improvement of production infrastructure and infrastructure for purchase of agricultural produce in rural areas;

· Improving quality and safety of agricultural and food products in line with EU standards
· Sustainable management of agricultural and forest land, live stock and, generally, of living space in rural areas;

· Improving quality and accessibility of public services for rural population; 
· Improvement of position of women in rural areas;
· Construction and maintenance of rural infrastructure; 
· Protection and conservation of natural and cultural-historical heritage in rural areas; 
· Diversification of agricultural and non-agricultural activities in rural communities; 
· Support to the establishment of all forms of micro, small and medium size enterprises in rural areas, and

· Development of agro and rural tourism in rural areas.

BH is predominantly rural country, where one of the main economic activities is agriculture, which is a consequence of available natural resources and of a delayed re-industrialization of the country. Agriculture in BH, generally, acts as a sectoral supplement, rather than as a leader of economic development. Governments of the BH Federation (FBH), Republika Srpska and Brčko District, of cantons in the FBH, as well as local communities, have increased funds to support local agricultural production in the last few years, but these funds are still much lower than in neighbouring countries and European Union.

If BH accelerates its activities on harmonization with the EU legislation in the area of agriculture and rural development, amounts available in pre-accession funds could be added to domestic investments in that area, which would contribute to a faster development of agriculture and creation of  better conditions for life of rural population.

Transport and communication, apart from their social function, create links between the producers, and between the producers and the consumers of the produced goods and services. They also provide for links with other social institutions (educational institutions, public institutions), both mutually and with other domestic and foreign economic operators. They also enable the mobility of the workforce. Transport infrastructure, in general terms, is important for competitiveness of companies and of the country, since it influences geographic location of economic activities and makes distance between different areas less important. 
Transport infrastructure is an important segment of transport sector and as such, it is the very foundation of the sustainable development of the country; consequently, development of economic policy inevitably implies creating and development of transport policy, i.e. infrastructure development. 

In the overall infrastructure in BH, special attention should be paid to transport infrastructure and information-communication technologies. Transport infrastructure is less developed than in neighbouring countries, and very much lagging behind the average level of development in EU countries. Not only that BH is below the level of development in comparable countries in terms of air transport, that is the transport backbone of the third technological revolution, but it is also lagging behind in road and railway transport, transport backbones of the first and second technological revolutions.  
On the road of its economic development and improvement of competitive position, BH has to connect to EU transport and communication networks. The construction of high speed roads and segments of motorways on the European Vc corridor is already ongoing, and, with gradual removal of borders, communication between Central European countries and Mediterranean will be facilitated, what will ease the development of trade relations between the EU member states and Mediterranean countries. This area has a significant potential for development of inter-modal transport. The BH space is an important air corridor too. BH is a member of the European Organisation for Safety of Air Navigation (EUROCONTROLA), which plays a key role in development of a single European air space (Single European Sky).
Key road network
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The phase of reconstruction and rehabilitation of devastated infrastructure (1996 – 2000) was followed by the phase of reconstruction and modernisation of infrastructure (2000 – 2008) aiming at removing the large gap between BH and other countries, for the benefit of its citizens and economy. But, the investments did not take a desirable and necessary intensity. So far, investments were made in roads, railways, air and water transport. Funds invested in rehabilitation, reconstruction and modernisation amount to KM 1,913 billion. 

Table 12: Length of transport infrastructure per entities
	Indicator
	Level
	Source*
	2005
	2006
	2007
	2008

	Length of roads-total (in km)
	FBiH
	FZS
	4.714
	4.716
	4.698
	4.695

	Length of roads- highway (in km)
	FBiH
	FZS
	2.008
	2.008
	2.045
	2.037

	Length of roads- local (in km)
	FBiH
	FZS
	2.706
	2.708
	2.653
	2.658

	Length of railway-total (in km)
	FBiH
	FZS
	608
	608
	601
	601

	Length of electrified railway (in km)
	FBiH
	FZS
	440
	440
	440
	440

	Length of roads-total (in km)
	RS
	RZS
	11.848
	12.304
	12.700
	12.785

	Length of roads- modern roads (in km)
	RS
	RZS
	5.672
	5.924
	6.458
	7.023

	Length of railway-total (in km)
	RS
	RZS
	416
	416
	416
	416

	Length of electrified railway (in km)
	RS
	RZS
	331
	331
	331
	331


* FSI- Federation Institute of Statistics Institute; RSI- Republic Institute of Statistics of RS 
Key development documents in the area of transport and communications:

strategy, which would define the strategic directions of further development of transport and communications, transport policy and investment programmes with priority projects and activities), are missing.
Ad hoc improvised or other documents that exist at different levels, except for the state level, do not contain adequate development and international components, so they are neither subject nor basis for investment programmes for investors or for implementation of the European programmes, therefore their adequate implementation is not possible. 

Telecommunication network enables fast and free flow of information and better decision-making on the basis of this information. The sphere of information and telecommunication technologies makes the key infrastructure for further development of the country towards the information society. Provision of non-discriminatory approach and their high quality at affordable prices make a part of the basis of the policy of development of the BH society and interest of BH citizens. General measures for implementation of this policy are:

· Liberalisation of the telecommunication market

· Stimulation to development of the telecommunication sector

· Provision of measures of efficient control for the purpose of protection of the rights of users and reduction of obstacles for entrance of new operators

The key regulatory role in this area is played by the State Regulatory Agency which enforces regulations within the scope of competence of the sector. Telecommunication networks in BH are technologically rather well developed, they follow up on the world trends and record continuous growth, and the efforts are constantly being made to reach the EU average. Telecommunication networks cover the whole territory of BH and the large part of the world. The expansion of mobile telephony and Internet networking in BH are evident; there were three mobile telephony operators with three licences and 66 licensed providers of Internet services as well as 66 network operators in 2008. The ultimate goal of telecommunication policy is full liberalisation and regulation of the sector what implies removal of all obstacles to functioning of a single market of telecommunication equipment, services and networks. In order to achieve these goals it is necessary to implement the principle of technological neutrality that reflects the convergence of information technologies, telecommunications and electronic media.

One of the indicators of the current position of BH in this area is the NRI (Networking Readiness Index that identifies the factors which enable the countries to use modern ICT, at the same time stressing the key responsibility of all social actors, individuals, companies and governments). In 2009-10, BH is ranked as 110th (out of 133 countries). According to this Index, BH is the lowest ranked European country. Such low position of BH primarily follows from the governments not being ready for networking as well as their insufficient use of information and communication technologies. 

Graph 10. WEF 2008-9: 11 lowest ranked European countries against the Networking Readiness Index

Information society

For Bosnia and Herzegovina to become a modern society with the knowledge-based economy, able to get included into European integrations, competitive on the world market, it is necessary to obtain knowledge and timely, comprehensive and reliable information. Bosnia and Herzegovina has to act promptly and actively to reduce the technological development gap, particularly in the domain of development and application of information and communication technologies – ICT (digital divide). Creation of the new market environment, new business processes, knowledge, organization, increase of rentability, competitiveness, quantity and quality of services and products, application of innovations in economy, administration, education and all other spheres of life needs to be continued, with further, more efficient development of information society in BH.

Information society is a society in which production, distribution, diffusion and use of information present a significant economic, political and cultural activity. Transformation into information society is a precondition for integration in EU economy. Strategy of development of information society in BH includes the policy of development of infrastructural industry e-business, e-governance and e-education. Based on the Law on Agency for information society BH a coordinator will be established for introduction of the information society and the entity and BD governments will follow the guidelines of the Action Plan e-Europe as an operational plan of the Lisbon Strategy. Therefore the Agencies were established in RS (AIDRS) and in BD, while it is still not established in FBiH. It is important to point out that many legal entities recognised the economic benefits that the ICT technologies provide in different segments of business operations, such as communication with clients and suppliers, data processing and marketing, but the number of safe servers per million population is 8 while the neighbouring Croatia had 117 in 2008
, what indicates to the insufficient development of infrastructure in this area. ICT in BH, both in sectors of production and services was developed before the war, and it started to revitalise in the post-war development so that today, although modest in its volume, it presents one of the most profitable and fastest growing sectors. The assessment of population in BH who use Internet, according to the International Telecommunication Union data for 2008, is 34.66% and has a trend of growth.
Key challenges for further development of information society:

· Make the Agency for Information Society BH functional

· Introduce ICT standards in the administration bodies

· Establish state ICT artery (broadband Internet)

· Provide for well-balanced coverage by infrastructure
· Develop a scientific and research network which will ensure access to Internet to all educational institutions in the country on a non-commercial basis.

· Establish a system of digital literacy for pupils and students ECDL

· Reduce or exempt from tax ICT equipment in order to accelerate the development of ICT society.
Priorities in fostering the achievement of sustainable development and measures for their realisation
4.1. Agriculture, food production and rural development
Priority 1: Establishment of a functional institutional capacity for agriculture and rural development
Lack of institutional capacity at all levels undermines competitiveness of agricultural and food sectors, which results in continuous growth of trade deficit in foreign trade in primary and processed agricultural products. Establishment of functional and responsible institutional capacity for agriculture and rural development would certainly contribute to the improvement of the situation. This lack of institutional capacity also prevents faster introduction of the principles of Common agricultural EU policy.

Measures in this priority area will strengthen general coordination of capacities at the state level, and enable gradual harmonisation of policies and measures needed to meet the conditions for membership in the EU and WTO. More human resources and capacity building are needed at both, state and entity levels, in order to ensure adequate and effective identification, planning and coordination of numerous different and complex components of the general reform of the existing legal framework, policies and public institutions.

Measure 1:  Development of human resources in the existing institutions
Development of human resources in the existing institutions at both, state and entity levels, is needed in order to ensure adequate institutional infrastructure. This is indispensable precondition for efficient planning, implementation and coordination of various complex activities in the area of agriculture and rural development. 

Measure 2: Establishment of missing institutions for agriculture and rural development
Insufficient institutional development and absence of accredited laboratories are the weaknesses that share the common denominator of nonexistent institutional  infrastructure. Such situation creates serious obstacles to normal functioning of the sector.

Measure 3. Harmonization of the sector of agriculture and rural development with EU standards

By signing the Stabilization and Association Agreement, BH accepted the obligation to harmonize its legislation, with more than 50% of it covering agriculture and rural development.

Priority 2. Improving competitiveness in production, processing and trade, while raising quality level and safety of domestic products
Improvement of competitiveness fully respects the economic structure of BH, with agriculture and forestry occupying important place, as well as with rich resource base consisting of large areas of farming land. For the implementation of this objective, a set of measures has been envisaged that will contribute to improving competitiveness of agriculture and rural development.
Measure 1: Investing in agricultural properties / organisations, and investing in modernisation of the existing and construction of new capacities for processing and finishing of agricultural productsUsing better equipment and modern machinery could raise the level of production technology and improve production cost management through adequate combination of production factors in the farm, as well as provide for a better quality of products that is directly dependent on the time required for performance of specific operations.

The link between primary and secondary production and creation of the chain of supply, together with the strengthening of agro industrial complex, offer a chance for enhancing competitiveness of agriculture. Many existing processing capacities require, in addition to the provision of raw material base, significant investments into reconstruction and modernization of production technology and marketing. A number of processing facilities need to be adjusted to EU standards, in terms of quality and food safety. Processing capacities offer significant potentials for labour employment in rural areas and for development of small and medium size entrepreneurship.  Systemic approach to development of this area requires a development of an operational investment programme for agriculture and rural development which would present a platform for the EU IPA 5 when BH becomes a candidate country.

Measure 2: Organization of farming land

Fragmented and parcelled out agricultural properties are the main obstacles to the improvement of competitiveness of agricultural production. Given that most of farming land is privately owned, administrative bodies must find a way to stimulate agricultural producers to exchange their lots, merge their farms and invest into land-improvement works in order to improve land and enhance fertility. Besides, better knowledge of soil profiles characteristics and agro climate characteristics of the territory would enable a more systematic approach to the planning of agricultural production. In order for this to be accomplished, it will be necessary to develop the project of land-information system digitalization.

Measure 3: Establishment and improvement of cooperation in production and processing of agricultural products

Linking primary and secondary production in agricultural and food sector, in terms of  planned organization of production of crops required for food industry, would facilitate significantly marketing of agricultural products for their producers. A higher level of such cooperation could be reached by linking producers, buyers and processing facilities into the chain of supply (e.g. healthy food cluster).

Measure 4. Support to introduction of quality control system 

Introduction of international standards and quality systems (ISO, HACCAP) is an obligation for all operators in processing industry who wish to sell their products in local and foreign markets. Introduction of quality standards into processing facilities implies additional investments by their owners and hiring of consulting companies for introduction of system of controls, while the certification process itself assumes additional investment as well. 

Measure 5: Support to organisations of agricultural producersOne of the main weaknesses of agricultural sector is poorly organized market of  agricultural products and purchasing system, limited production volume and unprotected position of agricultural producers against competition. Possible way to overcome these weaknesses is concentration of producers into cooperatives, associations, clusters and other forms of interest-based organizations. Groups of agricultural producers could be supported through provision of professional services regarding ways and forms of organization, legal support, and assistance in development of business plans. Strengthening of agricultural production requires and implies introduction of new technologies, which assumes acquiring new knowledge and skills by agricultural producers who have to be able to apply new technologies on their farms.

Measure 6: Fishing industry, policy for improvement of domestic and export market
A number of BH companies manages to meet high requirements and standards, starting with the level of equipment to taking samples and conducting the analyses, what enables them to export (cleaned and processed) fish into the EU. Further development of these companies should be provided for by passing the new laws and strategies on freshwater and sea fishery.
Priority 3. Nature preservation and rational management of natural resources
Nature preservation and rational management of resources are gaining importance due to a growing conflict between intensified agricultural production and use of modern technologies in agriculture and processing industry (e.g. eco-agriculture, perm-culture), and the need to preserve the nature and protect it against further degradation. 

Even though BH does not pay sufficient attention to this objective at the present level of its economic and social development, it will have to attach more importance to it in the coming period, due to a greater awareness of the importance and need to preserve nature, as well as to the commitments arising from a number of international conventions that BH has signed or will sign in future.

Measure 1. Support to measures for environmental protection

Sustainable management of natural resources implies such use of land, water and forests that satisfies the needs of present generations but does not jeopardize the needs of future generations. Besides, food safety for human health is becoming the decisive factor for consumers when buying food products. In that sense, measures in this area imply a number of activities towards raising ecological awareness of the population, education and controls of producers in terms of proper application of pesticides, promotion of integrated and organic production, etc.

Measure 2. Support to measures for biodiversity protection and sustainable use of genetic resources

This region is very abundant in various species of plants and animals. There is an extremely rich selection of species and varieties in agricultural production. This fact imposes the responsibility on administrative bodies to pay due attention to biodiversity in agricultural sector. The entry of genetically modified seeds should be increasingly supervised.

Priority 4. Improvement of living conditions and introduction of greater diversity in income generation in rural economy
Improvement of living conditions and introduction of greater diversity in income generation in rural economy have always been considered as extremely important in terms of stopping further depopulation of rural areas and creating conditions for relocation and diversification  of various kinds of non-agricultural activities from urban to rural areas.

Measure 1. Improvement of rural infrastructure

Developed infrastructure in rural areas is one of primary prerequisites for improvement of living conditions and economic activities in villages. On the other hand, poor transport connections and poor and non-existent basic infrastructure are the reasons for migration of rural population, in particular in case of adjacent or remote villages. Indirectly, better infrastructure results in choosing location for some production facilities in rural instead on urban or suburban zones.

Measure 2: Support to development of rural, particularly women's entrepreneurship
Development of business in villages should be focused on using raw materials that are produced in respective rural area, as well as development of services needed to rural areas. Though a large percentage of rural population claim that they possess certain knowledge, experience and skills required for specific occupations, additional training will be needed to educate them on how to start some activities, like wood processing, stone cutting, processing of agricultural products, growing wild fruit, medicinal herbs, and similar raw materials on their farms.

Rural areas are still to a high extent burdened with traditional division of work to men's and women's, based on which women get physical, more difficult, and less paid jobs. Running some business activity, in terms of ownership over the business facilities, management and leadership is, by definition, predestined for men. However, the number of women in rural areas who obtained good education (even higher education) and knowledge for successful running of business activities, not only on farms, but in the domain of craft or some other entrepreneurial activity, is increasing. They should be supported in this, particularly in terms of specific training to introduce them to conditions and ways to start up their own business, as well as encourage them to take such initiatives.
Measure 3: Support to production of specific geographically brand-named productsA large number of rural households in BH have a long tradition of processing various agricultural and herbal products directly on their properties. Goods like processed meat products, cheese, cream, honey and processed fruit and vegetable products make an important part of rural economy and contribute to upgrading of economic position of family farms. By processing, agricultural products or agricultural raw materials gain added value, meaning better price on the market. Added value is also created by the name, quality, special taste, shape and other characteristics, as well as special production technologies. 

Measure 4: Promotion of rural tourismThanks to the rich natural heritage, unpolluted rivers, diverse flora and fauna, mild climate, but equally to substantial cultural-historical heritage, rural areas have excellent preconditions for development of rural tourism. In broader terms, rural tourism implies a set of activities and services, provided by rural population in order to attract local and international tourists, and to promote tradition, customs, environmental and other values of rural areas. 

4.2. Environment and renewable sources of energy
Priority 1: Use of renewable and non-renewable natural resources, creating conditions for sustainable developmentGaining optimum benefits from natural environment implies moving from weak to strong environmental sustainability. Moving from the paradigm of sustainability of the total capital
 towards the paradigm of sustainability of environmental capital, i.e. of the existence of firm rules on protection of natural resources and regulation of related human activities can be seen on the following graph
.

Graph 8: Rules of environmentally sustainable development
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Measure 1: Harmonisation of framework and strengthening capacities of institutions at all levels in BHWeaknesses in functioning of the system should be removed, and the common strategic framework for better preservation and management of the environment should be developed as a platform for preparation of investment plans; as well as capacities developed for its implementation. This measure is necessary in order to remove the observed weaknesses and un-coordinated work of the institutions at the level of BH, entities, in FBH cantons and municipalities. 
Measure 2: Ensure development of strategic documents, plans and research programs, as well as of tenders for awarding concessions in the area of sustainable use of natural resources and renewable energy sources It is necessary to re-examine and make work on all levels in BH more efficient and transparent in terms of awarding the concessions for exploitation of natural resources.
Laws on concessions that regulate use of natural resources and renewable energy sources are applied mainly without strategic documents, plans or programs in place, usually in reaction to personal initiative of a potential investor, most often of an intermediary, or by publishing poorly prepared tenders. An investment plan needs to be prepared in the area of use of natural resources as well as a functional analysis of the implementation of the laws on concessions as a baseline for starting the investment cycle.

Measure 3: Elaborate, harmonise and implement the adopted entity strategies in relevant areas, and adopt them for the areas or parts where they are missing Most of earlier adopted entity strategies are too general, basic and non-proactive in terms of activation of unused natural resources. They need to be further elaborated, harmonized (e.g. development of agriculture and water management, tourism development and environmental protection, etc.) and implemented without delay. In those areas or their parts where no strategy has been adopted, there is no acceptable excuse but inertness of responsible institutions, so that they have to be „forced“ to urgently propose adequate development documents – strategies and implementation plans.

Measure 4: Harmonise spatial and urban development plans at different levels, and make strategic environmental impact assessment for all of them

Spatial plan of FBH has been under preparation for some time, while the RS has already adopted its spatial plan. Five or six cantons in the FBH have adopted their spatial plans, while other cantons are preparing theirs. All of the plans will have to be harmonized, in particular in bordering areas. When it comes to „special areas“ (highway on the Vc Corridor, the existing or new national parks and other protected areas, etc.), new spatial plans are being developed. According to entity laws on environment, and in particular to European environmental directives, these plans need to be assessed in terms of their environmental impact. This has not been done in BH yet, except in a few cases when applying for funds with international financial institutions. Coordination needs to be improved, and spatial and urban development plans harmonised within BH, in line with European directives that require the environmental impact assessment.

Measure 5: During the EU association process, improve environmental legislation based on principles of sustainable development in BH, with the assistance of relevant EU institutions

Environmental legislation in both entities and Brčko District is partly harmonized with the EU acquis.. Further development and improving of environmental legislation in BH in accordance with the principle of sustainable development and with the assistance of relevant EU institutions is an extremely important measure that will lead us towards the achievement of a top strategic objective – sustainable development.

Priority 2. Develop the concept of measuring development sustainability and  environmental infrastructure development
A set of sustainable development indicators needs to be developed, that will offer accessible and comparable indicators of the present situation and trends. Competent decision making is not possible without relevant indicators, as guidance for decision makers at all levels. A detailed analysis of the missing data should also be conducted so that they can be calculated and monitored.

Measure 1. Develop, encourage and measure development of environmental infrastructure, that contributes to development sustainability 
Development of all segments of a society depends on the development of environmental infrastructure (water supply, sewage, waste water treatment, solid waste management etc.).  Measuring of environmental infrastructure development is a prerequisite for the management of its development, as well as for general development. „Development“ that pollutes (excessively) environment may seem successful on a short run, but it brings about drastic deterioration of quality of life on a longer term.

A selected set of sustainable development indicators in BH has to be comparable with the already developed indicators in other countries, regional and UN organisations, but also adjusted to the situation and internal structure of BH.
Measure 2: Define sectoral and institutional obligations regarding gathering of relevant data, as well as coordination arrangements for their compilation in statistical agencies in BH
Statistical agencies in BH are by their nature places where relevant data are collected, processed and compiled to create a system for monitoring development sustainability. However, according to relevant legal and coordination arrangements, many other institutions at the BH, entity, cantonal and municipal level have to be involved and responsible for the process. There needs to be developed a mechanism for use of indicators to facilitate assessment of the situation, quantitative evaluation of progress, as well as planning and decision making in the implementation of the Strategy of Development BH and the Strategy of Social Inclusion BH.
Priority 3: Ensure stronger integration of environmental protection policy with policies in other sectors
Environmental protection policy must not be an impediment to development, on the contrary - real development is only possible with adequate measures of environmental protection. Thus, policies of all sectors, in particular the ones that are directly related to natural resources, must incorporate environmental protection policy. 

Measure 1: Transpose the EU environmental requirements to all relevant sectoral policiesBH needs to integrate environmental EU acquis in almost all sectors (energy and mining, transport, agriculture and forestry, industry, tourism, spatial planning, health care, education, finances and other). This is the right way to do it for BH as well, and it is its obligation to be fulfilled in the EU accession process.  

Measure 2: Develop economic instruments that will encourage the application of „polluter pays“ and „user pays“ principles, as well „prevention“ and „re-use“ principles
Economic instruments that will encourage environmental protection, as well as sustainable development, are completely underdeveloped in BH. They need to be developed urgently, because, together with legal instruments (e.g. environmental and other permits, approvals, adjustment plans, etc.), they make complementary management mechanisms for a truly sustainable development. 

Measure 3: Establish and make fully operational entity (and cantonal in the FBH) and BD funds for environment 
In Republika Srpska, the Ecology Fund's work needs to be advanced. In the Federation BH, similar funds need to be established to support the investments.
Measure 4: Finalize preliminary legal and economic analyses required for accession to  environmental and related conventions and protocols that BH has not acceded to yet, and regulate their implementation between the state and entities/cantons

Accede to conventions and protocols that BH has not acceded to, while all neighbouring countries have. The issue here is lack of capacities for preparation in relevant institutions at BH level, and often unclear mechanisms for implementation between the state and entities/cantons.

Measure 5. Establish adequate capacities at the level of BH for implementation of international treaties on environment, in particular those signed by both -  BH and EU, and adopt necessary laws at state, entity and cantonal level (in FBH)
International treaties pose the obligation that has to be implemented through domestic legislation, in accordance with internal organization of the state. To that aim, laws and implementing regulations need to be passed at all levels in BH.

Measure 6: Develop environmentally responsible market in BH 
Participants should be signalled that they need to behave in an environmentally acceptable manner. State programmes and economic incentives have to be introduced.
Only environmentally responsible market has a chance to operate in the EU and neighbouring markets, so it will be necessary to provide programs and economic incentives for economic operators who recognize that need and who are willing to invest in cleaner production, implementation of IPPC directive and other environmentally acceptable procedures.

Measure 7: Work towards full partnership between authorities, business, industry and academic community, and citizens, to address environmental issues Environmental component should be incorporated into development and ensured stronger participation of youth and women in all spheres of work.Partnership is the only real guarantee that the existing environmental problems (e.g. solid waste management, communal and industrial waste water treatment, etc.) will be successfully addressed. Youth and women are especially sensitive to these problems, and they need to be encouraged to participate much more in their addressing. The mechanisms of good governance to enable development of partnerships need to be established.

Priority 4: Stimulate development of the energy sector BH should urgently pass relevant laws at the state level, establish institutions, and create data bases dealing with energy issues that can secure transparent and professional process of development of the country's energy sector. The remaining recommendations of the Treaty on energy community – Electricity and gas Road map (Meeting of the Ministerial Council of the EC, Skopje, 2006) need to be realised.
Measure 1: Strengthen institutional framework
World Bank, in its document Infrastructure and energy strategy (2004) indicated that BH "pays a high economic price of its excessive fragmentation and decentralisation of the infrastructure, electric power companies and public supervision over them".
 Thus, it is needed to establish an institutional framework for monitoring and strategic planning related to the energy sector in BH, in compliance with the WB recommendations.

Measure 2: Adopt strategic documents
BH lacks the basic strategic documents to direct development of the country's energy sector, primarily the strategy of development and action plans that would address the issues of energy safety.

Measure 3: Improve regulations
BH lacks laws and other legal instruments to regulate the energy area, functioning of regulators (e.g. defining the prices of electricity and other energy products), and facilitate investments into the energy sector.

Measure 4: Improve safety of the system
BH needs to establish the system of energy safety, define sources and directions of import of energy products and determine the safety and minimum supplies norms in line with EU standards.
Priority 5: Stimulate development of all renewable sources of energy
It is extremely important for BH to set up the annual goals of energy production from renewable sources. This is still an underdeveloped area in BH, burdened practically by all the weaknesses of the system organisation, while huge natural potentials in BH are practically unused. These goals could join both public and private sector in common activities. Production of energy from renewable sources is a huge development opportunity for BH, since this is a trend in the EU.
Measure 1: Implement Convention on Climate ChangeAwareness needs to be raised on the possible consequences of climate change in BH, taken measures to adapt to possible climate change, and, in particular, to increase energy efficiency and use of renewable sources of energy.
Measure 2. Establish units for energy efficiency and renewable energy sources in relevant ministries, in order to speed up the adoption of relevant legislation in compliance with the EU acquis
These units, or some other existing organizational forms, must be given urgent task to work towards accelerating the adoption of relevant legislation and corresponding economic instruments.

Measure 3: Improve mechanisms for promotion of the use of renewable energy resources, make them competitive in the market and secure mechanisms for implementationExperiences of neighbouring countries and EU should be adapted and applied in BH. 
This implies introduction of European standards and regulations for fuels from biomass in order for its energy use to be facilitated, which results in the need of adoption of regulations that would facilitate development of the market and increase customers' confidence.In this area, BH has great potentials that are now practically unused.
Measure 4: Preparation and completion of the wind map, geothermal map, small power-plants map, solar energy potential map and map of production and distribution of wood
Relevant institutions, from Commissions for Concessions to governments and parliaments, to municipal councils, have to prepare themselves for market and competition based awarding of concessions for use of natural resources as renewable energy sources. This measure should facilitate active relations between competent institutions and public sector, in order for the process of awarding concessions to be economically and environmental optimum, socially acceptable and sustainable on a long term. 

4.3. Transport and communication
Bosnia and Herzegovina is a small country, in terms of population and area size, which requires stronger engagement, and better connectedness and mobility of people and goods, for purpose of economic and social development based on wider use of internal natural, human and other resources. 

Development of all forms of transport is necessary for competitiveness and for various types of services. The objective should be to ensure optimum development of all forms of transport, in order to reach satisfactory level of all services in accordance with the EU transport policy, and promotion and practical application of intermodal transport and intelligent transport system (ITS), as the highest forms of modern and economical transport, needed by the  economy, society and individuals.

Information and communication technologies – ICT are increasingly becoming the focus of the strategies for increase of competitiveness of the countries throughout the world, thanks to their modernizing power as an essential enabler of growth and development
. ICT is extremely important in enabling countries with medium income to achieve the higher stages of growth and economic and social transformation.

Priority 1: Achieving and increasing mobility of goods and people, and contributing to overall sustainable social and economic development

Measure 1: Develop the missing transport infrastructure, primarily planned highways and high-speed roads that connect large industrial and administrative centres in BH, and improve regional links in BH  

Credit funds and models of public-private partnership should be used for realization of these projects, in order to avoid excessive indebtedness of the state. It is necessary to improve performance in terms of a better planning of project implementation and more efficient work, and increase results in road construction on annual level, by 15 to 20 kilometres.

Measure 2: Reconstruct and modernize the existing infrastructure (roads, railway network, river ports and airports) 

Agreed reforms, which are often a condition for use of funds, need to be intensified and implemented timely along with project preparation, in particular in railways sector. When setting priorities for reconstruction and modernization, the degree of economic and financial cost-effectiveness should be taken into account, like in case of river and railway transport that have been extremely neglected lately. Special attention should be paid to transport safety and environmental protection during the implementation of these measures. 

Measure 3: Enlarge and modernize mobile transport capacities, and rationalize their use 

Mobile capacities in some modes of transport, like railways, air and water transport are in a very poor condition, in terms of quality and capacity. Mobile capacities need to be modernized and enlarged. Some arrangements have been made, like leasing and additional capitalization in air transport, and supply of tilting trains that has been agreed in railways. Road transport should be modernized and adjusted to EU standards, as well as used more rationally, which can be achieved by establishing BH logistic centre, and by other measures, like regulation of time schedules, licences, etc.
Priority 2. Optimum development of all modes of transport and providing of cost-effective high quality services
BH is one of the rare countries, probably the only one in Europe, without either development strategic documents on transport, or investment programmes with priority projects and activities. In order to fulfil its obligations pursuant to concluded international agreements, and improve the planning of transport infrastructure on the state and entity level as to consequent prioritising of the transport projects along the common regional transport network of the South-East Europe and other internal networks, there are three documents undergoing development and adoption: Transport policy of BH, Transport Strategy of BH and the Action Plan of BH. 

Measure 1: Develop transport system in compliance with strategic documents (policy, strategies, action plans)

These strategic documents are the basis of a rational development and progress. Transport policy has been finalized and is in the procedure of negotiations and adoption. Strategy and action plan are expected to be completed by June 2010. These documents are developed with financial assistance of the World Bank and EBRD. 

Measure 2: Improve domestic legislation and apply EU standards and regulations 

Under the regional agreement on joint development of basic transport network, BH committed itself to adoption of a number of standards and directives. The establishment of Transport Community between the EU and SEE countries, which is under way, will increase BH obligations in this respect.

Measure 3: Strengthen regional cooperation and connections 

All current agreements and discussions require primarily regional cooperation and common development of transport, where BH must not lag behind, since common development and cooperation assume also mutual competition. Bilateral agreements with neighbouring countries need to be intensified, in particular with regards to land and water transport, fully respecting existing regional agreements and arrangements.
Priority 3: Internal harmonization regarding transport, and harmonization with EU standards and regulations, including aspects of environmental safety and protection Measure 1: Organize functional and economic transport, minimizing negative impact on environment 

The existing transport does not meet social and economic needs the way it does in developed countries in Europe, so that great efforts need to be made in order to optimize functioning and cost-effectiveness of transport. Studies made on intermodal transport, rehabilitation of the Sava river, traffic safety, etc. provide the basis for decisions on the implementation of these measures. Functional and economical transport has exceptional indirect effects on the economy and the society as a whole.
Measure 2: Monitor and evaluate negative effects and processes in transport sector and take necessary activities, and implement measures to achieve safe and reliable transport 

Transport sub-sectors are different and the approach to each of them is different. Road transport has been completely privatized, while railway transport has not. In road transport there is full competition, except for urban transport, which is not the case in railway transport. Every type of transport should be analyzed individually, and required activities should be taken to achieve safety and reliability of transport.

Measure 3: Organize supervision and control of compliance with regulations, and establish financial discipline in collection of adequate fees for all types of transport 

A mechanism of inspection and internal controls are in place with many operators and in a number of operations, but it is not sufficient for full implementation of regulations and introduction of new directives and standards. Competent ministries are responsible for the application of regulations and obligations arising from relevant agreements and laws in the entire transport sector, and they have to press for their application by transport organizations and institutions.

Priority 4. Increase readiness for information and communication networking and information society development
It is necessary to ensure and develop information and communication technologies, based on optical cables as much as possible, and their use by as many citizens as possible, particularly youth, as well as set up the organization for including the country in e-Europe and global information and communication processes. What is particularly important is to secure better access to broadband internet in primary and secondary schools and colleges.

Measure 1.  Building and development of ICT infrastructure
We need to define and take steps for securing more rational use of the existing communication infrastructure, as well as development of new broadband infrastructure. More rational utilization of the existing infrastructure equally pertains to transmission and access networks. Related to this, it is necessary to:

· Establish ICT arteries and academic networks at BH level
, 

· Intensify development of new broadband infrastructure via:  

· Massification of digital subscriber network xDSL connections (x Digital Subscriber Lines)

· Develop wireless broadband access networks,

· Develop and build optical networks in access, and

· Develop and implement new broadband technologies  

· Harmonization of frequency plan for BH for the purpose of:

· Civil use,  

· Needs of state institutions;  

· Development of digital radio and TV broadcasting. 

Successful implementation of these steps would result in the increase of the competitiveness level between providers of telecommunication services, enable provision of new services with more rational utilization of the existing and development of new TC infrastructure.  

Measure 2: Strengthening e-legislation and e-government
In spite of the considerable progress pertaining to the regulations on ICT, a coherent and comprehensive legal framework for ICT use is still not satisfactory. Legislation and regulations need to be developed comprehensively and in compliance with requirements of acquis and needs of a modern information society. ICT sector development will be particularly stimulated by the governments activities on adoption and development of best practices in the sphere of e-government services. This will affect to the improvement of productivity in public sector and performances of private companies using these services. The e-government development will require further efforts on establishing and development of formal bodies responsible for coordination and its execution.

Measure 3: Implementing ''eSEE Agenda +"
BH will consistently work on the implementation of the conclusions from "eSEE Agenda +", signed by the government ministers of South-East Europe countries in Sarajevo in 2007, and encourage development of broadband network infrastructure and broadband electronic services based on it, in order to foster the development of information society and achieve the goals set up in the Action Plan "eSEE Agenda +".  

Achieving the goals set up in "eSEE Agenda +", in the domain of broadband network infrastructure and responding services, will be realized through the following measures:  

· Ensuring broadband networks of high bit speed and reliable services providing for safe access to enriched contents, 

· Stimulating development of digital contents and services as well as translation of conventional contents into a digital format,

· Harmonizing rules and policies in the sphere of telecommunication and media which will be technologically neutral and enable easier convergence of information society and media services, 

· Providing computers and broadband internet access to all schools and education institutions, and

· Further developing the academic broadband network which will connect all scientific institutions in BH and enable their cooperation on projects important for development of the information society, as well as other projects of common interest. 

Indicators of results for the goals: Sustainable development
Benchmark indicators show „the distance“ between BH and the EU 4 average. This average is equal to index 100, and BH value shows the share in it. Index 100 represents “floating average“, i.e. the EU4 average that is calculated for every year individually. (Four EU member states used for the calculation are Bulgaria, Romania, Slovakia and Hungary, being the four EU members that are, at the same, time transitional countries). The annex includes calculation methodology, tables with complete data for every individual indicator, including two countries from the region that have candidate status.

Table 12: Benchmark indicators
	Goal: Sustainable development
	Base value of indicator is benchmark, i.e. EU 4 average = 100  

	
	Level 
	Source
	2005
	2006
	2007
	2008
	2009
	2010

	Sustainable development*
	BH
	3
	:
	:
	:
	81
	:
	:

	Quality of roads
	BH
	3
	:
	:
	:
	59
	59
	:

	Costs of agricultural policies
	BH
	3
	:
	:
	:
	103
	111
	:

	Technological readiness 
	BH
	3
	:
	77
	69
	66
	72
	:

	General quality of infrastructure
	BH
	3
	 
	 
	 
	66
	59
	:

	Railway transport – transport of goods (million tons / km)
	BH
	1
	8
	11
	11
	13
	:
	:

	Emission of CO2 per GDP (kgCO2/$)
	BH
	5
	73
	68
	64
	:
	:
	:

	Emission of CO2 per capita (higher value means lower emission) (tCO2/capita)
	BH
	5
	141
	132
	121
	:
	:
	:

	El energy consumption per capita
	BH
	5
	61
	58
	59
	:
	 
	:

	Energy consumption per GDP
	BH
	5
	105
	97
	90
	:
	:
	:

	Energy consumption per capita 
	BH
	5
	48
	51
	57
	:
	:
	:

	Number of mobile phones 
	 
	6
	:
	54
	58
	71
	:
	:

	Number of Internet users
	 
	6
	:
	72
	69
	73
	:
	:

	Number of broadband Internet connections
	 
	6
	:
	15
	22
	39
	:
	:

	* Two-year indicator.
	
	
	
	
	
	
	
	

	3 World Economic Forum.
	
	
	
	
	
	
	
	

	1 EUROSTAT.
	
	
	
	
	
	
	
	

	5 International Energy Agency.
	
	
	
	
	
	
	
	

	6 International Telecommunication Union (online data base).
	
	
	
	
	
	
	
	


The fifth strategic goal: EU Integration

EUROPEAN INTEGRATION – STRATEGIC ROAD OF BOSNIA AND HERZEGOVINA
The conclusion of the Parliamentary Assembly of Bosnia and Herzegovina from 2003 have confirmed that accession to the European Union is the strategic goal of Bosnia and Herzegovina with full political consensus in the country. 
Aspiration towards pro-European integration, prior and after this conclusion, have been formally confirmed by Declaration on special relations with EU from 1998, Decision of the Council of Ministers of BH on starting the initiative for accession to the EU, from 1999, Resolution of the Parliamentary Assembly of BH on European Integration and Stability Pact for South-East Europe from the same period, as well as Statement of the heads of political parties from 2004, that confirm readiness for political consensus and further democratisation of BH, within its constitutional organisation, in order to access European Union and Partnership for Peace. 

BH is a subject of a regional approach of the European Union to the Western Balkans countries, through the process of stabilisation and association, as well as the element of strategy of conditionality from 1997. Political dialogue, liberalisation of trade, cooperation in judiciary and internal affairs, and the process of stabilisation and association, are the guiding principles of integration of BH into political and economic matrix of the European Union. Besides the autonomous trade measures and financial assistance, the key instrument of this process is the Stabilisation and Association Agreement, whose signing on 16 June 2008, presented the first contractual relation between BH and the EU, which confirmed the status of a potential candidate for membership in the EU from 2000, as well as several times earlier offered European perspective.  The signing of the Stabilisation and Association Agreement will remain forever engraved in the history of the BH's European path, even more because this act is not only a reward for the achieved goals of reforms, that this contractual relation was conditioned with, but because, at the same time, it opens space for new opportunities for the country, through clear emphasised confidence of the both Parties that new atmosphere is created for economic relations between BH and the EU member states, primarily related to development of trade and investments as key factors for restructuring and modernisation of the BH economy. Based on gradual establishment of the free trade zone in the period of not more than five years, and the goal of final accession in the period of not more than six years from the date it came into force, the Agreement promotes a framework for reforms envisaged to encourage the adoption of EU standards, and with the goal for BH society to get closer to those European values that the Union is based on, in all its essential aspects. With this first contractual relation with the EU, BH took the responsibility to enjoy the rights but also the responsibility to fulfil the obligations embodied in the main elements of the Agreement, ranging from the general principles of the Agreement, political dialogue, regional cooperation, through key segments of the internal market, harmonisation and implementation of legislation, to financial and cooperation policies in general, with legal effects from the aspect of international legislation. 

CURRENT SITUATION
With the goal to start implementing the SAA provisions on trade and trade related issues as soon as possible, the Interim Agreement on trade and trade related issues was signed on 16 June 2008, which came into force on 1 July 2008, and imposed the obligation to institutional and administrative structures in the country to use, respect and implement rights and obligations related to free flow of goods, industrial products, and agricultural and fishery products. It is clear from the title of the Interim Agreement that it will implemented only temporary, until the Stabilisation and Association Agreement becomes effective. To this end, temporary institutional structures have been formed to supervise its application and implementation. 

Strategic framework for realisation of obligations set out in the Interim Agreement and Stabilisation and Association Agreement for the period 1 January 2010 – 31 December 2011, is provided by the document Programme of measures for implementation of the Interim/Stabilisation and Association Agreement, adopted by the Council of Ministers BH. 

The additional framework of support to the process of stabilisation and association, and overall fulfilment of accession criteria is provided by the European Partnership, established in 2004, which defines the priority reforms that need to be realised in order for the country to come closer to the ultimate goal – accession to the united European family. European Partnership aims at directing the administrative and institutional capacities on the state and entity levels towards reforms of the key aspects of political, economic and social organisation of the country, promoting a framework of financial assistance for these purposes. BH institutions are currently committed to fulfilment of their obligations from the third European Partnership elaborated in the "Action Plan for realisation of priorities from the document European Partnership for the period 2008 - 2012”. The time which lies ahead of us will bring new priorities and obligations set out in the forth European Partnership. It is expected that, once the country acquires the candidate status, it will be replaced with the Accession Partnership. 
By signing the SAA, BH took over the obligation to harmonise domestic legislation with acquis communautaire and its efficient implementation. However, the Decision of the Council of Ministers BH from 2003 on procedures in the process of harmonisation of legislation with the acquis communautaire, as well as the text of almost identical entity decisions on harmonisation of legislation, already at that time – from the aspect of domestic legislation, obligated the legislative structures in the country to harmonise domestic legal framework with the acquis, confirming the essential commitment of BH to the offered European perspective. Taking over of the acquis represents the most complex and time consuming job in the overall process of the EU integration. The Community Law is a matter that changes and amended due to development of social relations and globalisation of economic trends in both the EU and the region. Taking into consideration the complexity of the organisational structure of BH and numerous actors involved in the process of proposing and adopting the laws, the key challenge in the near future is the development of a single methodological approach for taking over the acquis, in order to secure its implementation in the same way in the whole country. Single methodology implies the following challenge, defined as strengthening of cooperation and coordination of work of relevant institutions in the country. Directorate for European Integration, in cooperation with the entity and the BD coordinator for the process of European Integration, is already working on this, and it is expected that the undertaken activities would result in stronger and more efficient coordination structure, fully committed to the idea of European integration as soon as possible, and consequently, in changes and amendments to the aforementioned Decision of the Council of Ministers on procedures in the process of harmonisation of legislation with the acquis communautaire. "Programme of harmonisation priorities in legislative activities for implementation of the European Partnership and the Interim agreement" and SAA, when it comes into force, provides the initial planning framework for harmonisation of legislation. 

European perspective confirmed on 16 June 2008, insists on creating and implementing an overall approach to reaching the so called Copenhagen and the Madrid criteria of eligibility for membership. The key challenge for BH is achieving the goals of political criteria – the existence of stable institutions for securing democracy, rule of law, respect of law, respect of human rights and freedoms, and protection of minorities. Fulfilment of this requirement represents the main condition for starting any negotiations on the accession. Efficient functioning of the market economy and ability of the country to cope with pressures of competition and market forces within the EU, as well as its ability to take over full obligations following from membership, requirements embedded in economic and legal criteria respectively, will be subjected to dynamic evaluation at the more advanced level of accession process. Having in mind that mere formal transposition of the EU legislation into domestic legislative framework is less important than its efficient implementation through adequate administrative and judicial structures, the existence of strong, functional and efficient administrative system is set out as the forth accession criterion in Madrid, in December 1995, imposing new obligations to the institutions of BH included in the process of stabilisation and association. The best response to the challenge of fulfilling the accession criteria, as well as response to meeting the obligations from the Interim Agreement/SAA and the European Partnership, should be provided by the Framework Integration Programme, which will meet the requirements of the process of BH association to the EU, at the same time ensuring consistency in addressing all obligations that the process of stabilisation and association implies, fully respecting the constitutional structure of the country and division of responsibilities among all levels of government in BH. The Framework Programme should provide a solution for the necessary development of the overall strategy for adoption of the acquis in the areas that are particularly complex and thus whose organisation requires significant financial investments. One of the obvious examples is the area of environmental protection in the whole country. This, second step in the association process implies the need to coordinate work of institutions that are either directly or indirectly included in the process of European Integration at all organisational levels in BH, with the goal to precisely define their roles and responsibilities in the process of European integration at both political and technical level.  

Partnership between the European Union and Bosnia and Herzegovina thus promotes a framework for financial assistance directed to meeting the priorities and identified goals. The EC assistance to BH in the process of stabilisation and association is generally promoted through financial instruments created for this purpose, such as the current instrument of pre-accession assistance IPA 2007 - 2013, from July 2006, which replaced the previous CARDS programme for period 2000 - 2006. BH has signed the Agreement on the Rules for Cooperation with the Commission of the European Communities, applying to the financial assistance of the EC to Bosnia and Herzegovina, within the implementation of assistance through the IPA. The Framework Agreement provides administrative, legal and technical framework for financial assistance intended for Bosnia and Herzegovina, at the same time defining the direction of building, changing and amending of the legal framework of BH with a view to its implementation. Assistance to the candidate countries, as well as potential candidate countries should continue to support their efforts to strengthen their democratic institutions and the rule of law, reform public administration, implement economic reforms, respect human and minority rights, promote gender equality, support regional cooperation, as well as reconciliation and reconstruction, and contribute to sustainable development and reduction of poverty in these countries. As a potential candidate country, BH has access to financial assistance through the first two IPA components: support for transition and institutional building /through support for three key areas of political and economic criteria and capacity to take over its membership obligations/ and support for participation in cross-border cooperation through bilateral and multilateral programmes of cross-border cooperation with the EU member countries included in the Adriatic programme, as well as trans-national programmes for the South East Europe. The remaining three components – regional development, rural development and development of human resources, will be available upon acquiring the candidate status, which will at the same time confirm the accreditation of the country for decentralised management of the funds. Besides the European Partnership, the EU framework for allocation of financial assistance also comprises the Progress Report and Strategy of Enlargement of the European Commission, distributed annually, as well as Stabilisation and Association Agreement. Upon acquiring of the candidate status, BH will become compatible with the Accession Partnership priorities, the state programme for adoption of acquis communautaire and the negotiation framework. What is additionally encouraging for BH is that assistance can include harmonisation with the acquis communautaire, while the country still has the status of a potential candidate. Generally, the EU assistance is conditioned by the country's progress in fulfilling political criteria, particularly progress in fulfilling the concrete priorities of the European Partnership, as well as progress in the sphere of democratic, institutional and economic reforms. For the period 2009 – 2011, financial assistance is directed through the Multi-Annual Indicative Planning Document. MIPD starts from the objective of the EC assistance in satisfying of the criteria for preparation of the country for the EU membership, thereby supporting the transition of BH from the status of a potential candidate to a candidate country. 
KEY CHALLENGES
Bosnia and Herzegovina is currently facing a challenge of further association into the EU. The first in line is the Stabilisation and Association Agreement entering into force. This will be followed by acquiring the status of a candidate country, and opening negotiations through chapters of the acquis, for which positive evaluation of the implementation of the SAA/Interim Agreement and priorities of the European Partnership, is of key importance. Prior to acquiring the status of a candidate country, a request for membership must be submitted, whose consideration and final approval is followed by assessment of a readiness of the country to accede to EU through adoption and fulfilment of conditions for membership – for this purpose BH will receive a questionnaire. Replies to questions posed in the questionnaire provide an overview of the situation in the country related to several areas. Previously defined need to strengthen institutional coordination on technical and political level will have a key role in adequate meeting of the obligations that the submitted questionnaire and required feedback imply. After BH finally acquires the candidate status, its obligations in the further association process will become more complex, since this implies opening of negotiations through individual chapters of the EU Community Law (acquis), what requires great financial investments, as well as investments into training and adequate preparation of staff involved in the negotiation process. To this end, strengthening administrative capacities at all levels of government organisation in BH, respecting its constitutional structure and authorities of entity and state levels, represents an uncompromising obligation that the process of European integration requires for. 

The idea of "Bosnia and Herzegovina in the European Union" should be the guiding principle of every segment of social and political community of our country, and the engine of the needed compromises with the aim of ensuring full support for this strategic goal. 
INSTITUTIONAL FRAMEWORK
Reforms required by the process of stabilisation and association impose the need to strengthen administrative and institutional capacities at all levels of organisation of government in BH, in accordance with the existing constitutional structure, what requires allocation of significant financial resources.

The Law on the Council of Ministers defined the role of the Directorate for European Integration as a body in charge of harmonising the activities of governmental bodies in BH in the process of European integration. Process of European integration is very complex and implies harmonisation of opinions and activities all governmental bodies. To date, the Directorate has prepared, and the Council of Ministers has adopted a great number of decisions providing for the institutional framework for coordination of the European integration process. Having in mind the next steps BH has to take, this system of coordination has to be improved. Necessary activities related to this have already been undertaken.

THE SIXTH STRATEGIC GOAL: SOCIAL INCLUSION
Social inclusion refers both to social and economic category of development, which, through social investments and development transfers invests into knowledge, training, health, and other modes of equalisation of opportunities for life and work of vulnerable groups (regardless of their national affiliation, disability, gender, age, etc.) and encourages increase in level of their working activities, taking into consideration their specific working capacity, skills and knowledge, as well as potentials that need to be upgraded in order to increase their employability, as a key prerequisite for playing an active role in the society. This goals also tackles different types of social insurance and social protection that essentially influence on social position of specific categories of population. 
The key goal is to improve social inclusion, increase participation of inactive, discouraged population and their re-integration in social life, labour market, and equalisation of opportunities for work. This would provide for gradual significant decline in burdens of social benefits, and increase in share of those who contribute to economic development, thus opening space for a sustainable system of social insurance, particularly due to the aging population. 

Current situation
Demographic trends
In 2007, the BH population was estimated to 3,447,156, with 64.2% of population living in the Federation BH, 33.8% in Republika Srpska, and 2% in Brčko District. The majority of population lives in non-urban areas, i.e. rural or mixed areas (2/3 of population in RS, over 50% of population in FBH and BD). 

Gender structure as well as gender disbalance result from different mortality, natality, and migration trends, socio-economic factors, etc. The masculinity coefficient (number of men in the overall female population) is 95.5% (FBiH 95.3 %, RS 96%, BD 97.7%). In younger age groups the number of men is lager than the number of women, but their number after the age of 55 significantly declines. 

Aging of population: The average age of BH population is 38.3  (37 in FBH, 40.8 in RS, 39.5 in BD) what tells us about the function of the aging rate of population. Majority of population is in the age category 35 – 64  (39.5 % of population). Population younger than 18 makes 21.6% of total population, with 5.4% of pre-school age children. A share of elderly people in the overall population is 15.1% with 57 women per 100 persons. There are significant differences through geographical areas – the oldest population lives at the territory of Republika Srpska (18.5%), and the youngest in Federation BH (13.3%). This fact is confirmed by the ratio of elderly people (age 65+) to the number of children; namely it is 3.9 in Republika Srpska and 2.3 in Federation BH. Low fertility rate (ratio woman – child, i.e. a ratio of the number of children 0 – 4 to the number of women 15 – 49) indicates that 18 children (younger than 5) comes to every 100 women. Fertility rate is higher in Federation BH (17.9%), than in Republika Srpska 16.5% (value for Republika Srpska is determined not only by the number of children 0 – 4 but also the number of women in the observed age group). 

Households: In 2007, there were 1.05 million households in BH with the average of 3.27 household members. The average number of household members in Federation BH is somewhat higher than in Republika Srpska or Brčko District (the average number of members in FBH is 3.06 in urban and 3.62 in suburban/rural areas, while in BD there is no difference in the number of household members between urban and suburban/rural areas). Persons who live alone make 14.8% of overall households.

Table 1: Main population indicators in BH by entities:

	
	BH
	FBH
	RS
	BD

	Estimated number of households
	1,054,613
	657,984
	374,715
	21,914

	Average number of household members
	3.27
	3.36
	3.11
	3.07

	Population estimates
	3,447,156
	2,213,783
	1,166,173
	67,200

	Total monthly consumption expenditures per household (in thousand KM)
	1,541.43
	1,649.72
	1,364.31
	1,318.47

	Food products (food and beverages) in (KM)
	511.17
	535.51
	473.18
	429.87

	Non-food products
	1,030.26
	1,114.21
	891.14
	888.6

	Share of expenses for food in total consumption
	33.16
	32.46
	34.68
	32.60


Poverty and social exclusion
Poverty rate in BH in 2007, that can be methodologically compared with the poverty rate in 2004 is 18.6% with 95% confidence interval between the intervals 17.4% - 19.7%. These data on poverty exclude the share of expenses for health protection from the total household expenditures, on the assumption that they do not contribute to material well-being. The average extreme line of poverty in BH in 2007, providing a minimum of calorie-value is 1,005.68 KM. In 2007, the general line of poverty amounts to 2.857.31 KM (includes catering services, but excludes expenses for health protection from the overall expenditures). Poverty rates are higher than the average for unemployed persons and persons unable to work, whereas, for active persons, poverty rates are higher for self-employed persons and those who do not have permanent jobs. Out of all poor household, 39.9% is with an employed head, and 28.1% with a retired head. During the previous years (2004 – 2007) the poverty rate did not change, however, the inequality increased. The following data do not cover 2010, but we can assume that the influence of global economic crisis will aggravate the situation for the most vulnerable categories. 


Table 2: Poverty line in BH (General poverty line, HBS BH 2007)

	Average annual consumption
	

	Estimated number of households
	1,054,613

	Average number of household members
	3.27

	Population estimates
	3,447,156

	Average annual consumption per household member
	6,270.87

	Average monthly household consumption
	1,541.43

	Total monthly expenditures for consumption per household (in thousand KM)
	18,497.14

	Food products (food and beverages) – in KM (including catering services)
	6,512.96

	Non-food products
	11,984.04

	Share of food in overall consumption (average)
	35.21

	Share of food consumption of poorest households (10th decil. of consumption)
	39.4

	Share of food consumption of poorest households (20th decil. of consumption)
	37.1

	Minimum needs for foodstuffs based on calorie-value (annual level) – food poverty line
	1,005.68


Social inclusion and EU integration
In the EU policies, social inclusion gained in importance in public debates in the beginning of 1985, whereas its turning point was in Lisbon in 2000, when the ten-year strategic goal was determined that inter alia included a greater social cohesion. Today it represents the basis of social policies in the EU states, as well as the basis of their mutual coordination at the EU level. 

After signing and implementation of the Stabilization and Association Agreement (SAA), BH, in accordance with the pre-accession instruments (IPA fund), will get the possibility of obtaining the assistance for strengthening social inclusion in the context of component of Human resources development, for the purpose of strengthening social and economic cohesion in the sphere of employment, education and training, and social inclusion. After acquiring the candidate status, additional opportunities for financing social inclusion policies will open, and this process will introduce innovations in the area of cooperation between public and civil sector in preparation and implementation of policies. Consequently, this will contribute to strengthening social capital and greater cohesion in the society, what is a basis for further BH development.

Improvements in all areas are the assumption for acquiring the candidate status. With this status, BH will have to prepare a Joint Memorandum on Inclusion (JIM), to harmonize it and sign with the EC. In this context, the preparation of the Social Inclusion Strategy BH and its implementation is a very important step forward, and it will imply the reform of social sector, and the basis for preparation of JIM.

Social inclusion as a process is gaining importance in BH policies, particularly due to the need to harmonise BH practice with the EU policies, and importance of social inclusion in the coming phases of European integration (preparation of Joint Memorandum on Inclusion /JIM/ to be signed with the EC, and, after this, preparation of the Action Plan on Inclusion). Thus, it was decided for this goal of the Strategy of Development of BH to be prepared as a separate document entitled the Strategy of Social Inclusion BH, elaborating six specific strategic sub-goals:

· Goal 1. Social policy aimed at employment
· Goal 2. To improve position of families with children
· Goal 3. To improve education
· Goal 4. To improve health protection
· Goal 5. To improve pension policy 

· Goal 6. To improve position of persons with disabilities.
Definitions
	Action Plan
	An operational draft made by governments or other institutions for carrying out the key development priorities and measures. It usually includes: specific goals to be achieved within an area of development; key activities of the institution in question, and deadlines for their realisation.



	Activity
	The manner in which a measure is carried out (enabled) and its scheduled instruments.

	Benchmark
	The point of setting norms and comparing with others.

	Instrument
	A tool with which implementation of an activity is either made possible or is carried out.

	Measure 


	A set of activities and instruments carried out/used to focus on achieving an improvement in a narrow development area or within a narrow group of final beneficiaries within a defined timeframe (usually, measures are undertaken within a medium-term or longer period). A measure consists of: definition of a problem in a narrow area or within a narrow group of final beneficiaries, outline of measurable results, outline of key activities and instruments that arise from those results, and financial – implementation framework (including monitoring and evaluation).   

	Operational program (OP)
	A developed program-financial and implementation framework of inter-sectoral character, aimed at the realisation of an individual development priority in a mid-term period. Includes the definition of a problem addressed by the operational program (including SWOT analysis), the group of beneficiaries it covers, the key measures and specific goals and output indicators, as well as the financial-implementation framework for the realisation of the operational program. In the EU member countries, OP is usually linked to the implementation of European structural funds and, therefore, there are four key operational programs, while some countries have even more than that.

	Policy
	The manner of managing developmental priorities, which includes the management of institutions, as well as human, natural and financial resources. It is a set of directions for the activity chosen among potential developmental alternatives on the basis of defined framework conditions. It represents a global plan (government’s plan), which includes the goals and activities as well as planned indicators of impact for the achievement of goals in a given period.

	Development priority
	Key fields and directions of action for the achievement of strategic goals in a mid-term period.

	Strategic goal
	Defined globally to represent the goals to be achieved in a long-term development period.

	“Mobilisation of all stakeholders”
	Goal 4 of the EU Strategy that states that the fight against poverty should be taken over by governments at a national, regional and local level, together with civil society.

	Acquis communautaire
	Legal legacy of the EU which is binding for all member countries and all the future member countries until the moment of accession. 

	Social innovation
	New strategies, concepts, ideas and organisations that meet all the potential social needs, from work conditions and education, to social development and healthcare – which strengthen civil society.

	Social capital
	Institutions, relations, attitudes, values and norms governing people’s mutual relations and contributing to their economic and social development. Social capital is base don social trust.   

	Ecology
	The totality of links between organisms and their environment.

	Economics of supply
	The school of economic thought that emphasises the constant improvement of efficiency in the allocation of production resources as a key source of economic growth.

	Economic development
	Transformation of society based on the participation of its members.

	European Qualification Framework
	Instrument of establishing the level of qualifications serving as a tool for recognition and understanding of qualifications between national (or sectoral) qualification frameworks.

	European Social Inclusion Strategy
	EU documents whose main goal is the improvement of social capital at all levels, primarily local communities.  

	Final public consumption
	The spending of all institutions that perform the function of government as their basic activity for salaries of their employees and purchase of goods and services.

	Human development 
Flexsecurity
	The process of extending choices for people – i.e. “functioning and capability for functioning, the scope of things a person can do or be in his/her lifetime”.
Flexsecurity is an instrument for implementation of the Lisbon Strategy related to creating new and better jobs, modernisation of labour market through new forms of security and flexibility in order to increase adaptability, employment and social inclusion.



	Information technology
	Hardware and software of information gathering, storage, processing and presentation.

	Information-communication technologies
	Hardware, software, networks and media for gathering, storage, processing, transfer and presentation of information (voice, data, text, image) and related services. It can be divided into information-communication infrastructure and information technology.

	Information-communication infrastructure
	Physical and telecommunication systems and networks and services that use them (Internet, voice, mail, radio and TV).

	Infrastructure

	Basic physical and organisational structure needed for the functioning of society, economy of the company.

	Innovation
	Creation of a new or significantly improved product/service or production process, new marketing method or new organisational method applied in business practice, in the workplace or relations with the surrounding environment.

	Research and development (R&D)
	Activity undertaken with the goal to invent or develop new products, including the improved types or quality of the existing products or invention and development of new or more efficient production processes.

	Public consumption
	Spending incurred by all institutions that perform the function of government as their basic activity.

	Public administration
	Planning, organisation, coordination and control of government activities.

	Public-private partnership
	Involvement of private sector in financing of the infrastructural facilities and/or provision of infrastructural services that are traditionally secured by the public sector.


	Single economic space
	An economic space whose regulation of homogeneous flow of goods, services and capital is based on jointly agreed principles.

	Gender equity


	Equity between men and women implies equal rights, responsibilities and opportunities. Equity does not promote that men and women are identical, but it rather respects their right to be different. Equity also refers to protection of specificities, i.e. differences among people.



	Cluster
	Mutually linked companies, specialised suppliers, service providers, training providers and organisations that provide support gathered around a technology or final product in the framework of a local or regional space.

	Competitiveness
	A group of institutions, policies and factors that determine the degree of productivity of a country. Economy is competitive if it has a sustainable high productivity growth rate.

	Laeken indicators
	A set of common European statistical indicators of poverty and social exclusion established by the European Council in December 2001 in Laeken, Belgium. They were developed as part of the Lisbon Strategy that had planned the coordination of European social policies at the level of individual countries on the basis of certain common goals.

	Lisbon Strategy and Employment Goals
	A result of the meeting of the European Council held in Lisbon where a vision was set for the European Community as the most competitive and most dynamic economy based on knowledge, capable of self-sustainable economic growth with a higher and better quality employment rate, and with greater social cohesion. This three-dimensional Strategy follows the goals of employment, competitiveness and social inclusion – and it is conceived with the aim of making the EU capable of achieving once more the conditions for full employment and to strengthen cohesion by 2010. In the case of employment, the goal is a 70% average employment rate and a 60% employment rate for women.

	Human resources
	Knowledge, skills and experience of individuals that makes them economically productive and capable of making income through their work. It increases with investment into healthcare, education and training.

	Human Rights


	Protected values. In legal terms this involves recognition of rights (by legislative authorities), enjoying rights (through executive institutions) and protection of rights (by judiciary). Human rights are universal, they represent the fundamental characteristic of the rule of law, and core values of all constitutional provisions.



	Macroeconomic stability
	The state of the economy with low inflation and a balanced fiscal and foreign trade sector.

	
	

	Open coordination method (OMC)
	A new form of management of social policy whose main elements are: a) establishment of common goals/guidelines for all member countries together with time-frames and goals; (b) implementation of common goals/guidelines in the state policies through national action plans; (c) establishment of indicators and reference points as measures for comparing the best practices; periodical monitoring, evaluation of overview of the equal participants; (d) exchange of  best practices.

	National Qualification Framework
	Instrument of establishment of qualifications obtained in a specific country, providing a basis for clarity, access, mobility, acquiring and quality of qualifications.

	Renewable sources of energy
	Sources of energy that can be renewed in nature in a short period of time.

	Sustainable development
	Development that meets present needs without jeopardising the needs of future generations.

	Environment
	Totality of external conditions that influence life, development and the survival of organisms

	Entrepreneurship
	Start-up or revival of business activities due to detected profit opportunities.

	Business infrastructure
	Includes scientific and technological parks (companies and organisations focused on the development of product and innovation), industrial parks (focused on industry), business parks (focused on administration of business premises) and business incubators (focused on support to new entrepreneurs).

	Business incubator
	Organisation that accelerates the development of the entrepreneurial undertakings already started up by offering the package of support.

	Labour force
	Represents the economically active population and includes employed and unemployed persons.

	Population of working age
	Includes all persons aged 15 and over, divided into two basic categories: labour force (economically active) and economically inactive population.

	Gender

	Socially conditioned differences between women and men which are, contrary to biological and physiological differences, learned, variable, and dependant on various factors: culture, religion, social and political organisation, economic situation, class, age, ethnical affiliation, etc.



	Gender equality


	Equal gender visibility, competence and participation in all forms of public and private life. All human beings must be equal before the law, and have the freedom and opportunities for equal participation in activities of the society, both public and private sphere, without limitations by gender roles, and to equally benefit from those activities. Gender equality is contrary to gender inequality, not gender difference.



	Gender mainstreaming

	Council of Europe definition: Gender mainstreaming is (re)organisation, improvement, development and evaluation of the process of public polices, so that a gender equality perspective is incorporated in all policies at all levels and all stages, by the actors normally involved in policy making.

The concept of Gender mainstreaming was introduced by the adoption of the Beijing Declaration and a Platform for Action at the Forth UN Conference on women (Beijing, 1995). Many countries agreed to adopt gender mainstreaming as an important global strategy to achieve gender equality. To this end, the issues of gender equality must be understood as mutual respect, support and cooperation of all women and men for the benefit of the overall society.

	Gender budgeting


	Council of Europe definition: Gender budgeting is an application of gender mainstreaming in the budgetary process, incorporating a gender perspective at all levels of the budgetary process and restructuring revenues and expenditures in order to promote gender equality.

	Gender blindness

	Ignoring or refusing to acknowledge the existence of gender-based discrimination, or the need to consider gender perspective in planning and activities.



	Rural development
	Activities aimed at the improvement of living standards in rural areas.

	Poverty
	People live in poverty if their income and means are insufficient, and consequently, prevents them from having a living standard that is deemed acceptable in their society. The type of poverty line is either relative (EU concept) or absolute (the World Bank concept) poverty.  The relative poverty line compares the standard of one category of population with others in the same society and is based on a certain percentage of monthly income or consumption in that country. The absolute poverty line is the total amount of household consumption on foodstuffs and non-foodstuffs whose allocation of foodstuffs enables them to meet minimum nutrition and calorie needs.

	Social exclusion
	A broader concept of the definition of poverty. It represents the process by which some groups are left on the margins of society and prevented from full participation in their society due to their poverty, insufficient education, and life skills or as a consequence of discrimination. It also represents a lack of access to housing, fulfilment of certain needs due to different capabilities, simple modern infrastructure, transport, IT connection and participation in the activities of their society.

	Social policy
	"Any policy at a regional, national, local or community level defined by a social vision of society, which, once it is operational, influences the rights and capabilities of citizens to fulfil their needs“ (ODA, 1995; 26)

	Social aid

(grants)
	Includes the following four categories of benefits relating to age, disability, child and family care and assistance to the poor. 

	Social inclusion
	The process that enables persons at risk of poverty and social exclusion to have an opportunity and means that are necessary for their full participation in economic, social and cultural life and to enjoy the living standard that is universally acceptable in their society.  This implies greater participation in the decision-making process that has an impact on their life and access to fundamental rights.

	Social investments
	Through use of loans, guarantees, investments and other financial benefits, programs of social investments support social benefits relating to social inclusion that are not met by the normal investment criteria of private and international investors. Usually structured as loans, social investment offer special rates for projects addressing relevant social needs, rather than meeting the conventional investment criteria. Sometimes, a social investment program is a substitute for shares, guarantees loans, or targets special bank deposits in order to achieve their programs and financial goals.

	Socially excluded persons
	Persons who have difficulty in achieving fully or partially their potential to be able to earn sufficient income and provide themselves with sufficient foodstuffs and services.

	Social insurance
	Consists of pension, disability, health and unemployment insurance, whereby this entitlement is realised mainly through the insurance scheme which involves payment of contributions by employed persons.

	Social  entrepreneurship 
Core inflation
	Aims at recognising social/societal problem, using entrepreneurial principles in order to organise, create and manage an undertaking that would bring about social changes. Although social entrepreneurs often operate through non-profit making organisations and citizens’ associations, a lot of them operate in private or governmental sectors. The main goal of social entrepreneurship is to improve social goals, which is not necessarily compatible with profit making. 

Inflation which does not include growth of energy and foodstuffs prices, as opposed to the headline inflation which does.

	Spence Report
	(Andrew Michael Spence, the Nobel Prize winner for 2001) – published in the Summer of 2008; since then, it represents the watershed for the development policy of underdeveloped countries.

	Rate of activities
	Quotient of labour force and working population multiplied by 100.

	Unemployment rate
	Quotient of unemployed and labour force multiplied by 100.

	Employment rate
	Quotient of employed and working age population multiplied by 100.

	Convergent planning
	Joint identification and definition of goals of economic development as well as for its measurement (statistics, indicators, instructions) and comparison (benchmarking, exchange of good practices) based on the analysis of the existing strategic documents of the state and entities as well as Brčko District as of 31 December 2007.

	Technology
	Knowledge relating to the transformation of resources into products.

	Technological preparedness
	Agility with which an economy adopts the existing technologies for the purpose of increasing of productivity.

	Transport infrastructure
	Entire road and railroad network with accompanying structure and support, ports with accompanying infrastructure, airports with navigation devices and systems of mass transport (bus terminals, trams, trolley-buses).

	Management of social policy
	Introduces needs and priorities of people into reform policies, through analysis and participative method of public consultation: (a) Capacity-building of secondary key stakeholders in order to respond to the needs and priorities for primary key stakeholders; (b) Contribution to the identification of vulnerable/marginalised groups and design of a program for alleviating circumstances; (c) Surveys of the impact of social dimensions of capital market, credits, goods and labour on living standards and entitlements of the poor and vulnerable and women;  (d) Surveys of impact of social dimensions of support to infrastructure (marketing, trade, communications) on the living standard and entitlements of the poor and vulnerable and women; (e) Development of public participation by expanding the spectrum for citizens enabling them to effectively seek and supervise public services (healthcare, education, credits, infrastructure, extension, etc.); (f) Integration of qualitative information, including the perspective of primary key stakeholders in the operation of policies; (g) Secures that people have access to right information.  

	Washington Consensus
	A standard package of economic policy measures for underdeveloped countries recommended by the institutions located in Washington (International Monetary Fund, World Bank, U.S. Treasury). Synonymous for market fundamentalism (stabilise, privatise and liberalise).

	Medium income trap
	Strategies and policies that helped low-income countries to reach the level of medium income countries are not valid if a country wants to reach the level of a high-income country. 

	Employment
	Includes persons aged 15+ and over, who work for a salary or wage, self-employed persons and non-paid members who help in a household.


List of abbreviations/acronyms
LFS
Labour Force Survey 

BAT
Best available techniques

BD
Brčko District

BHAS 
Agency for Statistics of Bosnia and Herzegovina 

CB BiH 
Central Bank of Bosnia and Herzegovina 

CDS 
Country Development Strategy

CEFTA 
Central European Foreign Trade Agreement

CI
Cluster initiatives

COST
Intergovernmental Framework for European Cooperation in the Fields of Science and Technology

DEI
Directorate for European Integration 

DEP
Directorate for Economic Planning

DG ECFIN

General Directorate of the European Commission for Economic and 
Financial Affairs

DCR
Diplomatic-consular representations

EBRD
European Bank for Reconstruction and Development

ECTS
European Credit Accumulation and Transfer (points) in Education

EFP
Economic Fiscal Program
EHEA
European Higher Education Area 

EI
Employment Institute

EIB
European Investments Bank

EQF
European Qualification Framework

EU
European Union

EUROSTAT 
EU Agency for Statistics

FBiH
Federation of Bosnia and Herzegovina

FDI
Foreign Direct Investments

FP
EU Framework Programs

FTE 
Full (working) Time Equivalent

FC 
Fiscal Council 

GDP 
Gross Domestic Product 

GDP per capita 
Gross Domestic Product per capita

GIS
Geographic Information System (of mined and categorised areas)

GTZ
Deutsche Gesellschaft fur Technische Zusammenarbeit/ German Governmental Organisation

GWh
Gigawatt Hour 

IMF
International Monetary Fund

IPA 
EU Pre-accession Assistance Instruments 

IPPC 
EU Directive on Integral Pollution Prevention and Control 

IT
Information technologies

ITS 
Intelligent Transport System 

KM 
Convertible Mark

LA
Leasing agencies

MCO
Micro-credit organisations

MIPD
IPA Strategic Programming Documents
NATO
North Atlantic Alliance

NCP 
National Contact Points 

OECD 
Organisation for Economic Cooperation and Development 

PABiH
Parliamentary Assembly of Bosnia and Herzegovina
PDI
Pension and Disability Insurance 

PPP 
Public-private partnership 

R&D 
Research and Development

RIA
Regulation Impact Assessment 

SAA
Stabilisation and Association Agreement

SCO
Savings and Credit Organisations

SCS
School curricula 

SEE 
South East Europe

SIS
Social Inclusion Strategy

SPO
IPA Senior Program Officers
SPS
Sanitary and phytosanitary measures

SSM
Small and medium enterprises

SWOT 
Strengths, weaknesses, opportunities and threats 

TBT
Technical Barriers to Trade

TRIPS
Trade-Related Aspects of Intellectual Property Rights

UN
United Nations 

UNCED
United Nations Conference on Environment and Development
UNESCO
UN Organisation for Education, Science and Culture 

VAT
Value-added tax

VET
Process of cooperation in the area of vocational education and training 
WTO
World Trade Organisation  

WUS
World University Service
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� Seven related to the level of BH, two to the level of FBH, 25 to the level of RS, and 16 to the level of municipalities (12 FBH and 4 RS).


� The average pension in BH is calculated on the basis of average monthly pensions weighted by the share of total number of pensioners in each of the BH entities in the total number of pensioners. 


� Sources of data: The Republic Agency for statistics RS (The Newsletter of price statistics 2009 no. 1 p. 15 and Information on statistics of prices 25 January 2008 p.1), Federal Institute for Statistics (Information on the Index of consumer prices no. 7.1.12 p. 2), Agency for statistics BH (Information on statistics of prices 2008 no. 13 p. 2 and Information on statistics of prices 2007 no. 12 p. 2, DB Newsletter p. 19)


The Republic Agency for statistics RS (The Newsletter of salary statistics, employment and unemployment p. 8), Federal Institute for Statistics (Annual Newsletter on employment, unemployment and salaries for 2007 and 2008 p. 253 and p. 13), Agency for statistics BH (Information on average salaries for 2007 and 2008, DB Newsletter p. 14)


The Republic Agency for statistics RS (Newsletter on foreign trade no. 3 p. 8), Federal Institute for Statistics (Statistical Year-Book 2008 p. 188. and the Federation in numbers 2009, p. 47), Agency for statistics BH (Statistics of foreign trade BD, p. 5,, Information on foreign trade BH from  22 January 2009 p. 1 and the Thematic Newsletter July 2008: Foreign trade 2007 p. 13).








� Source: IMF, WEO, January 2010


� For recent views on development, see: Commission on Growth and Development (2008), The Growth Report: Strategies for Sustained Growth and Inclusive Development. Washington, D.C.: World Bank. This document is known as the Spence Report, named after the Nobel Prize winner Michael Spence, Head of the Commission for Growth and Development.





� Countries with a higher-medium income are those with a GNP in 2007 ranging from 3,705 to 11,455 US $ per capita. The GNP of BH was 3,790 US$.





� EBRD (2008): Transition Report 2008 – Growth in Transition, London, EBRD.


� According to the Central Bank of BH, in 2007, BH had a surplus of  1,3% GDP, while, according to the  IMF, that also includes the expenditure financed from international projects, there was a deficit of 0,3% GDP. (v. IMF, Article IV Consultation—Staff Report; Public Information Notice on the Executive Board Discussion; and Statement by the Executive Director for Bosnia and Herzegovina. Country Report No. 08/327. Washington, D.C.: IMF, p. 4.)


� Indirect taxation income makes 45 % of the total BH revenues, BH institutions making 78%, BD 59.1%, FBH 44.3 %, and RS 42.2 %.


� Although tax burden on the labour force (income tax and contributions) is significantly higher in FBH than in RS (even after the new legislation entered into force in 2009), the RS funds are in much greater need than allowed by the RS’s own sources of funds, so additional funds are provided by transfers from the budget of RS.





� Economic and Fiscal Programme for 2008, Bosnia and Herzegovina, the Council of Ministers, Sarajevo, 2008.


� World Bank (WB, Migration and Remitances Factbook 2008) places BH on the sixth position in the world based on the volume of migrant remittances in GDP (10% in 2008). 


� The reform has already started in the RS


� IMF (2006), Bosnia and Herzegovina: Financial System Stability Assessment. Washington, D.C: IMF.


� Corea followed the policy of import substitute in 1950. The recorded growth came only to 2 – 3 %. However, in early 1960-ties, it totally changed its strategy turning abroad, with emphasis on trade. This draw the growth of over 7%, sustainable over a long period" (The former prime minister and current ambassador of the Republic of Corea and the present member of the Commission for Growth and Development, Han Duck-soo. Quoted by: Commission on Growth and Development.2008.The Growth for Sustained Growth and Inclusive Development. Washington, D.C.: World Bank, p.23).





� The Framework Budget document 2010-2012 and provisions of the Law on defining and modes of paying the internal debt RS forsee that the defined obligations will be paid.


� The Chair of the Council of Ministers, dr. Nikola Špirić has officially started the BH initiative by submission of the proposal to the General Secretary of the Council for regional cooperation, Mr. Hido Bišćević on 4 February 2008. He also presented the proposal to the Steering Committee of Peace Implementation Council on 25 March 2009. and the UN Security Council on 29 May 2009.


� The Council for Regional Cooperation has accepted and supported the BH proposal, so the consultations related to the establishment of the Bank is one of the priorities of the «Strategic Work Plan of the Council for Regional Cooperation 2009-2010’.


� Vjekoslav Domljan (2009),“ A Proposal for Establishing the South East Europe Development Bank“. In Takehiro Togo and Negoslav Ostojić (eds.), National Reconciliation, Inter-Ethnic and Inter Confessional Tolerance in the Balkans – Reconciliation and Human Security. Proceedings of the Fourth ECPD International Conference, Miločer, Montenegro, 30-31 October, 2008. Belgrade: ECPD, University for Peace, UN.


� Calculation based on the BH Universities' Annual Report for 2004


Data for 2006, according to the Global Competitiveness Report 2008-2009


� According to the World Bank Assessment (see Doing Business 2010) BH takes 103 position at the world rank on ease of doing business (leaving behind, out of European countries, only Ukraine at 142 position), primarily due to obstacles in business start up. FYR Macedonia is the leader of the South-Eastern Europe (32. position at the world rank), and lessons can be learned form its experience.


� Bosnia and Herzegovna is a country with relatively high wages, observed within the Western Balkan's countries, but only 33% of its export are skills and capital driven“  (v. Kathuria Sanjay (ed.), (2008) Western Balkan integration and the EU. Washington, D.C.: World Bank, p. 26).


� On entrepreneural education and life-long learning see the chapter »Improve skills on the labour market, vocational education and training»


� More details on this in the chapter 'Transport and communication'.





� Corruption in BH is more evident at municipal and cantonal level than entity and state level (World Bank, 2009, Doing Business in Bosnia and Herzegovina. Washington, D.C: World Bank) 


�  'Strategy and action plans were adopted but are not adequately implemented. More intense investigation and criminal prosecution are needed' (Commission of European Communities, 2007, Progress report for Bosnia and Herzegovina in 2007 – Working Document of the Commission's staff. Sec(2007) 1430.





� World Bank, 2005, BH Economic Memorandum, Sarajevo: World Bank, p. 15  


� Of the total number of inactive population, almost 2/3 are women. Of the inactive female population, 73% have completed or failed to complete primary schools. 


� “Few countries quantify discouragement; therefore, our knowledge on the extent of the problem is more anecdotal than factual” (International Labour Organization, 2006. Global Employment Trends for Youth, Geneva: ILO, p. 31)  


� This is a result of sector-wise imbalance caused by obsolete technologies and outdated practices in managing the BH economy, which is import-driven and, as such, exposes the domestic business sector to foreign competitors that use modern technologies and advanced management practices.


� Any kind of employment which is „unsatisfactory“(from the worker's perspective) for insufficient number of work hours (underemployment related to the time spent at work), inadequate remuneration (underemployment related to earned income), or poor use of skills (underemployment related to work skills). 


� Commission Staff Working Document. Bosnia and Herzegovina 2007 Progress Report, SEC(2007) 1430, 6 November 2007, Brussels, available at: �HYPERLINK "http://www.europa.ba/files/docs/reports/en/bosnia_herzegovina_progress_reports_en.pdf"�http://www.europa.ba/files/docs/reports/en/bosnia_herzegovina_progress_reports_en.pdf� 


� It is important to note that the Strategy analyzes only the number of legal entities, without craft businesses or the sector-specific problems. This is definitely its shortcoming since it is limited to the analysis of only 47% of operating business entities.


� Commission Staff Working Document. Bosnia and Herzegovina 2008 Progress Report, accompanying the Communication from the Commission to the European Parliament and the Council; Enlargement Strategy and Main Challenges 2008-2009. COM(2008)674.


� UNDP. 2007.  National Human Development Report 2007 – Social Inclusion in Bosnia and Herzegovina.  Sarajevo: UNDP 2007, p. 75


� European Commission. “Implementing the Community Lisbon Programme – Modern SME Policy for Growth and Employment”, COM (2005) 551 final, 10 November 2005


� European Commission. The Action Plan: The European Agenda for Entrepreneurship, COM (2004) 70 final of, 11 February 2004.


� There are already some activities on both mandatory and voluntary basis. Voluntary activities should be systematized and introduce in the school system where it has not been done by now. (Republika Srpska has introduced the subject «The basics of entrepreneurship» in the secondary school curriculum).





� On financing the active employment measures see «Public finances»


� Entrepreneurial education has already been introduced as mandatory subject in the RS secondary schools


� On lifelong learning see more details in «Improvement of skills on the labour market, vocational education and training»


�  The best available technique (the best practicable means or the most practicable environmental option or just BAT) is a term related to the regulation of waste flow limits pertaining to the strategies for reduction of waste flows. The term is a moving target, since, when it comes to the notions of „reasonably positive“, „best practices“ and „best available“,  social values and modern technologies change over time.





� Svjetska Banka, "World Development Indicators 2010“, 2010.


� More detailed on this in „Improvement of skills on the labour market, vocational education and training“.


�  Total capital = physical capital + environmental capital; if environmental  capital is reduced, e.g. forest is cut for highway construction, while the physical capital is increased, the total capital amount is not changed, there is sustainable development.


� Michael von Hauff (2009), From a Social to a Sustainable Market Economy“, Policy Paper 31. Bonn: SEF.


� World Bank, (2004) „Bosnia and Herzegovina – Energy Strategy 29023-BA“, p. 6.








� Initiative i-2010 of European Union states that improvement, wider application and development of ICT are precondition for competitiveness and employment (v. COM(2005) 229 final: Communication from the commission to the council, the European parliament, the European economic and social committee and the committee of the regions “i2010 – A European Information Society for growth and employment”).





� We need to start scientific and research computer network in order to include research and scientific communities into European and global scientific developments. BH, in addition to Albania, is the only European country without a scientific and research computer network at the state level. In October 2006, the RS Government has started a Public institution "Academic and Research Network of Republika Srpska" (JU „SARNET“), dealing with design, development, maintenance and utilization of information and communication infrastructure for the needs of higher education and scientific and research institutions in the RS, as well as linking with similar institutions and networks.
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