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PART III

Profiles
of the Western

Balkan Countries
and Kosovo under
UNSCR 1244/99





Part II of this report is divided into chapters
specifically on eachWestern Balkan country and Kosovo
under UNSCR 1244/99 (“country chapters”), providing
additional insight on the implementation of the Charter.
Each country chapter has been divided into six sections:

1. Country overview (including a sub-section on the
effects of the global financial and economic crisis)

2. SME policy and public-private consultation
3. Operational environment
4. Services for enterprises
5. Human capital
6. The way forward

Section 1 provides an overview of the SME sector in
each country, tracking key reforms that have influenced
the design of policy in the country. It also contains a sub-
section on the effects of the global financial and economic
crisis on each country. This section relies on data from
government sources and international organisations.

Section 2 covers dimension 3 (Better legislation and
regulation) and dimension 10 (Developing stronger and more
effective representation of small enterprises’ interests) of the
Charter.These two Charter areas are complementary and
thus are grouped together to examine the
comprehensiveness of the SME policy framework in the
respective country. This includes examining the context
in which enterprise policy is designed and the nature of

public–private consultations in the design of enterprise
policy.

Section 3 provides an overview of the operational
environment for enterprises, covering dimension 2
(Cheaper and faster start-up), dimension 6 (Getting more out
of the Single Market), dimension 7 (Taxation and financial
matters), and dimension 8 (Strengthening the technological
capacity of SMEs) of the Charter. These four Charter
dimensions study the policy tools, facilities, legislation and
regulatory framework in place which facilitate operations
for an enterprise.

Section 4 covers two Charter dimensions on services
for enterprises: dimension 5 (Improving online access) and
dimension 9 (Successful e-business models and top-class
business support). As these areas of the Charter reinforce
one another, they have been considered together.

Section 5 considers the human capital dimensions
of the Charter by examining the following: dimension 1
(Education and training for entrepreneurship) and dimension
4 (Availability of skills).

Finally, each country chapter concludes with a
section on the way forward, examining the individual
areas of improvement for each country and Kosovo under
UNSCR 1244/99.
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1. Overview

Micro, small and medium-sized enterprises (SMEs)
dominate Albania’s economy, representing 99.6% of all
registered businesses.The share of the SME sector in GDP
is 72.9% of GDP, and the sector employs 71.4% of all
workers. SMEs inAlbania concentrate on the localmarket
and lack export competitiveness. Less than 1.3% of the
small and less than 5.3% of the medium companies in
Albania have undertaken joint ventures with foreign
partners over the last three years.

SME development in Albania is below regional
average.The main challenge remains the relatively poor
investment climate. Poor law enforcement, very weak
corporate governance (both at the macro and at the
enterprise levels), lack of management skills and poor
infrastructure constitute the major impediments to SME
development.

SMEs in Albania are classified according to the
number of their employees and turnover and/or balance
sheet in compliance with the law nr. 1042 (22/12/2008)
on small and medium-sized enterprises:

The EU definition of small and medium-sized
enterprises consists of firms that employ fewer than 250
people, and have an annual turnover not exceeding EUR
50million and/or a balance sheet total not exceeding EUR
43 million. The Albanian definition is not perfectly
consistent with the EU one.

Micro companies dominate theAlbanian SME sector
in number, turnover and total value added, but in
proportion to their number, small and medium-sized
enterprises make the largest contribution. Accordingly,
economic efficiency increases with enterprise size in the
SME sector. Growth in turnover bymicro enterprises lags
behind that of both small andmedium-sized enterprises.

Medium-sized enterprises concentrate more on
endogenous growth with an investment structure closer
to that of large enterprises.

From a sectoral perspective, SMEs are concentrated
in the trade sector. The sectors of services and trade are
dominated by micro and small enterprises whereas the
sectors of industry and construction are dominated by
medium-sized businesses. The highest value added is
provided bymicro enterprises in the trade sector, closely
followed bymedium-sized enterprises in the construction
sector. Micro enterprises have significantly increased
added value in construction, whereas little progress has
beenmade in sectors with already high value added rates
such as services Small enterprises are performing best in
trade and construction, but display relatively low or
negative year-on-year growth in value added. Medium
enterprises increased value added in transport and
communication, but have a negative year-on-year growth
performance in the sectors of trade and services.

The highest concentration of SMEs is in theAlbanian
capital Tirana, central Albania and in the coastal areas.
More than half of SMEs are operating on theTirana-Durres
corridor, which is emerging as a potentially powerful
economic pool. Other regions with strong SME presence
are the cities of Korce, Fier andVlora.There is a very weak
business activity particularly in the northern part of the
country. Donor programmes, which until now have
focused their activities on the capital, are increasingly
targeting the regions. Programmes need to be adapted as
firms in the regions face less competition, a less-
developed business environment and a lack of qualified
workforce.

Impact of the global economic crisis

The global financial crisis has not yet had a
significant direct impact on theAlbanian financial sector
and economy. In all likelihood the impact of the crisis is
still to come,mainly from the lower level of exports to EU
countries and lower remittances (on which the economy
is heavily reliant). Local garment companies – the major
exporting industry in the country – have already started
to experience financial difficulties, forcing a number of
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Albania’s SME classification

Micro Up to 9 persons

Small 10-49 persons

Medium 50-249 persons



manufacturers to shut down,while others are being forced
to cut prices or dismiss employees. For example, therewas
a temporary halt to production on 16 February 2008 at the
ferrochromiumplant in Elbasan ofAlbanian ChromeACR,
the largest chrome mining and production company in
Albania, due to shrinking internationalmarkets.ACR had
recently announced plans for a EUR 2.5million investment
aiming to upgrade the Elbasan plant, where some 140
workers are currently employed.

As far as the financial sector is concerned, themain
impact has been the loss of confidence in commercial
banks. With deposits accounting for almost all of
commercial banks’ funding, a reduction (or at least slower
growth) in deposits is beginning to have a negative effect
on domestic credit growth.While local banks seem well
positioned to overcome the current crisis due to strong
capitalisation, limited reliance onwholesale funding and
still low loan-to-deposit ratios, they are adopting more
conservative procedures for new loans (including shorter
tenors and highermargins), increasing their on-sight cash
reserves. However, non-performing loans have risen.
Foreign-owned banks, following directions from their
parent bank, have adopted extremely prudent behaviour.

2. SME policy and public-private
consultation

Institutional policy framework

The institutional structure for the SME policy in
Albania remained unchanged from the previous report on
the Charter’s implementation. The institution in charge
of the SME policy elaboration is theMinistry of Economy,
Trade and Energy (METE) through the Department for
Business Development. However, specific issues of the
SME policy are under the Departments for Regulatory
Reform and for Industrial Zones Planning.

The policy is implemented by AlbInvest, the
government’s Agency for Business and Investment. The
SME policy is only one part of AlbInvest’s activities as in
2006 this agency was established by merging the Foreign
Investment Agency, the Export Promotion Agency and
theAgency for SMEs.AlbInvest is workingwith central and
local authorities, business communities and international
partners.

AlbInvest collaboratedwithMETE in the preparation
of strategic documents for the SME sector.Also, there are
pieces of evidence of inter-government co-ordination in

the case of new legislation, as METE should be consulted
by the line ministries before proposing any primary or
secondary legislation affecting the business environment
for adoption to the Council of Ministers. Furthermore,
within the Business Advisory Committee, both
government institutions and business representatives
work together on new legislation (for further information
see the section on public-private consultation).

Albania created its strategic framework for SME
development in 2007, when a long-term strategy, the
Business and Investment Development Strategy for the
period 2007-2013,was adopted, as well as amedium-term
programme for the SME development, (the SME
Development Strategic Programme for the period 2007-
2009). There is a strong consistency between the two
documents in terms of objectives and measures to be
taken, and Albania has made significant progress in
implementing it. The estimated cost related to the
implementation of the strategic programmeover the 2007-
2009 period is estimated at approximately EUR 150million.

In order to achieve its objectives and considering the
government’s low financing capacity,Albania is counting
on donor help. In this context, establishing a donors’
forum was a good measure.

In October 2007 the Memorandum establishing the
SME Donors Forum was signed, creating a national
platform for monitoring and assessing the
implementation of the SME Strategic Programme, with
AlbInvest as the central point. The forum should meet
twice a year.

Public-private consultation framework

The representation of the business community
improved in Albania since the last report. The Business
Advisory Council was established in 2006 in order to
institutionalise the public-private dialogue; it is a
consultative body both for the government and the
Parliament. It is chaired by theMinister of Economy,Trade
and Energy, and consists of 18 members, 11 of whom are
representatives of the business community.There should
be at least four meetings per year. In 2007, 19 draft laws
were discussed and 4 recommendations of legislation
were put forward to the Council of Ministers. However,
participation of business associations in legislative process
could be enhanced.

Within the 2006-2008 period, therewere two revisions
of the legislative framework for the chambers of
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commerce.The first one reduced their number from 36 to
12, according to the number of regions inAlbania, and the
second one eliminated compulsory membership of the
chambers of commerce. Apart from the lobby activity
they are also developing different services for their
members, but their capacity is still limited.

A group of business associations was developed,
blanketing the entire territory and including SMEs.They
operate mainly as lobby bodies, and are involved in the
consultations on the SME policy.

Simplifying existing legislation and reducing the
administrative burden

Regulatory reform is a priority for Albania, and a
strategy on this topic was adopted in 2006. A Task Force
for the Reduction of Administrative Barriers, chaired by
the Prime Minister, was established in the framework of
regulatory reform.Togetherwith several technical working
groups, it will operate in the following fields: business
registration, licensing, customs, taxation, land
construction, inspections and administrative appeal.

Thework progressedwell in the first two fields,where
business registration can be currently completed in one
day.Many licenseswere abolished and some converted in
self-declarations.The new licensing philosophy is going to
be based on the following principles: self-declaration and
post control, proportionality and silence-is-consent.

In the first half of 2009,Albania intends to introduce
a one-stop-shop for licenses at the national level in order
to reduce procedures and standardise the process. The
National Business Licensing Centre will be established
with the help of the USAIDMillenniumChallengeAccount
Threshold Programme and it should reduce the average
licence approval time from 331 days to fewer than 120
days, and also to reduce the steps from 24 to fewer than
10. It is expected to be in place in May 2009.

The silence-is-consent principle is already applied for
business registration and the government intends to
expand its application also to permits and licenses.

Regulatory impact analysis

Albania is currently in an initial phase of developing
a regulatory impact analysis framework. The RIA
guidelines were to be completed by the end of 2008, with
the help of theWorld Bank BERIS project.The resulting law
on RIA is planned to be adopted before September 2009.

3. Operational environment

Company registration

Over the last two years, Albania has radically
reformed the company registration process, with the
financial and technical support of the US-sponsored
Millennium Challenge Corporation, and co-ordinated by
theMinistry of Energy, Economy andTrade.The reform is
remarkable for its scope, its speedy implementation and
the quality of the results. Under the previous system,
company registration could only be performed at the
Tirana court. The system was cumbersome, particularly
for entrepreneurs based outside the capital, and data in
the company register was not easily accessible. The
starting point of the reform process was the passing in
May 2007 of the Law onNational Registration Centre (NRC)
that transferred competence over the company
registration from the Tirana court to a new dedicated
public agency. The new agency was in charge of
implementing a one-stop business registration system,
performing all the notification functions andmaintaining
the national electronic company register.TheNRC became
operational in early September 2007. At end of October
2008, a network of 18 company registration centres across
the country was established,with the goal of a total of 30
local centres by the end of 2008. In the year after the
establishment of the NRC, there has been a significant
surge of new company registrations, surpassing the
threshold of 15 000 new applications, in 2008 there was
an increase in company registrations by 29% compared to
2007. The centre is also updating the records of existing
companies, including those records in the new electronic
register. It is processing the large backlog of company
record modifications accumulated under the previous
system.

As a result of the reform, Albania has been able to
build amodern and efficient company register that could
be a very valuable source of information for the public
administration and for INSTAT (the Albanian Institute of
Statistics).

The reform has successfully cut the processing time
and costs associatedwith company registration.However,
some stakeholders noted that the impact of the reform
has not affected equally all class of enterprises. For
instance incorporation procedures for limited liability
companies remain relatively complex, in addition
concerns have been expressed that the reduction of
number of procedures does not take into account their
relevance and quality (such as regulations concerning
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social and environmental aspects). Licensing and post-
licensing process requires further simplification and
removal of licenses needs to be accompanied by a
strengthening of the supervisory capacities of public
agencies in order to guarantee standards that safeguard
consumer rights.

Enhancing SME competitiveness and strengthening
the technological capacity of SMEs

Albania had a traditionally weak policy in supporting
export-oriented and innovative companies. The
government has focused on horizontal measures for
improving the general operational environment more
than targeted support to specific categories of enterprises.
However, over the last two years the government has
started to introduce measures targeted at the most
dynamic enterprises. In 2007 the government established
theAlbanian Competitiveness Fundwith an initial budget
of approximately EUR 200 000. The Fund is intended to
cover both export promotion and technical standards
adoption and it is expected to be supplemented by the
launching of a new competitiveness-enhancing
programme under the new IPA programme. AlbInvest is
in charge of managing the fund; it has approved 63
projects with a value of EUR 391 200 approximately.

Albania does have not yet a structured export support
system, integrating export promotion activities, market
intelligence, export financing and export credit insurance.
Government support has been limited to the introduction
of cost-sharing schemes supporting the participation of
Albanian companies in trade exhibitions, trademissions
and other marketing activities. Albania does not have
trade offices in the main export markets. However
AlbInvest provides personalised assistance to foreign
companies in sourcing for Albanian suppliers and the
Export Credit Guarantee Fund is operational since the
beginning of 2008.

Support to technological innovation in SMEs, through
skills development, technology exchange centres and
business incubators, is still extremely limited.
Nevertheless, the government has taken the first steps in
laying the foundation for amore active innovation policy.
In 2008 Albania joined the first pillar of Competitiveness
and Innovation. In the meantime the Albanian
government has formulated a comprehensive innovation
support programme, covering both technological and
non-technological innovation, to be co-financedwith the
European Commission. The multi-year programme
includes the establishment of a Business Innovation and

Relay Centre inAlbania, the completion of training needs
analysis for the SME sector, and the elaboration of an
Innovation and Technology Strategy. The programme is
not yet active, due to delays in the completion of the EC
procurement process.

Intellectual property rights

The legislative framework on IPRs has been further
upgradedwith the introduction of a new Law on Industrial
Property, in line with the acquis communautaire. The
government has also amended the provisions on the
application of the Customs Code, in order to improve the
country IPR enforcement capacity. However enforcement
remains problematic, due to the limited resources of the
Albanian Copyright Office. Inspection activity has been
stepped up, but relatively few cases IPR violation have
been pursued in court.

Access to finance

Albania’s banking sector generally remains solvent,
liquid and profitable, although the development of the
sector is still at an early stage, with no sophisticated
financial products in place. Over 70% of credits to the
non-government sector are denominated in foreign
currency (mainly Euros), exposing banks to potential
currency risk. New legislation from the Albanian Central
Bank, however, encourages borrowing in local currency.
A merger in January 2008 reduced the number of
commercial banks operating in Albania from 17 to 16, of
which 14 are fully or partly foreign-owned. The
commercial banking sector is dominated by a few large
banks (such as Raiffeisen International, Intesa Sanpaolo
and Société Générale) but there is room for additional
mergers to increase competition.The implementation of
the banking law has led to improvements in surveillance
and supervision, licensing, foreign branch regulations as
well as risk and prudential management. Further
improvement in the transparency of the banking system
resulted from the establishment of a new Credit Registry
at the Bank of Albania, which came into operation on
1 January 2008.

There are some banks offering credit to the SMEs
sector. Procredit provides micro lending even to the
informal sector but obliges companies in the grey
economy to register before further loan tranches are
extended.

Commercial banks are requested by the Central Bank
to upload data on new loans daily, and on loan repayment
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status monthly. The Register contains information on
borrowers (loan amount, repayments, amount of arrears,
collateral used, data on credit lines where the borrower
is a connected person, and loan status history over last
two years); it is retained for five years andmade available
to financial institutions, but not to the general public.

The non-bank financial sector is still in its infancy.
However, the securities markets legislation has been
strengthened and there was progress is implementing

measures to enhance the supervisory capacity of the
Financial Supervisory Authority. Legislation regulating
the leasing industry was approved on 29 October 2007.

There is no active equities market in Albania. The
Tirana Stock Exchange has been functioning only as a
money market for trading in Albanian treasury bills. No
stock trading is expected in the near future. Making the
stock exchange functional requires substantial progress
in basic legislation on disclosure obligations of issuers,

196

Source: Bank of Albania

2005 2006 2007 2008

Real growth in credit to the private sector 71.7% 54.8% 45.1% 29.9%

Domestic credit to private sector to GDP, official data 14.9% 21.8% 29.6% 36%

Bank lending to enterprises, share in GDP 9.9% 14.2% 18.6% 22.7%

Bank lending to households, share in GDP 4.9% 7.6% 11% 13.2%

Share of total non-performing loans of banks in total loans 2.3% 3.1% 3.4% 6.6%

Average capital ratio of all banks (capital/ total assets) 5.6% 6.2% 6.2% N/A

Asset share of foreign-owned banks 92.3% 90.5% 94.2% N/A

accounting and auditing standards, and the development
of a sound regulatory framework for securities trading
on secondary markets.

The private equity market in Albania is essentially
non-existent. There is currently only one (government-
subsidised) private equity fund in the country, the
Albanian American Enterprise Fund (AAEF). AAEF is an
equity fund established by USAID, however it has only
been engaged in very few large investments over the last
ten years. The market has recently attracted more
attention as the Southeast Europe Equity Fund 2 and the
BalkanAccession Fund have invested in local companies,
telecoms and other services. A number of international
funds have been scouting the property sector.TheAlbania
Reconstruction Equity Fund invested approximately EUR
3.6million in 11 investments (10 of whichwere for around
EUR 3.4 million from mid-2001 to mid-2003). Low
utilisation was mainly related to local and regional
political conditions. The EBRD started operating the
Western Balkans Local Enterprise Facility (an in-house
equity-driven investment facility) in 2007, to facilitate
smaller direct investments, and has thus far signed five

equity investments (in financial institutions, construction
materials, agribusiness, packaging and natural resources)
for about EUR 16 million.

Albania in Doing Business 2009 ranks 181 (last) in the
closing of a business. In order to speed up
implementation, the authorities revised the relevant
legislation in May 2008. The revised law foresees that
businesses which have a negative balance sheet for two
years (against three years foreseen in the previous law)
shall be automatically declared bankrupt. The
International Monetary Fund is pressing for rapid
adoption of bankruptcy and collateral execution
legislation. During 2008 almost 3 600 businesses were
taken out of the register and declared as closed.

4. Service for SMEs

Improving online access

Since 2007,Albania hasmade significant progress in
implementing e-government measures that encourage



small enterprises to adopt electronic forms of
communication by linking them with an increasing
number of government support services. Since July 2008
the taxpayers registered in the Tirana tax office and in
Durres; since October 2008 the taxpayers in Vlore, Lezhe,
Elbasan, and Shkoder; and since November 2008 in Korce
and Fier can pay value added tax, income tax and profit
tax online. They can also file social security returns and
procurement procedure online. In the case of paying tax,
the relevant forms can be downloaded directly from the
website,which includes a guide published by the General
Directorate ofTax on how to proceedwith the tax payment
online. These developments in e-government are part of
the US-funded Millennium Challenge Account Support.
The key problem, nevertheless, remains the e-signature
systemwhich lacks a functioning accreditation body and
the electronically available forms therefore still have to be
signed and handed to the relevant public body in person.

The Albanian Investment Agency also deals with
SME development. It has established a professional and
well-designed website inAlbanian and English. Its focus,
however, is almost entirely on servicing foreign investors,
with few information and links for SMEs specifically.

E-business and SME support

Apart from the recently approved law on electronic
signature (February 2008), Albania has achieved limited
progress in the field of e-business and SME support
systems. Furthermore, the actual use of the electronic
signature is constrained by the lack of a functioning
accreditation body.

Business incubators are still sparse, as is the range
of publicly funded business services available to SMEs,
although AlbInvest has been developing a database of
consultants and trainers which can be found on its
website. Nevertheless, Albania does not yet have a
network of business information centres across the
country.

5. Human capital

Turning to the human capital dimensions of the
Charter, the assessment focused on Albania’s efforts to
promote lifelong entrepreneurship education and training
(dimension 1) as well as enterprise training activities
(dimension 4), both considered key to the promotion of a
more entrepreneurial and skills-effective enterprise
environment.

Good efforts are underway by a range of stakeholders
on more direct policy dialogue and perspective setting
for entrepreneurial learning. In the interest of ensuring
a more systematic lifelong entrepreneurial learning
sequence, amore developed engagement and ownership
of the process by the education authorities is still required.
Thiswould additionallymakeway for a less project-driven
environment.

A national education strategy is being implemented
through the Education for Excellence and Equity
Programme, using a sector-wide approach to education
reform. It presents a good opportunity for the authorities
to determine how curriculum, teacher training andmore
flexible teaching/learning processes could address the
entrepreneurship key competence within reform plans.
The policy dialogue related to the implementation of the
strategy could also allow for a national entrepreneurial
learning strategy (all formal education levels, including
non-formal learning) with amonitoring system, perhaps
by way of a more structured and recognised cross-
stakeholder entrepreneurial learning partnership. Full
engagement of the higher education sector will be
important. This could build on the tripartite ministerial
dialogue (education, labour, economy) which the Charter
process has initiated.

Good efforts are being made by a range of
entrepreneurial learning stakeholders to share
information and good practice. A more proactive
engagement particularly by the education and training
practitioners in the knowledge-sharing process is
recommended.

Turning to improved skills for enterprises,
performance on this dimension, as in the 2007 report, is
generally hampered due to lack of systematic data on
training for the enterprise environment. In particular,
while data on training for start-up and growth enterprises
can be gleaned from ad hoc surveys, SME programmes
and donor-supported initiatives, this data does not provide
themore comprehensive intelligence important for policy
purposes, and particularly the better targeting of public
finance for training and general business support services.

On a more positive note, a 2008 study on training
needs analysis at national level highlights the limitations
of ad hoc arrangements in determining howhuman capital
within theAlbanian enterprise sector is addressed. It also
points to the need for a more structured and systematic
intelligence framework to bring forward enterprise
training. If this issue could be addressed as a priority and
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integrated into the enterprise policy improvement
dialogue, to include clearly articulated options to ensure
its realisation, a significant milestone on the Charter’s
dimension 4 developments would be accomplished.

Finally, the assessment finds a number of initiatives
to determine how quality of training services can be
improved with a proposal for a national accreditation
system for training providers. This proposal should be
taken further in the interests of increasing confidence of
the enterprise community in a developing training
market.

6. The way forward

E-business and SME support: There is an urgent
need to complete the regulatory framework for
introducing the electronic signature and establish a
functioning and legitimate accreditation body. This is a

precondition to developing electronic commerce andmore
advanced online business-to-business functions, as well
as for making the most of online government services.

Improving online access: In order tomake the search
for online information and services for SMEs less
cumbersome, SME-relevant information and links should
be bundled on a single SME-specific online portal, which
is regularly updated and allows for interaction between
SMEs and the administration.

Human capital: With a view to lifelong
entrepreneurial learning system building, a more
developed engagement by the education authorities and
the university system in entrepreneurial learning
developments will be important. Meanwhile, improved
data on human capital within enterprises will be needed,
with further efforts to establish a quality assurance
framework for the training market.
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Notes

1 Although this report is published in 2009, data collection took place in 2008. For the SME Policy Index Report 2007, data were collected in 2006. All SME
Policy Index scores have been rounded up or down to the nearest 0.25
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1. Overview

The economy has exhibited robust growth in the
last years. GDP growthwas 6.8% in 2007 and continued at
a similar pace in 2008with 6%.However, imbalances have
emerged: the widening current account deficit and
increasing inflation as well as pro-cyclical fiscal policy
have led to macroeconomic imbalances. Moreover, large
public sector wage increases threaten to spill over to
private sector settlements, thus exacerbating inflation
pressures and weighting on competitiveness. SME in
particular find it hard to attract and retain qualified
personnel under such strongwage pressure.The financial
crisis is having an increasingly adverse impact on
macroeconomic stability in Bosnia and Herzegovina.
Overall growth in 2009 is expected to be significantly
lower, albeit still positive. Credit growth has started to
slow down and tightened credit conditions have resulted
in a fall in bank profitability and conservative lending
policies.

Data collection is very scarce in Bosnia and
Herzegovina. However, thanks to a pilot project on
statistical data collection, data on SMEs is available for the
sectors of hotels and restaurants, transport and
communications.The findings below thus do not reflect
the complete SME sector but just a small part of it. Bosnia
and Herzegovina does not have an official definition of
SMEs.

On the whole, 87 332 enterprises operate in Bosnia
and Herzegovina1 (26 674 enterprises and 60 658
entrepreneurs).The hotels and restaurants, transport and
communication sectors are dominated by micro
enterprises (82.2% of total SMEs), followed by small (9.3%
of total SMEs) and medium-sized enterprises (8.5% of
total SMEs).

Micro companies dominate the sector in number,
but small andmedium-sized enterprisesmake the largest
contribution to employment, turnover and value added.
Accordingly, economic efficiency increaseswith enterprise
size in the SME sector. Medium enterprises concentrate
more on endogenous growthwith an investment structure
closer to that of large enterprises.

Impact of the global economic crisis

Economic performance remained relatively
favourable in the first part of 2008, but the global crisis
began to adversely affect the economy towards the end
of the year. No official GDP figures are available for 2008
but data on industrial production suggest that real GDP
grew by around 5-6%. Foreign direct investment in 2008
was well down on the previous year’s record level, but
still was respectable at about EUR 700 million, and there
have been no high-profile cancellations or pull-outs of
major investors.However, in late January the Czech energy
company CEZ announced it would pull out of a major
investment (up to EUR 1.4 billion) in the Republika Srpska
RS energy sector, because of an alleged breach of contract
by the local partner.Also, production in theArcelor Mittal
PrijedorMine, one of the biggest companies in RS,was 20%
lower in 2008 than planned (1.2million tons compared to
the envisaged 1.5 million tons). The sale of Aluminium
Mostar remains deadlocked because the bank guarantee
deposited by potential buyers expired. Previously Glencore
offered EUR 130million for an 88% stakewith the promise
of further investments of EUR 170 million.The company
employs 930 people and is the country’s leading exporter,
with 123 000 tonnes of metals produced last year worth
EUR 349 million.

So far the financial sector has been directly hit by
the global financial crisis through the increase in external
long-term interest rates. The banks and the non-bank
financial institutions have been slowly adjusting their
lending policies and interest rates in order to reflect the
changes in the global financial system.As a result, their
clients are starting to face higher interest rates for new
loans and a general lack of funding for SMEs and
corporate clients. Credit growth has slowed down
significantly and some deposit withdrawal (around EUR
400 million) occurred between October and December
2008, but the main banks appear to be weathering the
crisis so far.

Bosnia and Herzegovina has a well capitalised
banking system able to withstand this crisis. All of the
banks had plenty of liquidity to withstand withdrawals
of deposits that occurred in late 2008. It is estimated that
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retail clients havewithdrawn about 5-10% of their deposits
from the main commercial banks. Subsequently, on 14
October 2008 the central bank decreased the mandatory
reserve requirement by 4 percentage points, from 18% to
14%. This injected around EUR 371.7 million into the
system to allow banks to deal with further withdrawal
requests and to allow for further lending to clients. The
government has increased the amount of guaranteed
deposits of citizens, entrepreneurs and small and
medium-sized enterprises to EUR 10 000 from EUR 4 000.
A further increase to EUR 20 000 is being discussed.

Microfinance organisations are less likely than banks
to be affected by the crisis for the following reasons: a
substantial part of their funding is from donors/
international financial institutions (both expected to
continue their support during the crisis), they will not be
threatened by deposit withdrawals as they do not hold
deposits, and their clients are less vulnerable to the crisis
than larger companies which borrow traditionally from
banks.

The stock market started its decline along with the
global stockmarkets last year. Initially, the catalyst for the
decline was the exit of speculative foreign investors and
funds in late 2007.This was followed in 2008 by a general
decline of trading by local investors as the banks tightened
credit for retail clients who used to borrow to buy shares.
As a result, the liquidity on the stock market has mostly
dried up, reflected in a significant drop in daily trading
volumes.

2. SME policy and public-private
consultation

Institutional policy framework

No progress was made since the last report in this
field when analysing the developments at the central
level.

The SME policy at the state level and the co-
ordinationwith the other entities and Brcko District come
under the responsibility of the Department for Economic
Development and Entrepreneurship of the Ministry for
Foreign Trade and Economic Relations. According to the
Law on Ministries and Other Bodies of Administration of
Bosnia and Herzegovina, the ministry has competencies
in the following fields: business environment, single
economic space, and development and promotion of
entrepreneurship.

A new strategy for the development of the SME sector
was developed in 2008 by a working group formed of
representatives of the national institutions, the two entities
and Brcko District with the support of the EC Delegations,
after the one elaborated in 2005 failed to be adopted.The
adoption of the new SMEDevelopment Strategy in Bosnia
and Herzegovina for the period 2009-2011 would provide
for the creation of a SME agency at the national level
aiming at co-ordinating the strategic framework and the
establishment of the Development and Entrepreneurship
Fund and of an SME Council, the situation of Bosnia and
Herzegovina would improve significantly.The Strategy is
a comprehensive document, with clear measures to be
taken and time frame, but for the moment its adoption
seems to be blocked. The Republika Srpska and Brcko
District adopted their own strategic framework for the
development of SMEs and the Federation of Bosnia and
Herzegovina is developing one.

Also in terms of institutional framework for SME
policy, the three entities have their own structures in
place.Themost advanced is the Republika Srpska,which
has in place both an SME Department in the Ministry of
Economy, Energy and Development elaborating the SME
policy and an Agency for the Development of SME, with
14 employees, 2 regional centres and 17 local agencies.
Republika Srpska also plans to create an Advisory Body
to co-ordinate the SME policy at the entity level. Both the
Federation of Bosnia and Herzegovina and Brcko District
have bodies for the elaboration and co-ordination of the
SME policy within the Ministry of Development,
Entrepreneurship and Craft, and the Department for
Economic Development, Sport and Culture, respectively.
The Federation of Bosnia andHerzegovina is also planning
to establish an agency.

Public-private consultation framework

It seems that SMEs’ interests are notwell represented
in Bosnia and Herzegovina.There are twomain bodies at
the national level: theAssociation of Employers in Bosnia
andHerzegovina and the ForeignTrade Chamber, but they
are focused mainly on medium and large enterprises.
Also membership in the Chamber is mandatory. Apart
from these, there are various associations at
national/entity/regional level but with limited
representation capacity for SMEs. This system is
complemented by the chambers of commerce at the entity
level.The Chamber of Commerce in Republika Srpska has
undergone a reform process restoring the mandatory
membership.The cantonal chambers of the Federation of
Bosnia and Herzegovina have limited advocacy capacity.
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There are different experiences regarding the public-
private dialogue at the different entities/district levels.The
strongest public-private consultation takes place in Brcko
District which has in place an Economic and Social
Council. At the national level there is no formal
consultation system in place and consultations take place
on ad hoc basis, while at the entity level Social and
Economic Councils are present. With the adoption and
implementation of the draft Strategy for SME
Development at the national level, the establishment of
the Council for the SME Development should occur,
improving the situation in Bosnia and Herzegovina in
this area.

Simplifying existing legislation and reducing the
administrative burden

In 2006, Bosnia and Herzegovina adopted the Public
Administration Reform Strategy,which intends to improve
the policy-making framework both at the state level as
well as at the entities level and reduce the administrative
burden. Due to the constitution of the country, a better
regulation process is very important; the legislative
environment of Bosnia and Herzegovina is very
complicated. Due to lack of harmonisation of policies,
SMEs cannot operate under the same conditions at
various locations across the country.

According to the survey conducted by USAID
Streamlining Permits and Inspection Regimes Activity
project in 2007, entrepreneurs complained that the
complicated and excessive number of regulations and
the length of the registration process are the greatest
challenges faced by small businesses in Bosnia and
Herzegovina. Therefore, the entrepreneurs believe that
the focus of reform efforts should be on the reduction of
excessive regulations and reduction of delays for obtaining
permits.2

However, this cannot be achieved without a
concentrated effort both at national and entity levels.
Furthermore, the co-operation between the
entities/district and the national administration is
essential in order to create an internal market in Bosnia
and Herzegovina.

Republika Srpska is again the most advanced in
terms of the process of review and simplification of the
current legislation, as it has completed the review of the
legislation in 2007. The Federation intends to introduce
this process with the help of theWorld Bank.

Regulatory impact analysis

RIA has not yet been introduced in Bosnia and
Herzegovina or in a systematic way in the entities/district,
but there are plans to introduce it at the national level as
it is one of the commitments in the European Partnership
Agreement.3 In December 2007 a pilot project was carried
out with the help of theWorld Bank Foreign Investment
Advisory Service project as the basis for changing the
Law on Foreign Direct Investment.

Republika Srpska also carried out a pilot project on
two draft laws with the help of USAID and the World
Bank. The systematic introduction of RIA in Republika
Srpska is slated for the end of 2009.

The silence-is-consent principle is not at all applied
either in Bosnia and Herzegovina or at entities/district
level. No information on the introduction plans is
available.

3. Operational environment

Company registration

Bosnia and Herzegovina is the onlyWestern Balkan
country that has not implemented a systematic reform
of the company registration process.As noted in the 2007
Charter report, in 2004 Bosnia and Herzegovina had
approved a major reform of the company registration
process at state level. The reform included the
harmonisation of the procedures at entity level and the
establishment of an electronic database allowing the
sharing of information collected by the different company
registers. However, the reform has been only partially
implemented. Some procedures have been harmonised,
such as the notarisation and standardisation of the
founding act, but the electronic database is not operational
and there is no system of data sharing in place among the
different company registers.

Today there are 16 courts in Bosnia and Herzegovina
which act as company register.The entire business start-
up process is cumbersome, costly and lengthy in each of
the three phases (registration, notification and
compliance) when compared to that of the otherWestern
Balkan countries. Several performance indicators, based
on data collected for the Charter assessment process as
well as based on the Doing Business survey, point to a
deterioration of the situation. It takes 5 to 15 days and 5
to 7 steps, according to entity regulations, to obtain a
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company certificate in Bosnia and Herzegovina.
Registration fees range between EUR 150 and EUR 750, as
court and administrative fees are nor harmonised at entity
level.Notification includes registrationwith three different
authorities, in addition to the registry court (tax, customs
and statistical office) and the issue of three different
identification numbers. Compliance includes application
for license and permits atmunicipal and canton level.The
system is more complex in the Federation of Bosnia and
Herzegovina, that operates onmulti-layers administrative
system (56 days to complete the overall start-up process
according a recent survey4), and relatively more efficient
in the Republika Srpska (33 days) and the Bcrko District.
The RS is also conducting pilot projects in two
municipalities, as part of the SPIRA initiative, sponsored
by USAID, to complete the company registration phase in
one day.The recent performance data highlight the need
to resume the implementation of the 2004 reform,moving
towards a full harmonisation of the system on best
practices experimented at entity level.

Enhancing SME competitiveness and strengthening
the technological capacity of SMEs

Under the current administrative framework, policy
elaboration and implementation in the areas of the SME
competitiveness and technological capacity is placed
mainly at entity level, while trade policy is conducted at
state level. In addition, the five regional development
agencies (RDAs) set up in 2003 are conducting projects in
both areas and a number of other projects have been
launched by donors, often in co-operationwith the entities
and the RDAs. The result is a plurality of initiatives
structured on sector and regional bases, responding to
specific needs and demands, but operating on a limited
scale. There is therefore no strategic view at state level,
no mechanisms of co-ordination, or even structure to
facilitate the exchange of experiences among
implementation agencies and private sector associations
from different entities. In this respect there have been no
significant changes over the last two years, although a
number of projects have moved from the pilot to the
implementation phase.

In the export promotion area, the two most active
institutions are the Bosnia and Herzegovina Chamber of
Foreign Trade and the Bosnia and Herzegovina Export
Council. Membership in the Chamber is compulsory for
exporting and importing companies.The Chamber has 14
000 members and provides a range of standard services
to its members through the Bosnia and Herzegovina
Export PromotionAgency, including information on trade

regulation, standards andmarket information.The Export
Council, set up in 2006, includesmembers from the public
and the private sector and it is designed to operate as a
co-ordination and policy advice body. There are several
projects to promote SME competitiveness, mostly
conducted with donor support and targeted to specific
sectors (IT, agro-business,metal processing,woodworking
and car components). A number of these projects take a
comprehensive approach, addressing themain barriers to
company growth, from the regulatory framework to access
to finance, standard adoption, export promotions and
skill development.They often include actions to foster the
technological absorption capacity of SMEs.The RDAs are
also active in this area, working on the links between
enterprises and universities. For instance, the Northeast
Regional Development Association is co-operating with
theWelding Institute inTuzla and the local university, as
part of a programme supporting themetal working sector.
The REZ Association has established a partnership
between the University of Zenica and the Center for
Excellence in Wood Processing. At entity level, in the
Republika Srpska, the Banja Luka University has
established a co-operation agreementwith theAgency for
SME Development to help SMEs launch technological-
oriented projects.

The same dynamic applies to cluster development.
State support has been negligible, while the role of the
regional development agencies, donors (in particular GTZ,
USAID and the European Commission), and entities and
cantons has been more significant. Their actions have
led to the establishment of active clusters in wood
processing, automotive components, plastic components
and tourism.

Intellectual property rights

In Bosnia andHerzegovina, the legal and institutional
framework remains at an early stage of development,
although basic legislation has been put in place and the
Institute of Intellectual Property is operational, with
headquarters in Sarajevo, a branch inMostar and a second
branch in Banja Luka (not yet operational). One of the
main outstanding issues concerns the area of industrial
property rights, due to deficiency in legislation and in
the procedures for handling new applications, resulting
in long delays.The secondmain area of concern is related
to law enforcement.The inspectorate bodies in charge of
IPR enforcements operate under the two entities and the
Brcko district.The state is in charge of enforcing criminal
law in relation to IPR violations.The IndirectTaxAuthority
is in charge of IPR enforcement at borders. The result of
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this fragmentation of competencies andmandate is that
there is no unified track record of enforcement and, as
noted in the EC 2008 Progress Report, in Bosnia and

Herzegovina a “high level of counterfeiting and piracy
persist and the country remains a point of distribution to
the rest of Europe.”5
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Source: EBRD.

2005 2006 2007 2008

Real growth in credit to the private sector 25.7% 20.9% 17.1% -3.0%

Domestic credit to private sector to GDP, official data 20.9% 23.4% 25.4% 27.3%

Bank lending to enterprises, share in GDP 19.0% 21.2% 24.5% N/A

Bank lending to households, share in GDP 17.6% 19.6% 20.6% N/A

Share of total non-performing loans of banks in total loans 5.4% 4.1% 3.0% N/A

Average capital ratio of all banks (capital/ total assets) 11.0% 10.9% 10.0% N/A

Asset share of foreign-owned banks 90.9% 94.0% 93.8% N/A

Access to finance

The banking sector continued to strengthen in Bosnia
and Herzegovina during the first half of 2007.Assets and
capital grew significantly in 2007 and several new banks
were established (although the total number of banks at
the end of 2007 remained at 32, the same as the previous
year). Overall bank profitability fell in the first quarter of
2008 and the cost of funding has increased. The entity
banking agencies still operate independently of each other
but they have both signed a Memorandum of
Understanding on co-ordinating with the central bank. In
addition, they have begun to supervise micro credit and
leasing companies, which have significantly expanded
their activities in recent years.A law regulating the leasing
industry was expected to be approved by Parliament by
end 2008.

The new Microfinance Law was approved in August
2006 and implemented in 2007.As of the first half of 2008
there were 57 non-bank microfinance institutions
(NBMFIs) in Bosnia and Herzegovina, of which 35 were
registered in the Federation and the remaining 22 were
registered in Republika Srpska.NBMFIs have beenmostly
founded by international non-governmental organisations
established in Bosnia andHerzegovina from 1995 onwards
to provide support to the local entrepreneurs/individuals
and ensure their sustainable return to their pre-war
homes and activities. Consolidated information on the

overall volume ofmicro finance operations in the country
does not exist. However, the Association of Microfinance
Institutions collects information from its member
organisations. In accordance with the new Microfinance
Law, both NBMFIs and auditors are obliged to adhere to
the provisioning policy as defined by the BankingAgency
(i.e. 2% general loan loss provision on standard loans).

The definition of collateral is flexible and micro-
loans can be extended in the absence of collateral. USAID
sponsored a project to set up a registry formovable assets,
which became operational three years ago, on a state-
wide basis and regulated by a state-level law. In this
registry anyone who is in Bosnia and Herzegovina can
enter information about pledgedmovable assets.A credit
registry exists and is well functioning, although
individuals’ access to their own credit data is not
guaranteed by law.

Access of the private sector to capital markets is
very limited. Major international financial institutions
have committed over EUR 500 million to the Bosnian
banking sector since 1997. Capital markets are regulated
at the entity level.There are two stock exchanges, one for
each entity. Regulation is very similar in both entities,
however, there is still very little cross-entity investment
flow, in spite of the fact that there are currently no
limitations inmaking cross-entity investments. In general,
bothmarkets are shallow and trading is on a small scale.



Average daily trading is usually less than EUR 2 million
and recently has been even less than EUR 500 000. The
entity governments are slowly testing the sale of smaller
enterprises through the stock exchange. Recently the
government in the Federation of Bosnia and Herzegovina
sold a small stake of a local logistics company through the
stock exchange.The success prompted it to consider plans
to sell other smaller stakes the same way.

The first fund to enter the market was a closed
private equity fund Horizonte Venture Management.
Horizonte was closely followed by Palace Investment
Group (specialising in real estate investments) and the
Slovenian-owned Poteza Fund Management (actively
investing in the banking sector through Nova Banka and
Postanska Banka). In addition, a number of Slovenian
funds (such as KD and Triglav) have been major holders
of the Privatisation Investment Funds in Bosnia and
Herzegovina. Recently British-based Salford entered the
market by investing in the Banja Luka brewery.A second
type of funds, such as Gustavson, East Capital, Danske
Capital and Porr, has been active recently by taking small
stakes of up to 10% in several publicly traded companies
including Privatisation Investment Funds. A law on
investments funds is now in place and the Privatisation
Investment Funds have been transformed into investment
funds. In addition, the first two closed-endmutual funds
have been established with the Bosnian and regional
market investmentmandate.They are expected to add to
market liquidity over the long term.

4. Services for SMEs

Improving online access

The area of e-government is one of Bosnia and
Herzegovina’s weakest areas within the Charter and only
marginal improvements have beenmade since 2007.The
Council ofMinisters adopted the Strategy for Development
of the Information Society of Bosnia and Herzegovina in
November 2004,which includes an e-government strategy.
The strategy and the Action Plan for the Public
Administration Reform now include this e-government
strategy, foreseeing eight online public services for
businesses:

• Social insurance contributions for employees;
• Taxes paid by businesses (filing, informing);
• VAT (filing, informing)
• Registration of new companies;
• Data delivery to bureaus of statistics;

• Declaring merchandise for customs clearance;
• Permits pursuant to the law on living environment
(including reporting);

• Public procurement.

In terms of implementation, however, only the
Republika Srpska has progressed somewhat and
requirements for tax returns can be sent online.

Regarding online information for SMEs, there is
variety of portals/websites, containing some relevant (but
rarely updated) information for SMEs. There no single
SME portal, and SMEs have described their difficulties in
obtaining relevant information quickly. Only RDA REDAH
has established an entrepreneurs-dedicatedweb portal of
the regional information centre.

E-business and SME support

In Bosnia and Herzegovina, all three entities have
made independent progress in establishing business
incubators, each entity holding a number of operational
incubators. A national strategy was adopted at the
National IncubatorsMeeting on 16 and 17November 2006,
defining common activities to foster new incubators.

Regarding business services, the overall choice and
quality is relatively limited, but regional and local agencies
have received assistance from a range of donors and local
public sector support.There is a network of public-funded
business service providers, but the co-operation among
them is lacking.There is no public system of certification,
and only some fragmented initiatives exist.The CBI Project
(Centre for the Promotion of Imports from developing
countries) has certified local consultants for export
promotion and RDAs provide services, such as the REDAH
Voucher System for training and counselling for SMEs to
create a network of business service providers. In
particular, the Republika Srpska has taken steps towards
service providers’ certification and establishment of a
register. REDAH, for instance, adopted procedures for
quality and furthermore, a Committee for accreditation
of consultants was formed.

Information for SMEs is sparse in Bosnia and
Herzegovina. Business information centres have been
established sporadically at local and regional level.
Chambers of commerce exist at all three entity levels
providing enterprises with patches of information. Bosnia
and Herzegovina also has a Euro Info Correspondence
Centre, but SMEs have reported a limited use of it.
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The law for the use of electronic signature was
adopted in Bosnia and Herzegovina in 2006.
Implementation regulations are currently being prepared,
as the Ministry of Communication is waiting on the
opinion from theMinistry of Finance andTreasure before
the regulationswill be sent for adoption in the Parliament.

5. Human capital

This section focuses on the human capital
dimensions of the Charter: entrepreneurship education
and training, and availability of skills for enterprises.

With respect to partnership building for lifelong
entrepreneurial learning, the authorities of Bosnia and
Herzegovina have taken first, concrete steps to establish
policy linkages between education and economy at state
level, through discussions between the Ministry of Civil
Affairs (education) and the Ministry of ForeignTrade and
Economic Relations. Further, all ministries of education
(state, entities and cantons) participate in aworking group
with the aim to bring forward discussions on
entrepreneurial learning strategy building.These essential
institutional foundations provide for direction, coherence
and good potential for lifelong entrepreneurial learning
across the country. Further, EU support in 2009 is timely.
This foresees investment in the partnership building
process, including strategy development with initial
inputs into primary and secondary level entrepreneurial
learning.The strategy process,which should include non-
formal entrepreneurial learning (e.g. student clubs,
mini-enterprises) and third level education, could create
more defined policy orientations and a programme of
measures with monitoring and evaluation built in, and
determine the resources to meet the priority actions.

Turning to entrepreneurship promotion in lower and
upper secondary education, progress has been slow since
the 2007 report, although there are good examples of
entrepreneurship promotion particularly within
vocational education. Still missing in the reform process
is entrepreneurship as a key competence. More specific
entrepreneurship knowledge and skills by way of elective
subjects have been given good attention. For example,
some 75% of vocational schools in Republika Srpska have
already included entrepreneurship as amodulewithin the
curriculum, with a similar figure for schools within the
Federation (71%).

Evidence for teacher training on entrepreneurship is
confined to vocational education. With EU support

earmarked for development of entrepreneurship
education at primary and secondary levels, the relevant
authorities should consider how the entrepreneurship
key competence curriculum, including pre-service and
in-service training of teachers, should be addressed. One
outcome of the EU-supported teacher training measures
should ideally include perspectives for a roll-out of
training on key competence developments for all teachers
to be supported by the relevant authorities.

With respect to the enterprise skills dimension of
the Charter, the assessment finds that data available on
enterprise training, including start-ups and growing
enterprises, is confined to projects, primarily supported by
international donors.The Charter specifically recommends
that more systematic data on enterprise training be
developed (e.g. by public authorities in partnership with
employer organisations) to ensure a more concerted
contribution of the human capital dimension to economic
development. However, EU support in 2009 for
entrepreneurial learning foresees a multi-stakeholder
discussion process for data development. Assuming this
can result in concrete follow-up actions, Bosnia and
Herzegovina should be able to move forward on those
indicators with quantitative criteria.

Regarding quality assurance in the trainingmarket, a
certification framework for SME training and advisory
services (EUTAC), including certified service providers and
training offer, provides an excellent reference point for
enterprises to access information on the training market.
A risk, however, is that EUTAC is project-based and not
sustainable. Assuming that the EUTAC accreditation
developments could be integratedwithinmoremainstream
quality assurance developments, it has good potential to
be extended to cover the wider training provider market.

Finally, should the proposed Entrepreneurship and
Development Council, foreseen within a national SME
strategy, involve a specific task force on human capital,
this would create a further opportunity to advance the
human capital dimensions of Charter.

6. The way forward

Institutional framework: The adoption of the SME
Development Strategy and the establishment of the SME
Development authority would help Bosnia and
Herzegovina to progress in the implementation of the
Charter.The implementation of the strategy should lead
to a common basic frameworkwhichwould bring together

206



the stakeholders for the SME policy from the
entities/district in order to co-operate in ensuring a
coherent approach towards implementing the SME policy
as a homogeneous process

Company registration: Bosnia and Herzegovina is
the country with the poorest performance in company
registration from the region, were the situation further
deteriorated over the assessed period. Therefore, Bosnia
and Herzegovina should fully implement the reform
adopted in 2004, harmonising all the procedures, putting
the electronic database in place and allowing the sharing

information between different company registered, and
most importantly reducing the duration and the cost of
registration.

Human capital: Planned EU support for lifelong
entrepreneurial learning strategy building should give
particular emphasis to entrepreneurship key competence
developments (curriculum and teacher training
implications) and include provisions for systematic
monitoring and evaluation of the entrepreneurial learning
effort. Development ofmore structured data on enterprise
training will be important.
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SME Policy Index scores for Bosnia and Herzegovina per Charter dimension (2009)6

Notes

1 Source of the SME data: agency for Statistics of Bosnia and Herzegovina.

2 Source : “An SME Perspective of Public Services”,at http://www.usaidspira.ba/UserFiles/File/SME%20Perspective%20of%20Public%20Services%20-
%20Survey%20Report.pdf

3 Source: Sigma.

4 USAID (2008), SME Perspective of public services.

5 Commission Staff Working Document, “Bosnia and Herzegovina 2008 Progress Report”, (COM(2008)674), p. 40.

6 Although this report is published in 2009, data collection took place in 2008. For the SME Policy Index Report 2007, data were collected in 2006. All SME
Policy Index scores have been rounded up or down to the nearest 0.25



1. Overview

Although real GDP grew by 5.6% in 2007, the highest
rate since 2002, Croatia has significant vulnerabilities: a
large current account deficit and high external debt,
alongside balance-sheet exposure to currency risk, and
higher inflation due to surging food and utility prices.
The financial crisis is having an increasingly adverse
impact on Croatia. Tourism, foreign direct investment
inflows and exports are likely to decline sharply in 2009.
Real GDP growth was significantly lower in 2008 with
2.1% and is forecasted to be negative in 2009.

The importance of the SME sector1 in Croatia has
increased in recent years, in terms of the sector’s
contribution to GDP and employment. In 2006, the SME
sector accounted for 99.4% of all registered business
entities, generated about 44% of the country’s GDP, and
accounted for 60% of total exports and 65% of total
employment.Within the European Union, SMEs represent
60% of total EU GDP. The large administrative burden
constitutes a major impediment to SME development.

SMEs in Croatia are classified according to the
number of their employees:

The EU definition of small and medium-sized
enterprises consists of firms that employ fewer than 250
people, and have an annual turnover not exceeding EUR
50million and/or a balance sheet total not exceeding EUR
43million.The definition of SMEs in Croatia is consistent
with the EU definition in terms of employees.The number
of employees is the main criteria employed in both
definitions, seconded by turnover and balance sheet
figures.

The 2005 Business Environment and Enterprise
Performance Survey provides evidence on the
performance of the SME sector over the 2002-2005 period.
Sales figures only rose by about 5% for small and by about
8% for medium-sized companies, while export figures

remained virtually unchanged with an increase of 3% for
small and a decline of 2% for medium-sized enterprises.
More substantial changes could be observedwith respect
to employment where both small and medium-sized
enterprises experienced surges of about 17%.With respect
to technological and innovation activity, about 40% of
small and more than 50% of medium-sized companies
adopted a new technology in the surveyed period.
Furthermore,more than 80% of both small andmedium-
sized enterprises upgraded an existing product line or
service, while 37% of small and 54% of medium-sized
companies successfully developed a major new product
line or service. But only less than 14% of all surveyed
SMEs obtained a new product licensing agreement.

Within the SME sector, small companies dominate
the Croatian SME sector in number, while medium-sized
enterprises dominate in terms of value added.Accordingly,
economic efficiency increases with enterprise size in the
SME sector.

From a sectoral perspective, SMEs are concentrated
in the wholesale and retail trade and repair (34.9%), real
estate, renting and business activities (16.9%), and
manufacturing (13.28%). The sectors of services, trade
and real estate are dominated by micro enterprises
whereas the sectors of manufacturing, construction and
education are dominated by small and medium-sized
businesses.

Croatia still exhibits large regional discrepancies.
The government has identified some “Areas of Special
State Concern,”mostly the war-affected areas in the East
and the South of the country and some other
economically depressed regions. Donor programmes,
which until now have focused their activities on the
capital, are increasingly targeting these regions.
Programmes need to be adapted as firms in the regions
face less competition, a less developed business
environment and a lack of qualified workforce.

Impact of the global economic crisis

Croatia has been negatively affected by the growing
global risk aversion. Its main vulnerabilities are its high
external debt (estimated at 88% of GDP in 2008) and
current account deficit (estimated at 9-10% of GDP in
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2008). Croatia is seeing a significant fall in industrial
output with an over 14% year-on-year drop in December
2008. Foreign direct investment is likely to drop sharply
this year and further delays inmajor investments (notably
in the power sector) are expected as investors find it
difficult to raise the required funding. No privatisation
tender has been announced yet for the shipyards, as
Croatia is still negotiatingwith the European Commission
on the terms of the tenders. Due to an upper limit of 12%
on credit growthwhich has been in place since 2007, year-
on-year credit growth dropped only slightly from 12.9 to
12.6% as of December 2008.

The crisis has had a major impact on the chemical
and power industry. In November 2008, HEP introduced
major delays for projects envisaged in the 2006-2013
energy investment plan.Nexe Grupa, for example, reduced
production to around 60% and only in one shift. Figures
available up to November 2008 suggest a significant
moderation in employment growth. Total employment
has declined since July 2008 (for usual seasonal reasons)
and the number of jobseekers is up, but employment still
recorded positive year-on-year growth rates of 0.3% in
November 2008.

Commercial banks increased interest rates on
deposits and have stopped lending to new clients. The
Zagreb Stock Exchange index, CROBEX, has fallen from 4
500 points in spring 2008, to 1 734 points with low liquidity
and small turnover of stocks. The interbank market is
highly illiquid given the high overnight rate of 20%.The
banking sector is well capitalised with average Capital
Adequacy Ratio (CAR) 2 of 15.4%.Althoughmostly foreign-
owned (90.8 %), it is not dependent on parent bank funding
to a large extent, given the restrictions of the Croatian
National Bank,which in the past two years have resulted
in its increased focus on attracting domestic deposits.
However, in response to the global financial crisis, the
central bank also has recently increased the CAR
threshold from 10% to 12% in January 2009. From 9October
2008, cash held by banks in the vault will no longer be
included in liquid HRK claims that can be used to
maintain the HRK part of the mandatory reserves. This
change was another step in harmonising the mandatory
reserves system with the practice of European central
banks. It also reflected the need to sterilise surplus
liquidity, so as not to create additional inflationary
pressures. The Marginal Reserve Requirement Decision
was revoked in October 2008, thereby giving commercial
banks back approximately EUR 355 million and EUR 97
million in order to ensure additional foreign liquidity and
undisturbedmeeting of commitments to all clients. On 10

December 2008, the minimum reserve requirement was
lowered from 17% to 14%.

2. SME policy and public-private
consultation

Institutional policy framework

The twomain institutions in charge of the SME policy
in Croatia are the Ministry of Economy, Labour and
Entrepreneurship (MELE), through the Direction for SMEs;
and the Croatian Agency for Small Business (HAMAG).
The former is the institution elaborating the policy and
the latter is the implementing body. This structure has
remained unchanged since the previous report.

The Directorate for SME at MELE also has the role of
co-ordinating the SME policywith the otherministries and
stakeholders, the process taking place on an ad hoc basis.
No information was available on the frequency of
consultation or the structure. There are two bodies in
place for consultations between the government and the
private community. Those are:

• National Competitiveness Council, founded in
2002, as a forum for policy dialogue among
government, trade unions, business
representatives and academia, on issues affecting
the competitiveness of the Croat economy;

• Business Advisory Council, founded in order to
bring into the regulatory reform the input of the
business community.

HAMAG was established in 2002 by the Small
Business Encouragement Act and based on the
amendments of this Act of 2007, it overtook most
operational projects of MELE, in accordance with the
Annual Operational SME Programme. The main roles of
the agency are to manage the financial incentives
schemes and to provide expert assistance to SMEs through
business advisory services. Although, according to its
establishment act it should be independent, the agency
is actually operating as a subordinated unit of MELE,
without clear objectives.The agency employs 40 persons
and does not have a network of local offices.

However, the division of activities and
responsibilities, in practice, is not yet very clear.
Furthermore, there are tensions between the two
institutions and the agency was not very active, or even
present, in the different meetings held on the business
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environment.Work on the restructuring and refocusing
of HAMAG is underway.

The strategic document for the SME policy is the
Programme of Incentives to SMEs for 2008-2012, adopted
in April 2008.The programme is accompanied by annual
operational plans containing the specific measures for
the respective year. Although the strategic document is
comprehensive, further attention should be paid to its
implementation, especially considering the division of
tasks between the two bodies involved in the SME policy.
An alert signwas drawn for the previous SME Programme
by the respondents of the GEM Survey. In 2007, according
to the GEM Survey3 of entrepreneurs, Croatia was 26 out
of 31 countries for the quality of policy instruments and
17 for the quality of government programmes focused
on SMEs.

Public-private consultation framework

The representation of the business community in
Croatia was among the best in the Western Balkans
according to the 2007 Report. However, although there
are numerous business associations with voluntary and
mandatorymembership, the capacity of most of them to
make their voices heard by the government is relatively
low.There are several large organisations and with wide
regional coverage such as the Chamber of Economy, the
Chamber of Crafts and the Croatian Employers
Association. Furthermore, in October 2008, the Public-
Private Partnership Act was adopted creating the legal
basis for a stronger public-private dialogue.

The system of chamber of commerce in Croatia is
based on mandatory membership, and although the
Chamber of Economy argues in favour of this system in
order to provide high-quality services to as many
businesses as possible, there are discussions with the
business community on changing the system.

Although the Chamber of Economy underwent a
reform process, its advocacy role for SMEs is still not fully
recognised by this community. Services should be more
tailored towards this type of businesses.

A result of the 2005 PHARE project, SME Policy
Enhancement and Delivery (SMEPED), was the
establishment of the Forum for public-private dialogue on
SME policies in June 2008. This Forum is focused on the
SME policy and strategy, and legal and regulatory aspects
relevant for SMEs. This body should have quarterly
meetings, and in 2008 it already met four times.

Simplifying existing legislation and reducing the
administrative burden

Croatia was the pioneer in implementing regulatory
reform in the Western Balkan region. With the help of
the pre-accession instruments financing two projects,
BiZimpact and SMEPED, Croatia started to work both on
regulatory guillotine and the regulatory impact analysis.

In 2006 the government of Croatia launched the
regulatory reformprogramme,HITROREZ, and established
a special unit to co-ordinate the process and to mobilise
both the regulatory bodies and the business community.
The review of the current legislation under the guillotine
project was completed in 2007.As a result of this process
1 451 pieces of legislationwere reviewed, out of which 799
were to be simplified (374) or abolished (425). An
implementation planwas adopted in 2008 across different
sectors.Out of the proposal, the government retained only
522 pieces of legislation for simplification (237) and
elimination (295). The main reasons invocated by the
government for removing 277 pieces of legislation from the
list were the risk of distorting the regulatory framework,
the lack of human resources to be involved in the
simplification process and the fact that this lawwould be
eliminated in the future as a result of harmonisationwith
the EU acquis. Furthermore, there are doubts about the
actual implementation of the regulatory guillotine for
those pieces of legislation remaining in the list.

The silence-is-consent principle is not applied in
Croatia. Although it seems to be a priority of the reform
process, no clear suggestions were registered yet.

Regulatory impact analysis

The first pilot project for RIA in Croatia was initiated
in 2004. In 2005, through the amendments to the Rules of
Procedure of the Government, RIA became mandatory.
Since then, in 2007, the government amended again the
Rules of Procedure and established the RIA Co-ordination
Office in order to provide co-ordination of economic, social
and environmental impact assessments. As a result, RIA
should be systematically applied to all new pieces of
legislation and should assess the impact of the legislation
on the following aspects:

• Financial impact (Ministry of Finance);
• Social impact (Ministry of Health and Social
Welfare);

• Environmental impact (Ministry of Environmental
Protection, Physical Planning and Construction);
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• Impact on competition and grants (Ministry of
Economy, Labour and Entrepreneurship).

Due to the complexity of RIA, the Ministry for
Economy, Labour and Entrepreneurship established a
Department for the Evaluation of Regulatory Impact, set
up to train the staff in the concerned ministries on RIA.
However, for themoment, the department itself is lacking
staff.

However, it seems that RIA is not yet systematically
applied in Croatia and out of the four mandatory
components only the financial impact is estimated for
each piece of legislation.Also, there are some overlaps in
the system,wheremore precise tasks and benchmarks are
required. The main reason for that is the low level of
resources at the ministries’ level and the reduced power
that the RIA Office has in order to push for RIA.

3. Operational environment

Company registration

Croatia has a dual registration system, one for craft
and one for companies. Craft registration is based on a
streamlined process within the HITRO.HR programme,4

hosted by FINA, the Croatian Financial Agency.HITRO.HR
operates here as a one-stop shop. Craft registration is
completed within five days for an average fee of around
EUR 70.Company registration is also handled byHITRO.HR
and FINA, but it is a more complex and costly process, as
Croatia has maintained a number of pre-incorporation
control procedures and a requirement of the incorporation
act for limited liability companies is registration with the
Commercial Court. However, over the last two years, the
government has initiated a programme to transform
HITRO.HR into a one-stop shop here, reducing the need
for the new entrepreneur to interact with other branches
of the public administration without dropping the
standards of the control procedures. Over the last two
years there has been a marginal reduction of the
processing time and company registration fees.
Companies still need to obtain two registration numbers
(same requirement for crafts): the company identification
number and tax registration number. In addition
companies conducting import-export operation need to
register separately with the customs administration.
However the government is planning to introduce a single
registration number by the end of 2009. Croatia is the
only country in the Western Balkans that has
implemented pilot projects for online registration.At the

moment the facility is available for two counties:Varazdin
andMedjimurje, but the government has plans to extend
it nation-wide.

Enhancing SME competitiveness and strengthening the
technological capacity of SMEs

Croatia has taken a leading position, among the
Western Balkan countries, in elaborating and
implementing programmes to enhance SME
competitiveness and promote innovations among the
SMEs.At the end of 2006 it had already advanced on policy
elaboration; it established a number of specialised
institutions and launched a multi-year support
programme. Over the last two years Croatia did not
significantly change its policy approach, butmovedmore
decisively into policy implementation.

In the area of export promotion, Croatia made
progress in the implementation of the country export
promotion strategy for 2007-2010, implemented by APIU,
the Croatian export and investment promotion agency,
with the support of the Croatian Chamber of Economy, the
Craft Chamber, the Croatian Employer Association and
Export Association, and the Croatian Bank for
Reconstruction and Development. The strategy aims to
expand the export base and increase the share of high
value added products and services on total exports.

Croatia has been one of the first Western Balkan
countries to look at competitiveness issues.The National
Competitiveness Council (NCC) was set up 2002,
representing all the key private and public stakeholders.
Between 2004 and 2006 it identified a set of 55 measures
directed at enhancing the country’s medium-term
competitiveness, covering areas such as education for
growth and development, compliancewith EU standards,
cost and price competitiveness, development of
innovativeness and technology, strengthening small and
medium-sized enterprises, regional development and
cluster development, and the creation of positivemindset
and leadership. It also introduced a monitoring process,
through the publication of an annual National
Competitiveness Reports. A critical issue for Croatia is
how to fully develop synergies between various
programmes (export promotion, innovation, financing of
innovative enterprises and skill development), and in
particular how to ensure a good level of communication
and co-operation between the Ministry of Economy,
Labour and Entrepreneurship, and the Ministry of
Education and Science.
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BICRO, the Business Innovation Centre of Croatia,
plays a central role in supporting innovative SMEs. The
centre runs a number of programmes, ranging from R&D
support to equity financing. The Koncro programme
strengthens the technical and managerial skills of
innovative SMEs, through the co-funding of consultancy
services. The programme has been recently expanded,
however training activities are conducted mainly using
BICRO network of technology centres, not involving
directly universities and research institutes.

Access to finance

Croatia has the highest level of financial
intermediation within the group of Western Balkan
countries. Apart from that, a number of government-
funded subsidised loan schemes and guarantee funds for
SMEs have resulted in a significant number of loans being
extended to SMEs in recent years.This was supported by
the improvement of Croatia’s collateral regulations and
the availability of credit information, which in May 2007
provided data on 72% of physical persons. The reform
and digitalisation of Croatia’s cadastre system has been
supported by the World Bank from 2004-2008. Online
access to the cadastre is possible for most cities. A
functioning online registration system formovable assets
has been in place since 2006. New guarantee schemes
were introduced in order to support new technologies,
entrepreneurs and export-oriented sectors. Several recent
reports5 highlight, though, that Croatian SMEs still face
some constraints with respect to long-term banking
finance.The government provides generous interest-rate
subsidies for loans extended by the Croatian Bank for

Reconstruction andDevelopment to SMEs.However, small
companies which do not qualify for these loans face
relatively high rates of interest and inflexible collateral
requirements from commercial banks (with an average of
150% and mortgage as the most commonly accepted
collateral). In July 2006, the Law on Bankruptcy was
modified, thus significantly reducing the duration of the
proceedings. Educational and professional requirements
were introduced for bankruptcy trustees, However, some
improvements of the judicial system’s implementation
capacity would still be beneficial.

Next to bank loans, leasing is the second major
source of finance for SMEs in Croatia. The leasing law
will be fully implemented once some regulatory issues
have been resolved between the Croatia National Bank
and the Financial SupervisoryAuthority HANFA.The loans
syndication market in Croatia is becoming increasingly
mature, with many borrowers signing loans with a
number of international banks in the last few years.
However, the syndicated loansmarket has been reserved
for prime borrowers, mostly banks and large state
companies. In the last two years, international financial
institutions have mostly been financing banks and road
construction in Croatia with very few private corporate
deals signed.

The Zagreb Stock Exchange is the main stock
exchange established in 1991. It is the central place for
trade in various securities, shares and bonds.At the end
of September 2008, only 15 companies were listed on the
official market segment.Many other liquid companies are
traded on other market segments, and are either
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Source: EBRD.

2005 2006 2007 2008

Real growth in credit to the private sector 13.1% 20.5% 8.7% 7.4%

Domestic credit to private sector to GDP, official data 56.4% 64.0% 67.1% 68.5%

Bank lending to enterprises, share in GDP 48.1% 60.8% 63.4% N/A

Bank lending to households, share in GDP 34.0% 38.2% 41.1% N/A

Share of total non-performing loans of banks in total loans 6.2% 5.2% 4.8% N/A

Average capital ratio of all banks (capital/ total assets) 9.0% 10.3% 12.5% N/A

Asset share of foreign-owned banks 91.3% 90.8% 90.4% N/A



ineligible or uninterested to be listed on the official
market segment. Market capitalisation of the stock
exchange dropped by 45% compared to end 2007. Since
the financial crisis started in summer 2008, the share of
Croatian equities held by foreign investors has dropped
from 39% (June 2007) to 32% (Sept 2008), due to surging
risk aversion.

The investment fund industry has been growing at
extremely high rates (over 30%) in the past few years and
it has become one of the main growth drivers of the
Croatian equity market. There are several private equity
funds in Croatia: Croatia Capital Partnership LP (where
EBRD is also a shareholder) with around EUR 18.8million
equity fully invested, SEAF, Vienna Capital Partners LP,
Quaestus Private Equity Partners Ltd., Jupiter Investment
Management Ltd. and Nexus Private Equity Partners.
There are few regional funds active in Croatia: Advent
Central and Eastern Europe (I and II) fund finance and
management assistance to companies in the private
sector with an investment range of approximately EUR 3.7
to EUR 15 million, AIG New Europe Fund with direct and
indirect investments in various companies to finance
capital programmes or working capital needs with
investment size between around EUR 7.5 to 22.5 million,
and Jupiter (which has placed a joint venture bid in
tourism).

4. Services for SMEs

Improving online access

Croatia has developed the leading e-government
system in the Western Balkans. It covers various key
services (tax returns, social security returns, pensions
and cadastres) and works successfully due in part to the
effective implementation of the electronic signature.

Extensive online information for SMEs is available.
The presentation of the information, however, has several
shortcomings, including a lack of translation into English,
information distributed over several websites, and limited
promotion of these websites across SMEs in Croatia.

E-business and SME support

Croatia has established numerous incubators,many
funded by national and sub-national programmes.
Currently there are 27 incubators operating across the
country and several, such as BIOS Osijek and Prima Split,
have proven to be particularly innovative.

There is a well-developed market for business
services, including a high presence of international
consulting firms. HAMAG has implemented a project
promoting the accreditation of business consultants,
based upon regular participation by Croatian consultants
in tailored training programmes for business service
providers. In 2007, 58 certified consultants resulted from
this project.

A national directory of business service providers is
available on the MELE website, through its Poslovni
navigator, although it is not always perfectly functional.
Furthermore, a broad web of 51 reliable Business
Information Centres exists across the country.

5. Human capital

This section addresses the human capital
dimensions: entrepreneurship education and training,
and availability of skills for enterprises.

Overall, Croatia had demonstrated steady progress
on all areas of entrepreneurship education and training
since the 2007 report. With respect to institutional
partnership for lifelong entrepreneurial learning, a
comprehensive cross-stakeholder partnership (Education
for Entrepreneurship) involving economy, labour and
education authorities as well as the Chamber of Economy,
provides an institutional and policy framework for
entrepreneurship education. While the existing
partnership arrangements are reinforced by a number of
financing instruments (e.g. a grant scheme for promoting
awareness of entrepreneurship in primary and secondary
education, and financing for student firms), a more
concerted engagement by the public education authorities
will be necessary if the objective of a lifelong
entrepreneurial learning framework is to be achieved.
Further, the assessment finds that more attention will
be required to engage the higher education establishment
(relevant ministerial departments as well as rectors’
conference) in entrepreneurship learning developments.
Meanwhile, Croatia demonstrates very good promotion of
entrepreneurship through non-formal education with a
range of high-profile events and excellent examples of
public-private partnership.

Regarding entrepreneurship in lower and upper
secondary education, the Council for National Curriculum
and the Ministry of Science, Education and Sports have
taken steps in integrating entrepreneurship as a key
competence within school curriculum. This is an
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important foundation to develop learning outcomes and
to define teacher training implications.To move forward
on school-based entrepreneurial learning, a monitoring
system will be needed that tracks the extent to which
entrepreneurship is being promoted across the school
network.

An initiative by Croatia to bring forward
developments in entrepreneurial learning with countries
from the pre-accession region (including Turkey)
highlights a commitment and recognition by the country
to cross-regional co-operation.A regional resource centre
(South East European Centre for Entrepreneurial Learning)
financed by the Croatian government and the European
Union will support practitioners in developing
entrepreneurial learning with specific reference to the
objectives and targets of the Charter policy index. Specific
emphasis on entrepreneurship in higher education
provides an opportunity for more strategic reflection on
how more commercial value can generated through the
region’s university network, an area requiring more
serious policy attention.

Turning to enterprise skills, the assessment finds a
solid range of training provision, including structured
information and sign-posting services for enterprises,
allowing for improved access to training services (e.g.
HITPOP portal). Co-operation between the Ministry of
Economy and Chamber of Economy on strategic TNA
developments is paying off, thanks to good efforts to
establish a regular tracking of human capital development
within the small enterprise sector. Public finance allocated
formore strategic development ofTNA in the period 2009-
2011 should provide formore systematic build-up of data
on enterprise management and trade skills. This should
allow for better identification of training needs and future
skill requirements.

With respect to training for start-ups and growing
businesses, the assessment is compromised by lack of
data required by the respective indicators which involve
quantitative evidence. Assuming the enterprise training
tracking system agreed between theMinistry of Economy,
Labour and Entrepreneurship and the Chamber of
Economy is operationalised, data on training for new
ventures and growth enterprises should be more readily
available and satisfy the data requirements of the
indicators.

6. The way forward

Although Croatia has made further good progress
in implementing the European Charter for Small
Enterprises, there is still room for improvement,
particularly in two areas:

Human capital (dimensions 1 and 4): A fuller
engagement by the education authorities and universities
within the cross-stakeholder partnership arrangements
for entrepreneurial learning will be necessary in the
development of a lifelong entrepreneurial learning
framework. This should include a monitoring system to
determine the extent to which entrepreneurship is being
promoted across the school network. Developments in
intelligence on enterprise training, including start-ups
and growth enterprises, should be continued.

Better legislation and regulation (dimension 3):
Despite Croatia’s rigorous approach to and progress in
the field of regulatory reform, progress in actually
eliminating cumbersome and redundant legislation and
regulations has been limited.There is a pressing need to
take this step, after excellent progress has been achieved
in reviewing and identifying obsolete legislation and
regulations.
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SME Policy Index scores for Croatia per Charter dimension (2009)6

Notes

1 Source of SME-data: Croatian chamber of Economy: Industry and Technology department.

2 Ratio of total capital divided by risk-weighted assets and risk-weighted off-balance sheet items. A bank is expected to meet a minimum capital ratio of
8.0% unless a higher ratio is specifically prescribed by the Superintendent of Financial Institutions.

3 Singer S. et al (2009) What makes Croatia an entrepreneurial country? GEM Results 2007-2008, CEPOR, Zagreb

4 HITRO.HR is a service of the Government of the Republic of Croatia which provides faster communication of citizens and business subjects with state
administration. The purpose of this project is to increase the quality level of services by increasing the speed, efficiency, flexibility and transparency in the
operations of state administration. In addition to the HITRO.HR services intended for establishing a company or craft, HITRO.HR also offers e-PDV (VAT)
services, e-KATASTAR (Cadastre) and e-REGOS services.

5 Cuckovic and Bartlett (2007), OECD & USAID (2007).

6 Although this report is published in 2009, data collection took place in 2008. For the SME Policy Index Report 2007, data were collected in 2006. All SME
Policy Index scores have been rounded up or down to the nearest 0.25



1. Overview

The global economic environment negatively affects
Kosovo under UNSCR 1244/99’s macroeconomic growth.
It is expected to slow down from its 2008 level of 5.4% to
a lower, however, still positive level. Exports of several
key categories suffered clear contractions. Sharply slowing
economic growth and tight liquidity lead to deep external
shortfalls in financing for the economy. Indeed, Kosovo
under UNSCR 1244/99 is reliant on remittances from
people from Kosovo under UNSCR 1244/99 that are
working abroad to sustain its economy and these may
decline in 2009, as the international crisis intensifies.
Kosovo under UNSCR 1244/99 needs to improve its
regulatory framework in order to create a stable
environment for private investment. In a bid to attract
foreign direct investment, the government has applied to
join theWorld Bank and the International Monetary Fund.
However, both applications are likely to face serious
challenges, making membership in the short term
problematic.

SMEs account for 99.8% of active business entities1

registered with the Central Registry in 2006. There is no
data on SME contribution to employment or GDP.

SMEs in Kosovo under UNSCR 1244/99 are classified
according to the number of their employees:

The definition of SMEs in Kosovo under UNSCR
1244/99 is based on the same criteria in terms of
employees as the EU definition, thresholds for turnover
and balance sheets differ in absolute terms because of
Kosovo under UNSCR 1244/99’s economy size and
performance. The number of employees is the main
criteria employed in both definitions, seconded by
turnover and balance sheet figures.

Micro enterprises dominate the SME sector with
98.3%. Of total registered enterprises in 2006, only 1.4%
were small and only 0.2%weremedium-sized businesses.

In terms of sectoral breakdown, SMEs are mostly
concentrated in mass and retail sales (around 50%),
followed by transport, storage and traffic (14%), food
products, beverages and tobacco (9%) and hotels and
restaurants (9%). The sectoral distribution is stable over
time.

Impact of the global economic crisis

As opposed to its neighbouring countries, there has
not been a liquidity crisis in Kosovo under UNSCR 1244/99,
as bank clients did notwithdraw their deposits despite the
global financial crisis. Kosovo under UNSCR 1244/99 has
suffered other consequences of the global crisis.
Remittances from migrants living abroad – accounting
for a 17% of the country’s GDP (2007) – are falling, as is the
demand for its exports. Exports of several key categories,
such as raw materials, primary metals, machinery and
transport equipment, and manufactured goods, all
suffered clear contractions from January 2008. Export
revenues in January 2009 plunged nearly 50% compared
to one year ago, from EUR 11.4 million to EUR 6.7 million.
The wide external deficit signals significant external
vulnerability in the current global economic environment
and financing deep external shortfalls may prove
challenging and costly.The Pension Fund suffered a sharp
drop in the value of its portfolio when its investments
abroad lost value. The losses totalled EUR 100 million in
2008 and approximately EUR 8 million in January 2009.

A multi-agency committee was recently set up to
protect the country’s financial stability. The committee
was created following the signing of a jointmemorandum
of understanding by the Central Bank (KCB), the Ministry
of Finance and Economy and Parliament’s Commission for
Budget and Finance. Its main goal for 2009 is to have the
country join the International Monetary Fund. Kosovo
under UNSCR 1244/99 has unilaterally introduced the
Euro, therefore currency stability is not under question.
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Kosovo under UNSCR 1244/99’s SME classification

Micro Up to 9 persons

Small 10-49 persons

Medium 50-249 persons



The government created a EUR 200 million fund for
any economic sector in need of liquidity. It increased the
monitoring of the commercial banks and enhanced co-
operation between the KCB and other central banks.The
government also cut various taxes starting January 2009
in order to stimulate consumer spending and foreign
investment.

2. SME policy and public-private
consultation

Institutional policy framework

In Kosovo under UNSCR 1244/99, the SME Support
Agency is the responsible institution for the elaboration
of the SME policy and its implementation.This situation
is appropriate in Kosovo under UNSCR 1244/99 due to its
small size and to the fact that it is in the process of
building its own institutions.The agency was established
in 2006 and it is subordinated to the Ministry of Trade
and Industry.

Among themain attributions of the agency, there are:

• The development of policy framework supportive
for the SMEs;

• Initiating legislation concerning the SMEs and
giving recommendations on pieces of legislation
that influence the business environment;

• Proposal and compilation of plans for a better co-
ordination and co-operation between the existing
domestic and foreign organisations working for
the development of SMEs;

• Implementation of programmes related to the
creation and the developing of SMEs.

In 2008 the agency had 12 employees and a budget
to allocate to different projects of approximately EUR 2.3
million. Although the agency does not include in this
budget the donor’s support, this is rather significant for
Kosovo under UNSCR 1244/99.

Inter-ministerial co-ordination in Kosovo under
UNSCR 1244/99 is weak, as the Rules of Procedures provide
for some requirements for it, but they are not very strong.
Also a sort of internal competition between agencies for
financial resources and influence limits the scope for co-
operation.

However, apart from the SME Consultative Council
that it is used both as a body for inter-ministerial

consultation as well as for public-private dialogue (see
section on public-private dialogue), in 2008 the
government approved the creation of the Board of the
Agency for the Support of SMEs, to be formed of
representatives of fourministries and two representatives
from the business community. This body should also
insure inter-ministerial co-ordination in this field

The main problems related to the institutional
framework in Kosovo under UNSCR 1244/99 are low
capacity of the public administration in terms of
professional personnel and the fact that themanagement
level is affected by the influence of the political spheres.
The first sixmonths of 2008, the agency operatedwithout
a general manager due to the post-elections re-
nomination procedures.

For themoment, there is no strategic framework for
the SME sector development in Kosovo under UNSCR
1244/99. Although the drafting process of the Private
Sector Development Strategy started in 2005 with the
help of the European Agency for Reconstruction and a
new and updated draft was delivered in 2008 to the Kosovo
under UNSCR 1244/99’s authorities, this strategy has not
been adopted yet.

Public-private consultation framework

Themain player in Kosovo under UNSCR 1244/99 for
business representation is the Chamber of Commerce. It
underwent reform in 2004 and now counts 5 000members,
all voluntary. The chamber benefited from significant
donor support in order to develop its capacity to provide
services. Its special competencies are trade, arbitration,
certification and training. It seems that the chamber has
a good representation capacity, being successful in
influencing the economic reform agenda.Aside from the
Chamber of Commerce an important role is played by
the AmCham (for foreign investors) and the Kosovo
Business Alliance.

In 2005 the SME Consultative Council was created as
a consultative body for theMinistry ofTrade and Industry.
It was mandated to discuss and analyse the state of the
SME sector and to decide on the necessary steps to
improve its situation and to evaluate the draft legislation.
The Council,whichmeets regularly, has 23members from
governmental and non-governmental organisations, the
donor community, business associations and universities,
etc.However, the effectiveness of this forum for the public-
private dialogue is contested by some business
representatives. Furthermore, the Rules of Procedure of
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the government do not create the obligation of
consultations prior to the adoption of a legislative act.

Simplifying existing legislation and reducing the
administrative burden

Due to the specific situation of Kosovo under UNSCR
1244/99 (it did not inherit the legislation from Serbia or
Yugoslavia) and the fact that one of its main concerns is
the creation of a comprehensive and clear legal framework,
it does not focus, at this point in time, on the review of its
current legislation.Therefore, it was decided not to assess
Kosovo under UNSCR 1244/99 on this particular aspect
but to emphasise the need to move towards the
implementation of regulatory impact analysis.

The silence-is-consent principle, although it is
recognised as an important element in the framework of
better regulation is not yet fully applied in Kosovo under
UNSCR 1244/99 with the exception of the business
registration.

Regulatory impact analysis

Regulatory impact analysis is not used in Kosovo
under UNSCR 1244/99, although a requirement for such
analysis for the legislative drafts is included in the
government’s Rules of Procedure. The only assessment
done is for the budgetary implications of the proposal.The
lack of capacity to undertake such an analysis at the
differentministries’ level is to be blamed for not using RIA
in the work of the government.

3. Operational environment

Company registration

Company registration in Kosovo under UNSCR
1244/99 is handled by theAgency for Business registration
(KBRA), operating under the supervision of the Ministry
ofTrade and Industry. Business registration certificates are
issued usually within one day for the date of application
for business registered as sole ownership andwithin five
days for all other type of business entities. Registration
fees are low, with a maximum of EUR 20 for business
entities registered as joint ventures. The KBRA does not
operate as a one-stop shop. New business entities have
to register separately with theTaxAdministration, Social
Security and Customs Authority. The entire notification
process is completed with 5 to15 days. There have been
no significant changes in the first phases of the business

start-up process (registration and notification) over the
last two years. Registration fees have been marginally
reduced, while notification time has slightly increased.
However, the overall business start-up process remains
cumbersome and relatively expensive. While the
minimum capital requirement for incorporated business
has been eliminated, the pre-paid work permit fee,which
can go up to EUR 1 000 according to the type of business,
is still in place and the process for obtaining a business
license at municipal level has become more complex.
Online registration is not in place, however a pilot project
has started in the Suhuareka municipality.

Enhancing SME competitiveness and strengthening
the technological capacity of SMEs

Over the last two years the authorities in Kosovo
under UNSCR 1244/99 have been focused primarily on
the strengthening of the institutional and legal framework
supporting SME policy.Targeted support to SMEs has been
mainly provided by the donor community in co-operation
with the newly established SME Support Agency. The
main initiative conducted directly by the agency is the
establishment of an industrial park located in the outskirt
of Prishtina.The park is due to be up and running by the
end of 2009.

Therefore, Kosovo under UNSCR 1244/99 is still in
an early phase of policy development in the areas related
to enhancing SME competitiveness and technological
capacity, with no significant changes over the last two
years. Export promotion activities are now in the portfolio
of the newly established Kosovo Investment Promotion
Agency. The capacity of the agency in this area is still
limited and themain activities have been the organisation
of trade missions and workshops for exporters with the
support of the European Reconstruction Agency.

There are no initiatives under way in the
technological area.However, initial steps have beenmade
to identify possible areas for cluster development in the
sector of stone processing, goldsmith andwine production.

Intellectual property rights

In Kosovo under UNSCR 1244/99 the IPR legislative
framework and institutional framework is at an early
stage of development. A Law on Customs Measures for
IPRs was adopted in 2008 and implementation started
in June 2008, providing the basic framework to the
Customs administration to take action against piracy
and counterfeiting. The Office of Industrial Property
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became operational in November 2007, but further
actions are needed to strengthen its technical and
administrative capacity.The enforcement record remains
very limited.

Access to finance

The largest bank is Procredit Bank Kosovo with a
market share by total assets of 41.2%. RZBK is the second
largest bank with a market share of 36.4% of total assets
out of seven banks active in Kosovo under UNSCR 1244/99.
The third largest bank is NLB Pristina,which was created
by a merger of Kasabank and new Bank of Kosovo in
early 2008. With EUR 69.8 million, RZBK has the largest
equity of all banks.The three largest banks,which are all
foreign owned, hold 89.5% of the market share by total
assets.

TheMinistry ofTrade and Industry is looking for the
possibility to activate the Credit Guaranty Scheme, on
which it is working closelywith theAustrian Development
Agency, the Austrian Patent and Licensing Management,
the Economic Initiative for Kosovo representatives in
Vienna and theAustrianMinistry of Economy and Labour.

Collateral requirements range between 150-200% of
a loan amount. Business credits up to the amount of EUR
50 000 can be guaranteed only as uncollateralised loans.
The Pledge Office (Central Registry) was established in
2008 under the Ministry of Trade and Industry.

UNMIK Regulation No. 2001/6 on Business
Organisation, Article 39 defines procedures regarding
concerned companies, their acceptance or bankruptcy.

The Cadastral Informative System of Kosovo under
UNSCR 1244/99 is operational. According to cadastral
records, owners and property users can be identified and
the relevant documentation on ownership can be
provided.However, the high level of corruption negatively
affects the reliability of the information provided by the
cadastre. A Pledge Registry Office is in place. A Credit
Registry of Kosovo under UNSCR 1244/99 has been in
place since 2006, operating under the Central Banking
Authority and providing the positive and negative credit
history of each client (regardless of loan issued or
duration). Access to information is limited to financial
institutions and the Central Banking Authority.

TheMinistry of Economy and Finance in co-operation
with theMinistry ofTrade and Industry are drafting a law
on the regulation of the leasing industry.

There is no venture capital or equity funds legislation
under consideration.

4. Services for SMEs

Improving online access

Since 2006, Kosovo under UNSCR 1244/99 has made
some progress in planning and implementing e-
government measures that encourage small enterprises
to adopt electronic forms of communication.TheMinistry
ofTrade and Industry, as the keyministry responsible for
SME policy, re-launched its website in 2006 and has
improved its web presence considerably to reach a
standard similar to the websites of the Ministry of
Economy and Finance, and theAssembly of Kosovo under
UNSCR 1244/99. But most Kosovo under UNSCR 1244/99
institutions are still in the first stage of the Internet age
with a simple presentation of information on their
websites. Some have moved to the use of web-based
searchable databases but nowebsite has reached serious
level of interactivity. The Kosovo under UNSCR 1244/99
government is, however, now engaged in implementing
a comprehensive e-government strategy and is starting
to train its staff on it. Still, the Serbian and English
language versions are lagging behind the Albanian.

Thewebsite of the SMEAgency is updated from time
to time and provides information on the agency’s
structure and work plan, and about laws and regulations
relevant to SMEs. No coherent level of interactivity has
been reached.The website of the Chamber of Commerce
of Kosovo under UNSCR 1244/99 has proven a more
effective tool to date for information exchange on aspects
such as tenders or participation of SMEs in donor or
government programmes.

The efforts in transferring government services
online in the past two years have shown mixed results.
Agencies with a certain regulatory independence such
as the Pension Trust developed searchable databases for
citizens to find the value of their pension savings, or for
municipalities to check the licences of construction
companies to see if they are able to participate in public
tenders.The Cadastre Agency does not offer this service.
The Kosovo under UNSCR 1244/99 tender service is a
useful service from the Chamber of Commerce.

There are plans to allow for taxpayers to
communicatewith the tax agencies online via a new e-tax
system. This is supported by the donor community as a
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vital part in the double effort to fight corruption and raise
resources for the government of Kosovo under UNSCR
1244/99. There are presently trial projects undertaken
between key taxpayers and the tax agency to implement
VAT fiscal register cashiers in all of Kosovo under UNSCR
1244/99.As part of this new system it would be feasible to
expect that themanagement of the tax authorities would
use this opportunity to make a complete shift in its
relations with the SME community in income, corporate
and SME taxation. Sceptical voices in the SMEs community
have expressed their concern that the incentive structure
of tax inspectors might delay online tax return for the
time being.Online services for social security returns and
reporting enterprise statistics have not yet been developed
in Kosovo under UNSCR 1244/99.

E-business and SME support

The European Agency for Reconstruction has
implemented a project focused on the establishment of
business incubators in Decan, Gjilan and Shtime. The
incubator in Gjilan seems to work successfully and the
other two seem to need more capacity building to
produce sustainable long-term results. The efforts
undertaken to create two industrial parks in Mitrovica
and Drenas still require substantial additional funds.
They appear to be large capital spending projects beyond
the administrative capacity of the Kosovo under UNSCR
1244/99 government and beyond the planning time line
of international donors. Nevertheless, incubators and
business parks are highly needed as prices of property
have gone up in the post-independence boom, and
demand for subsidised and managed work space could
be significant. The new government seems to be
committed and more competent in handling these
challenges. With the right support by the donor
community, the success of both these important projects
could be secured in a reasonable time frame.

There is an urgent need in Kosovo under UNSCR
1244/99 to reorganise its business support structures in
the near future and to provide transparent information
on the limited business services that are available. The
SME agency implemented aVoucher Counselling Scheme
(2006-2007) but the funding was too limited to have a
significant impact. Kosovo under UNSCR 1244/99 has a
broad range of donor-managed SME support programmes,
especially the USAID Cluster project and the EAR grant
programmes. There are various microfinance and SME
access to funding projects, but there is a lack of co-
ordination and information. There are, however,
associations of accountants and a separate association of

business consultants in Kosovo under UNSCR 1244/99.
The EAR is planning a project to establish a common
platform for these associations.

In terms of business information services or
equivalent, the SME agency of Kosovo under UNSCR
1244/99 has five regional offices which are the main
outlets of the government on the local level outside
Pristina.TheWorld Bank has concrete plans to establish
business centres in all municipalities of Kosovo under
UNSCR 1244/99. Most dealings with the government on
business issues still have to be done in Pristina.

The law on the electronic signature has been passed
and the new government and the post-status donor effort
plan to set up a functional accreditation body.

5. Human capital

This section considers entrepreneurship education
and training, and availability of skills for enterprises.

Kosovo under UNSCR 1244/99 hasmade considerable
progress through the elaboration of a comprehensive
entrepreneurial learning strategy where policy
commitments have been made by three ministries in
particular: education, industry and labour. The strategy
identifies the challenges aswell as priorities to ensure the
development of lifelong entrepreneurial learning in
Kosovo under UNSCR 1244/99. It includes a number of
key EU policy recommendations, including across-campus
entrepreneurship university education and specific
training support for women, with recommendations for
curriculum reform and teacher training. A wide range of
stakeholders was involved in the strategy’s development:
government bodies, social partners, non-governmental
organisations, women’s business groups, municipalities
etc. Overall, the strategy provides an excellent blueprint
for developing lifelong entrepreneurial learning.

A number of activities from the strategy are already
being implemented, including teacher training,
curriculum reform and promotion of school-basedmini-
companies. While the strategy is constrained by lack of
resources, its potential remains strong given that it is
backed by a cross-stakeholder partnership and with a
formal monitoring role provided by the Prime Minister’s
Office. The policy momentum in Kosovo under UNSCR
1244/99 could be backed up with a set of definite actions
designed tomeet the entrepreneurial learning targets set
within the Charter policy index.
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Turning to entrepreneurship promotion in lower and
upper secondary education, good efforts have beenmade
in introducing more open learning arrangements in
educationwhichwill help in developing entrepreneurship
as a key competence. A paper defining standards for
entrepreneurial learning goes some way to meeting this
objective. A curriculum revision group working in 2009
provides an opportunity for the learning outcomes to be
more specifically defined. Good efforts at teacher training
(initiated by 2006 EU funds and with follow up from the
2008 national budget) should build on the capacity of the
teaching corps to deliver on the entrepreneurship key
competence, as well as more specific entrepreneurship
modules for secondary level students. More effort is
needed to create structured co-operation and engagement
of local businesses with schools.

While, there is a range of evidence demonstrating
dissemination of good practice, given what is clearly a
good entrepreneurial learning strategy, the range of
partners responsible for its elaboration would do well to
share it with fellow countries in the region, and beyond,
as an example of good partnership and policy making.

With respect to enterprise skills, an initiative
undertaken by the Chamber of Commerce on enterprise
training needs analysis has the potential to be developed
further, to include systematic tracking of human capital
within Kosovo under UNSCR 1244/99’s small business
sector. There are plans to develop capacity through the
chamber’s regional offices in enterprise skills’ surveys.
This should ensure that the data requirements,
particularly for start-up and growing businesses within
the Charter policy index, could be met. Given sustained
donor interest in Kosovo under UNSCR 1244/99,
benefactors in education, training and enterprise sectors
would do well to work with all parties to ensure that
education and training developments are more tightly
referenced to real enterprise needs. In this regard, further
support for capacity building of enterprise associations in
defining training needs will be important.

In terms of ensuring enterprise access to the training
market, more support will be necessary to provide
information on available training offer. As a training
market develops, the enterprise sector,with government
acting in partnership, should consider the development
of a quality assurance system for training providers.This
should contribute to better confidence of enterprises in
training offer and stimulate more demand.

6. The way forward

Human capital: The policy momentum generated
with the national entrepreneurial learning strategy should
be accompanied by a set of actions to meet the
entrepreneurial learning targets set within the Charter
policy index. Meanwhile, an initiative of the Chamber of
Commerce on developing intelligence on enterprise
training should be continued.Government support should
be considered here given mutual interest, thereby
reinforcing public-private sector co-operation on
enterprise skills.

Access to finance: SMEs in Kosovo have to facemany
challenges in their endeavour to access finance. The
country has made few progresses in the assessed areas.
Credit information services are not available which
hampers bank lending to SMEs. SMEs face high collateral
requirements and a poorly developed non-bank financing
framework. No venture capital or equity fund legislation
has been under consideration until assessment cut-off
date.More advanced areas are thosewhere laws are either
under consideration (leasing law, establishment of credit
guarantee scheme) or already in place albeit at an early
stage of implementation (bankruptcy law). Although the
ownership of land has been documented, the cadastre is
not fully functioning.

Improving online access: In order tomake the search
for online information and services for SMEs less
cumbersome, SME-relevant information and links should
be bundled in a single SME-specific online portal, which
is regularly updated and allows for interaction between
SMEs and the administration.
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Notes

1 Source for SME-data: ‘Kosovo Chamber of Commerce’.

2 Although this report is published in 2009, data collection took place in 2008. For the SME Policy Index Report 2007, data were collected in 2006. All SME
Policy Index scores have been rounded up or down to the nearest 0.25



1. Overview

Recent growth in the former Yugoslav Republic of
Macedonia has been strongwith 5.1% in 2007 and 5.3% in
2008, the highest rate recorded so far in the transition
period.However formerYugoslav Republic of Macedonia’s
average growth performance in the last five years stays
below that of the Western Balkan countries. Increased
investment, partly financed by foreign direct investment,
is the main driver boosting domestic demand. Another
main driver of growth has been total factor productivity,
which is common during the initial period of post-
communist transition and results from the elimination of
inefficiencies of the former economic regime. Despite its
isolated position, the former Yugoslav Republic of
Macedonia is impacted by the crisis with a lower, albeit
still positive GDP growth projection for 2009.

The former Yugoslav Republic of Macedonia has
adopted the EU definition for SMEs. According to this
definition in terms of the number of employees (adopted
in 2004 with the Law onTrade companies) SMEs account
for 98.7% of active business entities registered with the
Central Registry in 2006. The former Yugoslav Republic
of Macedonia’s SME sector accounted for 78.4% of
employment and 54.3% of GDP in 2006. The informal
sector remains large, although there are indications that
it has been somewhat reduced, for example by
improvements in tax collection, a lowering of the tax
burden and financial incentives for registration.

There are very few large enterprises in the former
Yugoslav Republic of Macedonia1.Within the SME sector,
small companies dominate in number (98.7% of total),
contribution to employment (66.7% of total) and value
added (53.3% of total), while medium-sized enterprises
dominate in terms of value added.Accordingly, economic
efficiency increaseswith enterprise size in the SME sector.

From a sectoral perspective, small companies are
mostly operating in the wholesale and retail trade sector
(43.9%),whilemanufacturing (14.5%), togetherwith health
and social work (10%) and transport, storage and

communication (9.4%) follow in terms of importance.
Micro and small businesses are often family businesses.
They lack a sufficient capital base and management
experience, which makes them rather vulnerable and
hardly suitable for business and employment growth.
The SME sector is characterised by low export penetration
and low business sophistication.

The highest concentration of SMEs is in the capital,
Skopje (39.3%). Other regions with strong SME presence
are the cities of Bitola (6.5%),Tetovo (4.7%), Stumica (4.6),
Ohrid (4.5%), Prilep (4.5%) and Kumanovo (4.9%).

Impact of the global economic crisis

So far, the formerYugoslav Republic of Macedonia’s
economy has been affected by the further descent into
recession of key export markets, tight credit conditions
on global capital markets and limited access to working
capital for the former Yugoslav Republic of Macedonia’s
enterprises. Deteriorating business and consumer
confidence are dampening investment spending and
household consumption as well. Basic metals are an
important segment of both industrial output and exports,
and this area is extremely depressed in the current global
economic downturn. Industrial output in January 2009
was 17.7% lower than in the same month of 2008 in real
terms.Output ofmining and quarrying fell 23.7% year-on-
year in January 2009, output and distribution of electricity,
gas and water was down 4.6%. Manufacturing output
declined 18.7% from the level achieved in January 2008.
Among major manufacturing branches, the sharpest
downturns in January measured year-on-year were
suffered bywood products, basicmetallurgy, non-metallic
mineral products, transport equipment, textiles and
tobacco products. In general, intermediate goods
experienced the largest dip in output, down 41.4% from
the previous year, and capital goods, 20.8% lower. As a
consequence of the crisis most of the metallurgic
companies have slashed their production and decided to
decrease their workforce. Car parts producer Ruen-
Kochani decided to decrease its workforce due to sinking
demand. Due to the financial crisis,major investment or
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expansion plans are being delayed. Turkey’s airport
development,management and operating companyTAV
Havalimanlari Holding announced that it would suspend
its investment plans in the former Yugoslav Republic of
Macedonia for Alexander the Great Airport in Skopje and
St. Paul the Apostle Airport in Ohrid.

The banking system has so far been unaffected, as
the deposit base and the loans quality remain stable.
There were no massive deposit withdrawals, although
banks experienced a slowdown in the growth of deposits
(from 59.5% in December 2007 to 37.6% one year later).The
interest rates on bank loans started to rise as banks
funding has become more expensive, and banks have
become more prudent in their lending. The companies
from export-oriented sectors, especially from the metal
sector, are subject to increasinglymore detailed screening
from the banks. Banks are also more concerned about
maturity mismatches between their loans and their
funding base. The authorities appear to be monitoring
the situation closely. In January 2009, Slovenia’s second
largest commercial bank Nova Kreditna banka Maribor
announced it would delay its plans for expansion in the
formerYugoslav Republic ofMacedonia due to the ongoing
global financial crisis. In December 2008, the central bank
introduced a liability for commercial banks to maintain
a certain minimal level of liquid assets for settling its
liabilities which fall due in the following 30 and 180 days,
separately in Denars and in foreign currencies.According
to the central bank, thismeasurewill result in an increase
in the banks’ resilience to the unfavourable effects from
the current global financial and economic crises. Due to
the lack of interest of foreign investors, trading on the
stock exchange has also been negatively affected.

2. SME policy and public-private
consultation

Institutional policy framework

In the former Yugoslav Republic of Macedonia, the
twomain institutions working for the support of the SME
sector are the Department for Entrepreneurship and
Competitiveness within the Ministry of Economy (MoE),
and the Agency for Promotion of Entrepreneurship
(APPRM). The department is in charge of elaborating the
SME policy and in doing so, of consultingwith all relevant
institutions. Its second function is to provide support to
the business organisations network. APPRM is the
executive agency, established to implement the SME
policy, andmore specifically the programme onmeasures

to promote entrepreneurship and the competitiveness of
the SMEs, as well as other projects. However, it seems
that theMoE retains the implementation prerogatives on
specific projects. The agency employs 12 persons (9 are
professional staff) in three sectors: Strategic and
Development Project Sector, Co-ordination and
Institutional Support, and Information and Research
Sector. The 2009 budget of the agency is EUR 325 000, an
amount insufficient to allow them to carry out their
projects.Also, the agency has no network of local offices,
but it co-operates with the existing network of business
support organisations.

The number of staff in the SME department of the
Ministry of Economy was increased from seven to nine
and it seems now adequate. However, the SME agency
still lacks sufficient human and financial resources to
implement all the measures in the SME strategy, and
implementation support of the European Charter for
Small Enterprises.There is no co-ordination body in place
in order to support the decision making process, but
according to the Rules of Procedures the proposing
ministry should consult the other ministries concerned.
However, as the delays to receive comments have
shortened further, to seven days, it is not reasonable to
count on an in-depth analysis of the document.
Furthermore, the consultation seem to appear late in the
process and should not concentrate on legislative issues
alone but also on policy ones. This should also allow for
more feedback from non-governmental organisations
and the business community. Enhanced co-ordination is
necessary between the different programs that are aimed
at enhancing competitiveness of the companiesmanaged
by the Ministry of Economy on the one hand (SME
development, improving competitiveness, cluster
programs, industrial policy measures) and Ministry of
Education and Science on the other hand (R&D, technical
culture and technological development).

The strategic document for SMEs in the former
Yugoslav Republic of Macedonia is a long-term strategy:
theNational Development Strategy for SMEs for the period
2002-2012. Based on the results achieved after the mid-
term implementation review, as well as on other changes
that occurred such as achieving the status of candidate
country, the implementation of the ECSE and the
participation in the CIP, a revision of the strategy took
place and it was also extended until 2013. The
implementation of the strategy is done through annual
programmes, specifying themeasures to be taken in order
to achieve objectives. However, the budget allocated for
the activities under the 2008 Programme for the

225



development of the entrepreneurship, competitiveness
and innovation of the SMEs was insufficient to give
effective impetus to the development of SMEs in the
country.

Public-private consultation framework

In the former Yugoslav Republic of Macedonia the
main system of business representation is the Chamber
of Commerce. There are two types of chambers based
on two pieces of legislation: the Law on the Economic
Chamber of Commerce and the Law on the Chamber of
Commerce (the first piece of legislation giving more
favourable conditions). There are efforts to unify this
legislative framework. Also, in the former Yugoslav
Republic of Macedonia membership in the Chamber of
Commerce is not compulsory, except for the Chamber
of Crafts. There are several business associations.
Although there are no specific SME associations, SMEs
are present in sectoral associations. Currently the
chambers offer a broad range of services, not tailored
to SME needs. Also, the fact that for a certain type of
service, the chamber has to obtain the approval of the
public institutions adds to the difficulties to provide
high quality, specific services.

Regarding the public-private consultations, there
are two such platforms in the former Yugoslav Republic
of Macedonia: the National Entrepreneurship and
Competitiveness Council (NECC) and the SME Forum.
The NECC was established in 2003, as a donor initiative
and, for the moment, is in a process of redefining its
institutional structure as well as its mission, planning to
concentrate more on clusters and other measures to
enhance the competitiveness of SMEs. (The NECC was
designed to create a platform for discussions between the
government and the private sector, organising regular
meetings with an agenda approved initially by the
business sector.) Also it disseminates information
through the chamber of commerce and the business
associations.

The SME Forumwas established at the national level
in 2005 and in 2008 several local SME forums were
initiated.The forum should function as a two-way channel
of communication and information between the
government and the SME sector. However, this forum is
managed by the Department of SME in the Ministry of
Economy, meaning that the meetings are called for by
MoE and the agenda is sometimes discussed with the
private sector. From its creation until mid-2008, the forum
met only five times. Another issue is that this is not

institutionalised and itmeets on an ad hoc basis.There are
efforts to institutionalise it based on the Law of Public
Private Partnership.

Simplifying existing legislation and reducing the
administrative burden

The regulatory reform process started relatively late
in the formerYugoslav Republic of Macedonia compared
to other countries in the region and benefited from the
support of the World Bank through the Business
Environment Reform and Institution Strengthening
Project.The Regulatory Guillotine Project was introduced
in 2006 as amechanism of review and streamlining of the
existing legislation, including the simplification of the
administrative burden.The process entailed the screening
of a stock of 2 162 regulations (both laws and by-laws) both
by the government and the business community, which
tabled 900 proposals. At the end of the process, the Co-
ordinative Committee led by the Deputy Prime Minister
for Economic Affairs, recommended simplification or
abolishment of 64 laws and 481 by-laws.

By September 2008, 27 of the primary laws and 357
of the items of implementing legislation identified in
the first phase of the regulatory guillotine process were
simplified or abolished. Most of the rest of the by-laws
date from the period of ex-Yugoslavia and in order to be
abolished, they require replacement by new by-laws.
This reduction represents a mix of regulatory and
business simplification, as it includes reduction of delays
for the public administration to respond for permits and
licenses and reduction of tariffs.The regulatory guillotine
resulted in streamlining three regulatory regimes (tax
payments, customs, and registration of land and real
estate property).

Although the importance of the silence-is-consent
principle is recognised andwas included in the regulatory
reform process, the principle is applied in only two cases:
the Law on Craftsmen Activities and the Law on Trade.

Regulatory impact analysis

The introduction of the regulatory impact analysis
was the second phase of the regulatory reform process in
the former Yugoslav Republic of Macedonia. The legal
framework for RIAwas introduced inMarch 2008, through
amendments to the government’s Rules of Procedure and
with the by-law for RIA methodology, making RIA
mandatory for new pieces of legislation, except for urgent
procedure laws, starting January 2009.
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The body in charge of introducing and monitoring
RIA is the Sector for Economic Policy and Regulatory
Reform,within the General Secretariat of the government.
It should also check and advise the ministries on RIA.
Depending on the complexity of the legislation (based
on the proportionality principle), it is decided if only an
initial RIA is conducted or an extensive analysis. The
initial RIA is carried out in parallel with the consultation
process.

Since September 2008, two pilot projects were carried
out as part of the RIA training and strengthening
administration capacity for RIA implementation, the first
RIA pilot project being for the draft Law on Court Taxes
and the second one for the draft Law on Packaging and
Waste Packaging.

3. Operational environment

Company registration

Since the entry into force in January 2006 of the Law
onOne Stop-Shop System and for themaintenance of the
trade register and the register of other legal entities, the
former Yugoslav Republic of Macedonia has further
improved the efficiency of its company registration system
and reduced company registration fees. The Central
Registry is currently able to process a company
registration application in less than one day, down from
five days in 2006 for a fee of approximately EUR 57. As
typical of a one-stop shop system, the Central Registry
issues the unique company registration number and
obtains, on behalf of the new company the tax registration
number, normally in a matter of a few hours. In order to
further reduce start-up costs the formerYugoslav Republic
of Macedonia has recently waived the minimum capital
requirement for limited liability companies.

The former Yugoslav Republic of Macedonia has a
separate registration system for crafts.The registration is
conducted through the 14 regional craft centres
established in the branches of the Craft Chamber through
the country. The silence-is-consent principle is applied
and if the entrepreneur receives no objectionwithin eight
days, the start-up craft is automatically authorised to
operate. During those eight days the Craft Chamber
completes the registration process with the Central
Registry and performs the necessary notification process.
All the procedures are completedwith a single visit to the
craft centre. Online registration is not yet in place.
However, an in-depth analysis of the requirements for

introducing online procedures has been already
completed and a tender for the development of an
integrated database is under way. Online registration is
targeted for October 2009.

Enhancing SME competitiveness and strengthening
the technological capacity of SMEs

Over the last two years the government has taken
steps in the export promotion area. Since 2006 it has
established an export promotion programme and doubled
state financial support from approximately EUR 277 518
to 571 361. The main actions have been the launch of a
short-term credit facility for exporters, administrated by
theMacedonian Bank for Development and disbursed through
commercial banks, the introduction of an export
insurance scheme and the opening of a bill discounting
facility for exporters.

However, in spite of a relatively good starting
position, the country performance in relation to
innovation policy and support of the technological
upgrading of SMEs over the last two years has been
relatively mixed. Several initiatives have been launched,
but a broad innovation strategy is still missed and a
number of initiatives, launchedwith donor support, have
encountered sustainability problems.

The former Yugoslav Republic of Macedonia was
one of the first countries in the region to establish a
National Competitiveness Council in 2003, but over the
years this body progressively lost its catalyst role.There
are currently proposals by private sector associations to
revamp it, with a wider membership base. There has
been some progress on the legislative front. A new law
on Supporting and Facilitating Technological
Development, opens the possibility for enterprises to
apply for government co-financing for up to 50% of R&D
project costs. At the end of October 2008, 57 projects
proposals were under evaluation. However, budget
allocations are limited to around EUR 146 921 in 2008. In
the former Yugoslav Republic of Macedonia there are
currently four technology transfer centres in operation
(three in Skopje and one in Bitola) established with the
support of GTZ, the German technical Co-operation
Agency. Another nine centres are planned, under the
USAID-funded Competitiveness Project. In addition, a
local consortium formed of the Ss. Cyril and Methodius
University, the Foundation for Management and
Industrial Research, the Agency for the Promotion of
Entrepreneurship and the Economic Chamber of the
former Yugoslav Republic of Macedonia is providing
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technology transfer services in the context of the
Enterprise Europe Network since the beginning of 2008,
through the European Information and Innovation Centre
in Macedonia (EIICM).

At the end of 2006 the country had nine clusters in
incubation. Most of the cluster development activities
were co-ordinated by the NCC, operating with the support
of USAID. However, the NCCwas de facto dissolved at the
end of the USAID project, and since then cluster
development activities have been scaled down
considerably. Two cluster development programmes,
focusing on tourism development and meat and dairy
products, have actually been abandoned, as donor
support was phased out. Currently there are seven cluster
development programmes still in place, covering
garment, fashion design, wood processing, small
agricultural machinery and, fruit and vegetable
processing, wine and IT. After an initial phase in which
cluster development projects were mainly donor-
supported, the government is currently preparing a
four-year cluster development programme, with the
purpose of creating synergies between government-
supported programmes (such as export promotion
services) and donor-supported projects.

Intellectual property rights

Over the last two years there has been some progress
in the IPR area. The Copyright Law has been amended,
allowing the transfer of the responsibility of inspections
from theMinistry of Culture to State Market Inspectorate
and raising the level of fines for copyright infringement.
In addition there has been a limited improvement in the
State Market Inspectorate administrative capacity. Some
progress has also been made on the enforcement front,
although piracy and counterfeiting remain widespread.

Access to finance

In May 2007, a new banking law was adopted to
strengthen the banking system by raising the minimum
capital requirement from EUR 3.5million to EUR 5million.
In addition, requirements for foreign banks entry became
stricter.There are 18 banks, but two-thirds of the sector’s
assets are concentrated in the three largest banks
(Komercijalna, Stopanska andNLBTutunska). Bymid 2008,
around 71% of the total banking shareholders’ capital
was in foreign hands, a 10% increase over end 2007. The
level of financial intermediation is rising from year to
year but remains relatively low. In the first half of 2008,
total banking loans accounted for 43.5% of GDP

(compared to 38% at end 2007), while the comparable
ratio is between 40-80% in more developed transition
countries and well over 100% in EU countries. Lending is
largely funded by customer deposits, which are over 95%
short-term. Long-term capital investment loans are
predominantly funded by the capital foreign-owned
banks, obtained from their parents and foreign credit
lines.A registration system formovable assets is in place
for legal and physical persons and can be accessed on
request for a fee of around EUR 5. Information services on
loans issued to physical and legal persons are available
only to financial institutions.

The European Investment Bank has extended a
EUR 20 million sovereign guaranteed credit line which
has been fully disbursed by five local banks. Another
active investor in the market of the former Yugoslav
Republic of Macedonia, particularly in the micro and
small lending segment, is the European Fund for South-
Eastern Europe (EFSE). EFSE is successor of KfW (one of
the investors in EFSE) which has disbursed EUR 32
million through five local banks accompanied by a
technical co-operation component. To date, two SME
credit lines and one subordinated loan totalling about
EUR 30 million have been approved. Credit guarantee
schemes could be significantly improved by increasing
the amount of the guarantee, lowering collateral
requirements, and improving marketing and promotion
of the schemes.

Due to the financial crisis, SMEs are under a lot of
pressure. Some foreign partners are cancelling contracts,
some customers are asking for longer credits, and banks’
lending policies have become evenmore conservative (it
is now difficult to secure a loan for a term of more than
five years). Banks have very rigid collateral requirements
although some progress can be witnessed in the area of
microfinance. However, microfinance loans have high
provision and interest rates. The Law on Leasing was
adopted in 2002 and amended several times subsequently.
Out of 13 authorised firms, 6 are currently active on the
financial leasing market.

The only long-term non-sovereign credit lines to the
local commercial banks are extended by the EBRD and the
IFC. The sovereign guaranteed credit lines from other
financial institutions are channelled to the local banks
through the Macedonian Bank for Development Promotion,
the only state-owned bankwhich acts as an intermediary
between the lenders and the commercial banks. Most of
these credit lines are targeting the SME sector and have
limits of maximum EUR 0.5 million. Sub-loan approval
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procedures for most of these credit lines are lengthy and
cumbersome for the borrowers, as the loans have to be
approved by both the local bank and theMacedonian Bank
for Development Promotion (or the lender as in theWB case).
Local banks are reluctant to use these lines through the
Macedonian Bank for Development Promotion due to the
complicated procedure and risks of political interference
by the Macedonian Bank for Development Promotion (being
a state-owned bank) as well as due to the interest rate
ceiling for the ultimate borrowers imposed by the
Macedonian Bank for Development Promotion.

In April 2006 the EBRD established an investment
facility (WB LEF) with financial contributions and support
from the Italian government. The facility provides
individual equity and quasi-equity investments thatmay
reach up to EUR 8million forminority local companies in
Western Balkan countries, including the formerYugoslav
Republic of Macedonia.

Another small equity fund, the Small Investment
Fund,was established in September 2007.The fund is run
by Skopje-based investment advisory SPMG Capital with
an initial capital of EUR 500 000. The fund, which will
operate for ten years, plans to exit its investments in
three to five years. In October 2008, it made its first
investment of approximately EUR 75 212 in an SME in
the former Yugoslav Republic of Macedonia, acquiring a
20% ownership stake.

The US-funded Small Enterprise Assistance Fund
Macedonia has undertaken 15 investments up to now,
acquiring minority shareholdings of between 20% and
49% in enterpriseswhich have a potential for rapid growth.

4. Services for SMEs

Improving online access

Since 2006, the former Yugoslav Republic of
Macedonia has made some progress in planning and
implementing e-government measures that encourage
small enterprises to adopt electronic forms of
communication. PRO, the institution responsible for tax
payment and supervision and provision of information
regarding the taxes paid by physical and legal entities, has
been working on the development of software for
electronic filing of the tax returns of small and medium
taxpayers.However, at present, this system is not available
mainly due to technical reasons, but the plan is to
implement the system in the near future and to make it
available for this group of taxpayers.At themoment, this
service is available only to large taxpayers.

Regarding enterprise statistics, in June 2008, a project
funded by theWorld Bank (BERIS) was finalised that would
identify the preconditions in the formerYugoslav Republic
of Macedonia for the establishment of an electronic
exchange of financial and business information. The
expectations are that this study will identify activities
for legal persons in the country and for adjustments in the
direction of international accounting standards, and
introduce a unique standard for the exchange of data in
the one-stop-shop system, transparency and
comparability of business and financial data. This will
ensure better opportunities for evaluating companies by
foreign investors and for the implementation of the
relevant European directives regarding the clarification of
financial data and information.
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Source: EBRD.

2005 2006 2007 2008

Real growth in credit to the private sector 19.0% 26.9% 31.1% N/A

Domestic credit to private sector to GDP, official data 24.0% 28.9% 36.4% N/A

Bank lending to enterprises, share in GDP 17.9% 21.3% 27.4% N/A

Bank lending to households, share in GDP 7.5% 9.6% 13.5% N/A

Share of total non-performing loans of banks in total loans 22.2% 15.1% 10.9% N/A

Average capital ratio of all banks (capital/ total assets) 15.2% 13.6% 12.4% N/A

Asset share of foreign-owned banks 51.3% 53.2% 85.9% N/A



Regarding other online government services, the
Public Procurement Bureau operates an Information
System for Electronic Filing (ISEF) through which all
physical or legal personsmay access calls for tenders and
advertisements. ISEF permits electronic trade between, on
the one hand, public institutions (the demand side) and,
on the other, the domestic and foreign suppliers. This
system eliminates the need for hard-copy tenders and
improves the efficiency in implementing procedures
for public procurement. In accordance with the Law on
Public Procurement , the documents are submitted
through electronic means and the regulations that are
required for the use of electronic signatures are also
applied.

Regarding online information for SMEs, there is no
separate e-governmentweb portal in the formerYugoslav
Republic of Macedonia. Services for enterprises can be
found on the websites of the different ministries or
institutions, but not always in English. For instance, small
and medium taxpayers can find necessary information
regarding legislation and the relevant laws, regulations,
brochures published, tax calendars, application forms
and a dictionary of terminology on the website of the
PRO. These can be downloaded electronically and all
application forms and templates can be filled in
electronically.

There is a government portal (www.uslugi.gov.mk)
that provides information on relevant governmental
institutions. Any person may pose a question on this
portal, and depending on the type of the request, the
relevantministry or institutionwill reply by e-mail.There
is a plan for this portal to become a major interactive
link between the government and its institutions, and
the citizens and the private sector. The focus on SMEs,
however, is lacking to date.

E-business and SME support

Business incubators in the formerYugoslav Republic
of Macedonia have suffered from the ending of a World
Bank project in 2001, which funded incubators in Prilep,
Krusevo,Makedonska Kamenica, Delcevo, Stip, Strumica,
Ohrid andVeles.The responsibilities and follow-up of the
operation of the incubators were transferred to some
departments and units in MoE, as well as APPRM, yet
today only the Ohrid incubator is now partially
operational. Since 2006, however, a number of new
initiatives have resulted in the opening of new incubators
and the planning of others, which will be launched in
2009.Themost successful incubator is theYES incubator,

which officially started operations in September 2007: at
the outset, only two companies commenced operations,
but over time this number has grown and now stands at
15, all of them functioning successfully and employing
about 50 young people.

The number and variety of business services in the
former Yugoslav Republic of Macedonia is limited. Most
of the services offered on the market are a combination
of the services of private providers and training financed
by the government and international organisations.The
APPRM Voucher System of Counselling provides co-
financing for business services to participants in the
system (100% of costs for potential entrepreneurs and
50% for active enterprises). The issue of the vouchers
takes place through regional SME centres in the country
– Skopje, Strumica,Tetovo, Bitola, Kumanovo,Ohrid,Veles
and the Roma Centre. The services for enterprises that
may be co-financed through the voucher are in the
following areas: enterprise management,marketing and
export, human resource development, finance and
financial services, production, quality, information
technology and general counselling. During 2007, 231
vouchers for 157 clients were issued, of which 156
vouchers (96 clients) for unemployed persons and 75 for
SMEs. In 2008, the innovative voucher,which co-finances
consulting services in the field of innovations, new
products and services etc.was introduced.TheMacedonian
Enterprise Development Foundation provides training to
entrepreneurs, but with a greater emphasis on farmers,
micro and small enterprises, and unemployed persons.

The quality certification of business services offered
to enterprises is still in its early development phase.
Although there are some attempts, it will still take several
years to develop a body of service providers with the
appropriate certification.

In terms of business information centres, SMEsmay
find the information they need in several locations. Even
though the network of centres is best developed in Skopje,
at the local level there is at least one centre or office to
which entrepreneurs may address their requests for
information.The only difference relates to the quality of
information that entrepreneursmay expect from centres
in less-developed and rural areas of the country.
Nevertheless, the aim of the government is to provide
entrepreneurs with the same quality of information and
at the same speed regardless of their place of operation.

The Law on Electronic Data and Electronic Signature
was adopted in the former Yugoslav Republic of
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Macedonia in 2001, along with four sets of regulations. In
June 2006, the first issuer of certificates was registered in
the Single Register for Issuance of Certificates.The second
issuer (Makedonski Telekomunikacii A.D.) was recently
selected. In practice, any interested party may provide
certificates at this moment and use them legally in all
applications and services. The infrastructure is
established, as well as the first applications that use
digital certificates, but at this stage they are available
only to a very limited extent. The beginning of the real
upsurge of key public infrastructure for the applications
is expected in the near future.

5. Human capital

This section summarises the human capital
dimensions of the Charter: entrepreneurship education,
and training and availability of skills.

Critical to the development of a lifelong learning
model for entrepreneurship is that the range of partners
responsible for education (all levels) and training,
including those responsible for non-formal learning, have
developed an all-encompassing framework to ensure that
each part of the learning system contributes to
entrepreneurship development.And that each part of the
learning system builds systematically on the learning
outcomes from earlier education. The assessment finds
that more effort will be required by the range of partners
in the former Yugoslav Republic of Macedonia to co-
ordinate and co-operate on policy, and consequently, to
allow for institutional understanding and commitment as
to how a sequenced lifelong entrepreneurial learning
system can be developed.While there is good evidence of
singular initiatives involving a limited range of actors in
co-operating on entrepreneurial learning, (e.g. vocational
training centres with Chamber of Commerce) a more
definite engagement of all parties, including the higher
education establishment, into a common policy dialogue
needs to take place.

While it is clear that the Charter co-ordination office
is prompting co-operation amongst a small number of
actors, the task ultimately lies with the authorities
responsible for education and training to take the lead in
facilitating a policy debate on entrepreneurial learning.
This would be the opportunity tomove from the existing
narrow concept of partnership to amore comprehensive
involvement of the wider range of players required for
building a lifelong entrepreneurial learning framework.
This partnership approach could facilitate policymaking

and allow for discussions as to how resources necessary
for entrepreneurial promotion at different levels of
education could be identified. Additionally, a more
structured partnership would encourage better co-
ordination between formal and non-formal
entrepreneurial learning provision, where good practice
is more easily identified (e.g. enterprise skills for young
people supported by the British Council).

With respect to entrepreneurship promotion in the
schooling system, there is a more developed awareness
of entrepreneurship as a key competence within
education with initial steps to address the
entrepreneurship key competencewithin lower secondary
schooling (ISCED 2). A proposal to establish a national
working group for the entrepreneurship key competence
is timely. This should be followed up and address
curriculum and teaching/learning processes, including
teacher training to allow for progress on the ISCED 2
indicators. The key competence issue also needs to be
addressed within upper secondary education although
good progress has been made with the majority of
secondary schools having already introduced
entrepreneurship as a compulsory subject within the
curriculum.

Turning to performance on the enterprise skills’
indicators, the assessment underlines that further work
is required in order to establish more systematic data on
human capital within the small business sector.Training
needs analysis for the most part is undertaken as part of
donor-supported initiatives although the Ministry of the
Economy has taken steps to develop a more structured
TNA system. Should this initiativemove forward, data to
meet the requirements of specific indicators e.g.
enterprise training and start-ups should be satisfied,
ensuring progress on both indicators.

While efforts are being made to promote training
for growth enterprises a voucher scheme to encourage
growth enterprises to develop innovation could be
broadened to include a more definite human resource
development line for interested companies.

Finally, good efforts are being made in bringing
forward quality assurance in the training market with
steps to establish a national accreditation framework for
training providers. This should help build confidence of
the enterprise world in the training market and boost
demand. All developments in quality assurance ideally
should be linked into wider quality assurance networks
in the region and wider Europe.
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6. The way forward

The former Yugoslav Republic of Macedonia should
focus on the following areas of the Charter, in order to
effectively improve SME development:

Human capital (dimensions 1 and 4): A better
engagement particularly by the public education and
training organs, including universities, will be necessary
to ensure synergy, co-ordination and co-operation in
development of a lifelong entrepreneurial learning system.
Secondly, entrepreneurship as a key competence needs
to be addressed within general education. Further work
is required to establish more systematic data on human
capital within the small business sector. Finally, efforts at
promoting quality assurance in the training market
should be continued.

Improving online access (dimension 5): In order to
make the search for online information and services for
SMEs less cumbersome, SME-relevant information and

links should be bundled in a single SME-specific online
portal, which is regularly updated and allows for
interaction between SMEs and the administration.

Access to finance (dimension 7b): SMEs are still
hampered by conservative lending policies with rigid
collateral requirements. Land ownership of the country
still needs to be fully documented in order to have a fully
functioning cadastre allowing firms to use real estate as
collateral in their efforts to access bank finance. The
development of a central collateral registry coveringmost
bank loans would furthermore ensure transparency over
pledged assets. Credit information services available to
financial institutions and the public, providing positive
and negative information on legal and physical persons,
would also help banks to identify reliable borrowers.
Finally, bankruptcy laws are still at an early stage of
implementation. Procedures would benefit from being
fully integrated in commercial law and practice according
to international standards.
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1 Ministry of economy – Annual Report 2007 for the SME Sector.

2 Although this report is published in 2009, data collection took place in 2008. For the SME Policy Index Report 2007, data were collected in 2006. All SME
Policy Index scores have been rounded up or down to the nearest 0.25



1. Overview

Global financial turmoil and economic recessionwill
likely have a substantial adverse impact on confidence,
credit growth, tourism and foreign direct investment
inflows in the near term.After strong GDP growth ofmore
than 10% in 2007 and 7% in 2008, a sharp deceleration in
growth is expected in the near term. Banking system
exposure to a sudden stop or even reversal in foreign
financing flows from parent banks is high. Rapid wage
growth in the context of the Euro peg will ultimately
undermine Montenegro’s attractiveness as a destination
for foreign direct investment, making it more difficult to
broaden the production base of the economy. Moreover,
in themedium term, only amodest rebound in growth is
expected. Cooling demand will also have a substantial
adverse impact on fiscal revenues, and the fiscal position
is coming under pressure.

SMEs dominate Montenegro’s economy1,
representing 99.8% of all registered businesses. Within
the European Union SMEs account for 70% of total EU
turnover and represent 60% of total EU GDP. In
Montenegro, the SME sector represents approximately
60% of national GDP.The sector’s significance in the overall
economy is mirrored by its weight in the overall
employment figure. 67% of the total number of employees
in Montenegro are employed in the SME sector.

SMEs in Montenegro are classified according to the
number of their employees:

The EU definition of small and medium-sized
enterprises consists of firms that employ fewer than 250
people, and have an annual turnover not exceeding EUR
50million and/or a balance sheet total not exceeding EUR
43million.The definition of SMEs inMontenegro is based
on the same criteria as the EU definition; classification of
thresholds differs in absolute terms for turnover and
balance sheets because of Montenegro’s economy size

and performance.The number of employees is the main
criteria employed in both definitions, seconded by
turnover and balance sheet figures.

Within the SME sector, micro companies dominate
the Montenegrin SME sector in number (77% of total),
followed by small (9.6%) and medium-sized enterprises
(2.8%). Unfortunately, there is no information available
on turnover and value added by enterprises’ size.

While SMEs are dominant in all economic sectors of
Montenegro, evidence suggest that general trade and
repair services play a very important role, both being
activities which emerge easily in a developing economy.
SMEs are concentrated in the following sectors: wholesale
and retail; trade, repair ofmotor vehicles;motorcycles; and
personal and household goods and manufacturing. The
challenge for technical assistance programmeswill be to
assist the building of higher value added sectors which
the economy can build upon, including those with export
potential.

In terms of geographical distribution the SME sector
is dominant all over Montenegro. However, the largest
number of SMEs (68%) is concentrated in five
municipalities: Pogdorica, Budva, Herceg Novi, Bar and
Niksic.

Impact of the global economic crisis

The economy continued to expand, albeit at a slower
pace in 2008, with an estimated real GDP growth of 7%.
This growth performance has been underpinned by robust
domestic demand fuelled by large foreign direct
investment inflows and very rapid credit growth. As a
result, the current account deficit widened to an estimated
36.4% of GDP in 2008 from 32.5% in 2007.On the fiscal side,
the general government balance is estimated to have
recorded a surplus of about 1% of GDP in 2008, thanks to
larger than expected revenues and privatisation receipts.

The impact of the global financial and economic
crisis started to be felt in the last quarter of the year.
Despite foreign parent banks having continued to provide
liquidity to their subsidiaries, credit growth has
significantly slowed down to 52% year-on-year in
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Micro Up to 9 persons
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November 2008 comparedwith 176% in 2007. In addition,
foreign direct investment inflows declined by 9.9% in the
first ten months of the year, following the weakening of
the global economy and a reduced risk appetite for
investments. On the real side, industrial production
contracted by 2% in 2008, mostly as a result of the
downsizing of the aluminium conglomerate (KAP) to
minimize its financial losses, as aluminium prices fell
sharply and electricity becamemore expensive.Demand-
driven inflationary pressures started to ease in the last
quarter of 2008,with inflation slowing to 7% by end-year.
Montenegro has unilaterally introduced the Euro,
therefore currency stability is not under question.

Downside risks are significant, particularly given the
narrow basis of the Montenegrin economy and foreign-
owned domestic banks relying on their parent banks’
support. Due to the global economic crisis, the activity in
the tourism sector and foreign direct investment inflows
could significantly slow down further, thus undermining
economic growth. In addition, the future of KAP, the
country’s main exporter, which accounts for nearly half
of all export revenues, is uncertain.

The global financial crisis has affected the financial
sector in Montenegro, by means of a growing lack of
confidence among depositors:

• Prva Bank, the second largest bank inMontenegro
started to delay payments to its depositors. The
main reason was a strong growth of the loan
portfolio, which resulted in a very poor asset
quality, due to large exposure to the real estate
sector.When new inflows of deposits did not occur,
the bank started to suffer from liquidity problems.
The bank has started to use obligatory reserves,
dismissed top management and replaced the
board. Formany clients, these events brought back
memories of painful events which occurred during
the 1990s, when many depositors lost their bank
savings.

• Unsettling information in the media about a
significant drop of the share price of Hungarian
OTP Bank led to a bank run on CKB, the largest
local bank, which is 100% owned by OTP.

• The maturity structure of deposits in the
Montenegrin banking sector is in favour of sight
and short-term deposits and their origins are
mainly from foreign direct investment, of which
50% are related to real estate businesses. Some
investors have postponed their real estate
investments in Montenegro.

During 2008, the government has approved a number
of new laws to preserve the liquidity and solvency of the
Montenegrin banking system. In summary the key areas
are:

• Guarantee of the deposits of all private and legal
entities (national as well as foreign);

• Guarantee of inter-bank lending, limited to
nominal value of the bank’s shares and secured by
a pledge on the bank’s shares;

• Provision of credit support for up to one year, at
ECB interest rate, limited to nominal value of bank’s
shares and secured by a pledge on the bank’s
shares;

• Recapitalisation of an ailing bank through the
purchase of its shares at nominal value, leading to
its nationalisation.This can be done either at the
request of a bank, or at the request of the Central
Bank, pending the approval of the government to
allow a compulsory purchase of a bank,where the
stability of the banking system is at risk;

• Permission for the banks to release 50% of their
liquidity reserve from the Central Bank, for a
maximum period of 30 days.

2. SME policy and public-private
consultation

Institutional policy framework

In terms of institutional framework for the SME
Policy, themain body inMontenegro is the Directorate for
Development for Small and Medium Size Enterprises
(SMEDA), which has the following co-ordination and
implementation functions:

• Defining the strategy for the development of SMES;
• Preparing and implementing programmes and
projects for SMEs;

• Providing expert assistance and participation in
the preparation of regulations related to the
development of SMEs;

• Exploring the impact of legal costs on the
development of SMEs.

The co-ordination function is shared by the above-
mentioned Directorate and the Department for Industry
and Entrepreneurship in the Ministry for Economic
Development, but the latter has not the capacity to carry
out alone its activities entailed by this function. It is
headed by an Assistant Minister and it employs two

235



people. The main activities of the Department are law
drafting and defining the strategy for the development of
SMEs.

The Directorate of Small and Medium Sized
Enterprises is well organised and well staffed in order to
carry out its functions.This ‘agency’ employs 20 persons
out of which 17 are professional staff. The budget of the
agency is EUR 3.15 million, being one of the biggest in
the region, and there is also a network of nine regional and
local offices.

In Montenegro, inter-ministerial co-operation
appears to take place on a regular basis as the Work
Programme of the government identifies for every piece
of legislation or strategic documents the ministries that
must be consulted in conformity with the topic discussed.
Furthermore the pieces of legislation should be prepared
by inter-ministerial working groups which include the
respectiveministries and external experts. Starting from
2007 a new requirement was introduced requesting that
a law should be preceded by a policy document also open
to public discussion.Although some of the consultations
started too late in the process, the co-ordination system
in place in Montenegro seems to be adequate.2 A good
example in this sense is the Council for Elimination of
Barriers to Business, established to work on the
Programme for the Elimination of Barriers to the
Development of Entrepreneurship. It is composed of the
PrimeMinister and several otherministers, the President
of the Commercial Court and the presidents of the
Chamber of Commerce, of the Employer’s Union and of
the Montenegro Business Alliance.

In October 2007 the government of Montenegro
adopted the Strategy for SME Development for 2007-2010,
intended to create a favourable business environment
for development of a competitive SME sector that would
boost economic development, macroeconomic stability
and standards of living. The Strategy includes 11
operational goals and the work on their achievement is
progressing well.

Public-private consultation framework

There are several business representation
organisations in Montenegro, operating at the national
level due to the small dimensions of the country. The
main ones are the Employers’ Union, the Montenegro
Business Alliance and the Chamber of Commerce. Out of
the three the first two have strong advocacy role, although

the second one seems to protect more the interest of the
foreign investors and bigger companies.The Chamber of
Commerce has strengthened its role in the last period, but
could still invest more effort in advocacy and services.
There are also,within the Chamber of Commerce, sectoral
associations, including the Association of Small
Enterprises and Entrepreneurs.

Regarding the public-private dialogue, it seems that
there is a strong emphasis on this aspect. Although an
institutionalised body for PPD is only present in the case
of elimination of business barriers (see the institutional
framework), there are clear requirements in the Rules of
Procedures for the public consultation. There is a real
dialogue between the government and the business
community, although on an ad hoc basis, which could be
a good example for the region.

Simplifying existing legislation and reducing the
administrative burden

In October 2007, the government adopted the
Programme for Eliminating Barriers to the Development
of Entrepreneurship inMontenegro, including an analysis
of the barriers for business development, as well as
suggestions for their elimination according to annual
plans.The Operational Plan for 2008 was adopted inApril
2008 and envisages measures in the following fields:
registration of companies, licences and permits,
bankruptcy procedures, property registration, import
/exports barriers, labourmarket, etc.The 2008 Operational
Plan is only partly implemented, the biggest advance
being represented by the adoption of a new Law on Spatial
Planning and Construction in July 2008, replacing several
previous laws.

Montenegro is considering the widespread
application of the silence-is-consent principle to other
sectors of the public administration, apart from the
business registration, and the amendments to the Law on
General Administrative Procedure are in preparation.

Regulatory impact analysis

For the moment, regulatory impact analysis is not
applied in Montenegro. Its introduction is envisaged for
December 2009.The only analysis carried out regularly is
the financial impact assessment, although not all
ministries have the appropriate capacity to carry out this
task.
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3. Operational environment

Company registration

Montenegro has been one of the first countries in the
Western Balkans to reform the company registration
process and establish an electronic company register.The
reform dealt successfully only with the first step in the
business start-up process, the issue of the company
certificate that can be delivered in less than two days for
a low fee (around EUR 11). However, the reform has not
touched yet the other phases of the start-up process,
notification and compliance. Over the last two years, the
only relevant change in the start-up process has been a
marginal cut of the already low company registration fee.
As other countries in the region have made substantial
progress in the start-up process, the relative position of
Montenegro in this dimension has deteriorated.

The notification phase is still not streamlined, with
each administrative authority retaining its own registry,
requiring a separate registration process and issuing a
separate registration number.As a result, five registrations
and identification numbers are still required (including
commercial court, statistical office, customs, labour office
and tax office). However, the main obstacle to complete
the start-up process is connected to the requirement of
obtaining a municipal business licence for all business
activities. The license is issued after the completion of a
municipal inspection. In addition the new entrepreneur
has to produce a paper dossier, including certification of
registration with the company registry and the other
administrative entities. This set of information could be
easily accessed by the municipality by consulting the
electronic registries. The inefficiency of the double
registration process, at national andmunicipal level,was
already highlighted in the 2007 Charter report. The
government intends to tackle this issue as part of the
regulatory reform programme.

Enhancing SME competitiveness and strengthening
the technological capacity of SMEs

As noted in the previous report Montenegro had
introduced anumber of programmesdirected at supporting
export-oriented and innovative companies.Most of those
programmes are supported by donor funding and they are
co-ordinated by the SMEDA. Over the last two years there
has been no major new development in this area.

Regarding export promotion, the agency (besides
providing training services for exporters and supporting

trade missions), is working in co-operation with the
Chamber of Commerce, the International Trade Centre
and GTZ on the establishment of a Trade Information
Centre. The Competitiveness and Export Department of
the agency is also in charge of managing a co-financing
and cost-sharing scheme to support exports. So far nine
projects have been approved for a total amount of EUR 1.65
million. In addition 23 applications have been received for
the cost-sharing scheme supportingmarketing activities
abroad.

By contrast, Montenegro’s position in relation to
innovation and technological support for SMEs is relatively
weak and no significant policy development has taken
place over the last two years. The Centre for Design and
Development at the University of Montenegro in
Podgorica, alreadymentioned in the previous report as the
main initiative in this area, is still not operational.

Intellectual property rights

Montenegro is a specific case. Under the Union of
Serbia and Montenegro, IPRs were covered by a State of
Union Law. After independence, declared in June 2006,
Montenegro has continued to apply the pre-existent IPR
legislation.However, amendments on administrative fees
were introduced in April 2008, a Law on Geographical
originswas adopted in July 2008 and a draft law on patents
has been approved by the Council of Ministers.

Access to finance

The banking sector continues to grow rapidly,
bringing much-needed credit to the private sector but
also raising concerns about possible overheating. Total
domestic credit rose by 165% in 2007 but slowed
somewhat in 2008, reaching 81% year-on-year by mid-
2008 as a result of the banks’ reduced appetite for risk and
of new regulations introduced to restrict credit expansion,
effective from January 2008. In October 2008, the
authorities took steps to reduce the risks arising from
the ongoing global financial turmoil. They announced a
full guarantee of all bank deposits, removed ceilings on
credit growth, and passed a law authorising the
government to provide direct support to banks.The latter
was applied in December 2008 to lend EUR 44 million to
the financially troubled Prva Banka, the second largest
bank in the country. According to the newmeasures, the
largest commercial banks,with net credits in their balance
sheet of over EUR 200 million, are obliged to limit their
annual credit expansion to 30%. The smallest lenders,
with credit portfolios of less than EUR 100million,will be
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allowed to increase their extended credits by no more
than 60% annually. A ceiling of 40% on credit growth is
applied to lenders that have outstanding loans in the
range of EUR 100 million to EUR 200 million.

Legislation to regulate the establishment of Credit
Guarantee Fundswas approved in 2008.TheDoing Business
report indicates that banks can acceptmovable assets as
collateral and that the definition of collateral is flexible.
The cadastre covers about 51% of the territory (mostly
urban areas), or 79% of cadastral parcels. A Secured
Transaction Registry is in place for registration of pledges
and liens. On the basis of the contract with the registry,
authorised persons (lawyers and commercial banks) can
file a notification statement electronically. Other entities
can file notification statements in a written form or by
telefax, and they can search the database of the registry
online, check the accuracy of data entered by the registry
staff and obtain other relevant information.

A public credit registry is in place and started
sharing information with banks and microcredit
financial institutions in the second half of 2007. The
decision on amendments to the reporting decision (Form
KR) of 6 June 2007 eliminated the minimum loan
threshold of EUR 3 000 to include loans in the database;
now, all loans are listed in the registry. However,
legislation is not yet in place to ensure that all
individuals can access their data.

There are two stock exchanges in Montenegro. The
Montenegro Stock Exchangewas established in June 1993
by four Montenegrin banks and the Montenegrin Agency
for Economic Restructuring and Foreign Investments.The

second stock exchange is the New Securities Exchange,
established on 20 September 2001. According to the
Securities Law, trading of securities can be performed
only at the official stock exchanges; therefore no OTC
market exists in Montenegro.

In 2005, the EBRD benchmarked the Montenegro
securities markets legislation with the Objectives and
Principles of Securities Regulation published by the
International Organisation of Securities Commissions.
The results demonstrated that the national legislation is
inmedium compliancewith international standards,with
major deficiencies registered in the Collective Investment
Schemes section.This reflects gaps in the legal framework
as collective investment schemes are not regulated by
law.

A Law on Investment Funds was adopted. In
accordance with this law, privatisation funds were re-
registered as investment funds. The Securities
Commission, within overall monitoring of market,
monitors establishment and operations of investment
funds. The only exit possibility is direct sales on the
market.

Voluntary liquidation is regulated in accordancewith
international standards. A decision on a company’s
liquidation is made by at least two-thirds of its
shareholders and the decision is published in the Official
Gazette, as well as a decision on appointment of the
liquidator who has all powers of a board of directors and
does all things necessary for beneficial liquidation of the
company.With regard to the cessation of existence of an
insolvent entity, it incorporates three proceedings:

238

Source: EBRD.

2005 2006 2007 2008

Real growth in credit to the private sector 30.7% 119.1% 146.2% 16.5%

Domestic credit to private sector to GDP, official data 20.7% 39.4% 88.4% 95.4%

Bank lending to enterprises, share in GDP 17.5% 35.9% 85.9% N/A

Bank lending to households, share in GDP 6.4% 17.3% 32.8% N/A

Share of total non-performing loans of banks in total loans 5.2% 2.8% 3.2% N/A

Average capital ratio of all banks (capital/ total assets) 15.3% 10.4% 8.0% N/A

Asset share of foreign-owned banks 87.7% 91.9% 78.7% N/A



reorganisation, liquidation and orderly self-liquidation.
The role of the court is brought down to the supervisory
and ruling functions, whereas the emphasis on the
liquidation proceedings is put on the administrator and
creditors.

4. Services for SMEs

Improving online access

With respect to the improvements made in online
access for SMEs and their interaction with government
institutions, the Montenegro Tax Agency (the institution
responsible for tax payment and supervision and
provision of information regarding taxes paid by physical
and legal entities) has been working on the development
of software for electronic filing of the tax returns of small
and medium taxpayers. This system is only partially
functional, mainly due to technical problems.

Concerning online filing of social security returns, the
law on common registration and reporting system on
calculation and tax and contribution payment has been
adopted. However, the simplification of the procedure for
establishing a business, consisting of unifying the
collection of all taxes and contribution under a single
body, has not yet been enacted.

Montenegro has a relatively well functioning
Enterprise Statistics office, including a separate database
for business and certain reporting requirements.However,
online reporting on statistics is not yet possible, but is
included in the first phase of a Central e-Government
Portal.

The Public Procurement Bureau operates a website
which is part of the general web portal of the Government
of Montenegro, but it lacks relevant and updated
information.The agency for real estate transaction has a
solid database which is searchable and accurate, and
provides detailed information about land ownership in
Montenegro, although it lacksmapswith parcel numbers.
Another issue is still the time delay it takes from the
actual purchase until the new ownership title appears
online, which is never less than one year.

Most services for enterprises can be found on the
websites of different SME stakeholders, agencies and
institutions. These websites are regularly updated. The
websites of three key business organisations are up to
date and provide useful information on their activity.

However, an SME-dedicated portal is lacking, but is
currently under elaboration.

SME support facilities and services

Montenegro is currently establishing its first
incubator, initiated by SMEDA and the Municipality of
Podgorica, with the support of EU and EBRD, through the
TAM programme. The incubator premises are provided
(50m2 for administrative staff and 120m2 for tenants of
the incubator) and a list of potential tenants has been
identified. The main activity of the incubator will be
developing IT technologies.

Montenegro has established a network of regional
and local business centres (six regional and three local),
including a range of services: consulting, business plans
development, referral services, etc.The network of private
consulting agencies has expanded somewhat since the
2007 report, but the quality certification of business
services offered to enterprises is still in its early
development phase. Nevertheless, the business service
providers have lately expressed the need for introducing
quality standards and certification procedures for the
provision of business services, which would lead to
establishing real competitive conditions in the business
services market.

Regarding the information available to SMEs on
business, a national directory of business services
providers has been compiled by SMEDA, and is available
through the network of regional and local business centres
and the EICC. Personalised business information is
available in paper form from the regional/local business
centres’ network and EICC.

The Law on Electronic Data and Electronic Signature
was adopted in 2003, but the lack of a functioning
accreditation body has hindered effective implementation
and an integration of the e-signature with services of e-
government.

5. Human capital

This section addresses the human capital
dimensions of the Charter: entrepreneurship education
and training, and availability of skills.

Montenegro’s efforts in accommodating the policy
recommendations from the Charter on entrepreneurship
education and training since the 2007 report are
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particularly marked by the development of a lifelong
entrepreneurial learning strategy and an action plan
(2008-2009).This is backed up with state funds to deliver
a limited number of actions.While the strategy has value
as a stand-alone instrument, the inclusion of
entrepreneurial learning within a wider battery of policy
documents and action programmes (e.g. National Action
Plan for Employment 2008-2009, SME strategy, National
Strategy for Employment and Human Resource
Development,HRDMontenegro 2017) reinforces its overall
potential in ensuring that the various strands of the
lifelong entrepreneurial learning strategy are followed
through.A second factor has been themobilisation of an
entrepreneurial learning partnership. It will be important
that the partnership established for the purposes of
strategy building is sustained and that commitments to
funding of entrepreneurship promotion (particularly in
the schooling system) are realised. This would allow for
a more systematic tracking of entrepreneurial learning
activities formonitoring and evaluation purposes,which
remains to be developed.

Turning to efforts to promote entrepreneurial
learning in lower and upper secondary education, the
assessment finds significant efforts in promoting more
open teaching and learning arrangements in public
schooling.This includes entrepreneurship as an elective
subject in upper secondary education, although the extent
towhich enterprise engages directlywith the teaching and
learning process is difficult to determine. Further, an
important step has been taken to integrate
entrepreneurship as a key competence with strategic
piloting in the Berane region, including curriculum reform
and teacher training.A next step is to determine how the
Berane experience can be mainstreamed into wider
national curriculum, involving initial and continuing
teacher training efforts of Nikši Pedagogical Training
Faculty and the Bureau of Education.The momentum of
Berane reforms, including the high level of teacher and
community engagement, should be maintained.

Data on training requirements of the enterprise
environment remains an area for government and
enterprise to work on together if Montenegro is to ensure
that the quality of its human resources meets the
requirements of a more competitive enterprise
environment. A small-scale TNA initiative of the
Montenegrin Employers’ Federation (MEF) has generated
discussion on howmore developed intelligence on human
capital within Montenegro’s enterprises could evolve.
Follow-up support for more developed data build-up is
foreseen from the European Union. This effort should

address budding entrepreneurs up as well as post-start
up training, in order for Montenegro tomore strategically
monitor the impact of training for new ventures.

With respect to growth enterprises, there is clear
policy recognition of the need for investment in
management and occupational skills within the
entrepreneurial learning strategy, although this target
group does not feature in the action plan that
accompanies the strategy.AnMEF-led initiative to improve
enterprise training intelligence should ensure that growth
enterprises feature within its priority target groups.

Quality assurance for training programmes and
training providers remains to be addressed systematically,
while more needs to be done in developing information
services to allow enterprises to more easily identify
training offer.

Finally, efforts are being made to disseminate good
practice in entrepreneurial learning and enterprise skills.
Plans by the SME Directorate to establish a web portal
will significantly reinforce the visibility of the range of
effort. The remaining challenge for Montenegro on the
good practice indicator is to demonstrate how know-how
from Montenegro can be transferred internationally.

6. The way forward

Better online access: In order to make the search
for online information and services for SMEs less
cumbersome, SME-relevant information and links should
be bundled in a single SME-specific online portal, which
is regularly updated and allows for interaction between
SMEs and the administration.

E-business and SME support: There is an urgent
need to complete the regulatory framework for
introducing the electronic signature and to establish a
functioning and legitimate accreditation body. This is a
precondition to developing electronic commerce andmore
advanced online business-to-business functions, as well
as for making the most of online government services.

Human capital: A partnership arrangement for
elaboration of a national entrepreneurial learning strategy
will need continued political and financial support to
ensure its strategic value is sustained.A next task for the
partnership would be to provide a monitoring and
advisory role to a plannedNational Employment andHRD
Committee. Secondly, the good work and expertise
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developed in the Berane region on entrepreneurial
learning should be transferred to other parts of the
country. Finally, MEF plans to develop more systematic

intelligence on enterprise human capital will need the full
support of government.
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1 National Agency for Development of Small and Medium-Sized Enterprises.

2 Source : Sigma.

3 Although this report is published in 2009, data collection took place in 2008. For the SME Policy Index Report 2007, data were collected in 2006. All SME
Policy Index scores have been rounded up or down to the nearest 0.25



1. Overview

With global financial turmoil increasingly spilling
over to Serbia, the authorities requested assistance from
the International Monetary Fund. Serbia’s external and
domestic economic environment has deteriorated
abruptly and relentlessly. Exports and imports have
plummeted, external borrowing has dried up and
economic activity slumped. In this difficult setting, after
strong growth in 2007 with 7.5% of GDP and in 2008 with
6.1% of GDP according to EBRD projections, Serbia’s GDP
growth is likely to be negative in 2009, with limited
prospects of recovery next year. The arrangement
envisages a loan of around EUR 3 billion with a
programme period of 27 months until mid-April 2011.
The authorities’ policy package includes two elements: a
large and balanced fiscal adjustment package and the
maintenance of foreign banks’ commitments in the
country.

SMEs dominate Serbia’s economy1, representing
99.8% of all registered businesses. Within the European
Union, SMEs account for 70% of total EU turnover and
represent 60% of total EU GDP. In Serbia, the SME sector
already accounts for 67.6% of total turnover and represents
56.7% of national GDP. The sector’s significance in the
overall economy is mirrored by its weight in the overall
employment figure. 65.5% of the total number of
employees in Serbia (54.7% in 2004) are employed in the
SME sector, with a dominant share of SMEs in private
ownership accounting for 46.5% of the employed in the
economy.

Despite the growth in SME activity achieved over the
past years, Serbian SMEs still face large challenges in
increasing their competitiveness and export potential,
and are still hampered by financing difficulties. SMEs in
Serbia concentrate on the local market and lack export
competitiveness with only a 43.9% share in total exports.
Serbia also needs to improve the situation of women in
the economy.The employment rate of women (40.8%) is
below the average of the developed countries (around
56%).The unemployment rate of women in Serbia (27.4%)
is also significantly higher than that of men (17.6%) and

increasing rates of female entrepreneurship offer one
solution to this problem.

SMEs in Serbia are classified according to the number
of their employees:

The EU definition of small and medium-sized
enterprises consists of firms that employ fewer than 250
people, and have an annual turnover not exceeding EUR
50million and/or a balance sheet total not exceeding EUR
43million.The definition of SMEs in Serbia is based on the
same criteria as the EU definition; the classification of
thresholds differs in absolute terms because of Serbia’s
economy size and performance.The number of employees
is the main criteria employed in both definitions and
there is consistency between them, seconded by turnover
and balance sheet figures.

Within the SME sector, micro companies dominate
the Serbian SME sector in number, turnover and total
value added, but in proportion to their number, small and
medium-sized enterprisesmake the largest contribution.
Accordingly, economic efficiency increaseswith enterprise
size in the SME sector. Growth in turnover by micro
enterprises has been decreasing,while that of both small
and medium-sized enterprises has been steadily
increasing.

While SMEs are dominant in all economic sectors of
Serbia, evidence suggest that general trade and repair
services play a very important role, both being activities
which emerge easily in a developing economy.Out of the
total number of SMEs 65% of them are concentrated in the
following three sectors: wholesale and retail trade, repair
of motor vehicles, motorcycles and personal and
household goods (37.5%), manufacturing (16.8%), and
transportation, warehousing and connections (10.7%).
The highest value added as a percentage of total value
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added is provided in the trade sector, closely followed by
the manufacturing sector. The challenge for technical
assistance programmes will be to assist the building of
higher value added sectors which the Serbian economy
can build upon, including those with export potential.

In terms of geographical distribution the SME sector
is dominant all over Serbia. However, the largest number
of SMEs (46.6%) is concentrated in four districts: the City
of Belgrade, the South-Backa District, Nis District and
South Banat District.These districts also correspond to the
districts with the highest turnover achieved, closely
followed by SremDistrict,where small andmedium-sized
enterprises have slightly higher turnover than enterprises
in the South Banat District.

Donor programmes, which until now have focused
their activities on the capital, are increasingly targeting
the regions. Programmes need to be adapted as firms in
the regions face less competition, a less developed
business environment and a lack of qualified workforce.

Impact of the global economic crisis

As a consequence of the current global financial
crisis, the Serbian economy is likely to slow down with
a protraction of both exports and imports in 2009,
accompanied by a sharp reduction of Serbia’s current-
account deficit. The country’s full-year current-account
deficit surged to about 20% of estimated GDP in 2008,
while gross external debt rose to approximately 68% of
GDP. In January 2009, the current-account gap dropped
to a preliminary EUR 72.9 million, down dramatically
over the revised year-earlier level of approximately EUR
351.2 million. The extent of Serbia’s recent fall of 17.1%
year-on-year in industrial output is alarming and can be
expected to have adverse effects on other parts of the
economy.

Major privatisation or foreign investments have been
delayed or cancelled. After three failed attempts, the
Serbian government has given up for now trying to sell a
majority stake in the Bormining complex.The tender for
sale of 51% of JAT Airways failed in October 2008 as no
suitors filed bids by the deadline.The privatisation of JAT
Tehnika and the third attempt to sell IMR Rakovica failed
as well. According to unofficial estimates, there are still
between 300-500 smaller state-owned companies whose
privatisation could be delayed due to the global financial
crisis. US Steel Serbia and Tigar Tyres – the country’s
biggest exporters – have already started to experience
financial difficulties, forcing them to temporarily suspend

production. More generally, foreign direct investment is
likely to drop sharply this year, not so much because of
a perceived deterioration in the investment climate but
simply because investors will find itmore difficult to raise
the required funding. The delay in Fiat’s investment in
Zastava is an example of this.The moderation of foreign
direct investment inflows and more limited access to
external loans have substantially raised the financing
risks of Serbia’s external deficits. Serbia’s sovereign risk
outlook has deteriorated once again, due to rising external
imbalances and the heightening impact of the global
financial crisis.

In February 2009, the government adopted a set of
measures for alleviating the effects of the global financial
crisis. The programme envisages setting aside EUR 1.3
billion for stimulating production and export through
improving the liquidity of the economy and the
purchasing power of the population. State funding will
encourage banks to finance businesses, withdraw
additional funds from their head offices, and enable
citizens to buy local products under favourable terms.
The cabinet will also set aside additional funds for
securing 5.5% annual interest rates for the loans.
Furthermore, it will allocate EUR 179 million for
investment loans, of which 30%would be disbursed by the
State Development Fund, while the remainder would be
disbursed by the local lenders. Under the incentives for
the local economy, the government will use an additional
EUR 400 million in international loans earmarked for
SMEs.Anothermeasure announced by the government is
the direct subsidising of consumer loans for purchasing
local products.

Hit by a deepening crisis, the Serbian government is
also asking the International Monetary Fund for some
EUR 3 billion over the next two years that would help
boost foreign currency reserves and provide balance-of-
payments support. Serbian officials began a fresh round
of talkswith the InternationalMonetary Fund on 16March
2009, aimed at reaching a new stand-by arrangement to
help secure the country’s macro-economic position. If
approved, the new loanwould substantially raise funding
to the troubled Serbian economy, replacing a preliminary
agreement worth approximately EUR 398.6 million that
was reached in November 2008 and which has not yet
been drawn upon. If the Serbian authorities fail to reach
a new agreement with the International Monetary Fund,
the country’s external positionwould be very complicated,
serving as a trigger for a sovereign risk downgrade. Fitch
ratings revised the Serbian outlook for 2009 from stable
to negative on 30 December 2008.
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2. SME policy and public-private consultation

Institutional policy framework

The institutional structure of the SME policy in Serbia
remained unchanged from the previous report on the
Charter’s implementation. The institution in charge of
elaborating the SME policy is the Ministry of Economy
and Regional Development (MoERD), through the Sector
for the Development of SMEs. MoERD is supervising the
activity of the Agency for the Development of SMEs and
co-operates in developing the strategic documents with
other agencies such as the Serbian Investment and Export
Promotion Agency, Export Credit Insurance Agency and
National Employment Agency.

The implementation of the policy is conducted by the
SerbianAgency for the Development of SMEs, established
in 2001.The agencyworks closelywithMoERD and defines
its annual and quarterly work programme and activities
together with the ministry. The agency also developed a
network of regional agencies (14) and local centres (17),
employing 35 permanent employees and 18 contractual
agents for the offices across Serbia. Of them, 26 are
professional staff. The agency is financed from the
national budget and its own resources, its 2008 budget
amounting to approximately EUR 3 million. The agency
is also managing the start-up support facility providing
grants to new companies operating under the National
Development Fund.

The co-ordination body in Serbia regarding the SME
policy is the Small and Medium Enterprises Council
established in 2006.The tasks of the council aremonitoring
andanalysing the state of the SMEs,offering support for the
development and the implementationof theSMEpolicy,and
acting a forum for co-operation amongdifferentministries.
There are 12members,ofwhom7are representatives of the
ministries with a role in influencing the business
environment of SMEs and 5 are representatives of the
business community. Although the SME Council should
meet every month, and submit quarterly reports to the
government, the meetings were not frequent in 2008, due
mainly to the elections that took place in that year and to
the frequent changes of the different ministries’
representatives. However, the council worked on several
important documents, such as drafting the SME strategy for
2008-2013, adopting the Programme for the Development
of Business Incubators and Clusters for 2007-2013, etc.

In October 2008, Serbia adopted a new strategy for
SMEs, the Strategy for the Development of Competitive

and Innovative SMEs for the period 2008-2013. The new
strategy is based on five pillars:

Promotion and support for entrepreneurship and
business start-ups;

• Human resources for a competitive SME sector;
• Financing and taxation for SMEs;
• Competitive advantages of SMEs in exportmarkets;
• Serbia’s legal, institutional and business
environment for SMEs.

Although the strategy is accompanied by a detailed
operational plan, its implementation cannot be assessed
yet. Particular attention should be paid to the estimation
of the costs to implement it and how the necessary budget
will be gathered, while considering the donors’ help.The
previous strategy for the period 2003-2008 contributed to
the improvement of the business environment,
improvement that is also visible in the higher scores on
the SME policy index.

Public-private consultation framework

In terms of SME representation, Serbia made
significant progress since the last assessment exercise,
when it was at the bottom of the classification.This is due
mainly to the reform of the national Chamber of
Commerce and the establishment of the SME Forum.Both
the advocacy function and the capacity to provide services
increased. In addition, it created an external network,
with offices in 10 countries. Apart from the Serbian
Chamber of Commerce the network of chambers
comprises 16 regional and 2 district chambers.The focus
on SMEs has increased. However, their efficiency in
promoting SMEs’ interest and offering the right services
for SMEs has still to be improved.

Apart from the chambers system there are several
associations including SMEs.According to the government’s
self-assessment, there are 161 general associations of
entrepreneurs.However, although these associationsmight
influence the decision-making process at the local level,
only those associated with the chambers can make their
voices heard by the government. One such association is
the Association of Business Women, which is very active
in promoting both the interest ofwomenentrepreneurs and
entrepreneurship among women in Serbia.

As per the section on institutional policy frameworks,
it is advisable for the SME council to also operate as the
main institution for public-private consultations in Serbia.
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Due to the infrequency ofmeetings, the low representation
of the business community and the fact that this council
operates more as an inter-ministerial co-ordination body,
the SerbianChamber of Commerce initiated anSMEForum.
Although it started out with ad hoc meetings with the
government, the intention is to establish it as a consultative
body to the government that will meet regularly.

Simplifying existing legislation and reducing the
administrative burden

The inherited regulatory setting from the ex-Yugoslav
Republic together with the introduction of new legislation
after its dismantling (which is characterised by the lack
of insight on the impact of legislation on stakeholders, lack
of co-ordination between different ministries in
elaborating it and a poor enforcing capacity) make
regulatory reform in Serbia very important.

In 2003, the Council for Regulatory Reform and
Quality Control was established in order to assist the
government in the regulatory reform process. Although
the council contributes to the entire reform process, its
main contribution is in the RIA area (see section on RIA).

The Council elaborated the Regulatory Reform
Strategy for 2008-2011, which was adopted in October
2008.The action plan for this strategy was in preparation
at the time of the cut-off date. It is expected that the
comprehensive review of the legislation be conducted in
the period ending 2008 - 2009.One objective of the strategy
is to reduce the administrative costs for business by at
least 25% by 2011.The key elements2 of the strategy are:

• Principles of good regulatory practice;
• Comprehensive regulatory review;
• Strengthening RIA implementation;
• Tools for maintaining the quality of regulatory
environment;

• Establishing the tools for co-ordinating regulatory
activities.

For the moment the silence-is-consent principle
applies only to business registration, but this principle
should be extended to other fields aswell, such as licenses
and permits and where the public administrations
normally take a long time to decide.

Regulatory impact analysis

RIA has been applied in Serbia since 2004, this
country being the most advanced country in the region

in this domain.The obligation to undergo RIA for the new
pieces of legislation is included in the Rules of Procedure
of the government of 2005. It applies to all pieces of draft
legislation, and also for several pieces of existing
legislation (the Law on Business Companies, Business
Registration Law and Insolvency Law). There is good
evidence that the outcomes of RIA were used to change
or cancel legislation.

In order to assist the different bodies of the
government in applying RIA, the government established
the Council for Regulatory Reform andQuality Control (see
above).

The government of Serbia received EUR 2.4 million
in support for developing RIA from the Swedish
International Development Co-operation Agency (2006-
2010) and help from theWorld Bank Group. Currently the
type of RIA analysis applied in Serbia is a “soft” RIA due
to the limited resources available that should be invested
in a full RIA and is focused in the first phases on damage
control. However, further improvement is necessary both
in terms of personnel and methods used. A new law on
RIA, providing for transparency and application of more
sophisticatedmeasures is envisaged.Also, specific testing
for SMEs should be taken into consideration.

3. Operational environment

Company registration

Serbia has been one of the first Western Balkan
countries to implement a comprehensive reform of the
company registration process. The Law on Business
Registration was approved in 2004 and the Business
Registration Agency (BRA), that took over the function of
company register from the commercial courts entered
into operations in November 2005. Today Serbia has an
efficient and relatively low-cost company registration
process in place and the BRA performance is highly valued
by the business sector.3 According to law, company
registration certificates should be delivered within five
days from application; in fact the procedure is completed
on average within three days. The BRA takes charge of
notification and registration with the employment
organisation, the pension fund and the health fund.
However a separate process is need for registration with
tax authorities. This can take up to 15 days, but it is
normally completed within 5 days. Serbia does not have
a separate registration process for crafts. Over 95% of new
start-ups register as a limited liability company. There
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have not beenmajor changes in the company registration
process over the last two years, but the overall
performance of the BRA has generally improved. The
introduction of new controls on money laundering has
added one more step to the process, while the overall
cost of starting a business in relation to GNP has slightly
declined. The BRA has made the necessary preparatory
steps to introduce online registration, but entry into
operation is conditional to the introduction of the
electronic signature.

Enhancing SME competitiveness and strengthening
the technological capacity of SMEs

Over the last two years, Serbia has further improved
its export promotion and export support system, so that
it now ranks among the most structured and developed
in theWestern Balkans.The Serbia Investment and Export
Promotion Agency (SIEPA) offers a wide range of
integrated services to exporters, with support tailored
to individual companies. A cost-sharing scheme is in
place to support SME efforts in developing new products
and entering new markets. SIEPA is now planning to
open trade promotion offices in themain exportmarkets,
starting with Germany.

The government has also made progress in taking
action to promote competitiveness and support the
technological capacity of SMEs. In January 2008 the
government formally established the National
Competitiveness Council. Its membership includes all
key economic ministries, the Central Bank, the main
private-sector associations, leading academics and
business leaders. Its mandate is to conduct analysis on
competitiveness issues, elaborate policy proposals,
monitor policy development and foster programme co-
operation; it is expected to become a key policy forum.

The institutional and legislative framework is largely
in place. Serbia has an Innovation Law, introduced in
2005, which defines activities and initiatives that can
apply for government support.At the end of October 2008,
3 innovations centres, 20 research and development
centres, 39 research and production centres, 2
technological parks and 3 technological incubators had
registered with the Ministry of Science and Technology
and became eligible for financial support covering up to
50% of their R&D projects, with a pre-determined cap.
Budget allocation in 2008 amounted to EUR 4.7million.A
specific strategy for cluster development and business
incubators, covering the 2007-2010 period, is under
implementation.The government has also established a

competitiveness fund to support SMEs of two years'
existence or more in adopting technological and
managerial standards.Donor-funded projects such as the
USAID-funded Competitiveness Project and theTechnical
Support to Enterprise Policy and Innovation and Turn-
AroundManagement Programme to support the pre- and
post-privatisation restructuring and development of SMEs
sponsored by the EC, with a value of EUR 3.5 million,
provide support at company level and complement the
government action.

Intellectual property rights

Over the last two years Serbia has made some
progress in strengthening IPR legislation and improving
the capacity of the institutions in charge of IPR supervision
and enforcement. In October 2008, the government
appointed the Intellectual Property Office as co-ordinator
for all government activities concerning copyrights and
improving institutional co-ordination. In June 2008, Serbia
was invited to accede to the European Patent Office.
However further improvements are needed in the
enforcement area, through an increase in the number of
specialised judges and a reinforcement of the market
inspectorate.

Access to finance

Due to the financial crisis, year-on-year credit growth
has decreased significantly. Serbia’s banking system is
still sound thanks to tight regulation.Official total banking
assets at end June 2008 amounted to EUR 20.6 billion, but
the real amount is higher due to cross-country loans.
Bank lending conditions have significantly tightenedwith
the crisis in the global financial sector. Funding from
parent banks has decreased and banks experienced runs
on deposits as saverswithdrew EUR 1 billion. Less-affected
banks are domestic banks such as Komercijalna Banka.
However, they face equity and single-party exposure
constraints. As a result of the lower liquidity banks have
been experiencing, the central bank scrapped the reserve
requirement on external borrowing in October 2008 (45%
requirement on borrowing by banks, 20% on subordinated
foreign capital and on funds extended to leasing
companies). On 17 January 2009, the central bank reduced
the key interest rate by 125 basis points to 16.5%, the first
rate cut since October 2007.The government has increased
the amount of guaranteed deposits of citizens,
entrepreneurs and small and medium-sized enterprises
to EUR 50 000 from EUR 3 000. Emergency funds will be
included in 2009 budget to deal with a potential crisis in
the banking system.
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Banks have become more aware of the importance
of the SME sector and all of them now have special
departments to work with SMEs. Compared to the
previous assessment on the implementation of the
European Charter for Small Enterprises, Serbia has
retained similar rankings with slight improvements in
two areas: collateral and provisioning requirements, and
venture capital and private equity funds. Serbia achieves
the highest available score in the two newly introduced
sub-dimensions formovable assets and credit information
services.

Serbia’s cadastre system is planned to be completed
by 2010, with still 16% of land to be registered.TheWorld
Bank Real Estate Cadastre and Registration Project focuses
on capacity building and institutional strengthening of
Serbia’s Republic Geodetic Authority thus speeding up
completion andmaintenance of the real estate cadastre,
allowing firms to use mortgage as a collateral.

Serbia’s Business Registration Agency and the
National Development Fund have a fully functioning
system for the registration of movable assets allowing
firms to use movable assets as collateral in their efforts
to access bank finance. Information is available online,
free of charge with multiple search criteria.

The Serbian National Bank provides regularly
updated credit information services on legal and physical
persons, encompassing all positive and negative
obligations. Credit information on physical persons,
however, is available only to banks.

A further tool to support SME access to credit is the
reduction of collateral requirements through credit

guarantee schemes. The Serbian guarantee fund,
Vojvodina Guarantee Fund and several municipal funds
issue guarantees for SMEs out of every branch of
economics, start-ups and agricultural producers. The
Export Credit and Insurance Agency, and Serbia and
Montenegro Export Credit Agency are focusing their
assistance on export-oriented sectors. It is felt that
overlapping of activities of these governmental funds
may require merging and/or better co-ordination of the
activities. Serbia’s Strategy for Increasing Exports has
started to focus on this. Furthermore, EBRD recommends
that credit guarantee schemes be privately managed in
order to achieve efficient resource allocation through the
incentive structure of a well-functioning private sector
mechanism.

As a result of the credit crunch, however, banks have
dramatically slowed down lending to both retail and
corporate customers. Collateral requirements for
extending bank loans to enterprises are still high. In
previous years, loans in local currency were more
expensive than those in foreign currency, thus enhancing
the foreign currency exposure of SMEs.

Lower inflows of foreign currencies andwithdrawals
of foreign currency savings caused the Dinar to depreciate.
In October and November 2008 the central bank
intervenedwith EUR 269million and over EUR 230million
in order to smooth the exchange rate fluctuations. The
weaker Dinar will negatively affect citizens and
enterprises who borrowed in Euros, and importers and
banks whose capital is Dinar-denominated. It will benefit
exporters and citizens whose savings are in Euros.
Changes were introduced to the currency structure of
required reserves: 20% to be in Dinars and 80% in foreign
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Source: EBRD.

2005 2006 2007 2008

Real growth in credit to the private sector 28.5% 10.3% 24.3% 16.5%

Domestic credit to private sector to GDP, official data 29.7% 29.8% 34.9% 37.5%

Bank lending to enterprises, share in GDP N/A N/A N/A N/A

Bank lending to households, share in GDP 7.6% 10.1% 12.6% N/A

Share of total non-performing loans of banks in total loans N/A N/A N/A N/A

Average capital ratio of all banks (capital/ total assets) 16.2% 18.5% 21.0% N/A

Asset share of foreign-owned banks 66.0% 78.7% 75.5% N/A



currency (previously 90% in foreign currency and 10% in
Dinars).

Serbia’s bankruptcy law which came into force in
2004 is in line with international standards. Its
enforcement is strongly backed by USAID’s Bankruptcy
and Enforcement Strengthening project. Key results to
date are (among others) a comprehensive assessment of
the existing Serbian enforcement system identifying
problems and possible solutions; meetings with 13major
Serbian banks resulting in agreement to support reform
of the enforcement system; and completion of a
preliminary design for a new IT system aimed to
significantly improve the efficiency of the bankruptcy
system, along with standardisation of all documents and
institutionalisation of best practices and procedures.

Since the Law on Financial Leasing came into force
in 2003, Serbia witnessed a strong expansion of leasing
companies (currently 17). The Law on Investment Funds
which came into force in 2006 is a first step towards
allowing the establishment of private equity funds.
Operations of the funds, however, will be regulated by
the Company Law. Several foreign private equity funds
operate in Serbia but no domestic fund has been
registered so far. Open End Investment Funds appeared
in the Serbianmarket in 2007 after the relevant legislation
had been passed. Currently there are 13 open end funds
with assets of some EUR 22 million at end October 2008
(down from EUR 50million) which is very small compared
to the region. The largest funds are Delta Plus and Fima
Proactive. The recent downfall in the stock market is
turning investors and regional players away from the
funds. Furthermore, the currently high capital gain tax
(20%) is expected to be decreased to 10% which may
provide additional motivation for investors to invest in
these funds. The first funds to enter the market were
closed private equity funds. The list below is not all
inclusive:

• The most significant investments were made by
fundsmanaged by Salford (NewWorldValue Fund,
Virgin Islands and FFP Balkan Limited, Cayman
Islands). These funds have acquired a number of
successful andwell-known companies in the food
and beverage industry with a total investment of
EUR 400-500 million (e.g. companies in the dairy
industry; Bambi, a confectionery company; and
Knjaz Milos, a water and beverage company).

• Southeast Europe Equity Fund (the previous name
of Soros Investment Capital, Ltd. has invested in
Serbian Broad Band Cable Company and hasmade

other smaller investments in Serbia and
Montenegro.

• In 2007, Emerging Europe Convergence Fund II
managed by Mid Europa Partners acquired a
majority stake in Serbian Broad Band Cable
Company.

• Midland Resources has invested in a number of
Serbian companies, most of which have been
exited.

• Private equity firm Reconstruction Capital II made
its first investment in Serbia inmid-2008 with the
acquisition of 21.3% of East Point Holdings.

• SEAF, a private equity fund which invests smaller
amounts, mostly below EUR 5 million, has made
two smaller investments.

• 7L Capital Partners Emerging Europe L.P., a EUR
100million private equity fundwhich invests in the
region, has acquired the Internet providerVeratnet.

Second types of funds have takenminority stakes in
companies of up to 10%. Some of these funds are
Gustavson, East Capital, Herma, Falkon and Rafles. East
Capital has been one of the most active funds and has
invested over EUR 50 million in Serbia, with investments
in 27 different companies (e.g.Metalac,Alfa Plam, Bambi,
Banini, Cacanska banka etc.) with a total fund value of
approximately EUR 1.5 billion.

The stock exchange is shallow and trading is on a
small scale. Its size is quite small and has recently
decreased drastically as a consequence of the financial
crisis andwithdrawal of foreign investors.At end October
2008, market capitalisation was only EUR 11 billion (end
2007 it was EUR 18.2 billion) out of which equities were
EUR 9.6 billion and bonds EUR 1.6 billion. Trading on the
Belgrade Stock Exchange in the first three quarters of the
year plunged 50% year-on-year to EUR 800 million, with
the bourse’s blue-chip index BELEX15 losing 71% since
the beginning of the year. Some of the most frequently
traded stocks are majority domestically owned banks
which are listed on the exchange.

4. Services for SMEs

Improving online access

It is still impossible for Serbian SMEs to file taxes,
social security returns or any other government services
online, which is due to the lack of a functioning
accreditation body for electronic signatures (see next
section on e-business and SME support). Enterprise
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statistics surveys can be downloaded online but have to
be submitted by mail or in person.

Online information for SMEs is abundant in Serbia
and is spread across several, well-structured websites
that are available in Serbian, English and often one or
several additional European languages.Themost notable
websites are those of the Ministry of Economy and
Regional Development (Directorate for SMEs and
Entrepreneurs), the Serbian Business RegistrationAgency,
the National SME Agency, and the newly developed
website of the Chamber of Commerce. Together the
websites provide the SME sector with information on
registration, taxation, regulations, credits, answers to
frequently asked questions, and the possibility to ask
specific questions. However, only the website of the
Chamber of Commerce resembles a portal, bundling
several websites and services. Nevertheless, the Strategy
for Competitive and Innovative SMEs of the National SME
Agency includes the creation of an SME-dedicated online
portal and there are concrete plans to establish such a
portal in 2009.

E-business and SME support

Serbia currently has 17 business incubators that
are registered under the Innovations Law, of which 7
are operational. Within the National SME Agency, a
training centre for business incubators was recently
established.

No comprehensive network of business service
providers has been established to date, although recent
efforts have been made into that direction. In October
2008 a conferencewas held to create national and regional
business consultants associations and a register of
business consultants was initiated. The National SME
Agency offers a range of consulting and mentoring
services to SMEs, free of charge. The agency also
encourages SMEs to use and pay for specific business
services by subsidising up to 50% of the costs.

Regarding the availability of information on business
services, the Chamber of Commerce keeps a fairly
complete database on business services providers.
Information from the database can be obtained on
demand, both regionally and locally, although there are
plans tomake this information available online, through
the website of the chambers of commerce, free of charge.
SIEPA is offering an online catalogue of exporters and
various providers (including business services providers),
but its database is incomplete.

The Law on Electronic Signature was adopted in
March of 2004 and the Public Postal Enterprise PTT Serbia
has been nominated as the certification body pending
accreditation.

5. Human capital

This section addresses the human capital
dimensions of the Charter: entrepreneurship education
and training, and availability of skills for enterprises.

Firstly, getting to a structured partnership for lifelong
entrepreneurial learning within Serbia has been slow
although there is already a good awareness amongst the
wide range of stakeholders as to the importance of co-
operation. A number of actors already demonstrate
commitment to entrepreneurship education through their
policies and activities (e.g. national employment office,
vocational education and training services, youth services)
with a particular effort being made by the economy
ministry to raise the profile of lifelong entrepreneurial
learning within national policy debate. However, given
the importance attributed by the Charter to
entrepreneurship within formal education, amore direct
commitment of the education authorities to
entrepreneurial learning will be important. To date,
emphasis has concentrated on entrepreneurship in
vocational education. Attention now needs to turn to
general education (primary, secondary and higher).

Turning to education delivery, the assessment
underlines that developments on entrepreneurship key
competence (lower secondary) remain to be addressed
at system level to ensure a more comprehensive
application across the school network.Nonetheless, good
efforts are being made in upper secondary education
(primarily vocational) with more flexible teaching
arrangements. This includes specific subject-oriented
curriculum on entrepreneurship. Further, there are good
examples of school-enterprise co-operation.

To move forward, the education authorities could
consider establishing aworking group to develop a lifelong
entrepreneurial learning strategy as well as to determine
curriculum, teaching and assessment arrangements for
entrepreneurship key competence promotion in lower
and upper secondary education. This could borrow on
the experience, materials and know-how from existing
non-formal education initiatives (e.g. JuniorAchievement).
More developed intelligence on non-formal education
provision is required. In this regard, an initiative of the
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Serbian Chamber of Commerce to develop an information
portal for providers of entrepreneurial learning provides
an opportunity to address this information gap.

On enterprise skills, a number of agencies undertake
enterprise training assessments (e.g. national
employment service, SME agency, Ministry of Economy
and Regional Development) and use a variety of
instruments. However, given their different objectives,
getting to an overall assessment of enterprise training
remains difficult. Bringing order to the diverse data sets
will be important for policy purposes as well as national
investment in enterprise training. To this end, a study
underlines the importance for a more coherent
intelligence framework for information on enterprise
human resources. It advocates a pooling of intelligence by
the range of institutions but with targeted training for
analysts within sector-oriented committees. Should these
measures be taken on board, an important step towards
meeting the quantitative requirements of the Charter
indicators will have been met.

With respect to training for growth enterprises, the
Operational Plan for Development of Competitive and
Innovative SMEs (2008-2013) provides an important
framework for promoting business growth and where
enterprise skills are given particular importance. A next
step will be to ensure concerted support for human
resource development for growth enterprises set against
clear criteria to ensure investment targets the right
companies.

A network of training providers ensures that training
services are well developed across the country with a
particular effort by the national SME agency through its
local offices. Further, plans are in place to develop quality
assurance and accreditation of training providers.Thiswill
help build confidence of enterprises in the training
market.A planned initiative of the Chamber of Commerce
for an e-learning platform should promote greater access
of businesses to training provision.

6. The way forward

Access to finance: Capacity building and institutional
strengthening of Serbia’s Republic Geodetic Authority,
thus speeding up completion and maintenance of the
real estate cadastre, allowing firms to use mortgage as
collateral.

Merging and/or better co-ordination of governmental
credit guarantee funds’ activities. Furthermore, EBRD
recommends that credit guarantee schemes be privately
managed in order to achieve efficient resource allocation
through the incentive structure of a well-functioning
private sector mechanism.

E-business and SME support: There is an urgent
need to complete the regulatory framework for
introducing the electronic signature and establish a
functioning and legitimate accreditation body. This is a
precondition to developing electronic commerce andmore
advanced online business-to-business functions, as well
as for making the most of online government services.

Human capital: Amore definite engagement by the
education authorities into lifelong entrepreneurial
learning will be important, including reflections on how
entrepreneurship as a key competence can be brought
forward in compulsory education. Universities should be
included into the reflection and dialogue. Government
and enterprise support institutions should determine
how existing data on human capital within enterprises
could be improved, borrowing on existing
recommendations for a more coherent intelligence
framework for information on enterprise human
resources. Developments in quality assurance of the
training market should be continued.
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SME Policy Index scores for Serbia per Charter dimension (2009)4

Notes

1 Report on Small and Medium-Sized Enterprises and Entrepreneurship 2007.

2 http://irr-network.org/document/477/Marusic-_Andreja_-2008a_Regulatory_Reform_in_Serbia._Regulatory_Reform_Strategy_2008-2011.html

3 FIC (2008), White Book 2008.

4 Although this report is published in 2009, data collection took place in 2008. For the SME Policy Index Report 2007, data were collected in 2006. Insufficient
information was available to measure the dimension 7a Taxation. All SME Policy Index scores have been rounded up or down to the nearest 0.25

5 The data for Serbia is absent du to lack of information.
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