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PART ONE - SECTOR PROFILE
1. SECTOR CONTEXT 
1.1.  Description and problem  analysis
As per Copenhagen criteria, Bosnia and Herzegovina (BiH) is required to have a functioning market economy as well as the capacity to cope with competition in the EU market. The purpose of this Sector Planning Document (SPD) is to provide a framework for planning and programming for IPA II in the area of Competitiveness, Innovation and Local Economic Development which will support BiH to achieve the Copenhagen criteria. This SPD will primarily deal with proposing interventions to improve BiH’s economy to compete in the European Market and to move it along the path to greater integration with the EU. Further, the ultimate goal of this SPD is to improve competitiveness of the economy in order to create jobs, improve livelihoods and increase incomes. To improve competitiveness and create new jobs, this SPD will strive to develop mechanisms for integrated local economic development through improved cooperation between public, private sector and civil society while focusing on developing export-orientated, tourism and agro-rural sectors. 
The IPA assistance under Competitiveness and Innovation as described in the Indicative Strategy Paper (ISP) for IPA II for BiH is not typical as it includes a number of subsectors (competitiveness, innovation, small and medium enterprises, tourism and agro-rural development). Each of these sub-sectors are not integrated at any level of government, however what they have in common is that they all have an impact on local economic development. To progress BiH’s competitiveness and create jobs, the ISP for BiH has recognised that there is a need to change the traditional approach where previous European Commission (EC) i.e. European Union (EU) assistance focused on developing strategies and policies at State and Entity level which did not lead to the desired results. Therefore, the ISP and this SPD focus on improving economic and social development at the local level.
The recently adopted Reform Agenda for Bosnia and Herzegovina 2015-2018 confirms the determination of all levels of government in BiH to overcome obstacles to job growth in BiH. The Agenda that was adopted by State and Entity governments in 2015 commits the governments to undertake actions to improve competitiveness, specifically to expedite procedures for obtaining construction permits and obtaining electricity for micro, small and medium enterprises (MSMEs), and facilitating exports by continuing the strengthening of the quality infrastructure system in line with EU requirements. The commitment of BiH to improve competitiveness was confirmed even earlier when BiH adopted the South East Europe 2020 – Jobs and Prosperity in a European Perspective Strategy alongside six other regional countries in November 2013. One of the three flagship initiatives of the SEE 2020 relates to competitiveness with the main goal of strengthening regional value chains and integrating them into European and global value chains. 
Achieving a more competitive and innovative economy and creating more jobs remains one of the biggest challenges for BiH authorities and institutions. The EC BiH Report for 2015 states that the BiH is in the early phase of developing a market-orientated economy. The lack of a single economic space in the entire country and the lack of regulatory environment continue to hamper the business environment. Small and Medium Enterprises (SME) development made no progress in 2015, and progress was needed to create a single economic space and progress on business environment reforms. Some progress was made in the agricultural sector, particularly in the field of food safety and veterinary policy, however overall preparations were still at an early stage. 

The country’s GDP per capita is still 70% below the EU average
, in 2014 the economy grew by only 1.1% which is too low to reduce the stubbornly high unemployment rate of 27.7%. Although this is worrisome so is the overall low labour participation and the large number of people employed in the informal market. Some groups have more difficulties obtaining employment, women are around a third less likely to participate in the labour force than men
 and youth unemployment is a staggering 62.3%
, the highest in the region. Furthermore, given that 61% of the BiH population or around two million people live in rural areas (81% of BIH is considered rural), improving economic development in rural areas is crucial for the overall development of the country. The rural areas have additional challenges including a growing trend of ageing population, migration of young people which has led to decreased household incomes, very few opportunities for employment, and poor socio-economic conditions. The main economic activity in rural areas is agriculture, which is also the case for peri-urban areas, however, the economy needs to diversify to stop migration of young people, increase incomes and improve overall socio-economic conditions for the majority of the population.
 
The World Bank's Doing Business 2015 report ranked BiH 79 out of 189 countries and showed that BiH performs lower than any other country in South East Europe. BiH’s distance to frontier score of 63.36 was the weakest in the SEE7 region, even though there has been some recent progress. BiH performs particularly poorly in indicators related to starting a new business, construction permits and paying taxes.
 In the Global Innovation Index, BiH ranks 81 out of 143 countries, with particularly low scores in innovation and business sophistication, reflecting the low level of commercialization of research and development results. The World Economic Forum Global Information Technology Index also ranked BiH 68 out of 148 countries in 2014, considerably behind Croatia and Slovenia who ranked 46 and 36 respectively. Investment in research and innovation is significantly below 1% of GDP in BiH.   
As stated above, the ISP refers to a number of subsectors which need to be addressed to improve competitiveness. This is however not an exhaustive list. According to the World Economic Forum improving competitiveness involves improving institutions (corporate governance, independence of judiciary, protection of property rights), infrastructure (quality of infrastructure, availability of  transport, electricity and communication), macroeconomic environment, health and primary education, higher education and training, goods and labour market efficiencies, financial market development, technological readiness, business sophistication and innovation
. Not all elements of a competitiveness sector will be covered through this SPD as they will or are expected to be covered by separate SPDs (governance, infrastructure, employment/education) or relate to interventions that need to be addressed by higher levels of government. Therefore, as the focus is on developing competitiveness at the local level, this SPD will assess the subsectors as a part of the overall Sector Approach Assessment including export orientated sectors that have the potential to become more competitive and where jobs can be created. As identified through the local economic strategies these sectors are wood, metal, textile, tourism, information technology (ICT) and agro-food industries. This SPD provides a brief overview of each sector and the common obstacles faced by Micro, Small and Medium Enterprises (MSME) in each sector to improve their ability to compete in markets. This SPD also takes into consideration vulnerable groups (women, youth, Roma, Internally Displaced Persons, refugees and returnees) and briefly reviews their ability to participate in economic activities as well as differences in the development of certain local governments, those that are under-developed and are unable to increase economic growth or create jobs.  
A diverse export-orientated economy tends to employ more people (both skilled and unskilled), pay higher wages, and have a higher “skill intensity” as well as sectors where there is potential for import substitution. When it comes to exports, BiH goods have become somewhat more diversified in recent years and some companies have successfully integrated into EU supply chains.
 Still, exports of innovative products (medium and high-tech) and knowledge-intensive services is amongst the lowest in Europe. Overall BiH is mainly an import-orientated country and imports make up 55% of GDP. The imports coverage ratio was around 60% in 2015. The structure of exports is mainly made up of commodities and energy, with very little value-added products. Table 1 below provides an overview of exports according to technological structure for the period 2008 to 2015.

   Table 1: Review of the structure of BiH exports from 2008-2015

	Strucutre of BIH exports
	2008
	2009
	2010
	2011
	2012
	2013
	2014
	2015

	Resource intensive export goods
	27.0%
	30.0%
	33.7%
	36.6%
	34.1%
	31.5%
	30.2%
	28.5%

	Low-tech export goods
	46.9%
	44.9%
	43.1%
	41.3%
	42.6%
	44.5%
	44.5%
	45.7%

	Medium-tech export goods
	21.3%
	20.7%
	20.1%
	19.0%
	19.4%
	20.3%
	21.0%
	21.6%

	High-tech export goods
	4.8%
	4.4%
	3.0%
	3.1%
	3.9%
	3.7%
	4.2%
	4.2%


Source: BiH Agency for Statistics
There are a number of sectors where BiH is competitive in export markets but which also are able to create new jobs. The metal processing sector, along with base metal production, has traditionally been the Country’s strongest and the most successful industry and export sector. The metal sector as a whole makes up around 37% of total country exports, which gives it a strong lead over other export categories. The total number of employees in the seven categories of metal processing industry
 was over 30,000 and this accounted for 4.7% of the total number of employees in BiH in 2013. The fastest growing category included exports to the automotive industry.
 The metal processing sector lacks a clear development strategy and undeveloped and inefficient institutions for the promotion of exports are seen as the main weaknesses that inhibit companies in the metal processing sector from obtaining greater growth. Support is also needed to access suitable finance, to expand production, introduce demanding EU trade mandatory and industry standards and certificates, produce higher value added products, promote innovation and reduce high energy costs.
 

Alongside the metal processing sector, the wood processing industry grew higher compared to the overall economy, manufacturing and export sectors in recent years. The fact that the wood processing industry improved its standing even in 2012 when the whole economy experienced a downfall by 1.1% evidently underlines the fact that the wood processing industry has a substantial competitive advantage compared to other industries in BIH. The sector employs over 17,000 persons, of which over 11,000 are engaged in wood and wood-products production and 6,000 persons employed in furniture production. The wood processing industry will remain predominantly focused on export markets where they can increase sales and revenues. In this regards, many MSMEs see the main strategy for accessing export markets through exhibiting their companies at European trade shows, yet are inhibited from attending because of the associated high costs.
 They face additional problems including lack of access to quality lumber because of missing legislation or poor log distribution procedures which tend to disfavour wood processors, difficulty to hire skilled labour because of outdated curricula in schools, inability to replace old equipment because of high financing costs, inability to meet EU product quality standards because of high costs to implement trade standards, and continued production of low value-added products because they do not have access to designers
. 

The agricultural and food sector in BiH significantly contributes to the GDP however it is also a sector which has by far the largest negative trade balance as most food products consumed in BiH are imported. The sector is estimated to have over 1,700 companies with around 28,000 employees.
 Most farmers in BiH are considered formally to be a part of the workforce, however they do not have an employment contract and therefore are not considered employed (in terms of receiving a salary or compensation for their work). The agricultural sector in BiH is largely considered to be a family business and is not a part of the formal labour market.

The agricultural and rural development sector in BiH, apart from a declarative approach, is not defined by policies and there is lack of support for the development of this key sector. Consistent changes and unpredictable agricultural policies, the lack of good strategies to develop agriculture, insufficient funds to support farmers, inabilities to invest in new technologies and production standards has led to the stagnation of the agricultural-food industry, and as a result it is becoming more and more difficult for BiH to follow competitive trends in regional markets.

An important priority for BiH in the upcoming period is to develop agricultural policies and introduce new instruments which will allow for the restructuring of the agricultural sector, modernization, and at the same time closer integration with the EU by gradually aligning policies with the principles of the Common Agricultural Policy of the EU. Only through the full involvement of all stakeholders, especially stakeholders from the agricultural sector, can BiH start to address the significant challenges and requirements of the process of integration and those of EU membership.

The sector can be more competitive, potentially through clustering in specific sectors like fresh and processed fruit and vegetables, wheat, meat and milk and through economic diversification activities in rural areas as analysed through a sector assessment completed by FAO and financed by the EU. The sector is plagued with low value added production, poor infrastructure quality, low productivity. To integrate into value chains, farmers need to improve their ability to produce quality products, adhere to international standards, and investments at processing levels need to increase. About 80% of the farmers in the country are smallholders constrained by fragmented land plots, they lack access to markets, affordable and suitable credit and are hindered by poor agricultural infrastructure. Advisory services need to further expand their outreach, while support is needed to strengthen and make value chains more efficient as well as develop value added products.

BiH is also somewhat competitive in the textile/apparel sector where it can compete because of its close proximity to EU markets, and relatively low wages. With over 130 clothing and footwear companies
 in the country it is a major employer and provides jobs for low–educated population. The BiH textile/apparel industry is mainly based on cut and trim, and very few companies undertake their own design. The sector needs skilled workers, more affordable finance, better access to technologies and needs to start manufacturing value-added products. 
Certain export service sectors are increasingly creating opportunities for employment, specifically tourism and the ICT sector.  As per 2014 data, direct contribution of tourism to GDP was €339.8mn (2.5% of total GDP), and is forecast to rise 5.1% pa from 2015-2025. In 2014, tourism directly supported 20,500 jobs and is expected to employ 42,000 people directly and indirectly by 2024.
 Tourism development is under the responsibility of the Entities and cantons, however the lack of coordination between different institutions in the sector as well as lack of direct cooperation with private sector is still seen as an impediment.
 Tourism is important for local communities as it can generate employment and generate revenues and rural tourism can support local economic development but it needs to be better organised.
 Further, tourism can be used to promote our historical and cultural heritage. Tourism is made up of MSMEs that face similar problems as in other sectors. However the additional challenge with tourism is that tourism needs to be developed in a destination that is larger and complex to develop and requires close collaboration of private and public stakeholders. There are many areas where BiH can develop tourism including linking it to agricultural/rural tourism, cultural heritage tourism and outdoor adventure tourism. The tourism product needs to be developed in each destination, historical and cultural sites need to be renovated and managed properly, natural tourism sites like nature parks need significant investments in trail development, accommodation facilities need upgrading. Short stays in BiH are attributed to low tourism offering and therefore the tourism product needs to expand and evolve to include more sites to visit and other entertainment activities. Rural tourism could boost local development but needs to be better organized and developed. Additionally, tourism promotional activities need to significantly increase.
 
An increasing and attractive sector for youth is the information and technology sector. A growing proportion of the ICT sector in BiH are selling services in export markets, and this sector has the potential to address BiH’s alarming high youth unemployment which is the highest in the region. The ICT sector contributed 150 million BAM to the total GDP in 2014 and the number of employees grew by 67% compared to 2010
, hindered only by inability to access skilled workers. 
All of these sectors are made up of predominately small and medium enterprises (99% of private sector in BiH are SMEs), and they face common challenges that thwart their growth. The 2015 Doing Business report ranked BiH among the lowest scoring countries in the world for: dealing with construction permits (171st), getting electricity (119th), starting a business (175th) and paying taxes (154th).
 Republika Srpska has however recently made significant progress in this area and have reformed the company registration process reducing the time, number of procedures and costs to register a business and have established a one-stop-shop. 

Skilled workers is also a problem. Despite the high unemployment rate, medium-sized businesses’ most common complaint was their inability to find skilled labour.
 The vocational educational system is not aligned to meet private sector needs, curricula are out of date, little opportunities are offered to students to obtain practical skills and many lack social skills like teamwork and work ethic. When it comes to the workforce, women face additional barriers to equally participate in economic activities. Overall employment shows that less women are employed compared to men. There is a lack of social services, like affordable child care, to enable them to participate in the labour market and this is especially the case in rural areas. They face additional barriers to becoming entrepreneurs because land is typically in the ownership of men and this can hinder their ability to access loans needed to start or expand their businesses. Furthermore, traditional societal expectations still prevail which influences women’s decision to work or open their business as women are still considered to be in the role of care-givers and are expected to stay at home to look after children, undertake home duties and look after the elderly
. BiH needs to also implement measures to turn the tides of high youth unemployment which is contributing to high migration amongst young people. Those most affected are the low educated and low skilled youth that are more likely to be informally employed and therefore have less employment security. Overall, less than half of youth under 29 years old are employed in jobs in which they were educated or obtained skills.
 The Roma community are generally less educated and face discrimination to obtain jobs. Internally displaced, refugees and returnees who tend to live in rural areas, also have limited opportunities to participate in economic activities.

On the other hand, small businesses state that unaffordable and unsuitable credit for both working and investment capital prohibit them from growing, because of working capital constraints many smaller MSMEs are unable to take on new orders. Access to finance for firms is constrained by high interest rates, high collateral requirements and inadequate credit enforcement mechanisms. A significant portion of the loans are used to finance working capital rather than investments, mostly due to unfavourable growth prospects.
 However, the Investment-Development Bank of Republika Srpska has made significant steps in this area as it has created a credit line for MSMEs and entrepreneurs. 

Many companies lack technical capability and knowledge to expand to markets – they do not understand markets, product quality needs to be improved and they cannot meet the standards required by buyers. In some cases like in agri-food sectors producers are not able to provide sufficient quantities of products because of lack of collaboration at the producer level. The poor application of innovation and weak linkages between industry and universities, is an obstacle to the growth of a knowledge-based economy.
The ISP in the area of competitiveness states that support should be provided to lesser developed areas. Both Entities have identified local governments that are ‘significantly under-developed’ and ‘under-developed’. Criteria used to determine the level of development of local governments was based on: the level of employment and unemployment in the local government, number of primary and secondary schools per 1000 people, tax revenues per capita. In the Federation of BiH
 there are 15 local governments which are categorised as being ‘significantly under-developed’
 and 17 that are ‘under-developed’.
 In Republika Srpska there are 18 local governments that are ‘significantly under-developed’
 and 14 ‘under-developed’.
 Overall when comparing the rural sector to the urban areas in BiH there are less opportunities for employment, education (especially higher levels of education), opportunities to generate income, access to services and poorer infrastructure. Wages are lower, unemployment is higher and poverty is deeper and more widespread. However, similar to urban areas rural populations are more dependent on industry, services and state benefits (pensions and social welfare payments) than on farming.

To improve competitiveness at the local level, a number of measures can be undertaken to help local governments develop their capacities for economic governance with a view to boost employment and entrepreneurship. BiH must create a better investment climate, increase access to finance for MSMEs and create opportunities for vulnerable groups by improving workforce skills. BiH can also take advantage of its large Diaspora community to access new markets, transfer technology, and undertake investments. Development of new businesses, and supporting existing ones can be achieved by providing opportunities for MSMEs to access new export markets, integrate MSMEs into agro food value chains and develop attractive opportunities for youth. These undertakings should be based on an integrated approach that is developed based on sound local economic strategies that are linked to policy level frameworks, interventions and financial resources. 
Finally it should be noted that although the focus of this SPD will be to support local economic development as there is a limit of funds not all local governments will be supported. This SPD will not predetermine which municipalities will receive support through IPA II, support will be made available to all local governments through a competitive process. Increased impact can be achieved by encouraging local governments to collaborate, improving linkages between under-developed with more developed local governments. 
1.2 SWOT Analysis: The SWOT analysis was completed by the Sector Working Group established with the purpose of preparation of this Sector Planning Document (Annex 2), which highlighted the main problems in the sector.

	Strengths
	Weaknesses

	General

· BiH has a tradition and knowledge in  certain sectors where the country is competitive (wood, metal, agro-food and textile)
· Long tradition of production and industrial culture
· Metal, wood and textile sectors are significantly developed

· Traditional production of wine, cheeses and other rural products, potentially good conditions to introduce measures for rural development of agriculture
· Traditional business ties in the region

· Relatively thriving sector despite poor business environment


	General

· Conditions of loans are not conducive to support growth of companies. Especially for access to working capital and to start up a business (high interest rates, high collateral requirements)

· Start-ups have limited access to finance or equity to start operations

· Trade and product quality standards not being applied sufficiently, at company level and in the case of forestry sector by forest management

· MSMEs have weak knowledge about how to connect to global value chains

· Generally MSMEs are small and expanding to new markets is expensive

· High costs to purchase inputs. Example most metal raw materials are imported and as MSMEs are small they do not have bargaining power to get good discounts

· High accounts receivables which impact on MSMEs’ liquidity and ability to finance operations and obtain credit

· Large number of products are still being exported that are not value added due to a number of reasons including poor design of products, poor finishing and quality of products, high costs related to poor quality management
· Low levels of technology
· Everyone manufactures similar products  - lack of innovation

· Poor usage of available capacities in tourism
· Weak branding of tourism and food products

	Human resources

· Experience in applying procedures for  implementing EU funds

· Certain number of workers that have qualifications and skills required in competitive sectors

· Good entrepreneurial ideas

· Relatively competitive workforce (positive ratio between the cost and quality of the work force)
· Diaspora that can transfer knowledge, technology and have access to markets, as well as capital investments
· Youth with higher educational degrees and knowledge of foreign languages


	Human Resources
· Lack of laws for informal education in certain government jurisdictions
· Lack of centres for adult training

· Lack of skills required for workforce and not in accordance with private sector needs, lack of qualified workforce
· Lower number of people entering workforce
· Educational system curricula does not address private sector needs

· Lack of practical training classes incorporated into vocational classes

· Small number of companies that have introduced EU standards, especially CE

· Small number of farmers that have Global GAP standards
· Young workforce lack soft skills required for employment

· Lack of opportunities for young  people to obtain work experience while they are still at school

· Young people leaving country

· Women are less employed and have less opportunities to open businesses
· Roma are less educated and systemic discrimination reduces their ability to find employment or start businesses

· Negative demographic movements
· Some displaced persons tend to remain in under-developed regions and have little opportunities to obtain jobs or participating in economic value chains
· Lack of available jobs

	Institutional Framework and process
· Certain strategic documents in place, of which some have to be updated
· Legislative framework somewhat in place to support development of private sector
· Access to EU programs of financing
· Institutional framework in place to support MSMEs

· Institutions in place to support MSME to access new markets

· Non-profit organizations that have experience and knowledge to support MSMEs. Local Action Groups – LAG networks is in place in BiH
· Government institutions to support MSMEs in place at all levels 

· Public procurement law in place
· In RS registering a business has become easier  - less time required, less procedures and lower costs required to register a limited business and entrepreneurship

· Existing and functioning sector-based associations


	Institutional Framework and processes
· Poor coordination of institutions in Federation leading to increased administrative burdens for private sector (e.g. multiple inspections for companies)

· Slow processing of commercial cases as there is no commercial court in FBiH and BD (slow processing of courts is one of the reason banks say their interest rates are high)

· Poor collaboration and networking of companies in the same value chain which reduces their ability to purchase inputs at lower costs and collaborate to meet buyer needs for quantities of products

· Certain industries cannot access sufficient amounts of inputs (wood processors in the Federation) because there are no systems in place that ensure that processors have privilege over low value added processing companies (RS has resolved this situation)
· Biomass wood processing cannot develop sufficiently because of inability to access inputs

· Legislation between all levels of Federation government are not aligned causing additional administrative burdens for companies
· Numerous taxes (fiscal and parafiscal) that companies have to pay draining resources and time. This leads to companies operating in informal sector, or reluctance to start a business
· Lack of laws that prevent competitive sectors from developing (e.g. FBiH has no law for Forests, no laws for business zones)

· Standards are not implemented in all forests or EU FLEG is not being applied hampering ability to access certain markets (RS has implemented FSC)
· Poor monitoring of how government resources are used to support MSMEs, which may lead to resources not being used effectively

· Lack of mechanisms in place to allow for innovative products to be commercialised
· Low level of funds set aside for R&D
· Poor connections between private sector and research and development institutions

· Lack of mechanism to support companies to expand markets (attend trade fairs, buyer in-country trade missions)
· Under-developed regions have less ability to generate economic activities as they remain disconnected from value chains, have poor infrastructure
· Lack of accredited institutions for product quality control
· Under-utilization of production capacities

· Old technology and equipment and low levels of investment in upgrading equipment and technology

· Low level of final products being manufactured
· Low awareness about the importance of energy efficiency and environmental protection

· Lack of statistical data to develop good policies
· Poor promotion of tourism
· Lack of financial support for tourism and food industry development

	Infrastructure
· Natural resources for wood sector

· Natural and cultural resources for development of tourism and potential for development of tourism infrastructure
· Business infrastructure in place (incubators, business zones)

· Good geographical location and close to key markets

· Energy surpluses and competitive price for electrical energy
· Infrastructure is somewhat developed (energy, transport and telecommunication)

· A concentration of good quality natural tourism resources


	Infrastructure

· Lack of accommodation for rural tourism 

· Lack of infrastructure in rural areas to develop economy (roads, sewage)
· Poor railway transport hampering movement of tourists and movement of goods (metal sector)

· Poor access to tourism sites (some sites are inaccessible)

· Derelict Tourism sites (medieval castles falling apart)

· Environmental neglect can deter tourists to come (poor management of parks, garbage in rivers)

· Lack of public transport connections between tourism destinations 

· Poor rural agri infrastructure thwarting farmers ability to provide good quality product (lack of cold storage facilities, poor roads that damage berry fruits)

· Lack of mechanisms in place to support young entrepreneurs including lack of financing
· Flood mitigation systems not in place and MSMEs and tourism areas are open to risk from natural disasters

· Insufficient number of adult training centres (especially in the FBiH )

	Opportunities
	Threats

	General

· Opportunities to connect to regional value chains in tourism, metal-automotive sectors
· Regional markets with same language and traditional business connections

· Connections to EU companies 

· Ability to attract FDI
· Geopolitical position and climate
· Opportunity to produce a single product based around tourism and agriculture
· Undiscovered tourism destinations
	General
· ICT infrastructure not developed throughout country

· Strong regional competition especially in tourism and food industry

· Unbalanced conditions for business operations throughout BiH

	Human resources

· Possibility for more outsourcing for ICT and call centres and possibility for youth to find employment
· Transfer of knowledge, skills and markets through Diaspora

· Access to capital through diaspora – Business Angel Networks
· Connecting MSMEs to foreign investors and foreign business chambers
	Human resources

· More attractive jobs outside of BiH

	Institutional Framework and process
· Develop cross-border clusters (automotive, ICT) aligning with EU directive that will open new markets
· Introducing EU programme for energy efficiency
· Access to risk capital

· Regional strategies to open markets – SEE 2020, Adriatic-Ionian, Danube region and access to finance through these strategies
· Regional trade agreements CEFTA, SAA, WTO, EFTA
· Access to EU rural development funds
· Encourage innovation  - integrating multi-sector activities
· Develop accommodation for tourism
	Institutional Framework and Processes
· Unfavourable global monetary policies
· Poor economic growth in market countries
· Drop in tourists because of security reasons in EU

· Unfavourable geo-political situation in the world (economic and political)

· Donors lose interest because of the refugee crises

· New quality product demands by the EU 

· Suspension of agreements between BiH and other countries (bilateral and multilateral)

· Non-tariff barriers to trade



	Infrastructure

· Access to WBIF (Western Balkans Investment Framework)
· Potential to expand business infrastructure systems with new technology parks, incubators, industrial zones, clusters, centres for transfer of technology


	Infrastructure

· Climate change that can affect MSMEs and environments
· Foreign MSMEs are more competitive, have better technology and difficult to compete against
· High standards demanded by foreign tourists

· High number of imports
· Unremoved mines


Based on the SWOT analysis and the aforementioned documents, the main obstacle areas that need to be addressed to improve competitiveness at the local level are:

· Improve business environment and remove ineffective administrative procedures that deter new investments and incur high costs on business.
· Improve business sophistication by supporting businesses to access new markets, manufacture products according to qualities and quantities demanded by markets, access affordable and suitable finance, hire skilled workers, support innovation to produce value-added goods, improve product quality and upgrade technology. Introduce mechanisms to support new entrepreneurs by providing them with financing and technical support.
· Support women, youth, Roma, IDPs and refugees/returnees to have more equitable access to economic opportunities and reduce their vulnerability to poverty.
· Target support to under-developed regions where there is higher migration and consistently low economic growth by supporting under-developed regions to connect to value-added agro and tourism value chains.
· Ensure that sustainable mechanisms are in place that will continue to support competitiveness by strengthening business infrastructure systems, improving government capabilities to design, monitor and implement competitiveness activities and securing support for local government competitiveness interventions from higher levels of government.

2. Sector APPROACH assessment 
2.1. Assessment criteria
Since this SPD is concerned with an integrated approach in dealing with local development, and is about a non-typical and complex sector, the following chapters provide information on the sector approach assessment criteria in regards to the following subsectors: MSMEs, tourism, agriculture and innovation. BiH needs to make progress to integrating these subsectors into a holistic competitiveness and innovation sector, which ultimately needs to include other sub-sectors.
2.1.1. National sector policy(ies) /strategy(ies) 

While Bosnia and Herzegovina lacks an overall development strategy, a Strategic Framework for BiH which was prepared by the Directorate for Economic Planning of BiH was adopted in 2015. There are also a number of strategies that deal with aspects of competitiveness and local level development. These include SME strategies at the Entity level, agricultural development strategy and rural development strategic plans in the RS, framework for tourism, strategies for science and research  as well as local development strategies of local governments both in the RS and the FBiH and regional development strategies of FBiH cantons. A large number of strategies require better horizontal and vertical connections. Reform Agenda for BiH also presents the country’s strategic document that includes and is concerned with the issues of competitiveness.
Micro, Small and Medium Enterprises: The objectives for the MSMEs sector development in BiH are defined in the current MSME Strategies at the Entity including the Brcko District (BD) and the Cantonal level. The RS priorities for MSMEs development are defined in a new SME Development Strategy for 2015-2020, it includes support to promote clusters, women entrepreneurship, entrepreneurial learning and business environment, this strategy was updated and the process to adopt it has been initiated. In the Federation the priorities for MSMEs development are defined in the Strategy for Economic Development for 2009-2018 and the Action plan for the period 2013-2015. Brcko District defined its MSME development priorities in a development strategy covering the period 2008-2017. The Cantons are responsible for a wide range of economic development activities including land use planning, local business development and they issue certain business permits. Cantons manage the forests and are responsible for implementing international forestry stewardships standards, and each canton has a tourism association responsible for tourism promotion. Most Cantons have finalised their development strategies: Central Bosnia, Tuzla, Posavina, Una-Sana and Western-Herzegovina Cantons have all adopted their strategies, Bosnia-Podrinje, Canton 10 - Livno and Zenica-Doboj Canton have finalised the process and it is expected that they will be soon adopted by their respective governments. Sarajevo Canton is developing their strategy and the Herzegovina-Neretva Canton is yet to start.  All strategies support the development of MSMEs.
The Cantonal strategies are rarely connected to strategic priorities of the Entities or local governments. This also applies to local government strategies. Although some strategies state that they take into consideration information and data from other strategic documents, overall there are no connections. Different timelines to complete strategies, duration periods that are not aligned, make it difficult to align strategies both horizontally and vertically. The strategies are poorly implemented because they are not backed up with realistic implementation plans, and are not tied to budgets.  Most strategies are not sector focused.

BiH is actively included in the implementation of the Small Business Act where the Ministry for Foreign Trade and Economic Relations (MoFTER) has a coordinating role. The RS has aligned its Law on the Development of SMEs in the RS and the Strategy for Development of SMEs with the principles of SME Act and has developed a network of institutions to ensure the strategy and law can be implemented. Both Entities regularly report on progress made on implementation.

Tourism: The relevant strategies at the Entity level are the Strategy for Development of Tourism in the FBiH for 2008-2018 (which was never adopted) and the Strategy for the Development of Tourism RS from 2011 to 2020. The FBiH also developed 15 Master Plans for the development of tourism in specific destinations, a RS completed a master plan for Jahorina. 
The tourism strategy in the FBiH priorities are to improve: accommodation facilities, transport related infrastructure, install tourism signs, address poor workforce skills, marketing, implement destination management, encourage public and private investments. The FBIH supports the development of 18 types of tourism products: holiday, sport-recreation, cultural, religious, business, gastronomy, health, eco, rural, ethno, special interest, event, thematic parks, adventure, entertainment, hyper, incentive, excursion. In the RS the focus is on rural tourism that incorporates ethno, eco, sport, adventure, educational tourism, as well as mountain, transit, religious, city and health/spa tourism. The strategy goals are to improve the tourism product, tourism infrastructure, develop new tourism services, workforce development, and promotion, encourage the establishment of networks to strengthen tourism including establishing clusters and tourism destination, improve the tourism legislative framework, public financing for tourism including the establishment of a tourism fund, and encouraging public and private investments in tourism.
Agriculture and Rural Development At the state-level the Law on Agriculture, Food and Rural Development of BiH
 provides a framework for the development of the rural sector. Following the adoption of the Council of Ministers’ Mid-term Program for 2016-2018, MOFTER formally
 received the role to prepare the Draft Strategic Plan for Rural Development in BiH, in collaboration with the responsible bodies in the Entities and the Brcko District. This is yet to be done. 

The Entities each have their own strategies, in the RS the Strategic Plan for Development of Agriculture and Rural Areas RS for 2016-2020, at the Federation level the Mid-term Strategy for the Development of the Agricultural Sector in the FBiH for 2015-2019. The RS strategy includes  the following goals: investing in agricultural holdings, investing in food processing marketing, developing human resources in rural areas, sustainable rural development, improving public service delivery for rural population, maintain cultural and natural resources, developing MSMEs in rural areas, rural tourism and strengthening rural development institutions. In FBiH the focus is on supporting: processors, provision of subsidies for horticulture, livestock, milk, honey and fish, climate change and organic production, diversification of incomes in rural areas, applying the LEADER approach, technical assistance, support for phytosanitary and extension services.
Innovation: The BiH Strategy of Development of Science and Technology 2010-2015 was adopted in December 2009, together with its Action Plan. The aim of the Strategy is to strengthen the role of research and development as a key element for the long-term development of BiH. The strategy’s goal is to strengthen networks and allow for joint research amongst universities and institutions in the European Research Network and European Research Area; development of research infrastructure according to international and EU standards. The strategy and its action plan are aligned with the Regional Strategy for Research and Development for Innovation in the Western Balkans. Currently a new Strategy and Action plan is being developed. BiH also joined the Horizon 2020 program in July 2014, and since 2009 is a full member of the COST program and one of the founding members of the COST Association, and an associate member of the EUREKA program. BiH is one of the country founding members of the regional Centre for Innovation for the Western Balkans, and BiH was involved in the development of the regional research and innovation strategy for the Western Balkans.

The Western Balkans (WB) Regional R&D Strategy for Innovation was adopted in 2013 by relevant ministries in the WB region and BiH is committed to its implementation. The four goals of the strategy are: (1) to improve the research base and conditions to achieve research excellency, (2) promote collaboration and technology transfer between research institutions and industry, (3) enable business innovation and innovative start-ups and (4) strengthen the governance of research and innovation policies.

At the Entity level the main strategies are the RS Strategy for Development of Science and Technology for 2012-2016 and the Strategy of Science Development 2016-2026 in the Federation, which was adopted as a draft. (The Government of FBiH is finalising this strategy). When it comes to the cantonal level, so far only Sarajevo and Tuzla Canton passed legislation to strengthen scientific research in their cantons. The RS strategy focuses on thematic priorities which are: agricultural and food, information and communication technologies, modern materials, health and medicine, energy and energy efficiency, climate change, and social aspects about the identity and development of RS. The general goals are to increase public awareness about the importance of science and technology for overall economic development, create an eco-system to develop research and development, strengthening human resource capacities for research and development, improve cooperative and knowledge transfer between R&D institutions and the private sector. In the FBiH the general goals are to develop tertiary education according to best international practices, promote research and researchers, develop infrastructure for R&D including universities, institutes and R&D centres. The functional goals focus on: sustainable development, expanded application of ICT technologies, improved energy efficiency, encouraging more patents, and strengthening R&D for economic development. The sector goals are: auto industry, metal, food and beverages, wood processing, and tourism sectors.
Local governance: Although generally isolated from the country economic development policies, local economic development practices are seen as drivers for job creation and poverty reduction.
 There are 145 local self-governments in BiH (80 in the FBiH, 64 in the RS and the BD). However, the municipalities are at different levels of development, local service delivery outcomes are uneven across local governments, and are especially poor in rural areas. Local governments play an important role in economic development, they can foster an enabling business environment as they have some competencies in land ownership, can build soft and hard business infrastructure to support development of local entrepreneurs. (However, they must implement these measures together with Entity governments.) Although a large number of municipalities have prepared their development strategies, these strategies remain isolated from budgets of the Cantonal, Entity and State governments.  Furthermore, local governments lack the capacity to transform their strategic priorities into implementable actions, to create pipelines of feasible projects, to attract external financial resources and to steer local development in partnership with the private sector and local communities. All these factors impede the successful realisation of local strategies and limit socio-economic development results. 
  The strategies are generally sector focused with goals to create new jobs.
2.1.2. Institutional setting, leadership and capacity

Micro, Small and Medium Enterprises: MoFTER is responsible for issues regarding business environment and single economic space, and promotion and development of entrepreneurship. MoFTER cooperates with the Entity and Brcko District to implement these activities. The competent Entity level authorities for MSME development are: the Federation Ministry of Development, Entrepreneurship and Crafts and the Ministry of Industry, Energy and Mining of Republika Srpska and the Republika Srpska Agency for SME Development. Also in the FBiH, institutions responsible for MSME development are Cantonal ministries for economy. At the Brcko District level there is the Department of Economic Development, Sport and Culture and its sub-department for Economic Development within the Brcko District of BiH Government.

The main nongovernmental stakeholders include the Foreign Chamber of Commerce of BiH, chambers of commerce (entities and cantons), employer associations (state and entities), universities, research centres, training providers, MSMEs, regional and local development agencies.

Tourism: MoFTER is responsible for coordinating the activities of the Entity ministries and the responsible bodies in the Brcko District. According to the Law on Ministries and Other Administrative Bodies, article 9: MoFTER BiH is responsible for conducting tasks that are under the responsibility of BiH which are in regards to defining policies, basic principles, coordinating activities and coordinating plans of entity government bodies and institutions at the international level in the areas of: agriculture, energy, environment, development and usage of natural resources and tourism.
 
Both Entities have ministries that cover tourism: the Federation Ministry of Environment and Tourism and Ministry of Trade and Tourism of RS. In BD, there is an Office of Tourism that is a part of the Department for Economic Development, Sport and Culture of the Government of BD.

A Tourism Working Group was established to coordinate tourism activities by MoFTER in 2007 in order to improve coordination amongst different levels of government and it includes the Entity Ministries for Tourism, Brcko District, and Foreign Trade Chamber. The working group is not a formal group and has no legal status, budget or secretariat. This is an Advisory Group that has not formal status.
Agriculture and Rural Development: At the state level, MoFTER is responsible for undertaking tasks and activities under the responsibility of BiH which relate to defining policies, basic principles, coordinating activities and aligning plans of entity bodies, governments and institutions at the international level in the areas of: agriculture and other areas as stated in article 9. of the Law on Ministries and other Administrative Bodies of BiH.
 MoFTER has a number of departments that are responsible for these activities: Veterinary Office of BiH, Office for Plant Health Protection BiH, and the Office for Harmonization and Coordination of Payment Systems in Agriculture, Food and Rural Development BiH. As an independent administrative organization under the Council of Ministers of BiH, the Food Agency of BiH undertakes activities in regards to food safety. Also, MOFTER is responsible for defining the framework for agro-economic policy, in collaboration with the responsible entities bodies and Brcko District of BiH, and to ensure that all sector policies, regulations, programs and measures which are undertaken at all administrative levels in BiH are aligned to the framework goals and measures for support to agricultural and rural development in BiH
.
The main institutions responsible for managing the agricultural and rural development sectors in the Federation, Republika Srpska and Brcko District are: the Federation Ministry for Agriculture, Waterways and Forestry, the Ministry for Agriculture, Forestry and Waterways of Republika Srpska and the Department for Agriculture, Forestry and Waterways of the District of Brcko.
Innovation: The Ministry of Civil Affairs of BiH is responsible for coordination of activities and harmonisation of plans of Entity authorities, defining strategies at the international level in the area of science, and representing the country in international bodies and associations. The responsible ministries for science at the entity levels are the Federation Ministry of Education and Science in Federation of BiH and Ministry of Science and Technology of Republika Srpska.  In the Federation of BiH the cantonal ministries also have some responsibility for innovation development as well. At the national level there is a BiH Science Council and the entities have their own science councils as well. Better coordination between the economy and industry ministries and the ministries responsible for innovation to ensure that innovation supports overall competitiveness as the sustainable development of the research and development sector in the country depends on how effectively the research results are applied commercially, especially those financed by the public sector.
The key actors in this sector include: universities, innovation and research centres, MSMEs, development agencies, chambers of commerce, social partners, industry, sector associations (clusters etc.), business institutions, non-governmental organisations and other public and private institutions/organisations.
Local governance: The legal framework governing local self-government in BiH lies at the Entity level and, within the FBiH also at the cantonal level. The principal relevant laws in BiH are the RS Law on Local Self-Government and the FBiH Law on the Principles of Local Self-Government. The RS Ministry of Administration and Local Self-Government (MALSG), is the regulator of the Law for Local Self-Government which stipulates the system for local self-governance in the RS. MALSG developed a Strategy for Local Self-Government Development 2009 – 2015. In the FBiH there is no ministry for local self-government, the FBiH Ministry of Justice is vested with the authority to exercise oversight over the implementation of the relevant legal framework. 

2.1.3. Sector and donor coordination

As this sector is not typical and includes a number of subsectors all of which have in common strengthening economic and social development at the local level, actual sector coordination is yet to be developed.

Overall donor coordination is divided between the Directorate for European Integration (DEI) of the Council of Ministers and the Ministry of Finance and Treasury of BiH. DEI is responsible for coordination with the EU donors. The Ministry for Finance and Treasury of BiH coordinates all other donors and international financial institutions. The Ministry of Finance and Treasury organise meetings of the Donor Coordination Forum and publish an annual donor mapping report which shows all current donors in BiH and their programs. Other levels of government regularly consult with donors as well. 
The EU Delegation in BiH holds regular meetings with the EU member states with the goal of obtaining input about public policies and directing the EU and bilateral assistance of member countries in order to ensure better coordination of support. They also collaborate with other donors through regular meetings of the Donor Coordination Forum which the Ministry for Finance and Treasury organises twice or three times a year.

The donor community has established a working group to coordinate activities regarding local economic and governance development. The following donors support local economic development: Swedish International Development Agency (Sida), Swiss Embassy, KfW, United States Agency for International Development (USAID), International Financial Corporation (IFC), GiZ, United Nations Development Program (UNDP), the UN Agency for Refugees (UNHCR), and the United Nations Children’s Fund (UNICEF) and the International Organization for Migration (IOM).
 UNDP regularly convenes working group for projects that support local economic development and governance where donors exchange information about current and future projects. Regular coordination at the sector and program level allows for synergy and complementarity of donor interventions in this area.

Micro Small and Medium Enterprises: There is currently no coordination between donors or between donors and government regarding support to the MSME sector and there is no coordination amongst different levels of government (horizontal and vertical) in this area. There is no overall donor coordination although governments coordinate with individual donors on a bilateral basis.
Tourism: The main mechanism for sector and donor coordination is through the Tourism Working Group, as discussed above. The Working Group is an advisory group whose role is coordination, while implementation occurs at the Entity and Brcko District levels. The Working Group can only implement activities with the approval of the entities and Brcko District.
Agriculture and rural development: The agriculture and rural development activities are coordinated through a working group which coordinates and plans international assistance. The working group collects data about donor support to the sector to prepare the annual report for agriculture, food and rural development in BiH. They also exchange information in order to avoid overlap.
The main donors in this sector are the European Union, Japan, the Netherlands, Sweden, the Czech Republic, Germany, USA, Switzerland and the UN. Many EU member countries provide support in certain sectors. International financial institutions like IFAD and the World Bank provide rural agricultural loans to BiH.

2.1.4. Mid-term budgetary perspectives 
The legislative framework for the budget systems of governments at all levels is defined by the relevant laws on budget: at the level of BiH:  Law on Financing of Institutions of BiH; in the FBiH: Law on Budgets of the FBiH; in RS – Law on the Budget System of RS. As for the description of the sector budgets on an annual level, they must be based on and comply with the government fiscal data, particularly with the Medium Term Expenditure Framework (MTEF). 

The global framework of the fiscal balance and policies in BiH for the period 2015-2017 was drafted on the basis of the Law on the Fiscal Council in BiH
. The document contains all the necessary elements, which are indispensable for fiscal policy-makers in BiH to produce their document of the framework budget 2015-2017. These elements are fiscal targets defined as the primary fiscal balance (the primary surplus and the primary deficit), projections of total indirect taxes based on macroeconomic projections and their allocation for the next fiscal year, as well as the upper debt limit of the budget of the institutions of BiH, FBiH, RS and BD BiH.   

An important Decision that was adopted by the Council of Ministers is the Decision on the Process of Short-term Planning, Monitoring and Reporting in the Institutions of Bosnia and Herzegovina
 and Instruction on Methodology in the Process of Midterm Planning, Monitoring and reporting in the Institutions of Bosnia and Herzegovina
 which will contribute to developing more efficient programme budgeting and improved linkages with public institutions by introducing strategic planning into BiH institutions. 

In this regard, the Council of Ministers (CoM), at the proposal of the Directorate for Economic Planning (DEP), adopted the first Medium Term Work Programme of the Council of Ministers of Bosnia and Herzegovina 2016-2018, ensuring quality management of development in accordance with competencies of the CoM and the Institutions of BiH. 
 This program follows the Reform Agenda, and contains general, medium-term, strategic goals and activities to be implemented by 57 institutions of BiH reporting to the CoM, and establishes, for the first time, the system for planning which is essential to obtain funds from the EU and other development partners.

The Decision on the Procedure of Mid-term Planning, Monitoring and Reporting in the Institutions of BiH began to be applied at the start of the budget year 2015.
 This Decision has created conditions for the institutions of BiH to develop a better strategic basis for medium-term planning and is linked with the budget. The general aim of the issuance of this Decision is to provide a planning basis for good development management in accordance with the competencies of the CoM and institutions of BiH. Specific objectives of the Decision are to harmonise and coordinate the planning process in the CoM and BiH institutions, to achieve optimal allocation of resources for priority tasks and projects, as well as to improve the monitoring process for programmes and plans, and reporting on their implementation.

The new Economic Reform Program (ERP) 2016-2018 outlines the fiscal framework of the general government at the BiH level, and was prepared on the basis of inputs submitted by the Entities (FBiH and RS), BD BiH and the Institutions of BiH. It indicates firm dedication of all the levels of government to decrease spending below 40% of GDP through various measures and policies and reforms described in the ERP.

Table 2:  Fiscal framework of the general government in BiH for the 2014-2018 period
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Source: ERP 2016-2018, DEP

Fiscal consolidation and deficit decrease will be achieved mainly on the expenditure side, while on the revenue side, measures will be taken, including policies, for mitigating grey economy and evasion of tax systems. 
Framework budget document of the institutions of BiH (FBD) for the period 2016-2018
 represents the preliminary draft of the budget of institutions of BiH for 2016
, together with the framework plans for the following two years. Key goal of the FBD is to set macroeconomic, fiscal and sector policies in the centre of the planning process and process of drawing up a budget, recognizing that the budget is the main instrument for the realization of financing priorities of the institutions of BiH. These financing priorities are adopted in the strategic documents of the CoM.
The RS Government adopted the RS Framework Budget Document for the period 2015-2017 where the planned budget framework is defined. The Government of RS adopted the Revised Framework Budget Document of Republika Srpska for the 2016-2018 period. The Law on Fiscal Responsibility in RS, adopted in 2015, will significantly improve fiscal responsibility and discipline related to spending public funds throughout the budget system of RS, on both levels, that of the RS and that of local self-government units and non-budget funds. The primary goal is for all the entities participating in the budget system to provide their total outstanding obligations, define real plans to pay their accounts payable in the following period and enable for budget deficits in accordance with allowable levels. This will allow for any savings in the budget to be directed to capital spending. Adoption of this Law enables further improvement of the public financial system by strengthening fiscal responsibility, transparency and medium term and long-term sustainability of public finances. Likewise, this Law aims at strengthening responsibility for the legal expenditure of budget funds through improved control and monitoring with the aim of ensuring fiscal discipline. In 2016, the RS is planning to continue improving the operations of all audit and control bodies in the RS, and concurrently focusing on reforming the inspection administration in all sectors, by proposing Amendments to the Law on Inspections in RS.
 

The Government of FBiH adopted its FBD for the period 2016-2018. Implementation of fiscal consolidation measures at the lower levels of government in the FBiH is coordinated through the Fiscal Coordination Body of the FBiH. Formation of governments at all levels of government in the FBiH after elections in October 2014 presented possibilities for discussing current fiscal situation in the FBiH. Conclusions, focused on, among others, finding methods for decreasing accumulated deficit in Cantons with the aim of stabilising public finances in the entire FBiH. In this regard and taking into consideration the recommendations formulated at the meeting of the Subcommittee for economic and financial issues and statistics held in Brussels in May 2015, the Parliament of the FBiH adopted the Law on Amendments to the Law on Budgets in the FBiH amending the fiscal rule and replacing the obligation of settling the current deficit by settling the accumulated deficit in the next five years. This should ensure planning certain amounts for covering the accumulated deficit, during budget planning at all the levels of government in the FBiH which should mean that after five years the entire deficit should be paid off.
2.1.5. Performance assessment framework

Reporting on the number of strategies in different sectors and their corresponding action plans is performed at different government levels. Reporting is based on data from institutions such as statistics agencies and chambers of commerce, but also quantitative and qualitative data collected from the local level. For the MSME sector, BiH regularly reports on the implementation of the Small Business Act. However, there is no Sector Performance Assessment Framework (PAF) for any of the analysed subsectors in the SPD. The indicators for the period 2014-17 are part of the ISP for BiH. They are split into three groups:
· Context indicators such as: public debt, real GDP growth rate, unemployment rate, GDP per capita prices, FDI per capita etc.

· Outcome and impact indicators such as: progress made in reaching the political criteria, progress made on implementation of acquis, meeting economic criteria, employment etc.

· Sector indicators: such as: Progress made towards meeting accession criteria and Doing Business - Distance to frontier (score).

2.1.6. Public finance management (incl. budget transparency)

The Public Finance Management (PFM) system defines procedures of re-direction of public funds and management thereof in a way that ensures fiscal discipline, monitoring of strategic priorities, and the provision of efficient use of public funds. Public finances are an area where expectations of the EU are the highest. Action Plan 1 of the Public Administration Reform Strategy of BiH identifies 4 primary aspects of public finances, within which reform activities will be implemented. 
 They are as follows: 

· Dimension of policy creation in the public finance system;

· Increasing the efficiency and effectiveness of the budget management and budget preparation;

· Improving the accounting framework and treasury system operations; and

· Introduction of Public Internal Financial Control (PIFC) in accordance with the EU requirements.
 

The fiscal consolidation includes a number of measures relating to the reduction of public spending, improvement of the collection of public revenues and more efficient work of the control bodies. The introduction of programme budgeting seeks to create conditions for further savings through optimisation of the number of employees, reduction of allocations for salaries and other employee benefits, reduction of potential borrowing so that funds can be made available for additional investment, or to support the economy. Budget transparency is achieved by publishing the budget in Official Gazettes, on websites of institutions, by publishing public calls for the allocation of grant funds and transparent criteria for the allocation thereof. 

The most relevant document assessing PFM in BiH is the PEFA Assessment (May 2014) developed by the World Bank, through the Strengthening the Accountability and the Fiduciary Environment funded by the EU. The Assessment describes the PFM systems in BiH as being characterised by a lack of fully adequate internal controls (especially in public procurement); therefore the different PFM systems are considered vulnerable to inefficiency and waste. More precisely, in budget reporting, the fact that the charts of account of the Council of Ministers of BiH, the Entity and Brcko District governments are not harmonized, hampers access to consolidated data. 
Consolidation of data for all general government levels (Council of Ministers of BiH, Entity governments, Brcko District, Cantonal and local governments) is complex especially in the Federation, and data are generally not used to inform policy decisions. In the context of budget scrutiny, better follow-up on external audit findings and recommendations are missing. Performance audits are completed at the level of the Council of Ministers of BiH, the Federation Government of BiH, the Republika Srpska government and the Federation Cantonal governments and municipal governments, however the findings from the report are rarely used to develop new policies.
Another important contribution to assess PFM in BiH is the EC DG Budget report which was completed after a fact finding mission to BiH held in late 2014 on PIFC and External Audit. The mission confirmed largely the findings of the PEFA assessment and highlighted that the development of PIFC is still at an early stage. Recent activities have focused on the establishment of an internal audit system. 

Unlike other aspects of PFM in the BiH, the Public Procurement Law is unique because it was adopted at the state level.  At the Entity level, Brcko District and municipal government level, the governments regulate their public procurement matters in compliance with this law; there is no separate procurement law at the level of the Entities or DB. The Law strongly aligned to the EU acquis, shows that the authorities are committed to adopt new measures to strengthen governance, enhance transparency, and bring procurement practices in BiH more in line with those in the EU. The institutions of all governments (Council of Ministers, Entity governments, Brcko District government, Cantonal and municipal governments) implement public procurement procedures in accordance with the law and regulations, however the procedures are long and rigid which results in tenders often being repeated and the appeal process taking long to finalise.
The ERP 2016-2018 pillar on PFM is covered by all three levels of government in BiH: State-level, the FBiH, the RS and BD. While the State-level is responsible for public procurement reforms, the responsibilities of the entities include fiscal discipline, financial control and internal audit. The main challenge in this reform area is the high level of public debt, considerable reliance on donor funding, underdeveloped capacities for internal audit and a weak monitoring role of the Public Procurement Agency, the high administrative burden of tenders, lack of financial management and control at the State-level, as well as insufficient fiscal discipline. Both in RS and FBiH, a huge tax burden is imposed on labour.

2.1.7. Macro-economic framework

The macroeconomic framework of BiH was developed by the Directorate for Economic Planning of BiH and presented in the document National Economic Reform Programme for 2015
 and BiH Economic Reform Programme 2016-2018 (ERP).
 The report forecasts a continuation of positive economic trends in 2015, in particular the reduction of the foreign trade deficit and boost of export demand as well as the strengthening of competitiveness of BiH exports which should lead to economic growth of the BiH economy by 4.1% in 2016, and 4.4% in 2017. Economic growth should primarily occur through further strengthening of exports, private consumption and investment, and due to the recovery of industrial production.
Table 3: Main macroeconomic indicators 
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There are both external and internal risks to prevent growth. External risks include the slow recovery of the EU economy and regional countries. As the EU countries are BiH's largest trading partners, the slow recovery in the EU will impact BiH's exports, the recovery of the industrial sector, employment and capital flows. Reduced foreign investments from the EU and regional countries would also slow economic growth in BiH. External economic development and the recovery of key export markets are out of the control of BiH authorities. As the general macroeconomic framework assumes sustainable fiscal consolidation through implementing planned reforms the greatest area of concern are internal political risks. The challenging political environment in BiH represents a clear risk to achieve the necessary reforms – including necessary fiscal measures which will in time may also need to be adjusted.

Unemployment remains persistently high in BiH and is currently at 27.7% (25.8% for men and 30,7% for women). However, youth unemployment is amongst the highest compared to regional countries and is 62.3% for youth aged between 15 and 24 years old. There has been a slight improvement in the activity and employment rates, which are still low. Activity rates improved and have reached 44.1% (compared to 42.1% in 2014).
 The most recent analysis, as presented in BiH ERP 2016-2018, states that with the assumed economic growth in 2016, gradual recovery of labour market is expected to continue. Developments in the EU could determine the business activity of the BiH enterprises. The expected rise in the volume of demand, both in BiH and in the EU, would reflect on in the increase in volume of operations and have a positive impact on rise in the number of employed persons (1.7% y-o-y). In 2017 and 2018, BiH is set to see an increase in volume of demand, investments and trade, which would have a positive impact on the creation of new jobs and rise in average net salaries. It is assumed that the total number of the employed in BiH could rise by 1.9% in 2017, and up to 2.1% in 2018. Increase in volume of operations of the BiH companies would positively reflect on wages of the employed persons. The assumed average net salary in BiH could be higher by 1.9%-2.1% in 2017 and 2018, respectively. 

Graph 1: The main labour market indicators in BiH
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Source: BHAS, Employment bureaus in BiH, DEP projections 2015-2018
A rapidly growing public debt and associated risks and refinancing are sources for macroeconomic sensitivities. The general public debt continued to grow over the last few years and by the end of 2014 reached 45.1% of GDP. The program to repay the public debt is concentrated in the next few years which further jeopardises financial stability as there is little fiscal space and possibilities to reach international capital markets. Payments for servicing public debt in 2014 reached 5% of GDP because of increased payments of short-term government bonds to cover the lack of resources to pay IMF stand-by arrangements.

2.2. Overall assessment
The competitiveness sector is recognized by the BiH authorities and the international donor community as key sector to create jobs and increase economic growth. It however, needs targeted support to help the private sector improve its ability to compete in the EU. There are a number of strategies that cover the subsectors of competitiveness at the sub-national level. The Entity strategies for the development of SMEs are especially important as they include a number of economic sectors. However, there is still no state strategies for MSME, agriculture or tourism sectors and this needs to be addressed. However, commitments have been made to develop competitiveness through the Reform Agenda and the SEE 2020 Strategy both of which deal with aspects of MSME development. The state level Strategy covering aspects of research and development for fostering private sector development exists, and an initiative has been undertaken to draft a new one. The Entities have strategies for research and development, as do some cantons. Monitoring capabilities of all strategies have to improve as well as better medium-term budgeting is required.

There are clearly assigned lead ministries responsible for each subsector. MoFTER is a lead coordinating institution in MSME, agriculture and tourism sector, and the Ministry of Civil Affairs coordinates innovation related to the science and research However, the main competencies for these sectors is at the entity level. Data on strategic planning capacities is not fully available. Overall capacities within all institutions need to be developed. 

Sector and donor coordination mechanism are most developed in the field of agriculture and tourism, whereas MSME and innovation sector do not have established formal working groups on this matter although coordination does occur on a project-by-project basis. 

This SPD deals with improving competitiveness at the local level which is the most advanced towards implementing integrated economic development. Most local governments have strategies in place, and donor programs, particularly IPA 2014 programs will further strengthen capacities to implement strategies. 
3. Relevance with other policies and strategies

The Copenhagen Agreement which provides the membership criteria which BiH must attain, include the economic criteria that states that producers have the capability to cope with competitive pressure and market forces within the Union. These requirements have been articulated in the Stabilization and Association Agreement (SAA) which states that BiH needs to develop and strengthen its private sector, small and medium-sized enterprises and ensure adherence to priority areas related to the Community acquis in the field of SMEs, as well as the ten guidelines enshrined in the European Charter for Small Enterprises. In the area of tourism, the SAA calls for the strengthening of the flow of information on tourism through international networks, databanks, strengthening cooperation between tourism stakeholders - enterprises, experts and governments and transferring know-how.  In the field of agriculture the goal is to modernise and restructure the agriculture and agro-industrial sector in BiH, in particular to reach veterinary and phytosanitary Community requirements and support the approximation of BiH legislation to the Community rules and standards. The SAA states that an employment policy should be developed to strengthen economic reform and integration, raise the level of vocational education and training. In the areas of innovation, the SAA calls for further improvement of research and technological development, and commits BiH to strengthen its regional and local development cooperation to enhance economic development and reduce regional imbalances.

The EC BiH 2015 Report stated that BiH is at an early stage in developing a functioning market economy. In the field of MSMEs the informal sector continues to impede the ability of legally registered businesses to compete because of poor law enforcement and insufficient anti-corruption measures. BiH also has a national Small Business Act (SBA) coordinator. The lack of a State-level SME strategy and SME definition hampers policy harmonisation and assessment of how the SBA is being implemented country-wide. The double registration requirement in both Entities for business registration has yet to be resolved, possibly through mutual recognition. The lack of a unified, country-wide economic area and shortcomings in the regulatory environment continue to hurt the business environment. Barriers include high costs of compliance with regulatory burdens; gaps in implementing laws and regulations at Entities and sub-Entities level, with sometimes contradictory regulations; lack of targeted support for SMEs; and lack of coherent and high-quality infrastructure covering the whole country. BiH has still not joined the EU’s COSME programme for the competitiveness of enterprises and small and medium-sized enterprises as negotiations are still underway.
 

In the area of agriculture and rural development policy the Entities’ policy framework was improved by adoption of the Federation's Medium-term Development Strategy of the Agricultural Sector for 2015–2019 in June and of the Strategic Plan for Development of Agricultural and Rural Areas of RS for 2016-2020 in May. Little has been done to establish the necessary institutional structures that would allow the use of the Instrument for Pre-accession Assistance for Rural Development (IPARD). The Progress Report also points out that improvements in productivity and competitiveness remain hampered by the lack of an efficient administration and effective rural credit schemes. Poor land registration systems are also obstacles to agricultural growth and according to the Report they need to be harmonised country-wide, and land management needs to be strengthened.

In the area of tourism, the Report states that tourism statistics needs to improve, which is crucial for policy development.

On research and innovation policy, network of National Contact Points were established for the Horizon 2020 programme, however there is still low participation in the program. The Report confirms that further efforts are needed to increase the country's participation in particular on research and innovation actions on societal challenges and on participation of SMEs as well as on scientific excellence in general. BiH is participating in COST, the framework supporting trans-national cooperation among researchers, engineers and scholars across Europe, however participation in Eureka is less successful. BiH cooperates at regional level as co-signatory of the Regional Strategy on Research for Innovation, with the Central European Initiative and with UNESCO. According to statistical data from BiH, the total expenditure on research (both public and private investment) was less than €69.6 million or 0.27% of GDP in 2012.
SEE 2020 This SPD contributes to the SEE 2020 Integrated Growth pillar in regards to promotion of regional trade and investment linkages. The Smart Growth pillar of the SEE 2020 calls for the transformation of the national science and innovation systems towards a modern triple helix model which is in-line with this SPD. It supports improved cooperation between private sector and research and education institutions as means for fostering competitiveness based on innovation. The Competitiveness Dimension of the Sustainable Growth pillar regarding regional cooperation in the areas that are also included in this SPD are: SME development, including clustering and foreign investment and SME linkages, strengthening regional value chains. In the SEE strategy, the governments selected a number of priority sectors to increase the introduction of different measures and instruments in five mentioned pillars, these are the sectors of food and beverages and tourism which have the potential to develop into regional value chains. Under these sectors, sector working groups were formed which include representatives from the government and the private sector. Under SEE 2020 creative industries are also included, and culture and cultural heritage are stated as being key resources for sustainable socio-economic development through cultural tourism.
EU Strategy for the Adriatic and Ionian Region EUSAIR The specific objectives of the EUSAIR Pillar 4 of sustainable tourism include diversification of the macro-region’s tourism products and services, finding ways to address seasonality of inland tourism demand; improving the quality and innovation of tourism offer and enhancing the sustainable and responsible tourism capacities of the tourism actors across the macro-region. The pillar focuses on two main topics: diversified tourism offer (products and services) and sustainable and responsible tourism management (innovation and quality).

EU Strategy for the Danube Region EUSDR Among eleven priorities of the EUSDR three are important and connected to the respective SPD, namely, priority 3 - Culture and Tourism, under the Connect the Region Pillar and the priorities 7 - Knowledge society and 8 – Competitiveness under the Building Prosperity Pillar.
The BiH Reform Agenda sets out priority measures to boost the economy, create jobs and move towards the EU. The EU was closely involved in the development of the priority measures which include: business climate and competitiveness to eliminate barriers to investment, simplifying and automatizing business registration; expediting procedures for getting construction permits and electricity; facilitating exports by continuing to strengthen the national quality control in line with EU requirements. 

Strategic Framework for BiH was prepared by the Directorate for Economic Planning of BiH and was adopted at the 19th session of the CoM of BiH in 2015. It was prepared in accordance with the Decision about the Procedure for Mid-term Planning, Monitoring and Reporting about the Institutions in BiH. This document will serve to guide as strategic goals for the preparation of the mid-term program for the work of the CoM for 2016-2018.
Lisbon Strategy highlights the importance for improved functioning of the internal market in order to be able to respond to new economic challenges, and the importance to further strengthen consumer and business confidence in the internal market. Special attention needs to be given to supporting MSMEs, including those in the cultural and creative sectors because they can spur growth, open new jobs and innovate. 

Part two – sector support
4. financial assistance context 

4.1. Relevance with the IPA II Indicative Strategy Paper
An objective of the IPA Indicative Strategy Paper for BiH states that support needs to be provided to integrate measures to enhance competitiveness and growth at local level to create opportunities for economic recovery. Furthermore, the ISP calls for a collaborative approach to local development that is based on overcoming obstacles to growth through cooperation and encouraging partnerships that will focus on job creation, employment and social inclusion, focusing on economic and social development at the local level, building on the ownership and partnership of local and regional stakeholders, including local governments, private enterprises, in particular MSMEs, and education, training and research institutions, cooperatives, development agencies, non-governmental organisations and civil society. 

In addition, the ISP states that the EU will aim to support BiH's private sector development with a focus on developing export-oriented sectors and the agro-rural and tourism sector.  In supporting competitiveness, the EU will assist BiH to identify and prepare investment projects and in obtaining local and international loan funding. A further objective is to improve MSME's access to advisory services and to create financing. As it concerns the agro-rural sector, EU assistance aims to implement pilot projects, in particular to improve farmers' business standards and management. Other areas of support include: improved cooperation between the private sector and education, training and research institutions to identify and close skill gaps in the labour market. Support in this area will make MSMEs more capable of expanding their markets, and as demand for their products increases jobs along the value chain will be created. This in turn will improve livelihoods overall.
The IPA II indicative strategy foresees the following results:
(i) better planning capacities at local level will lead to improved economic governance and will lead to increased competitiveness and job creation through local MSMEs; 
(ii) better investment climate and eased access to loan funding; 
(iii) coordinated skill needs assessment will lead to an increased employability of local population and will improve the social inclusion situation in local communities and 
(iv) the overall improved economic environment will enable durable solutions for the most vulnerable. 

These results will be achieved through this SPD, the Employment with Education and Social Policy SPD and Actions implemented under IPA2014.
4.2. Lessons learned from past and on-going assistance 

The IPA assistance aimed at strengthening competitiveness and innovation in the past included a wide range of activities including technical assistance as well as grant schemes provided to strengthen MSMEs, regional and local economic development and tourism sector. 

Past projects for MSMEs include the IPA 2007- EU Support to Institutional Capacity Building for Regional and Local Economic and SME Development, under which strong capacity building program was provided on various MSME development topics, such as business clusters, management and administration of business zones, financial instruments for MSMEs, development of feasibility studies for investment projects, business planning, FDI attraction and MSME consulting. IPA 2013 project to support MSMEs competitiveness involved transfer of knowledge and exchange of good practices to implement the Small Business Act by supporting MSME cooperation in the wider regional and EU business and innovation network. Under IPA 2008 and 2011 local initiatives and partnership activities were supported through grants schemes aiming to support MSMEs Competitiveness; IPA 2009 supported bankable business infrastructure advisory services. Under IPA 2012, the EU supported the Establishment and Strengthening of Business Infrastructure for SME Competitiveness project. The Entrepreneurial Learning in BiH Education Systems – Phase II project provides support to develop curricula to integrate entrepreneurship key competencies in schools.

The EBRD's Small Business Support programme funded under the IPA 2009 programme assisted 136 SMEs to develop their businesses. The results were significant, with 78% of assisted companies reporting an increase in their revenues over the project’s lifetime. The programme also made a substantial contribution to job creation, with an average increase in employment by more than 20% among the assisted enterprises. As part of the Private Sector Support Facility for the Western Balkans, EBRD successfully piloted the SME Competitiveness Support Facility (co-financed by IPA funds) under the Multi-country programme. The funds were distributed via local banks and demand for the financing has far outstripped the available funding. A total of 11 MSMEs benefited from these loans by making investments fully compliant with EU production standards/directives. The existing Small and Medium Sized Enterprises Competitiveness Support Facility will be replenished by IPA funding through IPA 2014 Action in order to further support MSMEs investments in the preparation for EU accession.

On regional level the WB Enterprise Development and Innovation Facility (EDIF) supported under IPA, increased financial resources to MSMEs and provided them with technical assistance for strategic investments. 
Many of these activities have not been evaluated, however a self-evaluation of IPA assistance to SME, local and regional development conducted in 2012 concluded that the projects implemented under this programme were relevant for the country wide needs, they provided a geographic balance, improved stakeholders’ cooperation and promoted relevant EU polices. The main recommendations of the assessment were to better define effective indicators, to update them regularly and to monitor the achievements of the project objectives at the policy level.

IPA assistance under tourism included the IPA 2008 technical assistance project to Support the Tourism Industry in BiH. An evaluation of the project recommended that future assistance should be targeted to specific, tangible and well defined projects at micro locations and incorporate human resource development. The evaluation also recommended that enhanced communication between key tourism institutions and policy makers is crucial to strengthen relationships with local level governments and tourism stakeholders. 

EU funded two projects from IPA 2007 programme to support the development of the agricultural and rural sector, namely the Support for Rural Development Programming in BiH and Strengthening and Harmonisation of the BiH Agriculture and Rural Sectors Information System. Projects from IPA programmes 2008-2010 were mainly cancelled due to the lack of agreement on the IPARD structure requirements in the country. There can be significant ramifications for agriculture in BiH as there is no continual application of pre-accession funds from the EU, there is no technical assistance to build the capacities for aligning legislation and practices to fulfil the criteria for full membership in the EU, 

Nonetheless, BiH in this field is benefiting from smaller scale interventions from the Cross Border Cooperation programmes and IPA II Multi-country programme that supports the South East Regional Rural Development Standing Working Group (SWG RRD). The focus of activities of SWG RRD is related to economic development of rural cross-border areas in the Western Balkans by facilitating regional cooperation between rural stakeholders (local government, civil society and private sector). The Preparation for implementation of Area Based Development in the WB, phase II is ongoing. The main objective of this grant scheme is to strengthen integrated economic development in the Drina-Tara and Drina-Sava regions through support to the entrepreneurial initiatives and focusing on tourist offer in the region and improving production chains of agricultural products and food, as well as improving tourism services through integrated projects for fostering cooperation between participants in the value chain. Also, a Rural Livelihood Development Project, financed by an IFAD loan, OPEC Fund for International Development (OFID) loan and contributions from both entities' governments, support sustainable livelihoods, particularly the incomes and employment, in project area rural communities, by improving agricultural production and farmer organisations, supporting rural enterprises and providing rural finance. The Fostering Agricultural Markets Activity project – jointly financed by the United States Agency for International Development (USAID) and the Government of Sweden helped BiH expand its economy and prepare for accession to the EU through assistance that improves the competitiveness of BiH agricultural producers and businesses. The recent evaluation of this programme recommends that clear communication protocols between the activity and the main local stakeholders are needed to ensure that donor interventions and local government interventions do not overlap. Also, the successful cooperation of stakeholders, including public and private sector actors can increase local ownership of the activity and the probability of sustainability after the activity is complete. For the design stage of future activities it is recommended to integrate appropriate impact evaluation early in the program cycle.

5. PURPOSE OF IPA II SECTOR SUPPORT AND DESCRIPTION OF THE PRIORITIES FOR ASSISTANCE

5.1 Description of the sector priorities for assistance

Overall and specific objective

The overall sector assessment and the summarised SWOT analysis shows that a number of interventions are needed to overcome obstacles to improve competitiveness, encourage innovation and create jobs. The assessments and Sector Working Group confirmed that the country needs to support export-orientated sectors, as well as tourism and the agri-sector to achieve these goals. At the same time, the needs of vulnerable groups should be taken into consideration when planning interventions to foster sustainable and equitable growth. 
The overall objective of this Strategic Planning Document is to:

Strengthen BiH’s ability to become a competitive and innovative economy by  improving the business environment, strengthening export-orientated, agro-rural and tourism sectors, ensuring more sustainable development of under-developed areas and providing equitable economic opportunities for vulnerable groups (refugees/returnees, IDPs and Roma).

The specific objectives that will be pursued under this SPD are:
· Support MSMEs in selected micro-locations (which are made up of more than one local government) in competitive sectors with the goal of improving their competitiveness and innovative capabilities and thereby creating new jobs.
· Improve the business environment at the local government level with the goal of easing business operations for the private sector.
· Develop tourism destinations and integrate local MSMEs into tourism value chains in order to achieve benefits from increased tourism visits and expenditure with the goal of increasing economic development of tourism destinations. 
· Support under-developed local governments by integrating them in competitive agro-rural value chains and connecting them with developed local governments with the goal of improving their ability to create new jobs and increase incomes.
This SPD will be closely aligned to the Employment with Education and Social Policy SPD, and these documents should complement each other. The Competiveness and Innovation: Local Development Strategies SPD will implement interventions to create job opportunities whereas the Employment with Education and Social Policy SPD will implement interventions to ensure that employees and potential employees have the skills that meet the needs of private sector and hence are more employable.
This SPD provides interventions at the local level, however for competiveness to improve actions need to be taken at higher levels of government. This strategic approach optimises available resources, but additional efforts need to be undertaken to address significant gaps in improving competitiveness and these include infrastructure works in areas like improving transport for goods, rehabilitating tourism-cultural sites. Support in all of these areas are required and should be included in interventions beyond 2017.
The area of competiveness is broad even at the local level and the selected interventions were based on areas that were considered urgent to be addressed and areas where there were counterparts that had the capability to implement the activities. However, the proposed activities were also restricted by the types of implementation methods that can be applied.  The Indicative Strategy Paper for IPA II for BiH clearly stated what types of contracts can be utilised under IPA II and excluded works contracts. Therefore, despite the repeatedly requested need to address infrastructure needs at the local level to improve local economic development, including improving road infrastructure for better transport of goods, investments in business zones to attract investors etc, these will not be supported under IPA 2016 and 2017. 
The interventions below will be addressed through two main mechanisms – technical assistance combined with grants. The advantages of applying this combination are that grants are more cost effective, and can incorporate a wide range of sub-tasks. Grants also build local capacities to manage EU funds and prepare them for future EU funding mechanisms. However, the disadvantage is that due to limitations of the value of the grant, there will be a need to implement more grants which will increase the amount of management and oversight requirements for the grants. The other advantages of using grants is sustainability because grants will at the same time embed solutions in local institutions, require actual co-funding from private and public sector institutions, and build capacities for staff to deliver activities. 

To support this, a technical assistance project is needed to provide technical guidance to the grants and oversee monitoring of their implementation. This technical assistance project will have a second element to address business environment reforms at the local level. Business environment is best delivered through technical assistance whereby more oversight can be provided through direct management.  The disadvantages of this approach as opposed to delegation agreements, is that they take longer to be contracted. 

The overall responsibility for implementation will be the EU Delegation to BiH as they have direct management authority over programming in BiH.
5.1.1 Priority Area Competitiveness and Innovation
The priority area of Competiveness and Innovation will mainly be addressed to implement interventions at the local level to strengthen the ability of MSMEs in competitive sectors to export, to develop an ecosystem of support for start-ups, to implement targeted tourism interventions to improve destination management, to address business regulatory impediments at the local level, to support under-developed and rural areas by providing opportunities for agri-businesses and other rural economic opportunities.

The specific Priority will be achieved through four actions, namely:

· ACTION 1.1 – Support to MSMEs in Competitive and Innovative Sectors

Proposed for IPA Action Programme 2016

· ACTION 1.2 – Improve business environment at local level, with the full involvement of responsible institutions, and technical assistance to competitive grants

Proposed for IPA Action Programme 2016

· ACTION 1.3  - Support for Developing Tourism Destinations

Proposed for IPA Action Programme 2017
· ACTION 1.4 – Support for economic development of under-developed local governments with a focus on rural and agricultural economic opportunities

Proposed for IPA Action Programme 2017

Action 1.1 will support technology centres, centres of excellence, centres for research, innovation and centres for transfer of technology that will provide an array of support for MSMEs in competitive and export-orientated sectors. This action will support established MSMEs to become more competitive and provide them with the resources and tools they require to expand their markets. As they expand their markets they will require new workers. Through this activity, the common problems faced by MSMEs will be addressed in the areas of access to finance, access to markets, product development, improving product quality through better design and implementation of quality standards. This activity will also provide opportunities for MSMEs to innovate through collaborating with research and development institutions in BiH. Therefore this activity will address the obstacles that competitive sectors need to address to export more, and provide mechanisms to develop value added products. Within this activity MSMEs will be provided with specialised technical assistance as well as direct support for example to implement trade standards or attend trade fairs, improve product design etc. Under this Action start-ups can also be supported. This activity will support job creation, incentivize youth to start their own MSMEs and thereby partially stop the tide of migration of young people. It will support the development of new innovative businesses like ICT technologies and green technology. This Action will allow start-ups to flourish through provision of start-up capital, technical training, soft skills management training, access to markets. This Action should be aligned with strategies and actions plans of responsible ministries and government authorities at higher levels of government.
Action 1.2 includes support to improve the business environment at the local level with the full involvement of responsible institutions. This Action is required as BiH still fares badly on number of business regulatory areas which hampers the ability to expand and start businesses. This activity will work with local governments that want to improve their business regulatory practices and through a collaborative approach provide them with the technical assistance they require to make operating a business easier in their locality. The responsible Entity and Cantonal ministers must be involved in this activity. A technical assistance project is preferred over a grant, because in this case there is no non-for profit organization in BiH that has the technical expertise to provide this highly technical advice throughout the entire country. Although some local governments have the in-house capacity to undertake reform, this is generally not the case as the majority of the local governments in BiH are still small, lack technical staff to undertake the measures described below. This activity is key to meeting the EC IPA II Indicative Strategy Paper ‘Doing Business’ indicator, specifically of all of the Actions presented in this document only this one will address this indicator, therefore it is crucial that this Action being included. Due to the diverse elements included in this Action, a Direct Agreement is not preferred as typically international institutions that receive Direct Agreements are specialised in certain areas and will not be able to respond to the diverse requirements in this Action.
Under Action 1.3 support is directed to developing selected tourism destinations. Destinations will be selected through a competitive approach, and support will include small infrastructure works in areas that require improvement of tourism sites (improving bike trails, tourism signs, small works to renovate sites, rehabilitating cultural sites etc.), promotion of sites, support tourism providers to connect to markets through development of promotional materials, delivery of social and other media marketing, training of tourism staff, training support for small accommodation facilities, better usage of cultural potential like cultural sites that are on the list or tentative list on the World Heritage Sites etc., nature parks etc.  Tourism provides opportunities for direct and indirect employment and can provide employment for women, vulnerable groups (refugees/returnees, IDPs and Roma) and rural populations. However a holistic approach to tourism is required that will address the many aspects required to make tourist come and stay longer at destinations and this includes developing the tourism product and improving its promotion. The above illustrated activities will address these aspects. This activity should be in accordance with strategies and actions plans of responsible ministries and government authorities at higher levels of government.

Action 1.4 support for under-developed local governments with a focus on rural development activities will be focused on connecting under-developed municipalities with more developed municipalities to strengthen economic rural value chains. Less developed municipalities are unable to develop because their MSMEs and farmers remain outside of competitive value chains. Poverty within these local governments is the highest, and many citizens, particularly the young, are migrating to urban areas or other countries. This activity will focus on providing support to farmers, youth, women and vulnerable groups (refugees/returnees, IDPs and Roma) to connect to agri-business value chains and rural tourism.

IPA Action Programme 2016

	Action objective
	ACTION 1.1 - Support to MSMEs in Competitive and Innovative Sectors

	Specific Objective
	Support MSMEs in selected micro-locations (which are made up of more than one local government) in competitive sectors with the goal of improving their competitiveness and innovative capabilities and thereby creating new jobs.

	Expected Results
	· Increase exports for supported MSMEs and MSMEs that are included in export-orientated value chains

· Improve business/entrepreneurship infrastructure

· Increase the application of modern technology and innovation in industry
· Improve the level of development of women entrepreneurship
· Increase the number of start-ups

· Improve mechanisms (infrastructure and financial) to support start-ups

	Indicative foreseen activities to fulfil the results
	The assistance will be delivered through grants and will focus on delivering direct services to MSMEs. All applicants to the call for proposal that will be issued for this Action need to show how their proposal is linked to the State, Entity, Cantonal or municipal strategies, meaning that each selected proposal needs to contribute to achieving the results of a relevant government strategy.
Below is a list of expected activities, however one grant is not expected to address all of these activities. Having said that, a single grant should not just support one activity. What is expected is that a grant will develop a number of holistic services that will support MSMEs:

· Support to establish new and strengthening existing centres that support MSMEs in competitive sectors. This may also include procurement of equipment to ensure delivery of services within the centre. For sustainability purposes, existing centres should be further supported to strengthen their ability to increase and improve services towards MSMEs. However, should new centres be proposed, it should be noted that this grant will not be able to do any construction work to build the centres, and furthermore for new centres significant support from public and private institutions will be required as demonstrated through a higher cost-share requirement;
· Training for MSMEs (example, in marketing, financial management, and human resource management etc.);
· Co-financing the procurement of equipment and software applications for MSMEs;
· Provide mechanisms whereby technical specialist in areas of marketing, branding products and MSMEs, financial assistance, product development, product certification, production specialists, quality management specialist as well as other areas, whereby companies can access these services through a cost-sharing facility; 

· Financial support to implement and renew trade product certificates, ISO quality standards and other standards demanded by the market; 

· Provide mechanisms and resources to develop Triple Helix models for MSMEs that want to innovate and encouraging collaboration between competitive MSMEs and research and development centres; financial support for application and implementation of modern technology (know-how equipment) and innovation;
· Support to develop test samples for new innovative products (zero series) and support to commercialize the products;
· Support MSMEs to prepare projects for EU funds;
· Support companies to enter new markets through developing market assessments, business connections, supporting costs to enter new markets including covering costs to attend trade fairs, organizations of in-country buyer trips, promotional materials, development of websites, organization of B2B meetings;
· Provide earmarked support through direct support or delivery of training for women-owned/managed MSMEs, youth, and vulnerable groups;
· Upgrade facilities like incubators, start-ups centres by providing support to start-ups in innovative sectors, including ICT related start-ups, green technology. Support for youth entrepreneurs to access the market and development of business ideas;
· Improve entrepreneurial skills in youth including for soft skills;
· Develop a system of mentoring whereby youth start-ups  receive support from experienced managers;
· Establish equity funds for youth start-ups to develop their MSMEs;
· Establish a credit guarantee finance programs to support youth start-ups.
The above activities will be delivered through grants which will in turn provide training, technical assistance and direct support to MSMEs. 

	Implementation arrangements
	A call for proposals for grants will be issued and proposal will be selected to implement the above activities. Collaboration of private, public and civil society is required. 

	Justification for the choice of implementation arrangements
	A grant is chosen as a most cost effective way to deliver the assistance. This mechanism also ensures sustainability as all activities will be implemented through BiH organisations (local governments, NGOs, chambers etc.) that are already established and have proven financially sustainability. Furthermore, this implementation arrangements will build capacities and prepare local stakeholders for future EU accession funds.


IPA Action Programme 2016
	Action objective
	ACTION 1.2 - Improve business environment at local level, with the full involvement of responsible institutions and technical assistance to competitive grants

	Specific Objective
	Improve the business environment at the local government level with the goal of easing business operations for the private sector

	Expected Results
	· Improve local governments’ ability to support the growth of their private sector 
· Reduce administrative burden for MSMEs

· Effective implementation of grant scheme to support grants issued under Actions 1.1, 1.3 and 1.4

	Indicative foreseen activities to fulfil the results
	This action will directly contribute to improve the ISP indicator for Doing Business and should be delivered through a technical assistance activity to: 
· Support selected local governments
 that want to improve their business environment, improve their ability to attract investors, increase their capbility to conduct effective public-private dialogue on economic development issues, develop inter-municipal projects for branding a region, introducing e-government in local government;

· Support selected local governments to make it easier for private sector to do business by supporting local governments to work with higher-level institutions to harmonize and draft regulations to improve business operations;

· Improve the ability for businesses to obtain construction permits by decreasing the time and costs to obtain a permit. This is a key area where BIH fares badly in the Doing Business indicators, easing the construction permit process will allow for increased investments by the private sector. This activity should include: improving local government planning documents, introducing the GIS system and reducing the number of steps required to obtain a permit;
· Introducing a one-stop shop for MSMEs in FBIH (it should be noted that IFC is supporting 20 local governments to improve the construction process and introducing one-stop-shops, this technical assistance activity will not include these 20 local governments);
· Support local governments to improve their MSME policies and grant support by building capacities to develop and monitor grants;
· Provide technical assistance to each of the other Actions to improve overall delivery of grants in other Actions of this SPD.
(When developing the Action Document for this activity it must be ensured that there is no overlap with other projects, like those of the World Bank)

	Implementation arrangements
	This action will be delivered through a technical assistance activity that is expected to last at least four years to ensure that business regulatory results can be achieved, to monitor the implementation of the grants over 2016 and 2017 and to ensure extensive impact across local governments.  A technical assistance project is preferred over a grant because, in this case there is no non-for profit organization in BiH that has the technical expertise to provide this highly technical advice throughout the entire country. Although some local governments have the in-house capacity to undertake reform, this is generally not the case as the majority of the local government sin BiH are still small, lack technical staff to undertake the measures described below. 

	Justification for the choice of implementation arrangements
	Technical assistance activity is required to monitor other grants and deliver expertise from international and national experts on business environment.


IPA Action Programme 2017
	Action objective
	ACTION 1.3 - Support for developing tourism destinations

	Specific Objective
	Develop tourism destinations and integrate local MSMEs into tourism value chains in order to achieve benefits from increased tourism visits and expenditure with the goal of increasing economic development of tourism destinations

	Expected Results
	· Increased number of tourists in the destinations
· Strengthened MSMEs and entrepreneurs in the tourism sector

· Improved connections between cultural heritage and tourism

	Indicative foreseen activities to fulfil the results
	This activity will be delivered through grants and may include some of the activities as illustrated below. All applicants to the call for proposal that will be issued for this Action need to show how their proposal is linked to a State, Entity, Cantonal or municipal strategy, meaning that each selected proposal needs to contribute to achieving the results of relevant government strategies. Furthermore, previous interventions supported by EU for development of tourism areas/destinations should be taken into account and for sustainability purposes these should be further developed:

· Undertake small scale upgrading of tourism sites (tourism infrastructure);
· Strengthening tourism stakeholders at the tourism destination level;
· Education with the goal of improving the quality of service delivery in tourism;
· Market research, branding, and promotion of tourism destinations;
· Support to tourism MSMEs and B&Bs;
· Creating tourism packages for the destination (eg connecting cultural heritage and tourism, gastro tourism, adventure tourism);
· Support to develop traditional intangible heritage products and support to BiH products connected to agricultural and forestry products that can be sold to tourists and development of souvenirs;
· Support festivals that can increase tourist arrivals.

	Implementation arrangements
	A call for proposals for grants will be issued and proposals will be selected to implement the above activities. Collaboration of private, public and civil society is required.

	Justification for the choice of implementation arrangements
	A grant is chosen as a more cost effective way to deliver the assistance. This mechanism also ensures sustainability as all activities will be implemented through local organisations (local governments, NVO, chambers etc.) that are already established and have proven financially sustainability. Furthermore, this implementation arrangements will build capacities and prepare local stakeholders for future EU accession funds


IPA Action Programme 2017
	Action objective
	ACTION 1.4 – Support for economic development of under-developed local governments with a focus on rural and agricultural economic opportunities

	Specific Objective
	Support under-developed local governments by integrating them in competitive agro-rural value chains and connecting them with developed local governments with the goal of improving their ability to create new jobs and increase incomes. 

	Expected Results
	· Strengthen connections between under-developed and developed local governments through joint economic development activities
· Decreased unemployment in rural areas, improved living standards for farmers and entrepreneurs in rural areas.

	Indicative foreseen activities to fulfil the results
	This action will be delivered through grants and each grant can include activities as listed below. All applicants to the call for proposal that will be issued for this Action need to show how their proposal is linked to a State, Entity, Cantonal or municipal strategy, meaning that each selected proposal needs to contribute to achieving the results of relevant government strategies:

· Establish funds for each micro-region to support the development of agri-businesses and farmers to improve product standards, improve their operations, connect to agri value chains;
· Provision of support for small scale processing with focus on women and vulnerable groups (through technical assistance and equipment);
· Support farmers through direct or indirect investments and provision of technical assistance to introduce modern production techniques;
· Support value-added products by investing in processing and marketing of products, and investments in new products, processors and technologies;
· Support to develop the medicinal and aromatic plant processing value chain and honey (forest berries, herbal tea);
· Connect rural homes/farms with tourism destinations supported under Action 1.3 and support households to develop tourism services (eg accommodation and gastro tourism);
· Support the introduction of agro-infrastructure like cooling facilities, warehouses, plant tests, sorting, certification, packaging products and distribution;
· Support for branding and marketing agricultural products;
· Support for Local Action Groups.

	Implementation arrangements
	A call for proposals for grants will be issued and proposals will be selected to implement the above activities. Collaboration of private, public and civil society is required. 

	Justification for the choice of implementation arrangements
	A grant is chosen as a most cost effective way to deliver the assistance. This mechanism also ensures sustainability as all activities will be implemented through local organisations (local governments, NVOs, chambers etc.) that are already established and have proven financially sustainability. Furthermore, this implementation arrangements will build capacities and prepare local stakeholders for future EU accession funds


5.2. Table of indicators

	Indicator
	Description
	Baseline
2010 (2)

	Last available 2015 (3)


	Milestone 2017(4)

(Milestone)
	Target
2020 (5) 

(Target)
	Source of Information

	ISP indicator 

Competitiveness and innovation (1)
	Achieving EU accession requirements (1)
	
	
	
	
	EU/ DG NEAR
BiH Progress Report

	ISP indicator 

Competitiveness and innovation Doing Business (1)
	World Bank Doing Business 
In relation to the EU baseline (EU level 2012=100)
	80
(2013)
	80
(2013)
	85
	n.a
	World Bank Doing Business 

	New jobs created
	Increase in new jobs created in MSMEs supported, including in rural areas
	n/a
	n/a
	Increase by 5% compared to baseline

 
	Cumulative increase by 9% compared to baseline


	Action report documentation. To determine baseline, each grant will first need to collect baseline data from the MSMEs they support and then track the increase in their employment. This indicator applies to all Actions.

	Increased share of high and medium value exports
	Increased share of high and medim technological exports in overall exports
	23.1%
	25.8%
	30.8%
	43.8%
	BiH Agency for Statistics

	New jobs created for youth
	New jobs created for youth through supported Actions (includes employment and jobs created by youth starting their own business)
	n/a
	n/a
	100
	420
	This information will be collected through each of the Actions supported. Each grant and TA suported under the Actions will be required to collect data with documentary proof that youth was employed or registered their own business

	Rankings on World Travel & Tourism Council:

(i) Total contribution to GDP

(ii) Total contribution to employment

(iii) Visit exports as contribution to total exports
	Specific progress made from sub-indicators from WTTC rankings 
	
	· 9.3% total contribution to GDP

· 10.7% total contribution to employment

· 13% total visitor exports contribution to total exports


	· 10.1% total contribution to GDP

· 11.4% total contribution to employment

·  13.6% total visitor exports contribution to total exports
	· 11% total contribution to GDP

· 12% total contribution to employment

· 14.3% total visitor exports contribution to total exports
	World Travel and Tourism Council

	Visitors to supported destinations
	Increased visitors to supported destinations
	n/a
	n/a
	Increase by 15% compared to baseline

	Cumulative increase by 30%  compared to baseline
	Baseline data to be collected through grants once destinations identified. Data source – Agency for Statistics tourism arrivals. Data for 2017 and 2020 collected from BiH Statistics Agency

	Increased incomes for rural households
	Increased incomes for rural households supported through Action
	n/a
	n/a
	Increase by 20%  compared to baseline
	Cumulative increase by 50%  compared to baseline
	Baseline and data to be collected through grants for households supported through Actions  

	Ease of doing business 
	Reduced time, number of procedures and costs to register and start operating a business (all steps to have the business running). To be measured in each local government 
	n/a
	n/a
	Reduced time, # procedures and costs by 10% compared to baseline
	Reduced time, # procedures and costs by 30% cumulative compared to baseline
	Baseline will be measured to start operating a business to be measured when the TA project starts for each supported local government (this data is not available now except through Doing Business which only Sarajevo Centre Municipality). Data will be collected to reduce the time, costs and number of procedures to start a business by 10% or 30% in each supported local government compared to their baseline data

	Construction permitting
	Increased number of construction permits issued
	n/a
	n/a
	Increase by 10% of permit issued compared to baseline
	Cumulative increase by 30% of permits issued compared to baseline
	Baseline and data to be collected from official reports issued by supported local governments, for supported local governments. Report for local governments supported under TA projects

	Increased services offered by local governments to improve competitiveness of private sector
	Increased resources spent by supported local governments provided through technical services or grants and targeted towards MSMEs, tourism and/or rural stakeholders
	n/a
	n/a
	Increase of 10% compared to baseline
	Cumulative increase by 20% compared to baseline
	Baseline and data collected from local government budget reports, for supported local governments


(1) These indicators are in the Indicative Strategy Paper for IPA II for BiH 2014-2017.
(2) 2010 is the agreed upon baseline. If there is no available data for the selected indicator for the year 2010 it is advisable to use data from following years: 2011, 2012. Milestone year maybe cannot be the same for all selected indicators due to unavailability of data; in that case, the year should be inserted in each of the cells in the brackets.
(3) Last available data (and milestone year)
(4) Milestone year. CANNOT change: refers to the mid-term evaluation of IPA II. 
(5) Target year CANNOT change.
5.3 Assumptions, preconditions and risks
Assumptions: The assumptions are that there is improved vertical and horizontal coordination amongst all of the sector institutions. There is also the assumption that there is committed and continued political support to reforms and commitment by all levels of government to fulfil their obligations in line with the EU integration process. At the level of the actions and related activities proposed in this SPD, the assumptions are linked with the commitment and smooth coordination among all sector institutions and objective assessment of their capacities for the implementation of planned interventions.
Preconditions: Preconditions shall demonstrate the maturity and readiness for the implementation of each individual action, to ensure that the IPA II funds are allocated exclusively for the priorities soundly and firmly agreed coherently with the required sector support. Each grant supported under the Actions should be aligned with a government strategy or action program. Due to the high level of co-financing required, higher levels of government should earmark funds to co-finance grants. Furthermore, for Action 2 during the inception phase the selected contractor needs to obtain concurrence from relevant governments (the local governments that will be supported and higher levels of government) to be included in the activity. 

Risks: The risks are presented in the table below differentiated to the likelihood of their occurrence (high, medium or low probability of occurrence)

	EXTERNAL CONDITIONS
	LOW RISK
	MEDIUM RISK
	HIGH RISK

	Less tourists visiting region because of security risk in Europe
	
	
	√

	Lack of resources to co-fund grants* 
	
	√
	

	Lack of funds to finalise infrastructure works
	
	√
	

	Late allocation of co-financing funds that can slow down implementation of activities
	√
	
	

	Mines that can deter rural and tourism development 
	√
	
	


*because of the proposed size of individual grants and mandatory co-financing requirements, it is important that partnerships be formed. Furthermore, higher levels of government need to take into consideration co-financing requirements and plan their budgets accordingly.

6. COMPLEMENTARITY WITH OTHER FINANCIAL ASSISTANCE

A large number of donors are supporting the private sector and local economic development in BiH. The main donors or implementing agencies are the World Bank, USAID, government of Sweden, the Swiss Embassy, UNDP, GiZ, JICA, UN Women, International Financial Corporation and KfW. The EU is providing support through a number of mechanisms including EBRD, EU programme Horizon, Western Balkans Enterprise Development and Innovation Facility and COSME programme. 
To ensure that there is no overlap and that there is complementarity below is a description of each major donor:
UNDP Local Integrated Development Project is a EUR 7.3million project that started in late 2015 and will last three years, financed by the EC Delegation from IPA 2014 funds. It includes a governance pillar that will continue supporting local governments to develop local strategic planning, improve local development management function for more effective service delivery, municipal financial management for more efficient local service delivery, implement a community infrastructure and facilities for local development, top-down support from higher government levels to integrated local development (public grant scheme in partnership with higher government level institutions). The Economic development and job creation pillar will develop value chains for local economic development and job creation and create job opportunities for the socially excluded through public works schemes. This project will complement the Actions proposed under this SPD and will build the foundations to ensure that local government officials are better prepared to participate in the implementation of the grant actions.
UNDP municipal economic and environmental governance project supported by the Swiss Government, a 12 year project valued at CHF 12.5 million. The project will support 20 - 25 local governments to strengthen their performance management systems and operational capacity, promote and enable high-quality service delivery, improve regulatory framework at entity/cantonal levels, with particular focus on the economic and environmental sectors; improve local service delivery in the environmental and economic areas; advance technical, organizational and financial capacities of municipal water utilities in partner localities; support to improve the business environment and address obstacles to growth in priority economic sectors through the value-chain methodology, tailored support schemes and expanded economic partnerships; significant support will also be provided for community infrastructure in economic and environment/water sectors; work with entity and cantonal governments to improve existing local governance-related principal or sector regulatory frameworks, thus positively affect decentralization and quality of service delivery at the local level. This activity will be closely coordinated with Action 1.2 within this SPD to ensure synergies are created if activities are implemented in the same local governments.
UNDP Strengthening Local Communities project is an 11 years project financed by the Swiss and Swedish government valued at CHF 8 million. The project started in 2014 and will work with 120 local communities to strengthen capacity of municipal officials, LC leaders and staff; support participatory embedding of priorities of LCs and citizens into local government’s budget and strategic frameworks; implement grass root projects improve local service and quality of life for citizens; support LCs networking country-wide; support modernization of local services through utilization of ICTs; and facilitate revision of entity/cantonal legal frameworks to strengthen the role of LC.


GiZ will implement an EU funded project from IPA 2014 to expand its current Pro-local program and include additional municipalities to develop value chains and improve economic capacity of local governance authorities. The project started in late 2015 and is planned to last three years, valued at between €12 to 13 million, depending on the value of German government co-financing. GiZ will support SMEs in selected localities with a focus on sectors that are deemed competitive – wood, metal, agribusiness and tourism. It will encourage the establishment of public-private-dialogue platforms to assesses and discuss obstacles to SME growth, support the development of municipal capacities to support SME growth through better assessments and strengthen local economic development agencies, support SMEs to be better resilient to future floods, develop business service development providers to provide training to SMEs to access markets, pilot programs to support SMEs to meet trade standards, research and development, improve visibility at fairs, strengthen linkages between value chain stakeholders. Ideally, GiZ will chose to deliver its activities through local organizations and thereby strengthen business infrastructure systems in BiH. However if this is not the case, Action 1.1 should work closely with the GiZ project if there is a geographical overlap to identify areas for collaboration and co-financing.
EBRD Provides support to increase access to finance for companies and provides technical assistance. EBRD will provide €20 million to 3-4 BiH partner banks for on-lending to SMEs for eligible investments. The maximum loan size is €1 million, but loans are expected to average between €200,000-300,000. The technical assistance is delivered through the TAM/BAS program and will support 130 SMEs to implements standards, improve their productivity and product development. The need for implementing standards in BiH is endless, and there is expected to be no overlap with this EBRD activity
SWISS Embassy PrilikaPlus program The Prilika Plus program has established five centres for education and training for specific sectors in BiH; they are: Intera in Mostar for innovation, a metal processor training centre in Srbac, design for wood furniture in Sarajevo, agricultural training in Banja Luka and centre for restaurants staff and chefs in Sarajevo. 
Western Balkans Enterprise Development and Innovation Facility (WB EDIF) supported by the EU includes the enterprise innovation fund (ENIF) that supports innovative SMEs from their early to development stage and provides them with equity and quasi equity financing. SMEs can obtain from €100,000 to 2 million. The enterprise expansion fund supports SMEs with a high growth potential, provides equity financing for the expansion of these businesses for investments from €1 to 10 million. The guarantee facility is a line of credit for SMEs for loan amounts of up to € 500,000. The loan facility is provided through ProCredit bank. Finally the  facility complements the above financial instruments by supporting governments to implement key policy reforms as well as end beneficiaries (SMEs) via capacity building initiatives, targeted advisory support and, in general, enhancement of their access to finance; encouraging beneficiary economies to implement favorable laws and regulations to benefit innovative and high-growth SMEs; supporting economies in the western Balkans to create a sustainable market environment for SMEs, improving the institutional capacity and investment readiness of small businesses and monitoring the implementation of the EDIF policy priority reforms.
COSME is expected to be available to BiH from 2016. COSME supports SMEs in the following areas: access to finance having easier access to guarantees, loans and equity capital. Opening markets, it funds the Enterprise Europe Network that helps SMEs find business and technology partners, and understand EU legislation, funds the Your Europe Business portal that provides practical information on doing business within Europe; and the SME Internationalisation Portal for SMEs who want to develop their activities outside Europe. It also finances a number of IPR (intellectual property rights) SME Helpdesks. Supportsentrepreneurship education , mentoring, guidance and other support services. Focuses on young people, women and senior entrepreneurs. COSME aims to reduce the administrative and regulatory burden on SMEs by creating a business-friendly environment. COSME also supports businesses to be competitive by encouraging them to adopt new business models and innovative practices. This complements actions in areas with high growth potential such as the tourism sector. 
Horizon 2020 Since January 1, 2014, BiH is a member of the EU programme for research and innovation Horizon 2020. The main contribution of Horizon 2020 to competitiveness is in the area of providing MSMEs with financial support to develop their own innovation projects, potential to access large projects with research institutions and access to certain financial instruments aimed for technological and innovative SMEs.

EUREKA Since 2009 BiH is a member of the EU programme EUREKA. EUREKA is a pan European network to support market-orientated, industrial research-based projects. The main goal of this network is to strengthen the competitiveness of the EU through supporting entrepreneurship, research centers and universities that implement pan-European projects with the goal of developing innovative products, services and processes. Through its network EURKEA offers value added to projects, and it offers beneficiaries support to find commercial, financial and technical partners.

Action 1.1 should support and build capacities of MSMEs, research institutions and other stakeholders to access WBIF/WB EDIF, COSME and Horizon funds.
IFAD is the Rural Competiveness Developing Programme This is the seventh programme financed by IFAD, it’s goal is to contribute to sustainable reduction of poverty in rural areas in BiH. The development goals of the project will allow small farm-holders to take advantage of the development of subsectors of fruits, vegetables and secondary forestry products for sustainable development of their socio and economic status and the status of other poor groups in rural areas through two complementary components: (1) positive environment and inclusive growth of subsectors and (2) sustainable inclusivity of small farm-holders in growth value chains.

USAID-Sida GOLD project U.S. Agency for International Development (USAID) and Swedish International Development Cooperation Agency (SIDA) funded Growth-oriented local development program (GOLD), duration from 2013 – 2017. Objective is to promote integrated and inclusive local economic development (LED) planning and implementation in collaboration with targeted municipalities in sectors with the highest potential for rapid, sustainable job growth, unlock the economic potential of municipal assets and promote new investments that support targeted sectors through public-private partnerships, engage stakeholders to improve public service delivery and the business enabling environment, promote new direct investment and support competitive supply chains to create new jobs. To create jobs for youth, the project supports entrepreneurship and works with the private and public sectors to implement vocational education programs to train youth in skills suitable to the local economy.

USAID-Sida Agricultural Markets Activity project is a five year project that started in 2016 and supports the development of fruits and vegetable, medicinal and aromatic plants, honey, poultry and dairy sectors in BiH. The activity has two main pillars: the first includes support to producer organizations to increase their ability to reach new markets by working with farmers to process better quality products and meet quantities demanded by the market. The second pillar focuses on helping BiH government authorizes meet the demands of EU accession in agriculture.

Action 1.4 should identify ways to collaborate with the IFAD and USAID-Sida Agricultural Markets Activity project to use resources more effectively and achieve greater impact in project implementation.
World Bank Group (WBG) Local Investment Friendly Business Environment (LIFE) project started in December 2015, in partnership with the British Embassy. The project is building on previous WBG engagement relating to the period 2008-2014 when work has been done in 23 different cantonal and municipal localities aimed at simplification reforms in Bosnia and Herzegovina. The project activities planned until mid-2019 are designed around three key areas: regulatory simplification, increasing transparency and enhancing investment generation aiming to: reduce regulatory burden, close the regulatory implementation gap, and advance the transparency in business regulatory service delivery, tackling investor’s grievances and increase investment generated/facilitated/retained.  Work will also be done with entities to transfer know-how and methodology, as well as tools for regulatory reform, so that entities can continue implementing this work on local level from mid-2019 onwards. The project is complementary to another technical assistance project WBG in partnership with the British Embassy started in January 2016 (through mid-2019), which is targeting entity and BiH level in cutting the red tape, improving competitiveness, and helping BiH and its entities to attract investments/re-investments.  

Action 1.2 should ensure that there are no overlaps with other projects, such as the abovementioned World Bank projects.

7. CROSS-CUTTING ISSUES
Equal opportunities and gender mainstreaming: 
Women account for just over a third of the active labour force; and just under one-third of women of working age are active in the labour force in BiH. According to the International Labour Organization, this can be attributed to the lower level of education, a lack of child-care facilities, as well as cultural factors and unequal labour market access.


Women make up a large proportion of the inactive working population which in turn is made up of people that have only primary level education. Women tend to be longer unemployed and make up a larger proportion of the long-term unemployed. A greater proportion of women salaries are from 200 to 400 KM whereas a greater proportion of men’s salaries are in the range of 300 to 500 KM. There are a greater proportion of women employed in services and agricultural sectors, and are significantly under-employed in industrial sectors. 
For this SPD that focuses on competiveness sectors, which include three industrial sectors, although traditionally women are less inclined to work in the wood and metal processing sectors, this SPD needs to look at how to increase opportunities for more equitable participation of women in all economic areas. To increase women participation, a number of activities will be undertaken within each SPD. Women will benefit more from the tourism and agribusiness activities because they are more represented in these sectors. However they need to be encouraged and supported to open up their own businesses and therefore within Action 1.1 support to MSMEs a proportion of activities need to be directed to women, both young and older. Furthermore, a proportion of funds for direct support should be earmarked for female entrepreneurs. 
Vulnerable groups: displaced person, refugees, returnees, Roma and youth:

The alarmingly high number of young unemployed people in BiH has both current and future consequences. Many youth are leaving BiH looking for jobs in EU countries, youth in BiH leave education too early (a high proportion of young people do not complete tertiary education) and do not obtain the skills employers require. Employers in turn complain that youth not only do not have hard skills but often lack soft skills. Through this SPD activities will be carried out to support youth to open new businesses. However what is most important the Employment with Education and Social Policy SPD needs to align educational curricula for secondary and tertiary education to meet the requirements of employment. Therefore, as this SPD will provide greater opportunities to help youth start their own business, the Employment with Education and Social Policy SPD needs to provide them with the skills they require to become more employable.
Roma remain the most vulnerable group, subject to widespread discrimination in employment. There are still around 100,000 IDPs in BIH of which around 8,500 remain in collective housing, unable to move out because they lack the economic ability to purchase housing. The floods of 2014 and the accompanying landslides, left 40,000 people homeless, and 10,000 of these were IDPs from the war and have been forced to move a number of times.
 Many IDPs have been placed in rural areas with no land of their own and little opportunities to participate in formal employment markets. This SPD will work with all vulnerable groups by providing them with opportunities to participate through earmarked assistance.
Engagement with civil society:
Civil society representatives participated in the Sector Working Group, with 11 being permanent members. Furthermore, civil society is expected to be involved in the implementation of the activities. For example chambers of commerce, local development agencies and business associations will most likely be included in implementing Actions for MSMEs, tourism and rural development. Furthermore, under the Business Environment Action, civil society will be engaged to assess, discuss and identify solutions for business environment.
Environment and climate change:
This SPD will take into account sustainable economic development principles and wherever appropriate take into consideration how to ensure that BiH implements environmentally friendly measures. For example this may include under the Action for MSME support activities to train MSMEs on energy efficiency. This Action will also support MSMEs to implement standards that promote the environmentally proper use of forests like the Forest Stewardship Council standard, as well as ISO14000 series for environment, and will support those entrepreneurs that want to start companies for innovative green technology. Furthermore, practices under the Action 1.3 will take into consideration the impact of tourism on the environment. Special attention will be made to producing of agricultural organic products that are environmentally-friendly, and using organic pesticides, herbicides and fertilizers, under Action 1.4.
8. SUSTAINABILITY

The proposed activities above are the most optimal way to achieve sustainability, they will build tangible mechanisms (technology centres, tourism destinations, agricultural infrastructure) that will remain once the Actions are competed that are owned by BiH stakeholders that have a vested interest to continue with the Actions. However, given past similar interventions by the EC Delegation the following needs to be taken into consideration when developing contract-grant criteria. Grants under Actions should be awarded where there can be the most economic impact and where the greatest results can be achieved. Therefore selection of grants should be based on those that can realistically achieve the indicators of this SPD. 

Other ways to ensure sustainability is to critically assess where Actions can best achieve impact. For example, Action 1.1 should be located in larger towns where there is a critical mass of technical expertise, smaller towns and rural areas will not have the capacities to successfully run the centres which will jeopardise their sustainability. Further, Actions under 1.3 should be concentrated in areas that already demonstrate visits by foreign tourists, or destinations that have the main infrastructure systems in place to ensure tourists can access the sites. Action 1.4 should ensure that activities like cold storage facilities are built in places where sufficient number of farmers can access the storage to ensure its economical feasibility. All grant Actions will need to develop business plans at the inception phase to demonstrate how they will be sustainable. Sustainability does not mean that they are weaned off grants completely, they can continue to obtain grants but it should not be used to support their main operational costs. 

The key element to ensure sustainability for all of these Actions is that they should be linked to higher level strategies and financially supported by higher level governments. Higher level governments need to strategically identify where support is needed and commit their support for the long-term, this is essential. As global practice has shown, no centre of excellence can be independently sustainably within a three-year period, long-term support is needed.

The activities will build on existing structures and implemented by local stakeholders. It is therefore critical that criteria for grants are build to demonstrate past relevant experience. Past experience should score highly for grants, for if this is neglected well written grants that are written by ill-experienced organizations may be selected over organizations that have the capability to implement grants effectively.
These Actions will develop business infrastructure institutions, tourism destinations and rural development solutions that will remain even when the project ends that can continue to support private sector development. Through these activities local business services providers will be connected to private sector, strengthen value chain stakeholders and thereby providing opportunities for all MSMES to increases sales and strengthen sustainability.
9. SecTor support budget

Programming period 2016-2017

	
	ESTIMATED COSTS

(in EUROs)
	COMMENTS

	Action 1 – 

Support to MSMEs in competitive sectors and innovation
	
	

	Individual grants from €1.5-2.5 million
	15,000,000€
	Implemented through grants  (IPA action program 2016)

	Action 2 – 

Improve business environment at local level, with the full involvement of responsible institutions and technical assistance to competitive grants
	
	

	Technical Assistance
	5,000,000€
	Implemented through one (1) technical assistance project  (IPA action program 2016)

	Action 3 – 

Support for the development of tourism destinations
	
	

	Individual grants from €1.5-2.5 million
	15,000,000€
	Implemented through grants  (IPA action program 2017)

	Action 4 – 

Support for economic development of under-developed local governments with a focus on rural and agricultural economic opportunities
	
	

	Individual grants from €1.5-2.5 million
	15,000,000€
	Implemented through grants  (IPA action program 2017)

	TOTAL FOR SECTOR
	50,000,000€
	


10. Chronogram for programming and implementation
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P = Programming (i.e periond when the IPA II action program is exptected to be adopted) 

C [eng.] = Procurement and grant award process (i.e up to Contracting)

I [eng.] = Implementation period
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Annex 1: roadmap FOR sector APPROACH
SECTOR APPROACH ROADMAP

Sector: Competitiveness and Innovation: Local Development Strategies
MAIN CRITERIA

	CRITERIA
	BASELINE
	2016
	2017
	2018
	2019
	2020

	Sector policies and strategies
	· There is general sector strategy as defined through the Reform Agenda and there are subsector strategies or action plans at the entities and BD level. However there is no overall national-level competitiveness strategy, nor national-level SME, rural development or tourism strategies.
· The process to start the implementation of the Reform Agenda has started through the Action plans.
· There are development strategies of Cantons and local level development strategies
	· Initiated steps to start developing SME and rural development strategies, as well as other relevant strategic documents for the competitiveness sector
· Ensure political support for the effective implementation of the Reform Agenda in relevant areas

	
	
	STEPS
	· Continue implementing strategies to improve competitiveness of SMEs, tourism and rural sectors
· Implementation of Entity, Cantonal and municipal strategies

· Preparation for AP 2016 for activities identified in SPD

· Publication of AP 2016 for Competitiveness and Innovation: Local Development Strategies SPD

· Preparation of AP 2017
	· Continue implementing strategies to improve competitiveness of SMEs, tourism and rural sectors

· Continue implementing activities to improve the ability of private sector in BiH to compete in EU and meet the Copenhagen competitiveness requirements
· Launch contracts under IPA AD 2016

· Preparation for AP for 2017

· Prepare new SPD for Competitiveness and Innovation

· Implementation and continuation of implementation of measures from the Reform agenda by all levels of government
	· Continue implementing strategies to improve competitiveness of SMEs, tourism and rural sectors

· Continue implementing activities to improve the ability of private sector in BiH to compete in EU and meet the Copenhagen competitiveness requirements

· Launch contracts under IPA AD 2017

· Contracts under IPA AD 2016 is ongoing

· Implementation and continuation of implementation of measures from the Reform agenda by all levels of government
	· Continue implementing strategies to improve competitiveness of SMEs, tourism and rural sectors

· Continue implementing activities to improve the ability of private sector in BiH to compete in EU and meet the Copenhagen competitiveness requirements

· Contracts from 2016 and 2017 ongoing

· Implementation and continuation of implementation of measures from the Reform agenda by all levels of government
	· Contracts from 2016 and 2017 ongoing



	
	
	TARGETS
	· Effective implementation of the relevant part of the Action Plan for the Reform Agenda

· Targets in strategies being met

· Adoption of AP for 2016 

	· Effective implementation of the relevant part of the Action Plan for the Reform Agenda

· Contract and grants under IPA AD 2016 launched

· SPD for Competitiveness and Innovation for 2018 -2020 finalized
	· Grants under IPA AD 2017 launched
· Effective implementation of the relevant part of the Action Plan for the Reform Agenda
	· Activities under IPA AD 2016 and 2017 ongoing
	· Activities under IPA AD 2016 and 2017 ongoing

	Institutional setting and capacity
	· All institutions in place which are responsible for development of all subsectors at different levels of government, however coordination between institutions needs to improve to ensure more effective approach to develop competitiveness 

· Capacities within institutions need to be improved
· Certain administration capacities for strategic planning at local level are developed
	STEPS
	· Initiated technical assistance to improve capacities of local governments to support private sector
· IPA 2014 supporting local governments to improve strategic planning and budgeting
	· Strengthen capacities within local governments to support private sector through TA
· IPA 2014 supporting local governments to improve strategic planning and budgeting
	· Strengthen capacities within local governments to support private sector through TA

	· Strengthen capacities within local governments to support private sector through TA
	· Strengthen capacities within local governments to support private sector through TA

	
	
	TARGETS
	· Capacities of the institutions are improved
· Sector institutions are aligned with the Reform agenda 

	
	
	
	· Institutional capacity improved
	· Local strategies aligned to higher level strategies and budgets
	· Improved capacity of local governments to support private sector.
	· Improved capacity of local governments to support private sector.
· Increased budgetary support for competitiveness
	· Improved capacity of local governments to support private sector.

· Increased budgetary support for competitiveness

	Sector and donor coordination
	· No overall competitiveness donor coordination. 

· Working group in place to coordinate tourism development amongst different levels of government.
· Working group in place to coordinate rural and agricultural development amongst different levels of government.

· Donor coordination in place for agriculture and rural sector, and tourism.
· Internal donor coordination in place for local economic development and governance.
· No donor coordination for SMEs. 
· No coordination within SMEs/entrepreneurship development sector. 
	STEPS

	
	
	
	Further streamlining of the process of donor coordination and within relevant areas, subsectors and sector

	
	
	
	· Analyse systems to improve coordination for MSMEs
	· Work on improving coordination within relevant subsectors and sector and coordination with donors in them
	
	
	· Ensure continued donor coordination

	
	
	TARGETS
	· Improved communication with donors

· Coordination  improved
· SME coordination initiated

	Sector Budget 
	· Subsector strategies are budgeted although better budget alignment is required
	STEPS
	· Establishment of mid-term budget framework for the sector and subsectors
· Aligning the sector MTBF with state MTBF and improving subsector/sector budget process 

· Strategy for reform of public finances (if applicable) will achieve a number of goals in the sector budget (for example, introducing programme budgeting or budgeting based on deliverables)

	
	
	
	· Analysis of the sector budget 
	
	

	
	
	TARGETS
	· Economic analysis of subsector policies completed 


	· Budgetary funds distributed according to sector needs/economic analysis

	· Improved coordination
	· Continual support from donors
	· Continual support from donors

	Sector Monitoring System
	· No overall performance assessment framework
· Performance evaluation taking place however poor follow up of  recommendations 
· Monitoring of implementation of subsectors taking place, however needs improvement
· Reporting for Small Business Act taking place which is coordinated amongst institutions

· No databases in place to undertake improved monitoring 
	STEPS
	· Improve capacities to define indicators
	· Undertake measures to improve collection of data
	· Initiate measures to share data amongst relevant horizontal and vertical institutions
	· Undertake measures to collect, analyse monitoring data
	· Undertake measures to collect, analyse monitoring data

	
	
	TARGETS
	· Improved capacities to monitor data

· System for collecting data in place

· Reporting on indicators on annual basis

· Involving private sector and non-government organizations to improve data collection

· Increased capacity to monitor the implementation of reforms in the sector and subsectors
.


ADDITIONAL CRITERIA
	CRITERIA
	BASELINE
	
	2016
	2017
	2018
	2019
	2020

	Public Finance Management (incl. Budget transparency)
	· Fiscal system in BiH is very decentralised. In 2008 the Fiscal Council was established which coordinates fiscal policies in BiH to ensure macroeconomic and fiscal stability of BiH, FBiH, RS i BD BiH

· Coordination in the area of financial management  is done through the Coordination Board for central units for harmonization
· PIFC is still in initial stages
· Lack of adequate internal audit controls (especially when it comes to the public procurement system) which makes the financial management system in BiH even more ineffective 
	STEPS
	· Budgets are adopted on time

· BiH institutions and entity governments are planning to improve the public finance management system
	· Budgets are adopted on time

· BiH institutions and entity governments are planning to improve the public finance management system 


	· Work on the improvement of the public finance management, including IPA projects support 
	Work on the improvement of the public finance management, including IPA projects support
	Work on the improvement of the public finance management, including IPA projects support

	
	
	TARGETS
	·  Continued implementation of the treasury system in both entities to include all cantons, local governments and out-of-budget funds 

· Ensure that baseline documentation is in place through analytical studies like PEFA (public expenditure and financial responsibility), and other assessments like the assessment for the post evaluation report (PER) World Bank (WB), budget reviews, Organization for Economic Cooperation and Development (OECD), and SIGMA research

· Implement relevant measures from ERB BIH 2016-2018.


	Macroeconomic context
	· Even though in 2015, 2016 and 2017 GDP is expected to increase, there are internal and external macroeconomic risks and according to the reform program. External risks include slow recovery of the EU and other regional countries.

· Country debt has been increasing in the last few years 

	STEPS
	· Authorities continue to implement measures to improve macroeconomic stability
· Ensure economic growth by increasing exports, private consumption and investments and increased industrial production

	
	
	
	·  Assessments completed to improve macroeconomic policy 

	
	
	TARGETS
	· Relevant studies from DG ECFIN-a and/or IMF-a confirm that government implements macroeconomic policies aimed at the achievement of stability
· Macroeconomic stability maintained 


annex 2: composition and members of the sector working group

This Sector Planning Document has been prepared through an intensive and participatory approach involving a specific Sector Working Group composed of the representatives of relevant institutions, interested donors and participants from civil society, as well as separate additional consultations in accordance with the specificities of the given IPA II sector.

The composition of the Sector Working Group is as follows:
Participating institutions:
1.    Ministry of Foreign Trade and Economic Relations BiH, Sector for Economic Development and Entrepreneurship, 

2.
Ministry of Foreign Trade and Economic Relations BiH, Sector for natural resources, energy and environment protection

3.
Ministry of Foreign Trade and Economic Relations BiH, Sector for Agriculture, Food, Forestry and Rural Development 

4.
Ministry of Civil Affairs BiH, Department for Science and Culture

5.
Ministry of Civil Affairs BiH, Department of Labour, Employment, Social Protection and Pensions

6.
Ministry of Human Rights and Refugees BiH
7.
Ministry of Development Entrepreneurship and Crafts FBiH

8.
Ministry of Industry, Energy and Mining RS 

9.
Ministry of Environment and Tourism FBiH

10.
Ministry of Trade and Tourism RS

11.
Ministry of Agriculture, Water-management and Forestry FBiH

12.
Ministry of Agriculture, Forestry and Water-management RS (Agriculture and Rural Development)

13.
Ministry of Justice FBiH

14.
Ministry of Public Administration and Local Self-government RS

15.
Federal Institute for Programming Development 

16.
Agency for Development of Small and Medium-sized Enterprises RS

17.
Government of Brcko District BiH, Department for Economic Development, Sport and Culture 

18.
Government of Brcko District BiH, Department for Agriculture 

Civil society (selection made on the bases of public call for expression of interest to participate with direct invitations extended to sector specific participants):
1. Foreign Trade Chamber of BiH 

2. Chamber of Commerce of the Federation of BiH

3. Chamber of Commerce of RS

4. Association of Municipalities and Cities of the FBiH

5. Association of Municipalities and Cities of RS

6. Individual expert, Faculty of Economics Sarajevo

7. Regional Environmental Centre for Central and Eastern Europe (REC)

8. LIR Evolution

9. Dinarica  - WWF

10. Nezavisni biro za razvoj (Independent Bureau for Development)
11. Agency for Cooperation, Education and Development - ACED

Donors/international organisations (involved on the bases of expressed interest to participate):
1. International Labour Organization - ILO

2. UNHCR

3. International Organization for Migration - IOM

4. World Bank

5. UNDP

6. Embassy of the Kingdom of the Netherlands
7. Embassy of Italy

8. Embassy of Slovenia

9. Council of Europe

10. Swiss Embassy

11. Swedish Embassy

12. French Embassy

13. GIZ

14. Austrian Embassy 

The Council of Ministers of Bosnia and Herzegovina (at the 12th session held on June 25, 2015) tasked the sector co-ordinating institutions to establish and coordinate, in accordance with the constitutional competencies, the work of Sector Working Groups for the preparation of Sector Planning Documents for the purpose of IPA II programming, following the plan and instructions of the Directorate for European Integration (DEI). BiH Ministry of Foreign Trade and Economic Relations, in the capacity of sector co-ordinating institution, coordinated the preparation of the Sector Planning Document for Competitiveness and Innovation: Local Development Strategies and work of the Sector Working Group for its development.

The process and consultations for the preparation of this Sector Planning Document (SPD) was launched at an introductory event in October 2015. On this occasion, all relevant stakeholders were informed about the process of the SPDs preparation, modalities of consultations and the methodology applied to the programming of IPA in the multi-annual perspective. The opening event included a wide range of potential actors in the areas of Competitiveness and Innovation: Local Development Strategies and Education, Employment and Social Policies.

Sector Working Groups comprise key relevant institutions which were factually and actively involved in designing, making and development of Sector Planning Documents and their associated measures/projects. Sector Working Groups include experts from civil society and the donor community. Experts from civil society were selected among the organizations and individuals who have lodged their applications for participation in the preparation of Sector Planning Documents on a public call announced by DEI. At the same time, some of the participants from the civil society have been directly invited to participate, based on their importance for the given IPA II sector and the Sector Planning Document. Donors were included on the basis of expression of interest for participation in the Sector Working Groups and preparation of the Sector Planning Documents.

Consultations were carried out in the form of interactive workshops during which the Sector Working Groups, under the coordination of sector co-ordinating institution and precise guidance of the Directorate for European Integration, and with the help of external experts, drafted Sector Planning Documents.

The Sector Working Group for the Sector Planning Document Competitiveness and Innovation: Local Development Strategies was actively involved in the three workshops held in December 2015 and in January and February 2016. The first meeting of the of the Sector Working Group focused on the sector analysis (SWOT analysis, first part of the SPD), whereas the second meeting focused on definition of intervention logic and proposals for interventions to be supported under IPA II (second part of the SPD), and third meeting focused on definition of indicators, budget allocations and road map for sector approach (second part of the SPD and Annex).
In addition to the mentioned consultation process, a workshop/consultation meeting with local self-governments was held in December 2015 since the SPD is related to for the interventions at the local level. The aim of this consultation meeting was to introduce participants from the local level to the process of preparation of the Sector Planning Document for IPA II and to secure inputs relevant to the development of the Sector Planning Document from representatives of local self-governments, with focus on the proposals of possible interventions for IPA II support. The given proposals and contributions were submitted and presented to the Sector Working Group and taken into consideration in the course of the preparation of the SPD.
All working meetings/workshops were organized in a manner that allowed strict following of the planned agenda, with delivery of materials and the latest versions of relevant programming documents which were discussed, with the aim of being as much as possible focused on achieving the planned results. At the same time, they included elements of training in terms of transfer of knowledge and capacity building of participants in the field of SPD preparation and IPA II programming. During the entire period of participatory planning and preparation of SPD, and as a result of each of the workshops, comments and contributions of Sector Working Groups for the preparation and improvements of Sector Planning Documents were collected and organized, and then considered and integrated in the SPD drafts. Preparation and drafting these programming documents required a regular exchange of substantial contributions of the parties involved. The nominated members of the Sector Working Group were also asked to conduct further consultations with the institutions within their sector that they deem necessary, both horizontally and vertically. Especially, members of the Sector Working Group form institutions of the FBiH were asked to conduct necessary consultations with cantonal sector institutions, with respect to the SPD drafts.
Annex 3: Example Interventions from one of Economic Development Strategies in BiH
The interventions cover the Zenica-Doboj Canton (ZDK) and are included in the Strategy for the Development of the Zenica-Doboj Canton for 2016 – 2020:

Introducing new technologies and international standards to improve the competitiveness of the metal, wood processing, leather-apparel and IT sectors.

· Support for introducing new technologies and new products in the metal-processing sector

· Support for introducing new technologies, new products and value-added products in the wood-processing sector

· Support for the quality control system for furniture and construction products 

· Support for introducing new technologies and new products in the leather-apparel sector

· Support for employment programs in the metal-processing, wood-processing and leather-apparel sectors

· Support for strengthening the ICT sector to support industry

Modernization of equipment and research-development infrastructure in ZDK

· Improving the research and development infrastructure in Zenica and connecting with private sector 

· Support for the further development of the Technological Park in Zenica

· Support for the development of the Product Quality Laboratory

· Support to establish an Innovation Centre for the metal-processing center

· Strengthening the capacity for using EU funds in regards to research and development and development of innovation

· Support for innovation in ZDK region

Promoting investment potential in Zenica-Doboj Canton and improving the business environment

· Support to private sector to attend BiH and international trade fairs

· Support for branding and promotion of products from the ZDK region

· Connecting to chambers of commerce and other similar institutions in regional countries

· Promoting investment potential in ZDK 

· Improving the business environment by removing administrative barriers

Improving business-entrepreneurship infrastructure

· Promoting the cluster approach and support for the development of new clusters (leather-industry, wood, construction) and strengthening the capacity of existing clusters (metal-processing)

· Establishing new and developing existing business zones in ZDK 

· Establishing and development of business incubators in ZDK

· Establishing and strengthening networks for business service providers for SMEs

Support for the development of SMEs and export

· Support for SMEs to implement international standards

· Support for export-orientated SMEs and investment projects of SMEs with subsidized interest rates

· Establishing a credit-guarantee fund in ZDK for entrepreneurs

· Connecting large companies with SMEs

· Strengthening capacities of SMEs to use EU funds intended for SMEs

Support to entrepreneurship and strengthening entrepreneurial capabilities for targeted groups

· Support for start-up entrepreneurs

· Support for traditional crafts

· Support for entrepreneurs in special targeted groups: youth, women and people with disabilities who are entrepreneurs

· Promotion of entrepreneurship and entrepreneurial culture

· Support the development of informal entrepreneurial learning

Support the improvement of agricultural infrastructure

· Support for the development of distribution centers with cooling warehouses for berries  

· Support for the construction of private facilities for storage of milk

· Promotion and support for developing an irrigation system

· Support for the construction of anti-hail protection equipment

· Support for the development of plastic greenhouse production 

· Establishment of offices for animal husbandry registration

· Support for the construction of infrastructure for animal husbandry production

· Support for managing public land

Improving services for farmers

· Supporting farmers to form new cooperatives and associations and developing the capacities of existing ones 

· Establishing a Regional Center for Agriculture and Veterinary services

· Establishing a Center for the production of seeds and seed materials and training of farmers in the production of certain horticultural products

· Establishing, connecting and promoting agro-incubators in the municipalities of ZDK

· Study to establish a laboratory for testing the quality and certification of agricultural products in ZDK

Intensifying agricultural production in competitive areas through research and development and training

· Research and development projects and training of potential agricultural producers for integrated and organic production 

· Research and development projects and training of farmers about the risks of growing certain types of agricultural products

· Research and development project and training about the protection of unique vegetable and fruit varieties 

· Research and development projects and training for the protection and prevention of disease in plants and animals

· Research and science projects and training of farmers to apply modern methodologies in production, and EU standards that apply to agriculture products (e.g. Nitrate Directive) and meeting the standards for export

Support for value-added production and export of agricultural and food products

· Support for certification food products (Halal, HACCP, ISO etc.)

· Strengthening the value chain in the production of food and establishing clusters for food production  

· Projects for branding products with geographic country of origin (smoked meat, sheep cheese, brandy/rakija, original type of fruit)

· Support for agricultural trade fairs which are held in ZDK and support to attend fairs held in the region

Improving the quality and standardization of the tourism offer

· Mapping the tourism potential 

· Support to implement the categorization of tourism facilities

· Construction capacities for health tourism 

· Strengthening the value chain/establishing a tourism cluster in ZDK

· Training tourism sector stakeholders with the goal of improving the quality of the tourism offer

Building the image/promotion of the tourism offer and integrating ZDK into the regional tourism offer

· Development of a tourism program for ZDK (with an analysis of the potential for the development of sport and recreational tourism in ZDK)

· Promotion of the tourism offer through all types of tourism in ZDK

· Support for the development of trade fair tourism in ZDK

· Support for entrepreneurs in tourism

· Support for the development of rural tourism (training and equipping rural households)

· Improving cooperation with other regions and integrating into regional tourism value chains

Improving tourism infrastructure and renovating cultural-historical sites

· Improving areas for outdoor recreation

· Constructing bicycle trails in appropriate localities

· Improving and reconstructing auxiliary infrastructure and buildings for the development of tourism based on cultural-historical heritage 

· Constructing tourism signals
annex 4: list of acronyms

BD

Brcko District

BiH

Bosnia and Herzegovina

DEI

Directorate for European Integration

DEP

Directorate for Economic Planning

EC

European Commission

EDIF

Enterprise Development Investment Facility
ERP

Economic Reform Program

EU

European Union

GDP

Gross Domestic Product

ICT

Information and Communication Technology

IPARD

Instrument for Pre-Accession for Rural Development

LC

Local Community

ISP

Indicative Strategy Paper
MALSG

Ministry of Administration and Local Self-Government

MoFTER
Ministry of Foreign Trade and Economic Relations

MTEF

Mid-Term Expenditure Framework

NERP

National Economic Reform Program

PIFC

Public Internal Financial Control

PFM

Public Financial Management

R&D

Research and Development

RS

Republika Srpska

SAA

Stabilization and Association Agreement

SBA

Small Business Act

SME

Small and Medium Enterprise

SPD

Sector Planning Document

SWG RRD
South East Europe Regional Rural Development Standing Working Group

WB

Western Balkans

WBIF

Western Balkans Investment Framework
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