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Country: Bosnia and Herzegovina

Social and Economic Background of Bosnia and Herzegovina

According to the World Bank, in 2003, Bosnia and Herzegovina had a population of 3.8 million people, 71% of whom were between the ages of 15 and 64. The 2004 PPP adjusted GDP per capita in terms of current international dollar was $7,101. Bosnia and Herzegovina had an official unemployment rate of 40% in 2003, according to the Consultative Group to Assist the Poor (CGAP). CGAP also estimates that around 320,000 people were employed in the informal sector in 2003, and the World Bank and IMF estimate using internationally accepted definitions of unemployment suggest the real jobless rate is closer to 20% of the working population. Data for poverty is also somewhat better than might be expected with the Living Stand Measurement Survey (LSMS) undertaken by the World Bank in 2000 recording no extreme poverty, and a poverty headcount rate of 20%; equally the “Living in Bosnia” survey taken in 2004 by the Independent Bureau for Humanitarian Issues yielded a rate of 17%. There are of course regional variations, and it is apparent that at selected locations, deprivation is considerably more severe.

Statistical evidence suggests that incomes are supported from a variety of alternative sources. According to the World Bank, from 2003 to 2004, Bosnia and Herzegovina received remittances in the amount of $864.8 million. The informal sector is estimated to be disproportionately large in the Western Balkan region, with estimates suggesting it amounts to anything between 30 and 50% of official GDP, according to the IMF. The positive poverty reduction trend (a fall of 3% in the headline rate between 2000 and 2004) is underpinned by sustained, though disappointing, economic growth (3.5-5% per annum) and ongoing low income inequality. Indeed, according to the UN, the GINI coefficient for Bosnia and Herzegovina in 2001 was low at 0.26. 

The World Bank and the OECD estimates that Bosnia and Herzegovina’s M2/GDP ratio was 0.51 in 2004. Furthermore, in 2003, Bosnia and Herzegovina received a $381.8 million FDI net inflow and $539 million in foreign aid and development assistance, according to the IMF. 
The currency of Bosnia and Herzegovina is the Convertible Mark (BAM). It was introduced in June 1998 at fixed parity to the Deutsche Mark. This is underpinned by a currency board arrangement supervised by international financial institutions. Since the introduction of the Euro, the fixed rate of the currency board arrangement became the equivalent DM value of BAM1.96:€1. The average exchange rate to the US Dollar was BAM2.08:US$1 in 2002, BAM1.73:US$1 in 2003 and BAM1.58:US$1 in 2004, according to the Economist Intelligence Unit (EIU). 

Bosnia-and Herzegovina has no plan to participate in the Financial Sector Assessment Program (FSAP) of the World Bank and the IMF. Currently BiH makes use of its IMF Stand by arrangement. According to IMF rules, the Stand by arrangement is a facility approved for a member from general resources (GRA) up to an agreed limit in a defined period of time provided that the member adheres to the provisions of the agreement. It is made available to member countries in order to support adjustments to their balance of payments. 
Doing Business in Bosnia and Herzegovina

The World Bank uses several indicators to assess the business environment of a country. In Bosnia and Herzegovina, entrepreneurs are required to go through 12 steps to set up a business, at a cost of 46.2% of GNI per capita in 2004. Registering property requires 7 steps. It costs 15.2% of GNI per capita to certify collateral. Bosnia and Herzegovina scores 3 out of 6 on the World Bank’s Disclosure Index, compared with a regional average of 4.5.  The index varies between 0 and 10, with higher values indicating greater disclosure.

According to CGAP, there is an official credit registry of business owners and individuals. A private credit bureau called Long-Range Company was launched during the period 2002 to 2003. In terms of the World Bank’s Credit Information Index rating, Bosnia and Herzegovina scores 5, compared with a regional average of 2.5.  The index ranges from 0 to 6 with higher scores showing that more credit information is available from a public or private credit bureau. 

Regulatory and Legal Environment of Bosnia and Herzegovina

According to the World Bank, it takes 36 procedures and 330 days from the time a plaintiff files a lawsuit to when the claim is settled. On average, the cost of enforcing contracts in terms of legal and court fees reaches 19.6% of debt value. Filing bankruptcy takes about 3.3 years with an average cost of 8% of estate value. The recovery rate for creditors in Bosnia and Herzegovina is $0.32 per USD. 

Bosnia and Herzegovina is composed of two entities, the Federation of Bosnia and Herzegovina and the Republika Srpska. The two largely operate under different corporate and tax laws. As a result, microcredit organizations are regulated separately as well. However, according to CGAP, there is some commonality between microfinance legislation in the two entities. The Federation’s legislation on microfinance includes: the Law on Microcredit Organizations and the Rule Book on the Contents and the Manner of Keeping the Register of the Microcredit Organizations. In the Republika Srpska, legislation on microfinance regulation includes: the Law on Microcredit Organizations, and the Decision on Documentation Necessary for the Issuing of Approval for Founding of the Microcredit Organization. In the Republika Srpska, both the registration and non-prudential supervision of microcredit organizations are administered by the Ministry of Finance. In the Federation, they are administered by the Ministry of Labour and Social Policy and the Ministry of Finance respectively.

In Bosnia and Herzegovina, microcredit organizations are defined as credit only institutions that target the ‘socially vulnerable’ segments of the population. In the Republika Srpska, first loans are generally less than 4,000 BAM (about $2,500) and consecutive loans are less than 24,000 BAM (about $15,000); these loans, with maturities to a maximum of 36 months, qualify as microcredit. 

Thus far, in both entities, there are no requirements on minimum capital levels for the establishment of a microcredit organization; however, there are three major prohibitions given in legislation governing microcredit organizations. First, microcredit can only be used to finance “a business activity which realizes a certain income.” Second, microcredit organizations are not allowed to provide saving services. Third, microcredit organizations can only be non-profit bodies. CGAP reports that although microfinance organizations are prohibited from acquiring  commercial legal status, commercial banks are allowed to provide microfinance services. 

An International Fund for Agricultural Development (IFAD) project launched in 1997 raised the idea of a legal vehicle for savings and credit associations but this did not receive the endorsement of either of the sub-national governments. 

By the end of 2005, new legislation will require microcredit organizations to either transform themselves into microcredit foundations or microcredit companies. Both sub-national governments will handover their non-prudential supervisory roles to the Central Bank of Bosnia and Herzegovina. These changes will enable institutions to expand their product offerings to leasing, payment transfers and insurance. However, neither savings nor deposit collection will be authorized under the new legislation.
Microfinance Institutions (MFIs) and Commercial Banks’ Involvement in Bosnia and Herzegovina

There are 45 members of the Association of Microfinance Organizations in Bosnia and Herzegovina (AMFO), which was informally founded in 1999. Its goal is to improve the business environment in which microcredit organizations operate through networking and supporting micro and small enterprises. At present, AMFO provides network services including information dissemination and policy advocacy. 

The vast majority of institutions in Bosnia and Herzegovina have achieved operational self-sufficiency and it is estimated that more than half have reached financial self-sufficiency. As of December 31st, 2004, the total number of active clients served by microcredit organizations reported to the Impact Study of the World Bank Local Initiatives Project II in Bosnia and Herzegovina was 104,200 spread between ten major players, namely: Benefit, EKI, LOK Mikro, Mi-Bospo, Mikro ALDI, MIKROFIN, Mikro SUNRISE, Partner, Prizma Mikro and SINERGIJA plus. It is worth pointing out that all of these institutions successfully follow a zero delinquency policy, which translates to an aggregated portfolio at risk of less than 1% for more than 30 days. In addition, these microcredit organizations borrow funds commercially either from local commercial banks or from foreign investors, for which they use the organizations’ assets as security.

According to the Central Bank of Bosnia and Herzegovina, as of now there are 27 commercial banks in Bosnia and Herzegovina. The Microfinance Centre states that ProCredit Bank Bosnia and Herzegovina (previously called Micro Enterprise Bank) is the only commercial bank that is engaged in microfinance, and serves 17,850 active microcredit clients, as of June 2005. No commercial banks in Bosnia and Herzegovina have successfully provided saving services to the poor. 

Activities of Bosnia and Herzegovina’s National Committee

In Bosnia and Herzegovina, AMFO has established a National Committee for coordinating Year of Microcredit activities. In March 2005, the National Committee organized a series of round table events to assess the need for new laws on micro-lending (participants included microcredit organizations and other relevant actors in this area of work). In April, the Committee introduced its updated action plan and its achievements at the General Assembly of AMFO. Additional activities such as the Sarajevo Pink Book Launch, the CGAP Transparency Award Ceremony in Sarajevo, and the presentation of the “Impact of Microcredit on Clients” mandated by the World Bank, have contributed to create national interest during the Year of Microcredit. The Committee is organizing an exhibition to present client products in Sarajevo and is planning a Balkan Microfinance Conference for November. It has also invited Mohammed Yunus, founder of the Grameen Bank, to speak. 
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