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Abstract

The global financial crisis has been increasingly destructive for transitional economies further weakening its fragile manufacturing sector. Bosnia & Herzegovina (B&H) including one of its entities Republic of Srpska (RS) is not an exception.  Although, as the official statistics suggest, the economy of Bosnia and Herzegovina is not in recession, evidence of its growth is still discouraging. In this country where an irregular transition and economic reform wiped out most of the manufacturing sector dominated by large firms, entrepreneurship and SMEs development is seen as one of the key avenues for the economic recovery. This paper examines the range of influences in the institutional environment that affect the development of entrepreneurship and SMEs in RS.  These include the role of government agencies, policy infrastructure, and other factors critical for the SMEs support. More specifically in this study we analyzed the programs, policies and strategies for SME support in RS.  In so doing a survey was conducted in early 2010 in one of the most developed regions as well as the largest concentrations of new businesses in RS, Banja Luka. With 47.3 SMEs per 1000 inhabitants, Banja Luka has exceeded the European average. However, the RS marks the uneven development in its regions with weak entrepreneurial infrastructure. Specifically, respondents in the sample of 87 enterprises evaluated the availability of funding sources as a major problem to the development of SMEs in the Republic of Srpska. Entrepreneurs expect help from development programs through soft loans, grant and through guarantee funds. On the order to ensure the balanced and systematic development of the RS, based on the results of the research and analysis of the models of support for the growth and development of SMEs in the countries of Southeast and Central Europe, we will present a new Model of Structural Support to SMEs and Entrepreneurship in the Republic of Srpska. 
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Introduction

The economy of Bosnia and Herzegovina and the Republic of Srpska
 in the last decade, from 2001 to 2010, according to official statistics, has recorded a significant economic growth. Between 2001 and 2010 GDP in the RS has almost doubled, from 1,478.000 € to 4,250.000 €, respectively (Republic of Srpska Institute of Statistics, 2011). This growth is due to the growth of the sector of small and medium-sized enterprises
 that, in the period between 2006 and 2008, has recorded a growth of SMEs of 8.41%. "The largest share in the overall increase in the number of SMEs had micro enterprises with 86.18% and small enterprises with 8.93% and medium-sized enterprises with 4.89%" (Petkovic, 2010, p. 65). The growth has continued in 2009. Out of 14,321 companies, only 55 or 0.38% were large enterprises. However, in 2010, according to APIF
 data, 9,472 companies have submitted their required financial reports for the year 2009. Comparing this number with the data from 2009, the question is what happened with other companies? Have they ceased to do business or simply have not fulfilled their legal obligation? 

At the beginning of 2009 the first negative effects of the global financial crisis spilled over in the real sector of the RS, which were felt in the decline of the number of companies, job cuts, in the reduction the effective demand, problems of liquidity expressed in low levels of debt collection and the inability to pay short-term obligations, difficulties in accessing external financing sources outside the company, as well as problems with solvency. Economies of developed countries have also felt the negative effects of the recession, but did not give up on further and increased institutional support to SME sector. Small enterprises in the European Union are in fact the true giants of the European economy. Micro enterprises (with fewer than 10 employees) are dominant in employment in the countries such as Italy (47%), Poland (41%), while the share of large enterprises in employment in the Great Britain is only 46% (Glavanits, 2007).  
Modern capitalist economies are experiencing a change in the nature of production, organization of work processes and the economic structure (Parker, 2001). Traditional, production-oriented industries continue their decline, while service-oriented industry grows and changes (Solymossy, 2009). During the economic crisis major companies have released a large number of workers. Mass unemployment and growing poverty have forced governments to revise their interest in big business. Until then, business historians have neglected the SMEs in their research, and very little research in this area has actually been done (Scranton, 1984; Benson, 1983; Blackford, 2003). At the same time, scientific studies have confirmed the importance of small and medium-sized enterprises to the economy and this has triggered changes in government policies. According to the highly influential study of David Birch from 1979 as stated by Landström (2005) in his paper, SMEs are largely responsible for creating new jobs, and additional studies have emphasized the high level of innovativeness of SMEs. These figures have shocked many, particularly economists, because it was contradictory to their earlier theories of economies of scale. Further studies have shown that the growth of national income is unambiguously connected with high levels of the foundation of new companies and especially the new so-called start-up companies (Stam et al. 2007; Wong et al. 2005). While big business was still struggling to survive, and the number of workers was still being reduced, governments wanted and needed to stimulate employment growth. SME has been branded as a creator of jobs and the entrepreneur has become a new hero of economic policies. For many this has become the era of entrepreneurship. There is a link between self-employment, entrepreneurship and small and medium-sized enterprises, and these are inseparable categories between which there is a strong correlation in the same direction (Goey, 2004). "Small enterprises are the backbone of the Western Balkans economies, according to a report on the implementation of the European Charter in the Western Balkans" (Report on the Implementation of the European Charter for Small Enterprises in the Western Balkans, 2007, p 3).  
The starting research problem in this paper can be briefly represented with the question whether the existing institutional support for entrepreneurship development and SME sector in the Republic of Srpska is efficient and enough built? Entrepreneurship is considered to be an important mechanism for economic development through employment, innovation and welfare effects (Schumpeter 1934; Acs and Audretsch 1988; Wennekers and Thurik 1999). The dynamics of entrepreneurship can be vastly different depending on institutional context and level of economic development (Acs et al., 2008).
Analyzing institutional arrangements in the Republic of Srpska, Bosnia and Herzegovina and surrounding countries and European Union, and reviewing the literature of positive European practices, the starting hypothesis of this paper can be defined as follows: Improvement of entrepreneurial environment and building of entrepreneurial infrastructure through rounding up the process of building of institutions for financial and non-financial support to SMEs, adopting and implementing policies, programs and strategies, will give an additional contribution to the establishment of efficient doing business and economic structure of the Republic of Srpska in which SMEs have a dominant role and alongside big giants, will be an engine out of the crisis. 
Particular emphasis in this paper is placed on the search for answers to questions: which are the key external and internal factors of efficient and effective business of SMEs in the Republic of Srpska. We analyzed the answers of entrepreneurs and managers from 87 SMEs in Banja Luka in the comprehensive research conducted in late 2009 and early 2010. As a result of the research, we constructed a new Model of Structural Support to SMEs and Entrepreneurship in the Republic of Srpska, whose establishment, in the long term, would lead to a systematic and efficient development of entrepreneurship, as well as significant economic growth and employment growth.
1. Small and medium-sized enterprises in the Republic of Srpska 

Since the SME sector represents the most important and most dynamic part of the Republic of Srpska economy, which employs half of the total number of employees in the Republic of Srpska and makes 99.56% of the total number of enterprises, growing importance is given to the development of SMEs in the Republic of Srpska over the last few years (Analysis of the situation in the field of SMEs for 2008, 2009, p. 8). According to official statistics, in 2009 the number of companies increased. According to data from the Tax Administration 14,321 companies operated in the Republic of Srpska in 2009, of which 14,266 or 99.62% were SMEs. Micro enterprises make up the majority SMEs with 12,049 or 84.14%, followed by small enterprises with 1,805 or 12.60%, while the number of medium-sized enterprises is 412 or 2.88%. According to the industry structure most SMEs are still in the field of wholesale and retail sector with 42.18% and 20.31% in the sector of processing industry. According to the regional representation the largest number of SMEs is located in the economic areas of Banja Luka and Bijeljina with 46.96% and 16.56% respectively. (Analysis of the situation in the field of SMEs for 2009, 2010, p. 7).
TABLE 1. RS enterprises structure by size in 2009
	Enterprise
	Number of enterprises
	The share in total (%)

	Micro (up to 9 employees)
	12.049
	84,14%

	Small (10-49 employees)
	1.805
	12,60%

	Medium (50-249 employees)
	412
	2,88%

	Total number of SMEs 
	14.266
	99,62%

	Large (over 250 employees)
	55
	0,38%

	TOTAL
	14.321
	100%


(Source: Tax Administration of RS)

In the period since 2004 the Republic of Srpska has done a lot of work on creating a legal framework to encourage the development of SMEs. Agency for Development of Small and Medium-Sized Enterprises and Investment-Development Bank of the Republic of Srpska were established, 16 local agencies for the development of SMEs and entrepreneurship were established, SME Development Strategy for the period 2006-2010 was adopted, and the new Strategy for the period 2011-2015 is being developed. Significant resources have been invested to encourage the development of SMEs from the Development Programme of the Republic of Srpska for the period 2007-2010, new legal initiatives have been started on the guillotine of regulations to eliminate unnecessary administrative procedures in business registration and obtaining various permits, the Guarantee Fund of the RS has been formed, a series of strategies
 have been developed. All these are good preconditions for systematic and strategically defined economic development of the Republic of Srpska, where entrepreneurs and SME sector occupy a key position. 
Agency for Development of Small and Medium-Sized Enterprises of the Republic of Srpska (hereinafter RARS, A/N) has created a descriptive comparative analysis of SME sector in the Republic of Srpska in 2010 in the form of report to the Government of the Republic of Srpska. The main disadvantage of the analysis itself which is highlighted in the report is the lack of the Republic of Srpska institutions for statistical monitoring of the data on SMEs and the lack of use of the European methodology by EUROSTAT. The data from multiple sources have been used, mostly data from the Fund for Pension and Disability Insurance of the Republic of Srpska (Fund PIO RS), Intermediary Agency for IT and Financial Services (APIF) and the Republic of Srpska Institute of Statistics, which were often in conflict with each other.
Unfortunately, official statistics data on the situation in the SME sector in 2010 and the first two quarters of the 2011 in the form of report of the RARS to the Republic of Srpska National Assembly (hereinafter RSNA) are not yet done and published. 
However, in 2010, according to APIF data (Intermediary Agency for IT and Financial Services), 9,472 companies have submitted their required financial reports for the year 2009. Comparing this number with 14,321 companies registered in 2010, the question is what happened with 4,849 companies, the largest number of which were micro, small and medium-sized enterprises? 
Have they ceased to do business or simply have not fulfilled their legal obligation? It is about reducing the number of companies that exist in the real sector by 33.44%. 
Negative effects of the financial crisis and crisis of the real sector have inflicted a heavy blow to SME sector in the RS in 2010. If we looked at the pre-crisis period between 2006 and 2008, there was a noticeable upward trend in the number of SMEs until 2009, but in 2010 it became the downward trend.

TABLE 2. SMEs in RS in the period 2006-2010 (Sources: Pension Fund of RS, APIF)
	Year
	2006
	2007
	2008
	2009
	2010

	Number of SMEs in RS
	11,282
	12,391
	13,433
	14,321
	9,472
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FIGURE 1. SMEs in RS in the period 2006-2010 (Sources: Pension Fund of RS, APIF)
The year 2009 saw a real decline in economic activity in the Republic of Srpska of 3.0%, in developed countries 3.2%, Euro zone 4.1%, Germany 4.7%, while the decline in gross domestic product in Serbia and Croatia amounted to 3.0% and 5.8% respectively (Economic Policy of the Republic of Srpska in 2011, p. 4). However, the year 2010 saw a slight increase in GDP. The RS government also helped the recovery with its economic policy measures. Of the funds placed on a credit basis, the development of enterprise and entrepreneurship in the RS is supported with 316 million KM, and the funds were used to finance the modernization, improvement and expansion of business activities and liquidity of the existing enterprises and for the establishment of new enterprises. At the same time, 65 million KM was placed in the development of domestic agricultural production. It is important to remember that these are the cheapest loans, with the repayment period of 20 years; interest rates are in the range from 4.0% to 6.0%, and with a grace period in specific credit lines up to 36 months (Ibid, p. 13).
In 2009, there were 99,430 workers employed in the SME sector in the Republic of Srpska. 

TABLE 3. Enterprise structure by size in 2009

	Enterprise
	   SMEs
	Number of employed in SMEs
	The employees share in SMEs 

( %)
	Average number of employees per enterprise

	Micro (up to 9 employees)
	12,049
	21,687
	21.81
	2

	Small (10-49 employees)
	1,805
	36,413
	36.62
	20

	Medium (50-249 employees)
	412
	41,330
	41.57
	100

	Total number of SMEs
	14,266
	99,430
	100.00
	7


(Source: Tax Administration of RS)
Data on the economic structure shows a relatively unfavorable industry structure of the SME sector in the Republic of Srpska, in relation to the industry structure of the SME sector in the EU countries. This disadvantage is reflected in the majority participation of SMEs in three to four industries, with the dominant share of retail and wholesale industry, repair of motor vehicles and items for personal use, while in EU countries there is proportionate representation of SMEs in all industry sectors. The largest number of SMEs in the Republic of Srpska is concentrated in the sector of wholesale and retail trade, repair of motor vehicles and items for personal use – 6,018 companies, or 42.18%, manufacturing industry – 2,898 or 20.31%, real estate and renting – 1,168 or 8.19%, and transport, storage and communications – 1,091 or 7.65%. Large enterprises are mostly concentrated in the sectors of manufacturing industry and the production and supply with electricity, gas and water.
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FIGURE 2. The structure of SMEs and employees in SMEs by sectors in %  

(Source: Tax Administration of RS)
Indicators of business performance of SMEs in the Republic of Srpska in 2009 are presented on the basis of data contained in the annual tax return for income taxes. According to data from the RS Tax Administration, the total income reported by companies that are the subject of observation in this Report, for 2009, by filing an annual tax declaration for income taxes amounted to 14,792,120,605 KM. Of this amount, 78.64% refers to SMEs and 21.36% to large enterprises. 75.28% of the total reported profit refers to SMEs, while 72.63% of the total tax paid on profits came from the SME sector (Ibid., p. 25).
TABLE 4. Data from Annual tax returns for income tax
	Enterprise
	Total revenue
	 (%)
	Profit/Loss
	(%)
	Income tax
	(%)

	Micro (up to 9 employees)
	2,796,527,916
	18.91
	101,545,479
	20.70
	21,576,836
	22.24

	Small (10-49 employees)
	4,056,738,054
	27.42
	196,146,132
	39.98
	26,240,968
	27.05

	Medium (50-249 employees)
	4,779,303,045
	32.31
	71,652,509
	14.60
	22,641,839
	23.34

	Total number of SMEs
	11,632,569,015
	78.64
	369,344,119
	75.28
	70,459,643
	72.63

	Large (over 250 employees)
	3,159,551,590
	21.36
	121,294,208
	24.72
	26,548,488
	27.37

	TOTAL
	14,792,120,605
	100.00
	490,638,328
	100.00
	97,008,131
	100.00


(Source: Tax Administration of RS)
Detailed statistics on SMEs in the RS can be found in the document called Analysis of the situation in the field of SMEs for 2009, available on the RARS
 web site.

2. Legal aspects of the entrepreneurial infrastructure in the Republic of Srpska  
For growth and development of enterprises in general, and particularly SMEs, in addition to the effects of the entire set of internal factors, such as vocational training of the owners, managers, employees, technology choices, shapes, looks, size, quality and other tangible characteristics of products, standardization of provided products and services and, of course, a sufficient level of demand for the offered products and services as one of the main external factors, it is essential that SMEs operate in an motivating environment from the aspect of business security and the development of institutions for the support to SMEs and the business sector in general. Problems of SMEs in the Republic of Srpska, and specifically in Banja Luka, have relatively recently come into the focus of the political and business community, especially in the last quarter of 2008 and the first two quarters of 2009, when the first negative effects of the global financial crisis began to be felt in the real sector in the RS and BiH. Finally, in the Republic of Srpska, the awareness of the role and importance of small and medium-sized enterprises was raised to a higher level, so that there was an institutional arrangement of the legal framework for the operation of SMEs. Business operations of enterprises and entrepreneurs in the Republic of Srpska are defined by the Law on Business Companies and the Law on Craft and Entrepreneurial Activities. SMEs in the RS are defined under the Law on the Encouragement of the Development of SMEs. 
Until then, SMEs were not treated individually, nor were the subject of a special interest in the legislature. Unfortunately, SMEs are treated differently both in the Republic of Srpska (for example, there are two laws that are contradictory because they define companies by size in a different way, and those are the Law on the Encouragement of the Development of the SMEs and the Accounting and Auditing Law) and in the Federation of BiH, and we are in a situation where on the level of the common state we do not have harmonized legislation that treats SMEs, nor this regulation is harmonized with the European legal practice. In the next table view, we shall see the basic similarities and differences between certain legislation in the Republic of Srpska, the Federation of BiH and the EU.

TABLE 5. SMEs definition in EU27, RS and FBiH.
	
	GDP per capita (in EUR) 
	Definition of SMEs

	EU 27 average GDP per capita in 2007
	EUR
24,900
	For policy purposes, SMEs in the EU are defined as enterprises with fewer than 250 employees, provided that they are independent (of other enterprises) and do not have sales that exceed EUR 50 million or an annual balance sheet that exceeds EUR 43 million. For statistical purposes, structural business statistics (SBS) may be broken down by enterprise size class according to employment thresholds – to present information on: large (250 or more persons employed); medium-sized (50 to 249); small (10 to 49); and micro enterprises (less than 10). Micro, small and medium-sized enterprises are collectively referred to as SMEs.

	Republic of Srpska average GDP per capita in 2010
	EUR 2,963 (BiH)
	Medium-sized enterprises are legal bodies with following features:

- 50 to 249 employees per year;

- do not have sales that exceed EUR 25 million or an annual balance sheet that exceeds EUR 21.5 million.
Small enterprises are legal bodies with following features:

- 10 to 49 employees per year;

- do not have sales that exceed EUR 5 million or an annual balance sheet that exceeds EUR 5 million.
Micro enterprises (less than 10). Micro, small and medium-sized enterprises are collectively referred to as SMEs.

	Federation of Bosnia and Herzegovina
	
	Medium-sized enterprises are legal bodies with following features:

- up to 250 employees per year;

- do not have sales that exceed EUR 20 million or an annual balance sheet that exceeds EUR 15 million.
Small enterprises are legal bodies with following features:

- up to 50 employees per year;

- do not have sales that exceed EUR 2 million or an annual balance sheet that exceeds EUR 2 million.
Micro enterprises are legal bodies with following features:

up to 50 employees per year;

- do not have sales that exceed EUR 0.1 million or an annual balance sheet that exceeds EUR 0.1 million.



(Source: The Republic of Srpska Investment-Development Bank (IRBRS), Eurostat)
Legislation in the Republic of Srpska and Bosnia and Herzegovina that defines SMEs must be harmonized with European legislation. According to the European Commission Recommendation of 6 May 2003 (2003/361/EC), SME is any entity, regardless of legal form, which is involved in economic activity, including in particular those involved in craft activities, and other activities of the independent or family basis, partnerships or associations that have regular economic activities. The recommendation is published in the EU Official Journal L 124, page 36 of 20 May 2003 and represents the only authentic basis for determining qualification requirements of SMEs.
Bosnia and Herzegovina needs better laws and regulations and another problem is the lack of Analysis of the Impact of Regulations and lack of state Strategy and the Agency for SMEs. Agency for SMEs has been established in almost every country of the Western Balkans except Bosnia and Herzegovina (SME Development Strategy in BiH 2009-2011, 2009, p. 25).
The situation in RS is different than in the FBiH and BiH in general, i.e. it is considerably better in terms of institutional arrangement to support the development of the SME sector, but is far from ideal. Developing entrepreneurial infrastructure is somewhat slower in the Republic of Srpska and Bosnia and Herzegovina with respect to the financial opportunities for the incentives, situation in the business environment, legislative framework and other factors. We should also say that there is insufficient sensitivity in the society and the business environment for the development of entrepreneurial infrastructure. Currently in the Republic of Srpska there are 5 business incubators, in Banja Luka, Prijedor, Trebinje, Samac and Modrica (Analysis of the situation in the field of SMEs for 2009, 2010, p. 9).
Legislation in the Republic of Srpska and BiH as a whole, in its basis and from the point of application is a complex area. Although a significant number of laws have been adopted until now, they are poorly implemented in practice at various levels, especially where they should apply for the benefit of business enterprises. On the other hand, implementation of new legislation represents a strong cost burden for small business enterprises, as if they were large enterprises. Serious analysis of the impact of regulations is done in the Strategy for the development of SMEs and entrepreneurship in the City of Banja Luka, whose coauthor is the author of this work, but only analysis of those laws that hinder the business operations of potential and existing SMEs on the local level. There are many legal obstacles to the development of SMEs, which not only slow down the development of the City as a local community, but also indirectly reflect on the development of SMEs in its territory. Without wishing to analyze the impact of each individual legal solution in the Republic of Srpska, we will give a unique overview of legislation that currently shapes the business environment of SMEs in the Republic of Srpska and Banja Luka, defines the legal basis for the work and activities of enterprises and institutions for the support to SME sector. Legislation that affects or could affect the work and performance of SMEs in the Republic of Srpska is divided into:

a) Legislation that defines the general framework of business enterprises at the Entity and State level, and

b) Legislation that indirectly regulates the development of SME sector at the local level.
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FIGURE 3. The legal framework governing the operation and direct the business environment of SMEs sector in RS and BiH
At the level of the Republic of Srpska and Bosnia and Herzegovina, the following schematic presents the laws that define the general legal framework for the establishment and operation of enterprises, tax liabilities, finance, trade, tourism, and institutions for the support to the development of SME sector.
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FIGURE 4. The laws governing the registration and legal framework of SME sector in RS and BiH
According to the Law on Registration of Legal Entities in the Republic of Srpska, the procedure of registration in the Register of Companies is defined in accordance with the Framework Law on Registration of Legal Entities of Bosnia and Herzegovina. Unfortunately, this law is still not fully implemented, nor the Register has been established. The Law on Business Companies came into force on 01 January 2010, replacing the Law on Enterprises, and it is expected from this law to facilitate the establishment of enterprises and provide greater protection for small shareholders. The maximum number of members for limited liability companies increased from 30 to 50, for closed joint stock companies to 100, while those with more than 100 members must operate as open joint stock companies.
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FIGURE 5. The laws governing tax liability, accounting and auditing in enterprises in RS and B&H
Indirect taxes are the responsibility of BiH, while direct taxes are the responsibility of entities. Without wishing to comment on the tax system and the Accounting and Auditing Law in the Republic of Srpska, Figure 9 presents the main laws that regulate this very important area for business growth and development of the SME sector. In BiH, and therefore in the Republic of Srpska, all companies that generate annual revenue of 50,000 BAM or more annually, are VAT tax payers and pay the single tax rate of 17%, and in the Republic of Srpska income tax is payable in the amount of 10%. 

From the aspect of financing the SME sector and banking and micro-credit institutions, the laws in force are those on the level of BiH and the Republic of Srpska, regulating this highly sensitive area necessary for normal functioning and development of SME sector and the economy in general. In fact, in many studies conducted in the world and in our country, entrepreneurs reported that the complicated and expensive procedures to obtain the loan, as well as the price of borrowed capital, especially for start up businesses, represents one of the main obstacles to growth and development of enterprises. Figure 6 presents laws governing the financing of SMEs and finance in general.
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FIGURE 6. The laws governing SMEs financing in RS and BiH
Legal barriers affecting the development of SMEs indirectly from the local level can be grouped into the following groups (Strategy for the development of SMEs and entrepreneurship in the City of Banja Luka, 2010-2015, 2010, p. 99-101):

· legal barriers arising from the legislation that regulates the field of local government 

· legal barriers arising from the legislation that regulates the field of construction land, spatial planning and agricultural land 

· legal barriers arising from the legislation that regulates the field of utilities, the Law on Communal Activities 

· legal barriers arising from the legislation that regulates the field of concessions and fees for the use of natural resources 
· legal barriers arising from the legislation that regulates the division of assets, legislation on transfer of rights of property of the local government and the legislation that regulates the field of privatization of buildings, offices and garages.
Legislation in the Republic of Srpska and BiH still needs to be harmonized with the European Charter for Small Enterprises and the European practice, taking into account that when creating legal regulations that directly, but also indirectly influence the entrepreneurial environment it is based on the principle of "Think Small First". 
3. Institutional infrastructure for the development of small and medium-sized enterprises and entrepreneurship in the Republic of Srpska
In the previous section, we presented the main laws that regulate the operations of the business sector in the Republic of Srpska and BiH. The necessary condition for the generation and establishment of policies in the field of SME development, and then for its implementation, is adequate institutional infrastructure. 

The institutional framework appropriate for the entrepreneurship consists of  "fundamental political, social and legal-based rules that reinforce the basis for production, exchange and distribution. The existing institutional framework for the support to the SME sector is very complex, with numerous institutions that operate at the state level and at the City level (Strategy for the development of SMEs and entrepreneurship in the City of Banja Luka, 2010-2015, 2010, p. 91). 
Seen from the aspect of SME development in Banja Luka and RS, the institutional framework for developing and supporting the SME sector is still weak and underdeveloped in comparison with the positive international practices, as well as the institutional framework developed by other countries of Southeast Europe. However, many institutions for direct and indirect support to entrepreneurship and SME sector are established. 

According to current institutional organigrams, at the level of RS, the development of entrepreneurship and SME sector is affected by the following institutions:
1. Committee for Economy and Finance of the RSNA
2. Ministry of Economy, Energy and Development through the work of the Department for SME Development
3. RARS

4. Investment-Development Bank of the RS through the RS Development and Employment Fund 
5. RS Employment Bureau

6. RS Chamber of Commerce 
7. Craftsmen-Entrepreneurs Chamber of RS

At the level of local communities, taking the City of Banja Luka as an example, it is the following institutions:

1. Council for the Economic Development

2. Sector of Economy of the City of Banja Luka
3. City Development Agency Banja Luka (CIDEA)
4. Regional Chamber of Commerce Banja Luka

5. Craftsmen-Entrepreneurs Chamber of the Banja Luka Region 

6. Association of Private Employers Banja Luka.


Total institutional organigram for SME support of the City is shown in Figure 7 
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FIGURE 7. The organizational structure of institutions for SME support in Banja Luka









For the further development of the SME sector and entrepreneurship, we lack the key institutions, which neighboring countries have, especially Croatia and Serbia, and these are the ministries that are primarily and not incidentally engaged in entrepreneurship and SME sector. In Serbia, it is the Ministry of Economy and Regional Development and in Croatia it is the Ministry of Economy, Labor and Entrepreneurship. In the Republic of Srpska we have a Department for SMEs at the Ministry of Economy, Energy and Development, as well as the Ministry of Economic Affairs and Coordination. Unfortunately, we have no ministry that would be solely concerned with the creation of policies, strategies and measures for the development of entrepreneurship and SME sector. For the purpose of rounding up "cycle" of institutional support for SME development, it would be desirable, in addition to the Guarantee Fund of the RS, which was formed in October 2010 with the equity of 15 million €, to work on the formation of credit and guarantee funds, business incubators and technology parks at the level of local communities, and create a Career Center, which would primarily provide the services of training, additional training, and retraining.

In Banja Luka, in terms of policy and program development of the SME sector a lot has been done. City Development Strategy for the period 2007-2015, Strategy for the Development of SMEs and Entrepreneurship for the period 2010-2015 as well as the Rural Development Strategy of the City has been adopted. The results of this strategic action are already visible. In the Strategy for the Development of SMEs and Entrepreneurship in Banja Luka 2010-2015 it is stated (ibid, p. 153): 
Through incentive policies and programs, in the next five year period we aim to increase the number of newly registered and active micro, small and medium-sized enterprises above the EU average in 2006 (40 enterprises per 1,000 inhabitants), and it is from the current 47.3 to 56.76 of SMEs per thousand people (an increase of 20%), change the qualitative structure of the economy in favor of the traditional manufacturing businesses, the resource-based industries and businesses in the area of information-communication technologies, pharmaceutical industry, electro-mechanical industry, and increase the number of employees in the private sector by 30%.

Objectives are measurable and, we believe, with such a systematic approach – achievable. In order for goals to be met, it is necessary to further develop the institutions of support to the entrepreneurship in the RS and BiH, but also to adapt the legislation to the needs of smaller players in the market and harmonize it with the positive legal regulations of the European Union.
4. Analysis of programs, policies and strategies for support to small and medium-sized enterprises in the Republic of Srpska and Bosnia and Herzegovina
There are common institutions and legal frameworks that are adopted at the level of Bosnia and Herzegovina, which are binding for the entities and Brcko District. The authors of the Strategy for SMEs in BiH 2009-2011 (2009) believe that Bosnia and Herzegovina needs better laws and regulations, and another problem is the lack of analysis of the impact of regulations and lack of the state Strategy and the Agency for SMEs. Agency for SMEs has been established in almost every country of the Western Balkans except Bosnia and Herzegovina. Agency for Development of Small and Medium-Sized Enterprises of the Republic of Srpska was established and commenced its operations in September 2004. In FBiH and Brcko District, there is no similar umbrella agency. In the Republic of Srpska the current strategy of SMEs development is still the one for the period 2006-2010, and many cities, like Banja Luka, Trebinje, Prijedor, and Mrkonjic Grad have adopted their own development strategies and strategies for the development of entrepreneurship and SMEs. 

The Report on the fulfillment of the Charter for SMEs in the Western Balkans emphasized that before any further progress, an agreement between the governments on the Strategy for SMEs in BiH must be made at all levels (2007). The structure of Bosnia and Herzegovina is very complex and complicated. It consists of four levels of government (state level, entities and the District, cantons and municipalities), and at every level there are fairly autonomous legal-institutional arrangements that influence the creation of entrepreneurial environment and economic milieu in general. A key factor for growth and development of entrepreneurial activity is certainly entrepreneurial environment (BiH GEM National Report, 2008). The obstacles faced by entrepreneurs can largely hinder the growth of existing and creation of new businesses. 

In June of 2008, the author of this paper facilitated a panel discussion on the main obstacles to growth and development of SMEs in the Republic of Srpska with 26 representatives of SME sector, RS Chamber of Commerce, Ministry of Finance, Ministry of Economy, Energy and Development of the RS, the Banja Luka Stock Exchange, the Agency for SMEs of the RS, City Development Agency, ARDA, EU TAC, IRBRS, etc.   

In the time before the global financial crisis, when the level of demand for products and services was considerably higher than in 2011, the main obstacles to growth and development of SMEs in the Republic of Srpska that were identified by the participants of the panel discussion were the following:

1. The long, costly and complicated procedures of business registration.

2. Unfavorable financing conditions for start up and existing SMEs.

2.1. 
Lack of private and state seed capital institutions for the support to the                    

             establishment of start up companies.


2.2.
High interest rates for working capital and fixed assets    

     

as well as the high indebtedness of SMEs.

2.3. Problems in the collection of current receivables.

2.4. Complicated procedures for the implementation of the loan.

2.5. The absence of the guarantee fund.

3. Inadequate education system.

3.1.
The mismatch of the education system with the Lisbon 

  

Charter.


3.2.
Admissions policy in secondary and higher education is not  

     

aligned with the needs of labor market.


3.3.
Underdeveloped sector of informal education   

    

and training.


3.4.
The lack of basic managerial and technical knowledge and  

    

skills of entrepreneurs and managers.

4. Lack of awareness and financial conditions of entrepreneurs about the necessity of introducing quality systems in manufacturing and service processes.

5. Insufficient use of information technology in SMEs.

6. Non-incentive fiscal policy (heavy burdens of taxes and excise duties for SMEs).

7. Lack of awareness of consumers about the quality of domestic brands and insufficient investment in building national brands.

8. Insufficient and non-adequate protection of domestic producers from substandard goods from abroad as well as goods with dumping prices.

9. Equating the business conditions for foreign and domestic investors. 

Further, the State Strategy (2009) argues that the unfavorable tax policy and finance are not coordinated between entities. It is also necessary to improve the banking policy of high interest rates and unfavorable requests for guarantees. 
In the European Union, SMEs face obstacles when participating in public procurement markets, which constitute 16% of EU GDP, often for the simple reason, because small firms are not familiar with the possibilities that exist and/or are discouraged by the procedures and because the government prefers to entrust some of the contracts to larger companies with experience, rather than to young innovative companies. Nevertheless, 42% of the value of public procurement across the EU limit was assigned to SMEs in 2005. However, additional significant efforts are necessary to reduce the remaining obstacles for SMEs to access the procurement market, especially by mitigation of requirements, which contractors put in tenders (Small Business Act for Europe, 2008, p. 10).

Public procurement in the Republic of Srpska could certainly be an excellent source of financing for business projects for SME sector. In terms of facilitating access to sources of finance for daily operations and growth and business development, creation of credit and guarantee funds will contribute to facilitating access to loans, especially to start up enterprises. We believe that the effect of guarantee funds at the level of the Republic of Srpska and local guarantee funds will not only facilitate access to loans, but will also influence the reduction of cost of capital, which will have direct consequences on the development of SME sector.

In the literature, the available research in the EU and the region (BiH National GEM Report, 2008; Unlocking Business Potential, especially of SMEs, 2009), we note that the lack of highly trained personnel is the main obstacle to growth and development of SMEs. The situation is identical in BiH and in the Republic of Srpska. Although we can often hear the opinions of the public that the educational system of the former Yugoslavia produced a highly skilled and trained personnel, in addition to being cheaper than most employees in Europe, their training and knowledge are often not practically applicable.  

Education, training and retraining are important prerequisites for the development of human resources for the development needs of the SME sector. Although BiH has no legal obstacles to export its products to EU countries, non-tariff and other "invisible" barriers disrupt the work of companies in BiH and the Republic of Srpska. Even cooperation with neighboring countries, members of CEFTA
 is not great, because they often do not recognize national certificates of quality standards or laboratory findings of the technical conditions and safety of products. Therefore, at the level of the Republic of Srpska, it is necessary to systematically address the issue of training, additional retraining and retraining of the workforce by opening the RS Career Centre, and implement the reform of the formal educational system from basic education to higher education by introducing entrepreneurial education in accordance with the recommendations of the Lisbon strategy. However, some developments in BiH, namely in the RS, were made, which was recognized by the European Commission in its report on implementing the European Charter for Small Enterprises 2008. Regarding education the Report notes that the attention is given to entrepreneurial knowledge by introducing the subject Entrepreneurship in the curricula of 75% of secondary schools in the Republic of Srpska. Specialized training for entrepreneurs and SMEs which export their products in CEFTA countries and EU, and Internet access to information about all directives and requirements, would certainly make it easier for our entrepreneurs in effort to improve the quality of their products and services and thus general economic competitiveness of the Republic of Srpska.   

If we analyze the laws in the field of direct and indirect taxes, we can notice that in the Republic of Srpska start up enterprises, and SMEs in general, have no privileges in paying taxes. The system of indirect taxes is embodied in a single VAT rate of 17% which burdens proportionally all businesses, regardless of size, strength, industry, or life cycle of the company.

Policy of direct taxes is not harmonized at the level of Bosnia and Herzegovina. Law on Value Added Tax with a single rate of 17% was adopted in 2004 and currently in force. The Indirect Taxation Authority at the state level is responsible for collecting VAT, all indirect taxes and payments in connection with the international trade. In BiH, the corporate income tax is 10%.
Other tax liabilities, which are currently defined in the entities have different tax rates (e.g. income tax, property tax), which is a problem. If the company headquarters is in Brcko District and the same company has a business unit in entities, corporate income tax for a business unit is paid in the entity where the business unit is registered, and for the part of profit made in the Brcko District the tax is paid in the District. The same applies to the situation where the company headquarters is in one of the entities, and a business unit is in the Brcko District. Finally, one can consider the implementation of various tax incentives to support local SMEs, particularly those who invest in demanding sectors.

Entrepreneurship climate in Bosnia and Herzegovina was rated lower than in many other countries. Ratings given by experts from all areas of entrepreneurial activity have characteristics typical of countries with a low index of entrepreneurial activity. 



Inadequate funding support, low interest of the most responsible government institutions to build a favorable environment for entrepreneurship development, inconsistent support programs to entrepreneurship by all levels of government, lack of representation, or lack of non-institutional forms of education in the field of entrepreneurship, the inadequate representation of entrepreneurship in formal education, low investment in research and development, fragmented and insufficient professional infrastructure for providing consultancy and other intellectual services, market tightness, insufficient physical infrastructure for the development of entrepreneurship, and the lack of entrepreneurial culture are some of characteristics of entrepreneurial activity in Bosnia and Herzegovina in 2008. (GEM BiH 2008, p. 12).

Development Strategy of the Republic of Srpska 2010-2015 is at an early stage of development. At the level of BiH the strategy of small and medium-sized enterprises in Bosnia and Herzegovina 2009-2011 was adopted. Development Strategy for SMEs in the RS expires this year and it is expected that the new strategy for the next five year period will be developed. Agency for Development of SMEs in the RS, city development agencies in Banja Luka, Prijedor, Trebinje, Doboj and other smaller towns of the Republic of Srpska, adopted development strategies, as well as strategies for the development of entrepreneurship and SMEs in a number of towns in the Republic of Srpska confirm the strategic commitment of the Republic of Srpska for further institutional building of entrepreneurial environment and connecting to the European tendencies of development of the SME sector. Instead of a conclusion that confirms this claim, we will state the following information: "Investment-Development Bank of the Republic of Srpska in 2009 placed 181.17 million KM (92.63 million €) for 626 companies. Of the total amount of loans 91.11% were loans to SMEs." (Analysis of the situation in the field of SMEs for 2009, 2010, p. 8).

As for BiH in general, its competitive position in 2010 at the regional and global level has worsened. According to the data from the Report "Doing Business 2010", it is clear that Bosnia and Herzegovina is ranked worst in the area of ​​ starting business considering the time required (4.6 times higher than the OECD economies and the neighboring countries), cost (3 times the cost of compared OECD countries and 90% more than the neighboring countries), and the number of procedures and minimum capital (Doing Business 2010, 2010). Comparative presentation of BiH and the Western Balkan countries is presented in Table 6. 

TABLE 6. Comparative review of BiH and neighboring countries on the ease of doing business in accordance with Report of the World Bank's Doing Business 2010 
(Source: www.doingbusiness.org)
	
	FYR Macedonia
	Slovenia
	Montenegro
	Serbia
	Croatia 
	BiH

	Ease of Doing Business
	32
	53
	71
	88
	103
	116

	Starting a Business
	6
	26
	85
	73
	101
	160

	Dealing with Construction Permits
	138
	59
	160
	174
	144
	136

	Employing workers
	58
	162
	46
	94
	163
	111

	Registering Property
	63
	108
	131
	105
	109
	139

	Getting Credit
	43
	87
	43
	4
	61
	61

	Protecting Investors
	20
	20
	27
	73
	132
	93

	Paying Taxes
	26
	84
	47
	69
	96
	63

	Trading Accross Borders
	62
	84
	47
	69
	96
	63

	Enforcing Contracts
	64
	60
	133
	97
	45
	124

	Closing a business (enterprise)
	115
	40
	44
	102
	82
	63


If we look at the situation in 2011, out of 183 countries covered in the World Bank's report Doing Business 2011, BiH holds 110 place, which represents a slight improvement compared with 2010 (Doing Business 2011). 
5. Method, sample, instruments and research results 
Between November 2009 and January 2010, two-stage research was conducted for the purpose of drafting a strategy of small and medium-sized enterprises and entrepreneurship in the city of Banja Luka 2010-2015. The goal of this research was determining influential, stimulating and limiting factors, their direction and intensity on the efficient and effective operations of micro, small and medium-sized enterprises in the City of Banja Luka. City Development Agency with a team of experts in the field of entrepreneurship and small business from the Association of Economists "SWOT" was working on drafting the Strategy for the development of small and medium-sized enterprises and entrepreneurship in the City of Banja Luka, 2010-2015.  

The research was conducted using the questionnaire with questions that were designed in a way that they reviewed facts and opinions, and the research had characteristics of both quantitative and qualitative research. The questionnaire consisted of a total of 32 questions, and those were closed questions, questions with several possible answers, questions in the form of answers on the Likert scales, with a descriptive assessment of the attitudes of respondents, and several open questions. The general goal of this research was to enable the authors of the project of drafting the Strategy, whose project team leader was the author of this paper, on the basis of analyzed influential factors, to define the strategic goals of strategic determination of the City to build a supportive entrepreneurial environment in the next five years, as well as the proposal of specific measures of financial and non-financial support to SMEs in Banja Luka. The research was conducted in two stages. 

The first stage was so-called pretesting of the questionnaire stage where, using a method of purposely selected sample of SMEs in the sample of 10 companies, we tested the clarity of the questionnaire and the quality of received responses. Of the original 47 questions, after the test stage, the questionnaire was reduced to 32 questions, and in November 2009 the implementation of the research began. The process of data collection was done by a team of the RS Association of Economists "SWOT" solely by electronic means, using their own database of business enterprises in the territory of the City of Banja Luka, using a method of random sample. During the period from 10 November 2009 to 15 January 2010 collection of the questionnaires was conducted directly by sending the questionnaires electronically using a method of random sample, with the degree of response of 24.85%. The sample included 87 companies from Banja Luka. Questionnaires were sent to about 350 addresses. Interviewers managed to collect 87 questionnaires by double sending questionnaires to the same addresses, with the aim of reminding the respondents. Generally, interest of our businessmen for any type of research is really at a very low level, which certainly makes the job of the academic community more difficult.

In this way, representation is provided, and a sample of 87 SMEs (N=87) compared to the statistical weight is  3.75% (if we take into account the fact that according to the APIF Report, in 2009, only 2,320 enterprises from Banja Luka submitted their financial statements). In the sample, 32% of enterprises are "older" than 15 years, 29% were from 10-15 years of age, and only 2% were established in 2009. From the standpoint of the industry structure, the dominant enterprises in the sample were the ones in the field of retail and wholesale, followed by manufacturing, construction and other industries. Economic structure of the city of Banja Luka, corresponds more to the economic structure of EU average, which is a good indicator of growth and development of the SME sector. Number of SMEs per 1,000 inhabitants in non-financial business sector of the Republic of Srpska in 2008 amounted to 26.1 SMEs per 1,000 inhabitants
, in the region of Banja Luka 30.45 SMEs per 1,000 inhabitants (Analysis of the situation in the field of SMEs for 2008, 2009), and in the City of Banja Luka 47.3 SMEs per 1,000 inhabitants, where the European average of 40 SMEs per 1,000 inhabitants was surpassed. The leading EU countries by number of registered SMEs are Czech Republic (83.4 SMEs per 1,000 inhabitants), followed by Portugal (81.43 SMEs per 1,000 inhabitants), Greece (74.46 SMEs per 1,000 inhabitants), Italy (65.43 SMEs per 1,000 inhabitants) and Spain (60.07 SMEs per 1,000 inhabitants) (Strategy for the Development of SMEs in Banja Luka, 2010-2015, 2010).
Given the goal of this research, more attention has been devoted to examining the attitudes of entrepreneurs and managers, rather than on finding cause-effect relationships between the factors of business and total income, and total net profit of the surveyed companies. 

Let us return to the goal of this research, which was determining influential, stimulating and limiting factors, their direction and intensity on the efficient and effective operations of micro, small and medium-sized enterprises (SMEs) in the City of Banja Luka. What else have we discovered?

To the question: In your opinion what should be the priority directions in the strategic plan of the development of SMEs in Banja Luka? On the scale from 1 to 5, where 5 marks priority and 1 irrelevant, we got the following responses:
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FIGURE 8. Attitudes of entrepreneurs from Banja Luka on the priority directions of the development of SMEs in Banja Luka
Entrepreneurs would primarily like to create a business environment favorable for economic growth and development (weight 4.4), then ensuring and increasing financial support to SMEs (weight 4.3), harmonization of the educational system to labor market needs and strengthening the training and informal education system (both with weights 4.1). 

What is significant is the fact that the need for support, both financial and non-financial is evident, and particularly interesting is the interest of entrepreneurs and managers to harmonize the educational system to the needs of enterprises and strengthening the training and informal education system. 

A key part of the research that will partly answer the research problem is related to the research question about obstacles to the development of SMEs. Frequency of the response is summarized in Table 7.
TABLE 7. Limiting factors of SMEs development in Banja Luka
	What limits developmental activity in your enterprise? (1 – unimportant, 5 – priority)

	
	Responded
	Average

	The high rate of VAT                                       
	67
	3.0896

	Problems of claims collection
	79
	4.0759

	High rates of taxes and contribution for salaries
	74
	3.7297

	Administrative burdens and complexity of procedures
	73
	3.6986

	The instability and lack of clarity of  legislation
	70
	3.8571

	High interest rates of loans
	78
	4.0513

	The costs of energy sources
	70
	3.5429

	Raw  materials costs
	63
	3.2857

	Availability of financing sources
	70
	3.6571

	Loss of markets in former Yugoslavia
	61
	2.6885

	Unfair competition 
	70
	3.6857

	Foreign competition
	63
	2.8571

	Domestic competition
	63
	2.8254

	Outdated technology
	61
	2.5246

	The quality of products
	60
	2.9333

	Price
	63
	3.0952

	Labor costs
	59
	3.0000

	Outdated products 
	56
	2.9107

	Lack of funds for research and development
	60
	3.2833

	Valid N (listwise)
	51
	


The first problems by priority, with an average score 4.07 and 4.05 were problems of claims collection and high interest rates of loans. These two problems, the problem of claims collection and the problem of reaching the necessary external funds is very important factor that strongly affects the liquidity and solvency of the SMEs in Banja Luka and the Republic of Srpska. Besides the negative effects of the global financial crisis which is evident from the beginning of 2009, inefficient and very expensive judiciary contributed significantly to the first problem. Through the introduction of mediation and the establishment of commercial courts in the Republic of Srpska (the first commercial courts began operating in May 2010) this problem should be less frequent. Further, the instability and lack of clarity of legislation as a very big obstacle for further development of SMEs were assessed with the weight of 3.85. If we compare results across certain studies (Petkovic, 2010) and these factors, enterprises do not practice planning (strategic, operational, financial, marketing) in their business operations, so that the uncertainty continues to increase disorientation of the owners and managers of SMEs. Knowledge to work in conditions of crisis and uncertainty in addition to the natural resourcefulness and intuition must be based on the use of certain forms of strategic management, which is not applied in our country. High rates of taxes and contributions for salaries (3.72), the administrative burdens and complexity of procedures (3.69) and unfair competition (3.68) are highly ranked barriers to further business development. We would also like to emphasize that the weight of 3.65 evaluated the availability of financing sources as a big problem for SME development in the Republic of Srpska. Finally, with the weight of 3.2 as the limiting factors were assessed the lack of funds for the research and development activities. Thus, the entrepreneurs themselves have noted what they need to improve the competitive position, and which are now the limiting factors in the Republic of Srpska, comparing them with SMEs from the EU. All the factors are external in character. Factors of the external support and internal character, i.e. "inside" the company, according to the respondents, which may affect the further growth and development of SMEs were ranked as follows, as in Table 8. 

TABLE 8. Factors of increased competitiveness of SMEs
	What needs to be improved in your enterprise in order to be more competitive on the market?  (1 – unimportant, 5 – priority)

	
	Responded
	Average

	To improve quality of product/services
	70
	3.3857

	To improve promotion activities 
	80
	3.6250

	Get the necessary certificates of the quality
	66
	2.8788

	Professional consultancy assistance in the areas of business and production, e.g. training on specific machine and similar
	62
	2.6613

	Training and education in entrepreneurship
	67
	3.4925

	Training and education in IT
	62
	3.0484

	Training and education in management
	69
	3.6957

	Training and education in project management
	64
	3.1562

	Training and education in finance
	65
	3.1846

	Training and education in sales
	70
	3.7571

	Training and education in marketing
	67
	3.5970

	Training and education in foreign languages
	66
	3.1970

	Associating with companies from my area in order of common market participation
	68
	3.1912

	Assistance from development programmes through grants
	78
	4.3077

	Assistance from development programmes through favorable loans
	75
	4.3200

	Assistance from development programmes through guarantee funds
	71
	4.2113

	Valid N (listwise)
	1
	


Entrepreneurs expect assistance from development programs by using favorable loans (4.32), grants (4.30) and guarantee funds (4.21). Thus, there are high expectations in terms of support from government representatives. Few entrepreneurs talked about the need to improve the quality of their products/services (3.38), the need to introduce quality systems (2.87), or the need for professional consultancy assistance (2.66). Therefore, factors of the internal character were rated relatively low. The question for further research is whether the private companies in transition countries should unrealistically expect the full external help and support from the state for their own development or should they turn to themselves, i.e. to the development of market wanted quality products, innovativity of products or processes, transfer of knowledge, branding, meeting the needs of customers. With respect to the education needs, the greatest need for additional education the entrepreneurs see in the field of sales (3.8), management (3.7) and marketing and promotion activities (3.6). 

Absence of statistical significance between the certain variables indirectly confirms the research hypothesis. SMEs do not have an effective system of institutional support to entrepreneurship and SMEs, in the opinion of most respondents:

· Entrepreneurs in Banja Luka do not have available high-quality external resources of financial and non-financial support;
· They are not associated with universities so we cannot talk about the transfer of knowledge and new technologies;

· Most enterprises are not interested in participating in the clusters;

· Entrepreneurs expect assistance from development programs by using favorable loans, grants and guarantee funds.

· Although some entrepreneurs talk about the need to improve the quality of their products/services, the need for the introduction of quality systems and the need for professional consultancy assistance, it is evident the need for education and training in the field of quality and management of SMEs.

Based on analysis of existing legislation, strategies, policies and programs of the support to the development of SMEs and entrepreneurship in the Republic of Srpska, and on an the analysis of the conclusions of the panel discussion on the focus group held in June 2008 and the results of the quantitative research conducted in 2010, we believe that the existing model of institutional support to SMEs in the Republic of Srpska is not adequate, and that the Model of Structural Support to SMEs and Entrepreneurship in the Republic of Srpska, on the example by the cities of the City of Banja Luka, which we suggest can answer to the needs of growth and development of SME sector and changes in qualitative economic structures in Banja Luka and the Republic of Srpska.

In the proposed Model of Structural Support to SMEs and Entrepreneurship in the Republic of Srpska, we propose the reconstruction of ministries in the Government of the Republic of Srpska in accordance with the Constitution of the Republic of Srpska and BiH, taking into account the complexity of the country and political complexity, and territorial compatibility of the Republic of Srpska, geographic area, population, number of regions and relatively simple political arrangement with two levels of government: local and entity. The proposed model of restructuring of ministries was created by the analysis of the model of ministries in Slovenia, Croatia, Serbia and the Czech Republic, where the exceptional institutional attention was given to SMEs. The results are most visible in the Czech Republic, which is the European leader in the number of SMEs per 1,000 inhabitants, a total of 83.4 SMEs per thousand inhabitants (Analysis of the situation in the field of SMEs in the Republic of Srpska, 2008, p. 31).

All of the new institutions that should be established are marked in red in the model itself, i.e. they are bold and underlined for easy identification in relation to existing institutions. With this regard, in the proposed model, the following ministries would provide direct and indirect support to the development of entrepreneurial environment and SME sectors, namely:

1. Ministry of Industry, Trade and Entrepreneurship.

2. Ministry of Education, Science and Technology.

3. Ministry of Finance.

4. Ministry of Agriculture and Rural Development.

5. Ministry of Economy, Regional Development and European Integration.

Particular emphasis should be placed on strengthening the capacity of the Ministry of Industry, Trade and Entrepreneurship, in case of restructuring the RS Government in the above proposed way. Within the newly established ministry, one part of the ministry that would deal with the entrepreneurship should build its own capacities in a way that in the future it coordinates networking of SME sector and the sector of formal and informal education, local and regional development agencies and entrepreneurs, encourage and assist in the construction of clusters of SMEs, university and technological parks, business incubators and innovation centers, lobby in the legislature in order to adopt legislation friendly to the development of entrepreneurship and small businesses, involve entrepreneurs in the process of creating new laws and institutional arrangements, help entrepreneurs and clusters in applying for access to European pre-accession funds.

In addition to the RS Guarantee Fund, as the first guarantee pillar of access to loans for newly formed and existing small and medium-sized enterprises, which issued the first guarantees for loans on 08 July 2011, all cities and municipalities need to establish city or municipal guarantee funds, which would constitute the second guarantee pillar for micro and small businesses. Some cities and municipalities already have them, mainly in the northwestern part of the RS, such as Banja Luka, Prijedor, Kozarska Dubica. However, most municipalities have still not established them. The third guarantee pillar should be networks or clusters of small private businesses that would, on the principles of mutual solidarity, guarantee the return of loans from commercial or specialized banks for small and medium-sized enterprises.


[image: image9.emf]Ministries responsible for SME sector in RS

National Assembly of RS

Commitee for Economy

The Commercial Cort

Institutions of the legislative, executive and judiciary 

authorities responsible for SMEs sector in RS and B&H

RS Investment-

Development Bank

Start up Fund

-Venture Capital Fund

-Guarantee fund for 

claim collection of 

exporting SMEs

-Quality Assurance 

Fund

Instrumenti preduzetničke infrastrukture

Instruments and institutions of enterpreneurial 

infrastructure in RS

Republic Agency for 

Development of SMEs

Business Incubators 

Industrial Areas 

University Technological 

Parks

Guarantee Fund of RS

Center for Professional 

Development

Council of Ministers of  B&H

Parliamentary Assembly of B&H

Ministry of Foreign Trade and Economic 

Relations

Center for export and 

eBusiness Promotion

1.Ministry of Industry, Trade and 

Entrepreneurship 

2. Ministry of Education, Science and 

Technology

3. Ministy of Finances

4. Ministry of Agriculturee and Rural 

Development 

5. Ministry of Economy, Regional 

Development and European Integration  

Institutions and instruments of SMEs Support of the 

City level

The City Guarantee Fund

The City Developmental 

Agency -CIDEA

Universities in RS

Elementary and High 

Schools

Employement Bureau of 

RS and Banja Luka

Private Employement 

Agencies

Sector of Economy

Commercial Banks and 

Microcredit institutions

International organizations and financial institutions

EBRD and World Bank

European Commission 

Funds

(CIP, FP7)

Intenational organizations 

and programmes in B&H:

USAID, GTZ, CARE, 

SIDA, DANIDA, NORAD, 

JICA, SEED, GIER

Chamber of Commerce 

of RS and Banja Luka 

Craftsmen-

Entrepreneurs 

Association of  RS and  

Banja Luka

Employers Association 

RS

Trade Union RS

Consumers Association 

RS and other NGOs

SMEs

Banja Luka Stock 

Exchange

Institute of Statistics

Intermediary Agency for 

IT and financial services

-APIF

Clusters

Association of 

Mediators

Business Registers 

Agency

FIGURE 9. Model of Structural Support to SMEs and Entrepreneurship in the RS
The model provides structural support for the establishment of the Business Registers Agency of the Republic of Srpska with the aim of quick, cheap and easy business registration. The Agency should provide opening of the web portal for free access to the registry and for online registration of business entities, the electronic cadastre and land registry, documents and forms for public procurement, in the form of “One stop shop”. In accordance with best European practices, business registration process can take up to 7 days, and preferably 48 hours. Numerous statistical data on all enterprises would be available at one place, which would be of particular use to the creators of policies, programs and strategies, and scientific workers.

The model proposes the formation of Start up Fund of the Republic of Srpska which would consist of the following funds:
a) Venture Capital Fund
b) Factoring Fund for the purchase of receivables of export enterprises

c) Quality Fund 

This Fund can be formed within the Investment-Development Bank of the RS, or as an independent legal entity whose founder would be the Republic of Srpska Government.

The purpose of a Venture Capital Fund is to attract "angel" investors and to provide start up capital for promising new companies through the funds of IRB RS. Factoring Fund would participate in co-financing debt collection from the export-oriented enterprises in the Republic of Srpska, which would directly influence the increase in liquidity of SMEs. The objective of the Quality Fund would be to promote the quality culture and assistance in the introduction of various quality systems such as ISO, HACCP, CE mark, etc.
Further encouraging of the establishment of entrepreneurial business incubators, university and technology parks where the future entrepreneurs can get free advice about registration, legal and accounting services and related consulting services, and at relatively low cost start their own business. It is necessary to utilize existing capacities of the non-privatized industrial enterprises, which do not have the potential for revitalization and ownership transformation and use them to create the above mentioned incubators and parks. 

Career Center of the Republic of Srpska would play a role of central training institution for training, additional training and retraining, but also the role of coordinator for the analysis of needs for human resources and labor.
Center for Promotion of Exports and eBusiness would provide support services and subsidies to export-oriented enterprises, and promote the best European practice in eBusiness.
All proposed new institutions for the support to the development of this new structural model should contribute to increasing efficiency and effectiveness of the existing SMEs, accelerate and simplify the creation of new enterprises, enable easy access to information on SMEs and in respect of SMEs to the newly established ministries and institutions, with the aim of systematic surveillance (monitoring) and evaluation of programs, policies and support measures for SMEs.  
CONCLUSION
Developed countries, in addition to facing with the global financial crisis, do not give up a systematic search for solutions out of the crisis. In this struggle out of recession, a significant role is played by self-employment and micro, small and medium-sized enterprises. With regard to their basic characteristics, SMEs as flexible, adaptable, relatively inexpensive to establish and close, adjustable to specific market demands, and particularly suited to capture a market niche, with major giants as pillars of the economy should be the generators of economic development. Left on its own without special attention of the state and its institutions, no systematic financial and non-financial support from all sectors, SMEs do not have great chances in the local markets, and especially not in the global market. It is particularly important in transition countries, such as BiH, to continue the positive trend in building institutions that are supporting entrepreneurship and the SME sector. As this research has shown, despite all the positive trends of building entrepreneurial infrastructure in the Republic of Srpska, in the opinion of entrepreneurs and academic community, entrepreneurial infrastructure is still not enough built. 
The institutions supporting entrepreneurship and development of the SME sector in the Republic of Srpska do not meet the requirements of entrepreneurs and managers in SMEs. Legislation does not follow the needs of small and in the case of the Republic of Srpska, laws dealing with micro, small and medium-sized enterprises are not harmonized with EU legislation. Larger problem than this discrepancy lies in the internal inconsistency of laws and regulations dealing with SMEs. This is the case with the Law on the Encouragement of the Development of SMEs and the Accounting and Auditing Law, which define SMEs in RS in the diametrically opposite way. 
At the RS level, there is no ministry that deals exclusively with entrepreneurs, although in the structure of the RS economy, SMEs dominate with a share of 99.62% according to data from 2009. Data from the real sector suggest the need for a more serious approach to SMEs. Other ministries in the existing model of the RS Government do not play active role in supporting entrepreneurship. Rather, the SME sector is treated sporadically, and there is a lack of coordinating role of strong ministry that would be solely concerned with SMEs from the real sector. 
Given that there is no time to lose, and the negative effects of the global financial crisis are visible, it is necessary in the next five years period to get the answers the following questions:
· How to provide the entrepreneurs in the Republic of Srpska with quality external financial and non-financial support?

· How to connect effectively the SME sector with universities so that we can talk about the transfer of knowledge, innovation and new technologies?

· How to interest SMEs to join existing or new clusters?

· Entrepreneurs expect assistance from development programs through favorable loans, grants and guarantee funds. How to continue facilitating access to favorable loans?

· Although some entrepreneurs talk about the need to improve the quality of their products/services, the need for the introduction of quality systems and the need for professional consultancy assistance in the research, it is evident the need for education and training in the field of quality and management of SMEs. How to build an effective system of formal and informal education of entrepreneurs and managers in SMEs?

Answers to the above questions, arising from the research conducted on a sample of 87 SMEs from Banja Luka, as well as other problems faced by entrepreneurs in the Republic of Srpska due to insufficient development of entrepreneurial infrastructure, in the long-term we can try to solve by implementing the proposed Model of Structural Support to SMEs and Entrepreneurship in the Republic of Srpska. The initial hypothesis of this paper we could check in the future, if the Model is implemented in the Republic of Srpska.
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� Republic of Srpska (hereinafter RS, one of the entities in BiH, A/N.)


� Hereinafter the SME sector.


� Intermediary Agency for IT and financial services (abbreviated APIF), �HYPERLINK "http://www.apif.net/index.php/en"�http://www.apif.net/index.php/en�


� Strategies of the Republic of Srpska (SME Development Strategy in the RS for the period 2006-2010; Action Plan for the Support to Establishing and Developing Business Zones in the RS 2009-2013; Program of Reconstruction of the Crafts and Entrepreneurial Chamber of the RS, 2009; Sector strategy of Industrial Development in the RS 2009-2013; RS Development Programme 2007-2010; Strategy of the RS Investment-Development Bank 2007-2013; Strategy for Encouraging and Developing Foreign Investments in the RS 2009-2012; Strategy for Encouraging RS Exports 2009-2012; RS Education Strategy; Strategy for Local Self-Government of the RS 2009-2015; RS Employment Strategy 2010-2014; Trade Development Strategy of the RS 2010-2015;  Strategic Plan for the Rural Development of RS until 2015). Strategies of Bosnia and Herzegovina (SME Development Strategy in Bosnia and Herzegovina, 2009 – 2011; Strategic plan of Development of Local Self-Government in Bosnia and Herzegovina, 2006; BiH Development Strategy (draft); Employment Strategy BiH, 2010-2014 (draft).





� RARS – Agency for Development of SMEs of RS, � HYPERLINK "http://www.rars-msp.org/en-US/" �http://www.rars-msp.org/en-US/�


� CEFTA - Central European Free Trade Agreement


� The number of enterprises per 1,000 inhabitants was calculated according to the European Commission Recommendation of 6 May 2003 (2003/361/EC)
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