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1  E X E C U T I V E  S U M M A R Y   

The agribusiness sector in Bosnia and Herzegovina (BiH) offers interesting 
opportunities for SEED and its broad range of activities. The country 
imports food products worth more than one billion Deutsche Mark annually 
and there are few indications that domestic production is starting to 
significantly replace imports without further supportive measures. These 
food imports are equivalent to DM 350 per person (about 50% of the 
consumption) in a country with a GDP of DM 1,800 per capita. Since these 
are the official figures, the actual figure is probably significantly higher. 

The study recommends that SEED should concentrate its agribusiness 
activities in three sectors: fruit & vegetables, dairy, and poultry. In the past, 
BiH has been a traditional supplier of fruit and vegetables, in particular 
berries, for the European market. SEED’s commitment to reactivating fruit 
& vegetable production will serve two purposes: supply the local market 
thereby replacing imports, and re -establish exports to regain the traditional 
strength of the country in this sector. By strengthening both dairy and 
poultry production, domestic products will replace costly imports. In the 
long -term, there is also the potential to export dairy products. All three 
selected sectors contribute to rural development and employment. 

Common to all target industries is a vertically integrated production system, 
i.e. a large number of raw material producing farms (out-growers) supply a 
central processing plant (integrator) which adds value and supplies the 
market. The driving force in this system is the processor who requires 
timely supply of quality raw material. The reason for the worldwide success 
of this integrated system is that it requires close co-operation between the 
integrator and the out-growers. To ensure that farms are profitable and 
grow the required quality raw material, the processor provides farmers with 
know-how, inputs, and extension service. The success of the processor 
and the farmer become interdependent. The long-term viability of the 
processor depends on profitable farmers. The processors are the engine 
that drives the development of agriculture and food production. 

The Mission recommends that SEED should establish a special business 
line for the development of the agriculture and food sector.  

For the development of agribusiness in the three specified sectors, the 
mission recommends a number of specific measures: 

(i) Sector Studies: As a first step, SEED will need to conduct a further in -
depth analysis of the three sectors, which will complement the findings 
of this identification mission. During the brief field visits, the mission 
was able to only meet with a couple of companies in each sector. 
Therefore, the understanding of the dynamics of the sectors is not 
complete. The purpose of the proposed sector studies is to gain in 
each sector an in-depth understanding of the issues, the opportunities 
and constraints. In addition, the study should identify the main 
commercial operators and discuss their plans for future expansion. 
Local consultants should prepare these studies.  



 

(ii) Investment Services: SEED should work at two levels, that of the 
Integrators and the Out-growers: 

(a) Integrator: Initially, SEED should prepare an investment proposal 
for one integrator company in each sector. This work will further 
strengthen SEED’s in-depth knowledge of the industry and 
eventually lead to similar deals in the same industry. The mission 
has already identified potential client companies that qualify for 
these first investments in the sector (see annex). 

(b) Out-Grower: Since the expansion of the integrator usually requires 
more and better raw material, there is a need to finance the 
expansion of out-grower farms. According to statements made by 
managers of processing plants, the present banking system in BiH 
makes it difficult for out-growers to borrow for on-farm investments. 
It will be SEED’s task to identify suitable credit lines and lending 
institutions to finance such farm investments. It will be important to 
keep the World Bank informed, since the Bank is preparing for 
2002 Agriculture II, a $10m investment line. The Mission also 
recommend to liaise with the upcoming EU farm advisory service 
project starting in January 2000 (budget: 2 million EURO). 

(iii)  Business Environment: By assisting Trade Associations, SEED could 
play an important role in improving the Business Enabling Environment 
in the agricultural sector. In all market economies, Trade Associations 
play an important role. They promote the development of the sector 
and in negotiations with the Government they voice the issues and 
concerns of the industry. In BiH there is a need to further strengthen 
the management of the Poultry Association. In addition, SEED should 
assist in establishing an association for the Dairy Producers as well as 
one for the Fruit & Vegetable Processors.  

(iv) Local Capacity Building: To strengthen the local capacity in the 
agricultural sector, the Mission recommends the creation  of an 
agricultural consulting company. Early discussions indicate that Mr. 
Nihad Feijzic together with GFA of Hamburg might be willing to create 
a joint venture and establish an agribusiness consulting company. 
Majority ownership of the JV would be with Mr. Nihad Feijzic and/or 
additional Bosnian partners. These partners might be experts in 
finance or professionals with experience in other sectors of agriculture 
and the food industry. GFA would assist the JV with technical expertise 
and experience in manag ing a consulting company. GFA’s long -term 
interest would be to develop a local consulting capacity to better serve 
the needs of the South East European market. The new company 
could play an important role not only in conducting the in-depth sector 
studies but also in SEED’s effort to outsource the preparation of 
business plans to the private sector. 

(v) Training: The mission suggests that SEED should develop Bank 
training courses for lending to the small farm sector. Evaluating loan 
proposals for investments in  small out-grower farms requires special 
skills. The role of the integrator is of particular importance in this 
process. Firstly, out-growers should only be financed at locations 
where they are able to supply commercially successful integrators. 
Secondly, it is the integrator who is most suitable to identify successful 



 

out-growers. Thirdly, the integrator can play an important role in 
serving the loan. Target group of the training are staff of local 
commercial banks evaluating incoming business plans and credit 
applications from agribusinesses. 

(vi) Import Policy: A speedy recovery of the agribusiness sector is seriously 
constrained by ineffective border controls and by inconsistent import 
duties. The Mission therefore recommends that SEED should 
encourage institutions like OHR, IBRD, or IMF to analyze the negative 
impact that the lack of border controls and the inappropriate tax system 
have on the long-term development of the agribusiness sector. The 
Government of BiH should be encouraged to use the findings of the 
sector studies to amend the present legislature. In addition, the Trade 
Associations in their negotiations with the Government may use these 
recommendations to promote the interest of their members. 



 

2  M E T H O D  A N D  A P P R O A C H  

In the short term, the agribusiness sector of BiH and RS represents 
attractive import substitution opportunities and, in the long term, a potential 
for export. Having recognized this potential, SEED, as a first step, decided 
to launch a country-wide agribusiness assessment study. The next step will 
be to develop specific projects to further strengthen the development of the 
agriculture and food sector.  

The objectives of this study are to: 

?? Identify within agriculture sectors with broad development potential; 
?? Identify constraints to growth in these agribusiness sectors;  
?? Identify investment opportunities.   

The team visited the country from November 20 to December 2, 2000. 
Members of the team were: Nico Nissen (team leader), Heinz Strubenhoff 
(agribusiness specialist), and Nihad Fejzic (livestock sector specialist). 
SEED task manager Dennis Long and SEED investment officers Adnan 
Mededovic and Stevo Topalovic participated in the company visits and 
subsequent discussions. 

To facilitate the company visits SEED with the help of local consultants had 
prepared a list of some 40 companies (see annex). Selection criteria were: 
company size, market position, and investment opportunities. Only private 
companies were selected. 

In a second step, the initial list was shortened by selecting the most 
promising companies. At this stage, the subjective impression of business 
insiders, background information of local consultants, and knowledge of the 
team were used to establish a short list of some 20 companies. Sabine 
Henschke (GFA) Tony Callow (ALC) and Nihad Fejzic (Consultant) 
contributed with relevant sector background materials and identified 
ongoing donor activities. 

The company visits were organized in two teams. Interview guidelines were 
jointly developed during the first two days. The results of the company visits 
have been summarized in company profiles with specific recommendations 
for SEED follow-up activities. 

The mission identified seven companies as potential SEED clients, plus 
one existing IFC client. Following the signing of a partnership agreement, 
SEED should develop an internal enhancement plan that would finally lead 
to a feasibility study and financing of the investment.  

In addition to these company specific recommendations, the mission 
identified interventions which are in line with the strategic targets of SEED, 
i.e. capacity building and improvement of the business enabling 
environment . 



 

3  P O S T - W A R  S I T U A T I O N 1 

Agribusiness in Bosnia and Herzegovina was never an export locomotive 
but after the war the sector produced less than at any time in its history. 
Food imports are about 1 billion DM per year. Grey imports play a very 
significant role undermining efforts to develop local agriculture and a food 
processing industry. Total war damage has been estimated at US$ 4.5 
billion of which about 3 billion occurred in the Federation and about 1.5 
billion in the Republika Srpska. In some areas, up to two thirds of farm 
assets and livestock were lost.  

Approximately more than 1 million people left the country and up to 
200,000 are dead or missing. This situation and limited purchasing power 
after the war led to significant changes of demand for food products. 

At the end of the war, the agro-processing industry was operating at less 
than 10 % of its pre -war capacity due to heavy damage to buildings and 
equipment. In addition, the raw material supply and sales channels had 
been disrupted.  

The Federation of Bosnia and Herzegovina (FBiH) 

FBiH covers 2,605,579 ha, of which 1,258,796 ha are classified as 
agricultural land, an area equivalent to 0.56 ha/capita. A large part of the 
land is of medium quality in mountainous areas with usage limited to 
livestock grazing. Less than 20 % of agricultural land is suitable for more 
intensive agriculture, most of it in low-lying river valleys. Still about 10 % of 
agricu ltural land cannot be used due to land mines. 

State farms cultivate 6 % of the land. Some 570,000 small private family 
farms, with typically 2 – 5 ha use the rest of land. Job opportunities in rural 
areas, outside of agriculture, do not exist. Low intensity mixed livestock and 
cropping systems predominate. Market share is low due to post-war 
damages of market outlets and subsistence needs.  

Pre-war agriculture marketing and processing focused on the domestic 
market, with exports limited to processed fruit and vegetables and speciality 
products such as baby-beef, berry fruits and medicinal plants.  

Republika Srpska (RS) 

RS covers 2,505,300 ha, of which 1,298,619 ha are classified as 
agricultural land. The per capita availability of land is higher (0.93 ha/cap ita) 
than in FBiH. Only 25 % of agricultural land (340,000 ha) is suited for 
intensive production. Most of it on relatively fertile, but slow draining, acidic 
soils along the Sava river. Only 4,300 ha were irrigated before the war. 

State farms cultivate 12 % of the land. Some 258,000 small-scale private 
farmers use the rest of the land. As to be expected, also in RS rural 
unemployment is high.  

Also RS agriculture marketing and processing focused on the domestic 
market. 

                                                 
1 Bosnia and Herzegovina as a state consists of two entities: the Federation of 

Bosnia and Herzegovina (FbiH) and Republika Srpska (RS). 



 

Due to a significant fall in population and significant drop in consumer 
incomes after the war, the demand for food products switched from high to 
low priced items. 

Conclusion: In both entities of the state, farms are small and the 
family has to search for labor-intensive production systems with low 
capital requirements. The high percentage of absolute pasturelands 
favors cattle and sheep production. In economic terms: opportunity 
costs for labor and pasturelands is low, which gives intensive 
livestock production systems such as dairy and poultry or 
horticulture a competitive advantage. Furthermore, these sectors 
provide various fresh products preferred by local customers.  

Competition on the domestic market from imported products is fierce. 
Slovenian, Croatian, Hungarian, Italian and German processed food 
products dominate the market. This is especially the case for higher value 
added food products. 

With 150kg/capita local bread and pastry consumption is fairly high 
compared to Western Europe (about 120 kg/capita). Local bakeries should 
be competitive because these products have a relatively short shelf life. 

Imported UHT milk from Slovenia, Italy, Germany and Croatia dominates 
the local milk market. Local dairies mainly produce pasteurized milk, which 
has a shelf life of only a few days thereby limiting the competitiveness of 
the local products. Many small dairies have been established in the last few 
years with donor assistance. However, product range and capacity is 
limited in most cases. 

Processed fruit and vegetables in jars, bottles and cans have a good local 
market and some export potential. 

The poultry sector recovers quickly and should have a considerable 
potential. The demand for broiler meat and eggs is high due to shifts in 
consumer preferences and income. As a result of high import taxes, there 
are signs that the broiler and layer business is expanding. 

The meat-processing sector seems also to be recovering. A few big players 
and several medium-sized enterprises provide the local market with a wide 
range of processed meat products as well as with fresh meat. However, the 
inconsistent import regime so far does not encourage local livestock 
production. Most raw material is still imported. 

Conclusion: The food industry cannot be expected to compete on 
international markets for the time being. For the coming 5 to 10 years, 
the main task is to strengthen the competitiveness of local companies 
to be able to compete with imported food products. Some very narrow 
niche markets such as processed fruit or speciality meat products 
may have a limited export potential. 

Privatized companies in the food industry with the right product range and 
well-organized raw material supply as well as forward market linkages have 
a good opportunity to grow, particularly as the purchasing power of the 
population increases. Contract farming with outgrowers in the horticulture, 
poultry and dairy sub-sectors will be a major element for the recovery of the 
agricultural potential of the country. 



 

So far, independent trade associations play a very limited role in food 
processing and agriculture to promote the interests of the private sector. 
One of the few functioning associations, able to lobby their interests, seems 
to be the poultry association. Farmers’ associations and agribusiness 
associations are rather weak and fragmented. This problem is further 
aggravated by the fact that both entities tend to have separate pressure 
groups. Different responsibility from the Government adds to the confusion. 
Primary production is under the responsibility of the Ministry of Agriculture, 
while the Food Industry in general is under the Ministry of Industry. This 
impedes the development of consistent policies in terms of food chain 
development, from the (small) producer to the processor (integrator) to 
traders and consumers. In most countries, agriculture and food is located in 
only one Ministry to support this thinking. 



 

4  S U B - S E C T O R S  

4 . 1  P o u l t r y 

Pre-war poultry production was well organized and among the most 
successful activities in ex-Yugoslavia. Total number of poultry in 1991 was 
over 11 million heads, of which about 6 million in the private and about 
5 million in the public sector. There were four reproduction centers on state 
farms: AGROKOMERC in Velika Kladusa and PERADARSTVO in Orasje 
for layers, KOKAPRODUKT in Gracanica for broilers and PURAN in Cazin 
for turkeys. Layers in SOE produced 140 eggs per year which was low 
compared with international performance standards (about 250 eggs per 
year). After the war, private poultry producers saw good opportunities to 
realize short-term profits and invested in broiler and layer operations. 

The layer operations that were visited by the Mission reported production 
costs of 10 to 11 Pf/egg. With an import tax of 8 Pf/egg and a demand 
larger than domestic production egg production is highly profitable at this 
moment. Market wholesale price (box of 360 eggs) is about 15 Pf/egg. 
Eggs and poultry meat are commodities and as such it is difficult for one 
producer to differentiate his product from those of other producers. 
Competition is mainly on price. 

Also broilers are highly protected with DM 1 per kg of chicken meat and 
even DM 2 per kg of Mechanically Deboned Meat. Profitability of broiler 
production depends mainly on mortality and feed conversion rates. With 
feed prices of about 50 Pf/kg and feed conversion rates below 2, the 
Bosnian producers are relatively competitive. However, as border control is 
not effective, competition from imports poses a threat to the industry. Local 
feed production in BiH and RS is not sufficient so that the majority of feed is 
imported from Serbia and/or Hungary.  

Poultry production (both broilers and layers) have several common criteria 
which favors the contract growing concept: (i) they both are labor and care 
intensive production systems, which favors family managed farms; (ii) 
decentralizing chicken houses is of advantage to avoid cross infection in 
case of a disease outbreak; and (iii) by combining premix with farm grown 
grain, feed cost can be reduced. In the typical contract growing scheme, 
the integrator provides a) one day old chicks (DOC), b) either complete 
feed or a premix, c) technical advice in the form of extension service (most 
important veterinary service) ; and d) a buy-back guarantee to process 
(dressing plant for broilers or sorting and packing for eggs) and market the 
finished product. In BiH and RS, typical layer houses are for about 5,000 
hens and broiler houses keep 10,000 broilers per cycle.  

4 . 2  D a i r y  

In pre -war 1991, total annual milk production was 852 million liters. Annual 
average consumption per capita was 110.9 liters fresh milk, 6.3-litre yogurt, 
7.4 kg cheese, 0.6 kg butter and 3.6 kg cream. Current consumption figures 
are not available.  



 

Livestock inventories were significantly reduced by the war. After the war, 
rebuilding started with seve ral donor programs. In most cases this was 
limited to supplying breeding stock without farm advice and developing 
market outlets. Success was therefore mixed. It may take further 5 to 10 
years to reach pre -war numbers of dairy cattle in the country. 

In 1999, about 30 dairy plants existed with a theoretical capacity of 
200 million liters of milk per year (135 million in FbiH and 65 million in RS). 
Today, capacity utilization is only about 25 %.  

A large quantity of liquid milk is presently imported (UHT in cartons). While 
some milk enters the country officially, there seems to be a large volume 
that enters illegally. The order of magnitude is unknown, but business 
insiders estimate the loss at about 18 million DM of potential customs duty 
(Allan Mustard, Sabhudin Bajramovic). 

The most important sources of imported milk for FbiH are Slovenia, Croatia, 
Germany and Hungary, and for the RS it is Serbia. The import tariff is 10 % 
on milk and milk products. But directors of dairies complain about grey 
imports. 

In the dairy sector, BiH and RS seem to follow independent and 
unfortunately different policies. The government of BiH introduced a 
minimum milk price of DM 0.125 per fat unit corresponding to DM 0.45 per 
liter of milk with 3.6% fat. To this price, a premium of DM 0.0375 per fat unit 
is added if the farmer is selling the milk to officially recognized milk buyers 
(Official Gazette of Federation of BiH, no. 12/99, page 270). 

The milk price in RS is formed on a free basis and dairy plants offer a price 
per fat unit which in 1999 was between DM 0.10 and DM 0.11. The 
government of RS also pays a premium for milk to private farms of 0.07 DM 
per liter of milk with 3.2 % fat content. As a result, a liter of milk with 3.6% 
fat is paid from DM 0.43 to DM 0.47. 

The mission visited 3 dairies. The price range was DM 0.11 to DM 0.13 DM 
per fat unit reflecting the location-specific competition about the milk. 

Competition in the industry will increase with further privatization of dairies 
and foreign direct investment (Maeggle, Germany; Ducat, Croatia and 
further investors from Slovenia and Hungary). Competitiveness will mainly 
be determined by (i) raw material supply (price, quality, quantity), (ii) high 
value product range (including UHT carton packaging), (iii) marketing and 
distribution.  

Some of the visited dairies are too small to survive. If the daily capacity of 
the dairy is lower than 20,000 liters of raw milk per day (about 2,000 cows) 
the mission team sees only limited competitiveness in the future dairy 
market. Even with improved product range and streamlined distribution and 
sales systems, economies of scale favor medium sized dairies. A minimum 
size is also necessary to cover costs of necessary advice to dairy farmers. 
Milk collection, quality and hygiene control as well as veterinary services (to 
fight Brucellose and TBC) have to be improved and to be paid by the dairy 
in the future.  



 

4 . 3  F r u i t  a n d  V e g e t a b l e s  

Small-scale private farmers produce a wide range of fruit and vegetable 
crops, particularly around Tuzla, Mosta r and along the Sava River. 
Potatoes, plums and berries were the only crops for which pre-war 
production exceeded domestic demand. Approximately 60 % of the sales 
were marketed as fresh produce. The remaining output was collected by 
agricultural co -operatives for processing in SOE. The SOE also functioned 
as wholesale market outlets. 

After the war, SOE operate with low capacity and the co -operative system 
broke down. This is an opportunity for private processors (integrators) to re -
establish the collecting system and start processing on their own. 
Indications are that most farmers (out-growers) can re -establish their 
production if there is a market outlet. 

Demand for low-priced fruit and vegetable products is high. As a result, the 
sector has shown signs of recovery after the war with a few successful 
private companies. Contracts between the processing company and out-
growers specify quality, quantity and time of delivery. To overcome the 
seasonal working capital constraint of farmers and to improve the raw 
material quality, the processing company provides selected inputs such as 
fertilizer, seedlings, and pesticides, as well as advisory services. This 
proven integrator/out-grower model is very successful.  

At this moment, producers in BiH and RS supply only about 50 % of the 
demand for processed fruit and vegetables according to Bosnian business 
insiders. For example in Tuzla Canton (a major producer region) annual 
total sales in processed fruit and vegetables are 45,000 tons, of which only 
27,000 tons comes from domestic production. This unmet demand is an 
excellent opportunity for both processing companies and farmers. 

Although import substitution is the major issue for the coming years, a few 
companies prepare themselves for the international market. The ISO 
quality assurance system would facilitate the organisation and production of 
small producers. Clearly defined raw material standards and procedures 
are an excellent management tool to lower costs of raw material supply and 
to increase quality of the finished product. A few companies thinks about 
the introduction of HACCP standards. 

Fruit and vegetable production is ideally suited to the agro -climatic 
conditions in FBiH. It generates high gross margins per unit of land and 
labor input. With a high demand for seasonal labor it contributes to rural 
employment and market development. Investments on the farms are 
moderate.  

4 . 4  M e a t  

The pre-war livestock sector was characterized by a dual structure: On the 
one side a few SOE (agro-industrial production in feed lots and agro -
kombinats) and on the other side many small livestock producers. Both 
supplied a few large SOE meat processors and some 200 small-scale 
slaughterhouses (60% private) with raw material. It was beef, pork, poultry, 
and sheep meat. The meat proce ssing industry were in state hands. 



 

Livestock losses as a result of the war led to substantially reduced meat 
output. In particular the large SOE slaughterhouses had severe capacity 
problems and many had to close, while some of the smaller units remained 
operational. About ten private Green Field meat processing companies 
have been started. 

The demand for meat has been cut in half and meat consumption patterns 
have changed dramatically. Per capita consumption of pork has plummeted 
with the increase of the Muslim population. Demand for higher priced beef 
cuts and lamb has fallen while that of low-priced poultry meat has 
increased by more than 50%, due to lower incomes and reduced 
consumption. This again points to the excellent market opportunities in the 
poultry sector. 

The Mission visited two private meat processing companies that both work 
at full capacity. The biggest obstacle to continued growth is access to 
working capital. Here, the extended payment periods (high receivables) of 
wholesale clients (up to 60 days) are a major problem for the companies to 
manage working capital. 

There were several donor attempts to rebuild the breeding herds of cattle 
by donating pregnant heifers and cows. However, these efforts have had 
only limited success. Forward and backward linkages to feed mills as well 
as dairies and meat processing plants were neglected. Advisory services 
were not provided. In short, the concept of donating cattle was ill prepared.  

One would expect that the farmers who still have animals, despite the 
above described livestock losses, should experience good sales 
opportunities. However, this is not the case. The problem is that meat 
processors prefer to buy low-cost imported frozen meat to produce their 
processed goods. They only buy a few live animals to provide retail 
butchers with fresh cuts of meat for the retail trade. 

The reason for this situation is an inconsistent import regime, and poor 
border controls. There are import taxes on live animals and meat (with the 
exception of small lots of frozen meat) but processed meat (sausages, 
canned meat etc.) is imported tax-free. This leads to negative effective 
protection rates. In other words: the current meat and livestock import 
regime is even worse than free market conditions.  

The political and institutional setting of BiH and RS contributes to the above 
problems. Both entities have to implement the import regime that is 
determined by the state authorities, i.e. the Council of Ministers. Before 
March 1999, there were import taxes between 0 % and 40 % on agriculture 
and food products justified by the post-war reconstruction situation (infant 
industry argument). Additional import duties were decided by the Council of 
Ministers in March 1999 which can be extended by one year. As different 
lobby groups have different power and influence, the outcome is erratic 
(high policy risk) and leads to frustration in the industry because of high 
investment and market risks. 



 

5  S M E  O P P O R T U N I T I E S  

The mandate of SEED is “to support the development of SMEs as well as 
individuals and institutions that serve the needs of SMEs and will enhance 
the broader enabling environment in which all of these stakeholders 
operate”. 

To implement this mandate SEED defined three strategic targets: 

1. Enterprise -level investment services 
2. Capacity building 
3. Improvement of the business enabling environment 

The recommendations address these targets. The Mission expects that 
through work in agribusiness-related projects, SEED not only can assist the 
SME sector in this part of the economy but in addition have an impact on 
rural development and employment in general. However, it is important to 
note that sub-sectors and companies should be carefully selected 
according to proven criteria for successful SME agribusiness support 
services. 

First of all, the sector should be competitive in financial and economic 
terms. Fundamentally, competitiveness is revealed by the ability to sell to 
given markets. Ability to sell depends on price, quality, reliability, customer 
relations, service, flexibility, distribution  system and so on. A thorough 
analysis of all these factors is beyond the scope of this study. However, it is 
possible to identify promising windows of opportunities. 

The recommendations are based on interviews with successful Bosnian 
entrepreneurs (who are able to sell their products), evaluation of available 
background material and the team members own judgment. 

The Mission recommends to focus on sub-sectors, where a large number of 
raw material producing farms with low opportunity costs of labor supply a 
central processing plant which adds value and to sells the final product. 
This is typical in the fruit & vegetable, dairy and poultry sector. Farms are 
very small and have to look for labor- and care-intensive production. This 
approach ensures competitiveness in the long-run with a broad impact on 
rural development and employment.  

Some practical examples: 

Milk Production: Bosnian dairy farmers sell milk for about 45 Pf per liter to 
the dairies. In Western Europe, the equivalent price is 55 Pf per liter. It can 
be assumed that the production system is far from optimal. The number of 
cows per farm (1 to 5) and the annual yield per cow (less than 2,000 liters) 
are both low. But also production costs are low. The mission expects that 
as cow numbers increase and yields go up farmers should be able to 
profitably sell milk at even lower prices (35 to 40 Pf/l) and still be able to 
make money. Dairy farming is particularly suited for mountainous areas 
with natural pasture where opportunity costs for feed are low.  

Milk Processing: The current retail milk price in Sarajevo is about 1.20 DM 
per liter of UHT milk. This leaves a gross margin of about 75 Pf per liter for 
processing, packaging, distribution and the retail margin. The gross margin 
of 65 Pf per liter has to cover the cost of processing, packaging, distribution 
and the retail margin. This margin is higher than in Western Europe. 



 

In the last few years, a number of small dairies have been created in BiH 
and RS with donor funds. Most of these operations are financially not viable 
because of: low capacity (in some cases 5 t raw milk per day), unsuitable 
processing technique (short shelf live), limited product range, poor 
packaging (plastic pouch instead of carton), and inefficient marketing (wide 
distribution networks with direct sales to retail shops). With enough daily 
capacity (optimal: 50 to 100 t raw milk per day), proper technology and 
sound business and marketing planning, the current gross margin in the 
industry should be sufficient to enable profitable (both farm and plant) dairy 
operations in BiH and RS.  

Poultry: Since BiH and RS are a net importer of grain and other feed 
components (soy, milling by-products), the production costs for eggs and 
broilers will never drop to the level of say a Brazilian, Thai, Dutch, or 
French producer. The opportunity however for a profitable local poultry 
industry is the consumer’s preference for fresh products. For locally 
produced fresh broilers or eggs, the consumer is willing to pay a premium 
price. This offers good market opportunities for the development of a local 
poultry industry. Present high import duties further support the development 
of a profitable local poultry industry.  

Import tax per egg is 8 Pf. Current production costs per egg are about 10 to 
11 Pf. The wholesale market price is about 15 Pf. Competitiveness is 
mainly determined by feed costs (about 75 % of total costs). Therefore, the 
integration of feed mills is essential for successful businesses in the poultry 
sector.  

Fruit and vegetables: In this sub-sector, market opportunities are good due 
to excellent climatic conditions and relatively low labor costs in rural areas. 
Many small producers ensure the competitiveness of raw material supply.  

The key to successful development of all three selected sectors is the 
development of market outlets for small producers and some investment on 
the farms to produce the needed quantity and quality raw material for the 
processor. The integration of primary producer and processor is essential 
and usually done by supply contracts defining exactly the needed raw 
materials in terms of quality, timing and quantity.  

Two elements are essential for successful implementation: 

i) The outgrower needs advice to produce the needed quality and quantity 
at a given time; 

ii) The outgrower needs working capital to pre-finance inputs during the 
growing season and investment capital to finance necessary 
investments for production.  

The integrator has an interest in good raw materials and may provide 
advisory services and inputs. He may also be willing to facilitate the 
outgrowers access to credit. 

This would be an excellent opportunity for SEED to develop a tri-partite 
advisory and financing mechanism with the following stakeholders: 

a) Bosnian financing institutions could lower their credit risks by involving 
the integrator in selecting suitable outgrowers. The integrator would also 
facilitate the re-payment of the loan as raw material is received; 



 

b) Integrators improve the raw material supply and strengthen outgrower 
network; 

c) Outgrowers will benefit from access to credit, professional advice and 
guaranteed market outlet. 

According to statements made by managers of processing plants, the 
present banking system in BiH makes it difficult for out-growers to borrow 
for on -farm investments. It will be SEED’s task to identify suitable credit 
lines and lending institutions to finance such farm investments. There are 
several indications that time is ripe for increased investments in agriculture 
and food. For example: KfW (German Development Bank), on behalf of the 
European Union, manages a SME credit line which includes Swiss and 
Austrian bi-lateral funds. KfW recently lowered the on-lending interest rate 
for agribusiness loans from 18% to 10 % in BiH and RS.  

In addition, the World Bank is preparing Agriculture II, a US$ 10 million 
investment line, and the EU starts an EU farm advisory service project in 
January 2000 (budget: 2 million EURO). These projects could complement 
SEED's agribusiness activities by strengthening advisory services to 
farmers. 

To prepare the concept, further in-depth analysis of the three 
recommended sectors is necessary to identify the most promising 
companies. The mission recommends that local consultants should identify 
the main commercial operators in each sector and discuss their plans for 
future expansion. Interviews can be conducted according to the approach 
used in this study. This would lead to a deeper understanding of the issues, 
constraints and opportunities as well as a better overview on potential 
SEED clients. Preliminary TOR have been formulated for this task. 

In each sector, SEED should then prepare an investment proposal at least 
for one integrator company. This process would further strengthen SEED’s 
in-depth knowledge of the sub-sector and eventually lead to similar deals in 
the same industry. 

Based on a Partnership Agreement, SEED would start with a Business 
Enhancement Plan to prepare the ground for the Investment Plan 
according to SEED’s mandate. 

A further important issue is the lack of independent trade associations. The 
existing Chambers of Commerce are perceived by private businesses as 
extensions of the Government. Their impact on a Business Enabling 
Environment is rather limited. 

By assisting Trade Associations, SEED could play an important role in 
improving the environment in the agriculture and food sector. Trade 
associations defend the interests of private businesses by promoting the 
development of the sector and in negotiations with Government they voice 
the issues and concerns of the industry.  

The Mission recommends to start with the Poultry Associations in BiH and 
RS. The Associations should be strengthened by training measures 
(management issues, partnerships with Associations in other countries, 
participation in trade fairs in Western Europe). 



 

SEED should also strengthen lobby groups in the dairy sector. The Mission 
recommends to identify active entrepreneurs during the follow-up sector 
studies and to possibly twin them with the Slovenian Dairy Association.  

Some companies also raised the issue to organize an independent Trade 
Association in the fruit and vegetable sector. SEED should follow-up this 
discussion and act as a catalyst to support the process. 

The mission suggests that SEED should develop Bank training courses for 
lending to the small farm se ctor. Evaluating loan proposals for investments 
in small out-grower farms requires special skills. The role of the integrator is 
of particular importance in this process. Firstly, out-growers should only be 
developed where they can supply commercially successful integrators. 
Secondly, it is the integrator who is most suitable to identify successful out-
growers. Thirdly, the integrator can play an important role in serving the 
loan. Target group of the training are staff of local commercial banks 
evaluating incoming business plans and credit applications from 
agribusinesses. 

A speedy recovery of the agribusiness sector is seriously constrained by 
ineffective border controls and by inconsistent import duties. The mission 
therefore recommends that SEED should encourage institutions like OHR, 
IBRD, or IMF to analyze the negative impact that the lack of border control 
and the inappropriate tax system have on the long -term development of the 
agribusiness sector. The Government of BiH and RS should be encouraged 
to use the findings of the study to amend the present legislature. In 
addition, the Trade Associations in their negotiations with the Government 
should use these recommendations to promote the interest of their 
members. 

 
 


