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ABSTRACT

Over the past twenty five years, Bosnia and Herzego-
vina has been experiencing, with more or less oscilla-
tions, low and stagnant economic growth. Planning and
economic policy documents shaped the vision of rapid
transition and successful economic growth, which was
supposed to enable the sustainability of the economic
system and its elements. The strategic commitment
to integrate into the European Union system has not
changed. It was confirmed by signing the Stabilization
and Association Agreement in 2008. International finan-
cial institutions have even provided financial support
to the economic programs in BiH and its entities to an
extent greater than their capacity to use, but below the
economic needs of the country as a whole.

In these circumstances, the issue of a possible conflict
between the economic development goals of Bosnia and
Herzegovina and the objectives of financial support pro-
vided by the international community has been raised.
Circumstances such as a long period of time, modest
economic performance, lost opportunities and danger-
ous negative trends indicate the need to reconcile the
conflicting strategies and interests of two parties - Bos-
nia and Herzegovina and the international community.

© 2021 ACE. All rights reserved

1. INTRODUCTION

After the end of the civil war in Bosnia and Herzegovina, intensive cooperation

with international financial

institutions began. It was necessary to rebuild the

country as soon as possible, repair the consequences of the war and open the
processes of development and systematic transition in the direction of an effi-
cient market economy. Bosnia and Herzegovina received help from representa-
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tive and long-known financial institutions around the world. Of course, it was
done on the basis of invitations and agreements with domestic entity and state
authorities. The transition process was supposed to be fast and, of course, ef-
ficient. But, contrary to wishes and expectations of everyone and to the general
surprise, that process was difficult, painful and without the necessary liveliness
and dynamics. The long-term maintenance of negative economic trends has not
only created the characteristic and long the so-called transitional tail in Bosnia
and Herzegovina and accumulated more problems on that transitional path, but
also made the overall recovery difficult and extremely complex. The appearance
and long retention of negative economic trends in turn open the question of har-
mony and synchrony of strategic goals of the country’s development, i.e. Bosnia
and Herzegovina on the one hand and the international community on the other.

This paper deals with the analysis of the connection, interdependence of the
mentioned two strategies and the degree of their inconsistency, i.e. conflict. The
current economic situation and the fact that the international community, which
came to rescue, is still looking for an effective mechanism of financial coopera-
tion, which makes this topic both current and controversial at the same time. The
main goal of the paper is to present the essential elements that create a discrep-
ancy between the results of implemented strategies and the financial potential
available for their realization and to draw the attention of decision makers in this
domain, as well as the professional public, to the problem of conflict of develop-
ment goals between stakeholders.

The paper starts from the hypothetical research thesis that there is a conflict
between the goals of economic development of Bosnia and Herzegovina and
the goals of support of the international community and international financial
institutions. The research focuses on the content of the objectives from the stra-
tegic documents, economic results and support programs during the long transi-
tion period. The second part “Previous research” emphasizes the importance of
the pace and sustainability of growth, and gives positive examples of research
that highlighted the role of governments in individual communities in achieving
sustainable growth and the use of economic change in the environment, as good
economic opportunities. The given examples, visible in a number of other coun-
tries speak of the primacy of the influence of knowledge and innovation in shap-
ing development and the need for planned design development flows. The third
part “Methods and data” presents an insight into the methods and data sources
used. The fourth part “Results” provides a framework for the content of strat-
egies, and points to their interconnectedness and interdependence of program
components and projects with structural economic change, keeping the focus on
targets. Furthermore, the key areas of conflict of strategies and the consequences
of their manifestation are presented. The final part “Discussion with a conclu-
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sion” presents the conclusions reached in this research, which, at the same time,
prove, i.e. confirm the previously set scientific hypothesis in the paper.

2. PREVIOUS RESEARCH AND WORK METHODS

2.1. Previous research

Economic development contributes to the development of society and its so-
cial status. In the period of globalization and very strong competition, all coun-
tries are focused on maintaining continuous growth and sustainable economic
development. This issue is particularly important for transition and developing
countries that want to alleviate economic disparities compared to countries with
developed economies. The question of an economic development model that
can be adequate in that area is openly stated in the professional and scientific
public (Burda, 2016). The advantage of developed countries in terms of capital
levels, technological achievements and human capital performance is such that
it multiplies and constantly increases economic disparities. Modern theories and
models of economic development point to the need of taking into account the
specific economic conditions of an individual country and applying a suitable
model of development. The access to economic development for some countries
is becoming more complex than ever. The specificity of such an approach makes
the process of integration of countries more demanding in the context of access
to a larger market. Experience suggests the need to maintain an open market
economy, high savings and investment rates, capable and efficient governments,
and macroeconomic stability as a starting point in building a potential model.
Thus, Professor Sakda Siriphattrasophon in his article entitled “The ASEAN
Economic Community: How SMEs Could Exploit Local Value to Compete?”
speaks about the advantages and possibilities to use the system of local values in
circumstances of growing competitiveness for companies during establishment
of Asian Economic Community and continues: “This will strengthen the com-
petitiveness of the region and create new business opportunities for members.
Consumers will have a wider choice of goods and services and will benefit from
easing immigration regulations.” He further concludes that “SMEs will also
face new challenges due to free trade and investment within the Association of
Southeast Asian Nations (ASEAN) as this will create a highly competitive situ-
ation”. The paper especially emphasizes the importance of the role of govern-
ments that should provide adequate support to companies, which must be placed
in a dynamic mechanism in order to truly support the growth of companies. The
paper lists the areas of exploitation of local values in building competitiveness.
(Sakda, 2018). In addition, innovation is becoming a factor of competitiveness
and implies a significant role of the government in the field of education, re-
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search and development functions, and the design of individual development
programs based on previous analysis of the context of needs and circumstances.
In his paper “The opportunity matrices for chain innovative transformation of
economy: the cite concept” Taras and Obermok point to the possibility of using
technological knowledge from complex natural systems in shaping economic
processes in the inter-sectoral matrix of domestic gross product (Taras, 2017).
The authors cite an example from Singapore (p. 25): “Despite the fact that there
are no natural resources in Singapore, the country is a world leader in the pro-
duction of platforms for offshore oil exploitation. The government should try to
determine which industries can be representative in the future and invest heavily
in them.” On the page 21, they further state: “With the progressive growth of the
global economy and the accompanying economic crises, there is an urgent need
to forecast and model the process of forming of strategies for sustainable devel-
opment, balanced government regulations and economic liberalism.” A group of
authors from the University of Sarajevo (Domljan, 2017) emphasize as a precon-
dition for BiH to find itself on the path to become a highly developed country
“... to activate the knowledge production chain...” (p.161). Timely recognition
of comparative advantages, perspective chains of business and formed purpose-
ful development strategy and its application can bring a significant competitive
advantage.

2.2. Working methods and data

For the needs of the subject research, data on the content of strategic planning
documents were previously collected and their comparison was performed. The
arrangements of the International Monetary Fund and the strategy for BiH of
the World Bank and the European Bank for Reconstruction and Development
are primarily covered. The selection of institutions was made according to the
importance in the portfolio of projects financed in Bosnia and Herzegovina. For
the area of structural reforms, the reports of the European Commission were
reviewed as relevant reports and documentation, especially due to the retained
commitment to membership in the European Union. At the same time, the re-
sults of the implementation of individual programs were inspected and economic
trends were analyzed, particularly the growth trend of domestic gross product
and the trend of negative foreign trade balance based on statistical reports of the
Central Bank of BiH. United Nations population statistics were used to analyze
the trend of the country’s temporal loss of labor resources.

When it comes to scientific methods used in this paper, we emphasize that the
methods of comparison, analysis, synthesis, induction and deduction and the
method of statistical analysis, tabular and other methods of text illustration, his-
torical method, method of generalization and specialization, etc. were used.
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3. RESULTS

3.1. Interdependence of Bosnia and Herzegovina Strategy
and Support Strategies

The BiH Economic Reform Program for the period 2019-2021 from January
2019 was submitted to the European Commission as a part of the regular report-
ing procedure (BHRP, 2019). The key reform priorities during the three-year
period are: identification of key barriers to competitiveness and inclusive growth
with a focus on eighteen measures, and special priorities related to nine areas.
In the area of reforms in the energy and transport sectors, it is envisaged to im-
prove the legal framework regarding the establishment of the energy community
and sustainable financing of railway infrastructure. In the domain of sectoral
development, a special emphasis is placed on the intensification of agricultural
production. In the area of business environment, the intention was expressed
to improve the infrastructure system in accordance with the European Union
model, reform of the health sector and the register of incentives for the economy,
reduce the share of current spending in public administration and intensify the
development of entrepreneurial infrastructure. In the field of research, develop-
ment, innovation and digital economy, it is planned to improve the regulatory
framework in accordance with European Union standards, improve the commu-
nications and information society sector, reform the research sector in BiH and
establish a more efficient management system in the field of scientific research
in BiH, and establish more efficient system of management in the area of sci-
entific research of potentials for innovations in Republika Srpska. In the area of
education and skills, it is planned to improve cooperation between education and
the labor market. For the field of employment and the labor market, a commit-
ment was expressed to strengthen the efficiency of the labor market. In terms of
social inclusion and poverty reduction, the establishment of an efficient system
of health expenditures and the improvement of the social protection system are
envisaged. The entire program of economic reforms in BiH is designed in such
a way that it unites the programs of the entities without the necessary logic and
economy of the whole.

The evaluation of the BiH economic program for the period 2019-2021 by the
European Commission is given in a document dated April 11, 2019 and contains
a list of shortcomings of government policy that do not allow it to raise economic
growth potential through strong public and private investments (BHRP, 2019).
In particular, it was emphasized that the risk of things improving is stronger
and higher than expected of the proposed program due to continued delays in
the implementation of reform measures, and the growth policy associated with
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reforms related to the accession process. The European Commission recognizes
only six reform measures in the proposed program that may be relevant to the
country as a whole and recognizes that 15-20 measures concerning barriers to
competitiveness have been underestimated. Regarding the improvement of agri-
cultural production and the establishment of an efficient food safety and quality
system, it is assessed that this measure is too ambitious due to the lack of agree-
ment on competencies regarding the paying agency at the level of Bosnia and
Herzegovina and insufficient cooperation between the two entities. In doing so,
it insists on better institutional arrangements for the country as a whole, in order
to avoid overlapping competencies and to strengthen control and coordination
chains. The promotion of “start-up” jobs was assessed as relevant with a criti-
cal review that there is an excessive insistence on protectionism in this sector
due to the contradiction of competitiveness. Insufficient information regarding
timelines and budgeting was noted. The measure of improving the quality of the
infrastructure system in accordance with the model of the European Union was
assessed as relevant because, if implemented, it would contribute to the crea-
tion of a single economic space and facilitate trade, and in the long run increase
competitiveness and potential for economic growth. The assessment focuses on
the previously observed lack of real progress and readiness to achieve concrete
results. Also, budget allocations and sources of funding are not induced. In the
part on the measure of improving the communication and information society
in accordance with the standards of the European Union, there is an assessment
of the relevance for economic growth and increasing productivity. However, the
very allegation that there is a lack of progress in the implementation of this
measure, unclear budget preconditions and the absence of key performance in-
dicators leaves a trace of optimism of the measure. In the area of research and
innovation reform, the evaluation points to its importance for the country as a
whole, but also to the lack of clear implementation plans, budget commitments
and performance indicators, suggesting a state-level framework for the digital
economy. With regard to measures for improvement of the efficiency of the labor
market, the relevance of the goal of labor legislation reform was assessed. The
lack of a plan of concrete steps, the lack of indicators or their inadequacy, and de-
lays in the past indicate a possible risk. Also, the costs of implementation of this
measure, according to the assessment, are not listed with the highlighted fact that
the current situation in the two entities indicates insufficiently developed activi-
ties that create the necessary preconditions. The measure of improving the social
protection system was assessed as relevant with the necessary focus on better
targeting of social benefits, better coverage of the poorest through mapping and
creating a register of social benefit beneficiaries. In addition, the finding is that
this measure is ambitious and implies the interdependence of a number of other
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activities. Summarizing the findings, the main problems that still accompany
us are pointed out: fiscal policy does not pay enough attention to the quality of
public spending, the quality of short- and medium-term fiscal planning is ac-
companied by weaknesses in statistical support and short-term policies, Bosnia
and Herzegovina’s competitiveness remains stigmatized by over-administration
and fragmented economic space, and large, inefficient and non-transparent state-
owned enterprises remain a ballast in payments. Furthermore, it is assessed that
Bosnia and Herzegovina has a problem with low female labor force participation
and high unemployment, and that previous implementation of relevant policies
was limited, linking it to the lack of progress in fiscal planning and analysis
focused on the medium term, and lack of reliable statistics. There was also a
comment on the lack of review of enrollment policy in the secondary and higher
education, as well as insufficient coordination and lack of progress between em-
ployment measures and social benefit schemes. (Kruni¢, 2019)

With the latest program of economic reforms for the period 2020-2022, Repub-
lika Srpska has opted for the implementation of structural reforms in these eight
areas: markets, energy and transport; agriculture industry and services; business
environment and the reduction of the informal economy; research, development,
innovation and the digital economy; trade-related reforms; education and skills;
employment and the labor market; and social protection and inclusion (Ministry
of Finance of the Government of Republika Srpska, 2020).

Such a commitment was also stated in the program for the period 2019-2021.
The previous program 2018-2020 emphasized nine reforms: public financial
management; energy and transport market reform; sectoral development - agri-
culture, forestry, water management - reconstruction of state-owned companies
- restructuring of banks and introduction of stricter prudential requirements for
banks - introduction of mandatory restructuring of closed-end investment funds;
business environment and reduction of the informal economy; research develop-
ment and innovation; trade-related reforms; education and skills; employment
and the labor market; social inclusion and poverty reduction. The 2017-2019
program focuses on the public financial management, the energy, transport and
communications market, sectoral development, the business environment and
the reduction of the informal economy, research and innovation, foreign trade
and investment facilitation, education and skills, employment and the labor
market, social inclusion and poverty reduction (a total of nine areas). The Pro-
gram 2016-2018 envisages 10 reform priorities. In the sector for public financial
management, the reform of the health care system, the suppression of the gray
economy, the increase of fiscal responsibility, and the reduction of the tax burden
on labor were envisaged including the infrastructure sector with the restructuring
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of the Republika Srpska Railways, the industry sector with reindustrialization
in all areas of the processing industry, and the services sector where the legal
framework of the banking sector should be modernized and the preconditions
for bank restructuring should be created, the business environment sector with
the elimination of parafiscal levies as a barrier to business operations and the re-
moval of barriers to investment. In the employment sector, new labor legislation
and employment support in the real sector are envisaged (Ministry of Finance
of the Government of Republika Srpska, 2020). A comparative overview of the
accents of economic reforms in BiH is given in Figure 1.

Based on individual country strategies, key international institutions have pro-
posed a number of individual arrangements and financing agreements that sup-
port the implementation of promised reforms. Their schedule in relation to the
most frequently present requests is given in Table 1. It is noticeable that most
frequently repeated requests for reforms come from the International Monetary
Fund. Overall, these requirements have been partially implemented, often in a
way that the tranches conditioned by structural reforms were abandoned. The
World Bank and the European Bank for Reconstruction and Development have
sporadically monitored requests for reforms from the Monetary Fund arrange-
ment. Special coordination is noticeable in the period that started in 2016. These
medium-term programs have been partially implemented, with the absence of
promised reforms. It is evident that there have been frequent repetitions of re-
quests for the same reforms that were persistently delayed. Thus, the request for
privatization was current during 2002, but was renewed in 2012 and 2016. The
same can be concluded when it comes to the requirement to improve the business
environment or the requirement to maintain a pegged currency.

Table 1. Overview of International Financial Institutions’ Country Arrangements and
Support Strategies on Key Reform Programs in Bosnia and Herzegovina by years

Descript. 1998 2002 2004 2008 2009 2012 2014 2016 2017 2020

IMF 43,2 98,74, 9.8,43,2 8,6,5.4, 8,5,4,3,2,1 6
3,2,1 32,1

WBANK 42 32 6,3,2 6,4,3,2,1

EBRD 6,1 2 9,6,2,1

Source: Author’s calculation on the basis of the Support arrangements for these MFTIs;

Legend: 1=Private sector development, employment incentives, privatization; 2=Improving the
business environment, stimulating investment, improving the labor market; 3=Sustainability
of public finances; 4=Sustainability of the financial system; 5=National policy, cooperation
and coordination, Strengthening the economic space; 6=Crisis resilience, resource protection,
toughness of the economy, transport and energy infrastructure; 7=Rule of law, 8=Maintenance of
pegged currency; 9=Privatization
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RS Economic Reform
Program 2016-2018

Public finances and health
care reform. Railway
restructuring.  Reindus-
trialization of the manu-

RS Economic Reform Program 2018-2020

Public financial management with health sector re-
form. Energy market reform and railway restructuring.
Improvement of agriculture; restructuring of public
enterprises, restructuring of banks and funds. Reduc-
ing the informal economy and supporting competitive-

facturing industry. Legal —® ness. Establishing an efficient management system for

framework of banking.
Elimination of parafis-
cal levies, adoption and
implementation of bank-
ruptcy law. New labor
legislation.

RS Economic Reform Program 2020-2022

Improving the regulatory framework in the
electricity sector and reorganizing and re-
structuring the electricity and railways. Im-
proving the competitiveness of agriculture,
forestry and water management and liber-
alization of car liability insurance prices.
Business environment and reduction of in-
formal economy with reform of health sys-
tem, inspectorate and reduction of current
consumption expenditures. Establishment of
an efficient management system for scientific
research and investment potential and better
e-government. Regulation of the area of real
estate brokerage. Improving the connection
between education and the labor market and
strengthening the quality of education. In-
creasing the efficiency of the labor market
and continuing the reforms of the Employ-
ment Service. Improving the social protec-
tion system.

scientific research and innovation potential. Branding
of domestic production. Improving the connection be-
tween education and the labor market. Increasing labor
market efficiency and reforming employment services.
Social inclusion, poverty reduction and equal oppor-

B&H Economic Reform Program
2019-2021

Reform of the legal framework
for the energy market and estab-
lishment of a sustainable railway
infrastructure  financing system.
Improving agricultural production.
Strengthening the quality of infra-
structure in BiH in accordance with
the EU model. Health system re-
form and reduction of running costs
in public administration. Reform of
scientific research in BiH and estab-
lishment of a more efficient system
for managing scientific and inno-
vation potential. Improving coop-
eration between education and the
labor market. Increasing the effi-
ciency of the labor market. An effi-
cient health care system. Increasing
social protection.

Relevant reforms of B&H from the EC 2019-2021
- Improvement of agricultural production and establishment of an efficient food safe-

ty and quality system.

- Improving the quality of the Infrastructure System according to the EU model.
- Improvement of communication and information society in accordance with EU

standards.

- Reform in the field of research and development.

- Improving the efficiency of the labor market.
- Improvement of the social protection system.

Figure 1. Accents of economic reforms in BH 2019-2021 according to the EC report
with ref. to RS programs. Source: Descriptions taken from the official documents and
adapted by the author
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The World Bank has proposed cooperation in the field of three main goals: un-
locking the potential of the private sector for faster growth and creating greater
volume and better jobs, investing in human capital with labor market regulation
and environmental management in the function of sustainable growth with chan-
neling socio-economic impact, which represents an extended approach from the
previous period (WB, 2016). From the document, one can see the possibility for
Bosnia and Herzegovina to leave the poverty zone and achieve economic pros-
perity through one to two generations, but with the condition of the transition
from import-oriented economy to export economy and to release the potential of
the private sector. According to the same view, this means reducing the public
sector and raising the quality of services it provides, solving the situation and
problems of state-owned enterprises, solving the investment climate and busi-
ness barriers, maintaining a favorable macro-financial situation, building resil-
ience to natural disasters and good resource management, and other accompany-
ing conditions.

The European Bank for Reconstruction and Development in its strategy for the
period 2017-2022 proposes three basic goals: First, capacity building and im-
provement of the private sector while promoting the commercialization of pub-
lic utilities, and privatization of state-owned enterprises in order to strengthen
competitiveness. Second, the support for the development of key transport and
energy cross-border lines in order to strengthen integration within the region
and strengthen the resilience of the country’s economy. Third, support for the
construction of energy efficiency and renewable energy sources with the support
of municipalities to improve the quality of services in order to promote an envi-
ronmentally sustainable economy (EBRD, 2017).

In listing the challenges for implementation, the country’s weak regulatory
framework for foreign direct investment and deterrent political risk, the need for
support through the reform agenda, the International Monetary Fund’s incentive
arrangements and the prospect of EU membership were highlighted. Further-
more, low resilience to external shocks, delays in the reform of the road sector
due to the suspension of “three P” projects (public, private and partnership pro-
jects), the presence of liquidity in the banking sector with the risk of high arrears,
weak corporate sector and governance in underdeveloped, delayed privatization
process in the Federation of BiH. However, the primary challenges remain: unfa-
vorable business climate, poorly developed rule of law and insufficient readiness
for reform.

The International Monetary Fund maintained its presence in Bosnia and Herze-
govina during the previous period through a number of individual arrangements,
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the last of which was approved in April 2020 in the amount of 361 million US
dollars for emergency support in connection with the “COVID-19” pandemic in
circumstances of open EFF arrangement. Such needs, according to the signed
document, include increased costs related to health care, social benefits associ-
ated with rising unemployment, and assistance to companies in order to maintain
employment. All this goes along with the obligation to maintain the system of
pegged currency and raise the resilience of the banking system, the adoption of
the law on deposit insurance and the extension of cooperation with other finan-
cial institutions in terms of securing the necessary financial resources. From the
previous arrangement, there are still obligations to raise the growth of the private
sector and employment, reforms that enable the improvement of the business
climate and investment climate, improvement of the quality of public spending
and reduction of public debt, maintenance of financial stability and other reforms
in the financial sector. Also, the construction of a single economic space and the
improvement of coordination and cooperation within Bosnia and Herzegovina
are further emphasized and actualized.

3.2. Key conflicts

Understanding the mission. The multi-year period of drafting the reform pro-
gram in cooperation with international financial institutions and the unsatisfac-
tory results of their implementation raise the question of the essential reasons
and possible areas of conflict. In this regard, several key zones of inconsistency
(conflict) can be identified. First, different understanding of the mission of the
economic organization of Bosnia and Herzegovina as a whole and its entities
individually. The constitutional content points to the need to improve the general
welfare and economic growth by protecting private property and improving the
market economy, and to ensure human rights and freedoms of the highest level
of internationally recognized rights, as well as fundamental freedoms. The exist-
ing programs on the BiH side reflect the declarative commitment to the mission
concept set in this way. The implementation of the program in a way of perma-
nent delay indicates a possible approach in understanding the mission of the
economic organization as the one that should work for the needs of a particular
interest group of society and not for the society as a whole. Second, a different
approach to quantifying goals and conceiving the indicators of achieved results
contributed to the maintenance of the conflict. In setting the quantitative ele-
ments of the goals of the country’s strategies, international financial institutions
respected the country’s sovereign rights and its responsibilities for its own devel-
opment. On that basis, the goals of individual strategies remained insufficiently
related to the responsibility for their fulfillment, which led to an inadequate cor-
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relation between the indicators of achieved results and the goals for individual
programs. Third, the strategies operated with different and uncoordinated levels
of transparency of the mandate and the vision of the organization. From the point
of view of international financial institutions, the responsibility for meeting the
strategic goals was primarily addressed to Bosnia and Herzegovina. There is no
room left to consider the internal context of the mandate and responsibilities for
fulfilling the assigned competencies. This was, as a rule, treated as an internal
matter of the country and could not have been adequately discussed. Frequent
internal contradictions, unwillingness to pursue a policy of clear mandates and
the extension of responsibility for their fulfillment led to the neglect of essential
obligations. Even in cases where there were undisputed competencies regard-
ing the law, the adoption of bylaws was delayed for many years (Kruni¢, 2018).
Fourth, inconsistencies in the area of value principles have led to a multiplication
of contradictions in the content of documents. Thus, the principle of the rule of
law was often emphasized on the one hand, and on the other it was insufficiently
emphasized. The principle of market economy and private property had a similar
fate, which can be said for the area of value principles related to human rights
and freedoms. This area was specifically addressed by the Stabilization and As-
sociation Agreement that Bosnia and Herzegovina had signed with the European

Commission (Stabilization and Association Agreement, 2015).

Last, fifth, inadequately formulated costs of individual programs and their con-
nection with the budget system, and inadequate treatment of the development
planning function contributed to the lack of mutual harmonization of strategic
programs. The programs did not maintain strong correlations with the budget
in terms of co-financing and supporting the self-sustainability of projects and
system units. Development planning was neglected, so some programs “lost” the
effects expected from them, the results often faded, and the transparency of their
implementation remained low and marginalized. An abbreviated scheme of the
conflict relationship is given in Table 2.

Table 2. Key areas of strategy conflict

Areas of conflict External support strategies BiH strategy

Understanding the Mission as an effective transition ~ Mission as a delayed and slowed

mission transition

Objectives and results Open access to quantification Quantification neglected

Internal contradictions Weakened by internal regulatory ~ Contradictions expressed,
mechanisms regulatory mechanisms weaken

Consistency of values Value principles supported Values declaratively supported

Cost design There is an interest in co-financing Interest in co-financing decreased

Source: Comparison by the author
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3.3. Consequences of adequately unresolved conflict

Prolonged implementation of reform programs and the absence of positive
results. Current conflicts have existed for a long time and are manifested in the
constant delay in the implementation of initiated reform programs. The visibility
of delays in the implementation of reforms over time took on clearer contours
and became pronounced only after 2016 by the failure to implement the obliga-
tions under the Reform Letter and the Stabilization and Association Agreement.
The European Commission’s critical review of the proposed economic reform
programs did not significantly change the attitude of the authorities in Bosnia
and Herzegovina, so the rhetoric of declarative readiness for reforms continued,
ignoring the obligation to implement them in the expected time. At the same
time, unfavorable preconditions for improving the competitiveness of econom-
ic entities in Bosnia and Herzegovina, sustained growth and substantially un-
changed foreign trade imbalance strengthened.

Inertness of the administrative system, delay in acquiring the conditions
for the effectiveness of international financial agreements and their pro-
longed implementation. In the circumstances of the lack of real readiness for
the accelerated implementation of purposeful economic reforms, the public sec-
tor retained the outlines of inertia and the economic system lost its desirable re-
silience. Bosnia and Herzegovina and its entities had extended administration in
the previous period in gaining the effectiveness of international financial agree-
ments. These were not only agreements that were supposed to encourage di-
rectly economic reforms, but also agreements that were oriented towards various
investment projects. This was due to the pronounced multiplication of holders
of obligations from such international agreements and a number of signatories
from the side of Bosnia and Herzegovina. The relevant time period for gaining
the effectiveness of financial contracts prescribed by the general conditions of
international financial institutions is mainly related to a period of 60 days. This
deadline is used as a reference period for calculating the cost of maintaining a
financial source. Bosnia and Herzegovina achieves contract effectiveness well
above this desirable time frame and pays high costs for maintaining financial
resources, whether it is an extended efficiency or a slow implementation. Thus,
during 2019, BAM 7.28 million were paid for this purpose (BiH, 2020). It is no-
ticeable that this amount is above double compared to 2015, when it amounted
to BAM 3.39 million. During 2010, BAM 3.88 million were paid for these pur-
poses. This proves that persistence in postponing reforms was followed by the
increased costs of maintaining financial resources and delayed implementation.

Slowed evolution in the domain of declaratively adopted values. The previ-
ous declarative commitment to a market economy, the rule of law, the develop-
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ment of democracy, and the protection of private property were not adequately
and timely implemented and it has remained an area pointed out by the interna-
tional community on several occasions. Thus, the European Commission, with
its Opinion on the Application for Bosnia and Herzegovina’s membership in the
European Union in May 2019, gave 14 recommendations which show that in
terms of key values, not much has been advanced since the beginning (European
Commission, 2019). Areas of democracy, the rule of law, the application of fun-
damental rights and the public administration reform remain key priorities today.

Slow economic growth. The demand for building a functioning market econ-
omy remained marginalized, and the achieved economic growth was slow and
insufficient. The development of the growth rate of the gross domestic product
during the five-year periods, which is shown in Table 3, indicates a slow and
stagnant trend. Such economic growth cannot absorb the high unemployment
rate and generate catching up with European Union countries in terms of living
standards. On the contrary, the manifested growth trend can only strengthen the
constant, continued and deeper lag in development and produce new economic
problems, which, in addition to the existing ones, can lead to the complication
and collapse of the economic system. The negative balance in the world trade
is maintained at the level of over four billion BAM and practically indicates the
absence of economic growth and the retention of the raw material and import-
oriented economy.

Table 3. Key indicators of economic changes in Bosnia and Herzegovina according to
CBBH statistics

Indicators by years 2000 2005 2010 2015 2019
GDP in BiH - growth rate 4.4 42 0,8 3,1 2.8
Balance of trade in mil USD -4,900.8  -4,865.7  -4,071.1 -4,576.6
Population in BiH in 000 3751 3765 3705 3429 3301

Source: Statistics of the Central Bank of BiH (Statistics, 2019) and UN statistics according to
world population prospects for 2019

Loss of natural and labor resources. The loss of population in the period after
2005 indicates high risks of losing the best quality workforce. Such a situation
will directly affect the labor market in Bosnia and Herzegovina as well as labor
costs, which will further worsen the state of competitiveness of economic enti-
ties and consequently jeopardize the economic position of society as a whole.
The absence of an active approach in establishing an efficient market mechanism
in general, along with the fact that the rule of law principle has not been built,
retains the risk of uncontrolled loss of natural resources, which may jeopardize
the survival of future generations in this area.
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4. DISCUSSIONS WITH CONCLUSION

The hypothetical thesis that there is a conflict of previously discussed strategies
has been proven. Conflicts exist on several levels and show a connection with
three basic economic trends. Clear understanding of conflict and its impact on
the level of growth of domestic gross product, negative trade balance and la-
bor resources enables understanding of the harmfulness of delaying economic
reforms, and enables understanding of the need for a mechanism of purpose-
ful adjustment and targeted management of society, along with necessary con-
nections with the surrounding market. This also indicates the circumstances of
missed opportunities (and missed benefits) for the sake of purchase of time, due
to goals that remain completely questionable from the point of the population of
two entities and Bosnia and Herzegovina as a whole. Maintaining the existing
conflict does not allow for positive economic changes that would lead to the de-
velopment of an export-oriented economy, a healthy growing economy and the
preservation of natural and labor resources.

By summarizing all of the above, the following can be concluded:

1. The Development Strategy of Bosnia and Herzegovina and its entities is in
conflict with the support strategies of international financial institutions. Devel-
opment planning is not adequately established in Bosnia and Herzegovina and its
entities and does not reflect a link with the objectives of supporting international
institutions.

2. Conflict relationships are manifested in the direction of constant deteriora-
tion of the chances for intensive economic growth, preservation of natural and
labor resources, and strong impact on the budget expenditures of the competent
institutions. Prolonged time to achieve efficiency and implementation of invest-
ment projects and reform support projects raise the question of responsibility for
negative consequences that can be proven and quantified.

3. Possibilities for removing the considered conflicts of strategies are primarily a
matter of domestic decision-makers, but also of additional influence of interna-
tional institutions. This remains primarily a matter for the country and its institu-
tions because of its primary responsibility for its own development and the natu-
ral relationship of adapting a smaller market to the larger. At the same time, the
passage of time is not a good factor and ally on the side of domestic institutions
and entities of Bosnia and Herzegovina in relation to the undertaken obligations.

4. The consequences of the conflict in any case concern the relations between the
generations. The future generations are left with reduced opportunities to correct
the failures of the generation that established and maintained complex conflict
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positions. The transfer of intergenerational responsibility to new generations car-
ries moral consequences in addition to the economic ones.

5. Changes in the economic situation of domestic entities during the conflict
of development interests are still related to the general and individual issue of
responsibility. Establishing the rule of law can make such a connection relevant.
Nevertheless, the level of democratic awareness of our society will determine the
direction and pace of progress in this regard.
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CYKOB CTPATEI'NJA - PABBOJHA CTPATET'MJA BOCHE
N XEPHEI'OBUHE U CTPATET'MJE HOAPLIKE
MEBYHAPOJHUX ®PUHAHCUJCKUX UHCTUTYIIUJA

"Mupospy6 Kpynuh, Musnuncrapero ¢uHaHcHja 1 Tpezopa bocHe u Xepuerosune, CapajeBo,
bocha u Xepuerouna

CAKETAK

ToxoMm mpeTxomuux 25 romuHa bocHa n XepliieroBuHa je ocTBapuBaia, y3 Marmbe
nu Behe ocrumanyje, Hu3ak u craruupajyhu ekonomcku pact. [Imancko-pa3Boj-
HUAM JOKYMEHTHMA U TOKyMEHTHMAa €KOHOMCKE ITOJINTUKE OOJTMKOBAHA je BU3Hja
Op3e TpaH3WIHje W YCIjEITHOT IPUBPEIHOT pacTa Koju je Tpebdamo ma omoryhu
OJP’KUBOCT EKOHOMCKOT CHCTEMa U HeTOBHX CTPyKTypa. CTparemnika onpenuje-
JbCHOCT 3a HHTETPHCAhE Y CHCTEM EBpOIICKe yHU]e HIje MUjehaHa U MOTBpheHa
je mornucuBameM Criopazyma o crabunusanuju u npuapyxkubamy 2008. ronn-
He. Melynaponue ¢puHaHCHjCKE HHCTHTYITH]jE CY YaK OMOTyhmiie (MHAHCH]CKY
MOJPIIKY EKOHOMCKHM Tporpamuma buX u meHnm eatuteTnMa y Behem o0umy
O]l ’bUXOBUX aIllCOPTIIIMOHUX KalalnuTeTa, aji UCIoJ] eKOHOMCKUX MoTpeda 3e-
MJBE  IIjCIIUH.

VY TakBUM OKOJIHOCTHMA OTBOPHJIO Ce€ NHTame Moryher koH(IHMKTa IHibeBa
E€KOHOMCKOT pa3Boja bocue m XeplieroBuHe W MuybeBa (UHAHCH]CKE TTOIPIITKE
KOjy je mpy»aina Mel)yHapoaHa 3ajenaniia. OKOTHOCTH Kao MITO CY IPOTOK AyTOT
BPEMEHCKOT TIEpHOJIa, CKPOMHH €KOHOMCKH Pe3yJITaTh, N3ry0JbeHe MPHIINKE U
OTIaCHH HETaTHBHU TPEHIOBH, yITyhyjy Ha moTpely yckimahuBama KOHPIUKTHAX
CTparervja u MHTEpeca JBUje MoMeHyTe cTpaHe — bocHe n XeplieroBuHe u Me-
hynapomHe 3ajeqHUIIE.

KibyuHe pujedu: ynpasmwarwe paszsojem, jasuu 0ye, nocioguu amoujenm, gu-
CKAHA 00PAHCUBOCTI, KOHKYPEHMCKA CROCOOHOCH, CIpame2uja eKOHOMCKO2 pa-
360ja, degpuyum niamuoz buranca, 8arymuu 0000p.
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