What BiH’s decision on internal debt means for you
In December the State, Entity and Brcko authorities agreed to a strategy designed to settle the outstanding financial claims which citizens have on the governments, lifting one of the greatest economic uncertainties that has been hanging over this country for nearly a decade.  This is good news for BiH and its citizens.  This agreement removes a major obstacle to investment and job creation in this country.  And the largest part of the debt burden on future generations will be lifted.

What are these claims? 

Citizens hold claims on the BiH authorities – at the State and Entity levels, and in Brcko – worth several billions of KM.  This money has not been repaid for years, and until last month there was no plan for paying it.   Until now, many may well have believed that none of it would be repaid. So, who exactly has a claim on this money?  

The biggest group is those whose foreign currency accounts were frozen as a consequence of the breakup of the former Yugoslavia, then a group of citizens who have claims against the authorities arising from expenditures resulting from the war, and the thousands of workers and pensioners who are owed money in the form of unpaid salaries and pensions.  BiH banks are owed money by the government, and the governments have an ongoing commitment to the citizens for certificates issued in the late 90’s.  

How big is this problem?  

The BiH economy is in a real way being held hostage by the enormity of these claims.  Until there is some certainty about how and when this huge amount of money is to be repaid, both domestic and foreign investors will remain cautious about putting money into BiH.  They have a very real justification for their concern since anyone beginning a business in BiH must be concerned with the possible need of the governments to solve the debt problem in the future by raising taxes on private enterprise.  That is one of the considerations that foreign investors must make and why they frequently refrain from investing in countries that have not resolved their internal debt issues.  

Citizens have been living in uncertainty about whether this problem is ever to be resolved. Now there is certainty.

In numbers, claims on the BiH authorities from within the country are worth approximately KM 9 billion.  That is three quarters of the value of everything that was produced in BiH last year by every business and citizen. To put that in perspective – think of your annual income and then imagine you have a debt that is three quarters of your annual income, and the bill coming due all at one time.  
How will the problem be solved?

Over the past six months the BiH authorities have been examining this problem intensively, and in December they agreed on a practical solution. This involves a combination of cash payments and bond issues. As everyone is well aware, the governments of BiH simply do not have the financial resources to pay the entire amount now, so priorities had to be established to pay over time. Cash will be paid out to those in most immediate need, the pensioners and holders of the smallest frozen foreign currency deposits – this group accounts for the largest number of claimants. For those holding large frozen foreign currency accounts and claims for war damages, bonds will be issued that allow the governments to pay the debt fully but over a period of years. Spreading payments over time is the only reasonable way for individuals or governments to settle claims of this size.

If you would like more information on this solution, contact:

Mira Bradara, Economics Advisor to the FBiH Finance Ministry: 033 666 641

RS Government Information Bureau: 051/331-565,
Osman Osmanovic, Director of Brcko District Revenue Office: 049 216 933 
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