Fact Sheet

Internal Debt Settlement – the Fairest Solution

· The Internal Debt Settlement Laws were adopted by Bosnia and Herzegovina, its Entities and Brcko District in 2005, after exhaustive public consultation.

· The central element in this settlement package was enacted in April for frozen foreign currency holders. It offers the most generous compensation that the country can afford.

The settlement is like this

· Frozen foreign currency holders with deposits worth 1,000 KM or less will receive full payment in cash immediately following the verification of their claim, which should be completed next year. 

· [N.B. The Law provides for cash payments to be made by the end of 2007, which, due to verification delays prompted by the current amendments, will not be completed before spring 2008. Parliament must formally extend this deadline.] 

· Depositors with more than 1,000 KM in frozen accounts will receive 1,000 KM in cash plus bonds in compensation for the remaining amount, which will be repaid in instalments over the course of 13 years.

The total cost of this settlement is KM 2.4 billion.

· This settlement is not perfect, but it is fair and affordable for BiH. 

· It ensures that as many as 80% of all accounts will be quickly returned, in full.

· It is also flexible as the Law leaves room for the BiH Council of Ministers to reduce the repayment period or buy back the bonds in light of the country’s fiscal possibilities.

· It ensures that the property rights of depositors – whose money was frozen by the pre-war government of Yugoslavia acting without due parliamentary sanction – are respected.

· This settlement is realistic – there is no merit whatsoever in a settlement involving sums that cannot be paid.

· The settlement also removes the uncertainty burdening Bosnia and Herzegovina’s public finances. Until now, investment capital that is needed to create jobs has failed to materialise because investors fear that the BiH authorities may raise taxes sharply in order to raise funds to pay off frozen foreign currency holders.

By contrast, the amendments to the law are impracticable and potentially catastrophic

· The amendments would double the total cost of the settlement to KM 4.2 billion.

· They would also reduce the repayment period from 13 years to 5 years; and

· They would significantly increase the cost of interest payments by KM 1.8 billion.

· The KM 4.2 billion total would have to be taken from the existing budgets – this is money that would not be spent on schools and other public services.  

The settlement, agreed upon in 2005 is practical and fair – it was one of the reasons that Moody’s Investors Service upgraded Bosnia and Herzegovina’s credit rating in the spring of 2006, making it easier and cheaper for Bosnia and Herzegovina to raise loans.

By contrast, the amendments have contributed to October’s decision by the New York investment bank, Bear Stearns, to downgrade Bosnia and Herzegovina’s credit rating from “outperform” to “ underperform” – further discouraging potential investors who might have created jobs.

The International Financial Agencies are unanimous in their support for the fair and practical internal debt settlement that was agreed by all the BiH authorities after public consultation in 2005.   
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