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Bosnia and Herzegovina

The state of Bosnia and Herzegovina (BiH) comprises

two main territories — the Federation of Bosnia and
Herzegovina (Federation) and the Republika Srpska

(RS). Political stability is proving difficult to establish in

the country, particularly after the resignation of former
prime minister Nedzad Brankovic in late May 2009. This
followed pressure from his own party — the Bosniak

Party of Democratic Action (SDA) — and the Croatian
Democratic Union of BiH, both of which are in favour

of constitutional reform alongside the Alliance of
Independent Social Democrats (SNSD). Disagreement over
some proposals has stalled the reform process, which in
turn is placing in doubt BiH's likelihood of being accepted
as a candidate for EU membership.

There is some perceived danger of social discontent due
to public-sector wage cuts and the recession, which
threatens to increase the country’s already very high
unemployment rate (23.4% in 2008). The population has
declined significantly since the 1991 census, from

4.4 million to 3.8 million in 2008. This reflects the impact
of the 1992-1995 war and a prolonged decline in the birth
rate, while recent surveys show that many young people
are considering emigration in search of better prospects.

As part of its efforts to mitigate the effects of economic
downturn, the government has agreed a three-year
stand-by loan worth SDR 1.01 billion (USD 1.57 billion)
from the IMF. This followed repeated calls from the IMF
for greater fiscal discipline in BiH, which is now a major
priority as the country seeks macroeconomic stability.
The loan will only come into force once the authorities
have fully drafted plans for expenditure cuts, including
wage reductions, stricter eligibility criteria for benefits
and a redirection of current public spending towards
investment.
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BiH has also signed the Stabilisation and Association
Agreement (SAA) with the EU, which is setting the
country’s broad policy framework in 2009 and 2010.
One result is the reduction or abolition of customs duties
on a wide range of EU imports, which is increasing
competition for local producers. By way of contrast,
however, a bill to protect domestic production by
reintroducing tariffs on products including milk, meat,
fruit and vegetables has on first reading received the
approval of the upper house of the BiH government, even
though it contravenes the CEFTA.

Following a 5.5% growth in GDP to EUR 13.1 billion in
2008, this is now expected to contract by some 2% in
2009. This will be driven by reduced private consumption
and lower industrial output due to recession in the
Eurozone and the main Balkan export markets, as well as
low prices for commodities such as steel and aluminium
and significantly reduced demand for the output of the
mining and electricity sectors.




These and other factors, including a sharp fall in the
global oil price and a slowing in the increase in food
prices, have slowed inflation from the consumer price
index average of 3.8% during 2008 to 0.4% in April
2009.

The local currency, the Marka (KM), is pegged to the
Euro by the BiH currency board regime at a rate of 1.96,
which appears to be a considerable over-valuation at

the time of writing. There is little current likelihood of
change, however, unless other Adriatic states with similar
arrangements abandon their pegs to enable devaluation.

Industrial performance in the country’s two territories is
markedly different, with year-on-year output shrinking in
the Federation and increasing in the RS. Industrial output
in the Federation shrank by over 10% year-on-year in the
first quarter of 2009, although there have been some
subsequent signs of improvement, while an exceptionally
strong performance by the Bosanski Brod oil refinery
drove a 50.3% year-on-year manufacturing increase in
the RS.

Bosnia and Herzegovina 2005/2007

Average Values

2007-2008

2008

Change (%) Change (%)

Population (mil.) 0 -0.1 3.8
Average monthly gross wage (EUR) 10.9 17.7 616
EUR Exchange rate vis-a-vis -0.3 -0.2 1.9
USD Exchange rate vis-a-vis -2.7 4.3 1.4
Real change (%) Real change (%) EUR mil.
GDP 12.6 55 13,070
Private consumption 9.3 n/a n/a
Public consumption 4.7 n/a n/a
Gross fixed capital investments 15.2 n/a n/a
Exports (goods and services) 18.1 n/a n/a
Imports (goods and services) 8.5 n/a n/a
Nominal change Nominal change EUR mil.
(EUR mil.) (EUR mil.)
Trade balance -136 -665 -4,484
Current account balance 53 -743 -1,914
General government balance 94 -780 -248
General government gross debt 452 1,053 4,483
External debt -7 122 2,183
Foreign currency reserves 430 -583 2,517
Percentage point Percentage point %
change change
Economic activity rate 0.9 0.7 543
Unemployment rate -1.5 -5.6 234
CPI rate (previous year = 100%) 0.4 59 7.4
Central bank interest rate n/a n/a n/a
1-year yield on Treasury Bill n/a n/a n/a
10-year yield on Treasury Bond n/a n/a n/a

Sources used: Reuters Ecowin Pro
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