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The last Country Assistance Strategy for Bosnia & Herzegovina was discussed by the
Executive Directors on May 18, 2000 (Report No. IDA/R2000-0060).
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BOSNIA AND HERZEGOVINA

Executive Summary

The FYOO-02 CAS. When the second CAS for Bosnia and Herzegovina was reviewed by the Board, the
economy was still enjoying the benefits of strong post-conflict growth fueled by high foreign aid flows. The
bulk of physical reconstruction had been completed and the country was pursuing a clearly established reform
agenda. The reform program, supported by the CAS, seeks to promote and accelerate the transition from an
aid-dependent economy to one that provides for self-sustained growth and employment in an inclusive way -
ensuring increasing incomes and opportunities for all Bosnians. The different constituent communities' ability
to reach consensus on the implementation of the reform agenda has always, however, been problematic, and
the overriding risk to program success. Recognizing this risk, the CAS laid out a graduated lending program
targeted at attaining the high range of IDA assistance - associated with the achievement of a full reform
scenario - in the context of a rapidly closing window of opportunity for Bosnia and Herzegovina, as aid flows
declined. The Board endorsed a US$300 million program against clearly defined lending triggers over the
period. This Progress Report provides an update, two thirds of the way through the CAS period.

Key developments in FY00 and FY01. The year 2000 saw a marked slow-down in economic reform as
political groups sought to protect their ethnic and vested interests in an election year. Declining foreign aid
flows, drought and an environment that continued to be unfavorable to the mobilization of domestic savings
and local and foreign investment, resulted in a slump in growth to six percent, down from its high post-
conflict levels. Progress on the reform agenda - in terms of privatization, financial restructuring (banks and
closure of payments bureaus), labor market reforms and strengthened governance - did occur towards the end
of the year 2000, but a chance to maintain the all important growth momentum had been missed. A recently
completed macroeconomic review now sets back prospects for the country to become financially sustainable
to the later half of this decade; and this only under a full reform scenario, and with continued strong support
from the international community. Nonetheless, with the formation of non-nationalist governments in both
Entities and the State earlier this year, Bosnia and Herzegovina - for the first time since Dayton - has
produced its own economic development strategy. An Interim Poverty Reduction Strategy Paper (I-PRSP) is
also nearing completion; and, with important strides to improve the social safety net and promote inclusion, a
concerted effort is being made to protect the poor. Stimulating private sector activity as a new engine of
growth (to replace the country's dependence on external aid flows) is the authorities central challenge. It is
increasingly understood that this depends on the emergence of a single economic space, country-wide - a
major undertaking for a society so recently fragmented by conflict. An IMF Stand by Arrangement (SBA)
was completed, after three extensions, in May 2001, and a new SBA is currently being negotiated.

Experience in implementing the CAS and the outlook for FY02. The FYOO-FY02 CAS that supports
Bosnia and Herzegovina's shift to generating a sustainable growth momentum, in terms of: fostering private
sector-led growth and employment; strengthening institutions and govemance; and, building social
sustainability, remains valid. Indeed, in the light of recent CAS program slippage, the need for accelerated
and effective program delivery is more urgent now than ever. More than two-thirds of the way through the
CAS period, only half of available IDA resources have been committed, with less than fifteen percent of these
new commitments in the form of adjustment lending. Limited policy performance has kept Bosnia and
Herzegovina firmly in the low range of the base case, resulting in the delay of two of four proposed new
adjustment credits (due to problems experienced in implementing ongoing adjustment operations), and the
likely slippage of one from the CAS period. The authorities have expressed a commitment to make up for
lost time during the remainder of FY02 and take the necessary actions to significantly strengthen the business
environment and ensure the emergence of a sustainable social safety net, that is, in two of the main areas for

i



policy reform. Given medium-term economic prospects, reaching agreement on an operation that can support
the former is being given the highest priority. The FY02 assistance program has been fine-tuned to reflect
previous delays in program delivery. The ongoing investment project portfolio is in good shape. There are
no problem projects, and QAG and OED monitoring of the forty post-Dayton projects delivered to date all
indicate sound portfolio quality. The primary risk identified in the CAS - the ability of society divided by
conflict to work to a common objective - remains unchanged.

New strategic factors looking ahead at the next CAS. In the context of: (a) declining foreign aid flows -
including IDA - and (b) less optimistic growth prospects, the Bank will need to redouble coordination efforts
with other donors, to ensure the effective delivery of a more selective assistance program that strengthens the
impetus for self-sustaining growth in Bosnia and Herzegovina. Accelerating the pace of structural reform will
also be essential to maintaining donor support to Bosnia and Herzegovina, and critical to ensuring a smooth
transition to a market economy. With the post-conflict reconstruction and recovery phase over, resource
availability will now move in parallel with program performance. The country's first fully elaborated poverty
reduction strategy (scheduled to be completed by the end of FY02), along with requirements of the European
stabilization and association process, are likely to be key determinants of future Bank assistance to Bosnia
and Herzegovina.

ii



I. Introduction

1. A second full Country Assistance Strategy (CAS) for Bosnia and Herzegovina (BH) covering the period
FYOO-FY02 was discussed by the Board of Executive Directors on May 18, 2000 (IDA/R2000-0060). This
Progress Report has been discussed with key client stakeholders and other members of the international
community. The Report assesses FY00 and FY01 performance and highlights FY02 plans, while raising strategic
issues for the next full CAS (FY03-05) to be presented to the Board in mid 2002. The authorities are currently
finalizing an Interim Poverty Reduction Strategy Paper (I-PRSP), and a full PRSP is scheduled for completion in
June 2002 (See paral4).

II. Recent Political and Economic Developments

2. The reform agenda advances, albeit slower than expected, as new political alliances struggle to build
a more cohesive State. In the run-up to national elections in November, the year 2000 proved to be a difficult
year for BH. The slow pace of reform, combined with drought, resulted in lower than expected GDP growth of
6% in 2000. Newly elected governments are faced with completing a significant reform agenda against the
backdrop of a more sluggish economy and declining aid flows, as the international community becomes
increasingly concemed at less than satisfactory performance on economic reform to date.

A. Political Context

3. New governments improve prospects for building a viable European economy, but the time to act is
short. Failure to take decisions on key political and economic reforms in late 1999/early 2000, slowed the
transition to a market economy and the process of European association and stabilization, as political groupings
sought to protect ethnic and vested interests in an election year. Nevertheless, political gridlock was broken
towards the end of the year 2000, resulting in the adoption of a number of key measures associated with
privatization, improved governance and social sustainability. In a few instances, the Office of the High
Representative (OHR), the international civilian authority, had to step in and complete the reform process to
ensure the coherency of the final reform package. The November elections resulted in a shift away from
nationalist' representation, particularly among Bosniak voters in the Federation (FBiH). After protracted
negotiations, new "alliance for change" governments were formed at both the State and FBiH levels, with the
Republika Srpska (RS) forming a government of "technical experts" closely associated with the parties
constituting the "alliance for change". 2 These governments, working more closely with each other, have resolved
some previously intractable problems (such as the recent passage of the long delayed Election Law) and have
expressed their determination to take charge of their own future and work together on a common development
strategy. The political situation does, however, remain fragile as the authorities need to demonstrate the success
of their new "non-nationalist" approach ahead of the next elections in November 2002.3 In the RS and Croat
controlled cantons of FBiH, the challenge is particularly acute as nationalists still dominate and are intent on
pursuing 'separatist' policies.

4. External developments redouble the pressure for the creation of a single and viable economic space,
but the international community is increasingly concerned at the pace of reform. The formation of new
governments in Croatia in 2000, and in the Federal Republic of Yugolslavia (FRY) in 2001, have weakened
secessionist tendencies within BH and reinforced the signal to all BH communities that the only way forward is
the building of a modem European state. With the May 2000 Peace and Implementation Council's (PIC) call 'for

Promoting either Bosniak, Croat or Serb interests only.

2Under the 1995 Dayton Agreements, four levels of government are provided for. At the highest level is the State of Bosnia and
Herzegovina, hereafter denoted as the State. At the next level there are two constituent political Entities, the Federation of Bosnia and
Herzegovina (FBiH) and the Republika Srpska (RS) covering 51% and 49% of the land area of Bosnia and Herzegovina respectively.
FBiH is divided into ten cantons, which in tum are divided into municipalities. In the RS there are no cantons, with local govemment
assumed directly by municipalities.

3Under the 1995 Constitution, elections to Entity and State govemments are held every two years.
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deepening economic reform and creating conditions for sustainable growth so as to avoid an economic crisis as
BH makes the transition from a donor dependent economy" the international community indicated a clear switch
in its priorities to economic reforn over and above security matters. Furthermore, in striving to meet basic
conditions for initiating the process of EU association and stabilization, decision makers in BH have become
increasingly aware that integration of key political and economic structures is a necessary precondition to the
country's acceptance into the European family of nations. Progress in EU association and stabilization in other
countries in the region puts pressure on BH to accelerate the process and make more significant strides in this
direction. Concem among the donor community, however, is mounting at BH' s inability to tackle comprehensive
reforms on a broad front, which will allow the country to develop a self-sustaining economy. Lack of progress
has resulted in the postponement of a planned Donor Conference/Consultative Group Meeting.

B. Recent Developments and Prospects

5. Implementation of economic reform has been too slow to sustain the post-conflict growth-bounce into
the new millennium. After the strong post-conflict growth in 1996 (86%) and 1997 (40%), growth in 1998 and
1999 steadied at just about 10% per annum. At the end of the 1996-1999 Priority Reconstruction and Recovery
Program (PRRP) the bulk of war-damaged economic and social infrastructure has been repaired and brought
closer to prewar availability levels. Growth in output has strongly mirrored the levels of aid flows, with external
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financial support being the major source of investment. This is reflected in a high, but gradually declining
negative balance on the external current account, projected at 18 percent in 2001. (See Table 1). This negative
balance is expected to fall further as aid-financed reconstruction imports decrease. As aid flows have declined,
increased private sector activity accompanied by increased savings, investment and exports have not, however,
emerged as new engines of growth, as previously anticipated. This, in large part, reflects slower and less effective
economic reform than that envisaged in the program the authorities embarked upon in May 1998. As a result,
GDP growth decelerated to 6% in 2000, compounded by a decline in agriculture owing to drought in the second
half of the year. (See Annex 1 for actual and projected key economic indicators over the CAS period). Fiscal
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stability has been maintained, although imbalances did start to increase in the year 2000, most notably in the RS.
The currency board arrangement has kept inflation under control. The IMF's Stand-by Arrangement (SBA) was
completed in May 2001, and a new SBA is currently being negotiated and is expected to be finalized in October
2001.

6. Unemployment remains the major determinant of poverty, and with economic output at half its pre-war
levels, it continues to be pervasive and widespread. Given significant shifts in population during and after the
conflict, reliable poverty data is not yet available. However, existing incomplete data indicates that just over a
quarter of the population was poor in 1997, and fifteen percent extremely poor. The analysis points to
unemployment, lack of education and the region in which a household is located as the major contributing factors
to poverty. With regard to regional disparities, poverty in the RS appears to be wider and deeper than in FBiH,
while populations bordering Croatia and in BH's capital, Sarajevo appear to have the lowest risk of poverty.
Special vulnerable groups include refugees and displaced persons and households with disabled members. There
is much anecdotal evidence of a vibrant informal economy which, given major shortcomings in the formal social
safety net (see para 13), is probably the most important coping mechanism for low-income households. The
restructuring of the social safety net is nevertheless underway, most notably with recent pension reforms
improving the predictability and timeliness of pension payments. Another positive development has been a
sustained improvement in refugee and internally displaced persons returns since 1999. As of June 30, 2001, it is
estimated that between 33 and 40 percent of these populations have returned. The paucity of poverty data remains
an ongoing problem for effective policy formulation. The results of the first post-Dayton household survey,
expected out at the end of 2001, will significantly improve this situation (para 37).

7. BH has yet to establish a track-record as a committed and aggressive reformer. BH has undertaken
some notable reforms with the objective of developing modern govemance structures while gradually broadening
the private sector base and adopting a number of measures to enhance competitiveness. (Box 1). Notwithstanding
these achievements, they have been hard-won and in many cases a long-time coming. In some instances there is
traditional "vested-interest" resistance to change, common to many transition economies. Such has been the case

Box 1: 200012001 Achievements in Buildinui a Market Economy and a Sinele Economic Space

Governance/Public Administration/Fiscal
* Harmonized inter-Entity sales and excise taxes (legislation and administration).
* Strengthened border and customs services (crack-down on corruption and tax evasion at borders).
* Established framework for modem treasury systerms.
* Pension reform (linking payment to collections, ensuring predictable and timely payments and the elimination of arrears).
* Health reform, health insurance funds placed on a more sustainable financial footing, through the pooling of risk and orienting

eligibility to key services.
* Establishment of State and Entity Audit Institutions (legislative and institutional frameworks).
* Establishment of an inter-Entity Education Standards and Assessment Agency.
* Further progress on budget coverage and planning.

Financial Sector
* Closure of the payments bureaus (first former SFRY country to achieve this).
* Federation: Government ownership of banking reduced to 40%/a, three reputable foreign banks start business, divestiture plan for

largest government banking group agreed and under implementation (involving negotiated debt reduction, carve out of viable
banks and partial liquidation).

Private Sector Development/Competitiveness
* Federation: 166 SMEs privatized and the assets of 700 business-prenises sold. RS: 101 SMEs privatized.
* Large-Scale Enterprises: Federation : 467 sold mainly by voucher privatization. RS: 830 voucher privatized.
* Labor Markets. Passage of legislation (two laws in each Entity), that mnake labor markets more flexible and rights the balance

between employers and employees.
Utilities

* Establishment of State-wide Communications Regulatory Authority (CRA)
. Agreement for the Establishment of a State Regulatory Authority for Power Transmission.

in: pension and health reforms; the establishment of audit institutions; enterprise and bank privatization; and, the
closure of the payments bureaus. Given the complex nature of such reforn and the lack of local capacities for
policy formulation and implementation, the result has often been significant delays. Other problems are more
country specific and relate to how both Entities, and the different levels of government, view their future in a
wider Bosnia and Herzegovina. A striking example is that it took a full year for the Entities to reach agreement on
the creation of State regulator for power transmission. Building consensus for common policy and institutions is
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a recurring challenge faced by a society fragmented by conflict. It pertains not only to inter-Entity relations; but
to the effectiveness of coordination between cantons and municipalities (difficulties in the merger of pension
funds within the FBiH being a case in point), right down to how local communities work together in the provision
of public and private services. Furthermore, even when key reforms are adopted, their implementation often
requires constant support and monitoring to ensure effective follow through and continued ownership by the
various stakeholders. This, unavoidably, has placed the whole reform agenda on a much longer trajectory than
previously anticipated. Delays in economic reform have resulted in delays in donor programs. The IMF's May
1998 SBA had to be extended three times before being completed in May 2001; only a third of the measures
outlined in the European Commission's "Road Map" in the stabilization and association process had been met by
the scheduled June 30, 2001 completion date; and Bank supported activities, notably adjustment programs, have
been subject to significant delay (See Annex 9).

8. Prospects for financial sustainability are pushed out to the later part of this decade. The success of
BH's reform program rests on the country's ability to shift from its dependence on high levels of concessional
foreign aid flows to a situation where commercial borrowing on international markets becomes feasible. In terms
of IDA lending, the May 2000 CAS noted that BH was approaching the IDA per-capita threshold. Given smooth
implementation of the reform agenda, with growth kept at relatively high rates and a steady increase in private
sector activity, it was expected that BH would start to become financially sustainable in 2002. However a
recently completed macroeconomic review (undertaken by the Bank) indicates that, in the light of reform
shortcomings so far (both in
terms of the timing and depth of Box 2: Financial sustalnablltvw Prosnect
reform), financial sustainability | Finaial sustainability could be achieved by the later half of the decade, but this assumes:
will probably only be realized
towards the end of this decade. * Afullreform scenaio,thatis:
As indicated in Annex 1, gross Relatvely high annual average growth rates of about 6 percent.
domestic savings have not ; Public and private savings strenheing to about 14 percent of GDP by end of
strengthened as anticipated from dVde.

marginally posiive rates in +Strojng export growth rates, expanding at about 9 percent annually.marginally positive rates in * teady increases in Dt -Adoublingi from'their current levelsowards the end of the
1998, and the country still decade.
remains heavily reliant on
foreign inflows. Significant * The donor community' maintasts suppot, albetat redced rates,that is:
delays in reforms in the banking * Grant financingamountingto atleasthalfofthatiealizedinthe 997-2000 period
sector, started in 1998 in both 0 Continued access to sigifnificant l lsf concessionalfudin tofilltheifinancing
FBiH and the RS, have been a gnpX

maj or cotributing factor. A truncated reformnscenario -vwith inadequate pogress on structuralreformnin the near- term
Furthermore, the introduction of woud engender a vicious circle of stagant' domestic revenue perfbrmance, ong with
new legislation and regulation to significantlyk lower levels of donor assistance. TheS external situation would become
promote both domestic and unsustainaile and the prospects of financial sustainability would be signifi6antly postponed.
foreign investment in the later half of the 1990s have had a limited impact, as various levels of government
continue to apply complex investment authorization procedures, which often duplicate each other. Again this is,
in part, linked to vested and ethnic interests being reluctant to give up their powers. This, combined with delays
in the privatization program, has resulted in a weaker than expected private sector response, and export growth
rates have failed to be sustained at the levels achieved shortly after Dayton. Achieving financial sustainability by
the end of the decade will require: a redoubling of reform efforts, sustained access to concessional funding, and
growth picking up quite significantly (Box 2). While import growth will slow as the reconstruction phase winds
down, with principal payments falling due in 2002 on previously rescheduled debt, export growth will have to
expand significantly to bring the external accounts onto a sustainable path. Even under this scenario, BH is
expected to continue to be a substantial net importer of capital over the coming decade. (Table 1). The full
repercussions of BH's financial sustainability prospects, along with limited IDA and other concessional finance
availability, will have major implications on the Bank's program in BH, which will be taken up in the next CAS.
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III. Update on the Government's Development Agenda

9. For the first time since Dayton State and Entity governments move to develop their own economic
strategy. After five post-Dayton donor conferences - all organized and coordinated by the Bank and EC - State
and Entity governments have taken the initiative to develop their own medium-term development strategy. In
March 2000 an Inter-Entity Joint Coordination Team (JCT), chaired by the State Ministry of Foreign Trade and
Economic Relations, was formed to develop both the strategy and an Interim Poverty Reduction Strategy Paper (I-
PRSP). With the support of local academics - and after a wide consultation with the various levels of

government, representatives of the productive sectors, civil society and the donor community - an economic
development strategy was presented to Parliament in June 2001. The thread that pulls together the strategy,
entitled "Entrepreneurial Society - Economic Development Strategy: Global Framework 2000-2004" is:
"converting a society of those who live on aid - i.e. non-working society - into a society which takes control over
its own destiny - an enterprising society, i.e. an "entrepreneurial society " .

10. Building an entrepreneurial society. The strategy's central focus is the development of a vibrant private
sector that will eventually generate enough domestic and foreign resources to ensure sustainable fiscal and
external balances. Associated increases in employment are also expected to provide greater opportunity and
protection for those living in poverty. To achieve this, the strategy commits BH not only to the successful

Box 3. Adiniistrative Barriers to Investment - FIAS Flndines
IV Absence of a searnless, transparent and predictable legal and regulatory framework is a maijor impediment to setting up and

operating businesses in BH's relatively small narket
* Lack of consistent and transparent business and administrative regulations and procedures opens the door to abuse of power at

various levels of government -compounded by the absence of effective and independent appeals mechanisrns, significantly raises
the cost of doing business.

+ Lack of effective, efficient and adequately resoured judicial systems also negatively affects the cost of doing business.
* The study goes on to detail business barriers in: the conmmercial legal and institutional framework, business registration, land

titling, employment generation and business operation. Some notable findings:
. the lack of effective laws, regulations and mechanisrns for securing and enforcing collateral severely restricts access to much-

needed working capital from banks.
* courts are weak, deficient and, in many instances, subject to political direction and corruption causing long delays in the

resolution of conmnercial disputes.
* the 14-step process for registering a business is overloaded with unnecessary but mandatory approvals resulting in a process

ta can take months to complete and is yet another reason for the perpetuation of the gay economy.
* once registered, businesses face a multitude of inspections from numerous inspectorates with unclear and often overlapping

mandates, leading to excessive administrative costs for compliance.
completion of the privatization and bank restructuring programs, but also to the strengthening of human capital
and entrepreneurial skills, and to the development of a competitive and business-friendly environment. The
authorities immediate attention has been focused on the later, with the commissioning of a Foreign Investment

Advisory Services 's (FIAS) report entitled "BH: Commercial and Legal Framework and Administrative Barriers to
Investment". Despite previous attempts at reducing obstacles to business entry, exit and operation, the report
confirmed how unfriendly and complex the business environment remains (Box 3). Based on the report's
findings, the authorities are finalizing an action plan (para 25) to address impediments to private sector
development and to promote export-led growth. The State is also pursuing parallel efforts to liberalize trade and
open up regional markets. Trade agreements with Croatia, FRY and Macedonia have been concluded, and similar
agreements are expected to be completed with Albania, Bulgaria and Romania in the near future. The importance
of these agreements is underlined by the fact that FRY and Croatia constitute 30 percent and 20 percent,
respectively, of BH's export markets.

11. In trying to create an attractive environment for private sector investment the authorities are becoming
increasingly convinced of the importance of developing a single economic space across both Entities.
Economic sustainability and efficiency, and the strengthening of the country's competitiveness, is predicated on

attracting long-term investors, which requires a predictable and coherent policy environment country-wide. For
this reason, BH's 2000-2004 development strategy emphasizes the importance of reinforcing the concept of the
single economic space, through greater harmonization of the incentive and regulatory frameworks, and the
creation and strengthening of some State level institutions. In this context, there have been some notable
accomplishments in: developing a single border service; harmonizing tax and customs regimes; and, in
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developing State institutions for the regulation of the communications and power transmission sectors. A
minimum level of state-building is also essential to closer integration with the European Union, and in this regard
a number of initiatives are underway to develop common institutions across both Entities and within FBiH. See
Box 4 for upcoming challenges.

Box 4 Ex e|sW .,,,, U,cb mine challenie to BuInE a Sinele Economic Saace

Across Both Entities. Building on the successful implementation of a smglc monetary authority and a common border service,

' effectiv*e implementation ofrecently harmonized tax and customs regimes.
5 ~ffective operation of recently Agreed State institutions to regulate the comunications and power transmission sectors.

.. g rci agree: 0 -m,e<nt g:for asingle banksupeision agency, ensung common licensing and prudential regulation is applied

reaching agreement for asingle deposit insurance agency, allowing for uniforn protection of depositors across BH, and the
creation of a econQmically and financially viable agency.

* reaching agreement for a single company registration systemn permitting any registered company to operate throughout BH.
* reaching agreement for aE singleproduction standards agency, ensuring measurement and quality standards are uniform across

.H and thereby enhancing BH's pote toptra*t export markets, notably in the EU.

*+:: WithIn F . Notwithstanding Dayton provisions0for decentralized g to the ten cantons, economic efficiency requires
harmonizednandcorir :nate approach in certain areas w4ihin FBiH. a Future challenges include:

* effective implementation of recent elth insu re refrs allowing for the pooling of risk between cantonal insurance funds.
t0 ::$*z the mergero,f the Sarjevo and MoSstar pension funds, to ensure the financial sustainability of the pension system in FBiH.

12. In developing new government structures post-Dayton, the authorities have undertaken a number of
programs to improve accountability and transparency in governance. The following are some of the more
significant recent achievements: budget planning and implementation mechanisms have been strengthened at both
the State and Entity levels; with the elimination of the socialist era payments system in December 2000, a new
treasury system has been put in place (with the support of USAID and the US Treasury); audit institutions
established in 2000 at both the Entity and
State levels, are producing their first audit Box 5: Anti-Corruption Diaenostic Outcomes
reports; functional reviews of a number of . State captureand grand-scale corruption are the defining elements of BH's
public sector bodies are underway; a corruption profile.
comprehensive anti-fraud/tax avoidance * Lack of separation between business and the state is the main cause of
strategy launched in 2000 (spearheaded by co. iTption.strategy ~ ~ ~ ~ ~ ~~~~~. High levels ofpublic concern about corruption problems were found -~the
the EU's Customs and Fiscal Affairs Office public Wants something done about it.
(CAFAO) and the OHR) is proving effective . nLevel ofpublictrust: ingovernment is low.
in cracking down on criminal activities and . Perceivedcrpolevels vary considerably among the institutions. Tax

and Customfs administrations, SOEs indicate some of the highest; Health
in strengthening revenue collection. and Education administrations some of the lowest. 7
Notwithstanding these initiatives, and in the . Low levels of meritocracy exist in public administration - arguing for
light of high levels of local and international comprehensive civil service reforn:
concern on the prevalence of corruption in BH, new State and Entity govemments have set "the combat of
corruption" as one of their primary objectives. To help the authorities gain a better appreciation of the nature and
dimension of the problem, an anti-corruption diagnostic has been carried out in late 2000 - early 2001 (Box 5).
Based on these findings, State and Entity governments, at the very highest levels, are currently elaborating a more
integrated and comprehensive anti-corruption strategy, to be implemented country-wide in the upcoming two
years. The development of a new civil service law, aimed at entrenching the principles and practice of
meritocracy in public service in line with established European standards, is also being pursued in an effort to
improve governance.

13. In terms of the modernization of social programs, the economic development strategy sets two distinct
goals: (a) effective provision of quality human-capital building services, necessary to the emergence of a
skilled entrepreneurial society; and (b) the development of a social safety net that directs scarce resources
to the needy. The task of reform is made that muclh harder as: (i) BH has inherited a complex arTay of social
assistance programs, which - with the disappearance of a socialist economy - are incompatible with the emergence
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of a market economy; (ii) large movements of displaced persons and refugees have resulted in the absence of
accurate and comprehensive poverty data; and (iii) there is a need to complete reforms urgently in the context of
declining external assistance. In their economic development strategy the authorities have adopted a pragmatic
approach. Given the high level of unemployment, private sector-led growth is being seen as having the most
potential for impacting on poverty; at the same time the authorities have embarked on a multi-faceted program to
reorient the myriad of social assistance programs to promote inclusion and protect those least able to
participate in growth, while more adequately equipping the actual and potential workforce with the skills and
services needed to compete in a modem economy. In this regard, the authorities have launched significant
reforms in the education and health sectors, initiated a number of projects to promote inclusion, adopted revised
social protection policies and programs (para 31), enacted significant labor market reforms to help generate
employment opportunities in the formal sector, and are nearing completion of a Living Standards Measurement
Survey (LSMS) (para 37), fundamental to the development of their Poverty Reduction Strategy Paper (PRSP).

14. The authorities recognize that their current strategy represents a global framework for change, and
sustained efforts are required to strengthen strategy formulation, coordination and monitoring across all levels of
government. The authorities see the development of a Poverty Reduction Strategy as central to strengthening
economic management. In this regard, State and Entity governments have almost completed the conversion of
their economic development strategy into an I-PRSP, which is currently expected to be finalized in October 2001.
The I-PRSP details further the poverty profile of the country (given limited availability of poverty data) and,
perhaps more importantly, a process for developing a full PRSP. The I-PRSP will include a participation plan that
provides for greater feedback from the various stakeholders at all levels of government, the private sector and
civil society, thus sharpening public policy on issues of equity with growth.

IV. Progress in Implementing the CAS in FY00 & FY01 and Plans for FY02

15. Steady progress on investment operations - but halting performance on advancing the policy agenda -

requires an intensification of Borrower and Bank efforts to ensure that the full CAS program is realized in FY02.
The objectives of: (i) strengthening institutions and governance; (ii) fostering private sector-led growth and
employment; and (iii) building social sustainability, laid out in the FYOO-02 CAS remain valid. However, due to
the slower than expected pace of reform, new adjustment operations have been delayed. Further support under
two proposed new adjustment operations over the remaining year of the CAS will depend on BH's ability to
deepen and accelerate the pace of economic reform. Two thirds of the way through the CAS period, ten of
seventeen planned lending operations have been delivered to the Board and US$162 million of an envelope of
US$300 million has been committed. Minimum base case conditions have been met, but the assistance program
has remained firmly in the low range of the base case. Of four adjustment credits envisaged under the program
only one - the Social Sector Adjustment Credit (SOSAC) I -has been delivered. Another operation - the Business
Adjustment Credit (BAC) - had to be delayed, due to the slow pace of other ongoing private sector development
reforms. It is now scheduled for Board presentation in FY02, along with a follow-up SOSACII operation. A third
public sector adjustment credit originally envisaged for FY02 is likely to be delayed beyond the CAS period.
New State and Entity governments have put improvement of the entrepreneurial environment at the center of their
efforts, along with the development of a more equitable and sustainable social protection system. (See para 10 and
13 above). The prospects for reaching agreement in these areas are, therefore, encouraging (Box 6). Nevertheless,
bold decision and action will be required - touching on historically difficult areas (State building and combating
vested interests) - if these adjustment efforts are to succeed.
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Box6; efoms o h Sunored y ank Adinstmenit Onrtos nF0

* Measnre~ to epnce the busluess environimient and help accelerate pirivate sector investment
~ Fciitain buinss nty trogh heeffective imlmnainof aSteawonfoeg rcnvsmn,adh

harmnizaionof FiH ad R comanylaws.
Faciitaingbusnes enty b steaminig bsiness registr-ationi and licensing proceduresthogte nduono-

singe bsinss egitraionsysem cros bth ntiiesandthe elimination ofapoa ulcto a h 6rlVso

s~~~~~dpiscartiongXE adS overlap at thS;e dif:fentlvsof govrnentan btween9: d0iXfferent tysofipetion0 (e.g. heSA0;\sith

A tw~~~inspectiones adsfet nsetons).tadbsiNfvd

* Facilitating busesexit ode n and harmonizing FBiH and RS bankruptc quio
hpo.ig enforcement and cmmercial dispute resolution,h the pioting useofN

=* Improving openness in public-privatetsector dialogue by amending a State lawfthat wouldallow fort fo n,of
volutar -bu usoinessassciations ossXof0 ;the whole of BH.

* So;I~l protqctlon measures to ensure the fisca sustainability of cash benefit systeins in the faeof de

i Transforming veterans benefits to reflect fiscal realities and European ractice, by ibenit on t m st
disaledvetran anddepndet fmiles;of dead soldiers.

* Supporting soli4ty fundsv. at<2 the Entity levelfor social and child assistance in both Eiities, to en 
finnial r c and: ru reiomnal disparities inS pov ierty s f oores:t::dbenefits for the poorest.
mplemeting a minimum benefits standard o diledivilins in bot Eniiest ensure cashbnisare direl

to he os diabed:an puli hidscover key aids
^,Supporting improved of the aXcivities of employment se rces in both Entities, to imrefc

n aidpmitigate the social impact of restructuring.
Promoting participaion ofN ,s< and other civil society actors in the social p ction sytm and rsv
throughX: ^ ̂ : f: nw legislationgoeintheir activities at Entity levels.

A. Strengthening Institutions and Governance

Significant reforms have been adopted in the areas of tax harmonization, pension and health financing, and
in strengthening budgeting, treasury and audit capacities. The FY02 program will focus on their effective
implementation, while engaging the authorities on future policy options based on the findings of the
ongoing Public Expenditure and Institutional Review (PEIR) and related studies.

16. Stronger institutions and govemance, particularly at the State level, remains a key objective of the Bank's
assistance strategy. It involves support for the strengthening of key State and Entity institutions and enhancing
the transparency of public administration, while improving revenue mobilization and the efficiency of public
spending.

17. Lending. In the CAS period to date, two tranches of a three-tranche second Public Finance Adjustment
Credit (PFSACII) approved by the Board on June 22, 1999, have been released. The first in December 1999 and
the second in January 2001. The second tranche was released following the adoption of policies and legislation,
which: (i) harmonize inter-Entity sales and excise tax legislation; (ii) reform the pensions system, and sets the
policy framework for the merger of pension funds in FBiH; (iii) place health insurance funds in both Entities on a
more sustainable financial footing; (iv) strengthen tax and customs administrations; (v) introduce multi-year
budget planning and the establishment of macro-economic forecasting capacities; and (vi) establish the legislative
and institutional frameworks for State and Entity audit institutions. Frameworks for the establishment of new
treasury systems were also developed, with the phasing out of the payments bureaus at the end of the year 2000.
Third tranche release of the PFSACII operation is largely predicated on the successful implementation and



Bosnia and Herzegovina 9 CAS Progress Report

operationalisation of the policies and legislation adopted for second tranche release. Notably, this will include the
successful implementation of tax, excise and pension reforms and the satisfactory operation of recently
established audit and budget functions, along with the development of a single treasury account at both the State
and Entity levels. The later is being supported, in part, by a recently approved (FYOI) IDF grant.

18. Strengthening of local governments and providing them with a sustainable mechanism for funding services
will also continue under a Local Development Project (FY99). In a Mostar Water Project (FYOO) early success
has been achieved in reuniting a divided water utility in a particularly difficult political environment,
complemented by the strengthening of city administration in a Bank supported "Cities Alliance" initiative. A
Pilot Labor Redeployment Project (FYOO) is also providing a wider public expenditure benefit, as it assists
demobilized soldiers find gainful employment. A recently approved Trade and Transport Facilitation Project
(FYO1), developed in coordination with other Southeast European countries, will not only provide necessary
infrastructure at key border crossings, but will also help ensure that the public administration of customs and
freight transport and logistic services is pro-business and pro-trade.

19. Bank support to the power sector recently resulted in a major break-through with both Entities agreeing to a
single State regulator for the transmission of electricity under a Power III Project (FYOI). The project will also
pave the way for the restructuring and privatization of the sector. Given that road reconstruction is largely
completed, a Road Management and Safety Project (FY02), focused on building institutions and policies to
sustain and maintain existing road networks, is expected to be presented to the Board in the coming fiscal year.

20. Non-lending. Looking to the future, BH's clear challenge is how to manage fiscal adjustment in the face
of declining concessional assistance and the transformation of the public sector's role in the ongoing shift to a
market economy. In meeting this challenge issues of: (i) establishing clearer rules for inter-government finance
(given Dayton's multi-level governance structure); (ii) establishing fiscally affordable, equitable and efficient
social services and cash transfer systems; and, (iii) increasing transparency and accountability in the public
service, all need to be addressed. To identify policy options and possible institutional changes needed in this
regard, a comprehensive Public Expenditure and Institutional Review (PEIR) was launched in January 2001. This
review is being undertaken in close coordination with three complementary pieces of analytical work, the Country
Financial Accountability Assessment (CFAA), the Country Procurement Assessment Report (CPAR) and the
Local Government Finance Study (LGFS) also under completion. Issues of external debt management and fiscal
sustainability were also reviewed in a Financial Sustainability Review completed in August 2001. (Box 2 for
Financial Sustainability Prospects). Finally, in response to BH's and the international community's preoccupation
with the growing perception of corruption in society, the Bank supported work on an Anti-Corruption Diagnostic
(Box 4). The findings of the above mentioned analytical work will feed into the development of the poverty
reduction strategy in FY02 - which the authorities hope to link much more explicitly to State and Entity budgeting
exercises. The PRSP building process, along with civil society and other donor collaboration, will help define
efforts to further strengthen governance and public institutions in the next CAS period.

B. Fostering Private Sector-Led Growth.

SME privatization targets have been met, labor market reforms enacted and bank restructuring recently
accelerated. The FY02 program will focus on supporting key measures to strengthen the business
environment, while following through on privatization, bank restructuring and SME development.

21. Sustainable growth and employment rests on the development of a vibrant and competitive private sector.
The current CAS focuses on continued support for: (i) privatization; (ii) restructuring of the banking sector; and
(iii) SME development; but perhaps more importantly on new initiatives to: (a) develop a business enabling
environment (encouraging new entrants, while reducing obstacles in day-to-day operations), and (b) promote
labor market reform.
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22. Lending: In terms of enterprise and bank privatization, targets for SME privatization in both Entities
have been met, though somewhat behind schedule (See Box 1). A significant start has also been made to large-
enterprise privatization, under a procedure that seeks to ensure that strategic foreign and domestic investors can be
attracted into the process. To complement its adjustment support to the divestiture program, the Bank has
recently approved a Privatization Technical Assistance Project (FYO1) to supplement ongoing assistance provided
by a number of other donors. The project will finance sales advisors to assist in the privatization of key public
enterprises. The last tranche of an ongoing Enterprise and Bank Privatization Adjustment Credit (EBPAC) FY99
has, however, yet to be released, with bank privatization in both Entities remaining to be completed. Bank reform
in FBiH has recently significantly B; 7 IFC Assisithen Le B-ndn Groun

improved after a hard-won agreement iCbiE
in October 2000 on the privatization IFC wil nvestinprBiH to k poble theivatization of the Privredna BankaSaajevo PB) bnk. TePB grop onsists of sseven bankEs, xwhich Sare alsin-offs
strategy for the largest banking group oflPB a o in B ia . Befthe war in BH, PBSendedseveralI
in the Entity. With the IFC and other grtevarousf e f or whicllPBS grpbakare now jointly
private sector investors participating in lale. Te obligtionverydifficult.In suppprt of
the process (Box 7), and significant rI be owned'

progess n th priatiztionof te byIFC,nil PV mnage, ~dthe BiHgovemn.Three PBS successor banks are
progress in the privatizatbon of the ting o d for i intihe: SPV. The renaining government owned
development bank, there are good ssucceso s areexctedtobe sold separately or liquidated. Thhe SPV will
prospects for bank restructuring in the restcte theper r leasing the PBS banks froi theirjoint and several
Federation to be substantially l iabiity As apartof this iFCwould extend a loan to the SPV up to

EI 21 million to payoffthecreditors at a substantial discount. In addition, IFC
completed in the year 2001. Reform of alsoenubile loans to individual banks owned by SPV,
the RS banking sector is not so tMup to ate of EMO 0 million. Assoon as pticalt the SPV would then sell
advanced. Privatization efforts failed thesC bansto strategic investors.
to attract qualified investors. After much deliberation, in August 2001 the RS govemment decided to place the
two largest loss making state banks under independent management with the mandate to ensure their effective
resolution. Satisfactory implementation of this strategy is key to the successful conclusion of the EBPAC in the
RS.

23. In collaboration with IFC and MIGA, the promotion of SME development is the focus of continued
support by the Bank Group. Successful direct IFC investment over the CAS period has helped modemize
production capacities. (See paras 28 and 29 for IFC's overall support to BH). MIGA insured its first project in
FY00, followed by four other projects in FY01, covering the manufacturing, finance and health sectors. A Bank
supported Enterprise Export Facility (FY99), is actively supporting private sector development through a working
capital facility, export credit insurance and an export performance insurance facility, the latter in partnership with
the Lloyd's of London insurance market. Many other donors are active in SME lending. Unfortunately SME
development in the RS has been significantly handicapped by the poor condition of the banking sector. A second
RS Private Sector Development Project originally scheduled for FY00, had to be delayed due to the lack of
eligible financial institutions in the Entity. FY02 delivery will depend on the qualification of sound private sector
banks for the project's proposed line of credit, and improved efforts to reform the banking sector. In the provision
of Bank assistance it is also important to take into account that a significant part of private sector activity takes
place in the agriculture sector, which is dominated by small-scale subsistence farming. A Small-Scale
Commercial Agriculture Development Project to help the sector become more competitive is, therefore, well
advanced in its preparation, but Board presentation has been delayed beyond the CAS period.

24. The first, single tranche, Social Sector Adjustment Credit (SOSACI) FY01 successfully supported the
authorities in their efforts to provide greater flexibility in labor markets, reduce costly obligations on firms and
ease discretionary government controls, through the passage of four new labor laws (two in each Entity).
Furthermore, these reforms strengthened core labor standards and reduced gender-related problems associated
with access to employment. It is anticipated that modernized labor legislation will make a significant contribution
to the expansion of formal employment.

25. While labor market reforms are an essential element in promoting private sector investment and
development, there are a wide range of other constraints to business activity that need to be addressed to
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effectively enhance the business environment. Non-lending services (see para 26), implemented in close
collaboration with the business community have been the principal vehicle for identifying these problems. Based
on this feedback a major reform program is being prepared which will be supported by a Business Environment
Adjustment Credit (BAC). Both the authorities and the Bank regard this policy reform as key to the emergence of
an entrepreneurial society. Preparation of the BAC is well advanced and has been closely coordinated with the
findings of the FIAS and the South East Europe Enterprise Development (SEED) initiatives (see paras 26 & 27).
Measures currently being considered by the authorities to be supported by the BAC are: (a) legislative and
institutional reform to improve business entry, operation and exit and the enforcement of commercial law; (b)
administrative improvements with regard to: business registration, licensing and inspections; and (c) actions to
improve public-private sector dialogue (see Box 6). Substantial "vested interest" and Entity related obstacles
discussed in para 7 will need to be overcome, however, if agreement on credit design is to be successfully
concluded.

26. Non-lending. The FIAS study (See Box 3), and the successful launch of the multi-donor (including IFC)
sponsored SEED program, constitute the two most important non-lending initiatives in BH over the CAS period.
Both are aimed at developing a radically improved business culture, to promote the necessary supply-side
response if private sector-led growth is to become a reality.

27. SEED, launched in September 2000, is a five-year, USD33 million program supporting the Small and
Medium Enterprise (SME) sector in Albania, BH, FRY and Macedonia. SEED management is headquartered in
Sarajevo and the program provides firm-level support through: (i) investment advisory services (design and
implementation of investment projects); (ii) firm-level advice to address constraints in the business environment;
(iii) capacity building programs for SMEs and Business Development Service Providers (business associations,
chambers of commerce, consultants, etc.); and, (iv) inputs to generate, collect, analyze and disseminate
information and knowledge relevant to the private sector. In promoting SMEs, attention is given to women in
business. In this regard, SEED has assisted women entrepreneurs in forming business associations in both Entities
and has sponsored the participation of women in an international business forum in Europe. SEED has an active
BH portfolio of 35 SMEs and has completed more than 30 capacity building and business enabling environment
interventions in its first year of operations.

28. IFC Strategy. In line with the CAS, IFC's strategy is aimed at supporting public and private efforts to
bring a dual transformation in BH, facilitating on the one hand post-conflict rehabilitation and reconstruction and,
on the other hand, the transition from a socialist to a market economy. IFC's strategy is thus multidimensional,
encompassing all sectors of the economy, but particularly areas of pre-war strength (e.g. SMEs, wood,
agribusiness) and post-war development needs (e.g. banking and infrastructure). In the financial sector, IFC's
focus has been to build and strengthen financial intermediaries in BH. This includes assisting in privatization,
establishing greenfield banks and working with good local financial institutions in their efforts to develop into
high quality banks. IFC's objective is to encourage foreign strategic investors to support viable local banks with
equity investments and international know-how to upgrade their local operations. One of IFC's first projects in
BH which pulls together and exemplifies IFC's strategy, is the Horizonte Enterprise Fund (IFC/R-96-184), which
has been active in bringing in foreign strategic investors in large enterprise privatizations. IFC's investment in the
Microenterprise Bank (IFC/R97-4) is an example of a greenfield bank supporting micro-enterprises and SMEs in
a prudent manner, which through its successful operation has had a positive demonstration effect on the banking
sector as a whole.

29. In the manufacturing sector, IFC's Wood Agency Credit Line (IFC/R-98-24) is an example of an innovative
transaction supporting the rehabilitation and privatization of the wood products sector. Under this agency line,
IFC has provided financing to six furniture and wood products companies, all publicly owned at the time, one in
FBiH and five in RS. IFC has catalyzed their privatization, and most are, or will be privatized in the near future.
IFC has also successfully supported good local entrepreneurs in the pharmaceutical, agribusiness and retail
petroleum sectors. As privatization efforts gather steam, it is IFC's intention to participate on a case by case
basis, if warranted by role and development impact considerations.
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C. Building Social Sustainability

Key health, education and social protection reform programs have been launched along with new projects
to promote social inclusion. Follow through on the PRSP process and improvements to the social safety net
are top priorities in the FY02 program.

30. The current CAS sets the following social sustainability objectives, to help: (i) improve poverty
information and management; (ii) establish a framework for a better social protection system; (iii) reorient social
services more broadly to the needs of a market economy; (iv) develop strategies and programs that promote
inclusion; and (v) begin addressing an assessment of environmental issues.

31. Lending: The first Social Sector Adjustment Credit (SOSACI) (FY01), in addition to supporting significant
labor market reform to help generate employment opportunities, also supported the; (i) development of improved
institutional and budgetary mechanisms necessary to the prioritization of social protection policy and programs;
(ii) initial improvements to the social safety net; (iii) strengthening of the social statistics base. The program
included the development of social protection expenditure strategies for 2000-2003 in both Entities; adjustments
in unemployment benefit entitlements (ensuring greater predictability in payment and fiscal affordability) and the
completion of the institutional and contractual arrangements for the execution of the Living Standards
Measurement Survey (LSMS). It became clear in the preparation of the adjustment operation that a technical
assistance operation would also be required to underpin the program, although this was not previously
programmed under the CAS. A recently approved Social Sector Technical Assistance Credit (SOTAC) (FY01)
will provide technical assistance to: undertake specialized reviews of disability programs, employment institutes,
labor markets; update and strengthen of social expenditures strategies; a functional review of institutions
providing social protection services; and; support innovative collaboration between local Non-Government
Organizations (NGOs) and BH's Centers for Social Work (CSW).

32. The second Social Sector Adjustment Credit (SOSACII) (FY02), building on the work of the first
adjustment operation (and the ongoing TA project), is expected to support an ambitious reform agenda that will
ensure the emergence of a modernized financially self-sustainable social protection system, comparable with
those of a European market-economy. The program emphasizes reform of the cash benefit system, as it concerns
social and child assistance, persons with disabilities and war veterans. The program, with particular regard to war
veterans - who currently receive the largest share of cash benefits - is likely to require wide consultation among
major stakeholders (already ongoing) and sensitive management by the authorities (see Box 6). In the face of
declining aid flows this will ensure scarce resources are redirected to the genuinely poor. Public awareness and
support for a change in the benefits system will be key to achieving this reform objective.

33. Ongoing health reforms are being supported by PFSACII (para 17) and the Basic Health Project (FY99);
the latter, in addition to improving the provision of infrastructure, equipment and training, has also had notable
success in promoting the development of family medicine. Further investment/technical assistance lending is not
expected in FY02 but work will continue under a planned Social Insurance TA project (Board presentation now
delayed beyond the CAS period) with a strong emphasis on strengthening capacities to effectively modernize
health insurance and pension institutions. The proposed project aims at strengthening institutions in the sector as
they transform themselves into agents that provide equitable access to core health services in a market economy.

34. An ongoing Education Development Project (FY00) has successfully brought both Entities together in a
shared Standards and Assessment Agency, which marks a beginning in setting common goals for education
standards across the country. It also supports a Coordinating Board focusing on mutual accreditation across both
Entities and improved management in higher education, and a "quality fund" which provides a key incentive to
primary schools to modernize delivery systems and content, by encouraging innovation and creativity. All these
initiatives strengthen greater social cohesion within BH, and help to ensure the future development of a single
economic space.
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35. Restoring civic and social ties so badly damaged during the conflict - important in the promotion of both
economic activity and inclusion - is supported by two new operations over the CAS period. A micro-finance
operation Local Initiatives II (FYOI), building on a very successful first operation, was recently approved by the
Board. The new project will seek to complete the transition of the micro-finance sector towards sustainable
sources of financing, by further strengthening the growth and institutional development of high performing micro-
finance institutions; and, thereby strengthen their effective outreach to a significant numbers of low-income
clients. In terms of the delivery of public services in more disadvantaged communities, a recently approved
Community Development Project (FYOI) will support greater community participation in the decision making
processes. The project will also focus on programs aimed at building trust within communities and in addressing
issues of re-integration that face men and women under post-conflict conditions.

36. In terms of strategic planning for the environment, good progress has been made in the development of a
country-wide Environmental Action Plan (EAP) under a FYOO IDF grant. The first draft of the EAP is expected at
the end of this calendar year. Furthermore, in the context of a growing solid waste problem in BH, preparation of
an Environmental Infrastructure Protection Project is well advanced, but Board presentation is delayed beyond
the CAS period.

37. Non-lending: The launch and implementation of the Living Standards Measurement Survey (LSMS) and
support to the development of the I-PRSP are the two key non-lending activities carried out thus far under the
CAS. In the execution of the LSMS, all initial steps were successfully completed (questionnaire design, sample
frame, pilot tests) and the main survey is about to be launched. Survey results are expected to be available at the
end of 2001, and will be a key input to the PRSP building process. Borrower-managed technical assistance,
largely in the form local academic expertise, was also provided by the Bank to assist the authorities in the
development of their economic development strategy; and its conversion to the I-PRSP. The findings of the
LSMS will be taken up in a Poverty Assessment, which again will be a key input to the PRSP, and developed in
close collaboration with the JCT. Previous social and poverty analysis4 emphasizes the importance of
employment in re-building peoples lives. An ongoing Labor Market Study will, among other issues, consider how
to bring workers from this large informal sector into a progressively liberalized formal sector.

38. Good progress has also been made in setting up the Global Development Learning Center in Sarajevo, with
the preparatory market study nearing completion and all financing secured. The new State and Entity
governments have great expectations for the Center, regarding it to be a powerful tool to gain access to global
knowledge and broaden dissemination. Furthermore, as mentioned in para 7 above, building consensus in a
fragmented society presents a significant challenge to BH. A soon to be completed Local Level Institutions Study
FY02 is expected to provide valuable insights into how communities make decisions, which will help guide future
Bank assistance to BH.

V. Results on the Ground

A. Program Monitoring and Performance.

39. Fair performance keeps BH in the low range of the base case. Annex 9 presents progress in terms
of outcomes against monitoring indicators established for the CAS period. Progress on key reforms show that
benchmarks set for the high range of the base case have yet to be met. Low range base benchmarks and low case
benchmarks have, however been met. These include: (i) strengthening poverty data, budget planning and
economic and social protection policy formulation; (ii) meeting targets for SME privatization and bank
restructuring, (though over a longer timeframe than previously anticipated); (iii) key reforms in the pension and
health systems, and in inter-Entity tax harmonization and labor markets; (iv) establishing a framework for the
independent regulation of the power sector; and, (v) strengthening governance and transparency with the closure

4Bosnia and Herzegovina: Consultations with the Poor, September 1999; and, A Social Assessment of Bosnia and Herzegovina, April
1999.
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of the payments bureaus, the implementation of new treasury systems and the establishment of audit institutions at
the State and Entity levels. Important high range base case indicators not yet achieved are the implementation of:
(a) an action plan to strengthen the business environment, and (b) a revised social expenditure framework (Annex
9).

B. Lending.

40. Box 8 indicates outcomes to date against lending triggers set out in the CAS. As a result of slow
economic reform performance, IDA assistance to the country remains in the low range of the base case. The

Tt*&eet-SpecitlcTrseaE Od0 as aeCaiiu
FOR LOWRE OF BASE CASE: *y * P:rfob ai ra g no proble
Minimu m base case conditions, hoesr bee n m et

BoSaCd in FYOOl SatdFaOItorly lao eitonewsfra A*oadutmetoeain(OAT.WihnwSaeadEtt

armendmnen ape Parntament, procias

equivtent)s sreis,and pnsrogesbging social sutiaiiy(OAI Ut S $30 mxillion eq ivalnt willB copleseted to the Bo001

statistis refe. Compet4oh updated i v lending p r qt thr iixth p an ise achieviews
BAC (FY01): Delayed to Fange bpeentate tri c ofth CAly

FiAS Action Pla (g.
s41 Nlifyingbusiessregis are ingran tese

completed oSW, inaluaing Une S

preparddateyion. ust urn tt n niygvrmns poic foruain WEPivthathe PovertySAsssmn

- rande bs cae i ore ns,ulus satihosehold sry(M)ud e y d eCA n Rl a

romplesstioarentcrpie (ESt elaremands toasisinte ndhrtisdvlo hi flPRPtza~i Bre i an s placed ACundery

gerd inor the F .bae CEM Cl be S C in se conpatsage hav, owv eTsulta. Of wieten n ojthe 1 as -4e srild tozed
Boand ieme nAtOnd ofoI sa ns y onactoryfolabo adjuises.)opri SOA 6 uet to q tate a ie

loegienslaion. Salacetoere & armce gon oia pr spes thait two new t lt-r a ncheadutmehnt opraios olel
statnsthes reond sutimplhemrent for; prgocen ,asitreard mrvn h bsns niomnt(A S ilo
eqimplemnt)atind ofurn social proecton axpndbilure (SS I S3 ilo qiaet)wl epeetdth or

pilcY02 (Saewo Andex4fr thp udae d iandi.cativeledin pogrm)I the indiatie anrEogyreamuis systemsd bei1
*perce ACo IDA: Ceompletio wofucodigotion ander smetlendinanover the~ CAS erbiobd, dwit flosurhe of p eym entbres

PntciateC Ithe A igremn onpang band tieasle scnror o h CAS(.esn~b14~ ee~r3,90 tt Ett ui

civionledn servicvreocman payrol itegreduction th; delsivery nd sucess o Adthe stitatiassestablised tobera000 aecndl
additional mEaSur incudping theFAnSaSeudy, AntiCruto DiagnosicandFinnll Sta aiabliyfevew.r
publicda kex ipendtur management. (Daeland Eniygvmet-plc oTuato.Wt h oet sesnn

triggers for the miniumt baste causehconditosuhave, howevuner,aybeendmt.O the tEn, newA proect CPAResne tol thearn

govrmpentsiin, plae thWeremaen go rsets thatawosnwsmttngrathe adjuiie eeopterulP Stmaeint oplaerAtin touhelp
strengthcenmadousaindu theCEfoM pnerocess, as ithrears improvwing theo busianessenvirnmn (YAC buS$3 mlllionlyb
equivlent)d and ensring social sustainabillt bSOS Clpe US$3 mllieonseulaivalnt will bhe presenthed toil theiBord
inRFY0. (See Annex 4 for th supdated ifnnlndicaiv lendingporm)eftesniaiv.rgami)ciee,3



Bosnia and Herzegovina 15 CAS Progress Report

D. Portfolio Management

42. Implementation of the ongoing portfolio remains strong. Since 1996, forty IDA supported projects
have been approved, in addition to seven IFC operations, and 14 MIGA guarantees. Of the US$859 million in
IDA commitments, US$629 million has been disbursed as of June 30, 2001. A Country Portfolio Performance
Review (CPPR) carried out in March/April 2001 confirmed that the BH project portfolio continues to perform
better than the average Bank-wide portfolio. There are no problem projects and no potential problem projects,
although, with conditionality being met later than expected, the two ongoing adjustment operations EBPAC and
PFSACII are subject to special monitoring. All QAG project and ESW reviews to date have rated products as
satisfactory or above, bar a rating for one adjustment operation of less-than satisfactory. Similarly all 20 closed
projects have received a satisfactory or better than satisfactory ratings from OED. There are, however,
fundamental differences in the current portfolio of active projects to those of the first generation "emergency"
type operations. World Bank financing no longer covers 100% of eligible project costs. Timely and consistent
access to govemment counterpart funding has become a major issue to efficient portfolio implementation.
Another persistent problem has been the excessive amount of time it takes to administer projects given BH's
multiple signature authorization requirements for the day-today management of projects (reflecting a need for
approval from different ethnic groups), in addition to the legislative authorization needed to make credits
effective. In terms of BH developing its own capacities for strategy formulation and project implementation, the
country, wherever possible, has to gradually move away from the use of self-standing Project Implementation
Units (PIUs), to the mainstreaming of these activities into government functions.

VI. Strategic Considerations

43. In looking at the Bank's future assistance to BH and to some of the choices that will have to be made under
the next CAS period, clearly the most important one is how to ensure that the pace of reform picks up and is
sustained on reduced availability of IDA resources. Immediately after Dayton, IDA was committing an
average of US$174 million a year. Over the current CAS period (FYOO-02) an average of US$100 million of IDA
support is available each year. The average annual support under IDA 13 (FY03-05) is likely to be lower still, as
the BH allocation is increasingly decided on the basis of standard criteria rather than on the basis of post-conflict
considerations. This trend only reinforces a recurrent message that the Bank has communicated to the authorities
that there is only a limited "window of opportunity" in which BH can take the necessary adjustment measures to
build a self-sustaining economy. It is important to continue to ensure that resource availability matches this
message, and moves in parallel with program performance. This, however, needs to be balanced with a
requirement to ensure as smooth a reduction in concessional lending as possible - avoiding any abrupt drop in
support that could severely undermine the transition program.

44. Linked to the reduction in IDA resource availability is a requirement for a more targeted Bank
assistance strategy over the next CAS period. Increased selectivity implies that the Bank will need to work in
ever closer relations with the authorities and other donors to ensure that there is an effective division of
responsibilities in terms of donor assistance. (See Box 9 on Partnerships.) Well established coordination networks
exist among donors; what is lacking is effective local donor coordination, particularly at the State level. There are,
however, a number of initiatives underway to try and address this problem, which are, in part, linked to the PRSP
building process.

45. Accelerating the pace of structural reform is essential to maintaining donor support for BH, and
critical to ensuring the smooth transition to a market economy. BH has benefited from strong donor support
since the cessation of hostilities in 1995 - US$5.4 billion pledged as of December 31, 1999 - however the donor
community is becoming increasingly concerned at the slow pace of reform. If there is inadequate progress on
structural reform in the near future, there is a strong possibility that not only will this give rise to poor domestic
revenue performance, but it will also result in significantly lower levels of donor assistance. Access to
concessional financing is, however, key to completion of the restructuring of the BH economy over the coming
decade, as illustrated by the Bank's recently completed Financial Sustainability review.



Bosnia and Herzegovina 16 CAS Progress Report

46. State and Entity governments' economic development strategy quite clearly puts BH's future as part of
the wider European family. As the authorities make strategic choices on the way forward it is, therefore,
becoming increasingly important to take into account the requirements of the Stabilization and Association
process. Unfortunately BH has yet to complete the "Road Map" agenda before it can move on to the "Feasibility
Study" stage of this process. Nevertheless, it is well understood that in order for BH to be a credible aspirant to
Europe there needs to be a certain degree of uniformity in the treatment of issues across both Entities. In a
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number of instances, this requires the setting up of common State level institutions. Another key condition to
Stabilization and Association is the development of a meritocracy in the civil service, which is also essential to
the improving transparency and accountability in public institutions. Supporting BH's stabilization and
association process will be a key consideration in developing the new CAS, requiring close collaboration witth the
EC.

VII. Risks.

47. The CAS identified two key internal and extemal risks: (i) willingness and ability to move forward
on the reform agenda, and, (ii) instability in the South East Europe (SEE) Region dampening the supply
side response. Both of these risks remain valid; though with the advent of the new elected State and Entity
govermments, and recent developments in FRY and the Former Yugoslav Republic of Macedonia (FYROM), the
nature of each risk has changed on strenheni A nacet of risks has, however, arisen related to the recent
deterioration in inteaational security situation.

48. The forgeation of new non-nationalist govemments has resulted in a greater willingness by State and
Entity goverments to work to together in: (i) setting co mon objectives for the development agenda, and in: (ii)
coordinating the imnpementation of outstanding refo§rms. Nevertheless the "alliance for change" (forming the
State and FBiH govenmments) is itself a loose coalition of some eight political parties with the cooperation of an
RS government of technocrats, in which a delicate power-sharing balance needs to be struck. Consensus building
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is, therefore, time-consuming but a necessary process for effective policy formulation and implementation. The
new govemments have, nonetheless, shown themselves more willing to take on vested interests and to actively
promote the anti-corruption agenda in their efforts to develop more open and transparent government.
Governance in the Dayton framework does, however, remain fragmented. The ability of the different
communities in BH to reach consensus on program implementation remains the overriding obstacle to success of
economic reform. As a result, significant risks do still exist in terms of the timely implementation of actions
under BH's ongoing reform program. The Bank's graduated lending response does appear to be helping to
mitigate these risks. Participatory approaches to the preparation of BH's economic development strategy and to
ongoing and new adjustment and investment operations, also help to mitigate these risks. Participatory
approaches will be further strengthened over the coming year with the formulation of the PRSP.

49. External risks still revolve around the instability in the SEE Region, but with the focus of instability
over the past year shifting away from FRY to FYROM. While FYROM and BH don't share a common frontier,
the recent conflict only serves to reaffirm perceptions of risk in the region which acts as a major disincentive to
investment and private sector activity. On the other hand recent developments in both Croatia and FRY, with the
emergence of moderate governments committed to developing market economies have sent a powerful positive
message that the SEE Region can overcome its recent past and develop stable political and economic relations
with its immediate and regional neighbors. As FRY opens up new markets, particularly to the FBiH and vice
versa, it could act as a very powerful engine of growth for the region as a whole. FRY's membership of the
Stability Pact can only reinforce the Pact's initiatives to promote regional stability and economic growth. These
positive developments also increase the pressure on BH to take more decisive steps for EU association and
stabilization, as it sees other countries make more significant strides in this direction.

50. The repercussions of a deterioration in international security poses further risks to the successful
implementation of BH's reform program. The implications of recent security events on the world economy are
still too early to judge, but any downturn in international economic activity could have a significant impact on
financial flows (particularly private flows) to BH; and to the country's ability to sustain and expand export
markets, particularly in Europe where most of the potential lies. The same risk applies to other Southeast
European countries which could result in a decline in regional trade flows. Finally, recent events may exacerbate
tensions among BH's constituent communities and reverse recent achievements and initiatives to create a single
economic space.

James D. Wolfensohn
President

by:

Sven Sandstrom
Managing Director

Washington, D.C.
September 24, 2001
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Key Economic and Program Indicators - Change from last CAS

Forecast in Last CAS Actual' CIurrent Forecast. Creditworthiness Review

1998e 1999p 2000p 2001p 1999 2000 2001p 2002p 2003p 2004p
Growth Rates

GDP 13.0 10.0 15.0 14.0 9.9 5.9 6.0 6.0 6.0 6.0
Exports 42.1 18.7 18.6 22.6 -6.9 12.8 14.0 16.0 16.0 16.0
Imports 10.3 -6.8 9.3 11.8 -5.8 -6.1 -0.1 1.4 3.3 4.2

Inflation (%) n.a. n.a. na. n.a. 3.2 4.8 5.0 3.8 3.6 3.3
Federation 5.0 0.0 3.0 3.0 -0.7 1.9 3.5 3.1 3.1 3.1
RepublikaSrpska 2.0 13.0 3.0 3.0 14.1 14.6 8.9 5.5 4.7 3.9

National Accounts (% GDP)
Gross Investment 33.0 33.0 32.0 32.0 20.6 20.7 20.5 20.6 19.7 19.5

of which: Public Investment 20.1 15.7 12.6 11.0 17.6 15.9 14.0 12.0 11.8 11.0
Gross Domestic savings 1.0 9.0 12.0 15.0 -13.0 -10.1 -6.7 -2.9 -0.6 2.1

Balance of Payments
Current Account Balance (% of GDP) -27.0 -16.6 -16.2 -14.3 -21.0 -21.0 -18.2 -15.4 -13.1 -11.7
FDI (USS Million) 100.0 60.0 125.0 175.0 90.0 150.0 200.0 200.0 200.0 250.0

Official lending(USS Million)2 257.0 306.0 408.0 323.0 244.1 281.8 361.1 389.7 379.6 319.2
Capital transfers (USS Million) 727.0 536.0 360.0 386.0 548.0 396.0 420.9 323.5 279.7 239.4

Pubik Finance (% of GDP)
Consolidated Fiscal Balance3 -20.7 -16.8 -13.5 -11.8 -18.1 -15.9 -14.0 -11.4 -9.4 -7.3
Foreign Financing 20.7 16.8 13.5 11.8 18.1 15.9 14.0 11.4 9.4 7.3

Notes:
W/The revision of National Accounts statistics after the last CAS explains in part the divergence bctween projections and actual data.
2V Includes multilteral and bilateral creditors.
3/ Includes central nd local governments, and off-budget extenally financed investmnent projects.
e - Eatini, p- Projection
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Bosnia and Herzegovina at a glance 9/20101

Bosnia Europe & Lower-
POVERTY and SOCIAL and Central middle-

Herzegovina Asia Income Development diamond
2000
Population, mid-year (millions) 3.9 475 2,046 Life expectancy
GNlpercapita(Atlasmethod, US$) 1,240 2,010 1,140
GNI (Atlas method. US$ billions) 4.9 958 2,327

Average annual growth, 1994-00

Population (%) 1.3 0.1 1.0
Labor force (%) 1.6 0.6 1.3 GNI . Gross

per - primary
Most recent estimate (latest year available, 1994-00) capita ,' enrollment

Poverty (% of population below national poverty line)
Urban population (% of total population) 43 67 42
Life expectancy at birth (years) 73 69 69
Infant mortality (per 1,000 live births) 13 21 32
Child malnutrition (% of children under 5) , 11 Access to improved water source
Access to an improved water source (% of population) 90 80
Illiteracy (% of population age 15+) 3 15
Gross primary enrollment (% of school-age popula6on) 100 114 -Bosna and Herzegovina

Male 101 116 Lower-middle-income group
Female 99 114

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1980 1990 1999 2000
Economic ratios

GDP (US$ billions) 4.5 4.3
Gross domestc investment/GDP 20.6 20.7 Trade
Exports of goods and services/GDP 26.5 27.1
Gross domestic savingslGDP -13.0 -10.1
Gross national savings/GDP -0.8 -0.2
Current account balance/GDP -21 4 -20.9 Domestic
Interest payments/GDP 1.1 1.3 Domesg ' Investment
Total debtUGDP 68 2 72.7 savings
Total debt service/exports
Present value of debt/GDP
Present value of debt/exports

Indebtedness
1980-90 1990-0 1999 2000 2000-04

(average annual growth)
GDP 27.3 10.0 5.9 -Bosnia and Herzegovina
GDP per capita 24.9 6.8 4.8 Lower-middle-income group
Exports of goods and services 41.8 -3.9 4.2

STRUCTURE of the ECONOMY
1980 1990 1999 2000 Growth of investment and GDP (%)

Agriculture 13.8 12.2 400

Industry 25.2 26.0 M
Manufacturing 154 15.8 ao

Services 610 60 6 T
Private consumption , 95 gO 97 e W9 sO
General govemment consumption -GDI i.Z.GDP
Imports of goods and services 60 1 57.9

(average annual growth) 1980-90 1990-00 1999 2000 Growth of exports and imports (%)

Agrculture 8.1 -3.0 -8.3 iso
Industry 26.2 11.2 5.7 lso

Manufacturing ,, 17.1 0.1 7 2 50
Services 37.6 17.5 5.8

Private consumption .. De D7 De as 00

General govemment consumption - -.so
Gross domestic investment , 35.6 9.9 4.4 Exports -O- Inorts
Imports of goods and services ,, 21.6 -3.1 -5.9 I

Note: 2000 data are preliminary estimates.

The diamonds show tour key indicators in the country (in bold) compared with its income-group average. If data are missing, the diamond will
be incomplete.
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Bosnia and Herzegovina

PRICES and GOVERNMENT FINANCE
19S0 1990 19ff 2000 InilatIon (%)

Domestic prices
(% change) 10
Consumer pces .. .. 40.9 4.8
Implicit GDP deflator .. . 3.1 3.3 20 es r sa ce 00

-20
Govemment finance *30
(% of GOP, includes current grants) -40

Current revenue .. .. 31.7 31.4 -50

Current budget balance .. .. -0.9 -1.2 GDP deflator -*-CPI
Overall surplus/deficit .. .. -17.4 -16.1

TRADE

(US$ nwilions) 19t0 1990 1999 2000 Export and import levels (USS mill.)

Total exports (fob) .. .. 649 732 3.000

Commodity t .2 .. .. .. 2,500
Commodity 2 2.D*

Manufactures .w
Total imports (cif) . . 2.502 2,348 l.wo . J ill

Fuel and energy so _*
Capital goods .. . .. .. o

Export price index (1995=100) ..

Import price index (1995=100) .. * Exports * IrPorts
Terms of trade (1995=100) .. _

BALANCE of PAYMENTS

(US$ mi//ions) 1980 1990 1999 2000 Cuirrentaccountbalanceto DIP(%)

Exports of goods and servioes .. .. 1,201 1,192 0

Imports of goods and services . .. 2,728 2,543 4*

Resource balance .. .. -1,527 -1,351 -0

Net income .. .. 272 225 1s
Net current transfers .. .. 284 217 -20 1 1 1 1 1
Current account balance .. .. -971 -909 -25

Financing items (net) . .. 1,233 935 030

Changes in net reserves .. .. -262 -26 -3s

Memo:
Reserves including gold (US$ nmfihonsJ .. .. 455 508
Conversion rate (DEC. IocaLVS$) .. 1.8 2.1

EXTERNAL DEBT and RESOURCE FLOWS
'1980 1990 1999 2000

(USS millions) Composition of 1999 debt (USS mill.)

Total debt outstanding and disbursed .. . 3,095 3,155
1BRD .. . 566 566
IDA . . 502 556 Ai 566

Total debt service F- 9
IBRD .. 34 34 /
IDA .. . 3 4

Composition of net resource flows B. 502
Official grants . . . .
Official creditors .. .. 253 466
Private creditors C. 94
Foreign direct investment . .
Portfolio equity .. . .. D: 961

World Bank program
Commitments 0 0 .. .. A- IBRD E - Bilateral
Disbursements . , 91 96 B - IDA 0- Other rnuitilateral F - Private
Principal repayments .. .. 0 0 C -IMF G - Short-term
Netflows .. . 91 96

Interest payments .- * 37 38
Net transfers .. . 55 58

Developmenl Economics 9/20/01
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Bosnia and Herzegovina
Selected Indicators* of Bank Portfolio Performance and Management

Indicator 1999 2000 2001
Portfolio Assessment
Number of Projects Under Implementation a 18 14 19
Average Implementation Period (years) b 1.4 1.3 1.5
Percent of Problem Projects by Number a, c 0 0 0
Percent of Problem Projects by Amount a, c 0 0 0
Percent of Projects at Risk by Number a, d 11.1 0 0
Percent of Projects at Risk by Amount a, d 7.8 0 0
Disbursement Ratio (%) e 50.1 28 26.5
Portfolio Management
CPPR during the year (yes/no) yes yes yes
Supervision Resources (total US$000) 1,497 1,164 1,583
Average Supervision (US$000/project) 83 97 88

Memorandum Item Since FY 80 Last Five FYs
Proj Eval by OED by Number 21 19
Proj Eval by OED by Amt (US$ millions) 608.7 516.6
% of OED Projects Rated U or HU by Number 4.8 0
% of OED Projects Rated U or HU by Amt 0.3 0

a. As shown in the Annual Report on Portfolio Performance (except for current FY).
b. Average age of projects in the Bank's country portfolio.
c. Percent of projects rated U or HU on development objectives (DO) and/or implementation progress (IP).
d. As defined under the Portfolio Improvement Program.
e. Ratio of disbursements during the year to the undisbursed balance of the Bank's portfolio at the

beginning of the year: Investment projects only.
* Adl indicators are for projects active in the Portfolio, with the exception of Disbursement Ratio,

which includes all active projects as well as projects which exited during the fiscal year.
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Bosnia and Herzegovina
FYOO and FY01 IDA Lending Program and Proposed FY02 Program

Strategic Rewards Implementation b
Fiscal year Project US$(M) a (HIMIL) Risks (HIMIL)

2000
Investment Lending

Education IlIl A 11.0 H L
Mostar Water A 12.0 H M
Emergency Labor Redeployment A 15.0 H M

Total FY00 38.0
2001 Adjustment Lending

First Social Sector Adjustment Credit
(SOSAC I) A 20.0 H H

Investment Lending
Power IlIl A 35.0 H M
SOTAC A 3.6 M M
Trade Facilitation A 11.0 H M
Privatization TA A 20.0 H H
Local Initiatives II A 20.0 H L
Community Development A 15.0

Total FY01 124.6
2002 Adjustment Lending

Business Environment Adjustment
Credit (BAC) 30.0 H M

Second Social Sector Adjustment Credit
(SOSAC II) 30.0 H H

Public Finance Adjustment Credit Illb 30.0 H H
Investment Lending

Road Management and Safety Project 30.0 M L
RS Private Sector Development Project II 6.0 H L

Total FY02 126.0
Grand Total FYOO-02 288.6

A: Actual
a. For each project, indicate whether the strategic rewards and implementation risks are expected to be high (H),
moderate (M), or low (L).
b. Likely to be slipped from CAS period.
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Bosnia and Herzegovina
Summary of Nonlending Services

Product1 Completion FY Cost (US$000) Audience a Objective b

Recent completions
FY00-02 CAS FY00 75 G, B KG, PS
Labor Legislation TA FY00 28.8 G, D, B KG, PS
Oil Import Review FY00 30 G, D, B KG, PS
Poverty and Income Vulnerability Note FY00 20 G, B KG, PS
Anti-Corruption Diagnosis and Strategy FY01 100 G, D, PD KG, PD, PS
Economic Development Strategy TA FY01 50 G, D, PD KG, PS
FIAS Barriers to investment study2 FY01 65 G, D, B, PD KG, PD, PS
Financial Sustainability Review FY02 20 KG, PD, PS KG, PD, PS
CAS Progress Report FY02 20 G, D, B KG, PD

Underway
IDF Grant - Statistics FY02 30 G, PD KG, PD, PS
Household Survey (LSMS) TA FY02 170 G, D, B, PD KG, PD, PS
Labor Market Study and TA FY02 150 G, D, B KG, PS
IDF - Environmental Action Plan FY02 60 G, D, B, PD KG, PD, PS
Local Government Finance Study FY02 65 G, D, B, PD KG, PD, PS
Public Expenditure Review FY02 150 G, D, B, PD KG, PD, PS
Country Financial Accountability Assessment FY02 40 G, D, B KG, PD, PS
Country Procurement Assessment Report FY02 14 G.A.B KG, PD, PS
Local Level Institutions Study FY02 47 G,B,PD KG, PD, PS
Global Development Learning Network FY02 148 G,PD KG, PD, PS
IDF-Treasury FY02 33 G, D KG, PD, PS
Cities Alliance FY02 21 G,D KG,PS

Planned
Country Economic Memorandum FY03 250 G, D, B KG, PS
Poverty Assessment FY03 200 G, D, B, PD KG, PD, PS
FY03-04 CAS FY03 80 G, D, B, PD KG, PD

' Many of these activities contribute to support the preparation of the I-PRSP (FY01) and full PRSP (FY02).
2. This is a FIAS-sponsored study (and additional funding provided by other donors).
a. Govemment, Donor, Bank, Public Dissemination.
b. Knowledge Generation, Public Debate, Problem-Solving.
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Bosnia and Herzegovina - Key Economic Indicators

Actual Estimate Projected
Indicator 1996 1997 1998 1999 2000 2001 2002 2003 2004

National accounts (as % of GDP)
Gross domestic product' 100 100 100 100 100 100 100 100 100

Agriculture 20.5 16.9 15.3 13.8 12.4 ..

Industry 25.7 25.3 26.7 25.2 26.3 ..

Services 53.8 57.8 58.0 61.0 61.3 ..

Total Consumption 117.2 104.2 100.9 113.0 110.1 106.7 102.9 100.6 97.9
Gross domestic fixed investment 34.6 35.6 32.2 20.6 20.7 20.5 20.6 19.7 19.5

Government investment .. .. .. 17.6 15.9 14.0 12.0 11.8 11.0
Private investment .. .. 3.0 4.8 6.5 8.6 7.9 8.5

Exports (GNFS)b 24.0 28.4 30.2 26.5 27.1 26.6 26.5 26.6 27.2
Imports (GNFS) 83.1 73.9 68.1 60.1 57.9 53.3 49.9 46.9 44.6

Gross domestic savings -17.2 4.2 -0.9 -13.0 -10.1 -6.7 -2.9 -.6 2.1

Gross nationalsavingsc 14.6 11.2 18.0 -0.8 0.1 2.3 5.2 6.6 7.8

Memorandum ilems
Gross domestic product 2741 3527 4169 4540 4394 4808 5232 5749 6303
(USS million at current prices)
GNPpercapita(USS,Atlasmethod) .. 1010 1140 1200 1310 1310 1330 1450 1600

Real annual growth rates (%, calculated from 19.. prices)
Gross domestic product at market prices 79.2 36.6 10.2 10.0 5.9 6.0 6.0 6.0 6.0
Gross Domestic Income .. .. .. .. .. ..

Real annual per capita growth rates (%, calculated from 19.. prices)
Gross domestic product at market prices 73.1 32.3 6.8 6.8 4.8 5.0 5.0 5.1 7.5
Total consumption 56.1 17.7 3.5 6.8 3.5 1.4 1.2 2.5 4.3
Private consumption .. .. .. .. .. ..

Balance of Payments (USS millions)
Exports (GNFS)b 658 1002 1260 1201 1192 1278 1386 1532 1712

Merchandise FOB 336 575 697 649 732 834 968 1123 1303
Imports (GNFS)b 2278 2606 2840 2728 2543 2588 2612 2696 2813

Merchandise FOB 1882 2333 2656 2502 2348 2346 2378 2457 2561
Resource balance -1620 -1604 -1580 -1527 -1351 -1310 -1227 -1164 -1101
Net current transfers 1094 772 461 284 217 172 169 176 178
Current account balance -748 -1060 -789 -971 -909 -875 -804 -750 -738

Net private foreign direct investment 0 0 100 90 150 200 200 200 250
Long-term loans (net) 514 19 251 -55 227 236 199 83 101
Official .. .. .. .. 247 203 181 143 90
Private .. .. .. .. -19 33 18 -60 11

Other capital (ne. minl. errors & ommissions) 477 1132 499 1198 575 498 452 516 408
Change in reservesd -243 -91 -61 -262 -43 -60 -47 48 -21

Memorandum items
Resource balance (% of GDP) -59.1 45.5 -37.9 -33.6 -30.7 -30.5 -26.9 -23.2 -20.0
Real annual growth rates ( .. prices)
Merchandise exports (FOB) .. .. .. .. ..

Primary
Manufactures .. .. .. .. .. .. ..

Merchandise imports (CIF)

Continued
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Bosnia and Herzegovina - Key Economic Indicators
(Continued)

Actual Estimate Projected
Indicator 1996 1997 1998 1999 2000 2001 2002 2003 2004

Public finance (as % of GDP at market prices)'
Current revenues 37.2 28.2 30.5 31.7 31.0 31.6 30.6 30.2 29.8
Current expenditures 41.0 26.9 31.0 32.6 32.2 31.4 30.0 28.6 27.4
Current account surplus (+) or deficit (-) -3.9 1.3 -0.5 -0.9 -1.2 0.2 0.6 1.6 2.4
Capital expenditure 0.6 18.2 16.2 16.5 14.7 14.0 12.0 11.8 11.6
Foreign financing 0.0 16.9 16.8 17.4 16.1 13.8 11.4 10.2 9.2

Monetary indicators
M2/GDP 18.8 19.3 21.1 26.0 27.3 28.2 29.2 30.1 31.1
Growth ofM2(%) 96.2 52.0 31.3 39.9 16.1 14.2 12.3 13.4 13.2
Privatesectorcreditgrowth/ 191.6 119.4 102.3 -229.6 198.6 112.1 77.2 103.2 10.5
total credit growth (%)

Price indices(.. =100)
Merchandise export price index .. .. .. .. ..

Merchandise import price index .. .. .. .. ..

Merchandise terms of trade index .. .. .. .. .. ..

Real exchange rate (USS/LCU)r .. .. .. .. ..

Real interest rates
Consumer price index (% change) 7.7 13.6 1.0 3.2 5.4 5.0 3.8 3.6 3.3
GDP deflator (% change) -14.0 8.5 8.8 3.1 4.6 5.3 2.7 3.7 3.7

a. GDP at
b. "GNFS" denotes "goods and nonfactor services."
c. Includes net unrequited transfers excluding official capital grants.
d. Includes use of IMF resources.
e. Consolidated central govermment.
f. "LCU" denotes "local currency units." An increase in USS/LCU denotes appreciation.
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Bosnia and Herzegovina - Key Exposure Indicators

Actual Estimate Projected
Indicator 1996 1997 1998 1999 2000 2001 2002 2003 2004

Total debt outstanding and 3929 3920 2985 3095 3155 3237 3549 3847 4087
disbursed (TDO) (USSm)'

Net disbursements (USSm)a 194 211 248 353 392 392 346

Totaldebtservice(TDS) .. .. 86 132 130 126 159 175 183
(USSm)'

Debt and debt service indicators

(%)
TDO/XGS° .. .. .. .. 264.6 253.3 256.1 251.1 238.7

TDOIGDP 143.3 111.1 71.6 68.2 72.7 67.3 67.8 66.9 64.8

TDS/XGS .. .. .. .. 10.9 9.9 11.5 11.4 10.7
ConcessionallTDO .. .. .. .. 41.8 45.2 45.4 45.6 45.4

IBRD exposure indicators (%)

IBRD DS/public DS .. .. 22.9 21.0 29.4 54.2 37.6 31.5 29.1

Preferred creditor DS/public .. .. 99.3 99.5 99.1 74.7 76.7 76.5 74.0
DS (%)'

IBRD DS/XGS .. .. 2.8 2.8 2.9 3.5 4.0 3.5 3.1

IBRD TDO (USSm)8 596 566 566 566 562 550 528 505 483

Of which present value of
guarantees (USSm)

Share of IBRD portfolio (%) .. .. .. .. ..

IDATDO (US$md 234 292 411 502 556 680 809 928 1016

IFC (USSm) /e

Loans 9.3 9.3 11.6 20.9 30.5 35.8
Equity and quasi-equity /f 2.7 2.9 2.9 7.7 7.7 7.7

a. Includes public and publicly guaranteed debt, private nonguaranteed, use of IMF credits and net short-

term capital.
b. "XGS" denotes exports of goods and services, including workers' remittances.
c. Preferred creditors are defined as IBRD, IDA, the regional multilateral development banks, the IMF, and the

Bank for Intemational Settlements.

d. Includes present value of guarantees.
e. Does not include payments in arrears.
f. Includes equity and quasi-equity types of both loan and equity instruments.
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Bosnia-Herzegovina - Status of Bank Group Operations (Operations Portfolio)

Active Prolects 
Difference Between

Last PSR Expected and Actual

Supervision Rating Oriainal Amount in USS Millions Disbursements"/

Project ID Project Name Development ImDlementation Fiscal Year IBRD IDA GRANT Cancel. Undisb. Orig. Prm Rev'd
Oblectives Proaress

IBRD IDA Grants Cancel. Undisb. Ong. Frm Rev'd

P044523 BASIC HEALTH S S 1999 0 10 0 0 7.4 3.4 0

P070995 COMM DEVT 2001 0 15 0 0 14.8 0 0

P059763 CULTL HERITAGE PILOT S S 1999 0 4 0 0 2.6 1.7 0

P058512 EDUC 3 HS S 2000 0 10.6 0 0 8.9 -0.5 0

P045483 ELEC POWER II S S 1998 0 25 0 0 3.7 -1.8 -3.5

P058521 ELEC PWR 3 RECN S S 2001 0 35 0 0 33.1 0 0

P070146 EMG LABOR REDEPLOYMENT PILOT S S 2000 0 15 0 0 13.8 2.8 0

P062936 ENT EXP FACIL (BEEF) S S 1999 0 12 0 0 7.7 5.3 0

P048461 ENTER & BANKING PRIV S S 1999 0 50 0 0 23.6 12.1 0

P044522 ESSNTL HOSP SERV S S 1997 0 15 0 0 0.4 -3.2 0

P045134 FORESTRY S S 1998 0 7 0 0 1.7 0.3 0

P066169 LOC INIT 2 2001 0 20 0 0 19.8 0 0

P056192 LOCAL DEVT S S 1999 0 15 0 0 12.8 3.9 0

P057951 MOSTAR WS & SAN S S 2000 0 12 0 0 10.7 1.7 0

P055432 PFSAC II S S 1999 0 72 0 0 18.5 20.4 0

P070917 PRIV TA 2001 0 19.8 0 0 19.5 0 0

P070650 SOTAC S S 2001 0 3.5 0 0 3.3 0.4 0

P070079 TRADE & TRANS FACIL IN SE EUR S S 2001 0 11 0 0 11.1 0.2 0

Overall result Result 0 351.9 0 0 213.4 46.6 -3.5
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Bosnia & Herzegovina

Statement of IFC's
Held and Disbursed Portfolio

As of June 30, 2001
(In US Dollars Millions)

Held Disbursed

FY Approval Company Loan Equity Quasi Partic Loan Equity Quasi Partic
1999 SEF Akmeat 2.09 2.09

SEF Bosnalijek 2.7 2.7
SEF Kopex 2.5 2.5
Wood Agenc-AL 13.73 0

2000 Bosnia Micro RI 0.27 0.27
2001 Bosnia MEB R12 0.37 0.37

SEF Bosnalijek II 2.3 2.11

Total Portfolio: 20.62 0.64 2.7 0 6.7 0.64 2.7 0

Approvals Pending Commitment
Loan Equity Quasi Partic

2001 PBS Pre-Priv. 9.26 0.01 4.41 0

Total Pending Commitment: 9.26 0.01 4.41 0
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Bosnia And Herzegovina

IFC and MIGA Program

FY 1999-2002
1999 2000 2001 2002

IFC approvals (US$m) 7.84 0.0 16.35 17.50*

Sector (%)

FINA,NCLAL SERV'ICES 3.0 0.0 86.0 0.0
FOOD & BEVERAGES 31.0 0.0 0.0
XW'HOLESALE & RETAIL TRADE 32.0 0.0 0.0 0.0
CHEMICALS 34.0 0.0 14.0 0.0
OTHER 0.0

Total 100.0 0.0 100.0 0.0

Investment instrument(%/o)
Loans 63.0 0.0 70.0 100.0
Equity 3.0 3.0 0.0
Quasi-Equity 34.0 27.0 0.0
Other 0.0 0.0

Total 100.0 0.0 100.0 100.0

'MIGA guarantees (US$m) 0.0 20.8 26.7 0.0

* Please note that so far that have been no approvals in FY02. The figure shown is the total of projects currently in the pipeline.
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_______________ ~~~~~~~~Progress on Key Reforms Under Base and Low Cases During the CAS Period

1BASE CASE LOW CASE
High Range Outcomes Low Range Outcomes Outcomes

Development of EDS and EDS completed June 2001
Base Case Lower Low Case plus: I-PRSP/PRSP IPRSP available in drafi
Range plus:

Governance/ Start to civil service Delayed Completion of tax policy Ongoing -Major policy Medium Term 2000 MTER completed
Institution reform harmonization agreements reached by January Expenditure Framework 2001 update ongoing.
Building 2001

Reduction of payroll Delayed - Establishment of Audit Audit Agency establishment Sectoral capacity building Ongoing
tax Agencies and Treasuries completed October 2000.

Treasuries established when
payments bureaus closed, Dec

Continued Comprehensive 2001.
implementation of anti-Corruption
Anti-Corruption action plan being
Action Plan drafted __ _

Continued reform of Delayed Implementation of Anti- CAFAO/OHR Action Plan Public utility cost Ongoing
tax administration Corruption Action Plan: (e.g. agreed and ongoing recovery
and public improved customs border implementation. Payments
expenditure control, reform of payment bureaus closed December 2000 Demobilization targets 1999 and 2000 demobilization
management bureaus) targets of 15% met

t yale Se.ler Completion of SME Ongoing Progress on SME Completed Increased transparency in Energy sector laws submitted
L >4 Growl t privatization privatization (50% in Fed., public utilities (energy to both entity parliaments;

30% in RS) sector law and passage pending (One year

Progress on large Ongoing/Bench Implementation of FIAS Delayed regulations) delay).
scale privatization marks met:FBiH Action Plan (e.g. legislation
(100 enterprises in 467; RS: 830 on bankruptcy, reform of Action plan based on FIAS
Fed., 30 in RS) privatized. business registering report being drafted.
____________-__________s processes)
Continued Delayed Action Progress on divestiture of Agreement reached for
implementation of plan based on State banks privatization plan of largest
FIAS Action Plan FIAS report banking group in FBiH-

being drafted. October 2000. All RS Banks
: 0 00 0 V ~~~~~~~~~~~~~~~~~~~~~put up for sales no qualified
i} dUSSEh :00 0 $ 0 ~~~~~~~~~~~~~~~~~invcstors in 6, 4 privatized.

Social Implementation of Delayed Reform of labor legislation Completed January 2001 Improvement of poverty L.S.M.S Survey launched.
Sustainability social protection data and management August 2001

expenditure capacity

framework Development of social Completed January 2001
protection policy framework

Continued improvement of Ongoing Education governance and Education Standards
social sector statistics and finance reforms Assessment Agency
capacity Established March 2001

Reform of health insurance Revised Pension legislation Pension and health care Ongoing
and reorganization of passed January 2001. Health statistics management
pension system insurance funds set up.

l__ _ _ _ _ _ _ _ _ _ _ _ _ _ _ ____f _ November 2000


