
EUROPEAN PARLIAMENT 

 
 

DIRECTORATE GENERAL FOR EXTERNAL POLICIES 
DIRECTORATE B 

 
 

 
KK Luxembourg, 24 August 2004 
 
 
 
 
 
 
 
 

 
 
 
 
 
This note has been prepared for the information of Members of the European Parliament. The 
opinions expressed are those of the author and do not necessarily reflect the position of the 
European Parliament. 
 
 
 
Sources:  European Commission 
  Economist Intelligence Unit 
  Factiva 
  Oxford Analytica 
  Office of the High Representative 
  IMF

INFORMATION NOTE 

ON 

THE POLITICAL AND ECONOMIC SITUATION  

OF BOSNIA AND HERZEGOVINA AND ITS 

RELATIONS WITH THE EUROPEAN UNION  



FdR 542673         2     PE 349.227 

 
 

CONTENTS 
 
 
1.  EXECUTIVE SUMMARY ............................................................................................... 3 
 
 
2.  POLITICAL SITUATION ............................................................................................... 3 
 2.1 Recent history.......................................................................................................... 3 
 2.2 Political structure..................................................................................................... 5 
 2.3 Recent political developments................................................................................. 5 
  2.3.1 The October 2002 elections............................................................................ 5 
  2.3.2 New governments at state and entity level ..................................................... 6 
  2.3.3 Progress on the Reform Agenda..................................................................... 7 
  2.3.4 Respect for the rule of law and corruption..................................................... 7 
  2.3.5 Recent events in the entities.............................................................................7 
  2.3.6 International Presence ................................................................................... 8 
  2.3.7 External relations ........................................................................................... 8 
 
 
3. ECONOMIC SITUATION ............................................................................................... 9 
 3.1 Key indicators.......................................................................................................... 9 
 3.2 Economic policy.................................................................................................... 10 
 3.3 International Financial Institutions........................................................................ 11 
 
 
4. RELATIONS WITH THE EUROPEAN UNION ........................................................ 11 
 4.1 The Stabilisation and Association Process............................................................ 11 
 4.2 Financial Assistance .............................................................................................. 12 
 4.3 The European Parliament ...................................................................................... 13 
 
 

ANNEX 1 (Political Structure)......................................................................................... 15 
ANNEX 2 (Basic Statistics for the Western Balkan) ....................................................... 18 
ANNEX 3 (1991-2003 EC assistance to Bosnia and Herzegovina)................................. 19 

 
 
 
 

*   *   * 
 
 
For further information please contact: 
Karin Kauffeld, European Parliament, DGIV, Luxembourg, 
Division for International and Constitutional Affairs,  
Tel: (352) 4300-23263 / Fax: (352) 4300-27724 / e-mail: kkauffeld@europarl.eu.int 



FdR 542673         3     PE 349.227 

1. EXECUTIVE SUMMARY 
 
The three nationalist parties that dominated the political scene in Bosnia and Herzegovina between 
1990 and 2000 - the Serb Democratic Party (SDS), the Party of Democratic Action (SDA) and the 
Croatian Democratic Union of BiH (HDZ BiH) -  polled the most votes among their respective 
ethnic groups in the October 2002 elections. Following the elections, nationalist-led governments 
were formed with the support of two moderate parties at state level as well as in the Federation and 
Republika Srpska.  
 
Bosnia-Herzegovina followed economic policy in line with an arrangement with the IMF, 
concluded in August 2002 and completed in February 2004. Prudent fiscal policy, maintenance of 
the currency board, further structural reform and strengthening the business environment were 
cornerstones of the programme. Over the past year, BiH has maintained macro-economic stability, 
low inflation, and made significant progress in fiscal consolidation. GDP grew at an estimated 3.5 
% in 2003 and inflation stood at 0.9 %. However, BiH continues to have high trade and current-
account deficits. 
 
The EU started its first civilian crisis management operation in January 2003, when the EU policing 
mission (EUPM) took over from the UN International Police Task Force in Bosnia-Herzegovina. At 
the end of 2004, the EU will launch a military operation ('ALTHEA'), taking over peace-keeping 
duties from NATO. 
 
Bosnia-Herzegovina has participated in the Stabilisation and Association Process since its 
introduction in 1999, but has not yet reached the stage of negotiating a Stabilisation and Association 
Agreement. The Commission completed a Feasibility Study, which reviewed BiH's readiness to 
open negotiations on a Stabilisation and Association Agreement in November 2003. Herein the 
Commission concluded, that it hoped to be in a position to recommend to the Council the opening 
of negotiations in 2004, on the condition that significant progress was made in addressing 16 
priority reform areas that were identified in the study. Bosnia-Herzegovina receives financial 
assistance through the CARDS-programme of approx. € 200 million during the period 2002-2004.  
 
 
2. POLITICAL SITUATION 
 
2.1 Recent history 
 
Bosnia-Herzegovina (BiH) was formally recognised as one of six republics in November 1945 
when the Federative People's Republic of Yugoslavia (renamed the Socialist Federal Republic of 
Yugoslavia, or SFRY, in 1963) was proclaimed.  
 
BiH's first free parliamentary elections, held in November 1990, were won by ethnically based 
parties. Most Muslims voted for the Party of Democratic Action (SDA), the Serbs for the Serb 
Democratic Party (SDS) and the Croats for the Croatian Democratic Union of BiH (HDZ BiH); the 
three parties formed an uneasy coalition.  
 
In June 1991, Croatia and Slovenia declared independence, leading to wars in both republics. In 
BiH, the SDA had declared itself in favour of transforming the Yugoslav federation into a 
confederation in February 1991, while the Serbs insisted on staying within the SFRY. A  
referendum on independence for BiH was held on 1 March 1992. The overwhelming majority of 
Muslims and Bosnian Croats voted for independence, whereas the overwhelming majority of 
Bosnian Serbs voted against.  
 
War broke out in April 1992. The fighting lasted from 1992 to 1995. Beginning as external 
aggression in which armies from Croatia and Serbia tried to annex parts of BiH, it evolved into a 
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civil war as the country's three ethnic groups fought to create ethnically homogenous territories. For 
Bosnian Serbs and Bosnian Croats this was intended to be a first phase towards secession from BiH. 
Widespread atrocities were committed during the conflict. Far more civilians than soldiers were 
killed, as much of the military activity was directed against them. About 1 million people fled the 
country, mostly to Western Europe.  
 
The Bosnian Croats and Muslims had been nominal allies against Serb aggression until May 1993 
when the Bosnian Croats proclaimed a para-state, the Croatian Republic of Herceg-Bosna, 
unleashing a bitter conflict between the former allies. In March 1994, however, under US pressure, 
fighting between Croats and Muslims came to an end when they agreed in Washington to establish 
a federation on the territory that they controlled. They then joined forces against the Serbs, who lost 
ground to Bosnian Croat offensives in August and September 1995. By October 1995 all sides had 
an incentive to secure their gains in a "general framework agreement for peace", which was 
negotiated in Dayton, Ohio, in November 1995, and signed in Paris in December. The country was 
renamed as BiH and recognised as a single state within its existing borders, and was reorganised as 
two entities: Republika Srpska (49% of the territory) and the Federation of Bosnia and Herzegovina 
(51%).  The agreement included a new constitution and laid down conditions for international 
involvement in the country. 
 
A NATO-led International Implementation Force (IFOR, later renamed Stabilisation Force-SFOR) 
was assembled to monitor the cease-fire and withdrawal behind agreed lines of demarcation. In 
order to help build new institutions, the Office of the High Representative was set up, nominated by 
the international community, to monitor implementation of the peace settlement and report on 
progress.  
 
 
Important recent events  
 
September 1996: Nationalist parties win the first post-war election.  
 
December 1997: The Peace Implementation Council (PIC), composed of the national and 
international signatories of the Dayton/Paris agreement, strengthens the powers of the High 
Representative, allowing him to impose measures deemed necessary for the implementation of the 
peace agreement.  
 
September 1998: Nationalist parties retain power at the election, albeit with a smaller share of the 
vote. 
  
March 2000: The High Representative, Wolfgang Petritsch, proclaims the strategic north-eastern 
town of Brcko (control of the town had been left to be decided later at Dayton/Paris) a neutral 
district under central BiH jurisdiction.  
 
July 2000: The BiH Constitutional Court passes the verdict that Croats, Muslims and Serbs are 
constitutive peoples across BiH.  
 
November 2000: Non-nationalist parties win the elections for the state and Federation.  
 
March 2001: Bosnian Croat nationalists declare temporary self-rule after losing power as a result of 
the November 2000 election.  
 
April 2002: The two entities reach agreement on the Constitutional Court's ruling of July 2000.  
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2.2 Political structure  
 
Bosnia and Herzegovina (BiH) combines two entities: Republika Srpska (RS), which is 
predominantly inhabited by ethnic Serbs, and the Federation of BiH (FBiH), where the majority of 
the population are ethnic Croats and Muslims. The district around the town of Brcko belongs to 
neither entity and is self-governed under the sovereignty of the central state government. The 
central state has comparatively few powers and is responsible for foreign affairs, foreign trade, 
monetary policy and a few other areas. In recent years, ministries of justice, security and defence 
have been created and in 2003 the state presidency assumed central command of the armed forces.  
 
The Dayton agreement established the Office of the High Representative (a foreign diplomat). 
Since December 1997 he has the power to impose decisions in cases of disagreement and to dismiss 
obstructive officials.  
 
Under the constitution of BiH, the supreme legislative authority is vested in the bicameral 
parliament of BiH, which comprises two chambers: the 42-seat House of Representatives and the 
15-seat House of Peoples. Two-thirds of the members of each house are elected from the 
Federation, and one third from Republika Srpska. Deputies in the House of Representatives are 
elected by popular vote; members of the House of Peoples are nominated by the two entities' 
parliaments. A valid majority requires the support of at least one third of the members representing 
each entity. 
 
The head of state is a three-member joint presidency, which is elected by popular vote and consists 
of representatives of Bosnia's three main ethnic groupings. The members take it in turn to chair the 
presidency. The Council of Ministers comprises ten ministers, one of whom is appointed chairman 
(Prime Minister) for a four-year-term. 
 
The Federation has its own constitution, presidency, bicameral parliament (House of 
Representatives and House of Peoples) and government; the Federation president is nominated by 
parliament. The Federation is further divided into ten cantons, which also have their own 
governments and parliaments. 
 
The RS has a unicameral National Assembly and a directly elected president. The RS also has a 
Council of Peoples, comprising representatives from all three constituent peoples of RS, which has 
an overseeing role within the legislative process. 
 
The Constitutional Court of BiH is the highest judicial authority. The State Court, with three 
judicial divisions (Criminal, Administrative and Appellate) and covering issues of State-level 
competence, began work in January 2003. Both entities have Supreme Courts.  
 
 
2.3 Recent political developments 
 
2.3.1 The October 2002 elections 
 
On 5 October 2002 voters went to the polls to elect for a four-year term not only the State 
presidency, but also the BiH House of Representatives, the FBiH House of Representatives, the RS 
National Assembly, the RS presidency and vice-presidency, the ten Federation Cantonal 
Assemblies and the municipal council of Zepce. For the first time, the elections were organised  by 
BiH itself. They were efficiently conducted and were virtually free of violence. However, voter turn 
out was extremely low (55 %).  
 
The three nationalist parties that dominated the political scene in Bosnia between 1990 and 2000 - 
the Serb Democratic Party (SDS), the Party of Democratic Action (SDA) and the Croatian 
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Democratic Union of BiH (HDZ BiH) - polled the most votes among their respective ethnic groups. 
The SDA performed best, managing to regain a large portion of the votes it lost to the outgoing 
Alliance for Change in the 2000 elections. It emerged as the single largest party in both the state 
parliament and the Federation lower house of parliament. The SDS and the HDZ BiH remained 
strong, although in absolute terms neither was able to improve on their number of seats in the 
Republika Srpska (RS) and Federation parliaments, respectively, compared with the 2000 election 
results. The moderate parties lost a great deal of votes overall, with the biggest fall recorded in the 
number of votes won by the Social Democratic Party (SDP), the largest party in the moderate 
Alliance for Change, which led the outgoing government.   
 
 

Source:  Economist Intelligence Unit, Country Report Bosnia-Herzegovina, January 2003 
 
 
2.3.2 New governments at state and entity level 
 
Following the elections, the moderate Alliance for Change coalition gave way to coalitions based 
on the SDA, HDZ and SDS, because of the support of two small moderate parties. The Party for 
BiH (SZBiH) from the Federation and the Party of Democratic Progress (PDP) provide the 
nationalists with majorities at almost all levels. The leaders of the new ruling parties fought each 
other bitterly during 1992-95 and their differences are still very great.  
 
SDS, SDA and HDZ took the three BiH presidential seats. The parliament of Bosnia-Herzegovina 
approved the country's Council of Ministers in January 2003. The government is dominated by the 
three nationalist parties - the Party of Democratic Action (SDA), the Croatian Democratic Union of 
BiH (HDZ BiH) and the Serb Democratic Party (SDS). The two moderate parties - the Party of 
Democratic Progress (PDP) from Republika Srpska (RS) and the Party for BiH (SzBiH) from the 
Federation gave the nationalist-led government their informal support in return for several 
ministerial posts. Adnan Terzic, the chairman of the Council of Ministers - the equivalent in BiH of 
the post of Prime Minister - comes from the Muslim nationalist party, the SDA.  
 
The Muslim Croat Federation government was approved by parliament in February 2003. It is 
dominated by the SDA and the HDZ BiH, which hold six and five ministries, respectively. The 
cabinet also includes 5 ministers from the moderate SzBih. Ahmet Hadzipasic from the SDA was 
elected Federation Prime Minister. For the first time the Federation government also includes three 
ministers from the ranks of the Bosnian Serbs, in line with the constitutional amendments adopted 
in 2002. These amendments require that governments at all levels must have representation from all 
ethnic groups.  
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In Republika Srpska a government was formed between the SDS, the PDP and the SDA. Dragan 
Mikerevic from the PDP was elected Prime Minister.  
 
 
2.3.3 Progress on the reform agenda 
 
BiH faces a heavy reform agenda. Since 2003 there has been progress on reform in a number of 
areas, such as public administration reform, the introduction of a new Criminal Code and Criminal 
Procedure Code, starting the functioning of the State Court, etc. Key reforms in the areas of defence 
and tax administration were passed at the end of 2003. In December 2003, the Council of Ministers 
agreed on a new state-level defence law, that envisages a single defence system for BiH, defines 
and establishes a unified civilian chain of command and responsibilities, and establishes a state-
level Ministry of Defence. The law brings BiH's armed forces, which existed in three separate 
ethnically distinct organisations, under a single command structure, headed by the state's tripartite 
presidency. Also in December 2003, BiH's parliament adopted a Law on Indirect Taxation, unifying 
the entities customs and tax administrations (see also chapter 3.2). 
 
However, despite welcome progress, the Commission in its Stabilisation and Association Report 
2004 expresses concern because a clear reform dynamic has not been clearly confirmed and because 
BiH's "ownership" of reform remains limited, while international initiative, input and pressure was 
key to most advances. 
 
 
2.3.4 Respect for the rule of law and corruption 
 
The war of 1992-1995 led to a complete breakdown of law and order in the country, a legacy that 
has yet to be fully overcome. The international community has therefore made the establishment of 
the rule of law a major priority. Corruption is also a major problem and, according to the 
Commission, "has both seriously affected BiH's economic performance and brought its politics into 
disrepute."1 In the Corruption Perception Index (CPI) 2003, published by the anti-corruption NGO 
Transparency International, Bosnia and Herzegovina ranks 70 out of 133 surveyed countries with 
3.3 points out of 10, suggesting high levels of perceived corruption.2  
 
In the past years a number of steps has been taken to improve the performance of the police and the 
judicial system. Recent progress includes the establishment of a state-level security and intelligence 
agency in June 2004, which assumes the responsibilities of the two entity agencies; and the 
appointment of a high Judicial and Prosecution Council, which is responsible for selecting and 
training judges across BiH. 
 
 
2.3.5 Recent events in the entities 
 
Intra-coalition relations in the Federation have been difficult and reached a crisis in the first quarter 
of this year. In February 2004, the SDA launched an official initiative to reshuffle the Federation 
government. But the proposal was rejected by the other two coalition partners, the moderate SZBiH 
and the nationalist Croatian Union of BiH (HDZBiH). Only weeks later, in early March, the 
president of the Federation Niko Lozancic (member of HDZBiH) requested the removal of the 
entity's prime minister, Mr Hadzipasic. This attempt also failed, as both the SDA and the SzBiH 
refused to support this motion. Furthermore, in March, the HDZBiH announced that it would sever 
all relations with the SDA and consider itself an opposition party. However, the crisis was 

                                                           
1 European Commission, Report on the preparedness of Bosnia and Herzegovina to negotiate a Stabilisation and 
Association Agreement with the European Union, 18.11.2003, COM(2003) 692 final 
2 For full details see the Transparency International website: http://www.transparency.org/cpi/index.html 
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overcome that same month, as the coalition parties reached an agreement and decided to continue 
cooperating. 
 
Regarding Republika Srpska, High Representative Paddy Ashdown decided on 30 June 2004 to 
remove 59 Bosnian Serb leaders from party and state posts, including Interior Minister Zoran Djeric 
and the President of Parliament Dragan Kalinic. This decision came immediately after NATO's 
Istanbul Summit had denied Bosnia-Herzegovina membership in its partnership of Peace 
programme on the grounds of insufficient co-operation of the country, and in particular of 
obstructionist elements in RS, with the International Criminal Tribunal for the Former Yugoslavia 
(ICTY). Ashdown also froze the bank accounts of 60 regional branches of the SDS. Furthermore, 
the OHR published the financial review of the Serb Democratic Party by the Special Auditor on 1 
July 2004. According to the High Representative, the review "reveals a catalogue of abuse, 
corruption and tax evasion at all levels of the SDS. There is a complete, even criminal absence of 
proper control designed to ensure the observance of the law and to prevent the passage of funds to 
and from criminal and war criminal networks, ..". 
 
 
2.3.6 International Presence 
 
In May 2002, Lord Ashdown took over as a "double hatted" High Representative and EU Special 
Representative. He has prioritised justice, rule of law and economic reform and stressed the need 
for a properly functioning State administration. He has made active use of his powers, imposing 
numerous decisions and laws.  
 
The EU took over from the UN International Police Task Force at the beginning of January 2003. 
The EU policing mission (EUPM) has a three-year mandate and comprises over 500 officers and 50 
advisors from 33 countries. This is the first EU civilian crisis management operation under the 
European Security and Defence Policy (ESDP). 
 
SFOR, the NATO contingent in Bosnia-Herzegovina, has gradually downsized its troops from 
65.000 to around 7.000. Following NATO's decision to conclude the SFOR operation, the EU will 
take over from NATO and assume responsibility for peace-keeping in Bosnia-Herzegovina at the 
end of 2004.1 The new EU mission ('ALTHEA') will operate on the basis of the 'Berlin Plus' 
arrangements between NATO and EU, allowing the EU to use NATO structures for European 
military operations. The mission will be open to participation of third countries. The EU's Political 
and Security Committee will exercise the political control and strategic direction of the operation, 
under the responsibility of the Council. 
 
 
2.3.7 External relations 
 
European Integration is a main foreign policy priority. In April 2002, Bosnia-Herzegovina became 
the 44th member of the Council of Europe. Upon accession, BiH undertook to meet over 90 post-
accession commitments. BiH also aspires to join NATO's Partnership for Peace. However, NATO 
has not yet offered Bosnia-Herzegovina the chance to join its partnership for Peace.  NATO's 
Istanbul Summit in June 2004 gave as main reason for this the concern, that the country (and in 
particular obstructionist elements from Republica Srpska) was not fulfilling the obligation to co-
operate with the International Criminal Tribunal for the former Yugoslavia (ICTY). BiH has started 
the World Trade Organisation (WTO) accession process and plans to join in 2004. 
 

                                                           
1 Council Joint Action 2004/570/CFSP of 12 July 2004 on the European Union military operation in Bosnia and 
Herzegovina, OJ L 252, 28.7.2004, p. 10 
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In June 2003, an agreement granting US citizens in Bosnia immunity from prosecution by the 
International Criminal Court (ICC) in the Hague came into force, following ratification by BiH's 
parliament. EU ministers criticised the agreement, which does not comply with EU guidelines. 
 
The government is under heavy pressure to co-operate with the International Criminal Tribunal for 
the Former Yugoslavia (ICTY). Several war-crime suspects, in particular Ratko Mladic and 
Radovan Karadzic, still need to be captured and extradited. The countries co-operation record has 
been rather mixed, the ICTY being more satisfied with the level of co-operation of FBiH than of 
RS. Recently, in particular the RS has come under strong international criticism for its lack of 
cooperation with the Hague: since the end of the war in 1995, Republika Srpska authorities have not 
arrested a single suspected war criminal.  
 
Relations within the region are also high on the agenda in Bosnia-Herzegovina. BiH continued to 
work within the Stability Pact for South-East Europe. An agreement between the five successor 
states of the former Yugoslavia (Slovenia, Croatia, FRY, Macedonia and Bosnia-Herzegovina), 
dividing assets, real estate, finances, archives and some other rights between them, was signed in 
Vienna on 29 June 2001. In the same month, Bulgaria, Albania, Bosnia and Herzegovina, Croatia, 
FYROM, Romania and Yugoslavia signed a Memorandum of Understanding for liberalising trade 
in the region, which provides for the establishment of a network of Trade Agreements aimed at 
liberalising at least 90% of trade among the parties within a transitional period of six years. The 
Republic of Moldova associated itself with the Memorandum of Understanding. Bosnia has 
concluded agreements with all these countries. All agreements are officially applied, but during 
2004 BiH unilaterally temporarily postponed some of the commitments in the FTA's with Croatia 
and Serbia and Montenegro. 
 
Relations with Croatia as well as with Serbia and Montenegro have improved. A summit in July 
2002 between the heads of state of BiH, Croatia and Serbia and Montenegro was an important step 
and concluded with a joint declaration agreeing to implement the Dayton agreement, maintain the 
inalterability of borders, promote refugee return and co-operate on European integration. In 
November 2003, the Serbian and Montenegrin president publicly apologised to BiH citizens for 
wrongs committed during the 1992-1995 war. This was followed by agreements on scientific and 
technical co-operation and border-crossing facilitation. Visa requirements with Croatia and with 
Serbia and Montenegro were eliminated from January 2004. 
 
 
3. ECONOMIC SITUATION 
 
3.1. Key indicators 
 
Over the past year, BiH has maintained macro-economic stability, low inflation, and made 
significant progress in fiscal consolidation. However, it is difficult to analyse the economic situation 
due to a continuing lack of reliable statistical data.  
 
After the war, BiH had high GDP growth rates (on average above 30 % between 1996 and 1999), 
primarily due to large inflows of international assistance. This provided the basis for a rapid short-
term regeneration of economic activity. Since 2000, GDP growth has slowed down to rates around 
5 % until 2002 and further to an estimated 3.5 % in 2003.1 GDP is estimated to grow at an average 
of 5 % in 2004 and 2005.2 However, GDP is still only 60 % of its pre-war level. According to the 
Commission: "BiH is not yet firmly on the path of self-sustaining growth. ...productive capacity and 

                                                           
1 Economist Intelligence Unit, Country Report Bosnia-Herzegovina, July 2004 
2 Economist Intelligence Unit, Country Report Bosnia-Herzegovina, July 2004 
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thus exports remain weak; FDI, though improving, is insufficient to compensate for large current 
account imbalances."1 
 
BiH has a currency board arrangement linking the marka to the Euro, which has been successful in 
achieving low inflation rates. Average retail price inflation stood at 0.6 % in 2002 and 0.9 % in 
2003.2 Within BiH, inflation is higher in RS (1.8 % in 2003) than in the Federation (0.1 % in 2003), 
owing to RS's stronger links to Serbia and Montenegro.  
 
Unemployment is high, about 40 %. Nevertheless, official unemployment statistics remain 
misleading given the large but undisclosed number of workers in the grey economy.  
 
BiH has made significant progress in fiscal consolidation in the past  years. In 2002, the 
consolidated budget deficit amounted to 2.2 % of GDP after grants and in 2003 a slight surplus of 
0.4 % was recorded.3  The government has committed itself to maintain a tight fiscal stance in 2004. 
 
BiH is a very open economy, with the ratio of exports and imports of goods and services to GDP at 
85 % in 2002. However, this is due rather to high imports than to substantial BiH exports. The EU 
is the main trading partner accounting for around 40 % of BiH's external trade. Since the war, BiH 
has had high trade deficits, averaging around 50 % of GDP between 1996 and 1999 and about 34 % 
of GDP between 2000 and 2002. While high deficits were justified during the reconstruction years 
by the imports linked to reconstruction aid, continuing large imbalances may indicate a structural 
problem, such as an insufficient export and productive capacity. Current account deficits have also 
been high, on average above 25 % of GDP in 1996-1999, and 16 % of GDP in 2000-2002.4 The 
current account deficit for 2003 is estimated at 17.4 % of GDP and for 2004 it is projected at 15.8 % 
of GDP.5   
 
 
3.2 Economic policy 
 
A currency board was set up in 1997 and has delivered a strong and stable currency and low 
inflation. The Dayton constitution required that the currency board arrangement remained until at 
least mid-2003, after which changes are subject to the approval of the State Parliament. The 
currency board continues to operate as the country's monetary policy framework. 
 
BiH concluded an agreement with the IMF in August 2002 (which was completed in February 
2004) and followed economic policy in line with this arrangement. Prudent fiscal policy, 
maintenance of the currency board, further structural reform and strengthening the business 
environment were cornerstones of the programme. 
 
However, BiH still faces a heavy reform agenda. The country continues to lack a single economic 
space, which is considered an obstacle to further economic recovery. The international community 
has been particularly pressing for tax (the introduction of a state-level value-added tax (VAT) to 
replace the entity-administered sales tax) and for customs reform. In December 2003, the 
parliament of BiH finally adopted the law on indirect taxation, by which a unified state-level 
Indirect Taxation Authority (ITA) replaced the entities customs administrations. The law explicitly 
guarantees both entities the receipt of their full share of customs revenue, while centralising the 
collection of customs duties and administration of the process. The next step regarding tax reform is 
expected to be the implementation of a state-wide value added tax. In March 2003, the Indirect 
                                                           
1 Stabilisation and Association Report 2004,  Bosnia-Herzegovina, COM(2004) 205 
2 Economist Intelligence Unit, Country Report Bosnia-Herzegovina, July 2004 
3 IMF estimates 
4 European Commission, Feasibility Study assessing the readiness of Bosnia-Herzegovina, 18.11.2003, COM(2003) 692 
final 
5 IMF data 
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Taxation Authority drafted a proposed law on VAT, which envisages the implementation of state-
level VAT collection by 2006. 
 
Although strategic privatisation figures high on Bosnia-Herzegovina's Reform Agenda, it has made 
only slow progress. Most progress has been made with the sale of small-scale enterprises. As of 
September 2003, 76 % had been sold in the Federation and 49 % in RS. The privatisation of large-
scale strategic enterprises has been more problematic and stalled in 2003. Therefore the private 
sector's contribution to the economy is still low, with only an estimated 45 % of GDP coming from 
the private sector (2002 data). However, recently there have been encouraging signs with several 
deals involving foreign investors concluded or under consideration in both entities. One major 
success was the sale of a 51 % stake in BiH Steel's Zenica metallurgical plant to the Anglo-Dutch 
steel producer LNM Group in June 2004. The RS has announced that it was considering the sale of 
at least 30 strategic companies in the next year, as well as preparing a number of smaller enterprises 
for sale.  
 
 
3.3 International Financial Institutions 
 
The International Monetary Fund (IMF) approved a Stand-by-Arrangement worth about US $ 91 
million in August 2002. The arrangement initially covered the period August 2002-November 2003, 
but was extended until the end of February 2004. The programme primarily aimed at strengthening 
activity and the external account balance in the near and medium terms. The IMF completed its 
final review of the arrangement in February 2004. Herein it pointed out that Bosnia and 
Herzegovina had continued to make significant progress in economic reform in 2003 by sustaining 
economic growth and bringing inflation down to industrial country levels. The IMF also found a 
strengthening of the external current account and that an impressive structural reform agenda was 
underway. However, it also noted that core tasks remained to be carried out as regards corporate 
restructuring and the privatisation of state enterprises.1 Negotiations on a new, 15-month, $ 50 
million standby loan are ongoing. 
 
Since 1996, the World Bank has financed 47 projects for a total commitment of US $ 974.2 million. 
Since 2000, its objectives are to strengthen institutions and governance, foster private sector led 
growth and employment and build social sustainability. 
 
The European Bank for Reconstruction and Development (EBRD) had a net cumulative business 
volume in Bosnia-Herzegovina of  € 258.7 million at the end of 2003. The bank focuses its 
activities on large-scale privatisation, reinforcement of the financial sector and creation of statewide 
operational or regulatory institutions in infrastructure. 
 
 
4. RELATIONS WITH THE EUROPEAN UNION 
 
4.1 The Stabilisation and Association Process (SAP) 
 
In 1999, the EU initiated the Stabilisation and Association Process (SAP) for the countries of the 
Western Balkans (Albania, Bosnia-Herzegovina, Croatia, Federal Republic of Yugoslavia, Republic 
of Macedonia) as its main contribution to the Stability Pact. It establishes a strategic framework for 
their relations with the EU, combining new contractual relationships (Stabilisation and Association 
Agreements) and an assistance programme (CARDS). It is not simply a bilateral process between 
each country and the EU, but places considerable emphasis on regional co-operation.  The European 
Councils in Feira and Nice (June and December 2000) explicitly recognised the vocation of the 
countries included in the SAP as potential candidates for EU-membership and spoke of a clear 
                                                           
1 IMF Press Release no. 04/36, 25 February 2004 



FdR 542673         12     PE 349.227 

prospect of accession once the relevant conditions had been met. The European Council in 
Copenhagen in December 2002 reaffirmed the European perspective of the countries of the Western 
Balkans and underlined its determination to support their efforts to move closer to the EU. The SAP 
is already a strategy for accession, adjusted to the level of development of the countries concerned. 
 
The Thessaloniki Summit on 20/21 June 2003 gave a new impetus to the Stabilisation and 
Association Process, endorsing the Thessaloniki Agenda for the Western Balkans. This agenda 
develops the Stabilisation and Association Process further by introducing the following elements, 
inspired by the pre-accession process: 
 
• Enhanced political dialogue and co-operation in the area of Common Foreign and Security 

Policy (including the EU-Western Balkans Forum, which will bring together periodically the 
heads of state or government of the SAP countries and their EU counterparts); 

• The possible establishment of joint 'Stabilisation and Association Parliamentary Committees' 
with all SAP countries, even before the entry into force of the respective SAA; 

• European Partnerships, inspired by the Accession Partnerships for candidate countries, to be 
drawn up for all SAP countries; 

• Enhanced support for Institution Building, in particular extension of the twinning instrument to 
all SAP countries; 

• Opening of community programmes to SAP countries along the lines established for the 
participation of candidate countries; 

• Enhanced Community financial support. 
 
Bosnia and Herzegovina has participated in the SAP since its introduction in 1999. The country 
already benefits from preferential EU trade concessions and CARDS assistance, but has not yet 
reached the stage of negotiating a Stabilisation and Association Agreement. In order to identify the 
most important issues for BiH under the SAP, the Commission had developed a Road Map of 18 
basic steps in March 2002. According to the Commission, this Road Map was 'substantially 
completed' by September 2002. As a next step, the Commission carried out a Feasibility Study that 
reviewed BiH's readiness to open negotiations on a Stabilisation and Association Agreement. The 
Study was published on 18 November 2003 and concluded that the Commission hoped to be in a 
position to recommend to the Council the opening of negotiations in 2004. Such a recommendation 
would, however, be conditional on significant progress in addressing 16 priority reform areas that 
were identified in the study. 
 
The Commission produces annual reports on the Stabilisation and Association Process for South 
East Europe, accompanied by reports on each individual country. The third annual report was 
issued on 30 March 2004. Herein the Commission finds that progress has been made by the 
countries of the Western Balkans in the SAA, but also notes that many challenges remain for them 
to complete their transition to fully functioning democracies and market economies and to be able 
to sustain a closer relationship with the EU. The report on Bosnia and Herzegovina concentrates on 
an update of progress on the 16 priorities for action identified in the Commission’s Feasibility 
Study for opening SAA negotiations. Alongside the annual report the Commission proposed a 
European Integration Partnership for each country. It identifies priorities for action, adapted to each 
countries specific needs and provides guidance for financial assistance. Every country will be 
expected to adopt a plan including a timetable and details in terms of how it intends to address the 
European Partnership priorities. 
 
 
4.2 Financial Assistance 
 
Between 2000 and 2001 Bosnia and Herzegovina benefited from around € 391 million in EC 
assistance. Since 2001, the main financial instrument for EU assistance to Bosnia and Herzegovina 
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is the CARDS-Programme, which is designed to support the Stabilisation and Association process 
in the countries of South-East Europe.1 
 
In accordance with the CARDS regulation, a Country Strategy Paper defining the priorities for 
financial support until 2006 has been drawn up by the Commission, together with a more detailed 
Multi-annual Indicative Programme covering the period 2002-2004. A financial allocation of  € 
192.9 million is foreseen for these three years. The country strategy identifies five areas for support: 
 
1. Democratic Stabilisation, comprising programmes for the return of refugees and internally 

displaced persons, and media reform;  
 
2. Administrative Capacity Building, comprising programmes for customs and taxation reform and 

the development of State institutions;  
 
3. Economic and Social Development, comprising programmes for economic reform, social 

cohesion and development;  
 
4. Environment and Natural Resources;  
 
5. Justice and Home Affairs, comprising programmes for the administration of justice, policing, 

asylum and migration. 
 
In 2003, € 71.9 million were allocated to BiH under CARDS, covering all 5 priority areas. The 
Commission adopted the 2004 annual programme in April 2004. € 65 million will be allocated, 
covering Justice and Home Affairs  (€ 23.5 million), democratic stabilisation (€ 4.5 million), 
administrative capacity building (€ 21.5 million) and economic and social development (€ 14.1 
million). 
  
BiH also continues to receive macro-financial assistance, which is conditional on progress in 
economic and structural reforms.  
 
Furthermore, in 2003 the EC provided € 12.2 million to support the Office of the High 
Representative, covering more than half of its operating budget. € 20 million were assigned from 
the CFSP budget to support the European Union Police Mission. 
 
 
4.3 The European Parliament 
 
The European Parliament has supported EU aid to BiH via a number of resolutions and its 
budgetary responsibilities. On 4 May 2000, the EP approved2, with amendments, the financing of 
peacekeeping operations in BiH (and Kosovo) under the EU's Common Foreign and Security 
Policy. On 5 December 2000, the EP approved a new legal framework for assistance to the 
countries of the Former Yugoslavia and Albania (CARDS Programme). On 16 January 2001, the 
EP adopted a resolution concerning the Court of Auditors Special Report No 2/2000, on the 
management of EU aid to Bosnia-Herzegovina. The resolution calls for lessons to be learned, 
particularly as regards support to new local or international organisations and co-financing with 
other international institutions, such as the UN and OSCE. On 10 December 2001, the European 
Parliament adopted a resolution approving macro-financial assistance to Bosnia and Herzegovina. 

                                                           
1 Council Regulation (EC) No. 2666/2000, adopted on 5 December 2000; OJ L 306 of 7.12.2000, p.1 
2 the full text of EP resolutions is available by date on the website: 
http://www3.europarl.ep.ec/omk/omnsapir.so/calendar?APP=PV2&LANGUE=EN 
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Further macro-financial assistance was approved by the EP (with few amendments) on 10 October 
2002. 
 
A resolution on the situation in Bosnia-Herzegovina and notably in Banja Luca was adopted on 15 
March 2001. Herein the EP condemned the violent attacks by Serb nationalists against the 
rebuilding of mosques in Banja Luca and Trebinje, which it considered a major setback for multi-
ethnic co-habitation. It also insisted on the acceleration of the return of Bosniac and Croat refugees 
to Republika Srpska as well as on the facilitation of the return of Serb refugees to Croatia. 
 
In November 2002 and November 2003, the European Parliament adopted resolutions about the 
Stabilisation and Association Process for South East Europe1, wherein it gave a series of important 
recommendations for the whole region and each particular country. It recommended to the Council 
and the Commission to refrain from moving to a further stage of the SAP and/or consider the 
possibility of partly or totally suspending financial assistance to any of the five countries if they do 
not comply with certain conditions. Full and effective co-operation with the ICTY and no 
conclusion of bilateral agreements with the USA jeopardising the full effectiveness of the 
International Criminal Court (ICC), an effective implementation of a policy in favour of the return 
of refugees and the effective implementation of an active policy against organised crime, corruption 
and trafficking in human beings, drugs and arms are the three conditions, Parliament wants to see 
fulfilled.  
 
As regards Bosnia-Herzegovina, in November 2002 the EP urged the authorities to do their utmost 
to create a real single market throughout the country. It recommended that the authorities continue 
to promote political stability and encouraged political parties to refrain from polarising rhetoric and 
to aim at bridging ethnic divides. The resolution also invited the Council and the High 
Representative to find an agreement on a code of conduct, clarifying the legal consequences of any 
member of the European Union Police Mission breaking the law. In November 2003, Parliament 
pointed out that some political forces in Bosnia-Herzegovina, although openly supporting European 
integration, obstruct the indispensable reforms needed for a functioning state. It also urged all 
political and social actors to begin an evaluation of the existing institutions in order to make them 
viable and effective, and, if necessary, going beyond Dayton, to create mechanisms that strengthen 
state-building. Furthermore, the EP urged the authorities in Republika Srpska to make strong efforts 
to ensure the return of refugees and called on the authorities of Bosnia-Herzegovina to do their 
utmost to bring Karadzic and Mladic before the ICTY. Parliament requested the Commission to 
conclude its feasibility study on the possibility of opening negotiations on the SAA before the end 
of 2003. 
 

                                                           
1 Resolutions of 7 November 2002 and of 20 November 2003 on the Stabilisation and Association Process for South-
East Europe 
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ANNEX I 
 

POLITICAL STRUCTURE 
 

 
OFFICIAL NAMES: 
Bosnia and Herzegovina (BiH) has legal existence within the boundaries of the former Yugoslav 
republic of the same name. It comprises two entities: the Federation of Bosnia and Herzegovina 
(which is often referred to simply as the Federation), set up by the Washington Treaty of 18 March  
1994, and Republika Srpska (RS). Brcko District is under the sovereignty of BiH. 
  
FORM OF STATE: 
The central BiH government was granted limited responsibilities under the Dayton peace agreement 
signed in the US in November 1995, including the establishment of a Constitutional Court, a 
Commission for Displaced Persons, a Human Rights Commission, a central bank, public 
corporations to manage and operate transport and telecommunications, a Commission to Preserve 
National Monuments, and a system of arbitration. Foreign trade is also managed by the government 
of BiH. In recent years, ministries of justice, security and defence have been created at state level, 
and the state presidency assumed central command of the armed forces in 2003. 
  
LEGISLATURES: 
BiH has a bicameral parliament comprising the House of Representatives and the House of Peoples, 
two-thirds of whose members are elected from the Federation and one-third from the RS. A valid 
majority requires the support of at least one-third of the members representing each entity. The 
Federation and the RS also have their own parliaments. 
  
NATIONAL ELECTIONS: 
General elections took place in October 2002 selecting a new three-member state presidency, 
Republika Srpska president, and state, entity and cantonal parliaments. The next presidential and 
parliamentary elections are due in 2006. 
  
HEAD OF STATE: 
BiH has a rotating collective three-member presidency. Borislav Paravac (Serb; appointed in April 
2003), Sulejman Tihic (Muslim; elected October 2002; current chairman) and Dragan Covic (Croat; 
elected October 2002) 
  
NATIONAL GOVERNMENT: 
The Council of Ministers comprises ten ministers, one of whom is appointed chairman (prime 
minister) for a four-year term. The current government was formed after elections in October 2002. 
The entities also have their own governments. 
 
MAIN POLITICAL PARTIES: 
Social Democratic Party (SDP), Party for BiH (SzBiH), New Croatian Initiative (NHI), Party for 
Democratic Action (SDA), Croatian Democratic Union of BiH (HDZ BiH), Serb Democratic Party 
(SDS), Party of Democratic Progress (PDP), Party of Independent Social Democrats (SNSD). 
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INTERNATIONAL INVOLVEMENT: 
The Dayton agreement established the office of the High Representative (OHR), a senior foreign 
diplomat charged with monitoring the implementation of the agreement and co-ordinating the 
activities of international organisations in BiH. Since December 1997 the High Representative has 
been able to impose decisions in cases of disagreement and to dismiss obstructive officials. 
 
 
 
NATIONAL GOVERNMENT: 

Chairman Adnan Terzic (Muslim) 

Foreign affairs & deputy chairman Mladen Ivanic (Serb) 

Security & deputy chairman Barisa Colak (Croat) 

Civil affairs Safet Halilovic (Muslim) 

Foreign trade & economy Dragan Doko (Croat) 

Human rights & refugees Mirsad Kebo (Muslim) 

Treasury Ljerka Maric (Croat) 

Transport & communications Branko Dokic (Serb) 

Justice Slobodan Kovac (Serb) 

Defence Nikola Radovanovic (Serb) 

  

CENTRAL BANK GOVERNOR: Peter Nicholl 

  

HIGH REPRESENTATIVE: Paddy Ashdown 

 

FEDERATION: 

President Niko Lozancic (HDZ) 

Vice-president Sahbaz Dzihanovic (SzBiH) 

Vice-president Desnica Radivojevic (SDA) 

Prime minister Ahmet Hadzipasic (SDA) 

Deputy prime minister & minister of finance Dragan Vrankic (HDZ) 

Deputy prime minister & minister of sport & culture Gavrilo Grahovac (SzBiH) 

KEY MINISTERS: 

Agriculture, water & forestry Marinko Bozic (HDZ) 

Defence Miroslav Nikolic (HDZ) 

Education and science Zijad Pasic (SDA) 

Energy, mining & industry Izet Zigic (SzBiH) 

Environment & urban planning Ramiz Mehmedagic (SzBiH) 

Health Tomo Lucic (HDZ) 

Interior Mevludin Halilovic (SDA) 
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Justice Borjana Kristo (HDZ) 

Labour & social affairs Radovan Vignjevic (SDA) 

Trade Maid Ljubovic (SzBiH) 

Transport & communications Nedzad Brankovic (SDA) 

Veterans affairs Ibrahim Nadarevic (SDA) 

 

REPUBLIKA SRPSKA: 

President Dragan Cavic (SDS) 

Vice-president Ivan Tomljenovic (SDP) 

Prime minister Dragan Mikerevic (PDP) 

KEY MINISTERS: 

Agriculture Rodoljub Trkulja 

Defence Milovan Stankovic 

Education & culture Gojko Savanovic 

Economy, energy & development Milan Bogicevic 

Finance Branko Krsmanovic 

Economic affairs & coordination Omer Brankovic 

Health & social welfare Marin Kvaternik 

Interior Zoran Deric (sacked on 30 june 
2004) 

Justice Suad Filipovic 

Trade & tourism Boris Gaspar 
Sources:  Economist Intelligence Unit, July 2004 ; Reuters, 30 June 2004 
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ANNEX II 
Basic statistics for the Western Balkan       

Albania Bosnia 
Hercegovin

a 

Croatia F.Y.R.O. 
Macedonia 

Serbia-
Montenegr

o 

European 
Union (15) 

Area (1000 sq. km) 27 51 56 25 102 3191
Population (MIO, 2001)/02 3,40 3,83 4,44 2,04 10,66 377,7
Population/sq.km 126 75 79 82 104 118
Infant mortality (per 1000, in 1999/02): 15,7 9,1 7,7 11,9 12,4 4,5
Expectation of life at birth, 1999/2002: Females 76,4 76,7 77,8 75,3 75,2 81,6
                                                   Males 71,7 71,3 70,5 70,5 70,1 75,5

 
Gross domestic product (2001), in 1000 MIO EUR: 4,2 5,1 20,5 4,0 9,6 8.843
GNI per capita in PPS EU=100 (2001) 15,7 n.a. 34,1 19,7 n.a. 100
Real growth of  GDP, 2002 4,7 5,5 5,2 0,9 4,0 1,1
Real growth of  GDP, 2003 (provisional) 6,0 3,5 4,4 3,1 3,0 0,8
Real growth of  GDP, 2004 (forecast) 6,0 5,1 3,4 4,0 3,0 2,0
Real growth of  GDP, 2005 (forecast) 6,0 5,7 3,8 4,5 4,0 2,4
Consumer prices (%): 2003 2,3 0,1 1,5 1,2 11,3 1,8
Consumer prices (%): 2004 3,0 0,9 2,5 2,8 7,5 1,8
Consumer prices (%): 2005 3,0 1,7 3,5 3,0 6,0 1,7
Structure of economy (% of GDP) 2000: Agriculture 51,0 12,2 9,5 11,8 n.a. 2,1
                                                                 Services 22,7 61,8 57,7 55,1 n.a. 69,6

 
Net official development assistance (2000, % of GDP) 8,5 n.a. 0,3 7,0 n.a. -0,4
EU assistance (Mio EUR): 1998 55,3 297,6 24,1 25,5 
EU assistance (Mio EUR): 1999 217,1 253,2 24,5 166,8 
EU assistance (Mio EUR): Budget 2000 35,0 100,0 18,5 20,0 384,4

 
External indicators:  

Exports (fob), 2001 (MIO EUR) 353 825 5.072 1.289 1.291 985.308

Exports as % of GDP (2001): 8,3 16,1 24,7 32,1 13,5 11,1

Balance of payment (2002, MIO EUR):      
  Balance of goods and services: -1.227 -3.524 -2.286 -838 n.a. 66.559
  Current account: -431 -2.261 -1.677 -344 n.a. 47.591
  Current account (% of GDP)(2001): -5,7 -27,8 -3,9 -6,8 n.a. -0,2
  Direct investment (in reporting economy): 143 310 1.036 82 n.a. -64.190(1)
Total external debt (2001, MIO EUR): 1.224 2.484 11.989 1.588 13.103   
  Debt service as % of exports of goods and services: 2,2 19,1 27,9 12,9 2,4   

 
Labour force::    
Recorded unemployment rates: 1998 17,8 n.a. n.a. 34,5 25,1 10,2
1999 21,4  29,1
2000  26,5
2001  27,5
Agriculture (% of labour force) 70,8 n.a. n.a. 18,5 n.a. 4,5
Industry (% of labour force) 8,8 n.a. n.a. 27,4 n.a. 29,3
Services (% of labour force) 20,4 n.a. n.a. 54,1 n.a. 66,2
Activity rate (Labour force as % of pop. Age 15-64) 64,3 n.a. n.a. 61,5 n.a. 67,8
Activity rate: Male 80,5 n.a. n.a. 75,1 n.a. 77,6
Activity rate: Female 49,0 n.a. n.a. 47,7 n.a. 58,1
Female as % of labour force, 1998 41,1 38,1 43,9 41,3 42,7 42,8

 
Adult literacy rate (%), 1998 (2) 83,5 n.a. 98,4 94,6 n.a. 98,5
Environmental: Carbon Dioxide; tons/capita, 2000 0,89 3,86 4,06 4,14 4,06 8,38
2003 Transparency: Corruption Perceptions Index 2,5 3,3 3,7 2,3 2,3 4,3-9,7(3)
Internet hosts/10000 inhabitants (2002) 0,43 13,91 61,20 12,69 15,83 404,57
TV/1000 inhabitants, 1999 113 112 279 250 273 574
Human development index (2002)(4): 0,781 0,781 0,830 0,793 n.a. 0,930

Sources: EUROSTAT, IMF, OECD, UN, ITU and World Bank  
Production: JDa/DG4/European Parliament (12/08/2004)  
(1) net; (2) Croatia 2001;  (3) Greece 4,3/Finland 9,7; (4) Based on three indicators: 1) longevity, 2) educational attainment 
and 3) standard of living measured by GDP per capita in PPP (see Human Dev. Report, UNDP) 
Conversion rate: 2001: 1 EUR=0.896 USD; 2002: 1 EUR=0.946 USD; 2003: 1 EUR=1.131 USD 
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ANNEX III 

 
 
 
 
 
1991-2003 EC assistance to Bosnia and Herzegovina - Allocations in millions of € 

1991-
1994 

1995 1996 1997 1998 1999 2000 2001 2002 2003 Total 

BOSNIA AND HERZEGOVINA 
Phare, OBNOVA and CARDS 

0.21 0.65 229.77 211.16 190.50 118.36 90.30 105.23 71.90 63.00 1081.08
ECHO (humanitarian assistance) 

495.26 145.03 142.45 105.00 87.95 58.90 0.40 0.75   1035.74
Specific actions 

 70.00 65.40 39.90 15.00 30.90 3.96    225.16 
Democracy & Human Rights 

 0.70 4.80 4.80 1.80 0.80 0.60 0.80 2.30 2.00 18.60 
Balance of payments support (1) 

     25.00 10.00 25.00  15.00 75.00 
Total EC assistance 
495.47 216.38 442.42 360.86 295.25 233.96 105.26 131.78 74.20 80.00 2435.58

(1) Figures refer to disbursement and include grants and loans  
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