How the Authorities Will Settle their Obligations towards Citizens

The BiH authorities have agreed a plan to settle the question of money owed by the governments to citizens.

Under this plan, the governments of BiH will take realistic steps to resolve domestic claims against them.

International claims – money owed to foreign governments and foreign banks -- have already been substantially reduced in 1998 and in 2000.

People who stand to receive at least partial repayment under this plan are:

· Workers who are owed money in the form of unpaid salaries;

· Pensioners who are owed money in the form of unpaid pensions.

· Suppliers to government. 

· Those who have claims for compensation against the authorities arising from damage incurred as a result of the war;

· Citizens whose foreign deposits were frozen at the beginning of the war.

Repayments will start to be made in the second half of 2004.

Most of those who are owed money will receive a proportion in cash. The remainder will be paid in government bonds that can be redeemed for full nominal value in a few decades, or perhaps sold before then for something substantially less than full nominal value.

Message from Prime Minister Ahmet Hadzipasic

On 13 May 2004 the Federation Government adopted a package of laws that will open the way for the debt plan to be implemented. This legislation was sent to the Federation Parliament on 19 May 2004 and it is now being debated. I expect the laws to be enacted by the beginning of July. As soon as that is done, we can start making payments.

The IMF believes, and the Federation Government agrees, that there is no more time to lose in implementing this solution. The agreement between the IMF and the Federation Government requires that these implementation laws be adopted by the end of June. As long as the government’s liabilities are not capped, it will experience substantial additional difficulties in securing loans with which to upgrade the services it can offer citizens.

We are not in a position to make payment in full. That is a matter of deep regret, to me and to my ministers. Preceding governments have either made unrealistic promises or swept the whole issue under the carpet. This government has forged an agreement that delivers the maximum possible. We have drawn up a plan that is fair and practical. It is the best plan that was possible under the circumstances and the government will do everything in its power to carry it out. 

Q&A

Why won’t I get all my money back under this plan?

Because the authorities don’t have the money to pay you. If they paid everyone in full the governments would go bankrupt.

The total money owed by the Federation after all conceivable legitimate reductions are taken is estimated at KM 3 billion.

The total budget for the Federation  in 2004 is approximately  KM 1.25 billion.

If the full KM 3 billion were paid, there would be no money for Government salaries and other benefit payments or money for infrastructure such as schools, hospitals, roads, armed forces, or anything else for the next two and a half years.
Why is the money not being paid in full and immediately? Because we would all suffer if it were Therefore a plan for paying these debts over time is necessary and the implementation laws provide the very best plan to accomplish this pay-out while allowing Government to operate and the economy to produce jobs and income.

Why are some people getting more generous payments than others?   

The criterion for making payments has been transparent and straightforward.

The smallest group of claimants is also the most vulnerable: workers and pensioners for whom unpaid salaries and pensions represent the difference between solvency and insolvency.

Claims against the authorities for wartime damage are enormous. They also vary significantly between the Entities and Brcko. Therefore the governments have sought to achieve a balance, between payments that will not threaten the financial integrity of the governments (if they go bankrupt because of payments, everyone will suffer) and payments that are as reasonably proportionate as possible to the original claims.

Foreign currency deposits were frozen by the last pre-war government of Former Yugoslavia under circumstances that did not serve the interests of individuals with substantial holdings in US dollars and other currencies. Under the plan, these holdings, which now exist only on paper and are not backed by any reserves in any bank, will be repaid with a small premium and a substantial bond issue. This will enable those who held savings in foreign currencies in 1991 to recover a small amount of their capital immediately and a substantially larger amount over the long term.

Why haven’t the BiH authorities struck a tougher bargain with foreign banks and got more of our money back?

This agreement is not between the governments and foreign banks. It’s an agreement between the governments and their domestic creditors.

Funds deposited in the banks operating in BiH in 1992, which then became foreign banks, such as Ljubljanska banka, are subject to separate negotiations.

Why is this agreement being pushed now, when the governments don’t have the money to pay?

Because the problem of unresolved payments is hanging over BiH like a sword of Damocles. As long as there is no agreement and the governments face unquantifiable liabilities

· international agencies and foreign governments will be reluctant to lend money to the BiH authorities (because that money could be diverted to repayments of domestic claims to small group of individuals  rather than to projects for which it was originally intended and which should benefit the entire country;

· foreign investors will be reluctant to invest in BiH (because governments would have to raise taxes suddenly to pay off their debts).

This issue has to be resolved quickly so that governments and the private industry can attract international funds to restart the BiH economy and create jobs.

In addition, the most vulnerable category of creditors – particularly  pensioners and invalids– cannot be made to wait indefinitely. Under this plan, they will at last receive financial compensation.

Not settling the large stock of outstanding claims  could hurt BiH in the following ways:

· Large amount of unsettled claims   discourages domestic and foreign investment and therefore reduces employment and economic growth-- paying these claims in full and over a short time would require all taxes to be raised now and in the future, damaging investors’ projects and all citizens whose income after tax would be reduced .

· Rapid repayment of the domestic claims could require the government to cut expenditures that support social programs for workers or needed infrastructure which would make the life of BiH citizens more difficult and  investment projects less attractive.

· Not addresing the large amount of outstanding claims undermines  payment discipline, and the credibility of the government in front of investors and suppliers..

· A government that doesn’t pay its debts could encourage tax-payers not to pay their taxes, leading to a fiscal crisis. 

For more more information contact:

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

Nikolina Silak, Assistant to the F BiH Minister for the Economy, tel: 033 253 430
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