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Bosnia and Herzegovina1 
Key challenges
Constitutional reform to make the state more  
efficient and effective is the main challenge facing  
the country and is essential for ensuring long-term 
economic viability.

To invigorate the pace of privatisation, especially in 
the Federation, urgent changes are needed. These 
include faster tender procedures and enhanced efforts 
to prepare companies for sale and attract the interest 
of investors.

The volume of total government spending should be 
reduced significantly to give the private sector the 
opportunity to grow further, thus helping to ensure  
the economy’s long-term sustainability. 

Country data 
Population (in millions)	 3.8

Area (‘000 sq km)	 51.0

GDP (in billion US$, 2006) 	 11.4

GDP per capita in 2006 at current international US$ (PPP) 	 8,543

National currency 	 Convertible mark

Progress in structural reform
Liberalisation and privatisation
Bosnia and Herzegovina’s progress towards a Stabilisation and 
Association Agreement (SAA) with the European Union (EU) has 
stalled. Although agreement has been reached in principle on  
most points, the failure by the authorities to agree on several key 
reforms, notably police reform, is preventing movement towards 
initialling and signing an SAA. As of late September 2007, the new 
Central European Free Trade Agreement had not yet been ratified.

Major sales of state assets have taken place in Republika Srpska 
(RS) over the past year. In addition to the sale of Telekom Srpske, 
the RS government agreed in February 2007 to sell majority stakes 
in the Bosanski Brod and Modrica oil refineries, as well as the fuel 
retailer Petrol, to Russian company Neftegazinkor for €121 million. 
In the Federation, however, the privatisation process has proceeded 
extremely slowly for several years. Privatisation receipts in the 
Federation in 2006 were a mere €5.6 million. The government has 
opened a tender for the privatisation of 88 per cent of the country’s 
largest aluminium smelter, Aluminij Mostar, which accounted for 
15 per cent of the country’s total exports in 2006. The process is 
scheduled to be completed by the end of October 2007. In August, 
the government announced a tender for expressions of interest  
in a strategic partnership with the state-owned airline, BH Airlines.
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�

Business environment and competition
The business environment in Bosnia and Herzegovina has improved 
recently. According to a survey of 460 companies, carried out in 
April and May 2007 and sponsored by the World Bank, the burden 
of inspections has been greatly reduced in both Entities relative  
to a few years ago. However, the process of business registration 
remains lengthy by regional standards. A single business 
registration system has been in place since June 2007. The 
competition authority has become increasingly active over the  
past year. By July 2007 it had issued 33 decisions, including  
some high-profile cases in the oil and telecoms sectors.

Infrastructure
Important advances have been made in recent years in the 
commercialisation of the roads sector. Major construction 
projects, especially those associated with Corridor Vc, are in 
preparation. The contracts for the construction and maintenance 
works are fully open tendered and foreign companies can 
participate in the process. The financing of road sector 
maintenance is sound and charges for heavy vehicles have  
been introduced. In the railway sector, however, the key reforms 
envisaged when the new Railway Law was adopted in 2005, 
including the establishment of an independent railway regulatory 
body, have been delayed until 2008.

In February 2007 the RS energy company Elektroprivreda RS 
signed a major agreement with the Czech power utility, CEZ, for 
the upgrading of the existing power plant and development of a 
new coal-fired power plant in Gacko. The project will be spread 
over a number of years and is expected to cost around  
€1.5 billion.

The main development in the telecoms sector over the past year 
was the sale in early 2007 of 65 per cent of Telekom Srpske in the 
RS to Telekom Srbija in Serbia for €646 million. The price paid by 
the winning bidder was considered to be above fair market value by 
some industry analysts and substantially more than that offered by 
the second-placed bidder, raising concerns about a political motive 
behind the deal. However, Telekom Srbija has pledged substantial 
investment over the coming years to upgrade services in Telekom 
Srpske. In the Federation, there has been little discernible progress 
in restructuring or selling the two main operators, BH Telekom and 
HT Mostar, although the Federation government has hired Deloitte 
as an investment adviser for the sector.

Financial sector
The country has made strong and visible progress in developing the 
financial sector. Although there are still a relatively large number of 
banks – 32 at the end of 2006 – the sector is dominated by private, 
foreign-owned banks. Total banking assets continue to grow and 
now exceed €7.5 billion. Competition is quite intense and has led  
to a decrease in interest rates for borrowers (to about 7-8 per cent 
for corporates and 9-10 per cent for households as of April 2007), 
as well as a decline in margins for banks. However, banking 
supervision is still at the Entity level (although some banks operate 
in both Entities), despite repeated urging from the international 
community to unify the two supervisory agencies, either within the 
central bank or in a separate agency. A number of microfinance 
institutions and leasing companies are also expanding their 
activities rapidly.

1	� The territorial constitutional entities distinguished in this assessment include the State of Bosnia and 
Herzegovina (BH), the Federation of Bosnia and Herzegovina (FBH), the Republika Srpska (RS) and the  
cantons of the Federation. The FBH and the RS are referred to as the “Entities”. The District of Brčko  
enjoys a special status based on an Arbitration Award in accordance with the Dayton Peace Agreement.



Fiscal balance and current account balance
■ Fiscal balance (% of GDP)   ■ Current account balance (% of GDP) 
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Macroeconomic performance 
Real GDP growth in 2006 was around 6 per cent, according to  
the most recent estimates – the highest growth rate since 1999. 
Strong growth continued into the first half of 2007, with retail 
sales increasing rapidly. Industrial production rose sharply last 
year – especially in the RS (up 19 per cent) – and important 
investments in recent years, such as those in the steel and 
aluminium sectors, are now bearing fruit. Exports of these goods 
have benefited from high world prices and overall exports of goods 
and services rose by 25 per cent in 2006. Preliminary figures  
for the first half of 2007 show a strong recovery of industrial 
production in the Federation.

Inflation remains very low (after a transitory upward blip in  
2006 reflecting the introduction of VAT) and the currency board 
continues to function smoothly. Consolidated public spending  
as a percentage of GDP has been relatively steady in recent years 
at around 50 per cent, which is among the highest across all 
transition countries. Revenue collection is also strong (boosted by 
VAT) and the consolidated government budget has been in surplus 
for the past two years. However, significant wage and pension 
increases were promised for 2007 during the election campaign  
in October 2006. Unless governments at different levels take 
tough steps to control spending, then a general government deficit 
may be recorded in 2007. 

A strong increase in exports has helped to lower the very high 
trade and current account deficits in 2006, with the latter 
estimated at around 11-12 per cent of GDP, although there  
is a wide margin of error around this figure. There are steady 
inflows of capital, mainly as a result of a new momentum for 
privatisation in the RS as well as reinvestments by large 
companies already in the country, such as Mittal Steel.  
There have been several further large investments in 2007  
to date, and FDI is on course for record levels of well over  
€1 billion. Foreign reserves have risen steadily and stood  
close to €3 billion by mid-2007.

Outlook and risks
On current trends, growth is likely to remain at around  
5-6 per cent over the next two years. This growth is being  
driven by strong private sector activity and entrepreneurship, 
demonstrating how resilient private enterprises are to the 
significant obstacles to doing business in the country. The main 
risks to this relatively favourable scenario lie in the political 
sphere. Bosnia and Herzegovina is entering perhaps the most 
sensitive phase of transition since the end of the war in 1995. 
Continued economic progress is not assured and depends 
crucially on the authorities introducing and implementing key 
political and constitutional reforms that are designed to make  
the state less dysfunctional. At present, there is no consensus  
in the country on the way forward regarding these matters.  
There are also important risks on the fiscal side, given that 
coordination on spending decisions by different levels of 
government is currently limited and because the borrowing  
powers of the state and Entity governments were recently 
expanded. To mitigate this, new laws on government borrowing  
will impose debt ceilings.
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Transition indicators, 2007
■ Bosnia and Herzegovina   ■ Maximum, transition countries   ■ Minimum, transition countries

Real GDP (1989=100)
■ Bosnia and Herzegovina   ■ Average, transition countries

Interest rates and inflation
■ RPI Republika Srpska (% year-on-year)   ■ RPI Federation (% year-on-year)
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Liberalisation  
and privatisation

Current account  
convertibility – full

Controls on inward direct 
investment – yes 1

Interest rate liberalisation – full

Exchange rate regime – 
currency board 
pegged to euro

Wage regulation – no

Tradeability of land –  
limited de jure

Business environment  
and competition 

Competition office – yes

Quality of insolvency law – 
high

Secured transactions law – 
some defects

Quality of corporate 
governance law – low

 
Infrastructure

Independent telecoms 
regulator – fully

Independent electricity 
regulator – partially

Separation of railway 
infrastructure from  
operations – partially

Independence of the road 
directorate – fully

Quality of concession  
laws – medium

 
Financial sector

Capital adequacy ratio –  
12 per cent

Deposit insurance system – 
yes

Quality of securities market 
laws – high 

Private pension funds – no

 
Social reform

Share of population living  
in poverty – na

Government expenditure on 
health – 10.0 per cent of GDP

Government expenditure  
on education – na

Household expenditure  
on power and water –  
4.9 per cent

2001 2002 2003 2004 2005 2006 2007

Enterprises

ananan6.26.26.25.2)PDGfotnecrepni,evitalumuc(seunevernoitasitavirP
0.060.550.550.050.050.540.04)tnecrepni(PDGnierahsrotcesetavirP
ananananananan)tnecrepni(tnemyolpmenierahsrotcesetavirP
an0.68.58.53.6anan)PDGfotnecrepni(srefsnarttnerrucdnaseidisbusyrategduB
ananananananan)tnecrepni(tnemyolpmelatotniyrtsudnifoerahS
ananananananan)tnecrepni(yrtsudniniytivitcudorpruobalniegnahC
ananan3.029.914.029.81)tnecrepni(PDG/tnemtsevnI

EBRD index of small-scale privatisation 2.7 3.0 3.0 3.0 3.0 3.0 3.0
EBRD index of large-scale privatisation 2.3 2.3 2.3 2.3 2.7 2.7 3.0
EBRD index of enterprise reform 1.7 1.7 2.0 2.0 2.0 2.0 2.0

Markets and trade

ananananananan)tnecrepni(IPCnisecirpderetsinimdafoerahS

Number of goods with administered prices in EBRD-15 basket 2 5.0 5.0 5.0 5.0 5.0 4.0 na

Share of trade with non-transition countries (in per cent)3 52.8 50.8 49.6 na 47.4 45.5 na
an6.698.998.391.197.981.86)tnecrepni(PDGniedartfoerahS
ananan1.54.62.71.31)stropmifotnecrepni(seuneverffiraT

EBRD index of price liberalisation 4.0 4.0 4.0 4.0 4.0 4.0 4.0
EBRD index of forex and trade liberalisation 3.0 3.0 3.7 3.7 3.7 3.7 3.7
EBRD index of competition policy 1.0 1.0 1.0 1.0 1.0 1.7 2.0

Financial sector

an)22(23)02(33)71(33)91(73)12(04)02(94)denwo-ngierof(sknabforebmuN
an2.36.30.43.52.63.71)tnecrepni(sknabdenwo-etatsfoerahstessA
an0.499.099.087.977.673.56)tnecrepni(sknabdenwo-ngieroffoerahstessA
an1.44.51.64.85.117.02)snaollatotfotnecrepni(snaolgnimrofrep-noN
an2.524.224.811.518.118.5)PDGfotnecrepni(rotcesetavirpottiderccitsemoD
an6.916.712.519.210.012.5)PDGfotnecrepni(sdlohesuohottiderccitsemoD
ananananananan)PDGfotnecrepni(gnidnelegagtromhcihwfO
ananananananan)PDGfotnecrepni(noitasilatipactekramkcotS
ananananananan)noitasilatipactekramfotnecrepni(emulovgnidartkcotS
ananan0.00.00.00.0)PDGfotnecrepni(ecnaussidnoboruE

EBRD index of banking sector reform 2.3 2.3 2.3 2.7 2.7 2.7 2.7
EBRD index of reform of non-bank financial institutions 1.0 1.7 1.7 1.7 1.7 1.7 1.7

Infrastructure

Fixed-line (mobile) penetration rate (per 100 inhabitants) 22.3 (11.7) 23.7 (19.6) 24.5 (28.1) 24.6 (36.4) 24.8 (40.8) 25.3 (48.3) na

an3.426.021.519.36.22.1)stnatibahni001rep(sresutenretnI
an4.1847.0840.6523.6315.4312.131)001=6991(ytivitcudorpruobalyawliaR
an2.69.67.61.70.67.5)hWkcSU(sffiratyticirtcelelaitnediseR
an8969anan6859)tnecrepni(yticirtcele,etarnoitcellocegarevA
ananan4.53.55.59.4)eogkrepsrallodSUniPPP(esuygrenefotinurepPDG

EBRD index of infrastructure reform 2.0 2.3 2.3 2.3 2.3 2.3 2.3
Electric power 2.3 3.0 3.0 3.0 3.0 3.0 3.0

Railways 2.3 3.0 3.0 3.0 3.0 3.0 3.0

Roads 2.0 2.0 2.0 2.0 2.3 2.3 2.7
Telecommunications 2.3 2.3 2.3 2.3 2.3 2.3 2.3
Water and waste water 2.0 2.0 2.0 2.0 2.0 2.0 2.0

Entities.

3    For some years data were unavailable for important trading partners
such as Croatia, FYR Macedonia, Montenegro and Serbia.
As a result, the share of trade with non-transition countries for these years
has been over-estimated.

1    There are restrictions on the production and sale of arms, ammunition,
military equipment and public information.

2    Administered prices in either the Federation or Republika Srpska or both 
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2001 2002 2003 2004 2005 2006 2007

Estimate Projection

Output and expenditure
0.62.65.50.60.33.53.4PDG

ananananananannoitpmusnoclatoT

ananananananannoitamroflatipacdexifssorG

an0.818.90.218.35.110.2-tuptuossorglairtsudnI

ananananananantuptuossorglarutlucirgA

Employment
an3.05.06.18.07.0-4.1-)raey-dne(ecrofruobaL

an1.21.22.00.1-0.2-4.3-)raey-dne(tnemyolpmE

Unemployment (end-year) 1 40.2 41.0 42.1 42.9 42.0 41.0 na

Prices and wages
Consumer prices (annual average)

an5.71.23.0-2.02.0-9.1)desabMK(noitaredeF

an0.77.22.28.17.10.7)desabMK(aksprSakilbupeR

Consumer prices (end-year)

an6.64.43.0-3.07.0-3.0)desabMK(noitaredeF

an7.47.32.23.14.22.2)desabMK(aksprSakilbupeR

Gross average monthly earnings in economy (annual average)

an0.86.48.13.82.96.7noitaredeF

an2.210.016.113.97.817.41aksprSakilbupeR

Government sector
4.1-9.28.06.0-2.2-3.3-5.4-ecnalabtnemnrevoglareneG

an9.744.944.059.250.842.35erutidnepxetnemnrevoglareneG

Monetary sector
an7.422.813.424.86.83.98)raey-dne,2M(yenomdaorB

an6.026.720.818.912.822.5)raey-dne(tiderccitsemoD

an8.651.155.647.046.935.83)raey-dne,2M(yenomdaorB

Exchange rates
an0.20.20.20.20.20.2)egarevalaunna(etaregnahcxE

External sector
0.317,1-0.833,1-0.051,2-0.488,1-0.057,1-5.573,1-5.240,1-tnuoccatnerruC

0.348,4-0.392,4-0.099,4-0.275,4-0.251,4-0.723,3-0.370,2-ecnalabedarT

0.191,40.853,30.006,20.580,20.374,10.401,10.458stropxeesidnahcreM

0.430,90.156,70.095,70.756,60.526,50.134,40.729,2stropmiesidnahcreM

0.005,10.0240.0555.7066.1830.6620.911ten,tnemtsevnitceridngieroF

an0.061,30.027,20.983,20.567,10.592,10.122,1)raey-dne(dloggnidulcxe,sevreserssorG

an8.631,67.856,51.601,51.815,46.636,37.718,2kcotstbedlanretxE

an7.41.40.45.33.36.4)raey-dne(dloggnidulcxe,sevreserssorG

an1.41.48.48.67.82.6ecivrestbeD

Memorandum items

Population (end-year, million) 2 3.8 3.8 3.8 3.8 3.8 3.8 na

0.297,910.057,710.197,510.876,410.294,310.608,210.731,21)sakramfosnoillimni(PDG

an8.999,24.786,20.354,24.940,20.326,16.164,1)srallodSUni(atipacrepPDG

an2.523.520.52ananan)tnecrepni(PDGniyrtsudnifoerahS

an5.019.016.01ananan)tnecrepni(PDGnierutlucirgafoerahS

5.21-7.11-1.12-2.02-5.22-3.22-8.81-)tnecrepni(PDG/tnuoccatnerruC

an8.679,27.839,21.717,21.357,26.143,27.695,1)noillim$SUni(sevreser-tbedlanretxE

an8.354.558.450.850.957.05)tnecrepni(PDG/tbedlanretxE

an4.7313.6517.0710.6026.4523.612)tnecrepni(secivresdnasdoogfostropxe/tbedlanretxE

2    Excludes refugees abroad.
definitions, puts the unemployment rate at 31.1 per cent.

1    Registered unemployment. A labour force survey in March 2006, based on ILO 

(In months of imports of goods and services)

(In per cent of exports of goods and services)

(Denominations as indicated)

(Percentage change in real terms)

(Percentage change)

(Percentage change)

(In millions of US dollars)

(Percentage change)

(In per cent of GDP)

(KM per euro)

(In per cent of labour force)

(In per cent of GDP)


