n the Federation, the publicly owned

firmsthat could be put up for sdeinclude
BH Telecom and the Sargjevo Tobacco Fac-
tory. Thefact that the discussion is happen-
ing now gives the impression that this will
be afire sdeto meet payrollsrather than any
serious attempt to get maximum benefit for
the public treasury.
The entities are dso seeking new loan
money from the IMF, to the tune of 300m
KM. International donors have been
bizarrely indulgent of governmental malfea-
sance and the politica dite's long-term and
repeatedly demongtrated unwillingness to
reform.  While some EU members - the
Netherlands, Britain, Sweden, and even
Mediterranean countries such as Spain - had
advocated increasing financid conditionali-
ty in terms of an EU mecrofinancid asss
tance loan of €50m (actudly, the second
tranche of a €100m loan), they were
rebuffed by others, most notably Germany.
Germany is aso resistant to gpplying condi-
tiondlity to IMF loans, despite these same
countries wishing it to do so. Supposedly,
theIMF doesn't do "poalitical conditionality.”
Redlly? Ak the Greeks. The IMF is part of
the "troika" with the European Commission
and the European Central Bank demanding
a raft of deep cuts and administrative
reformsthere. Thereisno question that this
ispoalitical - and it surely has had a political
impact.

Fomenting Constructive
Instability

So why the 1807 difference between the
German positions toward the Eurozone and
BiH? The argument given off-the-record is
one of gability. The feer is that if salaries
and pendons are not paid, the resulting

COMMENT

| By Kurt Bassuener |

socid unrest will be destabilizing - and
could spark violence. Absent afull spectrum
of policiesto deter violence, that isindeed a
legitimate fear. However, there seemsto be
no cregtive thinking going on as to how to
get out of that dead-end. So ingtead of
demanding policiesthat would plug thehole
in the bucket of public finances, Germany
and the regt of the international donor com-
munity keeps topping it up. We are literdly
bankrolling politicd irresponsibility and the
attendant institutionalized corruption in
BiH. Thisisavery illusory sort of stability.
Itisunsugtainable.

It seems to have been conveniently forgot-
ten that we internationa actors aready hold
the respongibility to maintain a "safe and
secure environment” in BiH. Welve just let
the essentia support structure - a credible
EUFOR capable of both deterring and react-
ing in red time to security challengesand a
credible international High Representative
to ensure adherence to the Dayton Pesce
Agreement and the Annex 4 condtitution -
fdl into disrepair. Oddly, afew of the coun-
trieswhich are now frustrated by continuing
to pay the hills led the charge to gut those
very inditutions. Swedish Foreign Minigter
Carl Bildt comes to mind. Absent a rein-
forcement of those tools, turning off the
money taps would indeed pose a security
threat. Fortunatdly, it is a risk that we can
and should control for if we want to move
toward a solution.

Instead of being merely reactive, remaining
inert in hope that something will change (a
policy some European capitas have termed
"drategic patience'), internationd actors
should makethe panic of BiH political dites
- and the accumulated wreckage of their ill-

governance of this country - work for us
and, most importantly, for BiH citizens.
There are a number of interrelated ele-
ments to this new approach. Bodo Weber
and | a DPC have long advocated that
German Chancellor Angela Merkel lead
the rest of the EU out of its self-inflicted
policy failure in BiH. Without belaboring
either point (on which we have written
extensively and as can be seen in our May
2013 policy paper at democratizationpoli-
cy.org), the essence of the declaration that
needs to be made to change the dynamic
is that until there is a new and more
accountable political order to replace
Dayton, the international community will
enforce that order - if necessary in perpe-
tuity. That would require a new, ideally
American, High Representative commit-
ted to using his (or her) powers - and
alowing alogical division of labor with
the EU, which prefers to eschew hard
power. It would aso require a strength-
ened EUFOR with adequate forces in
country to respond to threats.

The second element would follow the
first: Western taxpayers should no longer
be asked to pay for the failures of BiH
politicians to develop and implement
policies which serve the long-term inter-
ests of their citizens. So, until that
changes, there should be no more multi-
lateral or bilateral funding to BiH govern-
ments. This would generate pain for the
BiH electorate and doubtless spark
demonstrations and unrest. But with the
structures in place to prevent the deflec-
tion of that anger into nationalistic direc-
tions or to permit communal violence,
such anger would be focused directly
where it belongs: on the country's politi-
cal class. Thiskind of creative instability
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in BiH islong overdue.

German Chancedllor AngdlaMerked is advo-
cating "reform contracts' for economicaly
uncompetitive EU member dates, com-
pelling them to pursue structura reformsin
return for financid incentives. A smilar
approach should be pursued in BiH. Bos-
nias international donors and creditors
should offer its politicians a poisoned chal-
ice financid infusions conditioned upon
implemented reforms.

The issue of privatization is now often
raised by externa actors as something
that needs to be done. The rationale is
simple: taking assets out of the hands of
government officials would limit both
their patronage and other abuses. Privati-
zation, however, has earned a very nega-
tive reputation among the citizens of this
country, who often rightly seeit ashaving
enriched the well-connected to the detri-
ment of the general public. As economist
Fikret Causevic has written, "Privatiza-
tion to date in Bosnia and Herzegovina
has been largely used for the formation of
economic 'dites within the three domi-
nant ethnic groups.”

Furthermore, the proceeds of privatization
have been commonly used to secure support
for incumbents in the run-up to eections.

A congructive and creative example of pri-
vaization that could be adapted for BiH's
purposes comes from Germany's reintegra-
tion of the former DDR: the Treuhan-
dangtat. Public enterprises were taken into
public receivership by this purpose-built
body, where they could be assessed, some-
times broken up, and sold in public and
trangparent tenders. The receipts from this
process went into development of the eadt-
ern regions of a united Germany. The pro-
ceedswerenot availableto paliticiansto dis-
pense at their whim.

In BiH's case, given the demonstrated
malfeasance of successive governments -
and thereis no causeto hope that post-Octo-
ber 2014 governments will be any better -
such abody should be formed by agroup of
BiH's main creditors: cdl it the BiH privati-
zation agency. It should be led by a respect-
edinternationa actor, someonelike Poland's
Leszek Balcerowicz. It should be staffed by
local experts hired for their expertise and
independence from poalitics.

Not only privatization of the remaining
public enterprises throughout BiH should
be dealt with in such amanner. Since state
and defense property remain perpetual
politica footballs, the whole complement
of dtate property identified in the inventory
conducted by OHR should be teken into
recelivership. Proceeds from sales should
go into a BiH development fund to invest

in long-overdue infrastructure improve-
ments, such as highways, railways, and
cleaner power generation.

I nstitutional Cowardice

Furthermore, the leverage afforded by the
fiscd imbaances accrued by BiH's entities
should aso be applied to force a fundamen-
ta reform of the socid welfaresystemintoa
needs-based system that serves citizens of
BiH on an equal basis, wherever they livein
the country. At present, there are massive
disparities in socid service provison: citi-
zensinthe RSand in the FBiH's poorer can-

"We are literally bankrolling political
irresponsibility and the attendant
institutionalized corruption in BiH"

tonssuffer inferior servicesasaresult. There
should be unified state pension, hedlth, and
unemployment funds - and veterans funds
aswell. Conversion to such a system would
be costly, especidly if the civilian pensons
wereleveled up rather than down. But thisis
areform that internationd creditors should
be able to support.

Finaly, despite years of happy talk by BiH
politicians (and foreigners) abouit attracting
foreign direct investment, the country ill
doesn't have a single economic space. The
RS under the leadership of Milorad Dodik
stopped al forward movement in this direc-
tion yearsago. But thispolicy hasnot helped
those who live in the RS, who persigtently
remain in an inferior economic position to
those living in the FBiH (whose position is
bad enough). Any future infusions of inter-
nationa budget support should be predicat-
ed onremoving al theremaining ingtitution-
a and policy impediments to a unified and
sngle market throughout BiH. The EU
ought to push this aggressively, given that a
country with a "membership perspective’
should be prepared to integrate with the
Union as awhole. But as with many other
issues which ought to be at the top of the
EU's agenda for BiH - remember when the
EC lagt cdled for a sate-level ministry of
agriculture? - this has been dropped since it
is seen as anahema in Banja Luka. Such
ingtitutional cowardice is sdif-defesting for
EU taxpayers.

While dl these demands might seem atall
order, Western creditor nations and institu-
tions have the necessary leverage to ddliv-
er them. BiH has no inherent right to for-
eign public funds. There certainly is no
sgnificant reform to reward, whether in
the economic or any other sphere. Quite
the opposite.

International actors in BiH have begun to
recognize the falure of their collective
policy approach. But they have yet to
move from diagnosis to prescription: to
decide to develop acoherent strategy with
a chance for success. The eements dis-
cussed in this article are certainly not the
sum-total of a new approach. But they
ought to be included.

Some- and not just BiH paliticians, unfortu-
natdly - will surely say thet delivering such
demands, once developed by experts in
these matters, would amount to "blackmail "
Fair enough. You cdl it blackmail; I'd cdll it
conditiondity.

Those who advocate continuing to pay the
tab for BiH paliticians as el ections gpproach
are often the same who blame "the Bosni-
ans' collectively for the lack of reform -
including those empty boxeson their ingtitu-
tiona checkligts on which their own per-
formances will be graded. Internationd pol-
icymakers maintain a political life-support
system for those they regularly chide for
their irresponghility.

They dso do ther taxpayers back home a
disservice. As Irish Labor parliamentarian
Patrick Nulty wrote nearly ayear ago during
his country's EU presidency, "Ireland can no
longer afford, financialy or mordly, to go
aong with the EU's current hopeless palicy
in Bosnia" While some EU members can
afford to continue paying without asking for
something valuable in return, none should.

Time to Demand
Value for Money

Its high time that Western governments
begin to demand vaue for their taxpayers
money in BiH. To do %0, the Western PIC
Steering Board members represented on the
IMF Governing Board, dong with other
major creditors like Norway and Switzer-
land, should defer any discussion of BiH in
their sesson at the end of the month unless
and until they can adopt a unified set of the
conditions they demand to be met in
exchange for any future loan tranches.
Those demands should be bold and aim to
cregte conditions of greater transparency,
growth and systemic reformin BiH. Failure
to do so would demonstrate that they would
rather stay on bureaucratic autopilot until
they - and Bosnia and Herzegovina- crash.
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