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EXECUTIVE SUMMARY

The Arbitral Tribunal on Brcko meets this month, and may or rnay flot this Urne make its final
decision, after postponements in 1997 and 1998. An award to either the Federation or
Republika Srpska would provoke an extreme reaction: ICG advocates that a final decision
should be made now, and that Brcko municipality should be reunited and made an
autonomous district' under the constitutional jurisdiction of the central government of Bosnia
and Herzegovina.

Whatever the Tribunal decides, Brcko will remain under international administration for some
time to corne: this paper examines reforms which could be carried out in a future District of
Brcko, in a way that would make a real difference and provide a testing-ground for possible
models for Bosnia as:a whole.

Different parts of Brcko are controlled by each of Bosnia's three main ethnic groups.
lntegrating their three sets of parallel institutions has failed so far because the primary levers
of power and money are still ini the hands of political forces whose influence is divisive rather
than conciliatory. These levers include the financial infrastructure (control of rnoney flows via
Payments Bureaux), the economic infrastructure and public administration (police, local
goverfirent, judiciary, media etc).

Assurning the Tribunal does settle the final status of Brcko, as a District of Bosnia and
Herzegovina, ICG recommends that the Brcko Supervisor implements a series of
simtult;intous radical reforms over a 60-day oeriod in the fields of finance, business and civil



Brco: A comprehensive solution
ICG Balkans Reoort N"55, 08 Februaiy 1999 Page: il

" Appointment of interim international supervisors with executive budget authority over ail

municipal departments,

" Unification of ail three police forces under an international Commissioner;

"Unification of the judiciary;

"Creation of new education, housing and other administrations;

" Unification of ail three power companies.

By reforming these control structures, the Supervisor will create effective and lasting
changes in the Brcko municipality. These changes will encourage economic growth, foreign
investment, employment, and increased inter-ethnic and inter-entity co-operation and trade.
They will establish the rule of law and present a pattemn for successful inter-ethnic co-
operation throughout Bosnia and Herzegovina. They will create lasting institutions, which will
enable the Bosnians to successfully govemn themselves in an economically viable
municipality when the international community finally leaves. Ail of this will encourage
people of ail ethnic groups who Ieft Brcko during the war to retumn to their homes. But
without these reforms, Brcko wiIl be simply one more international failure.
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INTRODUCTION

The town of Brcko occupies a unique strategic point in Bosnia: it lies in a narrow
passage which provides the only direct communication between the eastemn and
western parts of the Republika Srpska (RS); and that same narrow passage stands
between the Federation and eastemn Croatia. It is such a key location that the
Dayton Peaoe Accords gave it neither to Republika Srpska nor the Federation.
Rather, an Arbitral Tribunal would decide its final status at a later date (originally
December 1996). The US lawyer Roberts Owen was appointed Presiding Arbitrator.
The Tribunal met in February 1997 but failed to reach a final decision; s0 too in
February/March 1998. Now the Tribunal is meeting again, and it is stili flot clear
whether a final decision will be made. For now Brcko is govemed by an international
supervisor, Ambassador Robert Farrand, with extensive powers.

In both 1997 and 1998 ICG urged an immediate final decision, and a status for Brcco,
which gave it neither to the Federation nor to Republika Srpska'. ICG still believes,
for the third year running, that a final decision is necessary.

The cost of leaving Brcko as it is for yet another year would be a lost chance to make
rapid changes for the better in at least one part of Bosnia, at a time when progires
across most of the peaoe process is incremental at best. The International
Community (IC) has so far failed to create the lasting structures necessary to
implem ent the Dayton agreement and create a sustainable multiethnic society
anywhére in Bosnia. After three years of hard work and the expenditure of billions of
dollars in international aid, the IC has not changed a single major aspect of Bosnia's
pre-war, Communist economic system - a system designed to ensure complete
control by the ruling party over ail economic, social, and political activity. Brcko offers
an ideal Iaboratory for such change.

If the IC is to succeed in its mission in Brcko, and in Bosnia as a whole, it will have to
free the economy and the flow of money from party control. Only then can it begin
working with Bosnians in building the structures of a civil society and healthy
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IL. THIE FINAL STATUS 0F BROKO

The goal of Dayton was to create a state in which ail citizens could live, secure in the
knowledge that their rights and liberties as individuais are respected, regardless of
ethnic or religious background. In Brcko that goal has been realised no better than
anywhere else in Bosnia. As a resuit, even ethnic majority residents of both entities
continue to live in constant insecurity, uncertain whether the police, judiciary, and civil
service of their own ethnic group wili protect their most basic human rights. For
ethnic minorities, the sad oertainty is that they wili flot be protected at ail.
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1I1. PARTY CONTROL 0F FINANCIAL STRUCTURES

Çommunism left behind a financial systemn designed ta centralise contrai over money-
flows. Ali public and private financial activities, inciuding payment transactions,
savings, tax collection, tax distribution, treasury functions, and private and public
expenditures are controlled through a single institution known as a Payments Bureau
(PB). ln order to remove this control from party hands, the financial structure of Brcko
must be transformed so that ail three parallel PBs are eiiminated, and a viable
commercial banking system emerges ta take its place. In addition, a unified Brcko
municipal govemnment must revitalise the currentiy under-utilised tax collection
system. This section examines these problems in detail and suggests possible
reforms.

A. Paymnents Bureaux: ZPP, Z-AP, SPP

Founded in the mid-1950s as the SDK (sluzba drustvenog knigovodstva), the
PB acted under the direction of the League of Communists of Yugosiavia as a
monopoly bank, conducting aIl payments transactions, collecting taxes, and
controlling the cash fiows of ail companies, both private and public.

Al told, the SDK carried out the following functions:

1) Treasury ta govemment;
2) Treasury ta public and private businesses;
3) Tax collection;
4) Pa'hment transfers (banking);
5) Central Bank;
6) Collection of statistics;
7) Accounting service ta ail private and public enterprises.

During the war the SDK in Bosnia split into three separate organisations. The
Saralevo-based Bosniac organisation (ZPP>, the West-Mostar-based Croat
organisation (ZAP>, and the Banja-Luka-based Serb organisation (SPP) ail
maintain similar operating procedures and perform similar functions.

The PBs' day ta day activities remain essentially unchanged from the pre-war
era. They collect aIl taxes and tax retumns, conduct ail public and private
payments transactions, hoki ail private and public cash reserves, manage ail
govemmental financial transactions, and collect ail customs' duties. In essence,
the PBs monopolise and controI aIl financial assets in the country, incîuding
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money taken from state-owned companies. They are above the law of the land
and regularly disregard court orders at party instruction. They answer to the
ruling party and are flot publicly accountable. In addition, freelance fraud,
corruption, and cronyism exist within the bureaux themselves.
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B. Banking

In the current system, banks are flot allowed to conduct payment transactions.
Neither are they permitted to mediate consumer cash deposits. Rather, this
rote is reserved to the PBs. At the end of the day, ail banks are required to
deposit their day's receipts at the PBs. This robs banks of their primary source
of cash deposits, reducing the amount of working capital available to the
economy. It also dramatically lowers banking incomne, causing many banks to
hover on the brink of illiquidity.

Under the proposed reform scenario, banks wilI take over the rote of payment
transfers from the PBs. Urifortunately, the recent history of banks in BIH and
SFRY demonstrates how the govemment(s) plundered the private hard
currency savings of pnivate depositors. ln addition, many banks in BIH are
technically insolvent, while many are unable technically to handle payment
transactions.

In order to prevent the establishment of insolvent or shaky banks in the
municipality, and to prevent the wholesale plundering that has occurred to date,
a review panel must be created from the USAID-supervised Bank Supervision
Agencies <Agencia za Bankarstvo) of both entities. This panel will create a set
of regulations and criteria which must be met by ail banks which wish to operate
in the Brcko municipaiity. The hope is that the relaxed banking environment willl
attract fiscally sound banks from both entities, such as Kristal Banka and Banja
Lucka Banka from the RS, and Market Banka, Central Profit Banka,
Gospqgarska Banka, and Ziraat Banka from the Federation. No doubt each of
these b5anks wiii at furst attract business only from members of the ethnic group
associated with the bank, but at Ieast conditions will have been estabiished for a
genuine competitive market to develop.

Banks from throughout BiH wii attempt to move into Brcko due to the absence
of the PBs. So too will foreign banks. The lack of PBs wili open up profitable
financial service sectors, which the banks wiil want to take advantage of. So
too, the abiiity of private businesses to use commercial banks to carry out their
financiat transactions wiii create an incentive.

Because 80 to 90% of ail economic activity in Brcko takes place in the "black"
economy, any disruption to commerce during the transition from a PB system to
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D DAY

*Banks continue to move in to Brcko municipality.

D + 25

*Revenue collection accounts of ail parallel institutions unified into
commercial bank accounts controlled by international arbitrator;

*Govemnment accounts move from PBs to commercial banks;

*Ail revenue (tax and customs) collecting accounts move to commercial
banks.

D + 30

a Banks now handie ail financial transactions;Ila B anks handie ail tax accounts.
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addition, the account controllers from the PBs will be hired ta supervise tax

collection. Each contraller has an intimate knowledge of the companieS in his

portfolio, inciuding cash fiaws, revenues, previaus tax returns and paymneflts

etc. Hiring theni ta work in the tax administration will enable their knowledge

and skilis ta serve the unifled administration for tax collection.

Recommefldatiols:

The three parallel tax administrations should be disbanded in concert with the

PBs, and a new multi-ethnic Tax Administration should be formed by hiring the

best of the oid empioyees, aiong with former PB account controllers. he Tax

Administration will open revenue coilecting accounts at commercial banks. An

international supervisor should initially exercise budgetary contrai aver this

organisation and supervise its three member multi-ethnic board. The 60 day

Urne Uine would be:

Dmiýnus 30

*Paraliel tax administrations notified of impending changes.

D DAY lm _nflaiOl

" Creatian of new Tax Administration;

" Training begins for new tax collectors;

Ail parallel Tax Administrations disbanded;

*New Tax Administration begins ta function;

- -- "-'- - -ý-ýntalIt4fnll (ounts shut down at PBs, funds transfer-red
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comparues' holiday funds into party accounts ta help fund that party's election
expenses.

In addition, state-run companies contrai (own) much af the housing and
commercial property stock. They decide who gets housing, and wha has
access ta prime commercial spaoe and under what conditions. In an aIl-too
common scenario, politically appointed directors of state-run campanies deny
employment ta minority returnees. They can also deny returnees access ta
housing, unemployment and health care benefits, and commercial space.

With privatisation approaching, directors of state-run firms are also in a position
of power. Should the Brcko Supervisor adopt a privatisation plan which
includes vouchers, they wîll decide which warkers receive such vouchers. Once
again, an opportunity for discrimination presents itself.

Recommendatiofls:

Anticipating problems from the state-owned sector, the Supervisor should:

*Remove the current directors of public sectar firms;



Broko: A comprehensive solution
ICG Balkans Report N"55, 08 Februarv 1999 Papie: 9

IV. PARTY CONTROL 0F THE ECONOMY

Structural reforms of the current system need to be made if the economy is to
flourish. Yet with such reforms it should be possible to create an economic zone
conducive to business activity, a sort of Bosnian Hong Kong. Precedent exists within
the former Yugoslavia for such a model. During the Markovic-era economic reforms
(1989-1990), several Yugoslav municipalities took advantage of the new laws and
reduoed the regulations and taxes imposed on business. The few municipalities that
did so attracted business investment from throughout the former Yugoslavia and the
diaspora abroad: they enjoyed increased employment, higher tax revenues (et lower
tax rates>, and Iess business activity in the "black" economy. One of these
municipalities was Laktasi (north of Banja Luka) under the guidance of its reform-
minded mayor Milorad Dodik.

In order to create an economically attractive zone in Brcko, reforms are needed in
business registration, business regulations, înter-entity trade, and the tax rates.

A. Business Registration

The current business registration prooess can take from six to twelve months,
depending on the level of corruption and obstruction in the system. In the
Federation, for exemple, registration requires approval from the Cantonal Court,
Ministry of Defence, Ministry of Foreign Trade, Ministry of Finance, Statistical
Association, PB and municipal govemment. A similar process is in place in RS.

ibis process is expensive, time-consuming and intlmidating, even to a local
resident who is a member of the majority éthnic group. For a minority retumnee,
it cen be manipulated and prolonged, effectively denying him the opportunity to
open his own business and earn a living. For potentiel retumees abroad, the
expense of travelling repeatedly to Bosnia over a peniod of several months
simply to, register a business cen be overwhelmîng. When entrepreneurial
potential retumnees see the level of bureaucretic obstruction in the local
administration, this atone gives them good reason to stey away.

Registering a business elso requires a deteiled description of code numbers for
the various business activities. It is common for a typical business to ettach
eight or nine pages of deteiled business activities to its registration document.
This requires the added cost of engaging a lawyer. In addition, there are no
standardised forms or guidelines available te assist a potential businessmen in
reaisterina his comDanv. He must alwavs enqage a lawyer, et added expense.
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" nexpensive (less than 400 DM in administrative costs);

" Place the burden for refusing a license on the bureaucrat;

" Standardised paperwork (forms) to be filled in when applying for a business
license;

" Abolish the requirement to declare all areas of business activity to the
smallest detail;

" Abolish the requirement for detaiIed company statutes.

Benefits:

" lnoentive for business investment from other areas of the former Yugoslavia

and BiH;

" Retumees can engage in start-up activities quioker.
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Benefits:

a Uninterrupted functioning of the Brcko economy;

M Confidence- building measure among local ethnic groups.

C. Business Regulations

Current business regulations are cumbersome and designed to provide
maximum state control over firms. The typical company is visited by an endless
parade of vanious inspectors, demanding bribes and kick-backS2. Many of these
inspectors are vested with sweeping powers, including the right to shut down a
company on the spot or seize goods. Companies are left with littie legal
recourse sinoe due process, including a right of judicial appeal, does not
function.

Many laws are restrictive of and destructive to businesses. For example,
current laws require that there be a minimum number of employees in each type
of firm. In the Federation, a minimum of two employees must be registered for
each company, whether or flot the company is even functioning. This requires
the payment of ail employment taxes for these employees. In the construction
sector the number of minimum employees is much higher, typically around
twelve. This means a construction company is forced to pay wages and payroll
taxes during the slow winter months. These employment laws discriminate
against small firms and favour state-owned enterprises.

No sniâtl dlaims court exists, forcing business to wait for years as any legal suit
winds its way through the regular court system. Upon the suit reaching court,
the opposing party often bribes the judge. Many other regulations are confusing,
contradictory, and open to interpretation by inspectors.

Recommendation:

The regulatory burden on business needs to be reduced by the followîng
reforms:

*Create a multi-ethnic panel of local businessmen to review aIl existing

on the
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a Businesses can free up valuable assets to invest in productive activities;

a Corruption wiII decline dramatically.

D. Tax Rates

Current business tax rates are among the highest in Europe. In the Federation
these include:

* 10% tax on services;

* 10% tax on margin;

* 5% tax on cash deposits (retail sales);

* 87% tax on employees net salary;

* 36% tax on profits;

* Annual business registration taxes;

* Miscellaneous municioal taxes and levies, often retroactive.
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" Create job growth;

" Increase the number of legally registered workers;

" Increase the level of legal economic activity;

> alncrease overali government revenues;

" Create long-terni economic prosperity;,

"Create suitable conditions for refugee retum.

E. lnter-Entity Trade

Because of its unique position astride the two entities, Brcko wili becomne a hub
for inter-entity tracle. ln spite of international community efforts to the contrary,
bath the RS and the Federation have erected numnerous regulatory bamrers to
inter-entity trade. As a resuit, almost ail cross-boundary trade occurs illegally.

Recommendations:

" A multi-ethnic panel should be appointeci to prepare a report within 30 days
on ail barriers ta inter-entity trade;

" Upon receiving this report, the Brcko Supervisor, in concert with the High
Representative, shaulci impose a new Iaw removing inter-entity trade
bariers.

Benefits:

" Increased inter-entity tracle;

"Increaseci inter-entity economic co-operation;

" Increaseci inter-entity interaction on ail levels.
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V. CIVIL ADMINISTRATION

On the face of it, the International Community has extensive powers and leverage
over the ruling parties and their respective administrations at ail levels. Through
political pressure and threats of cutting off humanitarian aid, the IC has been able to

coerce the parties into passing adequate property legisiation in both the Federation
and Republika Srpska.

Unfortunately, as in the case of property laws, the legisiation is rarely implemented

effectively by local bureaucracies, judiciaries, and police forces. This is because the

parties continue to exercise control over local administrations, and wiIl not allow them

to implement laws deemed harmful to the party's interest. Under the current system,

police, judges, and aIl municipal employees serve at the pleasure of the local party. A
judge who rules against party policy, such as a ban on evictions, or the policeman I
who enforces the judge's decision is at risk of losing his job. The local bureaucrat who

follows legal procedures and gives documentation or titie to a home to a minority

retumnee wiIl face the displeasure of the party which controls the funds that pay his
salary.

It is impossible to create an effective, professional civil service, police force or
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D-30

*International municipal department administrators appointed;

*IC begins a functional audit of each administration, determining how they
work and who does what;

*Preliminary organisation of the new municipality begins;

*Hiring and training of new staff begins.

D-Dav

" Parallel administrations cut off from funds and disbanded. Staff sent home
on one month's paid leave;

"New administration begins operating.

B. Police

Little that the Intemnational Community wants to achieve in Brcko, be lit
economic reform, minority retum, or development of a civil society, can be
achieved without a loyal constabulary. Unless the police obey and enforce the
law without preference for ethnicity or party affiliation, conditions will not exist
for refugee return or economic development.

Today, the Brcko municipality is home to three separate police forces: Croat-
contreted Ravne/Brcko, Muslim-controlled Brcko centred in Brka, and the
current central Brcko police force, financed by mhe RS Ministry of Intemal
Affairs. Although mhis Serb-controlled police force has been nominally
integrated, it remains under the control of the ruling local political party (SDS).
Due to single ethnic party conitrol, the administration and police are largely
uriresponsive to Supervisor Farrand's directives. The result is an environment
mhat discourages minority retumn and cements the resuits of ethnic cleansing.

In order to create conditions conducive to refugee retumn, a multi-ethnic, unifled
police force must exist, under the supervision of an internationally-appointed
police commissioner, independent of single-party control. Such a police force
should understand that the intemnational commissioner determines their
employment and salaries, flot the political parties. It should also be made clear
mhat eny complaints by citizens or the IPTF will be taken extremely seriously: if
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Foilowing unification, the commissioner shoutd rn
structure, in line with security requirements and ethnic t
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personnel policies and the budget. The administrator will chair, and have
the authority to take chairman's decisions over, the multiethnic housing
committee. Ail property decisions, temporary and permanent, by previous
administrations since 1991 should be suspended pending review by the
new committee.

G. Media

The Brcko opstina is currentty home to at least three separate
municipality-funded radio stations, each of which represents a drain on
the Iimited resources of each community. When the reform process
begins, it will be essential that developments are covered by the local
media with fair, objective reporting.

Therefore, the supervisor should order the merger of the varlous publicly
funded stations and other media into a single, municipal public service
broadcaster, employing a multiethnic staff under the supervision of an
international administrator with executive and budgetary powerS3 . The
technical resources of the various stations should also be merged.

Private radio stations should be encouraged but carefully monitored. The
Sunervisor should close down anv station broadcasting material aimed at
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VIS. CONCLUSION

Firstly the Arbitral Tribunal needs to corne to a final decision about thie future of
Brcko. ICG believes mhat decision should be to establish Brcko as a District of Bosnîa
and Herzegovina, under the temporary govemment of mhe existing international
Supervisor.

The Supervisor must then use his authonty to make rapid and radical reforms to the
financial, economic, and administrative infrastructure which supports the continued
existence of party-controlled parallel institutions. Such restructuning wiIl lay the
foundation for a functionai free-market economy, a solid tax base, and an
environment conducive ta refugee returns.

In order to achieve the above stated aims, [CG recommends the Supervisor
undertake a series of simultaneous reforms over a 60-day period. These include:

Abolition of Payments Bureaux (ZPP, ZAP, SPP) and transfer of ail payment

foroe from mhe
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ABOUT THE INTERNATIONAL CRI515 GROUP...

The International Crisis Group (ICG) is a private, multinational organisation
committed to strengthening the capacity of the international community to
understand and respond to impending crises.

ICG's approach is grounded in field research. Teams of political analysts based on
the ground in countries at risk of crisis, gather information from a wide range of
sources, assess local conditions and produce regular analytical reports containing
practical recommendations targeted at key international decision-takers.

The nest step is advocacy. ICG reports are distributed widely to officiaIs in foreign
ministries and international organisations, to journalists and others. The
organisation works closely with governments and the press to highlight key issues
identified in the field and to, stimulate discussion of potential policy responses. The
ICG Board - which includes prominent figures from the fields of politics, diplomacy,
business and the media - is also involved in helping to bring ICG reports and
recommendations to the attention of senior policy-makers around the world. The
ICG Board is chaired by former US Senate Majority Leader George Mitchell, who
recently brokered the "Good Friday" Peace Agreement in Northern lreland.

ICG currently operates field projects in eight countries world wide: Boania and
Herzegovina, Albania, Macedonia, the Federal Republic of Yugoslavia, Algeria,
Burundi, the Democratic Republic of Congo and Cambodia. The organisation is
headauartered in Brussels with a U.S. branch in Washington DC. Belgian Senator
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