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OFFICE MEMORANDUM MAR 06 zozs
WBG ARCHIVES

DATE: July 17, 1996 STRICTLY CONFIDENTIAL

TO: Mr. James D. Wolfensohln, EXC

THROUGH: Mr. Caio K. Koch-Weser, EXC Aj
FROM: Christine Wallic 1, Acting Director, Bosnia and Herzegovina

EXTENSION: 37686 N

SUBJECT: Your Meeting with Dr. Hasan Muratovic, Prime Minister of Bosnia and Herzegovina,
July 17, 1996, at 2:45 p.m.

1. The Prime Minister requested the meeting. Eveline Herfkens, Caio Koch-Weser, Jean-
Michel Severino and Christine Wallich will also attend. A one-on-one meeting took place this
morning with Mr. Koch-Weser, and a dinner with Mrs. Herfkens last night. (He has thus far
refused to meet with the region).

2. You know that the meeting was requested after an unfortunate incident. With a fait
accompli, and after internal discussion, the Embassy was told the copy was intentionally sent to
give the background to our decision. (You could tell the Prime Minister that "you value
transparency and openness in Bank-client relations; and it should have been done very differently.
Now, however -- and we all regret very much that the Prime Minister was offended -- let us see
how we can move ahead and improve things for Bosnia.")

3. Although the conclusion of the memo could not have been a surprise, he is rightly upset.
(We should let him let off steam before getting into any substantive discussion on the TAC.)

4. On substance, assuming he says they fully intend to meet the conditionality, we will want
to "hold tight" until the condition unifying the payment system is fully met (including the two-
week monitoring period) before the TAC documents are distributed to the Board. We will go for
the first meeting after Board recess. If we were to agree to distribute documents before the
condition was met, the Bank would face very strong pressure to "overlook" the actual compliance.
Given the elections, there is not much time left for action.

[FYI: IF the Prime Minister indicates budgetary urgency, or says the condition will not be
met, the Region could rethink the operation, on a much-reduced scale --say $30 million
-- in light of the great importance we attach to the remaining unfulfilled condition on
the payments system, critical to Dayton].

... We should NOT offer or decide this in this meeting, even if the Prime Minister explicitly
requests the "reduced TAC option" and says they will not meet the conditionality: Many donors
are looking for us to be firm, so we would need to prepare the ground for this change very
carefully with our partners in the international arena -- the US, the Germans, Bildt, etc.

S %4
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@00 Rather, you could say that the Region/Country Director will consider the request in light
of the many considerations, and make a recommendation to you. You may also advise them that,
before leaving Washington, the PM should meet with the region to directly exchange views. The
region would only then be in a position to make a recommendation to you.

@ 0 0 Finally, we should advise them that we will agree to a renegotiation of the proportions only
if all original parties to the negotiation agree (including the Finance Ministers of the Federation
and State): our assessment is that the Federation will not agree, making this long, painful and
fruitless. Instead, the Dutch co-financing could be split (say 50/50) so as to give them the State
budget the resources it needs to service their debt on the consolidation loan.

5. Time is short, given the September 14 elections. Republika Srpska will be in the new
Government, which might raise questions of why we are doing a "Federation-only TAC" after the
elections. The bottom line is that we have to, in one way or another (ie, US$90 million or
reduced), get the TAC out of the way during the next few weeks.

6. If we manage to get it to the Board, it will be very close to the election date, and there will
be obvious questions about the timing of the operation. The Prime Minister should be aware of
this dilemma. We should, though, take the risk of presenting the TAC to the Board almost
until the day of elections on the ground that the credit will be disbursed against actions agreed
and taken before Board.

7. Suggested other messages:

The Bank is with them.

We regret the Prime Minister was offended by the openness of the memo.

We have so far delivered, as promised, seven projects (US$150 million from the Trust
Fund, and another US$10 million from IDA -- not signed yet, since he cancelled the
signing).

Another five projects, (demobilization support, public works, housing, power, and land-
mine clearance) totalling US$75 million in IDA, are scheduled for the July 30 Board
meeting.

Overall, implementation is proceeding well. US$70 million in contracts awarded (to be
financed by the Bank or Bank-administered trust funds) as of July, with US$140 million
expected by end-September.

Background:

8. The Prime Minister could well be offensive. He may

(i) question the Bank's lack of trust in them delivering on their promises. The
unification of the payment system has been the subject of several prior agreements
under the sponsorship of the US and Germany, and has not been carried out, there
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is a good reason for being cautious and insisting on the two-week monitoring
period.

(ii) suggest that we are rigid and unresponsive to their severe budgetary needs. The
needs are indeed huge, and this is precisely why we are proceeding with an
unusually high amount (which would also assist them in making timely debt
service). We hope to go ahead soon.

(iii) remind you that the TAC was part of the "deal" on arrears resolution. We did
promise a significant net transfer in 1996-98, and we could disburse as much as
US$160-180 million in 1996, TAC ($90m) included. To make this a possibility,
we had reduced the conditionality to such an extent that we can even expect
concerns at the Board about the "strength" of the program, given the credit's US$
90 million size.

(iv) argue that we should distribute documents as soon as possible. We do not
want to take the risk of withdrawing the documents if the condition is not met.

(v) accuse the Bank of "meddling in their internal matters". If all parties to original
negotiation agree (including the Federation Finance Minister who is in charge of
the Federation budget), we would have no objection to the revised allocation of
the credit proceeds between the two budgets, as long as all agree. But, better to
use the Dutch cofinancing as "swing financing".

(vi) he may propose the second option discussed in the memo. We should not make
a decision in this meeting. [We could support a "reduced TAC", although the
price tag (reduction) should be significant, because the conditionality remains
critical for Dayton, and the international community has looked to us to carry the
ball on this].

Attachments:

- Memo from Mr. Koch-Weser to you regarding the TAC
- Your letters to Messrs. Izetbegovic and Muratovic
- The incoming letters
- Lending Program
- Basic Data on Bosnia

Distribution:

Messrs./Mme. Linn (o/r) (ECAVP); Severino, Sheehan, Horvai (EC2DR); Noel, Ding (EC2CO).

AHorvai:ah
m:\bosnia\murat.jdw



ALL-IN-1 NOTE

DATE: 17-Jul-1996 11:07am

TO: Josie Bassinette ( JOSIE BASSINETTE )

FROM: Christine Wallich, EC2DR ( CHRISTINE WALLICH

EXT.: 37686

SUBJECT: Bosnia and unfortunate incident
Response to Mr. Wolfensohn

Josie;

Per our conversation, I would very much appreciate your
passing the following message on to Mr Wolfensohn:

I fully understand his outrage over the situation
regarding the internal memo which was unfortunately sent to
Ambassador Alkalaj. It is totally unacceptable and I have put in
place all necessary measures and administrative procedures.

A meeting of all Administrative Secretaries and the
Executive Assistant in the Department has taken place today to
stress and underline the importance of following these
procedures.

I will ensure that these procedures are fully understood
and followed by everybody in the Department on the Bosnia Team.

I appreciate the serious implications and regret the
consequences, which are also, actively being repaired.

Best regards,

Christine

CC: Caio Koch-Weser ( CAIO KOCH-WESER
CC: Jean-Michel Severino ( JEAN-MICHEL SEVERINO
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OFFICE MEMORANDUM WBG ARCHIVES

DATE: July 16, 1996 STRICTLY CONFIDENTIAL

TO: Mr. James D. Wolfensohn, EXC

THROUGH: Mr. Caio K. Koch-Weser, EXQV

FROM: Christine Wallich, Acting Director, Bosnia and Herzegovina

EXTENSION: 37686

SUBJECT: Your Meeting with Dr. Hasan Muratovic, Prime Minister of Bosnia and Herzegovina,
July 17, 1996, at 2:45 p.m.

1. The meeting is at the request of the Prime Minister. Eveline Herfkens, Caio
Koch-Weser, Jean-Michel Severino and Christine Wallich will also attend.

2. You are aware that the meeting was requested after an unfortunate incident. With
a fait accompli, and following internal discussions in the department, I told the Embassy
as well as Eveline Herfkens that we sent the copy deliberately to give them the
background of our decision. (You could tell the Prime Minister that "you value
transparency and openness in Bank-client relations; and it should have been done very
differently. Now, however -- and we all regret very much that the Prime Minister was
offended -- let us see how we can move ahead and improve things for Bosnia.")

3. Although the conclusion of this memo could not have taken the Prime Minister
by surprise, he is rightly upset. (We should let him let off steam before getting into
any substantive discussion on the TAC.)

4. On substance, in principle, and assuming he continues to say that they fully intend
to meet the conditionality, we still want to "hold tight" and wait until the condition
regarding the unification of the payment system is fully met (including the two-week
monitoring period) before the TAC documents are distributed to the Board.

FYI: HOWEVER - IF the Prime Minister indicates budgetary urgency, and,
reading between the lines in the meeting, you sense that really, the conditionality
will not be met, we could "rethink" the operation, on a much-reduced scale -
-say $30-40 million -- in light of the great importance we attach to the
remaining unfulfilled condition on the payments system. We should NOT
offer this in this meeting, however, UNLESS the Prime Minister explicitly
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requests the "reduced TAC option" and states that they will not meet the
conditionality: Many donors are looking for us to be firm, so we would need to
prepare the ground for this very carefully with other donors in the international
arena -- the US, the Germans, Bildt, etc.

5. Time is short, given the September 14 elections. Republika Srpska will be in the
new Government, which might raise questions of why we are doing a "Federation-only
TAC" after the elections. The bottom line is that we have to, in one way or another (ie
$90 million or reduced), get the TAC out of the way during the next few weeks.

6. If we manage to get it to the Board, it will be very close to the election date, and
there will be obvious questions about the timing of the operation. The Prime Minister
should be aware of this dilemma. We should, though, take the risk of presenting the
TAC to the Board almost until the day of elections on the ground that the credit will
be disbursed against actions agreed and taken before Board.

Background:

7. The Prime Minister will likely be offensive. He may

(i) question the Bank's lack of trust in them delivering on their promises.
The unification of the payment system has been the subject of several prior
agreements under the sponsorship of the US and Germany, and has not
been carried out, there is a good reason for being cautious and insisting
on the two-week monitoring period.

(ii) suggest that we are rigid and unresponsive to their severe budgetary
needs. The needs are indeed huge, and this is precisely why we are
proceeding with an unusually high amount (which would also assist them
in making timely debt service). We hope to go ahead soon.

(iii) remind you that the TAC was part of the "deal" on arrears resolution.
We did promise a significant net transfer in 1996-98, and we could
disburse as much as US$160-180 million in 1996, TAC included. To
make this a possibility, we had reduced the conditionality to such an extent
that we can even expect concerns at the Board about the "strength" of the
program, given the credit's US$ 90 million size.

(iv) argue that we should distribute documents as soon as possible. We do
not want to take the risk of withdrawing the document if the condition
is not met.

(v) accuse the Bank of "meddling in their internal matters". If all parties
to original negotiation agree (including the Federation Finance Minister



-3-

who is in charge of the Federation budget), we would have no objection
to the revised allocation of the credit proceeds between the two
budgets.

(vi) he may try to get a deal along one of the two options discussed in the
memo. We should not make a decision in this meeting, unless he
explicitly asks. If he asks about the "reduced TAC", we could support it,
although the price (reduction) should be significant. The conditionality
remains critical for Dayton, which we continue to support.

8. Suggested messages:

The Bank is with them.

We regret the Prime Minister was offended by the openness of the memo. (He
will want to let off steam).

We have so far delivered, as promised, seven projects (US$150 million from the
Trust Fund, and another US$10 million from IDA).

Another five projects, (demobilization support, public works, housing, power
and land-mine clearance) totalling US$75 million in IDA, are scheduled for the
July 30 Board meeting.

Overall, implementation is proceeding well. US$70 million in contracts
awarded (to be financed by the Bank or Bank-administered trust funds) as of July,
with US$140 million expected by end-September.

TAC

Timing. Let them deliver by mid-July, as promised, and we will go for the
first meeting after Board recess. Given the forthcoming elections, there is not
much time left for action. They need to deliver (i.e., unify the payment
system) in the next two weeks or so.

(FYI: Alternatively, we could think of a downsized operation -- if they
specifically ask).

Allocation of proceeds. If they agree among themselves, including the
Finance Ministers of the State and the Federation, we would agree to modify
the agreed 30/70 (State/Federation) allocation. Nevertheless, in our judgement,
this change would not be justified on a "financing needs basis".



-4-

Attachments:

- Memo from Mr. Koch-Weser to you regarding the TAC
- Your letters to Messrs. Izetbegovic and Muratovic
- The incoming letters

Distribution:

Messrs./Mme. Linn (o/r) (ECAVP); Severino, Sheehan, Horvai (EC2DR);
Noel, Ding (EC2CO).

CWallich/AHorvai
m:\bosnia\murat.jdw
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THE WORLD BANK/IFC/MIGA

OFFICE MEMORANDUM
DATE: July 8, 1996

TO: Mr. James D. Wolfensohn, EXC

FROM: Mr. Caio K. Koch-Weser, EXC

SUBJECT: Bosnia Transition Assistance Credit (TAG) - Requests for Early Board Consideratjoa

The Prime Minister (Dr. Hasan Muratovid) and the President of the Presidency(Alija Izetbegovid) have written to you requesting an early distribution to the Boardof the TAC documentation --before the final condition on unification of the paymentssystem has been met and the Bank has been able to monitor/verify it-- so as to enable
the Board to consider the TAC before the Board recess, and give Bosnia early accessto the TAC resources ($90m). You may wish to note that the President's leteindicated that his decision to unify the payment system will be made "in the next days'and "the system will be functioning before the end of July", where the Prime Minister'sletter says it will be functioning "by mid-July ".

As you may know, there are no technical impediments to meeting this finalcondition to unify the payment system, and there have not been any for some months.The decision is --and has long been-- purely political.

Because of the difficulty' of reaching agreement hitherto (payments systemunification has been the subject of prior agreements reached -but never fulfilled--under the sponsorship of the US and Germany in the Sarajevo Agreement, GenevaAgreement, Bonn/Petersberg Agreement, Washington Federation Forum Agreementetc), we have been very precise about the requirements to meet this condition, andhave required third party evidence (EU monitors) to be brought to bear that thecondition has been fulfilled, uninterruptedly, for at least two weeks, before distributingthe TAC documents to the Board (see attachment). (All other conditions of the TAChave been met).

We have required this third party evidence and a 2 week performance periodprior to Board distribution because we feel it would be:

(i) a major embarrassment to the Bosnians, with significant cost to their futurecredibility with donors and for our ability to present future adjustment operations, if

1/ The difficulties relate, inter alia, to how many currencies will circulate in the payments system -DM alone, as some prefer, or DM, Dinar and Croatian Kuna), and (ii) whether the central bank willguarantee to convert dinar revenues to the budget to DM
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the credit were to be presented to the Board, and due to failure to fhlfil the condition,the documents had to be withdrawn (the Region places a high probability on this
outcome);

GO put the Bank in a very awkward position to be potentially pushed to agreethat the conditionalityr had been met, even if we had not been able to do the necessary
due diligence to ensure it had been met, and we were not fully convinced that it hadbeen met, simply because the TAC was already on the Board agenda (see belo); and,

(iii) highly problematical for the Bank if the Board were to approve the creditbased on a "rush assessment" of the conditionality, and if Payment system unifcatiowere to be unwound shortly after Board presentation. Our approach will not rule thelatter out, but the 2-week period (plus the 18 days for Board to review dcumnr) wilmake it substantially more difficult and highly visible to unwind.

Recommendation:

The Region's recommendation is to "hold tight". Our credibility -with the
Bosnians for the future, and with the international community, all too familiar with thechallenges of federation-building-- is at stake. We propose:

. to require the actual fulfillment of the conditions, (as per the documenaton
attached), as a condition of distributing the documents to the Board, and

- this includes requiring two weeks (we had earlier proposed four weeks) ofuninterrupted unified activity, as certified by the third-party (EU) monitors..

Assuming unification takes effect on July 15, as per the Prime Minister's etter,this would allow us to distribute documents to the Board at end July, for Boardconsideration on August 20, the first Board date after the Board recess - just undera month before the elections. The Bosnians' preferred alternative is to go with a Boarddate of August 1.

In the region's view, 19 days do not justify the possibility that there will be lessthan full due diligence in ensuring compliance with all conditions. (Assumingunification at end-July, a 2-week performance period would give us a Board date inearly-September --very late in the Region's view-- politically to be supporting the oldGovernment).

The implication of this recommendation, in the event that the conditionality is
not fulfilled in time to support the outgoing government before the elections is that wewould revisit our policy dialog with the new government, after the elections, on thebasis of a broader, nation-wide agenda.

Based on the above, attached are the proposed responses, for your signature,to the incoming letters from the Prime Minister and the President of the Presidency.
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Other options include:

(a) Tranching the credit -- and disbursing the rt tanchr., Uow, imrecognition of the 3 conditions already met. This approach cod ep prvi Somestability over the election cycle, since the second tranche would be disbursed after theelections, on fulfillment of the 4th condition. This Option would set an unfortnateprecedent for future negotiations with the Bank, especially on adjustment operations,with the Bank perceived as a lender willing to trade conditionality for money withconcomitant loss of credibility. In addition, post-election we will aim to suppo thoverall nation-building effort --the State and both entities-. - not srt the d ice
- and the two-tranche approach would be inconsistent with t. us the Federatihs-

(b) Downsizing the Credit, say to $3 0m, in recognition Of theaccomplishments to date, and the three conditions having been met. This optionsuffers from the same disadvantage as the above -- the Bank will be seen as horse-trading. On the other hand, it would enable us to broaden our dialog with the newgovernment, and give the new government quick support after the elections (But ourability to negotiate would certainly be impaired by the "horse-trading" that hadpreceded). The credit would also have to be renegotiated

Neither of these options, therefore, is good. Option (b) is probably less bad.
If option (b) is taken, there should, prima facie, be no reallocation of TAC proceedsbetween State and Federation budgets (see below).

allocat~inghares. 50/50 between Federation and State.

The President's letter requests an increase in the State share of the TACfrom 30% ($33m) to 50% ($45 dil). In responding to this, we should recall that theTAC has been conceived as a "Federation-building" instrument. The proposedreallocation has almost certainly been requested without the knowledge of, and withoutthe concurrence of the Federation authorities/both Federation partners. TACconditionality is all on the side of the Federation, and most of it has been met. Thepayment system conditionality that has not been met has been impeded by the onlyState-level institution involved in the TAG -- the Central Bank. Prima-facie, thereallocation is not justified. But, it is a matter for the parties to negotiate, in the end.
If we re-enter into such a renegotiation, it will be essential that we involve borrFederation partners in the renegotiation, and the State and Federation Ministries ofFinance, whose budgetary programs are to be supported. This cannot be a re-negotiation (deal cut) between the Federation and State Prime Ministers (both Bonsiac,and from the same party) alone --although this is what the authors of the letters arelikely to propose, cautioning the Bank "not to meddle in Bosnia's internal affairs".eWe ignore these internal affairs at our peril.

Christine Wallich



The World Bank
Washington, D.C. 20433

U.S.A.

JAMES 0. WOLFENSOHN
President

July 9, 1996

Mr. Hasan Muratovic
Prime Minister
Government of Bosnia and Herzegovina

Dear Prime Minister:

I was very pleased to receive your letter of July 5, 1996 with its complimentayrem'rf
regarding our joint work supporting reconstruction and economic recovery in Bosnia and
Herzegovina. I have been following events in Bosnia with great interest and watching very closelyprogress in the implementation of the reconstruction program. As you know, I returnedyust a fewdays ago from the G7 Summit in Lyon, where I urged G7 leaders to ensure coordinated andflexible funding for Bosnia, to accelerate their disbursements, and to plan now for a future donorconference after the elections.

I am also pleased with the important progress already made in many of the areas coveredby the Transition Assistance Credit (TAG). The unification of the Federation customsadministration the recent passage of legislation creating the Federation Bank Supervision Agecy,and the presentation of legislation creating the Federation Privatization Agency are essential stepstowards strengthening the Federation that the TAC is designed to support.

I was also encouraged by your letter noting that preparations for the unification oftheFederation payment system are well advanced, and that the physical unification of the system isexpected to take place by mid-July, now that all the technical aspects are fully resolved. Thisunification will greatly strengthen integration and promote economic growth, commerce, andtrade. A unified system will also significantly smooth the operations of the Federation budget, taxadministration, and customs administration, institutions essential to the effective functioning of theFederation, which is an essential building block of Bosnia and H-erzegovina.

I hope that this unification can be accomplished soon, so that we can present this credit toour Board of Directors, and gain their support. As you know from your earlier discussions withMr. Caio Koch-Weser and Ms. Christine Wallich, certain key steps (summarized in theattachment), are still to be taken. Once completed, and following a two-week uninterruptedfunctioning of the unified system, I will be very pleased to immediately send the project to theBoard. Following the timetable laid out in your letter, the technical unification in mid-July,followed by a two-week performance monitoring period, would lead me to submit the project



Mr. Hasan Muratovic 
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-rury 9. L996
documents to our Board in late July, for ' i -Tbecause of the Board recess, s for ayodecision inmid-August. Tnus, no thme WCul be ras

becase I'te B ardrecsssince as you know, the Board requires about three wveeks to examj=
projects' rf the conditions are met, I would be happy to submit the TAC document, t e oarright before the recess (July 3 1) and have a Board discussion at the first Board da(Augua 20)
following the recess. dasena htheBBddrd

The memories from my visit to Sarajevo are still vey much aiv I Wft tem botshocked by the devastation and human tragedy and encouraged by the detern O eoplof Bosnia and Herzegovina to make peace sustainable. I wish to reassure you, A& prime peoslethat the World Bank will continue its strong support to make a better liy, Ir the BPrie pweoareality as soon as possible.

vLA-

Sincerely yours,

James D. Woensoln

Attachment

cc: Mrs. Eveline Herfkens, Executive Director, Bosnia and Herzegovina



1.~.< Attacment

Transition Assistance Credit: Unification of the Federation Payments System

Steps to be Taken Prior to Submission of Documents to the Board

As outlined in the Memorandum of the President (MOP) for the Transition AssistanceCredit negotiated with the Bosnian Authorities on May 15, 1996, the Board condition with respectto the unification of the Federation payments system reads as follows: "FUJ unification of the
Federation payments bureau, including appointment of the Director and deputy Director (done),and development of a checklist of measures for unification of a single Federdon payments bureat(to be done --see below), as demonstrated by the lack of a need for periodic settlement andclearance between the two payments bureaus for transactions balances (to be done -see below

As evidence of the completed actions with respect to the Federation payments system, wewould need, as part of the "checklist",

1 . An Agreement to be signed by all parties concerned in the TAC negotiations (signatories to
the Letter of Developmental Policy) outlining the manner in which unification is to take place (i.e,how many currencies will be involved, what is the mechanism for conversion of currencies for useby the Federation budget, etc.) and the date on which the unification is to become effecve ( Adraft agreement was provided to the authorities on June 10, 1996 that could serve as a model.)

2. The signature of the NBBH as one of the parties to the above agreement, as it relatesto theconversion of currency, would be required. Alternatively, the proposed substitute for this, issuanceof an executive order of the President instructing the National Bank of Bosnia and rHerzegovina toimplement the currency conversions required by the agreement mentioned above would also eacceptable.

3. Certification by the Director and Deputy Director of the Federation Payments Bureau thatthe unification has taken place, on the effective date.

As evidence of effective unification, demonstrated by the lack of a need for periodcsettlement and clearance between the two payments bureaus for transactions balances

4. Certification (two weeks after the date of effectiveness) from the EU monitors, in Mostar,that there is full unification and no paper-based transfers have taken place since the date of
unification specified by the Agreement and the Directors and Deputy Directors certificatiom (Thesemonitors would continue to certify to the World Bank that full unification has been maintaine upto the Board date, and until the effectiveness of the Credit. Any reversals would lead to withdrawalof the credit from Board consideration.)



The World BankWashington D.C. 20433
U.s.A.JAMES D. WOLFENSOHN

President

H.E. Alija Izetbegovic July 9. 996
President
Bosnia and Herzegovina
Presidency Building
Marsala Tita 16
71000 Sarajevo

Dear Mr. President,

Re: Tansitioni Assistance Credit A )adPyet ytmUifafI

re was very Pleased to receive your letter of July 6, 1996, and Iyou c tibremark about the Banks close Partnership with your country to Sup" enstryieconomic recovery. 1 have been fOllowing events in Bosnia closelyadawith progress in reconstruction I am also very encouraged bth po osrgo and
has accorded to smooth and efficient impleentationrAs yo t prrtya jeryggdays ago from the G7 Summit in Lyon, where I urged 7 leaders to ensur e coor e andflexible funding for Bosnia, to accelerate hi Youure ad to 1eturned j=st a fewdonor conference after the electio eirdsburem ,

I was also encouraged by Your letter noting that you will make a decisPayentsy stled thinteex days. Thsi xelnon on tlhethe This is excellent news, now that the technica aspecr

are fully resolved. This unification will Promote economic~ growth and signfiay smotithe operations of the Federation tax adrnstrtion customs m growth and ebudget, institutions that the TAC is also dsignedn, ant Fsuppo
I hope that Your decisionwi eour Board of recwill be implemented soon, so that we canour Br d C fDirectors, and gain their support. As you know from your re r dsc rzdie towith Mr. Cado Koch-Weser, once the unification has taken place, and fearlier discussiosuninterrupted functioning of the unified system, I will be very pleased to -mreg a two-weelcthe Project to the Board. Were your decision to be efected in theaed o tatunification would take eff 

so u 5 tMm ofJuly 1 o ula d be apu tos ub i the TAC docum ents to the Board befo re the rec s
(J ly 31 f r B ar d sc sson on the first available Board date esraJs~ 0



11E. Alija Izethegovic -2-

Azryg, ggWith respect to the allocatio * tx geW it re p e c to th e all c at On f re s o u rc e s u n d e r th e T A C , b e t W e e t ft e ~ c u dand the State Budget, this has been negotiated between the Federation Mnistry OEFin=Ma
the State Mfinistry of Finance and the World Bank, based on the respective budgetay Inresponibilities of the Federation and the State, and the ependftr i
ee support (eg, recurrent expendis relating to the agreed Federat ,

reform, Federation health system reform, demobilization support, and Federaffo sociaL fimc[outlays.) Tiis could be renegotiated, in the event that all thenegotiation agree. 11oest hrmis
Mr. President; my memories from my visit to Sarajevo are Stll Verym~afe ~ vc

by the human tragedy, I remain encourged by the detenation oftePeopr e f & vfHerzegovin to make peace sustainable. I wish to reassure you that the Waor Bank wicontinue its strong support to make a better life for the Bosnian People armajjd as so= aspossible.

Sincerely yous,

James!). WofOnso

Attachment

cc: Ms. Eveline Herfiens, Executive Director Bosnia and HerzegofM



Atactszmt

Transition Assistance Credit: Unifcation of the

Steps to be Taken Prior to Submission ofDocunefts to the BoardAs outlined in the Memorandm of the President (Mop) for the rznsfjy(M Assistace.Credit negotiated with the Bosnian Authoities on May 15, 1996, the Board condition with spnc
to the unification of the Federaion payments system reads as follows: ',Full unfficatof th

Fedraton aymntsbureau, including appOintment of the Director and deputy Diecor (dove),addvelopmen of a c cld pf mes Ppw Fllu c
( a n d d lo ent f s he c lis t o f m e a s u r e s f o r u n i f i c a t i o n o f a s i n g l e F e d e r a t i o n ob u r e ,(o be done --see below), as demonstrated by the lack of a need for periodPametm s andclearance between the two payments bureaus for transactions balances (to be aedic settlement

A . Go d2W -see belkw).-As evidence of the completed actions with respect to the Federation paymwt systn,
would need, as part of the "checklist",

1. An Agreement to be signed by all Parties concerned in the TAC negogatfon (sfgnatori
the Letter of Developmental policy) outlining the maniner in 

=hc unfctotstotk lc iehow anycurences wll e ivoledwhat is the mechanism for conversion Of cUrecies for use
by the Federation budget, etc.) and the date on which the unification is to become effectiv (draft agreement was provided to the authorities On June 10, 1996 that could serve as anioL)

2. The signature of the NBBH as one of the parties to the above a as dt re.ate to dieconversion of currency, would be required. Alternatively, the proposed substiute for hi,
of an executive order of the President instructing the National 

&ai fBsi n ezgv~~implement the currency conversions required by te a Bank Of Bosnia abe Hori soeacceptable. the agreement mentiosed erzego to

3. Certification by the Director and Deputy Director of the Federatio payments E==the unification has takenplaceron the e t dae
Asce onde the effetie date-As evidence of effective unification, demonstrated by the lack ofa need for periodrc

settlement and clearance between the two payments bureaus for transactions baanes,,
4. Certification (two weeks after the date of effectiveness) from the EU monitors, in Mostar
that there is full unif cation and no Paper-based transfers have taken place since the date of

unification specified by the Agreement and the Directors and Deputy Directors certification.Thsmonitors would continue to certify to the World Bank that full unification he taion heseto the Board date, and until the effectiveness of the Credit. Any reversals would lead to withdravj
of the credit from Board consideration.)



-- 4-'HNK S:RKFUEV.) To 
-

IOSNIA AND HE RZEGOVJVA
-PAIM2L MIZISTZ

- vzfrv6 05Jury iggs

M.jame fZ. Wowega, , d
THE WORLZ ANX

WmeStoni D. C. 2003
V. S.A.

Dear Mr. WoIenOhn,-

I 4m pleased to have this OPPorpujty t cn
suPPon of the World &ank and r Ir n m t e4cccrdf.d to ug by yorasca. reitmrtc .our satI&eio vwthte =c-rcneun

ac-~et.Cooperadea
In reference CO t

Lic o oard of ),rectors, I ac in P ion ianr f orp youtp o rr he u ni d p yzne en are at an advanced stage T a nd, o fcwfr p o 7
require Geex rac~re daYF before the system can begin to upera ~ ~ i x c m oboPendona by Inidjiv af. the lateS te. The ad SOfware

wasy f ol ed2 - at the docun ents for the Board pre-rxl vado, need to bwMotday, Jui I996. in order to be Prwesft in cm" Or the B~oard aced 10 beor;ee err ug
on . Mdwn.. 

bc~ r dieJ IISJLugtu dum.. i .. tt--il',hz W'Pr-c-IduW b,.

Let Ine conclude by staing rsu~ essful with h e Pa a e O dia d y co M rnw e eand 11erngoa. 6Ue -n gradualot i
wrtm g h o o f dzze n m u aua l U n d e m a d in g i o f 3 ig h y a n d e c o n o m y o r f B ,a

4 an lc mn go a.u~ o r excelleg mu ua un c aj io hIghesL iM porra cc in ai ev n- P ur Thez~ goa l osprosg regenerat on 1o this devastaed an e e n

p c erel.~ e your o rnu jn makes us all feel that his gol is wid hrn rVI.
Sincerely.

Dr. i. F alu= -



LJ.- 10;L~ ei I-HUMi IN=~ WLIJL J3mrI =tmIHj r.vU SU 1MnI=g2M.rAM .&3.. O-.W~

Sarafevo.Juy 06, M9 6

Dear Zr. Wolfensohn.

I would like to take this opportunity to express my most sincere graefilness for the caocpraes=n
we have and the excellent wrderstn~ding of our problems that you always show.

The information th-e the decision on the Transition Assistance Credit (TAC) will be poaspned
until the end of August has t"sed me grave concern. This crodit was supposed to assist us to overcome
our major budgetary problemus in the June - September period. On the basis of the earlier la"ed. date
(end ofJune) we have already developed all our activities with other contributors.

I urge you to underarand that this postponcment will have Irreparable consequencm. Therefo r
ask you to change this decision and submit the required credit documentadon in time for the nexc
meeting of the Board of Direc'rs. R is of utmost importance for TAC to be approved before the end of

July.

I am aware that we have so far failed to fulfill the condition of establishing a funcdoning paymacn
system within the Federation of Bosnia and Herzegovina, and I assure you that within the ne= three days I
shall make the decision on this contentious problem and ensure the functioning of the system before the
end ofJuly. which means before the Board session deciding about TAC.

Previously it was agreed that the credit funds will be split between the Governmenr ofrSnifa zmnc
Herzegovina and the Government of the Federation of Bo-1 and Herzegovina on the basis of 3070
Mao old"n to to--i prcein with the l ,Of the State! am conm e ed to propose hat. this ratio be

changed to 50:50.

You wil surely underswand that this letter would not have been written if this matrer had no beem.
of such an extreme Importance for our State.

Let me assure you of continued determinadon of the State of Bosnia and Ieregovizna to worh
together with the World Bank and the donor community on achieving our ultimate goal of restoring
peace and normality to this country.

Sincerely, .-

Alga Izetbegovid
President of the Presidency

Mr.Jam" D. Wolfensohn, President 1
THE WOBLD BANK
Washington, D. C. 204M3
U.S. A.

TOTRL P.02
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Bosnia and Herzegovina at a glance
Bosnia Europe &

POVERTY and SOCIAL and Central Low-
Herzegovina Asia income Development diamond*

Population mid-1994 (millions) 4.2 488 3,182 Life expectancy
GNP per capita 1994 (US$) 1/ .. 2,270 390
GNP 1994 (billions US$) 1/ .. 1,108 1,241

Average annual growth, 1990-94

Population (%) -1.1 0.4 1.8
Labor force (%) .. 0.6 19 GNP Gross

per primary
Most recent estimate (latest year available since 1969) capita enrollment

Poverty: headcount index (% of population)
Urban population (% of total population) 49 65 28
Life expectancy at birth (years) 71 98 63
Infant mortality (per 1,000 live births) 19 23 68
Child malnutrition (% of children under 5) 38 Access to safe water
Access to safe water (% of population) - 67
Illiteracy (% of population age 15+) 35
Gross primary enrollment (% of school-age population) 97 105 - Bosnia and Herzegovina

Male 97 112 Low-income group
Female 97 98

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

85 194 1995 Economic ratios*

GDP (billions US$) . .. 2.2
Gross domestic investment/GDP Openness of economy
Exports of goods and non-factor services/GDP 18.0
Gross domestic savings/GDP
Gross national savings/GDP

Current account balance/GDP -10.0 Savings Investment
Interest payments/GDP
Total debt/GDP .. 147.0
Total debt service/exports .. 130.0
Present value of debt/GDP ..
Present value of debt/exports -- -- Indebtedness

1975-84 1985-95 1994 1995 1996-04
(average annual growth) - Bosnia and Herzegovina
GOP p.r15.5 Low-income groupGNP per capita.. .
Exports of goods and nfs 28.8

STRUCTURE of the ECONOMY

(56 of GDP) 1975 1991 1994 1995 Growth rates of output and investment (%)

Agriculture .. 9.5
Industry .. 43.0

Manufacturing
Services .. 47.5

Private consumption .. .. 90 91 92 93 94 95
General govemment consumption -GDI -- GDPImports of goods and non-factor services .. .. _.._..

(average annual growth) 1975-84 1985-95 1994 1995 Growth rates of exports and imports (%)

Agriculture .. .. ..

Industry ..
Manufacturing ..

Services ..

Private consumption.. .. . .

General govement consumption ..
Gross domestic investment n90 91 92 93 94 9
Imports of goods and non-factor services . .- Eports -- mports
Gross national product ... .. I.._..

Note: 1995 data are preliminary estimates.
Large proportion of data are missing due to scant and partilal data in case of Bosnia and Herzegovina at this early stage of post-war period.
1/ 1994 GNP figures are not available. For 1995, EC2CO estimates GDP to be US$ 2.2 billion and GDP per capita to be US$ 520.

The diamonds show four key indicators in the country (in bold) compared with its income-group average, If data are missing, the diamond will
be incomplete.



Bosnia and Herzegovina

PRICES and GOVERNMENT FINANCE

Domestic prices 1975 1985 1994 1995 Inflation (%)

(% change) 800
Consumer prices .. .. 780.0 -11.7 600
Implicit GDP deflator .. .. .. . 400

Government finance 200

(% of GDP) 0
Current revenue . . . .. 0 91 92 93 94 9s
Current budget balance .. 200
Overall surplus/deficit .. .. .. .. -GDPdef. -e-CPI

TRADE

(millions US$) 1975 1985 1994 1995 Export and import levels (mill. US$)

Total exports (fob) .. .. 164 295 3,000
n.a. .. .. .. .. 2,00
n.a.
Manufactures .0

Total imports (cif) .. .. 889 759 1,500
Food 1
Fuel and energy ..

Capital goods .. 5
Export price index (1987=100) 0
Import price index (1987=100) .9 90 91 92 93 94 95
Terms of trade (1987=100) .. .. .. .. oExports [aImports

BALANCE of PAYMENTS

(millions US$) 1975 1985 1994 1995 Current account balance to GDP ratio (%)

Exports of goods and non-factor services .. .. 262 395
Imports of goods and non-factor services .. .. 1,392 1,146 89 90 91 92 93 94 95

Resource balance .. .. -1,130 -751 -2

Net factor income .. .. -221 -245
Net current transfers .. .. 603 394

Current account balance, -6
before official transfers .. .. -748 -602

Financing items (net) .. .. 717 644
Changes In net reserves .. .. 31 -42

-10- -
Memo:

Reserves including gold (mill. US$) .. .. .. 22
Conversion rate (local/US$) ..

EXTERNAL DEBT and RESOURCE FLOWS

(millions US$) 1975 1985 1994 1995 Composition of total debt, 1995 (mill. US$)
Total debt outstanding and disbursed .. .. 2,960 3,234

IBRD .. .. 546 623 A
IDA 623

Total debt service .. .. 475 508 C
IBRD .. .. 60 73 49
IDA D

Composition of net resource flows 37
Official grants ..

Official creditors .. .. . . F E
Private creditors .. .. 1954 571
Foreign direct investment ..
Portfolio equity ..

World Bank program
Commitments .- *. A - IBRD E - Bilateral
Disbursements .. .. .. .. B - IDA D - Other multilateral F - Private
Principal repayments .. . . C - IMF G - Short-term

Net flows
Interest payments
Net transfers

Intemational Economics Department 5/13/96



Bosnia - Revised Lending Prog.am for Calendar 1996
(as of June 28,19%)

Project IDA RS
Project Appraisal One stop Negotiations Board Cost Beneficiary IDA Cumula- Cumula- Financing Task

Date Review (tentative) (US$) Project Bank Support tive tive Gap2  Manager

Emerglency Recnstruction (-EC) [E 1 /a 1/22,1 2/ 29) a 6 S, F F 45 45 26 W

E ncyFarm R in econstructon [E} 1/S 2/2 a 2,/28 a 3/28 a 50 F, RS F 20 65 13 MK

ZEergency Water upply [E] 10/95a 2/23 a 2/28 a 3/28 a 70 F f 20 15 2E
Z-

Em Igency Trnsport [E I/t 2/13 a 2/2S a 3/29 a 16 S, ,F 35 12o MAND
U)
D Emtr. War Victims Rehab.- Grant [E] 215a 3/31 a 4/15a 5/14a 30 Ff 125 8 MM

Erergency Educa renm Grant [E] 311 44 a 4 1a 5/ 14a 33 1, R"F, , kS (o5) 5 '3o 0.5 17 M

Emergency DIstrict I feing Rehab. 1/9a 2/16a 4/15a 5/ 141 58 , RS 1, RS (0. 20 150 1 0 H1

Emer. War \itims - C rdit n.a. n.a. o /281 F F 5n
-Fm-r. Educationi - Credit n a. n.a. o a. /2Sa F, RS ~ F,. RS 5 1 oa

End FY96- Begin FY97

Emerge(ncy Powe r Rehab /9 4/2,15/0 7/3 1960 F, R F 35 45 7() fil

Demiobilization & Trainting 4/ 26a 5/ 16al V 0/10 -/)0 1, RSl F, R~s (2.5 7235 12 IF

Local Public Works 5/ 1a 5/ 25a W/,0 7/30~t 4,, F,R Ks , [S (2.5) 10 6,2 o.0 31 sF-

Emrsency Mine Chearing 1/9a 4/26a 6/1Oa 7/ 67 FRS F,Rs (2.)) 7 71 8.) 2A

Emorgency Housing 4/24a 5/28a 0/10a1 / 0 F F 15 6 24 MT

T AC 4/15a 4/5 a 5/1 7/30 110 S FV,S 90 176 0 WD

Indusy71 TBD BD )/1) 50 F, RS F, R(. 10 186 110 40 GV

EIenIlHospital Scrvices 4/ 22,1 81/ 2 9/26 10/,10 95 T, RS F , S(3.) 1 201 16.0 80- I OA1
Mlicrobusines~s/ILocal hiitiatives 51 /25,1 1B T)]BD 915 15 F, F 7 208 4 N

-nd GY3 - iegin UYu7
- Fores51y)TBD TBD TBD TBD I35 PS , RS (20) 7 21D 20.) 28 VW

Bducation Reconstruction / 1B) TBD TBI 60 20 235 40 NMI

E mergency Gas 11 TB TB31 TB TBD) -4 Y, RS F-, 1,,;.0 20 255 23.,0 TBL3 IM
Watr Managementand Rehab. TB) TD T D T H 6 70 27 60 RacE

Tmrasport If TB ThD TB T 158 o 290 18 iM

Government Services I TBD TI> T BD VW) T HI 292 TID WE

SAC 1I T BD TM) TD TBM) TBDL 9i 3f TBD) WE)

Notes: a -actual
1/ S is State, F is Federation and RS is the Serb Republic. For projects only benefiting S or S and F, support to RS is not excluded, however would depend on

appropriate political climate and would be decided in coordination with the int. Il donor community and key institutions of the peace process.

2/ Tentative funding gaps, based on indicative commitments from donors.

[E] Credit/Grant is Effective.

m:\bosnia\lending.pgm\lend-96.xs 7/15/96



KEY FACTS ON BOSNIA

" BOSNIA BEFORE INDEPENDENCE (1991)

Population: 4.4 million
GDP: US$8.3 billion
GDP per capita: US$1900
External Debt: US$1.9 billion
External Debt to GDP ratio: 23.5%

* INDEPENDENCE, WAR AND PEACE: KEY EVENTS

Referendum and declaration of independence: March, 1992
Start of hostilities: Spring, 1992
UN membership: May, 1992
Washington Agreements on creation of Bosniac-Croat Federation: March, 1994
Dayton Peace Agreement: November 21, 1995
Paris signing of Dayton Peace Agreement: December 14, 1995

" BOSNIA AFTER THE WAR (END DECEMBER, 1995)

GDP: US$2.2 billion
GDP per capita (approximately): US$500
External Debt: US$3.2 billion
External Debt to GDP Ratio: 147%

Note: legal issues regarding assets and liabilities of ex-Yugoslavia not resolved and may
impact these figures
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COUNTRY SUFFERS FROM THREE MAJOR HANDICAPS:

* WAR DAMAGE IS EXTENSIVE

HUMAN DAMAGE:

War-related deaths: 250,000

Wounded persons: 200,000 (about 50,000 of whom children)

Displaced persons inside Bosnia: 2 million

Refugees outside Bosnia: 1 million

Unemployed: over 75% of labor force within the Federation

MATERIAL DAMAGE:

Agriculture: 80% of farm equipment destroyed

Industry: 1995 production is 5% of 1990 level

Power generation: 60% damaged or out of operation

Power distribution: largely destroyed

Telecommunications: 30% of telephone connections
destroyed or damaged, and 90% of
international telephone lines
destroyed

Transport: 30% of main and regional roads in need of
immediate repair; 70 high priority bridges to be
rebuilt, including all ten bridges connecting the
Republic of Croatia and Bosnia and
Herzegovina

Health: 35-50% of health infrastructure damaged or
destroyed; 50% decrease in health personnel

Education facilities: 50% of school buildings damaged, destroyed, or
seized by army for housing

Housing: 60% of housing stock damaged or destroyed

Land mines: 2-4 million mines lay uncleared
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* STATE AND REGIONAL/LOCAL INSTITUTIONS ARE YET TO BE ESTABLISHED OR ARE WEAK

Cantons: 8, and possibly more, cantons to be established
within the Federation (4 cantons have been
established to date)

Central Bank: to be established

Ministries: State, and particularly Federation ministries are
weak and need to be strengthened

* THE TRANSITION FROM SOCIALISM TO THE MARKET HAS YET TO TAKE PLACE

79% of enterprise capital in the Federation (and 97% of enterprise capital in Bosniac-
majority areas of the Federation) is State-owned

80% of banking assets in the Federation (and 95% of banking assets in the Bosniac-
majority areas of the Federation) are in State-owned banks

90-95 % of banking assets in the Federation are non-performing
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KEY ELEMENTS OF A RECOVERY PLAN FOR BOSNIA

(1) REPAIRING WAR DAMAGES AND REVIVING THE ECONOMY

3-4 YEAR REVISED

PROGRAM PROGRAM 1

RECONSTRUCTION PROGRAM (US$ MILLION) 2

" Water and Waste Management 380 140

" Energy (power, district heating, 893 403
natural gas and coal)

* Transport 698 317
" Telecommunications 567 160
" Agriculture and Rural Sector 330 97
* Employment Generation3  n/a 75
* Industry 400 120
" Education 275 72
* Health 540 145

" Housing 600 165
" Mine Clearing 200 70
* Other 4  210 75

TOTAL FINANCING REQUIREMENT: 5,093 1,839

of which: Federation 3,700
Republika Srpska 1,400

(2) ESTABLISHING A VIABLE MACROECONOMIC FRAMEWORK

" Stabilizing the economy. Key provisions agreed with the IMF: Central Bank to operate
as a currency board for 6 years, no domestic financing of the fiscal deficit, removal of
price controls, removal of import restrictions and restrictions at internal borders

" Achieving financial normalization. Resolution of arrears and membership with IFIs;
Paris Club and London Club integral part of priority recovery package

1/ The original one-year program (of US$2.1 billion) has been revised.

2/ All numbers on a commitment basis.

3/ Employment generation was not included as a separate sector inthe three- to four-year program in the December

1995 report. However, given the urgency of reintegrating demobilized soldiers and the unemployed into the
economy, specific programs targeted at employment generation and labor redeployment are now being developed.

4/ Includes the emergency Solcial Fund, and salaries and other support for government institutions.
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* Establishing and strengthening key institutions for macro management and control

* Central Bank
* State and Federation ministries
* Customs and taxes administrations

" Structural Reform

* Public finance reform
* Pension system reform
* Health system reform

(3) MAKING THE TRANSITION TO A MARKET ECONOMY

* Privatizing enterprises
" Carving out bad assets and privatizing banks
" Strengthening legal and regulatory frameworks:

- for effective bank supervision
- for clarifying ownership, property, contract and dispute resolution matters

JKeller:at
m:\bosnia\trips\bosfacts
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