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Abstract:

This is a global financial and economic crisis, which can be considered
the largest since the World War II. It has become a frequently discussed
topic by various analysts, numerous governments, and in particular, a
favourite topic of the media. We can rightly say that this is a crisis of
the neoliberal system, which has greatly increased the wealth of the rich
and impoverished the poor. Such crisis can be overcome by changing the
system. Therefore, the directions and guidelines are necessary in order to
determine the goals for resolving the crisis. The defined key objectives
must be accompanied by specific sub-objectives, followed by establishing
certain policies, which will contribute to the realization of these goals. We
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need to advocate and implement policies that will assist in accomplishing fiscal policy,
the defined goals. Some of those policies include the following: industrial industrial policy,
policy, fiscal policy, monetary policy, regional development policy, public resolution,

administration policy, and social policy. directions and guidelines.

INTRODUCTION

The crisis has influenced the whole world. There-
fore, it has the dimension of a large global financial
and economic crisis, and it can be considered the
greatest crisis since the Second World War. The fear
of further development of the crisis affects everyone,
especially the employees as it contributes to higher
unemployment rates. The global crisis has been dis-
cussed and written about more than any other nat-
ural or social disaster that could affect the world,
such as global warming, solar flare that could hit the
Earth at the end of 2012 and revert our way of living
back to the XIX century. Likewise, frequent alleged
outbreaks of epidemics: mad cow disease, bird flu
and swine flu!, terrorism and similar occurrences,

1 It is said that the financial crisis and the swine flu virus
HINI were deliberately caused. Pharmaceutical lobby is
associated with the induction of all these outbreaks. It wo-
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as well as numerous neuralgic points in the world
today - Iraq, Afghanistan, Iran, Middle East, North
Korea, the Balkans and others. It represents both
an opportunity and a challenge, when the economic
theories and policies are put to the test. The ques-
tion that could be rightly asked is “What is required
from the economic system?” If the goal is only to
make profit and not the well-being of the society,
then such direction leads to the crisis and unsus-
tainable economic growth. It is necessary to govern
and adjust the market in order to successfully man-
age the economy. The characteristics of the existing
systems are the lack of regulation of market defi-

uld be interesting to analyze the possible intent of provo-
king a financial crisis. It would lead to some key managers
of financial institutions. For instance, one of the two lar-
gest U.S. mortgage companies, Freddie Mac, was warned
about the crisis in 2004. However, the general manager of
that company resigned, alongside with a large financial bo-
nus before the crisis outbreak.



ciencies, externalities and social inequalities. Still,
there is no complete and clear answer on how to deal
with, and how to combat the crisis. It started after a
long period of rapid credit growth, low risk premi-
ums, high liquidity, asset price growth and “pump-
ing” of the actual estate prices. During 2007 and the
first half of 2008, a shocking increase in food and en-
ergy prices occurred, which further accelerated the
global crisis. It resulted in a rapid deterioration of
the economic situation. Over 100 million people in
developing countries have been pushed into poverty.
Due to different levels of development and different
economic structure, consumption and globalisation,
such substantial increase in food and oil prices had
a greater impact on poverty increase than the eco-
nomic crisis during the 2008-2009 period, which (by
2010) pushed 64 million people into poverty (World
Bank, 2010). Since 1970 until 2008, the world has
been through 124 banking crises, 208 currency ex-
change crises, 63 debt crises, 42 double and 10 tri-
ple crises (Pollin, 2009). Charles Kindleberger states
that since 1725 up to date, financial crises have been
occurring in the Western capitalist economies every
eight and a half years, on average (Jurci¢, 2011). We
can rightly say that this is a crisis of a neoliberal sys-
tem, and the resolution of the crisis should be sought
in the alternative economic - political systems.

How well are we informed about the
political-economic crisis?

Previous information about the crisis has not
been sufficient to reach a resolution. This has been
an attempt to analyse the crisis and overview the
environment in which it occurs.

We wonder whether the current neo-liberal po-
litical and economic system is appropriate or not.
Namely, as the basic cause of the crisis, it must have
some disadvantages.

Opinions are divided when it comes to the caus-
es of the crisis. The fact that is even worse is that
there are various proposals regarding directions and
guidelines for resolving the crisis. It is certain that
the mortgage loans have triggered the crisis on fi-
nancial markets of the United States. This does not
exclusively refer to the loans in general, but to the
loans colloquially called “sub-prime” loans (Pulji¢,
2009). We translate such loans as the second class
loans, while, in fact, they represent the high risk
loans, as they are granted to customers with no loan
repayment capability and adequate coverage (Pulji¢,
2009).

SINGIDUNUM J 2013 <~ 10 (1) < 18-27

Mastilo Z. <> Directions and guidelines for resolving the crisis

With the fall of socialism in the early 90-ies of
the last century, history seems to be definitely sided
with liberal capitalism, marking it as the undisputed
winner and the universal model for the future or-
ganisation of the world.

THE NEGATIVE EFFECTS OF THE GLOBAL
CRISIS IN BOSNIA AND HERZEGOVINA
AND ITS ENTITIES COMPARED TO THE
INTERNATIONAL ENVIRONMENT

Macroeconomic indicators of the
environment

What remains a problem is that the unemploy-
ment rates have increased, and adversely affected the
GDP of each country; the fiscal position has wors-
ened, while the public debt has increased. Croatia,
Montenegro and Romania have recorded a decline
in GDP in the past year, while in other countries,
the growth of real GDP was ranging from 0.4% in
Bulgaria to 3% in Albania. The global crisis has not
yet finished, but compared to 2009, the situation is
slightly better. The inflation in most countries of
Southeast Europe increased significantly, so that
at the end of 2010, the inflation rate in Bosnia and
Herzegovina was 2%, while the highest inflation was
recorded in Romania amounting up to 7.9%.

The most positive growth trend in the European
Union was recorded in Germany, mostly due to the
increased export and financial stabilization. During
2010, the real GDP rose by 1.7% in the euro zone
and by 1.8% in EU27. The recession in 2009 led
to the drop in real GDP by 4.1% in the euro area
and by 4.2% in the EU27. The annual inflation in
the euro zone was 2.2% and 2.6% in the EU27. The
whole world is eagerly waiting for the global eco-
nomic recovery. The most expectations were present
in 2010, but the recovery took place at a different
pace. According to estimates from the International
Monetary Fund, the global economic growth was
at 4.6%. The recovery of the economy in 2010 was
more noticeable in the U.S. than in Europe and Ja-
pan. With respect to the U.S. and their economy, the
second half of 2010 can be considered the period in
which the recovery took place at a slower pace than
in the first half of the year. The largest problem that
remains is the high unemployment rate, amount-
ing to 9.1% in 2010 with the average inflation rate
of 1.7%.
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Chart No. 1: Main economic indicators for the countries of Southeast Europe in 2010.
Source: www.imf.org

Table 1: Real GDP growth rate

2009 2010 2011 2012
World -0.5 5.0 4.4 4.5
USA -2.6 2.8 2.8 2.9
Euro zone -4.1 1.7 1.6 1.8
Japan -6.3 3.9 14 2.1
Central and Eastern Europe -3.6 4.2 3.7 4.0
Bosnia and Herzegovina -3.1 0.8 2.2 4.0

Source: www.imf.org

Macroeconomic indicators in Bosnia and
Herzegovina (B&H) and its entities

Bosnia and Herzegovina and its entities are faced
with the strong negative effects of the global crisis.
Such adverse effects of the crisis are manifested in
a decline of GDP, rise of unemployment, reduced
industrial production, reduced foreign direct invest-
ments and public budget deficit.

Bosnia and Herzegovina and its entities need a
rapid economic recovery and development, the
macroeconomic stability. The crisis and the reces-
sion have shaken the whole world (the EU coun-
tries, countries in the region). Thus, B&H and its
entities are faced with strong negative effects of the
global crisis. Even before the recession, the promi-
nent structural disorders and “slower progress of
structural reforms” (the euphemistic term that the
World Bank uses to describe unsuccessful structural
reforms) would make the cyclical recovery of B&H
much more difficult, and much painful and longer
than in other countries, due to external and internal
failures (Hodzi¢, 2010).

The Governments and government measures
in the entire B&H could have and must have done
much more. We can freely say that the Government
productive measures were missing, which could miti-
gate the negative effects of the global economic crisis.
We cannot say that the governments have not done
anything, but the effects of their acts have been inef-
ficient in all segments of the society.

This graph shows the progress of nominal GDP
and the growth rate of real GDP in B&H for the
period 2006-2010. It is clear from the graph that the
global crisis has negatively affected GDP of Bosnia
and Herzegovina.

The largest negative effects and the disturbances
were visible in the labour market, which has re-
mained undeveloped, and which has suffered severe
“shocks”, but was not completely devastated.

Rising unemployment is changing from month to
month with the largest number of the unemployed
(522.052 people) recorded in December 2010.

When it comes to the employment, the num-
ber of employees in 2010 had a decreasing trend.
According to the Agency for Statistics in B&H, the



average number of employees in Bosnia and Herze-
govina in 2010 was 681.656 people.

As far as the fiscal sector is concerned, we can say
that it is an unstable zone, as public budgets have
become unsustainable and are faced with very large
deficits. The current governments do not contem-
plate on the public spending and its reduction and
do not work on bringing it in line with the interna-
tional standards. The reduction of public spending
in such conditions can be considered as an essential
precondition for macroeconomic stability in B&H
and its entities. The public budgets had become
unsustainable even before the crisis hit, especially
taking into consideration a set of ambitious welfare
legislations and appropriations for these categories,
which was used for obtaining the political support
for the current government at the expense of tax-
payers. This has led to a financial imbalance and
triggered the instability in B&H, as well as numer-
ous job losses.
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The global crisis in B&H and its entities affected
the industrial production as well, its effects were
negative. Thus, in 2009 the industrial production
decreased by 3.3% compared to 2008, while in 2010,
a slight increase in industrial production of 1.6%
was recorded compared to 2009. Industrial produc-
tion, as an important macroeconomic aggregate of
GDP in B&H, occupies the central position, since
it accounts for about 21% of the total GDP. The
situation was not ideal at the beginning. Namely,
in the circumstances of the global economic crisis,
the industry showed signs of serious, hopeless dete-
rioration. However, it still managed to improve and
record a positive trend.

Entities in B&H (FB&H and RS) in the last few
years have achieved an average growth rate of in-
dustrial production of 2.9% in FB&H and 12% in
the Republic of Srpska.

When it comes to foreign direct investment
(FDI), Bosnia and Herzegovina does not excel in
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Chart No 2: Nominal GDP and the growth rates of real GDP
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Chart No. 4: Progress of registered employment in B&H in 2010

Source: www.arz.gov.ba

B&H FB&H RS
C-Mining 96.2 95.7 109.1
D-Manufacturing 101.9 106.9 105.1
E-Electricity, gas and water 103.7 102.4 103.0
TOTAL INDUSTRY 101.6 104.2 105.0

Table no. 2: Industrial Production Indices (2009 = 100) 3
Source: www.cbbh.ba

this macroeconomic indicator. The global crisis has
produced profound negative effects and foreign in-
vestors tend to avoid investing in Bosnian market.
Generally speaking, the negative effects of macroe-
conomic aggregates have influenced adversely other
macroeconomic aggregates, mostly the GDP and the
labour market.

By comparing the investments in the fourth quar-
ter of 2011 in the amount of 130 million KM and the

FDI in the fourth quarter of 2010, it is clear that the
former was about 2.7 times higher compared to the
actual values in the fourth quarter of 2009 when the
recorded values decreased by 29.5%. The total foreign
investment in 2011 (392 million KM) decreased by
17.2% compared to data in 2009 (473 million KM).
The above analysis clearly shows that the level of
total foreign investments in B&H in recent years has
been in decline, which is badly assessed. Research
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Chart No. 5: Annual growth rates of industrial production, 2006-2010.

Source: www.cbbh.ba



shows that the investments in Albania were higher
in relation to Bosnia and Herzegovina (Albania-827
million). The main barrier to the arrival of foreign
investors in B&H should be the political reason,
since the country has not got the political stability,
which is essential for economic development.

When it comes to competitiveness, B&H cannot
boast about that indicator, as it belongs to the least
competitive economies. The Economy of Monte-
negro, Romania, Latvia, Greece, Croatia, Bulgaria,
Ukraine, Macedonia, Serbia, and Albania is more
competitive than that of Bosnia and Herzegovina,
thus leaving Bosnia and Herzegovina in the last place.
This is not surprising as B&H does not have sufficient
political stability. It took a year after the elections held
in October 2010 to form the Council of Ministers (in
February 2012) that needs to initiate economic re-
forms in terms of economic recovery that is essential
for B&H. Now it is up to B&H and its Council of
Ministers and their actions to make the economy of
B&H more competitive.

It is very interesting to observe the GDP of Bos-
nia and Herzegovina per capita. When expressed in
purchasing power standards, it was only 30% of the
average EU 27=100 in 2010. The situation in 2010
was worse than in 2009, when it was 31%. The fig-
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ures for Albania were 27% in 2009 and 29% in 2010,
which shows a better, increasing trend with respect
to Bosnia. The situation is much better in other coun-
tries of former Yugoslavia (Slovenia amounting up to
88% in 2009 and 87% in 2010, while in Macedonia it
was 36% in 2009). The most prominent example is
Luxembourg, whose GDP per capita was 283% above
the EU average in 2010, which is the highest level of
development.

These analyses indicate that the crisis and its
negative effects are deeply rooted in a small econ-
omy such as the economy of B&H. Therefore, we
believe that it represents a great test of politics and
economy on the global level, and likewise in Bosnia
and Herzegovina and its entities.

Macroeconomic indicators
of the Republic of Srpska

These indicators show the macroeconomic situ-
ation in the Republic of Srpska (RS). The macro-
economic indicators of the Republic of Srpska are
presented here, for the period 2007-2011, which is
the period when the crisis produced adverse effects
on B&H and its entities. The macroeconomic indi-
cators of the Republic of Srpska say much, and it is

Investment (FDI) per quarter in 2009, 2010 and 2011 amount to:

Millions of KM K1 K2 K3 K4 Ukupno
2009 -6.4 160.8 134.2 184.4 473.00
2010 57.9 23.3 6.2 48 135.00
2011 93 61 108 130 392.00

Table no. 3: Investments by quarter (in millions) in 2009, 2010 and 2011.

Source: www.dep.gov.ba
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necessary to do some further work, by searching for
directions and guidelines for resolving the crisis. As
obvious from this review, the largest problem in the
Republic of Srpska is the high unemployment rate,
which increased for 13.710 people during the period
(2007-2011), which is a lot for such a small economy
as the economy of the Republic of Srpska.

If we look at a nominal value of the GDP in 2010,
we can see that it was 8.31 billion KM, while the
GDP per capita (GDP per capita) was 5797 KM,
which is something we cannot boast about.

The rates of real GDP growth (%) for the period
(2006-2010) have variable trends. Fluctuations of
the rate of real GDP growth are dictated by the glob-
al economic crisis, which is present to a great extent
in the Republic of Srpska, taking into consideration
its economy, which is not that potent.

It is evident that the most difficult and the most
risky year was 2009, as it was the year when the
economic crisis left negative consequences in the
Republic of Srpska, the most negative effects of the
global crisis were felt in 2009, so that the GDP had
a negative growth rate at the time. The effects of the
negative growth rates from 2009 can still be felt.

Solutions for overcoming the crisis

Macroeconomic indicators, primarily observed in
B&H and its entities, and secondarily in the interna-
tional environment, indicate that the crisis has pro-
duced profound negative effects. The same situation
occurs when the negative effects of the crisis are per-
ceived globally. Thus, we believe that we should seek

. Period

Indicators

2007 2008 2009 2010 2011
The population of the RS (estimate) 1.439.673 1.439.673 1.435.179 1.433.038
Nominal GDP (000 KM) 7.350.985 8.489.287 8.243.265 8.308.120
Real growth rate (in %) 6.7% 6.2% -2.8% 0.8%
Number of employees 258.209 259.205 253.665 247.388 237.923
Number of unemployed 139.825 135.102 139.536 145.343 153.535
The average net wage (in KM) 585 755 788 784 809
Industrial production growth rate (in %) 1.4% 16.8% 19.0% 5.0% 4.7%
Export (000 KM) 1.671.601 1.921.837 1.672.915 2.177.809 2.561.928
Imports (000 KM) 3.347.925 4.146.519 3.567.104 4.053.076  4.584.193
Balance of trade (000 KM) -1.676.324 -2.224.682 -1.894.189 -1.875.267 -2.022.265
The coverage of imports by exports 49.9% 46.3% 46.9% 53.7% 55.9%
Inflation rate (consumer prices, %) 1.1% 7.2% -0.4% 2.5% 3.9%
Foreign direct investments (000 KM) 1.946.688 165.675 104.500

Table no. 4: Basic macroeconomic indicators RS (2007-2011)

Source: www.komorars.ba
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the best possible solutions for resolving the crisis.
Such resolutions should contain clearly defined ob-
jectives necessary to be achieved. In order to achieve
such goals, the best policies and the best possible
solutions should be put into practice. The current
economic model is a typical one, mainly because
it is based on high public spending, incurring into
debt, creating deficit, all of which lead to a “debt
bondage”. Therefore, we believe that the appoint-
ment of the best possible solutions should be sought
via the best possible solutions. The well-being of the
society is everyone’s goal, particularly if perceived
through the political and economic prism. This goal
can be achieved only in the long run through the
long-term development and the equitable distribu-
tion of national income. Our first goal, which, in
our opinion, might be a good direction to the best
solutions possible, is to raise the rate of economic
growth that will lead to the increase of employment

rate, up to its full capacities, thus further improving
the standard of living. Our subsequent goals would
be to increase the investments, production capaci-
ties, exports and reduce imports, which would lead to
overcoming the current situation, that is to say - the
crisis.

The desirable policies in pursuing these goals
that could lead to overcoming the crisis on the glob-
al level and the level of B&H and its entities, include
the following:

¢ Industrial policy (as the most important po-

licy, in particular the increase of domestic
production with the yet unused resources),

+ Regional development policy,
+ Fiscal policy,

+ Monetary policy,

+ Social policy,

+ Policy of the state administration.
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All these policies require serious analysis and
extensive research in order to produce better solu-
tions that will serve as guidelines for resolving the
global crisis.

CONCLUSION

The previous macroeconomic analysis of Bosnia
and Herzegovina and the international environment
clearly shows that the global crisis has had profound
negative effects on those economies. The respon-
sibility for such a poor macroeconomic situation
could be assigned to everyone: politics, economies,
governments, academies and media. It is clear that
the neoliberal system is in the profound crisis and
that a complete transformation of the system is nec-
essary in order to overcome the crisis. Such system
has become a typical one, since it has made the rich
- richer and the poor - poorer. It is not our opinion
that the solution would be to pursue certain repairs
or changes within such system. The main reason
lies in the fact that the system has faced a decline or
stagnation of GDP, high indebtedness, production
decrease, unemployment increase, great deficits and
progress towards debt bondage. Stabilisation of the
economy within the current model is only possible
through decreasing the living standards of already
impoverished citizens. Such a policy would burden
the people, and the badly designed policy would be
continued via the current neoliberal model (Juricié,
2011).

Directions and guidelines for resolving the crisis
are not simple and are difficult to define, as ad hoc
solutions, especially in the short term. It is neces-
sary to define the goals first, and then the policy,
which could help to achieve such goals. The key ob-
jective should be the prosperity of society. Achiev-
ing this goal entails sub-goals to be defined in or-
der to achieve the final goal. High, sustainable rates
of economic growth, full employment rate with a
uniform distribution of national income are the
objectives and the conditions for achieving pros-
perous society. In order to reach the key goals and
sub-goals, it is necessary to promote and implement
policies that will contribute to accomplishing those
goals. (Jurici¢, 2011). Namely, the following policies
should be implemented:

+ Industrial policy,

+ Fiscal policy,
+ Monetary policy,
¢ Regional policy,

s Social policy,
¢ Public administration policy.

The implementation of these policies should start
immediately. They represent the guarantee for achiev-
ing the goals, but not in the short term. Therefore, it
is necessary to provide willingness, commitment and
time. These would be the key objectives and policies,
which should serve as directions and guidelines for
overcoming the crisis in B&H.
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(U BOSNI | HERCEGOVINI I NJENIM ENTITETIMA)

Rezime:

Ovaj rad se bavi globalnom finansijskom i ekonomskom krizom koja se moze
smatrati najve¢om krizom nakon Drugog svetskog rata. To pitanje je Cest pred-
met rasprave medu brojnim analiti¢arima, predstavnicima vlasti, a narocito je
omiljena tema medija. S pravom mozemo reci da je re¢ o krizi neoliberalnog
sistema, koja je u velikoj meri uticala na porast imovine bogatih a koja je jo§ vise
osiromasila siromasne.Takva kriza moze se prevazi¢i promenom samog sistema.
Stoga je neophodno da postoje uputstva i smernice kako bi se definisali ciljevi

Kljucne reci:
globalna kriza,
makroekonomski indikatori,

za prevazilazenje krize. Pored tih klju¢nih ciljeva, neophodno je definisati pod- neoliberalizam,
ciljeve, koji ¢e doprineti realizaciji primarnih ciljeva. Neophodno je zagovarati opste stanje u zemlji,
i primenjivati politike koje ¢e olaksati realizaciju jasno definisanih ciljeva i pod- tiskalna politika,
ciljeva. Neke od tih politika su sledece: industrijska politika, fiskalna politika, industrijska politika,
monetarna politika, politika regionalnog razvoja, politika javne administracije rezolucija,

uputstva i smernice.

i socijalna politika.
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