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The practice of economic sanctions is hardly new in international relations, but the 

twentieth century is especially rich in sanction episodes. The use of sanctions increased from two 
cases in the 1920s to more than 20 in the 1980s. Despite their widespread use, traditional 
scholarly perception is that sanctions are remarkably unsuccessful in achieving their stated policy 
objectives. Nevertheless, the number of disputes in which they were employed during the first 
half of the I 990's contributes to the conclusion about the ever-growing popularity of sanctions. 
It also demonstrates clear differences from previous decades. While the majority of the sanctions 
employed previously were unilateral and originated by the United States, today they are 

predominantly multilateral and imposed by the United Nations. This reflects a belief that a new, 
inexpensive and potentially potent weapon against small and medium size troublemakers has been 
found (Mueller, 1994: 363). This study will argue against this view. To this end, basic concepts 
of sanctions will be defined, the post-Cold War environment will be discussed in view of changes 
that led to the recent proliferation of multilateral economic sanctions, and finally, the case of 
Yugoslavia will be analyzed. It will be argued that the sanctions, helped to a great extent by pre­
existing economic difficulties and macroeconomic mismanagement, had a devastating effect on 
the Yugoslav economy, thus helping make Serbian President Milosevic more cooperative, but 
were of no decisive importance for stopping the war in Bosnia. Moreover, poverty, which 

increased as a result of the sanctions, made people more receptive to authoritarian and totalitarian 
regimes, making democratization ever more difficult to achieve. 

A Study of Economics as an Instrument of Politics 

1. Basic Concepts 

In defining relevant terms, this study will mostly rely on Baldwin's ( 1985) definitions. 

Baldwin's takes a more general and theoretical approach, as opposed to focusing on particular 
cases, that is more conducive to this study. 

Offering economic rewards or withholding economic advantages in order to make other 
international actor(s) do what they would not otherwise do means using economics as an 

instrument of politics and is, according to Baldwin, best labeled as "economic statecraft." The 
economic techniques of statecraft are defined as governmental influence attempts that have three 

basic components. Economic policy instrument, as opposed to other means of statecraft relying 
primarily on negotiation (diplomacy) or force (military statecraft), economic statecraft relies on 

!11tematio11al Journal of Peace Studies, Volume 3, Number I, January 1998 



68 Economic Sanctions as a Foreign Policy Tool 

instruments primarily aimed at affecting other actor's production and consumption of wealth, for 
example, denying or promising aid or trade boycott. A case can be made that, insofar as the 
"going market price" for such transactions exists, they should be labeled as an economic 
statecraft. There are, however, borderline cases, such as the sale or gift of military hardware, that 
can be classified either as economic or as military statecraft, depending on the particular case in 
question. 

Secondly, there is the domain of the influence attempt where other international actors 
upon which influence attempt is targeted and is often ref erred to as the "target." Finally, the 
scope of the influence attempt applies to some dimension of target's behavior that the sender(s) 
country(ies) perceives as objectionable and wants to change. It can be named also as "goal." It 
is worth noting that any dimension of the target's behavior can be selected. Since the political 
quality of the act is a function of the total influence relation, it is not a function of scope. This 
implies that attempts at influencing another state's attitude towards foreign direct investments or 
tariff levels are no less "political" than attempts at influencing its respect for human rights. 

Economic statecraft is usually deployed to exercise economic power. It is used to threaten 
or damage the wealth of the target, leading to compliance by making the objectionable policy 
more expensive and/or provoking political disintegration. However, the sanctions need not bite 
in order to work (Baldwin, 1985: 372), implying that they might work through noneconomic 
power bases. Trade restrictions can successfully convey a threat of invasion even if their 
economic impact is negligible, while human rights offenders might care more about their moral 
standing in the international community than the effects of sanctions on their economic welfare. 

Economic techniques of statecraft are often accused of not working, which raises the 
question of how their usefulness is measured. This can be done by employing one of two 
alternative criteria-effectiveness and efficiency. The first step in assessing effectiveness is 
establishing the intended goals and targets (scope and domain). However, as Baldwin correctly 
notes, the evaluation of effectiveness can be diluted with the importance of secondary, implicit 
or unstated goals, as well as third parties. Therefore, instead of considering economic statecraft 
strictly in terms of securing compliance with explicit and publicly stated demands, the approach 
which recognizes that there are usually a multitude of targets and goals is likely to bear more 
fruit. Another problem, as identified by Baldwin, is that some of the best known applications of 
economic statecraft involve extraordinary levels of difficulty. One example of this is promoting 
economic development and democracy in countries that have never known either (Baldwin, 1985: 
133). Moreover, not all effects of statecraft are easy to observe. Less glamorous than diplomacy 
and less decisive than war, the effects of economic statecraft tend to be underestimated since they 
are seldom sudden or dramatic. All this implies the need to be careful when judging influence 
attempts into simple dichotomies, such as "success" or "failure" because the outcome is much 
more likely to be "mixed" or "ambiguous." 

Given that the concept of effectiveness involves only the achieved benefits while ignoring 
the cost sustained by the sender, a more appropriate criterion would be efficiency, in Baldwin's 
view. Efficiency implies that economic statecraft is always chosen among alternative courses of 
action, such as negotiations or military action, depending on the basis of their cost and benefits. 
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However, this concept is not without its problems, for Baldwin warns that analytical pitfalls 
frequently occur, such as completely ignoring cost or misleading cost comparisons. 

Economic statecraft, as defined here, is intentionally broad, since it has to include all 
economic forms of influence. However, the distinction can be made between negative sanctions 

(withholding economic advantages) and positive sanctions (offering economic benefits), as well 
as trade and financial sanctions. For the purposes of this study, using the case of Yugoslavia, 
economic sanctions will be used to describe the technique of economic statecraft that withholds 
economic advantages through either trade or financial restrictions. 

2. Sanctions After the Cold War 

This section will analyze different patterns in the use of sanctions during the 1990s, 
focusing on factors that gave rise to the recent proliferation of multilateral economic sanctions. 

Since the first documented sanctions episode, Pericle's Megarian decree enacted in 432 

BC 1
, sanctions have remained an important foreign policy tool, especially for great powers. 

However, only after World War I was extensive attention given to the opinion that economic 
sanctions might substitute for armed hostilities as a stand-alone policy (Hufbauer, Schott and 
Elliott, 1990: 5). President Wilson viewed economic means as suitable for pursuing foreign policy 
goals, as he was the leading advocate of building a capacity to use the "economic weapon" in 
the League of Nation's. Out of the eight cases Hufbauer, Schott and Elliott identified between 
1918 and 1940, four involved League of Nations attempts to apply economic sanctions to settle 
disputes. Sanctions were usually imposed to disrupt military adventures or to complement a 
broader war effort (League of Nations v. Yugoslavia, League of Nations v. Greece). In the period 
after the World War II, the imposition of sanctions occurred against the background of the rivalry 
between the superpower, thus making other policy motives increasingly prevalent. The sanctions 
were used for strategic reasons-to deny strategic materials and/or impair military potential 
(COCOM), destabilize foreign governments in the context of containment (Cuba, Chile), or 
overthrow a rebellious government inside the block (Yugoslavia, Albania). Apart from the 

episodes with a dominant Cold War flavor, sanctions were still occasionally used to force a target 
country to withdraw its troops from border conflicts, to abandon plans of territorial acquisition, 
or to cease other military adventures (as was the case of Egypt that was forced to withdraw from 
Yemen and the Congo as a result of withholding development and food aid) (Hufbauer, Schott 
and Elliott, 1990: 5). Finally, sanctions were also used on behalf of efforts to protect human 
rights (as was the case in Chile, where the United States imposed sanctions after General 
Pinochet was charged with widespread violations of human rights), to halt nuclear proliferation 
(evidenced by sanctions imposed on Pakistan in 1979 by the United States), to settle 
expropriation claims (as demonstrated by sanctions imposed on Ceylon 1961-65 by the United 

States after expropriating assets of US and UK oil companies), and to combat international 
terrorism (as in the case of Syria, where sanctions were imposed in 1976 after Syria, among 

others, was listed by the Carter administration as a country supporting international terrorism). 

Of the I 16 cases documented by Hufbauer, Schott and Elliott, the United States, either 
alone or in cooperation with its allies, have deployed sanctions 77 times ( 1990: 7). This reflected 
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the US role as an economic hegemon and a political and military superpower. However, both the 
economic and the political situation have changed. Beginning with the 1970s, trade and financial 
patterns have become far more diversified, new technology has spread faster, and new 
competitive economic superpowers have emerged. These trends resulted in the declining average 
trade linkage between the United States and its targets-from 24% of GNP prior to 1973 to 17% 
since, as well as lower costs imposed on targets- 1.7% of GNP v. 0.9% of GNP ( 1990: 107). 
The overall outcome was a diminishing effectiveness of US sanctions due to the reduced 
vulnerability of the potential targets to unilateral economic coercion. 

As the Cold War came to an end, the strategic reasons for imposing sanctions, which 
existed due to superpower rivalry, disappeared. Coupled with severe economic problems at home, 
Russia became far less likely to assist the countries hit by the US sanctions as it used to do with 
Cuba. Not less important, the termination of the Cold War seemed to have opened the door for 
an unprecedented degree of international cooperation. As far as the United Nations was 
concerned, this cooperation raised the expectations that it would finally be able to act in the true 
spirit of the UN Charter and that the broad use of veto, that had made the Security Council 
impotent to act during the Cold War, would be abandoned (Higgins, 1994: 174) This was 
apparent in the use of multilateral economic sanctions that were, in fact, collective enforcement 
measures (Article 4 1, Chapter VII of the UN Charter). Article 4 1  was applied for the first time 
in UN history in December 1966, when comprehensive economic, financial, and diplomatic 
measures were adopted against the racist regime of Southern Rhodesia. In the absence of a 
similar consensus in the Council, only a mandatory arms embargo could be decreed against South 
Africa in 1977. Since the invasion of Kuwait on August 2, 1990, however, sanctions have been 
instituted against Iraq ( 1990), the Federal Republic of Yugoslavia ( 1992, lifted in 1996), and 
Libya ( 1992). They were also imposed on Somalia in 1992 and Haiti in 1993, but were abolished 
after the unsuccessful military intervention (Somalia) and when the democratically elected 
president came back to power (Haiti). 

Nonetheless, as expectations rose to new heights, disappointments lurked just around the 
corner, for the improved East-West climate was only one of the preconditions for the improved 
prospects of the United Nations. Additional concerns included the need for reform that would 
address shortcomings in form of inefficiency and too much bureaucracy, as well as the financial 
problems due to failure of the member states to pay budgetary dues ( Higgins, 1994: 180).2 
However, the euphoria that followed the enforcement measures authorized by the United Nations 
against Iraq in 1990- 199 1 gave way to a new and disturbing reality (ibid: 180). After the 
relatively straightforward two-alliance confrontation of the cold war, the world has turned back 
to the riskier maneuverings of a multipower system (The International Order, 1994: 17). The 
world's chief powers remembered how different they were from each other and started acting 
accordingly (ibid: 20). This came to a head in the case of Yugoslavia. 
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The Case of Yugoslavia 

The sanctions on the Federal Republic of Yugoslavia were imposed in May 1992. One 

year later, the Serbian President Slobodan Milosevic, in the wake of a deteriorating economic 
situation in Yugoslavia and threats of a tighter regiment of sanctions, urged acceptance of the 
Vance-Owen peace plan3 as opposed to the Bosnian Serbs, who rejected it. In August 1994 he 
responded with an imposition of sanctions on the Bosnian Serbs when they refused to accept the 
Contact Group peace plan, thus illustrating a clear U-turn from his previous support for the 
Bosnian Serbs' war effort. In November I 995, a peace agreement, negotiated by the US, was 
reached in Dayton, Ohio. All this suggests the conclusion that the sanctions were successful. 
However, the essence of the peace plan that envisioned two separate entities within the Republics 

of Bosnia and Herzegovina (the Muslim-Croat Federation and the Republics of Srpska) as well 
as the decisive use of NATO's air-power in August 1995 cast doubt on the importance of 

sanctions for stopping the war in Bosnia. 
The following section will address the question of usefulness of sanctions with reference 

to the framework discussed previously. To make the domain and scope (target and goals) of UN 
action more comprehensible, a historical overview of the crisis in former Yugoslavia will be 

discussed, while the relevant economic data will describe the impact of the instrument used. 
Finally, the sanctions will be assessed with respect to their contribution in achieving the stated 
goals (effectiveness) as well as in comparison with other policy alternatives (efficiency). 

1. Situation 

Since defining the intended scope and domain of sanctions is, according to Baldwin, the 
basic step in assessing their effectiveness, this section hopes to contribute to this end through 

presenting a chronology of the main events in the crisis in former Yugoslavia,4 as well as a brief 
historical overview of the involvement of the international community. 

The Socialist Federal Republic of Yugoslavia (SFRY) was a second attempt of the 
Yugoslav peoples to live together in one state. The first Yugoslavia, set up in 19 18, brought 
together peoples of different historical backgrounds: Serbia and Montenegro were sovereign 
states that had gained independence at the 1878 Berlin Congress after centuries of Ottoman 

dominance; Slovenia and Croatia were parts of the Austro-Hungarian Monarchy; Bosnia and 
Herzegovina were under Ottoman rule until 1908, when they were annexed by the Austria­

Hungary; and Macedonia, as a component part of Serbia, had been under Ottoman rule. This 
resulted in a plural society, divided by several lines of cleavages-nationality, religion, 
language-and further aggravated by an uneven level of economic and cultural development. The 
SFRY tried to address those cleavages in a number of ways. One way was the 1974 constitution, 

the adoption of which many take as the point of departure in the disintegration of Yugoslavia. 
The 1974 constitution established a loose form of federation and a rather impotent federal 

government , with the constituent parts of the federation (six republics and two autonomous 
provinces, Kosovo and Vojvodina, that were parts of Serbia) autonomous to a great extent. 
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Moreover, the communism that existed in Yugoslavia differed from the Communism in 
other Central and Eastern European countries due to the Tito-Stalin rift of the late 1940s. Being 

independent of Moscow brought Yugoslavia a special relationship with the US, which included 

the implicit guarantee of special access to Western credits in exchange for Yugoslav neutrality 

and its military capacity to deter Warsaw Pact forces from invading Western Europe (Woodward, 

1995: 104). 

In 1980, Marshall Tito died. His death left a void of charismatic leadership in 
Yugoslavia-he was a symbol of the independent policy Yugoslavia had been pursuing. The 
outbreak of the debt crisis, triggered by the defaulting of Mexico and Poland, made it more 
difficult to get new credits, while increasing in interest rates aggravated by repaying the old. 

After a relatively dynamic growth rate, Yugoslavia entered a decade of economic stagnation 
(Stamenkovic, Posarac, 1994: 33). Handling the situation required a federal government more in 
charge of things, yet constitutional reform could deliver a more powerful central government 
could not be agreed on among the republics. As a result, the 1980s passed against the background 

of steadily deteriorating economic conditions and numerous attempts to create economic policy 
able to serve the foreign debt while reviving economic growth at home (Woodward, 1995: 114 ). 

In 1987, the leadership of the League of Communists of Serbia, a branch of the so-called 

leading political force of Yugo_ !av society, the League of Communists of Yugoslavia, changed 
and Slobodan Milosevic came to the forefront. Soon he became very popular, capitalizing on the 

people's will to see Serbia united, since autonomous provinces were perceived to be "states 

within a state" that paralyzed the decision making process. On the other hand, the situation in 
Kosovo, Serbia's southern province with an Albanian majority, was becoming more complicated 

and tense. Milosevic's visit to Kosovo and his famous statement that he would make sure that 
no one harmed the Serbs in Kosovo any more, made him almost a national hero. 

As the federal state increasingly malfunctioned, the governments of the republics became 
ever more powerful. The poor economic performance in the 1980s caused republics to begin 
blaming all the problems on the others, contributing to an awakening of ethnic tensions. Slovenia 
and Croatia, as the wealthier parh of Yugoslavia, complained that helping the poorer members 

of the Federation slowed their progress, while Serbia protested against being treated as the chief 
supplier of raw materials and the market where the fin al expensive products could be sold. 

The last attempt to save and reform the SFRY was Ante Markovic's government that took 

office in January 1989. As soon as he took office, Ante Markovic announced he was going to 

launch comprehensive economic reforms as well as reforms designed to transform Yugoslavia 
into a multiparty parliamentary democracy which would integrate the country into European 

institutions. However, apart from having to compete for power with regional authorities, a 
problem that his predecessors also had to face, Markovic also had to deal with the dramatically 

changed international environment. By 1989 the Cold War was over, so Yugoslavia no longer 

had the geopolitical importance the United States had previously given it (Zimmerman, 1995: 2). 

With the disintegration of the country well under way, and international financial institutions 
unwilling to back up the reform with new financial arrangements, the collapse of Markovic's 

government came as no surprise. 
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The degeneration of the political system, as well as growing nationalism, affected the 
League of Communists of Yugoslavia, and it fell apart at the 14th Congress in 1990, marking 
the end of party monolithism. Like Serbia, nationalism proved to be the winning card in other 
republics, but the communists understood this only too late, losing power everywhere but in 
Serbia and Montenegro. The fact that ethnic parties won power in all of the republics apart from 
Macedonia (Zimmerman, 1995: 6) represented a serious setback for those who had hoped that 
Yugoslavia could stay together in a democratic framework. The only all-Yugoslav party was the 
Alliance of Reformist Forces of Yugoslavia (SRSJ) led by Ante Markovic. Only created in July 
1990 after the parliamentary elections were held in Slovenia and Croatia, SRSJ took part in the 
elections in the remaining four republics. Hopes were high for successful performances in 
ethnically mixed settings of Bosnia and Macedonia. In Bosnia, however, the three national parties 
gained votes and seats almost directly proportional to individuals' choices of national identity in 
the 1981 census\ while in Macedonia SRSJ was one of the three best placed parties. In Serbia 
and Montenegro, the last republics to hold multiparty elections, poor electoral results came as no 
surprise, given the support that Milosevic's Socialist Party enjoyed. 

Almost all of 1991 passed against the background of increasingly aggravated inter­
republic and inter-national relations. The turn for the worse occurred at the end of June 1991, 
when both the Slovenian and the Croatian Parliaments declared independence and sovereignty. 
The Yugoslav government responded by manning all frontier crossings along Slovenia's borders 
with Italy, Austria and Hungary, as well as all airports on that republic's territory. This resulted 
in a short war that included the involvement of the European Community (EC), who decided to 
send a peace mission (so-called Troika) to Yugoslavia.6 The crisis was temporarily solved with 
the so-called Brioni Declaration on Yugoslavia, under the auspices of the European Community, 
by which the decisions of Slovenia and Croatia to declare sovereignty and independence were 
suspended for a duration of three months. Within the context of its ever broader involvement in 
resolving the Yugoslav crisis, the European Community decided, in agreement with all interested 
parties in Yugoslavia, to convene a Peace Conference on Yugoslavia at The Hague (later to be 
continued in Brussels) that was aimed at brokering a cessation of the conflict in the former 
Yugoslavia and at reaching a comprehensive solution of the Yugoslav crisis. Lord Carrington was 
appointed its chairman. It was also decided to set up an Arbitration Commission, consisting of 
five Presidents of Constitutional Courts of five EC member-states. The Commission was often 
referred to as the Badinter Commission after its chairman Robert Badinter, President of the 
Constitutional Court of France. 

The crisis occurred after the Badinter Commission Report of November 29, 1991. in 
which it was stated that Yugoslavia was being dissolved into six republics as its successors (as 
opposed to the Serbian view that Slovenia and Croatia seceded from Yugoslavia, so they could 
not be its successors). The second report of the Commission of January 15, 1992 contained the 
opinion on whether the Serbian population in Croatia and Bosnia-Herzegovina, as a constituent 
people of Yugoslavia, enjoyed the right to self-determination and whether the internal borders 
could be considered as borders in the sense of international law. This report also contained the 
opinion of the Arbitration Commission on the recognition of Bosnia and Herzegovina, Croatia, 
Macedonia and Slovenia. 
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With respect to the first question, the Arbitration Commission rep! ied that the Serbian 
population in Bosnia-Herzegovina and Croatia was entitled to enjoy all rights recognized to 

minorities and ethnic groups-that those republics had an obligation to ensure the members of 
these minorities and these ethnic groups were given all human rights and fundamental freedoms 

recognized by international law, including, in case of need, the right to national determination. 
As for the second question, the Arbitration Commission replied that, first, external borders would 

have to be recognized in all cases in accordance with the international law; second, demarcation 
lines between Croatia and Serbia or Serbia and Bosnia-Herzegovina or possibly between other 

neighboring States would be possible to change only by free and mutual agreement and third, if 
nothing happened to the contrary, the former borders would assume the character of borders 

protected by international law.7 Regarding the recognition of Bosnia-Herzegovina, Croatia, 
Macedonia and Slovenia, the Arbitration Commission replied that Slovenia and Macedonia had 

fulfilled the necessary conditions for recognition of new states, while Croatia had not met, at the 
time, the European standards on individual and minority rights or free speech. As far as Bosnia­
Herzegovina was concerned, the answer was that the expression of the desire for sovereignty by 
the population of Bosnia-Herzegovina could not be considered fully justified until) an 
internationally controlled referendum was held in which all of the citizens of Bosnia­

Herzegovina would be invited to participate. 
Faced with the escalating violence in Croatia that had began at the end of spring 1991, 

and the increasingly tense situ-1tion in Bosnia-Herzegovina, the European Community decided 

to apply economic pressure.8 Slovenia, as a nationally homogenous state, remained intact and 
began to return to normality.9 The next instrument available to the Community included 

diplomatic recognition or nonrecognition of the warring parties. Paradoxically, though the 
Badinter Commission had suggested Slovenia and Macedonia for recognition, the first to be 
recognized were Slovenia and Croatia in January 1992, with Bosnia and Herzegovina to follow 

in April 1992. The unilateral recognition of Slovenia and Croatia and the subsequent recognition 
of Bosnia-Herzegovina, coupled with the Serbian's persistent rejection of the Carrington 

proposals, finally brought about the failure of the EC mediation centered on its peace conference. 

Posing a "direct threat to international peace and security" the Yugoslav crisis was put 

on the Security Council agenda on September 25, 1991. In October 1991, Secretary General 
Perez de Cuellar named former US Secretary of State Cyrus Vance as his special envoy for 

Yugoslavia. Vance continued his duties after the arrival of Boutros Boutros Ghali. The Vance 

plan, which formed an annex to the report of the Secretary General to the Security Council on 
December 11, 1991, represented the plan of the United Nations for a peace keeping operation in 

Yugoslavia (UNPROFOR). This temporarily ended hostilities in Croatia and caused the first rift 
between Slobodan Milosevic and the Serbian leaders in Croatia and/or Bosnia, since he was ready 

to accept the Vance plan, unlike the Serbian leader in Croatia. 
On the other hand, the situation in Bosnia-Herzegovina was deteriorating steadily. The 

conflicts, that first occurred in the beginning of March, escalated after the recognition of Bosnia­
Herzegovina on April 6, 1992, leading to the adoption of the Security Council Resolution 752 

on May 15. 1992. The Resolution demanded adherence to the cease-fire agreement signed on 
May 12, that all forms of interference by military forces outside Bosnia-Herzegovina. including 
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the Yugoslav People's Army units and elements of the Croatian army cease immediately, and that 
all irregular military forces in Bosnia-Herzegovina be disbanded and disarmed. After Resolution 
752 had not been complied with, Resolution 757, imposing sanctions on FR Yugoslavia, was 
adopted on May 30, 1992. Noting that in the complex context of events in the former Socialist 
Federal Republic of Yugoslavia all parties bore some responsibility for the situation, the Security 
Council condemned the failure of official bodies in the Federal Republic of Yugoslavia to take 
effective measures to fulfill the requirements of Resolution 752. The Security Council also 
stressed the unacceptability of territorial gains or changes brought about by violence, condemned 
violations of human rights and fundamental freedoms, including the practice of "ethnic cleansing" 
and the deliberate impeding of delivery of food and medical supplies to the civilian population. 
The Security Council decided all states should adopt the following measures: prohibition of 
imports originating in FRY, and prohibition of the sale and supply of commodities and products 
to FRY, excluding supplies intended strictly for medical purposes and foodstuffs. It also decided 
that all states should not make available to the authorities in FRY, or to any commercial, 
industrial or publicly utility undertaking in FRY, any funds or any other financial or economic 
resources. Air-traffic was also prohibited, as well as participation of persons and groups 
representing FRY in sporting events. Finally, scientific and technical cooperation and cultural 
exchanges and visits were suspended and the level of the staff at diplomatic missions and 
consular posts of FRY reduced. 

To sum up, the Yugoslav loose federation, built with the predominate concern to promote 
"brotherhood and unity" of the post-war Yugoslavia (Cviic, 1995: 823) failed to resolve economic 
problems and political antagonisms polarized around national issues. The crisis came to a head 
after the Cold War when Yugoslavia lost much of its geopolitical importance to the United 
States. In a process of dissolution, the independent states of Slovenia, Croatia, Bosnia and 
Herzegovina and Macedonia were created. Given the significant percentage of the Serbian 
population in Croatia and Bosnia ( 12% and 33%, respectively) as well as Milosevic's rise to 
power based on Serbian nationalism, the outbreak of the war was unavoidable. Nationalism 
proved to be winning card in the newly independent states as well. In such a setting, sanctions 
were viewed as a tool for stopping the war by containing Milosevic's pan-Serbian policy. To put 
it in Baldwin's terminology, putting an end to fighting, violations of humanitarian law and to all 
forms of interference in the territorial integrity of the state was the primary goal of the sanctions. 
However, the fact that the measures were applied only against FRY, although the Council had 
noted that "in the very complex context of events in the former SFRY all parties bear some 
responsibility for the situation" could be explained with the importance of implicit or unstated 
goals-a pan-Serbian policy, pursued by the Serbian president Milosevic, was perceived as a 
major threat to peace, so the sanctions were aimed at either changing his policy or at removing 
him from power. The domain could be broadly defined as the Federal Republic of Yugoslavia 
(Serbia and Montenegro) although the sanctions were meant to convey different signals to 
different groups in the Yugoslav society. As for the ruling elite, the sanctions were intended to 
communicate strong moral disapproval and to put economic constraints on fur ther assistance to 
the Bosnian Serbs' war effort. With respect to the ordinary people, whose lives were to be the 
most affected by sanctions, it was expected that both isolation and worsening living conditions 
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would lead to dissatisfaction, which in turn would, through electoral behavior, result m 

comp) iance with the international community ' s  demands. 

2. Economic I m pact of  Sanctions 

While establishing the intended scope and the domain merely explains who is being 
influenced with respect to what. the most important element of economic statecraft is the 
economic policy instrument that is relied on to accomplish this. To be labeled as economic, the 

instrument has to have its price and that is. in case of Yugoslavia, the damage caused to the 
Yugoslav economy. However. the sanctions were only one of the acute factors that aggravated 
the chronic state of crisis in the Yugoslav economy and hence cannot be analyzed separately. 

Therefore, this section will present the economic data relevant for assessing the impact of 
sanctions with regard to pre-existing economic difficulties and macroeconomic mismanagement. 

The crisis in the Yugoslav economy is a cumulative result of both chronic and acute 

factors ( Stamenkovic, Posarac. et al . .  1994: 17 ). The chronic factors were the result of system 
endemic characteristics that resulted in the lack of proper economic environment and, hence, 

inadequate economic policy. As opposed to the other socialist states characterized by state 
ownership. the Yugoslav economy was based on · ·social ownership" and "self-management' ', a 

complicated system where factories were owned and managed by workers and their councils. This 
resulted in a situation where it was very difficult to determine who owns what and who is 
responsible for taking decisions. 

The 1974 Constitution has to be mentioned here again. since it not only reversed the 
existing trends towards a market economy ( established by 1965 reform ) .  but also, through 
promoting greater autonomy for the constituent parts of the Federation, contributed to 

disintegration of the Yugoslav economy. The flow of goods and services between the republics 
thereafter declined. and a common fiscal policy was abandoned resulting in a public spending 

"explosion" between 197-+ and 1978 (Stamenkovic. Posarac. et al . .  1994: 18) .  The resulting 
deficit was closed with heavy borrowing. Loans, received from the international financial 
institutions as well as commercial banks, were also used for investments that were meant to 
promote economic development. but resulted in a number of so-cal led ··socialist giants." that were 
too big to be flexible to adjust to market conditions. 

The impossibility to get new loans due to the outbreak of the debt crisis in Eastern Europe 

and Mexico. coupled ,vith the necessity to repay the old ones, made the problems visible. The 

partial reforms. that tried to keep system going rather than to change it fundamental ly, failed. 

Reforming the economic system was impossible without a fundamental reform of the political 
system, since the two were intertwined ( Posarac. forthcoming) .  The old communist elite was 

reluctant to undertake such reforms. being aware that they might end party monolithism and. 
hence. their absolute power .  Postponing the reforms in order to save the power fueled the process 

in which the Yugoslav communists lost not only their power. but also the state they ruled 
(Posarac. forthcoming). The last and the most comprehensive attempt to reform the system was 
undertaken in 1990. by the Markovic government. However, with the process of disintegration 
of the country well under way and the unwillingness of the international financial institutions to 
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back up the reform with new financial arrangements, the failure of Markovic's government came 
as no surprise. 

As a result of the long-term structural factors, the relatively dynamic rates of growth in 
the sixties and seventies were replaced with the decade of stagnation and, in the first half of 
1989, with negative rates of growth. This was further aggravated by the acute factors, including 
the disintegration and war in Yugoslavia as well as UN sanctions (Stamenkovic, Posarac, et al., 
1994: 21 ). Throughout 1989 the flow of goods between the Yugoslav republics were disturbed, 
to mention only the Serbian boycott of the Slovenian goods and the retaliation from Slovenia. 
In 1990 the republics adopted the practice of unauthorized printing of money (the so-called 
intrusions in the monetary system), thw . ::rying to make their own position more favorable in view 
of the possible dissolution of the country. The closing of the markets of the republics intensified 
throughout the first half of 199 I ,  while the outbreak of war and the independence of Slovenia 
and Croatia contributed to a complete severance of economic ties. 

The Federal Republic of Yugoslavia was established on April 27, 1992, as a federation 
of the former federal units, Serbia and Montenegro. The fact that the internal market was reduced 
by 60% (FRY accounts for roughly 40% of SFRY's  territory) and that the number of consumers 
fell from 24 million (SFRY) to I 0.5 million (FRY), had an enormous effect on the economy. In 
1989, Serbia "imported" from other republics 47% of GDP (compared to imports from the other 
countries, that accounted for 27%) and "exported" 49% (compared to 20.4% export to other 
countries). Conversely, the share of Serbia's "exports" to other republics accounted for 44.7% 
of their GDP, while "exports" to Serbia accounted for 49.9% of GDP (Stamenkovic, Posarac et 
al. , 1994: 118). The structure of the consumers changed, not only because Slovenia and Croatia 
were the wealthier parts of Yugoslavia, but also because the inhabitants of Serbia and 
Montenegro became poorer (GDP per capita fel 1 from $2083 in 1989 to $1302 in 
I 992-Stamenkovic, Posarac et al., 1994: I 06). On the other hand, the Yugoslav producers were 
deprived of suppliers that were left outside the "new" Yugoslavia, while the substitution of 
missing materials and energy was expensive and, hence, inefficient. This resulted in a sharp 
decline in the standard of living, aggravated by the costs of fighting a war in other parts of 
former Yugoslavia. 

Shattered with the economic consequences of disintegration of the country, FR Yugoslavia 
was badly poised to take severance of economic ties with the outer world. At the end of 1991, 
the European Community suspended the Trade and Cooperation Agreement with Yugoslavia, 
restored the quantitative limits for textiles, removed Yugoslavia from the list of beneficiaries of 
the GSP and u.,pended the PHARE program. Finally, on 30 May 1992, the UN sanctions were 
imposed. Both the general public and the Yugoslav politicians were very optimistic about the 
duration of the sanctions and their effectiveness . However, three months after their imposition 
the industrial production fell by 40% (Stamenkovic, Posarac, et al., 1994 : 21 ). 

Surprisingly, no serious adjustments to constraints resulting from acute factors were made. 
Even when those facts were finally taken into consideration, the political will to take appropriate 
measures was still lacking. This primarily means unwillingness to reduce the budget deficit to 
the level sustainable by the economy. According to Stamenkovic, Posarac, et al. ( 1 994. p. 28), 
public spending as a percentage of GDP in FRY in 1990 was 49, while the revenues accounted 
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for 46% of GDP (ca lcu lated out of SFRY budget ) .  In 1 99 1 ,  revenues remained the same, whi le 

the spend ing increased to 63% of GDP, produc ing a defic i t  of 1 7% of GDP. The est imates  for 

1 992 and 1 993 were even h i gher-total pub) ic spending (w i th  transfers to the  Serbs in Bosn ia  
and Croat ia )  amounted to 65-70% of GDP,  wh i l e  the revenues fe l l  to 24% i n  1 992 and not more 

than I 0- 1 1  % in 1 993 ,  thus making the enormous defic i t  of more than 50% of GDP (S tamenkovic ,  

Posarac. ct a l . .  I 994 :  2 8 ) .  
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Figure I :  I ndustrial production in FR Yugos la,· ia, 1 989- 1 994 ( 1 993 average= I 00) 

Those gaps were c losed by pri n t ing money. that \\' US in effect ind irect taxat ion through 

inflat ion tax. The i n fl at ion tax refers to a re \ 'enue a gm·ern ment rai ses when i t  decides to fi nance 
its defi c i t  through pr in t i ng  money. The money is absorbed by the pub l ic  that tries to main ta in  the 
real \ 'a lue of i ts money balances constant in \' i ew of the decreas ing purchas ing power due to an 

increase in prices. By mak ing people spend less than their in come and pay the d i fference to the 
gon:rnment in  exchange for extra money (Dornbusch and Fisher. 1 990: 657) ,  i n fla t ion ac ts j ust 

l i ke a tax. In developed economies ,  the amount of money that can be raised through i n fl at ion 

tax is constrained by the fact that  the pub l ic  i ncreases i t s  hold i ngs of both bank acpos i ts and 

cur rency .  and thus a part of the increase i n  the pub l i c ' s  hold ings of money does not go to the 
go\ 'ernmcnt to fi nance the defic i t w . Howe\'er, in coun tries in wh ich the bank ing S)· Stem is less 

dc\'e loped and in  \\'h ich people therefore hold large amounts of currency. the government  obtains 
more rc\'enue from inflat ion and i s  more l i ke ly  to g ive high weight to the revenue aspects of 

i n fla t ion in sett ing po l icy .  Howe\'er. whene\ 'er the i n flat ion tax is used on a large scale, infl at ion 

im·ar iably becomes ex treme. As the i n fl at ion rate r ises ,  the expectat ion of the publ ic change -

people reduce the ir  real ho ld ings of the money base. because the base i s  becom ing i ncreas ingly 

cost ly  to hokl .  E\'entual ly the real  monetary base drops so much tha t  the tota l  amoun t  of i n fl at ion 

tax re \' enue rece i \ 'ed by the government fal l s .  Th i s  po in t  was reached by the Yugoslav 
go\'ernment by the m iddle of 1 993 with the monthly rate of inflat ion was 4667% (Stamen kov ic .  

Posarac . et a l . .  I 99-k 2 8 ) .  thereafter becoming the loser in  the hyper i n fl at ion game . 
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However, i t  i s  well worth noting that the Yugoslav government did not rely only on the 
in flation tax for rais ing the capi tal to close the budget defic i t .  The foreign currency savings, 
deposi ted wi th the state banks, and imposs ible to get since late 1990, amounts to $4 billion. Since 
the public did not trust state banks any more, the savings were depos i ted with the so-called 
"pri vate" 1 1  banks, whose owners maintained close relationships with the ruling party. Those 
banks offered a monthly interest rate for foreign currency savings of 15%, so an enormous 
number of people were attracted to invest their money. The gamble lasted unti l  the elections in 
December 1993. Arter the elections were over, the owner of the "Jugoskandik" left the country, 
causing the run on the other big bank, Dafiment. Soon thereafter, they declared insolvency. The 
amount of money owed to the public by these "phantom" banks is unknown, since the data were 
denied even to the experts that were supposed to "rehabili tate" them. This  suggests the 
conclusion that those funds had served as a "buffer" in view of the slowing down of economic 
activity due to sanctions and other problems-they postponed the necessary macroeconomic 
adjustments and reduced the mounting social tensions, since a number of people were living on 

the interest their foreign currency deposi ts yielded. 
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Figure 2 :  Retai l prices in  FR Yugoslavia, 1 992-1 994 (previous month=lOO) 

As a result of both chronic and acute factors, GDP in 1993 fell by 30%-from $ I 3.60 to 
$9 .52 billion (Stamenkovic, Posarac, et al., 1994: 29). It was produced wi th only 35% of the 

exi st ing capacit ies. Industrial plants were ei ther closed or worked with minimum capacit ies. By 
the end of 1 993, 1.3 million workers were on "paid leave of absence"-not work ing, but 
receiving salaries, whi le 750,000 were unemployed (Stamenkovic, Posarac, et al., 1994: 29). 
Together wi th sending the money to the Serbs in Bosnia and Croatia and additional payments for 

import-export transactions because of the UN sanctions (the estimates are that the licenses were 
paid additional l 5-100% of the transaction-Stamenkovic, Posarac, et al., 1994: 29), those 2 
million people that were dependent on public spending contributed to an increasing budget 
deficit. On the other hand, the government revenues were diminishing. Sharp declines in infl at ion 
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tax revenues occurred in the midd le  of 1 993 ,  wh i l e  the other revenues rap i d l y  decreased due to 
the Tanzi-Ol i v i era effec t 1 2  ( i n  the fi rst hal f of 1 993 fi scal income accounted for 1 6% of GDP, 
i n  November only 3% ,  wh i l e  in December they were n eg l i g i b l e  (S tamenkov ic ,  Posarac , e t  al , 
1 994: 30) .  Th is  resul ted i n  ex tremely low salaries and pens ions-the ave rage month l y  sa lary at 
the end of 1 993  amounted to $ 1 5  ( S tamenkovic ,  Posarac , et a l . ,  1 994 : 29 ) .  B y  the end of 1 993 ,  
w i th  the h ighest month ly  i n fl at ion rate in  the  wor ld ( 3 1 3  m i l l i on  percen t ) ,  the  who le  system was 
at a break ing po in t .  To avoid the col l apse that wou ld have had inev i tab ly occurred had the money 
cont i nued to be pri n ted w i th  no  l i m i ts ,  the Program for Reconstruct ion of Monetary System and 
Strategy for Economic Recovery of Yugos lav ia  was l aunched . 

Table 1 :  GDP and GDP per capita in  FR Yugoslavia, 1 989- 1 993 

Year GDP i n  GDP per capita 
b i l l ion USD in  USD 

1 989  2 1 . 8 1  2083 
1 990 1 9 . 98  1 898 
1 99 1  1 8 . 38  1 766 
1 992 1 3 .60 1 302 
1 993 9 . 53  908 

source: Statistic 'r'earbool.: of 'lugoslm·ia /993, quoted in  Stamenkov ic .  Posarac, et a l  . .  1 994. p .  1 06 

The Program for Reconstruct ion  of Monetary System and Strategy for Economic  Recovery 
of Yugos lav ia (hereafter the Program) re l ied upon three basic p i l l ars :  cut t ing the hyper infl at i on 
by d i scon t i nu ing  the pract ice of uncontro l led money pri n t ing ,  s i gn i ficant  reduct ion of the budget 
defic i t  accompanied by the reconstruc t ion of tax co l lect ion system and, mak ing en terprises free 
to set the prices accord ing to the costs of product ion by making the state respons ib le  for the 
soc ia l  pol i cy .  The new d inar (often referred to as "super" d i nar) was i n troduced and was l i nked 
to the German mark wi th  the pari ty I :  I .  The i n ternal con verti b i l i ty was decl ared-the new d inar 
was supposed to be pri n ted to the leve l  of fore ign currency reserves and gol d .  Th is  re i n troduced 
the nat ional  cu rrency,  brough t  about the stabi l i ty of price .; and establ i shed a shaky balance . The 
fact that money was funct ion ing again and that the stab i l i.ty of prices had been achieved, were 
the most i mportant resu l t s .  Product ion increased by 4 1  % in the first three months after the 
Program had been i n troduced ( 1 9% if the season is taken out ,  MAP I ,  1 994, p. 4 ) .  The most 
s ign i ficant growth occurred in the parts of industry that experienced the worst dec l i ne .  The 
average sal ary was approxi mate l y  50 d i nars (50 DEM ) .  The psychologica l  effects were great­
people were enj oy i ng normal l i fe ,  reflected by the fact that the pr ice of food was not chang ing  
by  the  day. 

However, the l i m i ts for recovery were soon reached. The average month ly  rate of 
i ndustr ia l  product ion growth in 1 994 was 2 . 6% (Opste tendenc ije ,  1 995 :  1 1  ) .  Th i s  figure h i des 
d i fferences between the fi rst and the second ha l f  of 1 994-whi l e  the i ndustr ia l  product ion in the 
first hal f of the year i ncreased by an average month ly  rate of 4. I %, in the second ha l f  of the year 
the average rate of  growth was only 0.7 % .  On the other hand. wages g rew faster than the grow th 
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of production, resu l t ing i n  326 . 1 % increase i n  nominal ,  and 255 .7% in real wages between 
February 1 994 and February 1 995 .  Prices "exploded" by the end of 1 994. Their monthly growth 
in November was 7 . 3% and in December 2 . 5% .  The in ternal convertibi l i ty functioned ti l l  the 
middle of 1 994, wh i l e  l ater on it was admin i strati vely restricted and, in fact, informal ly 
suspended. The price of the German mar,k started increas ing  i n  the second half of the year, 
resu l t ing in the exchange rate 2: I in  the beg inn ing of 1 995 . This trend conti nued in 1 995 as wel l ,  
resu lt ing i n  increase o f  retai l prices by 26 .5% i n  the first four months o f  1 995, which 
corresponds to the average rate of growth of I 02% at an annual l eve l  (Opste tendencije, 1 995 :  
8 ) .  The esti mated share of  pub l i c  spend ing in GDP in  1 994 was 60%,  imp ly ing that no serious 
fi scal adjustments were made. Moreover, the projections for I 995 show that they were not 
planned for th i s  year ei ther-the share of publ ic spending in GDP in 1 995 was projected at 68 .4%. 
The situation is  further aggravated by the fact that the i n st i tutional framework has never been 
thoroughly reformed, resu l t ing in addit ional constrai nts on the economic pol icy .  The attitude 
towards privatization and chang ing ownersh ip structure is ambiguous .  The uncertai nty i s  great, 
due to frequent changes in laws as wel l  as poss ib i l i t ies to pass the l aws with retroacti ve force .  
Fi nal ly ,  the system, as  envi s ioned i n  the Program, i s  frequen tly suspended by the regu lat ions and 
directi ves brought by the government (Suspenzij a  pr ivrednog s i stema, 1 994: 36 ) .  

A l l  t h i s  i nv i tes the conclus ion that the economic recovery of the Yugos lav economy 
depends on a number of factors, the majority of which come from pol i t ics ,  not economics 
(Posarac, forthcoming) .  Such factors include the dec i s ion to open the process of restructur ing  the 
economy, that w i l l  address . the chron ic  component in the Yugos l av economic cri s i s ,  wh i le  
stopping the war ,  reestab l i sh ing cooperation wi th the former Yugoslav republ ics and l i fti ng of 
the sanctions w i l l  e l im inate acute factors . The Dayton agreement changed the s i tuation i nasmuch 
as it ended the war, estab l i shed the very bas ic precondit ions for coopera tion wi th the former 
Yugoslav republ ics and su spended the UN sanct ions .  Even though the trade embargo was ful l y  
l i fted after the September 1 4th e lections in Bosnia ,  a n  "outer wal l" o f  sanctions (membersh ip i n  
international fi nancia l  i n stitutions) remained and i s  l i nked with cooperation with the Tribunal for 
War Cri mes and problem of human rights i n  Kosovo. As far as priv ati zation is concerned, p lan s  
are o n  the way to se l l  3 0%  o f  Serbi a ' s  telecoms system, wh i l e  the state o i l  and e lectri c i ty 
compan ies are l i ke ly  to be , next .  However, no overal l strategy towards pri vatization i s  adopted 
yet . 

3. They Bi te , But do They Work? 

This section w i l l  examine both effecti veness and effic iency of the UN sanctions in v iew 
of theoretical framework di scussed in the previous chapter, wi th effectiveness defi ned as a degree 
of success in ac hiev ing stated pol icy objecti ves and effic i ency assessed in comparison with costs 
and benefits of other pol icy a l ternatives that might have been pursued i n stead of sanct ions .  

As previous ly di scussed, the sancti ons ai med at chang ing a pan-Serbian pol icy pursued 
by Yugos lav i a, both by putt ing economic constra in ts to further assi stance to the Bosnian Serbs 
and by electoral behavior of di ssati sfied c i t izen s .  However, the war in Bosn ia  ful l y  exp loded on ly  
after Secur i ty Counc i l  Resolut ion 757 was passed. For a long t ime thereafter coerc ion seemed 
to have l i tt le e ffect on Yugoslav/Serbian government efforts to aid the B osn ian Serbs (Pej ic ,  
1 994: 2 1  ) .  May 1 993 can  be taken a s  a turn ing point .  The Geneva negoti at ions ,  set by  the 
London conference on Yugos lav ia and co-chaired by Cyrus Vance, on behalf of UN and Lord 
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David Owen, on behalf of the European Community, resulted in the Vance-Owen plan for cease­
fire agreement, military disengagement and the demilitarization of Bosnia-Herzegovina. It also 
created a plan for a constitutional system of Bosnia-Herzegovina as a decentralized State 
consisting of ten provinces based on ethnic, geographic, economic, traffic, cultural and other 
relevant criteria. The Plan was accepted and signed in Athens, under the mediation of Greece, 
by representatives of Bosnian Muslims, Croats and Serbs, while Karadzic 's  "yes" had to be 
confirmed by the Assembly of the Republics of Srpska. Despite Milosevic 's persuasion, the 
Assembly voted "no." 

This resulted in tightening the sanctions against FR Yugoslavia (the Security Council 
Resolution 820 entered into force automatically after the Bosnian Serbs rejected the Peace plan 
and prohibited transport and transshipment of goods through FRY) and prolonging the war in 
Bosnia-Herzegovina. Although Yugoslavia continued to support the Bosnian Serbs for one more 
year, this was the first serious attempt by the Yugoslav officials to end the war in Bosnia by 
trying to make the Bosnian Serbs comply with the international community's demands. The 
reason behind this was an increasing inability to provide the Bosnian Serbs with the means 
necessary for fighting the war in view of the near col lapsed state of the Yugoslav economy, 
where exploding hyperinflation eliminated inflation tax revenue and dwarfed other government 
revenues used previously for this purpose . 

Throughout the second half of 1993, the economic situation continued to deteriorate, while 
the limits of recovery. brought about by the 1994 Program, were soon reached. In the long run, 
stabilization seemed possible only with the lifting of sanctions and this action was conditioned 
with the achievement of the peace in Bosnia-Herzegovina. This is why the Yugoslav officials 
started applying pressure on the Bosnian Serbs to accept the peace plan, this time proposed by 
the Contact Group t J. After the Bosnian Serbs had rejected the plan , Milosevic imposed sanctions 
on them ( August I 994 ) ,  confirming that he was a man driven by power rather than nationalism 
(Zimmerman, 1995, p. 5). Welcoming the evolvement of FR Yugoslavia towards a more 
cooperative position. the Security Council (Resolution 943) suspended the re,trictions for air 
traffic from the Belgrade airport. restrictions regarding the ferry service between Bar ( FRY) and 
Bari ( Italy) and the measures concerning participation in sporting events and cultural exchanges. 

With the e. calation of violence in spring of 1 995. that certai nly account-.. for the mo t 
tragic parts of the war, the situation in Bosnia seemed to be in a deadlock. The -.ituation in 
Croatia . however, started changing. Adoption of the Vance plan of 1 99 1  froze the then existing 
situation. with almost one third of Croatia 's  territory controlled by the Serbs. In the beginning 
of May 1995 in an operation "Lightning" the Croatian force , regained Western Slavoni a- Serb 
held territory in former UN ector We:-.t. Operation ' 'Storm" followed in the beginning of August, 
when the Croatian forces reintegrated a big part of the self-proclaimed Serb state with its capita l 
Knin. The majority of the Serbs fled the region, resulting in a solution, albeit in a nasty way, of 
the Serbian question in Croatia (Puhovski, 1995: 2)-before the war there were 600,000 Serbs 
in Croatia ,  while now there would be 100,000- 150,000. The speed of the Croatian victory as 
well as lack of intervention from Belgrade came as a surprise to many, inviting the conclusion 
that Krajina has just opened the way for the partition of Bosnia between Milosevic and Tudjman 
(Puhovski, 1995: 2). Not even the intervention of Croatian government troops on behalf of 
Bosnian government after the Serb assaults against the U .' safe areas of Srebrenica and Zepa in 
July could reverse this opinion because the areas captured by the Croatian forces ended up under 
their control. 
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Meanwhi le ,  NATO was preparing its own response t o  the assau l ts o n  the safe areas . In 
September, after the Serb she l l ing of Sarajevo, NATO bombers deprived the Bosn ian Serb Army 
of its command and control l inks  and forced it to withdraw heavy weapons from around Sarajevo . 
The moment was seized by the Army of Bosnia and Herzegovina. Aided by the Bosn ian Croats 
and the Croat ian government troops they captured an enormous swathe of territory in western 
Bosnia ending up with at l east 52% of the territory . Then the US admin i stration demanded they 
halt .  The time had come for Pax Americana (Lagumdzij a, 1 995 : 3 ) .  

After inten sive medi atory effects of  the US envoy by Richard Holbrooke, Assistant 
Secretary of State, Mi losevic announced that he was taking  charge of the Bosn ian Serb 
delegation .  Peace talks i n  Dayton ,  Ohio were soon to fol low . It was agreed that B-H wou ld 
continue to ex is t  w i th in  in ternational ly  recognized borders . It would consist of two en tities , the 
Federation of B-H and the Republ ics  of Srpska on a 5 1  %-49 % basis .  E lections  wou ld  be held 
under in ternational control and they would have to adopt and observe common "in ternational 
standard of human rights . "  Sarajevo was to be reun i fied within the Mus l im-Croat federation ,  
Gorazde (the eastern Mus l im enclave) was t o  be l i nked w i th the federation by a secure land 
corridor, and Mrkonj ic Grad was to be re l inqu ished to the Serb en tity . The final status of Brcko , 
a Serb held town on  a narrow stretch of land connecting Serb territories in west and east Bosn ia 
would be determined by arbitration wi th in  one  year. There wou ld be a NATO i mplementat ion 
force, to be cal l ed IFOR, authorized to use m i l i tary force to prevent interference wi th free 
movement of and v io lence against  c iv i l ians and refugees ,  w ith freedom of movement throughout 
Bosn ia and Herzegovina .  The parties were obl iged to cooperate fu l ly with an in ternational 
in vestigation and prosecution of war crimes .  The UN Security Counci l  wou ld  l i ft the arms 
embargo agai nst B osn ia  (Reso lution 1 02 1 )  and sanctions  against FRY (Reso lu tion 1 022), though 
the latter wou ld  be re-imposed if any Serb authorit ies fai l ed to meet thei r obl igat ions  under the 
peace agreement . 1 4  Agreed to on November 2 I in Dayton,  the peace was s igned in Paris i n  
December. 

A paral le l  between the economic deterioration in Yugos lav ia and Mi losev ic ' s evol vement 
towards a more cooperative posit ion suggests that the sanctions ,  though helped to a great extent 
with the pre-ex is t ing economic difficu l ties and other acute factors , succeeded in making  the 
Serbian president Mi l osevic abandon the pan-Serbian pol icy he had been pursui ng .  As far as their 
contribution to ending the war i n  Bosn ia  i s  concerned, they seem to have been l es s  conv inc ing. 
Between August 1 994, when Mi losevic imposed sanctions  on Bosnian Serbs ,  and August I 995 , 
the peace process was i n  a deadl ock. Th i s  changed after the use of NATO air force and, more 
important ly ,  the US determination not to have the war in Bosn ia on the agenda any more. This 
was i l l ustrated with d ip lomatic i n i t iative ,  persi stent negotiation efforts and, f inal ly ,  a p lan for 
"united" Bosn ia with two separate po l itica l  en tit ies formed on ethnical basis . A l l  of this cou ld 
have been employed even w i thout the sanctions .  True, as Ba ldwin notes , it is easier to prevent 
the war than to stop it , so  the task attached to sanctions i nvol ved a h igh  level of difficu l ty .  S ti l  I ,  
after four years of war, wi th  2 ,702 ,000 o f  3 ,689 ,000 people i n  Bosn ia  either d isp laced or affected 
by war in somr. other way (War Report, 1 995 : 5 1  ), the contribution of sanctions  can hardly be 
cons idered successfu l .  

With respect to the expectations  that the sanctions  wou ld  create an electorate more c rit ical 
about the government, the in ternational community made two mistakes . The first refers to the 
lack of democratic tradit ion after 50 years of party monol i th i sm .  Firm ly  in control of the media, 
the Yugoslav officials have managed to blame the sanctions on the worl d ' s hatred for the Serbs .  
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Having hel ped d i vert d i ss at i sfact ion to growing xenophobia, the sanctions prov ided a convenient 

excuse for whatever was wrong i n  the country . The second mi stake was that the sanct ions,  rather 

than creat ing a more crit ical e lec torate, made people more recepti ve to authoritarian and 

total i tarian reg imes by increas ing poverty l 5 . More than one th ird of the popu l at ion cannot 
sati sfy their bas ic  needs, wh i le  another th ird i s  very c l ose to the poverty l i ne  (Posarac, 

forthcomi ng) .  In view of the unw i l l i ngness to open the process of pri vat izat ion as wel l  as the 

small percentage of employees in ex is t ing private ly owned firms, those people are h ighly 
dependent on the state for jobs and salaries . G iven the fact that the necessary precondit ions for 
the estab l i shment and deve lopment of c i v i l  society and democracy should be c i t i zens 
economical l y  i ndependent from the state, these trends w i l l  resu l t  i n  postpon i ng  the emergence 
of the c i v i l  society in Yugos l av i a  (Posarac, forthcoming) .  The people  are l i ke ly to support the 

status quo, s ince changes w i l l  be too cost ly .  W i th these facts in mind ,  the change of pol icy 

pursued towards the B osn i an S erbs does not seem l i ke a remarkable ach ievement at a l l ,  s i nce 
everyth ing seems to be predicated on the bel ief that M i losev ic w i l l  remai n cooperat i ve. However, 

if he is rep laced by somebody more nat ional ly or iented or if he dec ides to adopt any k i nd of an 
object ionable po l icy, the c i t izens of Yugos lav ia  w i l l  have no choice but to fol low,  si nce the 

extent to which they are dependent on the state leaves them l i tt le choice.  
Th i s  bri ngs us to the problem of effi c iency or what pol icy alternat ive would have fared 

better. To answer th i s  question ,  the cr i s i s  has to be examined from the very begi nn ing  because 

numerous poss ib i l i t ies for alternati ve act ion appeared along the way .  

The first poss i b i l i ty for alternat ive pol icy course came in  s i ght as early as 1 990, when the 
federal government of Prime Min i ster Ante Markovic was try i ng to transform the country to a 

l i beral market democracy on the bas i s  of the program compl iant  w i th IMF ' s  demands. As the 
reform was tak i ng p lace against the background of pol i t ica l  d i s i ntegrat ion ,  the federal government 

i ncreas ing ly rel ied on external factors to leg i t im ize i ts efforts. Ev idence for po l i t ical support was 
abundant-Bush, Baker, Delors and other leading Western po l i t ic i ans strong ly  backed up the 
economic reform as a means of maintai n i ng  the un i ty and the terri torial i ntegrity of the country, 

but no new fi nancia l  agreements were forthcoming .  Th is seems even more puzz l i ng  g iven the 

i ncreased ass istance prov ided by i n ternational f inanci al i n st i tut ions for the process of trans i t ion 

in  Central and Eastern European countr ies .  Whether the reason for th i s  was the loss of 

geopol i t ical importance (Zimmerman , 1 995 :  2) ,  or d i strust regard ing  the u n ity of the country, s t i l l  

remains to be i nvesti gated, but some confl icts would h ave certa in ly  been attenuated th is  way .  
Instead, Ante Markovic res i gned i n  December 1 99 1 ,  w i th  hardly anybody not ic ing h i s  res ignat ion ,  
so powerless had Yugos lav �a ' s last pr ime min i ster become (Zimmerman, 1 995 : 1 7 ) .  

In  June 1 99 1 ,  a couple of days before the cr i s i s  came to a head, the  American Secretary 
of State James Baker v i s i ted Belgrade where he expressed the American hope that Yugos lav ia 

would remain together beh i nd  the reformist Markov ic .  He also stressed that the Uni ted States 

would not encourage or support un i l ateral secession and would strongly oppose any use of force . 

Opin ions  about h i s  message range from the bel ief that th is  was an extremely sk i l lful and 

reasonable presentation (Zimmerman, 1 995 ,  p .  I I )  to the approach that th i s  was a very 

ambiguous statement that al lowed for d i fferent i n terpretations-S loven i a  and Croat i a  emphas ized 

the part  about  not us ing force, wh i le the Army attached the greatest importance on support to 

un i ty and di scouragement of secession (Klari n ,  1 996: 3) .  In any c ase, just a few days after 
Baker' s departure from Belgrade, the Yugosl av cr i s i s  erupted and S loven i a  and the Federal Army 

were at war, thus i l l ustrati ng that the moment that the i ntern ati onal commun ity cou ld  h ave used 
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to demonstrate commitment to a negotiated agreement on whatever governing  structure to be 
found, was not se ized .  The dec is iveness shown in  the Dayton peace tal ks, w i th the Americans 
fi rmly committed to havi ng M i l osevic ,  Tudjman and Izetbegovic agree on the peace p lan before 
they left Dayton, i s  an exemp l if ication of what was lacking, by way of i nternational commitment 
to a negotiated agreement, in 1 99 1 . 

As the cr is i s  cont i nued to deepen, the European Commun i ty was g iven a chance to deal 
with what it cal l ed a "European problem." This  refl ected the be l i ef that "the hour of Europe" 
(Jacques Poos, 1 99 1 ,  quoted in Dinan 1 994 : 490) has come and su ited in the context of emerging 
common foreign and security pol icy ( i ntergovernmental conference on common foreign and 
security pol icy was in progress when the cris is broke out in  Yugos lav ia ) .  The h i ghest point of 
the i nvolvement of the European Commun ity i n  so lv ing the Yugosl av cris is was the estab l i shment 
of the Conference on Yugos lav ia at The Hague and in  Brusse l s, with the so-cal led Badi nter 
Arbitration commission .  The most g lari ng Commun ity weakness, that affected the app l ication and 
effect iveness of other pol icy i nstruments, i nvo l ved dip lomatic recogn it ion of secess ion i st republ ics 
(Dinan, 1 994 : 486) .  Of the three Yugosl av republ ics the European Commun ity had recognized, 
the Badi nter Commiss ion Report supported on ly the c la im of S lovenia. The c la im of Macedonia 
a lso supported by the B adinter Commission,  but was b locked by Greece. The determination to 
ach ieve c loser cooperation on foreign and security pol icy accounted for the Commun ity ' s  
i nconsistency . Due to an i ncreas ing domestic pressure, Germany began to press for the 
Commun ity ' s  recogn it ion of Croatia and S loven ia .  Feari ng a damaging spl i t  i mmediate ly  after 
the Maastricht summit (Di nan, 1 994 : 486), the other member states agreed and the S l oven ia  and 
Croatia were recognized on January 1 5 , 1 992. 

I n  between the recogn it ion of S loven ia  and Croatia and the recognit ion of B osn ia  and 
Herzegovi na that was soon to fol low, there was a brief moment when al l th ree sides agreed on 
the future of Bosn ia .  On March 1 8  a document was s igned in Lisbon, out l i n i ng  the pol it ical 
princ ip les of a repub l i c  composed of three const i tuent nat ions, each with the r ight to sel f­
determination and of the regional cantonization along ethnonational l i nes ( l aid  out on a 
compromise map proposed by the EC). In view of Baker' s i ntensive efforts for the recogn it ion 
of Bosnia (Woodward, 1 995 : 1 96) ,  Izetbegovic reversed his posi t ion a week after s ign ing  the 
Lisbon document . On Apri l 6, Bosnia was recognized, triggering the bloodiest part of the 
Yugoslav wars .  The Lisbon plan is  referred to by many (Pajic ,  1 995 : 1 8 , Woodward, 1 995 :  304) 
as an encouragement for the ethn ic part i t ion of Bosn ia .  However, i n  an exp l osive s i tuat ion ,  with 
the populat ion of Bosn ia  al ready national l y  sp l i t  about pol it ical i ssues ,  w i th neighbori ng Serbia 
and Croatia eagerly waiti ng to step in and each take a sl ice of Bosn ia, the plan addressed the 
most immediate concern-to prevent the war that would further al ienate national commun ities 
i n  Bosnia and poss ib ly  endanger the whole region .  

As the war grew more v io lent, the number of the dead, raped and displaced rapid ly 
i ncreased. Shel l i ng of c iv i l ians, ethn ic c leansi ng and concentration camps became the real i ty of 
Bosn ia .  However, there was no Western m i l i tary resolve . Countries contribut ing troops to UN 
peacekeeping operation-espec ial l y  France and Brita in ,  that had i n i t iated UN i nvo l vement and 
lobbied for more human i tarian action-objected to greater use of m i l i tary power fearing that their 
so ld iers on the ground might be at risk as opposed to the Uni ted States , whose fundamental 
pol icy was agai nst send ing  so ld iers .  The hostage crisis of June 1 995 ,  when the UN peacekeepers 
were taken hostage as a response to shel l i ng Serb mi l i tary pos i t ions, seemed to prove th is point .  
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However, the use of NATO air power in August 1 995 confirmed that th is  was not so and that 
a s imi lar action if used before would have yielded s im i larly successful resul ts .  

Even this short consideration of alternative pol icies that could have been appl ied in the 
former Yugos lavia resul ts in four solutions, three of which might have, arguably, prevented the 

war. Given the smal l share of Yugos lav ia in the world economy (less than I %  of world ' s  exports 
and imports), costs of sanctions sustained by the international community seem negl igible, 

inv iting the conclusion that a l l  of the mentioned alternati ves fare worse when compared to 
sanctions on the bas i s  of costs. Nevertheless, this appears to be so only at first s ight, for 

enforcing the sanctions was not inexpensive at al I ,  thus making other alternati ves increas ingly 
competitive. When benefits are compared, however, the fact that tough negotiations and m i l itary 

action had to be appl ied anyway to reach peace speaks about the benefits of sanctions loudly 
enough. So why have not any of the alternatives been tried earl ier? Part of the answer stems from 

the fragmented and often contradictory approach to the Yugoslav cri s i s , best i l lustrated by the 

UN's  Secretary General Boutros Boutros Ghal i comment that UN peacekeepers were sent in the 

during the war, whi le  NATO soldiers are expected to guard peace. This came as no surprise, as 
institutions and organi zations involved in solv ing the cris i s  were themsel ves undergoing a process 

of transition to the post-Cold War era, with the UN constrained with various configurations of 

power and State interests, EC shaping i t 's  pol i tical identity and NATO transforming from an anti 
Russ ian a l l iance to the central security p i l lar of the new security architecture. The war in Bosnia 
not only revealed, but also underscored the urgency to bui ld a new comprehens ive structure of 
relationships to form a new security architecture (Holbrooke 1 995,  p. 38). However, the fact that 
the peace was initiated, negotiated and deli vered by the Americans, demonstrates that this is sti l l  

far from assured. 
Now it remains to be seen to what extent w i l l  the efforts to stabi l ize Bosnia succeed, for 

the tensions between the Croats and the Musl ims in Mostar as well as majority of the Serbs 
fleeing Sarajevo after its incorporation into B-H Federation demonstrate how l ittle of the 

multiethnic fabric of Bosnia, the existence of which is essential to differentiate peace from 
merely a cease-fire, is left behind. The elections of September 1 996, aimed at creating common 
institutions that w i l l  integrate distinct ethnic enclaves, further demonstrated how al ienated three 
national communities feel .  With pol i t icians who have made careers out of hating each other (Not 

al l  bad, 1996: 32 )  now in charge of establ ishing confidence and trust between people, an option 
of Bosnia being partitioned by national i st forces w i l l  remain open for quite some ti me, thus 

inv iting the conclusion that efforts to keep the country united might increas ingly look as squaring 

circles. The creation of a new way of think ing and a more tolerant soc iety is going to be a long 

process that might turn out to be even more difficult for the international community then 

stopping the war that was going on two years ago. 

Conclusion 

The bel ief that the new, credible, inexpensive and potential ly potent weapon against smal l 

and medium s ize troublemakers has been discovered (Mueller, 1994: 363) ,  reflected by the recent 

proliferation of the mult i lateral economic sanctions, certainly cal l s  for critical rev iew. Sanctions 

are mostly imposed on the countries with l ittle or no democratic tradition (Yugos lavia, Iraq, 
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Libya, Somalia), and that strengthens rather than weakens the existing authoritarian regimes. As 
a State is less democratic, the punishment is more unfair, since there is no possibility for the 
majority to in fluence the acts of government (Dimitrijevic, 1993: 12). Moreover, even if this 
possibility existed, it is unlikely that the citizens of those states would translate the economic 
signals in their electoral behavior. Misperceptions of this kind can be compared only with the US 
action in Somalia, when an extremely powerful TV signal transmitter was installed to inform the 
people what was really going on. Only afterwards was it realized that a number of privately 
owned TV sets was very small, thus necessitating the installment of a radio-signal transmitter. 

The same can be said about the economic sanctions applied against undemocratic countries-their 
population is not used to judge and change governments according to their economic 
performance. Finally, the poverty that inevitably increases due to sanctions, makes the citizens 
of the state in question ever more dependent on the state and hence receptive to totalitarian 
regimes. This invites the conclusion that, even if the stated policy objectives are achieved, the 
solution of the problem is temporary at best. Therefore, the international community should 
address the cause rather than cure the consequences-helping democratization in those countries 
can be of greater use to foreign policy goals than the imposition of economic sanctions. 

Notes 

I .  In response to the kidnapping of three Aspasian women, Athens imposed a trade 

boycott on Megara, a Spartan ally, excluding her from access to ports in the Athenian empire and 
the market of Athens. 

2. In August 1985 the US Congress approved an amendment to the Foreign Relations 
Act-the Kassebaum amendment-which provided that the United States should pay no more 
than 20 per cent of the assessed contributions to the budgets of the United Nations and its 
specialized agencies until those organizations adopted weighted voting based on the amount of 

a member's contribution on budgetary questions. The violation by the United States of its legal 
obligation under article I 7 of the Charter to pay its assessed contributions has encouraged other 
states to follow this lead. 

3. Both the Vance-Owen and the Contact Group plan will be referred to in the following 
chapter. 

4. For the detailed chronology of events in the former Yugoslavia, see Facts on Crisis in 

the Former Yugoslavia, special issue of Review of International Affairs, March I st 1993. 

5. SDA, the Muslim party, won 33,8% votes, SOS, the Serbian party 29,6% and Croatian 
HDZ 18,3% . Remaining 17% were distributed among two parties formed out of the republic's 

communist party and SRSJ (Woodward 1995, p .  122). 
6. The mission included Jacques Pos, Gianni de Michel is and Hans van den Broek (as the 

"troika" included foreign ministers from the current, immediately preceding and immediately 

succeeding presidencies, its composition was changing relatively fast, so later on "troika" was 

joined by Pinheiro, Hurd and Jensen) . 
7. The Badinter Commission found a precedent in international law relating to border 

confl ict between Burkina Faso and Mali, resulting from the colonial rule, which declared the 

colonial border to be inviolable on a principle of uti possidetis or "keep what you have." 
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8. At an extraord inary M in i sterial meet i ng in Rome, the member S tates of the European 

Community agreed on the fo l lowing measures :  immed iate suspension of the appl ic at ion of the 

Trade and Cooperat ion Agreement w i th  Yugoslav ia ,  w i th a dec i s ion to termi nate the same 

Agreement; restorat ion of the quant i tat ive Ii m i ts for tex t i l es ;  removal of Yugos lav i a  from the I ist 
of benefic iar ies of the General System of Preferences ;  formal suspens ion of benefits under the 

PHARE program . On 2 December 1 99 1 ,  the European Commun ity adopted a dec i s ion on the so­

cal led pos i t i ve  measures in favor of some Yugoslav repub l ic s  after the term inat ion of the Trade 
and Cooperat i on Agreement w i th Yugos lavia .  Bosn ia-Herzegovina ,  Macedon ia ,  S l oven ia  and 
Croati a were to have the preferen t ial trade prov is ions conta ined in the prev ious Agreement 

restored, as we ll as other benefi ts and credi ts  i t  env i saged. 
9 .  As for Croat ia ,  the Serbs made up 1 2% of the popu lat ion ,  wh i l e  B osn ia  had a strong 

mul t ie thn ic character and the h ighest percen tage of e thn ica l ly mixed marriages of any repub l i c  
(Zimmerman,  1 99 5 :  1 0) .  

I 0 .  The amoun t  that i s  rece ived by  the government i s  the increase i n  the stock o f  h igh­

powered money, that  cons is ts of  the currency and banks' depos i t s  and the Central bank .  

I I .  Dafi ment , Jugoskand i k  and many other smal ler banks .  

1 2 . Th is  effect was named after two economists who independent ly  documented i t-Vi to 

Tanzi and Ju l i o  O l i v iera-and refers to the phenomenon of the dec l i n i ng  real revenue raised from 

taxat ion i n  the hyper inflatory economies, due to l ags in both the ca lcu lat ion  and payment of 
taxes. 

1 3 . The Con tact Group, that cons i sted of  the represen tat ives of the Un i ted S tates, Russ ia ,  
Germany, Great B ri ta i n  and France, offered the p l an that d iv ided B osn i a  and Herzegov ina in  two 

parts-the federat ion of Moslems and Croats that shou ld  account for 5 1  % of the territory, wh i le 

the remai n i ng  49% shou ld  be control led by the B osn ian Serbs . 
1 4 . For more data, see the Dayton Agreement or Summary of the Dayton Agreemen t  as 

i n  War Report. Bulletin of the Institute for War & Peace Reporting, Number 38 ,  

November/December 1 995 .  

1 5 . Poverty espec i a l ly  increased among the urban popu l at ion - wh i l e  the  n umber of  the 

people under the poverty l i ne  in 1 990 was 3 60,000, 205 ,000 of wh ich  in rural and 1 55 ,000 i n  
urban areas, i n  the fi rst ha l f  o f  1 994 i t  increased t o  2 . 1 m i l l i on, 1 . 6 m i l l ion  o f  wh ich from the 

urban areas ( Posarac , forthcoming ) .  
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