Ethnic homogeneity in BiH:
prosperity or poverty?

Ethnic diversity is an ongoing research topic in econom-
ics, investigated both at macro and micro-economic lev-
els, and is a topical issue among policy makers. Motivat-
ed by a growing body of literature that investigates the
effect of ethnic diversity in economics, we conducted
three targeted surveys in BiH over the period 2011-2015
to explore the economic consequences on individuals,
families, businesses and society. BiH is a country that
has been ethnically diverse for centuries, yet, two dec-
ades ago, this ethnically heterogenous composition was
changed as a result of the Bosnian war (1992-1995). As
yet, the social and economic outcomes of consequently
reduced ethnic diversity in BiH remain unknown. Thus,
in our three empirical studies, we investigate the follow-
ing:

What is the effect of ethnic diversity on individual

and family income in BiH?

What is the effect of ethnic diversity on business

growth in BiH?

What is the effect of ethnic diversity on pro-social
behaviour of citizens in BiH?

The outcomes of all three research studies indicate a
positive role of ethnic diversity in BiH economy and
society. In BiH, ethnic diversity, where preserved, is not
a threat, but an important resource for entrepreneurial
growth aspirations, pro-social behaviour of citizens, and
individual and family economic well-being. These stud-
ies send a powerful policy message that ethnically more
diverse areas in BiH are stronger economically. As a
consequence, policies designed to encourage and sup-
port ethnic inclusion in otherwise homogenous areas
have the potential to be welfare enhancing.

What does economic theory suggest?

The literature implies that ethnic diversity may have
both positive or negative effects on economic outcomes.
On the one hand, where ethnic diversity is associated
with fragmentation and conflict, it is likely to impact
negatively on economic performance. The main argu-
ment is that ethnic diversities, fractionalisation, conflicts
and prejudices can override economic incentives, lead-
ing to poor economic choices, policies and outcomes.
On the other hand, a different perspective is that most
developed countries, regions and cities today are ethni-

cally diverse. Proponents of this approach explain that a
diverse ethnic mix may bring various abilities, different
experiences, a variety of cultures and traditions, a spec-
trum of religious beliefs and practices, and multidimen-
sional ways of thinking, which together may lead a more
diverse society towards greater innovation, creativity
and better economic performance. The empirical litera-
ture includes support for both hypotheses; hence, more
research is needed for specific contexts — as it is BiH — a
post-conflict society where the economic consequences
of ethnic pluralism vs. ethnic homogeneity remain un-
known.

The effect of ethnic diversity on individual and fami-
ly income in BiH?

This study is based on BiH representative cross-
sectional survey data (2012) to investigate the effect of
ethnic diversity on individual and household incomes.
We estimate endogenous and exogenous earnings func-
tions and find that ethnic diversity within neighbour-
hoods — where it exists — is not an economic threat but is
rather associated with positive outcomes for individuals
and families; in particular, lower probabilities of being
in the lowest income categories and higher probabilities
of being in medium and higher income categories
(Figure 1).

Fig 1. Ethnic diversity and income in BiH
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These findings have particular implications for poverty
reduction in BiH. Hence, further homogenization from
the existing level of ethnic diversity might impose re-
duced incomes.




The effect of reduced ethnic diversity on business
development in BiH?

This research uses representative data on young compa-
nies in BiH obtained through a specially designed cross-
sectional survey implemented in 2011. We estimate sev-
eral cross-sectional growth aspirations models where we
include economic determinants together with a variable
capturing the effect of ethnic diversity.

This business study finds that ethnically mixed areas, in
comparison to more homogenous areas, are character-
ised by systematically greater growth aspirations of en-
trepreneurs. We conclude that ethnic pluralism is an op-
portunity, not a danger; in the regions where ethnic plu-
ralism is preserved, business aspirations are stronger.
Accordingly, greater ethnic diversity in BiH may con-
tribute to business development. In turn, economic
growth in the future is likely to be higher in ethnically
diverse than in ethnically homogenous regions.

The effect of ethnic diversity on pro-social behaviour
of citizens in BiH?

In May 2014, BiH was affected by unforeseen floods,
the like of which had not been seen in this region. In one
day, much of the country was under the water, with land
-slides destroying whole villages, but surprisingly, only
a few lives were lost. This is not only thanks to a func-
tional institutional response but, even more, thanks to
the citizens who organized themselves in a day, and
managed to save endangered lives, wealth, animals, and
even public and private institutions. This was a period
when people started acting together to help others, not
just their neighbours or family, but people on the other
side of the country to whom they had no relations, while
‘ethnic boundaries’ between people looked less relevant.

Fig 2. BiH pro-social activity map in the flood period
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Such a wide scale of pro-social positive response to the

crisis inspired our investigation. Figure 2 shows
different levels of citizens’ engagement in the period of
floods, in the range 0-1, which corresponds to 0-100%.
The main message is that the pro-social activity of citi-
zens was systematically identified throughout the whole
country, but not only in the flooded areas.

This empirical study is based on nationally representa-
tive cross-sectional survey data collected in 2015. We
estimate endogenous structural econometric models and
find that the ethnic diversity of personal contact net-
works was a relevant determinant of greater engagement
of BiH citizens in these pro-social activities. There is a
clear indication that interethnic networking of individu-
als is having a positive effect on social capital outcomes
on the ground, even in the areas where the conflict has
an ethnic background. In this vein, enhancing interethnic
relations in this post-conflict society is an investment
into social capital that can be utilized when it is most
needed.
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