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HREE high-profile events in 2003 demonstrated the

character and depth of the covert space where the
clandestine political economy of the former Yugoslav
republics operates.' First, Serbia’s prime minister, Zoran
Djindji¢, was assassinated in March. Second, in early
March NATO’s Stabilization Force raided the Bosnian
Serb Army’s General Staff Headquarters and other
Bosnian Serb security organizations. Finally, the Serbian
Interior Ministry arrested Bosnian Serb war profiteer
Momcilo Mandi¢ in early April only to release him in
September. These events rippled through the region as
symbols of and challenges to reform, and emphasized
the need to more seriously address systemic problems
of organized crime and corruption. Drawing from in-
terviews during this time with a wide array of individu-
als who have a direct interest and expertise in addressing
these issues, this article focuses on how each of these
events illustrates three key aspects of the region’s clan-
destine political economy and how the associated prob-
lems continue to shape, change, and challenge
prospects for stability in the region. These events unfor-
tunately offer yet another example of the Balkan ten-
dency to take two steps forward, followed quickly by three
backward.

Without new strategies for understanding and ad-
dressing the scope and power of the clandestine politi-
cal economy in the Balkans, this negative trend is likely
to take deeper root, further challenging an already frus-
trated international community. While the giants of of-
ficial corruption, political nationalism, and organized
crime were staggered by the 2003 events, it is unclear
whether subsequent policies will keep them off balance
or merely strengthen their dexterity.
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The Djindji¢ Assassination

The assassination of Zoran Djindji¢ came as a shock to
most of the world, if not to the inhabitants of the former
Yugoslav republics. As early as 1995, Djindji¢ had been
implicated in activities linked to organized crime. These
early concerns led to deeper and more direct involve-
ment that forced Djindji¢ to make protection and fund-
ing deals with certain groups, most prominently the
Special Operations Unit (Red Berets) led by Franko
(Frenki) Simatovi¢.? The culmination of the connections
between Djindji¢ as both democratic reformer and or-
ganized-crime enabler were most publicly seen in the
summer 2001 Nacional exposés that linked Djindji¢ and
Montenegrin prime minister Milo Djukanovi¢ to a high-
level cigarette smuggler. The crucial point of these ar-
ticles, and also the element most puzzling to Westerners,
was the demonstration of how these activities fully tran-
scended ethnic and sovereign boundaries.

The Djindji¢ assassination is a sad testimony to the
state of political affairs in most of the former Yugoslav
republics. The murder highlighted three structural prob-
lems in the organization and conduct of profit-making
and power-building. First, nationalist political parties
took center stage during Yugoslavia’s dissolution and
subsequent conflicts. They organized the security ser-
vices for sanction-busting activities, developing an il-
licit mechanism to reap substantial profits. Second, other
political parties and social movements were either forced
out of operation or made similar liaisons with security
organizations and organized crime. Third, this alliance
structured and disciplined a political economy that fa-
vors clandestine and illicit activities over democratic,
transparent behavior because it efficiently secures mo-
nopolies on power and ensures steady profits for insid-
ers. This shadowy economic structure forces large
segments of society, both groups and individuals, to
operate within the clandestine political economy if they
want to affiliate with and share in the power and profits
controlled through these networks.

Djindji¢’s post-1991 political history reads as a story
of odd alliances and backroom deals through which
he tried to develop the right formula for toppling
Milosevié.? Djindji¢ was threatened and jailed several
times during this period, and this persuaded him of
the need to establish connections in the security ser-
vices and the world of organized crime to shore up his
power base and ensure he had the security and finan-
cial resources to weather the deadly Serbian political
winds.* Djindji¢ allegedly made a deal with the Red
Beret leadership whereby they would ignore future
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orders from MiloSevi¢ aimed at undermining the demo-
cratic opposition.’

Djindji¢ apparently aligned himself with the
Montenegrin faction, lead by Milo Djukanovic.® This
alliance required Djindji¢ to support a looser relation-
ship between Belgrade and Podgorica. Through his as-
sociation with Djukanovié, Djindji¢ was afforded the
security and support that came from Montenegro’s
clandestine economy.” In 2001 the suspicions surround-
ing Djindji¢’s affiliation with organized crime came
to a head with the allegations that he had ties to smug-
gling mastermind Stanko Suboti¢ and President
Vojislav KoStunica’s orchestrated smear campaign
against Djindji¢, which gave these issues wide public
currency.

The Djindji¢ assassination appears to have been di-
rectly linked to the perception that he was planning to
move against these old alliances of convenience.
Zvezdan Jovanovié, a Serb Red Beret member and con-
fessed assassination trigger-man, reportedly told Serbian
police officials that the looming investigation into a se-
ries of political murders dating back to the early 1990s
was a primary motive for the assassination.® The post-
assassination wave of arrests culminated in the deten-
tion of several thousand suspects—including high-level
security and intelligence personnel. Currently, forty-four
suspects in the conspiracy remain in custody, awaiting
trial. However, the primary suspect, Milorad Lukovié
(a.k.a. Legija), remains at large.” Additionally, the in-
vestigation, because of its limited scope, seems to have
fallen far short of the new Serbian government’s prom-
ise to use this tragic event as a catapult to seriously com-
bat organized crime. This has led the International Crisis
Group and several other analysts to wonder whether
Djindji¢’s assassination succeeded in sending a mes-
sage to reformist-minded politicians."

SFOR Raids in Banja Luka

In early March 2003, NATO’s Stabilization Force
(SFOR) raided the Bosnian Serb Army (VRS) General
Staff Building in the heart of downtown Banja Luka.
The raid, dubbed Operation Balkan Vice, came in re-
sponse to the growing body of evidence emanating from
the year-old Orao investigation regarding illicit Serbian
military assistance to Iraq.'"! A variety of reports sug-
gested, and High Representative Paddy Ashdown con-
firmed, that the VRS intelligence files contained
numerous documents detailing ongoing joint-collection
activities between military intelligence and the
Republika Srpska civil service against the Bosnian-Croat



Federation, the international community, and several
regional governments.'? (Bosnia-Herzegovina consists
of two entities, the Belgrade-backed Republika Srpska
and the Bosnian-Croat Federation, together overseen by
a High Representative appointed by the international
community.) The complicity of the security services in
such illicit affairs exemplifies the larger structural prob-
lems affecting the region, where these services have a
long and storied legacy of covert activities."* Subsequent
SFOR raids, related to the publicly announced interna-
tional military effort to curb the threats presented by
each entity’s security services, further the case for un-
derstanding this problem as multi-ethnic and systemic.'

The raids represent only the most recent increase in
international awareness and concern over security-ser-
vice collusion within the clandestine political economy.
Other high-profile strikes include the 1996 Implemen-
tation Force (IFOR, predecessor of SFOR) raid on an
Iranian-run secret intelligence training facility near
Fojnica and the1999 Operation WESTAR-SFOR raids
on Bosnian-Croat intelligence service headquarters and
offices.” Yet by failing to prosecute these well-publi-
cized cases, the international community has actually
encouraged large portions of the covert space in Bosnia-
Herzegovina. International neglect has sent the popu-
lace at large the negative message that not even the
powerful Office of the High Representative can quash
the pervasive and damaging conspiracy theories. Many
interviewees commented at length about this problem,
suggesting that international failures to fully deal with
these problems have left a large segment of Balkan so-
ciety despondent. This sense of hopelessness has led
many citizens to reconsider the utility and possible cul-
pability of the international community in these and
related issues.'®

The lack of international control over the security
services in Bosnia-Herzegovina demonstrates the most
acute aspect of illicit complicity in the region. But if
the international community cannot effectively address
these problems in areas where it has mandated control,
what can be achieved in places where its influence is
less direct? This rhetorical question reinforces societal
despondence, suggesting that a large segment of the local
expertise necessary for reforming the system is resigned
to accepting security-service complicity in the clandes-
tine political economy. As one respondent suggested,
“This problem is bigger than the police, politicians, and
international community combined. . . . It is the black
foundation of our political culture.”” The perceived lack
of international will directly affects the way people un-
derstand their society, providing illicit actors and alli-

ances with a buffer zone for continued growth and rein-
forcement. The insider nature of the problem makes
collusion less risky and more attractive to those who
might have resisted the movement. The net result is a
society that cannot function without the clandestine
space, because it influences and conditions all other
power structures and relationships.

The Arrest of Mandi¢

The Mandi¢ case is a clear example of how illicit poli-
tics and business dealings were fused together, giving
specific shape and notable resilience to the clandestine
political economy of Southeastern Europe. Momc¢ilo
Mandi¢ was arrested on April 13, 2003, by the Serbian
Interior Ministry in Belgrade for organized-crime-re-
lated activities.'® Mandic is one of the best-known al-
leged profiteers from the 1992-1995 Bosnian war.
Mandi¢ served in the Bosnian Department of State Se-
curity (SDB) before the war and went on to become
minister of justice and deputy minister of interior in the
wartime government of the Bosnian Serb leader
Radovan Karadzi¢. Mandi¢ was best known for his skill
at obtaining illegal arms, oil, and other goods during
the war, easily circumventing the international em-
bargo."” According to a March 7, 2003, U.S. Depart-
ment of Justice press release, Mandic is a primary part
of the Bosnian Serb clandestine political economy, op-
erating a number of legal and quasi-legitimate businesses
that function as key financial institutions for illegal pro-
curement of weapons, smuggling, and support to per-
sons indicted for war crimes, including KaradZic.

The Office of the High Representative froze all bank
accounts known to be associated with Mandi¢ and his
business dealings, concurrent with the Department of
Justice report. These actions put Mandi¢ on the public
radar for the first time since 1996, when it became clear
that he was beyond local reproach and international
reach.?’ Despite the lack of interest in his business deal-
ings and his support for the Serbian Democratic Party
(SDS), Mandic¢ is one of a handful of people often re-
ferred to as the real power-brokers in the region. These
facilitators, Serbs, Croats, and Bosniaks alike, help fuel
the clandestine political economy. They are the engi-
neers of the structure, pulling together the necessary
manpower and political support to ensure that a broad
spectrum of citizens have a stake in protecting the cor-
rupt system.

The Serbian Interior Ministry released Mandi¢ on
September 8, 2003, after determining that he had played
no demonstrable role in the assassination of Djindji¢.”!
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Table 1

The Clandestine Political Economy’s Triple-Helix

Event Character Change Challenge
Djindji¢ assassination Cooperation (political sector) ® More than 1,000 arrests ¢ Law-enforcement reform
o Military reform e Other organized-crime interests
e International Criminal Tribunal for e Social trust
the former Yugoslavia
SFOR raid Collusion  (military sector) o State-level political e Political leadership reform

institutional reform
e Military consolidation
Security transparency

Mandi¢ arrest Complicity (economic sector)

Accountability

Policy shift toward formal economy
Socio-legal EU harmonization
Social trust

e Personal economic interests
e Social trust

e Corrupt business practices (all levels)
® Personal interest

He was not extradited to Bosnia-Herzegovina, because
there is no recognized protocol between the two states.
Instead, the Bosnian-Croat Federation and Republika
Srpska ministries of the interior both issued warrants
for his arrest. Despite all the interest, local and interna-
tional, in Mandi¢, he has managed to elude capture and
is believed to be traveling in the eastern RS and western
Montenegro, the same region long suspected of harbor-
ing Karadzi¢.? It is unclear whether the assets frozen
by the Office of the High Representative constitute a
significant dent in Mandi¢’s illicit business activities.”

The Clandestine Political Economy’s
Triple-Helix

These three events suggest several combinations that
often work together, enabling the clandestine political
economy to exist. They could be compared to the
double-helix construction of DNA, in which a specific
set of factors can generate a variety of potential out-
comes.* One common outcome is a form of public re-
sistance—an accountability gap between authority and
society in the region. Table 1 combines the key elements
to clarify the categories and discuss the relationships.

Column 1, “Character,” represents the general type
of relationship suggested by the event and identifies the
security sector primarily affected. However, this is a
deliberate simplification. Tracing each event across its
row reveals that other sectors are also affected and com-
bine to show broader relationships that should be ad-
dressed in problem-solving. The “Change” and
“Challenge” columns combine to represent the dialec-
tic relationship, for they capture positive and negative
impacts, both direct and indirect, as is the case with the
issue of social trust.
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Political-Sector Cooperation. For many observers, the
Djindji¢ assassination revealed that the cooperation be-
tween politicians and organized crime reaches the high-
est levels of society, greatly increasing the cost of
working against this arrangement. A large majority of
the interviewees believed that the links between orga-
nized crime and the political elite are very strong. Many
of them based this assessment on the number of elites
implicated in a variety of scandals throughout the re-
gion. A smaller, but still significant, number discussed
this relationship in terms of informal alliances and il-
licit fortunes made from the regional wars.” These de-
tailed comments, coupled with the many press reports
and international studies, suggest that it is difficult to
achieve any political success in the Balkans without at
least some degree of collusion with illicit actors and
groups.” This is further complicated by the fact that
corrupt politicians often become directly involved in
the clandestine political economy, either as primary
owners or as decision-makers. In some cases the crimi-
nal organizations were established or significantly en-
hanced at the politician’s initiative—challenging some
of the conventional wisdom about corruption causal-
ity.”” Over the past decade, the lines between the cor-
rupt and the corrupted have significantly blurred, turning
analysis of the relationship into something along the
lines of chickens and eggs. However, much of this co-
operation appears to have been born out of or enabled
by the regional armed conflicts, especially through the
institutionalization of embargo-busting activities.?
The resulting arrests, military reforms, and apparent
improvement of relations between the Serbian govern-
ment and the Hague Tribunal suggest that important
changes are underway in Serbia. In conjunction with
these initial direct results, the Serbian government has



changed its attitude and action. This is best exemplified
by its responses to the SFOR raids and the growing in-
ternational concerns about Mandi¢’s business deal-
ings. However, the arrests have focused narrowly on
the Zemun Gang and Red Beret complicity. There is
continued concern about the structure and function-
ing of the Serbian Ministry of the Interior, especially
the conduct of Interior Minister Dusan Mihaljovié.
In fact, Prime Minister Zoran Zivkovi¢ appears to be
reining in the anti-organized-crime campaign and se-
curity-sector institutional reform after only several mild
improvements.

Security-Sector Collusion. The results of the SFOR raid
suggest both a direct and indirect relationship between
elements of this sector and the clandestine political
economy, pointing most directly to the strength of the
bond between informal and formal institutions. The re-
ported results show that the security forces, at least in
the Republika Srpska, continue to function on the
premise of ends justifying means. In this case, the ends
appear to be a determined move toward greater au-
tonomy from Sarajevo or unification with Serbia proper.
The most damaging evidence reportedly was found dur-
ing the search and seizure of the VRS General Staff In-
telligence Section (S2). SFOR found convincing
evidence that S2 was involved in a coordinated intelli-
gence effort not only to collect information against in-
ternational, Bosnia-Herzegovinian, and Bosnian-Croat
Federation institutions, but also to procure weapons and
other materials essential to Republika Srpska defense.”
Some press reports suggest that there may be a link be-
tween the Orao activities and this plan, due to the close-
ness of the institutions involved in a range of
documented illicit behavior. The results of this and sev-
eral subsequent raids were a clear wake-up call to the
fact that the RS government was actively seeking to un-
dermine standing international agreements and was us-
ing clandestine means to hide these activities from
detection.”® Legal institutions use the clandestine po-
litical economy to procure and enhance operational se-
curity. In return, the other parts of the triple-helix benefit
as the security sector turns a blind eye toward their con-
duct, which could be deeply damaging to wider illicit
economic activities.

The raid resulted in several positive changes that
might have taken much longer without this opportunity.
Immediately after the results were publicized, Paddy
Ashdown imposed several long-reaching changes that
effectively cut the Republika Srpska’s autonomy and
brought the entity closer into line with the state-build-

ing mandate.* With these decisions, Ashdown imposed
strict military reform at the highest levels and ensured
wider oversight for military and intelligence activities,
creating a more transparent security environment. How-
ever, these deep and important changes will only go so
far in curbing the prevalence and persistence of per-
sonal interests. Similar reforms have already been im-
posed in the federation’s military and intelligence
structures, but the problems of power abuse and illegal
profit continue. Furthermore, interviewees frequently
pointed to the lack of accountability at the highest lev-
els as clear evidence that this behavior is, in some way,
tolerated. For example, several stated that Ashdown’s
comment about the “honor” supposedly motivating RS
prime minister Mirko Sarovié to resign is a depressing
travesty.* As in the Djindji¢ case, resistance to change
not only stems from clashing interests, but also from
society’s lack of trust in political institutions and au-
thority in general. The current status is muddled, and
potentially important opportunities to affect institutional
collusion in the clandestine political economy may have
been undermined and squandered.

Business-Sector Complicity. The Mandi¢ helix re-
sembles the Djindji¢ and SFOR raid strands in that they
all affected one another. Mandic¢ is one of the richest
and most successful businessmen in Bosnia-
Herzegovina. By some accounts his conglomerate of
oil, trucking, banking, and other businesses adds up to
several hundred million U.S. dollars in personal wealth.
Public information about Mandi¢ notes that these ac-
tivities stemmed from his wartime role as a primary
facilitator for acquiring goods and services for the
Bosnian Serbs. Much of this entrepreneurial activity
reportedly was done through clandestine and illegal
means. Mandi¢’s businesses were implicated in smug-
gling oil and other goods to Serbia during the NATO
bombing of Kosovo and Operation Allied Force, and,
most recently, facilitating some aspects of the Orao and
Jugoimport activities with Iraq.*® Despite the public
concern about Mandi¢’s wealth and business activities,
he was never held accountable for these actions. Mandié,
like several others, appeared to be above the law.

A majority of the interviewees stated that most big
business owners are untouchable because of their con-
nections to the political system. Even small business
owners are forced into the clandestine political economy
because there is little chance otherwise to make a profit
or survive. The choice is made even easier by the diffi-
culty of establishing material evidence for indictments
and the lack of strict penalties for the few who have
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been successfully prosecuted. As one Bosnian police
officer explained, “Here, crime really does pay. People
would think you were crazy not to participate.”**

Mandi¢’s April 2003 arrest marked a clear departure
from his apparent twelve-year immunity and sent the
clearest signal that Belgrade’s latest reforms might be
genuine and broader than first assessed. It dealt an even
stronger blow to the RS, as another sign of the distanc-
ing of Belgrade from Banja Luka. Many post-arrest
interviewees, especially in the law-enforcement and
judicial sectors, saw this action as the most significant
yet by Belgrade. In several cases, police officers and
lawyers pointed to the Belgrade reforms as the way
ahead for Bosnia-Herzegovina and Croatia, suggesting
a budding faith in the efforts. However, Mandi¢’s sub-
sequent release marked the reversal of what might have
been an important gain in stemming the region’s clan-
destine political economy.

Two Steps Forward, Three Steps Back

These moves toward regional reform shed light on the
deeper character of the problems associated with the
clandestine political economy of the former Yugoslav
republics, and also highlight anticipated areas of active
and passive resistance. Stagnation has returned and may
be pushing toward reversing the trend discussed above—
for every two steps toward progress, there are three steps
back, further debilitating the socially despondent citi-
zenry. This negative trend strengthens the hold of the
clandestine political economy as the most reliable venue
for personal and economic security and the space where
real power cultivates and sustains itself. The boundary
between legitimacy and criminality is further chal-
lenged, making local and international corrective efforts
less effective as resistance from the clandestine politi-
cal economy is increasingly robust. The popular lack of
trust and low expectations reinforce the debilitating re-
lationship between licit and illicit actors.*

The active anticipation of resistance to change deter-
mines whether efforts can be sustained and pressed
throughout the region. Active resistance primarily comes
from individuals and groups that stand to lose the most
from reform and are strengthened by each successive
failure or stalled gain. However, this active resistance
can be better addressed by ensuring that Balkan passive
resistance, the pervasive lack of societal trust in author-
ity, is sincerely and aggressively tackled. Two issues
are central in dealing with this trust gap.

First, active measures need to be taken to address the
systemic lack of accountability, from the international
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community down to the individual citizen. Improve-
ments will come through institutional reform, genuine
oversight, and public education. Legal and institutional
effectiveness is built on a foundation of public trust.
Without this trust in place, the rule of law will be
largely unenforceable. In the process of reinvigorat-
ing institutions and oversight, the international com-
munity can and should play a more active role by
aggressively pressing for indictments, prosecution, and
real penalties—including the seizure of personal and
family assets—sending an important message to the
local community.

The second issue, following directly from the first,
is the need for deeper, sustained, and better-coordinated
public education. The rights and duties of democratic
citizenship are unevenly communicated and understood
in the region. Ironically, this is most acutely seen in
Bosnia and Kosovo, where there is the largest, most di-
rectly empowered international presence. The lack of
clear, consistent international-community programs
stands out as a key illustration of perceived complicity
in the problems. Many interviewees also overwhelm-
ingly believed that the international community paid
too little attention to areas outside the main cities. This
programmatic myopia further complicates problems,
because many citizens feel alienated not only from their
own corrupt governments, but also from the
“internationals” that presumably are in the region to
assist with the transition from conflict and authori-
tarianism to sustainable peace and democracy.

A Way Ahead

The three events discussed in this article created a new
opportunity for everyone interested in seeing greater
stability in the former Yugoslav republics. Responsibil-
ity and initiative are fundamental if all sides are to capi-
talize on these events. Otherwise the moment may be
lost, and the clandestine political economy in the re-
gion will probably take even deeper root.

The picture painted here is bleak, unless concerted
and aggressive efforts are made to sustain the momen-
tum toward change. Three specific courses of action can
assist in this effort. First, policymakers and analysts need
to recognize how entrenched the clandestine political
economy is in society—it provides important services
and supports many citizens. This acknowledgment
should lead to a radical reorientation in the way the in-
ternational community interacts with the population at
large, focusing more time and effort on sustained, long-
term, grass-roots programs. In this way, local commu-



nities will play a more demonstrable role in change as
they begin to understand the benefits and grow more
trustful of the government’s role.

Second, the international community must concen-
trate its power on enforcing accountability uniformly
in the new states. The emphasis should be on full trans-
parency and oversight, starting with the international
community itself. This is the basic “lead by example”
argument that appears to have eluded most of the promi-
nent international actors in the region. The current trend
seems to be based more on the Wizard of Oz—paying
no attention to the men behind the curtain. The only
way to make this change is to institute an integrated
policy for addressing sustained rule-of-law issues. This
policy needs to be aimed beyond upper-level institu-
tional-capacity building and focus more on the prag-
matic spectrum of legal authority throughout each state.
One success story in this vein is found in the Organiza-
tion for Security and Cooperation in Europe’s Commu-
nity Policing Project, which appears to be well
implemented in Croatia. Another useful model might
be the European Union Police Mission in Bosnia-
Herzegovina, which is taking a less despotic approach
toward police assistance and monitoring.

Finally, responsibility needs to be shared more evenly
between local and international actors, aiming at a more
collaborative set of solutions. This will have to include
the building of solid cases against facilitators like
Momcilo Mandi¢ and the prosecution of cases to the
fullest capacity. The international community must pro-
vide all necessary support for severing the fundamental
ties these persons and their organizations provide to the
clandestine political economy. This effort must be
coupled with real economic and social relief for areas
that will suffer in the short term because of the removal
of these facilitators. Aggressive prosecution and pun-
ishment are crucial to the sustained success of such a
strategy. Several successful high-profile and high-level
prosecutions will have an exponential psychological
effect that will embolden other efforts concurrent with
the first two suggested courses of action. None of these
paths will be cheap or easy to follow. Furthermore, they
need to occur in concert. However, to simply carry on
the current course is almost certainly a sure road to fur-
ther social breakdown, and in the end, very probably,
the resumption of organized violence.
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