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Bosnia and Herzegovina

Ownership

1. Partners have operational national development strategies

a.
Coherent long-term vision with medium-term strategy derived from vision

1. Bosnia and Herzegovina’s long-term vision is membership in the European Union (EU). The Government and the EU have concluded negotiations for a Stabilization and Association Agreement (SAA), which had been initiated in November 2005. Signature of the agreement is conditional to further progress, including agreement on police reform. The Government is also working to integrate a vision for social and economic development into the Stabilization and Association process (SAp). After the adoption of the Dayton Agreement in 1995, Bosnia and Herzegovina (BiH) consists of two Entities, the Federation of Bosnia and Herzegovina (FBiH) and the Republika Srpska (RS), as well as the self-governing Brcko District, all three under the sovereignty of a central Government. 
2. The Government has prepared a Medium Term Development Strategy (MTDS) 2004-07, BiH’s PRS,
 whose three goals are components of the emerging long-term development vision. The MTDS incorporates social and economic development components, laying the groundwork for sustainable and balanced economic development, poverty reduction and acceleration of EU integration. A Directorate for Economic Planning, formerly the Economic Policy and Planning Unit, prepares regular semi-annual reports on progress in MTDS implementation. These reports are reviewed and adopted by the Council of Ministers. During the first half of 2006, a review of the MTDS was carried out in consultation with government bodies, non-governmental organizations, the private sector and trade unions. A revised strategy was adopted by the Council of Ministers during its 124th session held on July 25, 2006. The revised strategy will soon be presented to the BiH parliament. The Government is also preparing a National Development Plan to follow the MTDS to prepare for negotiations on EU accession. It is expected that the National Development Plan will build on the MTDS.
3. Several sector strategies, including strategies for social welfare, education, health, environment, energy and infrastructure, stem from the MTDS. 

b.
Country specific development targets with holistic, balanced, and well sequenced strategy
4. The MTDS presents a balanced and long-term approach to development. Priority sectors are: i) fiscal reform, ii) private sector growth, iii) reduction of the informal economy, iv) social protection, and v) education reform. The strategy also focuses on cross-cutting issues, including anti-corruption, protection of human rights and enforcement of the Law on Gender Equality. One key objective of the MTDS revision is to achieve better prioritization of actions and objectives. In the last semi-annual Report (November 2005) it was established that 62 percent of the measures from the MTDS Action Plan were implemented in a timely manner. In order to accelerate reform processes in the country, besides the main goals of the MTDS, the revised strategy offers six additional general development priorities. The general development priorities for BiH are: (1) maintaining macroeconomic stability, (2) increasing private investments, (3) restructuring the economy, (4) increasing employment and strengthening connections between human resources and the labor market, (5) improving the social protection system, and (6) increasing the transparency and capabilities of the BiH society. An Action Plan for the realization of these priorities is part of the revised MTDS, as well. With UNDP assistance, the Government has successfully integrated the MDGs into the MTDS’s objectives, with consideration for country-specific circumstances.
c.
Capacity and resources for implementation
5. The MTDS has been linked to the budget through MTEFs, which have directed expenditures towards priority sectors. MTEFs have been prepared by each entity, FBiH and RS, and by the state government for FY05-07 and FY06-08. The MTEFs have been the basis for the 2004, 2005 and 2006 budgets of the entities, the 2006 and 2007 budgets of the state, and were a major consideration in drafting the plan for fiscal reform. The MTEFs are loosely coordinated via the National Fiscal Council (NFC), composed of the three Prime Ministers and three Finance Ministers, with more technical coordination taking place via a newly established Budget Coordination Board (still to be formally approved by the NFC, although NFC expressed its general support in June 2006). The NFC, however, still lacks power to enforce decisions on overall fiscal policy or break deadlocks, a deficiency that should be remedied via the adoption of a law on the NFC still under preparation by the authorities. There are no plans to consolidate the separate MTEFs into a single MTEF for the country, although steps are being taken to prepare the necessary legislative amendments to the respective budget laws to give effect to a harmonized budget calendar. Planned budget expenditures in each of the MTEFs broadly reflect priorities identified in the MTDS.
6. Existing capacity for policy formulation is hindered by institutional and political obstacles. Ministries have capacity for planning, but limited capacity for implementation because of high levels of decentralization. State, entity and canton governments have insufficient capacity for planning and implementation. Political and ethnic tensions continue to run deep, and the autonomy of the entities and the Brcko District make it difficult to implement a truly national strategy. Duplication of efforts leads to inefficient use of resources. 

d.
Participation of national stakeholders in strategy formulation and implementation
7. The Government takes leadership in policy design through an integrated structure that depends not only on inter-ministerial coordination, but also intra-entity coordination. The locus of initiative for the MTDS comes from the BiH Council of Ministers and the two entity Governments. During formulation, strategic decisions were made by the Coordination Board of Economic Development and EU integration, which includes the Chairman of the BiH Council of Ministers, other BiH ministers, as well as the prime ministers and finance ministers of both entities. A total of twenty-three inter-ministerial working groups composed of Ministers, entity governments and governments at the canton and municipality levels, defined proposals and priorities in different sectors. Technical coordination was entrusted to the Office of the BiH Coordinator for Preparation of the MTDS and to entity MTDS preparation offices. The Coordination Board decided on the final priorities of the strategy after the three rounds of consultations, meeting a total of eighteen times. 

8. MTDS implementation is coordinated by the Directorate for Economic Planning, which reports to the BiH Council of Ministers. In addition to monitoring progress on MTDS implementation and preparing progress reports, the Directorate for Economic Planning also actively participates in the discussions related to the SAA. 
9. At the local level, responsibility for stakeholder participation has fallen on the Office of the MTDS Coordinator in RS, FBiH and the Brcko District. At the state level, the Office of the BiH MTDS Coordinator led thematic, youth, private sector and trade union consultations. An estimated 300 roundtables took place during MTDS formulation, with several thousand participants. Consultations took place in three stages during formulation for each draft of the MTDS. 
10. The network of twenty-three working groups, whose members include government officials, representatives of civil society organizations, trade unions, employers associations and chambers of commerce, has been regularly engaged in monitoring progress in MTDS implementation. Working groups were particularly active during the MTDS review carried out earlier this year. On a regular basis, working groups provide input on progress in implementation to the Directorate for Economic Planning. Based on this input, the Directorate for Economic Planning prepares regular progress reports to the Council of Ministers, entity governments and the BiH Parliamentary Assembly. 
11. Civil society involvement was an important component of MTDS formulation, as the Government sought to create a strategy that would be acceptable to the three main constituent ethnic groups. NGOs were represented in the working groups that helped to formulate the strategy. Youth groups and trade unions from both entities were active in consultations, as members of the relevant working groups and as participants in public discussions and implementation of the strategy. The Government sought advice from experts and scholars during consultations and formed a Council of Scholars for the Preparation of the MTDS. The Council’s twenty-two scholars from local universities provided support and advice to the working groups by attending working group deliberations and public debates.  Another team of twenty-eight experts was established to conduct research for the working groups and revise drafts. Efforts are made to maintain consultations with civil society during implementation of the MTDS through their participation in the working groups that monitor progress and that are engaged in MTDS review. Beside these activities, several common projects are implemented successfully and jointly by the Directorate for Economic Planning and NGOs.
12. The private sector played a role in MTDS formulation. Business associations were involved in the working groups, and foreign investors participated in consultations. At the state level, consultations with the private sector involved the Chambers of Commerce and business associations in both entities. Through the working groups, these structures continue to play a role in monitoring MTDS implementation.

13. The BiH Parliament and the entity parliaments were extensively involved in the consultation process. Each draft of the MTDS was presented to the relevant committees of the BiH Parliament for discussion. The final version of the MTDS was approved by the BiH Parliament, although there is no constitutional requirement for Parliament to approve national development plans. The BiH Council of Ministers presents MTDS progress reports to the BiH Parliament every six months.
Alignment

2. Reliable country systems

14. One of BiH’s greatest challenges is aligning its country systems with EU standards. Financial management systems have suffered from weaknesses at the national level, and particularly from disjunction with financial management systems at the entity level, which have functioned under different laws and definitions for expenditure classification, accounting and auditing procedures. A law on the NFC is under preparation, through which it will be granted the authority for setting and coordinating fiscal policy, agreeing on the distribution of spending mandates and breaking deadlocks.  The Indirect Tax Authority, meanwhile, is charged with dividing indirect tax proceeds. Since the end of the war, an integrated financial management system has not yet been put in place to track expenditures. The World Bank Country Policy and Institutional Assessment (CPIA) performance criterion that assesses the quality of budgetary and financial management places Bosnia and Herzegovina at 3.5 on a scale of 1 (very weak) to 6 (very strong).
15. The Government has been making serious efforts to consolidate some entity-level systems into uniform, national-level country systems. A system has been developed to classify budget expenditure data at all levels, except at the level of municipalities, but coordination is weak and there is no central body that is able to consolidate fiscal data for all levels of government. A BiH Law on Accounting and Auditing was adopted in 2004 to consolidate the different frameworks of the entities, which had little or no uniformity. There are three supreme (external) audit offices in BiH: the Audit Office of the Institutions of BiH, the Office for Auditing of Budget in the Federation of BiH and the General Public Sector Audit Service in the RS.  The jurisdictions of the three offices do not overlap.  The three audit offices have conducted financial audits in the past and have also started conducting performance audits. Audit reports are delivered to the respective parliaments, executive functions, prosecutor’s offices and Ministries of Finance. The 2004 law calls for a series of reforms to improve the operations of the audit offices and increase their functional and budgetary independence from the Executive. The Indirect Tax Authority is in charge of carrying out government policy in indirect taxation, while the entities remain in charge of direct taxes.
16. A BiH Law on Procurement was adopted in 2003 to provide national procurement guidelines. The Government is currently working to implement this law by strengthening the Public Procurement Agency and Procurement Review Body, training procurement professionals and publishing procurement notices. The procurement law is in line with international best practice, and standard bidding documents and procedures have been promulgated. 
17. BiH ranked 93rd out of 163 on Transparency International’s 2006 Corruption Perceptions Index. On a scale of 0 (highly corrupt) to 10 (highly transparent), it received a score of 2.9. In both its original and revised version, the MTDS includes a section on anti-corruption and outlines the key points to be addressed in the national anti-corruption strategy.  Based on inputs from MTDS, the Council of Ministers is currently developing a national anti-corruption strategy.  
3. Aid flows are aligned on national priorities

a.
Government leadership of coordination

18. The Government is placing increased emphasis on development assistance coordination and has developed a state-level coordination mechanism, pursuant to the conclusions of a Consultative Group (CG) meeting held in Sarajevo in September 2004, co-chaired by the EC and the World Bank. In March 2006, the Council of Ministers adopted a decision to establish this state level coordination body, which consists of a tripartite arrangement between the State Ministry of Finance and Treasury, the Directorate for Economic Planning and the Directorate for European Integration (DEI). DFID and the Netherlands are providing assistance to the Ministry of Finance and Treasury to support the implementation of this aid architecture. Through this mechanism the Government is attempting to coordinate external assistance at the central level and consolidate the responsibilities of its formerly fragmented system: Aid Coordination Units at the entity and Brcko District Level, the DEI which dealt strictly with EU-related matters, and the State Ministry of Finance and Treasury which dealt with external assistance for all matters not related to the EU.
19. Since 1998, an EU-BiH Consultative Task Force provides a forum for technical and political dialogue on EU integration. Its last meeting took place in-country in May 2005. In addition, a separate donor forum has been recently established with UNDP acting as a secretariat. Without aiming to replace or act in parallel with the Government-led efforts for coordination of external assistance, the forum provides an opportunity for donors to exchange views on cross-cutting operational issues. External partners are finalizing a mapping exercise of donor activities.
b.
Partners’ assistance strategy alignment

20. External partners have aligned their assistance with the MTDS and the SAp. The five major external partners are the EC, the World Bank, the USA, Japan and Sweden, accounting for approximately 77 percent of gross ODA in 2003-04. Net ODA accounted for 7.9 percent of GNI in 2004.
 The World Bank’s Country Assistance Strategy for FY05-07 was derived from the MTDS and supports its three specific goals. The EC’s assistance is in line with the SAp and MTDS. Sida is providing development assistance in line with the MTDS and SAp, as is the Netherlands. While USAID makes no explicit reference to the MTDS or SAp in its strategy, its assistance is directed towards the achievement of similar objectives in the areas of improved governance, human rights, and economic development. Japan has organized an annual meeting with the Government to adjust its strategy in line with the MTDS.
c.
Partnership organization

21. External partners are undertaking measures to gradually decentralize decision-making. The World Bank’s Country Director is based in Washington, with portfolio management decentralized to the Country Office in Sarajevo. The EC is also strengthening its country presence. Sida has not yet decentralized decision-making to the country office; formal decisions and most administrative matters are handled in Stockholm. Since 1996, the Netherlands has implemented a model for decentralizing responsibility to its country office. As part of the preparation for SAA negotiations and EU accession, the EC is providing technical assistance to strengthen their interactions with the Government. JICA is planning to reallocate its regional office from Vienna to Belgrade seeking a field-oriented structure and decentralized decision-making. DFID plans to be decentralized by March 2007.
4. Strengthen capacity by coordinated support

Coherent and coordinated capacity support

22. Capacity building strategies are built into most partners’ assistance programs, but efforts remain fragmented. The EC’s assistance has a strong focus on capacity building in the public sector, seeking to harmonize legislation, public finance and other practices with those of the EU. It is expected that joint capacity building efforts will materialize around SAp reforms. In the absence of a centralized governmental coordinating body, there have been efforts among external partners to coordinate capacity building efforts at the sector level. However, by taking over the role of coordinating external assistance, as described above, the Government would be in a position to further maximize the impact of different capacity building initiatives.   
5. Use of country systems

Donor financing relying on country systems

23. International organizations such as the EC, IMF and the World Bank provide budget support to the State and the two entities. These organizations are also strengthening the capacity of the government in the area of procurement, financial management and environmental assessment. By supporting the Directorate for Economic Planning, DFID and the World Bank are helping create a country level capacity for monitoring and evaluation that would be used to monitor development impact of all externally-financed projects. For implementation of the Government’s Public Administration Reform (PAR) strategy, Sweden, the UK and the Netherlands plan to use country systems when channeling funds.  
6. Strengthen capacity by avoiding parallel implementation structures

PIUs progressively phased out

24. For most externally financed projects, PIUs are integrated into Government ministries or agencies. For example, for a World Bank-financed Education Restructuring Project, a PIU is integrated within the State Ministry of Civil Affairs and staffed with civil servants. The Health Sector Enhancement Project, also financed by the World Bank, is using existing ministerial structures for project implementation to strengthen capacity. 
7. Aid is more predictable

Disbursements aligned with annual budgetary framework

25. The disbursement of aid is informed by the government budgets, but more often than not, disbursements are not timed to coincide with the budget cycle. Less than half of total disbursements are reflected in the budgets, although the stock of disbursements is reflected in government debt figures.
8. Aid is untied

26. All multilateral financing is untied. DFID and Sida also provide fully untied aid. As the Government seeks to increase the share of official development assistance provided through budget support, untied aid may increase.
Harmonization

9. Use of common arrangements or procedures

27. External partners are moving gradually toward the use of common procedures. A European Fund for Bosnia and Herzegovina was set up in 1998, co-financed by the EC and bilateral partners including the Netherlands, Switzerland, Austria, and led by KfW. The European Fund has been recently registered as a separate legal entity that is operating as an integral part of the European Fund for South East Europe. CIDA, DFID, EBRD, the EC, EIB, KfW, Norway, Switzerland, USAID and the World Bank have been working in close partnership to support an electric power reconstruction project. These partners have relied on common institutional arrangements, strengthening the performance of the public power management companies and line ministries. The Council of Europe Development Bank and the World Bank co-finance a health sector project. The World Bank, UNICEF, WHO and UNDP jointly developed an Avian Flu Preparedness project. The EBRD and EIB co-finance various transport projects (roads and railways) with technical assistance from the EC and other donors. More joint arrangements are envisioned. For example, external partners have expressed interest in developing sector-wide approaches (SWAps) around the Government’s sector strategies. Sida, DFID and the Netherlands are in the process of establishing two joint donor funds, one of which also involves the EC.
10. Encouraging shared analysis

a.
Joint missions

28. Although there is no mechanism in place to track the number of missions nor has there been a request from the Government that more missions be conducted jointly, a larger percentage of projects is managed from the field. For example, Team Leaders for three World Bank supported operations are field based, while local operations officers maintain policy dialogue in every sector.
b.
Analytical partnership

29. There have been some examples of joint analytical work. The World Bank and EC have collaborated in the preparation of economic reports, and the World Bank has also worked jointly with DFID in the preparation of analytical work related to private sector development initiatives and a Public Expenditure and Institutional Review (PEIR). A joint IMF-World Bank report on the impact of the VAT was carried out in early 2005. As of November 2006, external partners have posted 21 documents on the Country Analytic Work website.

Managing for results

11. Results oriented frameworks

a.
Quality of development information

30. The quality of poverty-related data needs strengthening. The last population census took place in 1991, prior to the war. While 2010 is mentioned as the target year for a new census, there is no firm plan for this activity. The MTDS stresses the importance of improving statistical methods and institutions. A Living Standards Measurement Survey (LSMS) was carried out in 2001 by the BiH Statistics Agency, as well as the FBiH Statistics Bureau and the RS Statistics Bureau, with technical assistance from the World Bank. The three institutions also carried out a “Living in BiH” survey, based on the 2001 LSMS data. They conducted follow-up surveys, the last of which was in 2004, commissioned by the Directorate for Economic Planning as a tool for monitoring the MTDS. The BiH Statistics Agency is currently conducting a Multiple Indicators Cluster Survey which is expected to provide useful data on poverty and household welfare for 2006. It will conduct a Household Budget Survey, scheduled to begin in January 2007, in cooperation with the FBiH Statistics Bureau and the RS Statistics Bureau. The BiH Statistics Agency is also completing the first Labor Force Survey; preliminary data were presented in July 2006 and final data are expected in October 2006. The Central Bank of BiH compiles financial statistics at the national level. External partners are providing support for statistical capacity development. For example, Sida provides support since 2002 and plans to increase it in 2007. DFID and Italian Development Cooperation are providing support for the upcoming Household Budget Survey.
b.
Stakeholder access to development information

31. Information about the MTDS is widely available, and the full text of the MTDS can be found on the Government’s website in Bosnian and in English.
 The Government organized a media campaign to encourage citizens’ participation in the debates and public consultations. The media is actively involved in the implementation process by disseminating information relevant to the MTDS.

c.
Coordinated country-level monitoring and evaluation

32. Efforts are underway to fully establish a country-level M&E system managed by the Directorate for Economic Planning that would be relied on by country policy makers and external partners. The Directorate for Economic Planning is developing capacity for results-based M&E. This is the first time that BiH has a strategy focused on poverty issues, and the Directorate for Economic Planning works closely with the Directorate for European Integration toward this end. In addition to monitoring MTDS progress by building on existing systems in line ministries, the Directorate for Economic Planning conducts research for future policy development, and produces monitoring reports for public dissemination. Indicator prioritization and redefinition is still a work in progress, as indicators must reflect updated poverty data. During the MTDS review, in addition to the three main objectives of the strategy, the Directorate for Economic Planning has identified six other national priorities and developed performance indicators that would be used to monitor progress. 
Mutual accountability

Development effectiveness assessment frameworks
33. The Directorate for Economic Planning is expected to play a role in signing and monitoring implementation of the Paris Declaration. However, the Government has not announced this as a priority.
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