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Do We Want to Know
How Public Money Is Spent in BiH?

Naida Trkié

The Rationale of Public Administration Re-
form in BiH

Four years ago, Bosnia and Herzegovina (BiH)
Governments committed to the Peace Imple-
mentation Council, representing fifty five
countries and international organisations, to
undertake a reform that would create public
administration which would function in accor-
dance with principles of efficiency, transparency
and accountability. It is therefore the appropri-
ate time to review the progress made so far and
to give recommendations as to what homework
authorities in Bosnia and Herzegovina still need
to do if they are serious about making public ad-
ministration better.

Despite the fact that problems relating to pub-
lic administration in BiH have been known for
several years now, countless studies, analyses,
projects, task forces and action plans that were

Given BiH began its transition to a market econ-
omy later than other countries in the region and
under exceptionally difficult circumstances, it
is under heavy pressure to align its procedures
with international practices. The multitude of
Govern-ment layers created a difficult fiscal po-
sition, with public expenditures exceeding those
of other countries in the region and those with
similar income per capita. At the same time, the
quality of services provided to citizens tends to
be substantially poorer, which is why it is eru-
cial that BiH strengthens the quality of pub-
lic administration and championship while
reducing costs and public employment
and withstands fiscal pressures. Various
more advanced countries have witnessed that
performance-based budgeting can be a useful
tool in reaching the above-mentioned goals (the
main characteristics of which are presented in
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Summary

Public administration reform

(PAR) that is currently being
implemented in BiH aims to
significantly in-crease efficiency
and effectiveness of public sector
services at all levels. A critical
component of this reform is the
introduction of performance-based
budgeting. This method of budget
planning and preparation demands
a wide range of improvements in
decision-making, management
performance and access to infor-
mation for all interested parties, if
the reform is to be implemented in
full and citizens are to receive the
services they require. This brief
focuses on the range of actions
required to move from the current
situation to one where the citizens

would receive better value for

their money.
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The Main Characteristics of
Programme Budgeting

Performance-Based Budgeting
focuses on efficiency and provides
answers to questions such as
what a work unit does, how
frequently it does it and at what
cost. The easiest way to prepare
performance-based budgets is
according to programmes, which
can be measured against bench-
marks and over a period of time.
The benefit of this approach is
that it provides relevant informa-
tion for legislative consideration
and administrators and links costs
to programme goals and justifica-
tion bath in terms of citizen needs
and government policies. Finally, it
presents information in a clear and
widely-recognised line-item way,
while being the golden middle
between the costly-but-accurate
zero-hased budgeting method

and the inexpensive but often
ineffective incremental budget-
ing method. However, gathering
outcome indicators and making
comparisons requires time and to
be fully effective, objective and
independent evaluation.
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must be reconciled with earlier forecasts and
must be presented on administrative, economic
and sectoral basis to facilitate assessment of
trade-offs between different policy options.
According to existing legislation, budgets in BiH
are regulated along these lines but why is it
then that public administration is still not
efficient, accountable and transparent?
The answer lies, to a great extent, in the
way budget information is collected, re-
corded and presented.

Generally speaking, budgets are in BiH not
regarded as a tool that can support senior
manage-ment in setting priorities and making
informed policy choices. Budget users often
submit their requests without reference to
funds available and/or justifying what Govern-
ment priorities their activities would contribute
to. If public finance management in BiH is to ma-
ture, this practice must be overcome and BiH
must shift the focus from financial inputs
toward programme outcomes. Also, man-
agers must start basing their operational
goals on known Government policies and
must start measuring performance of
programmes for which budget resources
were used.

Introduction of Programme Budgeting

Being aware of the benefits of programme
budgeting, Ministries of Finance have decided
to start introducing this method. In 2005, two
budget users were selected at each level to
test this approach on a pilot basis. Very soon,
it became clear that budget users involved in
this exercise had sufficient capacity to prepare
the requested information and in 2006, the re-
form was widened to all budget users. The next
step has also been made. In 2006, Federation of
BiH has included a provision of programme bud-
geting in its organic budget law. Also, Budget
Coordination Group (recently-formed technical
advisory body to the National Fiscal Council) has
agreed to introduce equivalent amendments to
legislation at other levels in BiH, in order to em-
bed programme budgeting further in BiH budget
practice.
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Nevertheless, the introduction of this key
element of public administration reform,
which, if implemented correctly, leads to
improved organisation and management,
funding, capacity, procedures and quality
of services, is very much influenced by the
preparedness to change, the culture and
the capacity of staff working on it. Unless
budget users (and Ministries of Finance, who
are processing the information and suggest-
ing budget allocation) have sufficient staff for
analysis, it is questionable how much they can
facilitate informed decision-making.

Commitment to Programme Budgeting

Statements made by Ministries of Finance in BiH
indicate that programme budgeting is viewed
as a useful tool for reporting and pro-posing
educated budget allocation. The fact that all
Ministries of Finance in BiH have adopted this
practice and have also convinced budget users,
extra-budgetary funds and municipalities to pro-
vide relevant information proves that they are
committed to this reform and see its short-term
and long-term benefits.

Acceptance by budget users directly is some-
what weaker than with Ministries of Finance.
The main reason for this is the lack of experi-
ence in collecting and grouping performance
information but also other limitations they are
facing (both in terms of staff numbers - often,
there is less than a handful of staff waorking in
the budget departments - and in terms of skills).
Also, fiscal discipline is relatively weak and it is
still possible to get high appropriations without
disclosing the purpose. Although all budget us-
ers in BiH have been trained in preparing their
budgets on programme basis, not all of them
are using the opportunity to request and justify
their budget allocation in this way.

Despite the fact that it was planned that pro-
gramme budget information would be sent along
with the 2007 budget to Governments and As-
semblies, this has not happened, partially due
to delays in establishing new Governments and
adopting budgets. Various Governments and
members of the Parliaments have attended pro-
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gramme budgeting trainings though, in order to
understand the information once available.
Citizens should also benefit from this informa-
tion and budgeting practice given public funds
will be spent more efficiently and transparently.
Stronger budget scrutiny and decision-making
should result in lower opportunity costs and
more money will be available for highest priori-
ties of the country (e.g. social protection, war
veterans, education or infrastructure).

What Remains to be Done by
BiH Authorities

Given the encouraging findings from the intro-
duction phase, it is crucial that BiH authorities
carry on with this effort in a mindful way.
Training and lobbying with all parties involved
will play a crucial role in that. Also, legislation
amendments will need to be prepared very
carefully to allow for efficient implementation.
Governments and Assemblies will need to
adopt the amendments as soon as available
and in a form that will allow for efficient budget-
ing. Finally, once all formal arrangements are in
place, changes will have to be made to the way
performance is being controlled and audited,
with accounting systems and practices chang-
ing too.

Allthe above will require significant resources (in
terms of money, skills and training, time, people
etc.) and given the fiscal pressures BiH is under,
it is questionable if it will be able to continue the
reform once donor support has decreased in a
few years. This is why BiH authorities will need
to show sufficient evidence of progress if they
want donor funding to continue.

Recommendations for Action

Given all the above, public finance reform in BiH
isanimperative. Years have been spent contem-
plating what public administration should be like
and resources were wasted with extremely high
opportunity cost. The cornerstone to improving
public administration has been laid though - pro-
gramme budgeting has been introduced in 2006

on a full scale and all public expenditure units
(including budget users, funds and municipali-
ties) are complying with this requirement.

However, in order to reap the full benefit from
this method, BiH authorities still need to:

* Raise awareness about the importance
of shifting the focus from inputs to
outcomes

* Lobby with Governments/Assemblies to
request and use performance information

» Demand operational goals for each bud-
get user, based on known Government
policies

* Increase the number and capacity of
staff involved in budgeting, and train
them to manage change

e Limit budget user requests by expendi-
ture ceilings and maintain the ceilings
consistently

* Adopt legal amendments formalising ef-
fective programme budgeting at all levels

* Anticipate changes in internal and exter-
nal performance and financial controls
and ac-counting systems and procedures

* Be able to prove that further financial and
technical support to this reform would be
a good investment for donors.
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