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Local Government
in Bosnia and Herzegovina
Charles Jokay

1. Legal and Constitutional Basis

1.1 Brief History of Local Self-government in the 1990s

The former Yugoslav Republic of Bosnia-Herzegovina disintegrated during the four years of
war that culminated in the Dayton Agreement of October 1995. The Dayton Agreement estab-
lished a cease-fire as well as demarcation lines and arranged for a new constitution and set of
laws, essentially from a blank slate. The agreement gave the former Yugoslav republic a new
name: Bosnia and Herzegovina, the name by which the United Nations (UN), the Organiza-
tion for Security and Cooperation in Europe (OSCE), the World Bank and other international
organizations refer to what is called “Bosnia” in common parlance.

The agreement as well as subsequent and continuing negotiations are to settle the repatriation
of refugees representing displaced and ethnically cleansed persons of each ethnic group. No
municipality, village, city or settlement in Bosnia at the end of 1999 had a truly permanent
population, since refugees from the war have not all returned, the ethnic composition of most
areas changed dramatically during the war, and repatriations cannot restore the status quo ante
bellum for a variety of reasons. Bosnia’s prewar population was 4.5 million, of which 3 million
had to leave their homes during the fighting. The population in 1999 was estimated at 3.5
million, with over 250,000 dead and the balance—nearly a million—as refugees throughout
Europe. Bosnia’s civilian population distribution and composition is consequently in flux four
years after the cease-fire. One difficulty facing the international community in supervising elec-
tions is that only sixty percent of Bosnia’s population still resides where they were registered in
1991. Municipal elections were delayed several times and were hard to certify in the ethnically
cleansed areas, where prewar electoral rolls were manipulated to mask the extent of ethnic cleans-
ing. Displaced persons and refugees throughout Bosnia had to be accounted for and added to
remote voters’ registers.

Very little remained of the former republic’s administrative structure in terms of personnel or
facilities. Former municipal employees were subject to deportation, and municipal buildings,
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schools, garages, et cetera were not spared in the fighting. About sixty percent of the former
republic’s physical and economic infrastructure was destroyed. Manufacturing facilities, such as
the former Volkswagen plant in Sarajevo, after the war found their former suppliers in the
territorial jurisdiction of several newly independent states, such as Croatia, Yugoslavia and the
Republika Srpska entity within Bosnia. Rail lines were cut, and communication networks among
the new states are hardly complete. According to World Bank estimates (August 1999), Bosnia’s
gross domestic product in 1990 was 11 billion USD and per capita gross domestic product was
2,400 USD, which shrank to 2 billion USD in 1995 with the per capita figure at 500 USD.
Industrial production fell to ten percent of the prewar level and unemployment was near eighty
percent at the end of the war. Unemployment fell to forty percent by the end of 1999, and forty
percent per annum growth in the economy from 1996 to 1998 resulted in the GDP reaching
4 billion USD in 1998, with per capita income at 1,000 USD. Bosnia and Herzegovina’s cur-
rency board supervises the convertible mark, essentially tying the state currency to the German
mark, guaranteeing low inflation and tight monetary policy. Low inflation is actually one of the
few enviable features of Bosnia’s economy. Given political uncertainty and the questionable
long-term viability of Bosnia and Herzegovina’s economic structure, foreign investment is vir-
tually nonexistent.

Bosnia and Herzegovina operates under the supervision of a UN High Commissioner, the
OSCE, as well as the de facto military occupation by forces from NATO member countries and
others (IFOR, and later, SFOR). Several elections were held under the strict supervision of the
international community, including general elections in September 1996, municipal elections
(delayed many times) in September 1997 and another set of general elections in September
1998. Municipal and general elections are scheduled for April 2000, contingent upon the im-
plementation of a new election law.

1.2 Territorial Structure

The former republic was reconstituted as Bosnia and Herzegovina (the state, BiH) and contains
two entities that are de facto the government and administrative organs with substantial powers
to pass legislation, impose taxes and otherwise govern. The two entities, as they are called, are
the Federation of Bosnia and Herzegovina (hereafter referred to as the Federation) and the
Republika Srpska (RS) with a Serb-majority population. The state and federal capital is Sarajevo,
and RS’s capital is Banja Luka. In addition to a federal-level government, executive and legisla-
tive branches, the Federation contains ten subnational units called cantons, consisting of mixed
(Bosniac and Croatian, with very small Serbian minorities in some locations) as well as predom-
inantly Bosniac or Croatian cantons. (The generally accepted term for citizens of Bosnia and
Herzegovina who are not Serbian or Croatian in ethnicity, but are not necessarily Muslim in
religion, is “Bosniac” as distinguished from “Bosnian” which tends to be a political, citizenship-
based designation). These cantons have their own legislatures, their own basic laws (constitu-
tions), their own governors as well as ministries headed by ministers. In both entities settle-
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ments are organized into municipalities that could consist of several distinct physical locations.
Mostar, Sarajevo and Banja Luka also have lord mayors and city-level administrations that
operate often at the mercy of the many independent coterminous municipalities that make up
these three large communities.

The state constitution delegates most powers to the two entities. The RS has a centralized
administrative structure and an entity-level Ministry of Local Government to regulate and conduct
dialogue with its sixty-four municipalities, while the Federation does not have such a ministry.
Financial and budgetary matters affecting municipalities in the Federation either are delegated
to the cantons or are shared by several departments in the Federation’s Finance Ministry.
Instead, each of the ten cantons has, or should have passed by the end of 1999, a separate set of
local government laws and is free to organize departments of the usual ministries to handle local
government issues or to create independent canton ministries. Thus, besides a three-page local
government law and references to the constitution, the Federation does not have a body of
legislation or much authority to govern the subnational units. Instead, the cantons are given
taxation and regulatory powers to organize the Federation’s seventy-three municipalities as they
see fit.

Bosnia and Herzegovina, as of the Dayton Agreement, thus has eleven systems of local govern-
ment, ten of which—at least in the Federation—show considerable variation in the redistribu-
tion of taxes, the allocation of other resources and municipal tasks. In the Federation the can-
tons passed local government laws derived from the state and federal constitutions and basic
laws over a three-year period, from 1996 to 1999. These canton laws have many similarities,
such as standard language and legal formulae. However, in practice similarities in canton legis-
lation—and in many cases up to late 1999, the lack of canton local government legislation—led
to much variation in the level and type of services. This paper will make an attempt to highlight
differences and similarities among various cantons in the Federation.

At a macroeconomic level, Bosnia and Herzegovina has a currency board until 2004 that fixes
the Bosnian mark to the German mark at parity. In essence Bosnia’s economy is denominated
entirely in DM, including interest rates and inflation. The currency board provides monetary
stability and a common currency to the two entities and severely restricts deficit spending and
sovereign or subsovereign borrowing both domestically and internationally.1 Unlike other post-
war economies (Croatia, Yugoslavia) Bosnia and Herzegovina at least did not and does not
suffer from rampant inflation, but due to military occupation, the state does not enjoy full
sovereignty, since the currency board controls monetary policy and a limited tax capacity re-
stricts nondonor-funded spending at the state, entity, canton and municipal levels. Unfortu-
nately postwar reconstruction projects funded by donors cannot absorb Bosnia and Herzegov-
ina’s idle workforce, some forty percent of which were unemployed on a national average basis
in 1999. Industrial and service facilities either were destroyed in the war or found themselves on
the territory of several successor states. Given barriers to trade between Croatia, Yugoslavia and
Bosnia and Herzegovina, formerly successful foreign investments found their supply chains
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destroyed or in hostile economies. With road, rail and other transport links expensive, unreli-
able and simply unable to operate in all weather conditions, the industrial facilities remaining in
BiH are largely idle. Unemployment, a destroyed infrastructure, repatriation of refugees and
the large number of orphans, widows, crippled and able-bodied veterans of prime working age
make life very difficult for municipalities, cantons and the two entity governments. In other
words, Bosnia and Herzegovina’s municipalities in both the Federation and RS face challenges
that are uniquely difficult and controversial, and failure in the social welfare area has the poten-
tial to unleash new waves of violence as SFOR slowly withdraws.

1.3 Levels of Self-government

The Dayton Peace Accord serves as a source document for the state constitution and for the
Federation and Republika Srpska constitutions as well. Local government legislation in the
entities, and consequently in the cantons, is derived from language in the state constitution that
essentially devolves all issues related to local self-government, including tax policies, to the
lowest possible level. Bosnia and Herzegovina’s state constitution was designed to derogate
most powers to the entity level and below for the simple reason of providing as much ethnic
self-rule as possible. In other words, a strong centralized state would have been unacceptable to
all three dominant ethnic groups. In heterogeneous areas of the Federation, canton and munic-
ipal governments must balance various ethnic interests in city and canton councils. Mayors and
deputy mayors, not to mention ministers and senior officials at the canton level, are appointed
in duplicate to guarantee proportionate powers and de facto veto powers to each ethnic group.
For example, the City of Mostar, consisting of many municipalities and well as a central district
controlled by the city itself, has a set of deputy mayors from the Bosniac and Croatian commu-
nities as well as parallel professional bureaucrats at each level to ensure that each ethnic group
gets a fair share of resources and no official can make decisions or seek outside funding without
involving the other dominant ethnic group.

The state has few exclusive responsibilities outside of foreign policy, customs and trade, mone-
tary policy, international borders and immigration, refugees, air traffic control, management of
international debts and payments, transport and communications. The two entities have their
own military forces (with international advisors, monitors, et cetera), as the state may not have
its own army. All other powers are by default the perquisite of the two entities, which voluntar-
ily may delegate authority upward. The state relies on tax collection and contributions of the
two entities.2 The state sets customs duties, but they are collected and spent entirely by the two
entities. Sales tax, turnover and other taxes also are collected and allocated by the two entities
and shared with the municipalities. The two entities have independent budgets that then allo-
cate funds upward to the state and downward to the cantons (Federation) and municipalities
(RS). Thus Bosnia and Herzegovina has two independent budgets with a third budget, albeit a
modest one, remaining for the “framework state”; two-thirds of the state’s funds are provided
by the Federation, and one-third by Republika Srpska.
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The Federation and RS collect customs duties, excise taxes, administrative fees, court fees and
penalties. The Federation provides that cantons have funds available in revenue-sharing ar-
rangements that are altered on an annual basis. The cantons’ main sources of revenue include
turnover taxes on goods and services (akin to a value-added tax), enterprise profit tax, income
tax and various financial penalties. The Federation Budget Law regulates these arrangements.
In the RS similar taxes are imposed and collected by the entity, then shared with the municipal-
ities directly, as there is no intermediate layer of administration. The Federation, responsible for
the Federation Army, veterans and invalids, has a direct claim on certain corporate income taxes
as of 1998, causing resistance on the part of canton governments. The Federation and RS are
responsible for police protection, environmental policy, the social sector, agriculture, refugees,
reconstruction, justice, taxation and customs administration. In the Federation these functions
can be shared with the cantons, which in turn can assign a part of these functions to the municipal
level.

Cantons (and the entity in the RS) are responsible for the following public services: courts, canton
(entity) public administration, executive offices, health care, education, culture and social ser-
vices. The cantons, similar to the entities in their relationship with the state, are responsible for
all other tasks not explicitly assigned to the entity by the entity constitution. Thus, BiH has two
levels of federalism. One level allocates almost all functions of the state to the two entities, and
the process is repeated in the Federation with entity functions and implicit functions granted to
the cantons. Ad absurdum, the cantons can assign varying degrees of rights and responsibilities
to the municipal level within the framework of canton local government legislation.

The Constitution of the Federation Bosnia and Herzegovina defines the roles of each level of
government, including granting all powers to cantons not expressly granted to the Federation,
such as land use planning, local business development and local economic development.

The final layer of extreme federalism and decentralization involves the rights and responsibili-
ties of local governments, called municipalities in both entities. Namely, the constitution grants
municipalities “self-rule” in all matters delegated to them by the cantons of the RS entity. In the
Federation, if the municipality has a majority population that is different from that of the
canton as a whole, then education, culture, housing, public services, land use planning, et cetera
must be allocated to the municipal level to protect the minority within the canton. In other
situations each canton may determine the extent to which the municipality is responsible for
such functions.

In essence, as previously stated, the Federation has ten different systems of local government
using the framework provided by the state and federal constitutions, local government legislation
in the Federation and core local government laws (required by the Federation) in each canton.3

Municipalities in the RS essentially operate in a parallel fashion to that of the canton-municipal
relationship in the Federation. Without a middle level of public administration, the Republika
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Srpska maintains a Ministry of Local Government that is in daily contact with municipalities.
The Federation, unlike most European unitary and federal states, does not have a ministry in
charge of local government, as the cantons in essence regulate, supervise, finance and mediate
local government in the form of municipalities. In Republika Srpska, municipal tasks mirror
those performed by Federation municipalities; the entity level of administration performs tasks
that belong to the cantons in the Federation.

1.4 Status of Cities and Capitals

While municipalities in each entity may consist of one or several settlements, there are only
three “cities” within the State of Bosnia and Herzegovina. Sarajevo and Mostar in the Federa-
tion have “city” governments in addition to municipalities (districts) within their territories,
and Banja Luka, the capital of Republika Srpska, also has a “city” government in additional to
autonomous municipal governments. The city level in both entities is rather weak, being de-
pendent upon transfers from its constituent municipalities. The city level in Sarajevo and Mo-
star controls key central historical and business districts, but the Mostar city government is
dependent upon international donor support for its entire budget, given opposition from its
ethnic enclave municipalities. The City of Sarajevo owns significant properties, both residential
and commercial, and patrimony and privatization proceeds, as well as sharing the cost of re-
building physical infrastructure used by all from the bulk of political conflicts among the city
and municipalities of Sarajevo.

1.5 Relationship between State Administration and Local Government

The State of Bosnia and Herzegovina is virtually irrelevant regarding the functioning of region-
al and municipal government within the two entities.

In Republika Srpska, a unitary national administration consisting of the usual ministries of
local government and finance set regulations, revenue-sharing formulae and expenditure/task
assignments. Since there are no competing regional administrative or political units in the RS, the
sixty-four municipalities are in direct contact with the entity’s relevant ministries and the entity
Parliament. Through a municipal association, RS mayors can exercise political pressure and
negotiate for better allocation of revenues. RS municipalities face significant geographic barriers
and lack significant scale economies. Given the RS’s shape—essentially a band covering the
northern and eastern boundaries of the former Bosnia-Herzegovina—municipalities are isolat-
ed in terms of communications with Banja Luka, the entity capital. Official business is conduct-
ed after long journeys through Federation territory for both inhabitants and municipal officials.

A proposal to organize the sixty-four municipalities into geographically and functionally logical
clusters called “towns” was rejected by the municipal lobby. In an obvious reference to the
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problems caused by tensions among cantons, municipalities and the entity in the Federation,
municipal politicians in the RS opposed the creation of regional centers, regional administrative
units or a new layer of subentity government. Tensions centered on the inability of the smaller,
isolated and poor municipalities to perform their allocated tasks. Such isolated municipalities
often were part of a large settlement, the other half of which is now in the Federation. Given
“self-determination” of neighboring and even adjacent settlements and the lack of interentity
functional cooperation, these isolated RS municipalities continue to lobby Banja Luka for emer-
gency grants and additional funds to be able to meet payrolls and perform basic functions.
Given the geographic disfunctionality of the RS entity and the isolation of some of its munici-
palities from the entity capital, the political and psychological barriers to cooperation with
nearby Federation (non-Serb) municipalities eventually will have to be overcome unless the
entity has funds to continue the subsidization of insolvent communities far into the future.

Another clear tension between the larger municipalities and the entity government concerns
“expenditure assignment creep.” For example, entity institutions, such as theaters and second-
ary educational facilities, are operated with entity funds and form a part of the entity budget
(the analogue would be canton institutions and canton funds in the Federation). However,
mayors face pressure from citizens to “contribute” municipal funds to the capital improvements
of these institutions. That is, a mayor cannot reject the demands of the directors of entity-
owned facilities requesting capital improvement funds, given public pressure to see visible re-
construction take place. This implicit reassignment of capital improvement burdens from the
entity level to municipalities is repeated in the Federation by canton institutions that place
pressure upon municipal budgets for entirely the same reasons.

In the Federation the entity government maintains little direct contact with municipalities, as
there is no single ministry or department responsible exclusively for municipalities. The entity’s
seventy-three recognized municipalities are divided up among ten cantons, each of which has its
own local government law as prescribed by the entity constitution and entity local government
law. The Federation Law on Local Self-government forms the basis of the ten canton laws on
local self-government.

More important for defining the framework of potential and existing conflicts between munic-
ipalities and higher levels of government are articles 18 and 19 of the Federation Local Govern-
ment Law. The former states that canton laws shall regulate the details of local government
financing, its functions, direct participation by citizens, municipal administrative organs, mu-
nicipal property, local taxes and other issues not covered in higher levels of law. Article 19 gave
a deadline for the adoption of canton local government laws, which was met by most cantons
only four years after passing the federal law.

Conflicts between municipalities and cantons in the Federation thus abound in both the pre-
regulation and postregulation context. Temporary regulations, based upon the Federation Local
Government Law, thus governed the tasks and responsibilities of local government in the 1995-99
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period until each canton passed its own law. The allocation of tax revenues designated by the federal
budget law among the canton and the municipality is a continuing source of friction (to be discussed
in detail in the section on local finances). Cantons and municipalities tend to disagree on the
adequacy of shared and transferred revenues, as well as on the appointment of staff members to
canton and municipal institutions that are in essence financed by the canton. In addition, as in the
Republika Srpska, canton institutions often lobby mayors for capital improvement funds for facili-
ties such as hospitals, secondary schools and hospitals. As to general capital improvement spending,
canton legislation is varied, with some cantons assigning responsibility for major capital projects in
the water, wastewater and solid waste sectors, to name a few, to the municipal level without provid-
ing additional funds. In other cantons, such responsibilities, though assumed by the canton, still
place a burden on municipal budgets.

The local government law of both RS and the Federation contain language that states in explicit
terms that municipalities are “entitled” to “appropriate sources” of financing for their mandatory
tasks, as well as to additional funds if other tasks are delegated to them from either the entity or
canton level. In practice this means that in both entities, municipalities can lobby rightfully for
deficit grants to cover operational and capital budget gaps. This extrabudgetary post facto lobby-
ing consumes the efforts of municipal leaders and seems to be an arbitrary and politically sensi-
tive procedure to outsiders. From the standpoint of equity and comparison, the varying degrees
of expenditure assignments, deficit grant lobbying, underfunded capital projects and the general
laissez faire approach of the federal government make generalizations about the nature of
canton-municipal relations rather difficult and subject to distortion unless all ten cantons are
described explicitly.

1.6 Legal Reforms in Progress

As mentioned before, most canton local government laws date from 1998 and 1999. These
framework laws operate alongside canton budget laws and decrees that allocate canton revenues
between the canton and municipal levels. Many canton local government laws are as ambi-
guous as the Federation version, causing misunderstandings and creative interpretations. Laws
as they are mutually—or sometimes one-sidedly—interpreted do not always reflect the literal
intention of the text. For example, it is not clear in some cantons if a canton, after reviewing a
municipal borrowing proposal, has to approve such borrowing explicitly and if that approval
means an explicit guarantee. Furthermore, the Federation budget law sets a limit on municipal
borrowing at an amount equivalent to twenty percent of its annual budget. In other words, the
law is a gross cap of principal and does not refer to debt service as twenty percent of revenues.
However, in practice, there are some indications that both municipal and canton officials mutually
interpret a poorly worded Federation law as a debt service, as opposed to absolute debt limit.

Other reform issues in progress are the clarification of performance standards for municipal
functions, establishment of long-term commitments to certain revenue-sharing formulae, clari-
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fication of capital improvement burdens and introduction of transparency in the construction
grant and deficit grant systems administered by the cantons. International donors and lenders
have put some pressure on both the canton and Federation levels as well as on the RS entity
government to clarify, for example, the municipal borrowing framework and to standardize it
across an admittedly very small market of a few creditworthy potential borrowers. As donor
grant monies dry up, cantons will be forced to make these reforms or to decide that, given scale
economies, only the cantons should engage in domestic and international borrowing for capital
projects. Of course, these decisions hinge upon maintaining delicate ethnic balances and trans-
parency in the mixed cantons and in the municipalities where the dominant ethnic group differs
from the canton majority.

2. Local Politics, Decision Making

2.1 System of Local Elections

2.1.1 Background on Local Elections

The Dayton Peace Agreement called for national and canton/municipal elections throughout
Bosnia and Herzegovina as soon as possible after December 1995. General elections were held
in September 1996 after nearly a year’s effort at creating safe conditions for free, fair and dem-
ocratic elections. Unfortunately, given that up to half of Bosnia’s prewar population was dis-
placed and could not register and vote in their place of original residence and due to widespread
manipulation of de facto postwar voter rolls, municipal elections were cancelled several times.
Given the impossibility of fair elections at the local level in a state of constant population fluc-
tuation and entirely changed ethnic composition, the powers that be—namely, the OSCE op-
erating under a UN High Representative (OHR) mandate and backed by IFOR/SFOR troops—
decided to delay Bosnia’s municipal elections until September 1997. International human rights
groups and other experts criticized the decision to go ahead with national elections in Septem-
ber 1996, when conditions were not yet appropriate, and the election results took months to
certify. Hundreds of OSCE observers were deployed to at first monitor and then certify the
voting process and the results. This first national election was held due to intense international
pressure to show a “democratic success” and because it was feasible for voters in refugee camps
and in displaced persons areas to vote for regional or national lists, as establishing a domicile was
not as critical as for municipal elections, in which only “legitimate” residents of a municipality
should vote. Ethnic cleansing, cover-ups of ethnic cleansing, refugee movements and the whole-
sale destruction of public records, land registries and voter rolls made it impossible to tell who
lived in a municipality prior to the war and who had a legitimate right to be or to return there
after the war. In this climate it was not surprising that as the legislative framework for municipal
government was developed in 1996–97, the establishment of self-governing voter-controlled
local government was delayed until September 1997.4
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The controversial September 1996 general elections were followed by another round of general
elections in September 1998 that were deemed peaceful and an overwhelming success, given the
lack of violence and a nearly eighty percent voter turnout in both the Federation and the
Republika Srpska.5 Both general and municipal elections are scheduled for Bosnia in April
2000.

2.1.2 Local Election Procedures

The Dayton Agreements allowed eligible voters to register in one of three places: where they
currently lived, where they lived at the time of the 1991 census or where they intended to live in
the future. For this reason the incentive to “encourage” refugees to vote at home by the receiving
local government and the discouragement of an ethnically-cleansed municipality to keep dis-
placed persons’ votes away from the municipality were overwhelming. The third provision could
and was used to legitimize the postwar composition of many communities or to encourage
refugees to leave their temporary quarters in overwhelmed areas for their original homes. For
these reasons, municipal elections for Bosnia were delayed several times until they finally were
held in September 1997, nearly two years after the Dayton Peace Agreement was signed.

The Republic of Bosnia and Herzegovina will begin to operate under a new local election law
sometime in 2000. This election law, developed with significant foreign assistance, describes the
essence of a “normalized” local government election and gives some indication as to the struc-
ture and roles of elected and appointed officials.

In essence, municipalities in the Federation and the RS elect representatives of parties on a list,
with seats allocated on a proportional representation basis to municipal “councils” in the Feder-
ation and “assemblies” in the RS. Votes “left over” after mandates have been allocated are not
used to fill additional seats on a compensation list but are in essence “wasted.” The councils/
assemblies then choose a mayor in the Federation and a president of the municipal executive
board in the RS.6 The number of representatives to the councils/assemblies depends upon the
number of registered voters in the community. For communities with less than eight thousand
voters, the councils/assemblies have eleven to seventeen members. For municipalities between
eight thousand and twenty thousand voters, the councils/assemblies have seventeen to twenty-
five members. Finally, for communities with over twenty thousand voters, the local representa-
tive body has twenty-five to thirty-one members. The size of municipal councils/assemblies was
significantly larger during the 1997–2000 period, and in some cases, councils doubled the
number of members allowed by the draft revision of the municipal election law cited above.

In the Federation entity of BiH, cantons with fewer than seventy-five thousand voters may have
twenty to twenty-five assembly members. For larger cantons with seventy-five thousand to two
hundred thousand voters, the assembly may have twenty-five to thirty members. For cantons with
over two hundred thousand registered voters, the assemblies contain thirty to thirty-five members.
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Political parties, coalitions, independents and lists of independents certified by the Electoral
Commission of BiH may stand for election. As of December 1999, the Provisional Electoral
Commission certified that seven political parties are ready to run for office in the 2000 munic-
ipal elections.7 Mandates are distributed to lists of candidates in proportion to the number of
mandates won by each list (party and independents).

Mayors and presidents of executive boards, as mentioned earlier, are not elected directly by the
public but rather are chosen by the council/assembly. Each member of the council/assembly has
the right to nominate a candidate, and a simple majority chooses the mayor/president. In both
the Federation and RS, the candidate who receives the second most number of votes, usually
from a different party than the mayor/president, is made the president of the council or assembly.
The election of mayors or executive board presidents triggers a new set of appointments of
municipal administrative officials and the selection of an executive board in the RS based upon
proportional representation achieved during the municipal election (the process is similar at the
city level in both the Federation and the RS).

The newly elected mayor/executive board president appoints the managers of the municipal
administrative bodies, with each party, list or independent retaining the right to nominate can-
didates for these administrative positions based upon proportional representation (in the mixed
municipalities of the Federation, these party differences have an ethnic element as well).

The canton councils select a canton president and an assembly president in a fashion similar to
municipal councils, with the significant difference that canton assemblies also appoint govern-
ments in proportions that reflect election results. Starting with the 2000 municipal elections,
members of municipal and canton councils/assemblies shall serve for four years, with canton
and municipal elections taking place on the same day.

As mentioned earlier, party lines in BiH local elections distinctly reflect ethnic divisions; hence,
the BiH Law on Local Elections requires that: “When officials managing Administrative bodies
in the municipal, canton or city executive bodies are appointed by the Mayor or the President of
the Canton, or when the Municipal or City Executive Board is elected…the ethnic composition
of the population of the municipality, canton or city shall be taken into consideration.” The
ability to enforce this provision or the effect on municipal operations is difficult to assess, since
the state of interethnic relations at the municipal level is not predictable, is in constant flux and
could either precipitate new armed conflicts or introduce a new age of cooperation and prosperity.

2.1.3 The 1997 Municipal Elections in Bosnia and Herzegovina

Bosnia’s first postwar municipal elections were held without major incident on 13–14 Septem-
ber 1997. Some 2.5 million Bosnians voted, including four hundred thousand living abroad in
refugee camps throughout Europe. The OSCE then spent the rest of 1997 “certifying” that
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these local elections were free and fair, that the vote counts were not manipulated and that all
expelled citizens were allowed to vote. So hundreds of thousands of citizens who fled ethnic
cleansing were escorted back to their native areas—which were occupied by those who expelled
them—and were allowed to vote. A basic dilemma facing the OSCE in certifying each munic-
ipal vote count and the elected candidates was dealing with indicted and suspected war crimi-
nals. Indicted war criminals could be and were elected in a democratic majority-rules fashion to
official positions, especially in the Republika Srpska. The OSCE had to meet two conflicting
standards outlined in the Dayton Accords. One pertained to procedural transparency, fairness
and legitimacy of the electoral process, and the other applied the war criminal test to the nom-
inees and to those elected. Thus, it was possible for Radovan Karadzic’s extreme nationalist
party to come to power in Pale in a most democratic fashion.8 Karadzic’s victory led to a new
round of elections in November 1997 for the Bosnian Serb Parliament, where moderates roundly
defeated the extremist parties supporting Karadzic, General Mladic and other indicted war
criminals, who at any point in time could be arrested by SFOR troops on patrol and be taken to
The Hague.9

A month after the municipal elections, only half of the municipalities’ results were counted. A
major difficulty in certifying and releasing results was that not only was the vote to be counted,
but also the formation of local councils and assemblies was to be monitored. Those formative
gatherings of newly elected bodies were to elect the mayor or executive board president to
ensure that the committees and the executive committee (in the RS) had “proportional” minor-
ity representation. Nevertheless, the ability of expellees to vote in their towns of origin led to
some situations where “ethnic cleansing” was at least on paper undone by city councils more
representative of prewar ethnic compositions. Srebrenica, which was seventy-three percent Muslim
(or Bosniac) before the war, essentially was cleansed of non-Serbs by the time of the Dayton
Accords in 1995. However, in the municipal election, expellees were able to gather twenty-four
of the forty-six seats in the municipal assembly without actually living there, as they literally
were chased away during the war.10 Similar anomalies were repeated throughout the country, as
municipal councils were set up to represent ethnic balances ante bellum—that is, in essence
creating councils representing virtual populations.

These virtual populations either project intended and restored ethnic compositions in the fu-
ture or continue to draw upon prewar demographic conditions and simulate constituencies for
real council members where conditions on the ground have been altered significantly. Virtual
communities (voters who are not residents in the municipality in which their votes were counted
and applied toward a mandate) represented by real council members and the insistence by
international donors that elected councils nominate public administrators who reflect the ethnic
composition of either the council or the community both contribute to on-going inefficiencies
of various types. Public administrators are appointed by the newly constituted councils and
assemblies, which potentially can replace the entire professional staff after each election. In
many instances public administrators are given one or more deputies from each ethnic group
who have to cosign and coattend each meeting, especially those dealing with personnel. Routine
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administrative decisions and procedures can and do take on an ethnic dimension, given the
fundamental lack of trust among ethnic groups and the shattering of the professional classes
along party and ethnic lines.

In contrast to the draft election law to be in place by the 2000 municipal elections, the 1997
municipal elections involved a total of nearly 20 thousand candidates for 4.8 thousand seats.
Some communities were electing as many as seventy city council members (in contrast to the
new maximum of thirty-one). These candidates represented ninety-one parties and included
159 independents.

In the Republika Srpska the ruling Serbian Democratic Party (SDS) split into two factions
before the elections, one supporting RS President Biljana Plavsic based in Banja Luka, and the
other, Radovan Karadzic in Pale. Plavsic’s new party, not prepared by the 1997 municipal
elections, was called the Serbian People’s Alliance (SNS). In the Federation, parties essentially
were active in the election along ethnic lines. The Party of Democratic Action (SDA) claimed to
represent all Bosniacs—both Muslims and others. However, it became more Muslim-oriented
and less representative of the old multiethnic and tolerant Bosnia. The SDA formed a coalition
with the former prime minister, Haris Siladzij. This coalition was challenged by the Union of
Social Democrats, led by Selim Beslagic, mayor of Tuzla. The Croatian Democratic Community
(HDZ) represented the Federation’s ethnic Croatians. In the RS the SDS’s main rival was the
Bosniac SDA, while in the Federation the SDA coalition faced not only the Social Democrats
and the HDZ but also several ethnically based—but not nationalist—parties representing both
the Bosniac and the Croatian communities.11

Concerning the results, one should keep in mind the following caveat issued in a Commission
on Security and Cooperation in Europe report on the elections: “The results of the municipal
elections have been released over a period of time, municipality by municipality, after the tabu-
lations have been examined and certified by the OSCE. It is, therefore, difficult to ascertain any
general outcome or trend of such results, and generalizations made about the country-wide
significance of local election results must be treated with circumspection.”12

With that in mind, one can conclude that the ruling parties—the SDA (Federation), the SDS
(RS) and the HDZ (Croatians in the Federation)—won the councils in the areas in which they
predominate. There were only a few exceptions (Tuzla) where the nonruling party formed a
majority on the council or in the assembly. The SDS (Karadzic’s faction) did exceptionally well
in its own power base, the eastern portion of the Republika Srpska. The SDA and the HDZ
became significant opposition parties in RS, from which the voters were expelled during the war
and which essentially represented “virtual” voters. Of the ninety-one parties that ran, forty-five
achieved seats in local councils. Thus, any Bosnia or entity-wide compilation of voting results
could not reasonably be used to make any generalizations, since the composition of de facto,
expelled and virtual electorates is site-specific and is due to change by the next round of munic-
ipal elections, which hopefully will be conducted under more normal conditions.
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2.2 Forms of Direct Democracy and Public Participation in Decision Making

Fortunately some vestiges of the former Yugoslav tradition of worker self-management have
survived the half-decade of war and destruction. Specifically, the constitution of the state and
the basic laws of both entities pertaining to local government allow the use of referenda on
major issues and encourage public participation in local government committees and hearings.
In practice, however, informants have been known to assert that the population in general is
fatigued not only from war and reconstruction, but also from public corruption, the plethora of
elections since 1996 and the general “noise” of politics. The collective self-management ethos in
the eyes of many served to legitimize the old regime in Yugoslavia, and while better by compar-
ison than the hard-line systems prevalent in Romania, Czechoslovakia, Bulgaria and East Ger-
many, there is no reservoir of usable nostalgia for the old system in contemporary Bosnia. This
is especially true in the sense that the new ruling parties, representing the major ethnic and
political cleavages of the country, are at the stage of consolidating their political and economic
power and are preparing for the ultimate withdrawal of foreign troops and the slow withering of
donor reconstruction aid. In this mood, real public participation and “self-governance” remain
formal and rhetorical. With impending privatization and the hope of some foreign investment,
municipalities (and cantons) ultimately responsible for economic development may not wish to
emphasize public involvement, given the risk that entails to potential insider deals that have
dominated the privatization process in all, even the more sophisticated, transition economies.

2.3 Internal Structure of Local Government Decision Making

Real power in terms of task assignment and revenue allocation resides at either the canton level
in the Federation or at the entity Ministry of Local Government in the Republika Srpska. In
either entity there is no question that issues such as municipal performance standards, the shar-
ing and collection of taxes and issues of funding both operations and capital expenses for tasks
at the municipal level are settled by the canton budget law and local government law or at the
ministerial level in the RS through administrative decisions, decrees, regulations and ultimately
through legislation.

The Federation government is bound only by a brief local government law and essentially
delegates all matters—except for national-level fiscal and monetary issues, including the general
sharing of revenues collected or claimed by the entity—to the canton parliaments. These parlia-
ments in turn legislate to create departments (or ministries) of finance and local government
affairs that in turn act as controllers, auditors, policymakers and ultimately arbiters of munici-
pal issues. Canton parliaments, like state administrative offices in other transition countries,
have the right to review ordinances passed by municipal councils. These parliaments can rule on
the legality of local ordinances and regulations and have the right to overrule them. This power
seems to be obtrusive but in practice actually can be used to protect minority ethnic groups
within a municipality, if the canton deems that to be a priority. The state—defined as the State
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of Bosnia and Herzegovina—and the entity government of the Federation do not otherwise
meddle in or supervise the activities of municipalities. In the Republika Srpska, the entity min-
istries responsible for local government include a section in the Finance Ministry and a Ministry
of Local Government. Given that there are fewer than seventy municipalities in the RS, minis-
try staff, presidents of the local executive committees (mayors) and professionals working in
municipalities can enjoy direct communication and contact with their ministerial counterparts.
Thus, the entities and the state itself do not need to maintain a parallel system of public admin-
istration offices or enforcement offices, and suggestions to create districts or an intermediate
layer of self-government in the Republika Srpska are not received well.

Points of contention between municipalities in both entities and the canton or entity govern-
ment are the assets of national- or entity-owned utilities (water, gas, electricity, et cetera) that
must be reorganized into stock companies before privatization or significant inflows of capital
can take place. Patrimony over real estate and physical infrastructure inherited by the entities or
assets still owned by the BiH state is an issue that has not been resolved. Not only are asset
values, asset disposal and potential privatization proceeds at stake over the long run, but in the
short run, municipal budgets are affected by the tax and other fees paid by these quasi-govern-
mental public entities. For example, the BiH telephone company and power grid used to pay a
share of taxes to the local municipality based upon how much activity was performed there or
the extent of assets on the territory of that municipality. Enterprise taxes that used to flow to
cantons and municipalities from public utilities could be—and have been—rechanneled by the
entity government to the Federation. Patrimony over formerly BiH state assets, municipal as-
sets, public utilities and other forms of communal ownership has not been settled, in essence
creating uncertainty regarding many sources of municipal revenue and economic development
potential. Lobbying for and over the use and ultimate disposition of these assets shall continue
until large-scale privatization and corporatization have taken place.

2.4 Ethnic Issues, Multicultural Government

Besides the fiscal-level disagreements within and among cantons and municipalities in the Fed-
eration and the state and municipalities in the RS, the ethnic dimension pervades the manage-
ment of local governments and contributes to distortionary behavior. As discussed earlier, mu-
nicipal councils and the mayors they elect are responsible for appointing members of the ad-
ministrative staff, including the chief administrator, financial officer and other key personnel,
such as heads of departments and institutions operated by the municipality. Besides political
considerations arising from the composition of the council, it needs to balance—from an ethnic
point of view—the composition of the professional staff; hence, deputies reflect the ethnic
group or groups with mandates on the city council. In practical terms, these individuals fulfill
more than the role of deputies; they are equal partners who cannot make decisions without the
informal approval of the other. Some informants have indicated that there are municipalities in
the Federation that informally have three budgets: one that is presented to the canton and is
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part of the binding public record, and two that informally are agreed upon by the dominant ethnic
groups. These informal budgets are the product of bargaining and negotiation and do not necessarily
fully reflect the intentions of the legal and binding budget as passed by the council. This ethnically
based informal budgeting and parallel public administration and management is less of a phenom-
enon in the RS, where these arrangements take place along party and ideological lines, as those
communities have less ethnic diversity as a consequence of the war.

Administrative staffs appointed by the legislative body along party and ethnic lines may not be
unique to Bosnia and Herzegovina. These arrangements are not primarily intended to make local
government more effective but rather are part of the “wages of peace” into the indeterminate future.

2.5 Local Government Associations and International Contacts

Municipalities in the Federation are allowed and encouraged by the local government law and
constitution to associate freely with other units of government—in most cases other cotermi-
nous municipalities—to perform public services. Implicitly, Federation municipalities may form
functional associations, special purpose districts, et cetera among themselves as long as their
activities fit within the framework of the constitution and body of law. These types of function-
al associations are entirely voluntary and are formed at the discretion of the municipalities
involved. This provision could be seen as a method of avoiding the creation of another layer of
administration or self-government besides the existing entity, canton and municipal levels.

Article 16 of the Federation Law on Local Government states the following: “In exercising its
duties municipalities shall have the right to cooperate mutually with other municipalities in
order to perform tasks of mutual concern and may associate in municipal associations... Munic-
ipalities may enter international associations of local government...” Significantly this provision
in theory would allow cooperation with coterminous municipalities in the Republika Srpska, or
even in Croatia and other neighboring former Yugoslav republics, if the service provided requires
or could benefit from a larger service area. The July 1999 draft Law on Local Self-management
in the RS does not specifically authorize the formation of associations; rather it recites the
negotiation, management and approval of cooperative agreements as the task of the elected
executive—that is, the executive board president—and of the city assembly. Thus, by inference
municipalities in the Republika Srpska may form associations to perform public tasks jointly
with neighboring communities. Given the geographic dispersion of the Serbian entity, the enti-
ty government allows the creation of municipal field offices to service remote territories admin-
istratively assigned to a municipality but in essence rural and distant in nature.

On a positive note an association of professional municipal finance officers and experts called
JAFIS has begun to operate in the Federation, conducting training and consultations. Mayors
have formed their own professional associations in both entities with varying degrees of effec-
tiveness and activity.
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Overall the development of the political and administrative system at the canton and municipal
level will require at least four years of peace beyond the next cycle of municipal elections (those
elected in September 1997 had fewer than three years to prove themselves). Once election
fatigue has been overcome, various entity and canton laws can be fully tested and cooperation
and trust across entity boundaries can begin.

3. Local Administration, Service Provision

3.1 Structure and Operation of Local Administration

There is no standard set of operating rules or administrative organization that can be used
universally to describe the structure and functioning of municipal offices in Bosnia and Herze-
govina. The constitutional provisions and canton-enabling legislation of the Federation call for
local councils to establish their own rules of operation, to appoint the appropriate type and
number of public officials and to establish commissions, committees and other structures to
conduct the tasks that are assigned by Federation law and specific canton legislation. The same
is true in the Republika Srpska, where local assemblies are required to create operating rules and
an organization that matches the tasks assigned to it by the entity government. Personnel work-
ing in municipal administrations are either political appointees, who do not have permanent
civil servant status, or civil servants, who work mostly in the support and administrative fields.
Municipal corporations and public service utilities do not employ civil servants, but as the legal
status of these quasi-public entities is clarified in terms of patrimony and regulation, the exact
nature of their employees will become more similar to that of private enterprise employees.

Municipal departments and institutions perform authoritative, management and personnel func-
tions similar to most municipalities in Europe. However, given that municipalities often are
expected to cover the capital expenses of canton- or entity-owned institutions, their roles vis-à-vis
the canton or the entity (in the case of the Republika Srpska) have not been clarified. In other
words, teachers and social workers may be paid by the canton or the entity, and the building
they work in is owned by the next tier of government; the respective municipal department is
expected to engage in capital planning, maintenance and capital improvements. These confus-
ing situations will abound until all cantons have clarified the exact functional roles of munici-
palities and, in the Republika Srpska, until compensation for geographic distance and small-
scale economies through a regional administrative unit or a different allocation of funds and
tasks has been evaluated thoroughly and established.

3.2 Control, Audit and Supervision of Local Governments

The controlling, auditing and supervisory functions of local governments vary by canton and
between the Federation and the Republika Srpska. The canton local government law identifies
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the ministry or department responsible for the technical, functional and financial supervision of
municipalities. Generally these entities are the canton ministries of finance and local govern-
ment. In the Republika Srpska, such supervision is conducted through the entity ministries of
finance and local self-management. The auditing function, per se, will become more significant
as the entities and the state itself create supreme audit boards relying upon the advice and
recommendations of internal donors and advisors.

The actual legal supervision of municipalities is still not clear. Some Federation cantons have
authorized themselves to dissolve local councils and appoint commissioners to run municipali-
ties under specific conditions. For example, article 45 of the Canton of Hercegbosna’s Law on
Local Self-government provides that the canton parliament can, on the proposal of the govern-
ment of the canton, dissolve the municipal assembly if:
• general acts repeatedly have been issued in contradiction to the constitution, law and

other regulations or due to frequent violation of the law and other regulations;
• the municipal head is not elected within ninety days of the first session of the municipal

council;
• the statutes are not established in accordance with the terms determined by law;
• the municipal budget is not passed in accordance with the terms determined by law.

An important policy question for the Federation is whether intervention is properly a function
of the canton or of the entity. If it is determined to be an entity-level function by policymakers,
which ministry or agency should be charged with initiating intervention? Within the Republika
Srpska, should it be the Ministry of Finance or the Ministry of Local Government that supervises
and initiates the intervention process?

The local government law of Hercegbosna Canton has a provision that could indicate either a
level of canton interference in a malevolent sense or the potential for beneficial intervention on the
part of better-trained professionals in a positive sense. Article 44 states that the canton governor
must be given a copy of each municipality’s charter and any subsequent legislation that is ap-
proved by the local council. The governor has the right to reject the legality or constitutionality
of the municipal charter: the final decision is made by the Constitutional Court. This veto power
on the part of the canton government, combined with its ability to allocate tax revenues, enables
the cantons to exercise tight control over municipal governments, sowing the seeds for disagree-
ments among municipalities that have an ethnic or political majority that is different from the
rest of the canton. The situation is similar in the Republika Srpska, where the entity government
reserves the right to suspend an executive board president (mayor), to reject local ordinances
and to appoint commissioners to run a municipality that is in a grave financial situation.13

The right of the cantons and the RS entity to review and overrule municipal decisions could
lead to political manipulation based upon budgetary and other priorities of the canton or entity
parliament. In other words, a party partial to the fiscal and other interests of the higher-tiered
government conducts administrative and legal reviews.
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3.3 Local Service Delivery

Mandatory tasks listed in the laws on local self-government passed by canton parliaments essen-
tially repeat those assigned by Federation law. However, the wording and definitions of these
tasks are not exactly precise, allowing great differences in interpretation. In addition, a host of
sectoral technical requirements impose operational and capital improvement obligations on
local governments that they cannot meet. There are overlaps concerning operational responsi-
bilities, ownership, capital improvement and maintenance. Each canton is free to add to or
clarify federation-delegated duties.

According to Federation law, local self-governments, municipalities and, in a few cases, cities
have the following general functions:
• to protect human rights and fundamental freedoms;
• to “satisfy the local needs of citizens” concerning child care, education, employment,

social care, culture, sports, et cetera;
• to conduct housing and urban policy;
• to manage municipal property;
• to provide communal services;
• to support local television and radio;
• to attract tourism;
• to manage unimproved property;
• to ensure public order;
• other issues determined by the Constitution.

Canton local government laws assign additional or more specific tasks. The ambiguous nature
of these responsibilities allows cantons to impose capital improvement requirements, and these
provisions do not define who hires staff in health clinics, schools or social agencies. In practice these
institutions mostly are financed and run by the cantons. In Hercegbosna Canton, for example,
municipalities are expected to conduct local business development and to establish social wel-
fare institutions. In addition, they are required to construct and maintain roads, water systems and
other units of infrastructure of local importance. The Canton expects municipalities to establish
taxes and other revenue sources as authorized by law to fill any funding gap. In other words, the
canton openly imposes mandates on its municipalities for which funding does not exist.

The distinction between mandatory and facultative tasks is not as relevant as the variation
among cantons concerning what is expected of the municipalities and the unclear nature of the
performance standards for each task. The imposition of capital expense burdens upon munici-
palities by cantons regarding canton-owned and -operated educational, social and health facil-
ities adds another layer of uncertainty as to which layer does what in the Federation.

The pattern is repeated to a lesser extent in the Republika Srpska, in that there are no regional
differences given the lack of a middle layer of self-government. Instead, due to the geographic
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distribution of municipalities, their small size and often divided nature (parts of settlements are in
the Federation and vice versa), local governments suffer from an economy of scale that makes it
difficult to apply the universal list of tasks to municipalities of any size.

These tasks, according to the draft local government law, are as follows:
• to adopt and implement a municipal development program;
• to pass a municipal budget and municipal annual financial statement;
• to regulate and ensure the performance of public utilities;
• to adopt a town construction land arrangement program;
• to build, maintain and supervise the use of local roads, streets and other public facilities;
• to satisfy citizens’ needs in terms of culture, education, sports, health and social care,

information, handicrafts, tourism and catering;
• to enforce laws, regulations and general acts of the republic, district or town that have

been entrusted to the municipality;
• to ensure the enforcement of municipal rules and general acts;
• to establish and regulate bodies, organizations and services needed by the municipality;
• to perform other activities as established by the Constitution, laws and the municipal

statutes.

These provisions are strikingly similar to those in the Federation local government law and in
various canton local government laws that were passed by the end of 1999. Mayors and citizens
often are hindered by the distance they have to travel to take care of business in the entity capital
Banja Luka, and smaller municipalities hope to delegate certain functions back to the entity
level. This is more justified in the Republika Srpska than in the Federation but more difficult,
given the geographic realities of the entity. In fact, article 29 of the draft Republika Srpska Law
on Local Government (July 1999 version) elucidates that municipalities with fewer than one
thousand residents do not have to form a local administration; they may settle for a mayor and
an assembly. In this case, the responsible entity ministry will determine which neighboring
municipality will provide services in and for the smaller municipality and allocate the smaller
municipality’s assets to its neighbor. However a municipality with fewer than one thousand
residents may opt to keep its administration and institutions, though in the long run fiscal
problems could lead to their “voluntarily” transfer.

Keeping in mind that performance standards are not clear; that each canton has its own set of
tasks, funding schemes and interpretation of responsibilities; that in the RS tasks are being
delegated upward to the entity government when practical; and given the resistance to creating
a new middle layer of self-government, table 3A.1 in annex 3.4 summarizes which layer does
what. In many cases ownership, operating responsibility and capital improvement tasks are
shared by the municipal, canton and entity levels in the Federation, making a clear distinction
difficult. The column marked “all municipalities” is not entirely accurate, as in the RS smaller
municipalities do delegate functions to the entities, and in the Federation some cantons implic-
itly require municipalities to contribute to capital costs in the case of canton-owned facilities,
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while in others, municipalities have begun to charge user fees even in canton-owned health
institutions, given the demands of the population for better service.

Almost without exception traditional municipal-, canton- and entity-operated institutions and
utility corporations deliver these services. Alternative forms of service delivery in BiH are incip-
ient in 2000, given problems with patrimony and the untested nature of most canton local
government laws. Joint service delivery, made possible by progressive provisions in Federation
and canton statutes, is still far from emerging as a true alternative to traditional institutions and
public corporations. While Bosnia and Herzegovina is recovering from its civil war, foreign
donations provide the bulk of financing to rebuild local infrastructure. Neither potential bor-
rowers nor potential lenders have given much thought to future private sector lending for mu-
nicipal infrastructure. However, as grants and subsidized credits dry up, it would be useful to
have in place a facilitative policy framework for municipal borrowing. Given such a framework,
together with a stable and adequate municipal revenue structure, a viable private financial sector
and good municipal management skills, we can expect municipal capital markets to develop
and to take on an increasing share of the infrastructure financing burden.

Municipalities and communal service enterprises in Bosnia and Herzegovina are responsible for
providing most local infrastructure. Although there is discussion of utility concessions to attract
equity capital and widespread interest in the idea of municipal borrowing to attract debt capital,
there are no clear state or entity policies as to if or how private investment should be identified
to help fund local infrastructure. There also is no clear, common understanding of how or
where municipalities will get funds for infrastructure investment. Movement towards a market
economy is a basic tenet of the Dayton Framework, and financial institutions are slated to be
privatized (or to have a clear strategy for privatization) by 2001, but there is not yet a private
financial sector to which municipalities can turn for capital.

3.4 Conclusions

The primary challenge facing municipalities in BiH is reconstructing local civil society in a
psychological and physical sense while providing basic services as required by law. Contracting
out, privatization, involving nongovernmental organizations (NGOs) in service delivery and
other novel ideas that work in Central Europe are premature in this context. Basic questions
regarding patrimony, privatization and the allocation of tasks, revenues and funds await more
stable resolution. Perhaps the general and municipal elections of 2000 shall establish a four-year
political cycle in which war reconstruction gives way to perfecting the involvement of citizens
and NGOs in municipal service delivery.

Although Bosnia and Herzegovina is one country, it is made up of two entities. Each entity is
developing its own policy toward municipal borrowing and indeed toward municipalities and
their financing in general. Each has its own banks and financial institutions, its own municipal
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structures and laws and its own ministries charged with these issues. The most significant of these
differences is that the Federation’s cantons retain great authority over the powers, activities and
revenues of municipalities. One manifestation of this authority is that some municipal revenue
shares in the Federation have changed from year to year, rendering them too variable to support
long-term borrowing. If revenue and decision-making authority is retained at the canton level, it is
likely that they will have to assume the burden of borrowing for local infrastructure. This is different
from the Republika Srpska, where there is no intermediate level of government, and municipal
revenue shares appear to be stable. This divergence in underlying policy toward municipalities will
require either a flexible framework accommodating both structures or two separate policy frame-
works. Because the country is small, the more commonality that can be found, the better—a com-
mon policy framework makes a common credit market more likely, and greater efficiency expected
from a larger number of potential lenders and borrowers.

In contrast to countries like Poland, Hungary and South Africa, where decentralization and
municipal empowerment was embraced as a political antidote to the prior system, neither Bos-
nia and Herzegovina nor the two constituent entities seem to have a strong political commit-
ment to decentralization to the local level. Although municipal budgets are said to be autono-
mous, there is not a widespread vision either of municipalities as independent actors that may
decide on investment priorities and their financing (this is especially true in the Federation) or
of private financial institutions that may compete for capital and for investment opportunities.
There is a desire to attract private capital to fund local infrastructure, but little sense of what
policy choices are necessary to do so.14

4. Local Finance

When analyzing the finances of the subnational level in Bosnia and Herzegovina, one must keep in
mind that in the Federation the ten cantons account for an overwhelming majority of public
spending, and on a national level the cantons are the largest unit of spending. In 1998, for example,
cantons accounted for 23.0 percent of GDP, with the Federation level taking 15.5 percent and
municipalities in the cantons accounting for 6.0 percent. Thus, 42.8 percent of Bosnia and Herze-
govina’s GDP is accounted for by Federation, canton and municipal spending in 1998, and that
trend is expected to continue into the future if the Dayton-imposed constitutional and fiscal struc-
ture is left unaltered. Nearly thirty percent of the state’s GDP is local government spending in just
the Federation. These figures reflect the constitutional reality that the entities—and within one
entity, the cantons—dominate public spending and the performance of public functions, leaving
the state with a small budget and few tasks to perform. This becomes evident upon revealing the
absolute numbers (to follow below). The RS and the state level add about twenty percent to the
share of GDP accounted for by the public sector, so public spending was sixty to seventy percent of
GDP in the late 1990s. Viewed in another way, spending by cantons and municipalities in the
Federation accounted for forty-eight percent of total public spending in Bosnia and Herzegovina,
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given the small proportion of state-level spending and the relatively small size of the Republika
Srpska budget. These figures are essentially the same in 1997.15

The balance of state spending is accounted for by various independent funds for health, pensions and
war veterans. Data from before 1997, essentially for 1996, are not reliable given the lack of a data
collection system and the distorting effect of large-scale reconstruction operations funded by donors
that either are not recorded in official statistics or tend to exaggerate local economic statistics. For
example, in 1996 total state spending for Bosnia and Herzegovina was 2.245 billion DM, seventy-
five percent of which originated at the Federation, municipal and canton levels. Only sixteen
percent of total state spending at all levels took place in the Republika Srpska, and the state itself
accounted for only six percent of all public spending. However, when adding donor assistance for
1996, the total state spending figure rises by 1.200 billion DM, or nearly fifty percent, to 3.414
billion DM. In that distribution, the Federation’s share at all levels rises to eighty-five percent, with
only two percent for the state and thirteen percent for Republika Srpska.16 For this reason data for
1996 and earlier will be largely excluded from the discussions to follow below.

Data for the war years when Bosnia and Herzegovina essentially ceased to exist as a unit of
government would not contribute to our knowledge about the relative shares of local govern-
ment versus national government spending. Determining precisely the share of GDP accounted
for by public spending is distorted by the difficulty in measuring GDP in an economy with a
large untaxed sector, and the high level of foreign donor-supported reconstruction shows up in
consumption figures but may not be captured by traditional data collection methods.

4.1 Municipal and Canton Revenues

Subnational revenues in both the Federation and Republika Srpska are the dominant public
revenues since the State of Bosnia and Herzegovina depends to a large extent on taxes that are
shared by the entities with the state. In other words, with the exception of certain minor excise
taxes, the two entities make contributions to support the state budget. The Federation contributes
two-thirds and the RS one-third of the cost of operating the state (in this system, one hundred
percent of even customs revenues belongs to the entities, not to the central state, though the
state sets the rates and policy). The Federation receives revenues from the following sources:
customs duties and tariffs, excise taxes, administrative fees, court fees and financial penalties.
The cantons receive one hundred percent of the value-added tax (on goods and services), the
enterprise turnover tax (utilities pay this tax to the Federation in some cases), the personal
income tax and canton fees and penalties. In 1999 thirty-seven percent of Federation revenues
came from customs duties, forty-six percent from excise taxes (gasoline, coffee and tobacco) and
the balance from income taxes and nontax revenues.17 Cantons in turn allocate twenty to thirty
percent of the turnover tax and income tax to municipalities, with proportions varying between fifty
and eighty percent remaining with the canton over the period from 1996 to 1999.
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Table 3.1 indicates the distribution of revenues among the cantons and municipalities. As mentioned
before, each canton has its own revenue-sharing formula that it can alter on an annual basis.

Table 3.1
Canton and Municipal Revenue Splitting of Shared Taxes

in the Federation of Bosnia and Herzegovina, 1997

Canton Canton Share Municipal Share

Una-Sana 67% 33%

Posavina 45% 55%

Tuzla 78% 22%

Zenica-Doboj 74% 26%

Bosnia-Podrinje 82% 18%

Middle Bosnia 69% 31%

Herzegovina-Neretva 73% 27%

West Herzegovina 75% 25%

Sarajevo 93% 7%

Herzegbosna 72% 28%

Average 80% 20%

SOURCE: School of Economics, University of Sarajevo, “Structure of Fiscal System in Bosnia and
Herzegovina,” in Fiscal Decentralization in Bosnia and Herzegovina, Federation B&H,
conference paper prepared for the Fiscal Decentralization Initiative for Central and
Eastern Europe, Sarajevo, June 1999, 31.

By 1999 the typical split of revenues moved strongly towards an 80:20 share in favor of cantons. In
1998 the three shared taxes detailed above—sales tax, income tax and payroll tax—made up over
sixty-seven percent of canton revenues with the balance from fees, health fund transfers and minor
local taxes and capital income.18

Each canton sets its tax-sharing formula independently each year in its budget law sharing
changing proportions of the two major taxes allocated to cantons: that is, the income tax and
the goods and services turnover tax. In some instances cantons also share a portion of the busi-
ness profits tax.

Table 3.2 indicates the revenue structure of the federal, canton and municipal levels of govern-
ment. Note that the municipalities are dependent upon transfers from the canton level and that the
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Federation itself relies on customs duties and excise taxes, a portion of which it passes upward to the
state level.

Table 3.2
Consolidated Budget Revenues of the Federation of Bosnia and Herzegovina,
Cantons and Municipalities by Type of Sources, 1998 [% of total revenues]

Federation Canton Municipality

Salary Taxes — 13.60 11.94

Income Taxes 1.33 5.26 2.67

Sales and Excise Taxes 41.52 48.53 28.59

Property, Gift, Inheritance and Other Taxes — 0.33 2.51

Revenues from Fees and Penalties — 2.72 6.97

Revenues on Special Regulations (duties, etc.) 40.05 4.05 14.57

Health Care — 15.79 —

Education, Culture and Sport — 1.62 —

Capital Revenues 0.00 3.32 19.94

Other Revenues 15.61 4.79 12.81

SOURCE: School of Economics, University of Sarajevo, “Structure of Fiscal System in Bosnia and
Herzegovina,” in Fiscal Decentralization in Bosnia and Herzegovina, Federation B&H,
conference paper prepared for the Fiscal Decentralization Initiative for Central and
Eastern Europe, Sarajevo, June 1999, 40.

Over forty-three percent of a municipality’s revenues originate in shared taxes flowing from the
canton level. This of course is a national average, and depending upon the proportion of the
three shared taxes that the canton passes down, the degree of canton leverage can vary greatly.
Of importance are local fees and penalties, some of which could appear in the form of health
facility user fees and the “other revenues” category, which covers a range of lesser local taxes on
property, small business, et cetera. Capital revenues in 1998 are likely to include a large portion
of donor-supported construction grants, in-kind contributions and concession loans. Accord-
ing to macrolevel consolidated figures for the Federation, interest expenses were virtually nil in
1996 and 1997, implying that not much of the capital revenue row indicates real borrowing by
municipalities.

In the Republika Srpska the situation is similar, with the entity government directly sharing
certain taxes with the municipalities. The major contrast with the Federation is that the entity
budget law fixes the share of sales tax allocated to municipalities at thirty percent, with a slightly
larger share—thirty-five percent—for cities (with multiple municipalities within their boundaries).
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“Cities in crisis” are qualified to receive an additional five percent revenue sharing, though meeting
the selection criteria, some informants say, is rather arbitrary and subject to political negotiation.
Corporate income taxes stay with the entity, while self-employment taxes are allocated at thirty
percent for municipalities. A tax on property excluding real estate also is allocated at thirty percent for
municipalities, while personal income tax stays with the entity government in its entirety. Other
smaller taxes and license fees are in most cases not shared but collected and used by the layer of
administration that imposes them. Thus over the 1996–99 period these two revenue sources proved
to be stable and predictable for RS municipalities, and the entity managed to avoid the annual haggling
that takes place between cantons and the entity level in the Federation.

Table 3.3
Sources of Republika Srpska Municipal Revenues

Based upon a Sample of Five Indicative Settlements [%]

Type 1996 1997 1998

Taxes from Entity Level 63.8 73.1 76.3

Local Fees and Fines 2.6 6.7 7.7

Other Public Revenues 16.2 7.8 8.6

Borrowinga 2.1 2.1 2.1

Extraordinary Revenuesb 15.2 5.5 2.8

Miscellaneous (local taxes, etc.) 6.8 6.1 13.0

SOURCE: Author’s calculations based upon data in Institute for Economics and Organiza-
tion, University of Banja Luka, Forum on Fiscal Decentralization in Bosnia and Herze-
govina, collection of working papers prepared for the Fiscal Decentralization Initia-
tive for Central and Eastern Europe, Sarajevo, June 1999, 14–15.

NOTES: a. Varied between 0 and 4%.
b. Varied between 0 and 31%.

Municipalities in the RS are even more dependent upon the entity government for transfers
than their counterparts in the Federation, but significant growth in the share of local fees and
fines, as well as lesser-used local taxes, over the 1996–99 period indicates that these settlements
are able to generate their own revenues as well. If the definition of own-source local revenue is
meant to exclude shared taxes contributed by the entity, then the ability of RS municipalities to
dedicate income streams toward debt service (over twenty percent of revenues fits this descrip-
tion in 1998, with steady transfers dependent upon the general state of the entity economy) is
slightly larger than the ability of Federation municipalities to dedicate income streams given the
unpredictability of revenue sharing originating from the canton level.
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4.2 Municipal and Canton Expenditures

Public spending at the state, Federation and Republika Srpska levels is dominated by the fol-
lowing five functions: education, public order (entity and canton police forces), social protection,
public administration and health care. These functions (see table 3.4) account for seventy-two
percent of general public expenditures (excluding the special funds that amount to twenty percent of
total public expenditures above general public expenditures) at these three levels of govern-ment.
Special funds in each administrative unit for health care, unemployment and pensions are dominat-
ed by pensions for war veterans (sixty-five percent of total special fund spending).

Table 3.4
Public Expenditures in Bosnia and Herzegovina

by Function, 1996–97 [in millions convertible Bosnian marks]

1996 1997

BiH FBH RS BiH FBH RS

General Budget 1,809 1,423 268 2,233 1,719 354

General Public
Administration 209 121 38 199 132 46

Defense 131 74 57 408 318 89

Public Order 236 212 22 263 211 52

Education,
Culture and Sport 297 276 30 334 295 39

Health Care 201 201 0 177 177 0

Social Protection 222 185 35 336 274 62

Housing and
Environment 49 46 3 52 49 3

Energy, Industry
and Economic
Development 106 83 8 61 59 2

Transport, Commu-
nications and Media 83 68 15 98 81 15

Agriculture, Forestry
and Water Supply 14 13 1 15 13 2

Reconstruction, War
Criminals and SFOR 37 11 25 8 8 0

Other Expenditures
of Main Groups 90 72 1 30 27 1
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Table 3.4 (continued)
Public Expenditures in Bosnia and Herzegovina

by Function, 1996–97 [in millions convertible Bosnian marks]

1996 1997

BiH FBH RS BiH FBH RS

Contribution
to the State BiH 29 29 0 35 17 18

Contribution to
Cantons  and
Municipalities 0 0 0 0 0 0

Interest Paid 37 0 0 130 0 0

Reserve 68 41 23 87 57 25

Expenditures of
Public Funds 436 328 108 485 377 108

Health Care 91 46 45 100 55 45

Pensions 286 223 63 316 252 63

Education 4 4 0 27 27 0

Unemployment 40 40 0 25 25 0

Other 15 15 0 18 18 0

Total 2,245 1,751 366 2,719 2,096 463

SOURCE: School of Economics, University of Sarajevo, “Structure of Fiscal System in Bosnia
and Herzegovina,” in Fiscal Decentralization in Bosnia and Herzegovina, Federation
B&H, conference paper prepared for the Fiscal Decentralization Initiative for Cen-
tral and Eastern Europe, Sarajevo, June 1999, 46.

NOTE: Foreign reconstruction assistance would add about fifty percent to public spending,
distorting the relative proportions of spending functions.

Expenditures at the canton level are dominated by health care, education, culture sports and
other such services at fifty-six percent of canton expenditures, with administrative expenses
taking twenty-one percent of canton budgets. In contrast, at the municipal level in the Federa-
tion, administrative expenses account for over forty percent of spending, with the health care
line taking only eighteen percent of budgets. This reflects the role that cantons play in operating
institutions within the municipalities. However, capital expenses at the canton level are eigh-
teen percent, and at the municipal level varied between twelve and seventeen percent in 1997
and 1998. Relatively speaking, municipalities have significant capital expenses in relation to
how their spending functions are different from the canton level. Data from 1997 and 1998
indicate that all ten cantons paid only 56 million to 506 million convertible marks in interest
on outstanding loans, while all Federation municipalities in the same period paid 1.1 million to
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2.6 million marks in interest even though total canton budgets were quadruple total municipal
budgets over the same period (see tables 3.5 and 3.6 below). Debt service in 1997 and 1998 for
municipalities was only 0.4 to 0.9 percent of spending.19

Table 3.5
Public Expenditures in Cantons of the Federation of Bosnia and Herzegovina,

1997–98 [in thousands of convertible Bosnian marks]

Description 1997 1998

Amount % Amount %

Current Expenditures 237,961 21.7 265,148 21.2

Salaries and Work
of Authorities 149,798 13.7 175,391 14.0

Defense 87,893 8.0 89,757 7.2

Capital Expenditures 184,485 16.8 151,062 12.1

Purchase of Equipment 33,132 3.0 36,381 2.9

Capital Transfers 151,353 13.8 114,681 9.2

Other Authorities 79,268 7.2 102,551 8.2

Investments and Subventions 72,085 6.6 12,130 1.0

Health Care, Education,
Culture, Sport and
Other Services 615,196 56.1 672,180 53.8

Education 268,945 24.5 318,152 25.5

Science, Culture and
Physical Culture 20,643 1.9 31,192 2.5

Social and the Protection
of Children 20,462 1.9 36,996 3.0

Health Protection
and Insurance 187,947 17.1 176,176 14.1

Rights of Soldiers 83,239 7.6 67,457 5.4

Other Services 33,960 3.1 42,207 3.4

Financial Expenditures 43 – 506 –

Credit Servicing 43 – 506 –

Other Expenditures 59,976 5.5 160,788 12.9

Total 1,097,391 100.0 1,249,684 100.0
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Table 3.6
Public Expenditures of Municipalities of the Federation of Bosnia and Herzegovina,

1997–98 [in thousands of convertible Bosnian marks]

Description 1997 1998

Amount % Amount %

Current Expenditures 115,917 41.8 127,728 42.1

Salaries and Work 113,030 40.8 125,883 41.5
of Authorities

Defense 2,887 1.0 1,845 0.6

Capital Expenditures 50,173 18.1 57,202 18.9

Purchasing of Equipment 14,100 5.1 17,314 5.7

Capital Transfers 36,073 13.0 39,888 13.2

Other Authorities 15,577 5.6 15,071 5.0

Investments and Subventions 20,496 7.4 24,817 8.2

Health Care, Education, Cul 50,843 18.4 51,679 17.0
ture, Sport and Other Services

Education 10,147 3.7 11,051 3.6

Science, Culture and 11,622 4.2 12,751 4.2
Physical Culture

Social and the Protection 7,060 2.5 8,417 2.8
of Children

Health Protection 1,246 0.4 1,041 0.3
and Insurance

Rights of Soldiers 9,681 3.5 6,778 2.2

Other Services 11,087 4.0 11,641 3.8

Financial Expenditures 2,609 0.9 1,149 0.4

Credit Servicing 2,609 0.9 1,149 0.4

Other Expenditures 57,458 20.7 65,391 21.6

Surplus of Expenditures — — 7,553 2.5
from the Previous Year

Reserves — — 3,309 1.1

Other Expenditures — — 54,529 18.0

Total 277,000 100,0 303,149 100,0
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4.3 Municipal Expenditures in Republika Srpska

Table 4.7 is based upon a limited sample of five municipalities, including the entity capital
Banja Luka and settlements with budgets one order of magnitude smaller. Despite large varia-
tions and the small sample size, the general tendencies and expenditure categories are indicative
of the entity as a whole. Functions that are performed at the canton or entity level in the
Federation, such as education, most social services, transportation, et cetera, are visible in the
Republika Srpska, not the municipal budgets. State administration tasks include items such as
marriage, birth and death records and various types of licenses.

Table 3.7
Municipal Expenditures in Republika Srpska

Based upon a Sample of Five Indicative Settlements [%]

Type 1996 1997 1998

Wages, Salaries and Taxes 34.6 34.4 37.2

State Administration Tasks 33.25 20.5 22.5

Transfers 3 4 3.5

Social Services 26.6 30 29.6

Other 2.55 11.1 7.2

SOURCE: Author’s calculations based upon data in Institute for Economics and Organiza-
tion, University of Banja Luka, Forum on Fiscal Decentralization in Bosnia and Herze-
govina, collection of working papers prepared for the Fiscal Decentralization Initia-
tive for Central and Eastern Europe, Sarajevo, June 1999, 16–17.

NOTE: Other categories of spending reflect wide variations among the sample.
All percentages are illustrative and are based upon the data available.

4.4 Local Taxation Potential

Municipalities in both entities are able to raise revenues in the form of fees, penalties, license
charges and minor local taxes. As indicated above, genuine local tax revenues in both entities
were below ten percent in the 1996–98 period. Shared revenues, even those that are fixed ahead
and have been proven to be stable and growing in congruence with the entity’s tax revenues,
could be considered “local taxes” from a financing perspective. Legislative and budgetary risk,
beyond the control of the municipality, would have to be borne by potential lenders, as the
canton and/or entity parliaments are expected to be able to control the financial fate of munic-
ipalities far into the future.
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In the RS, municipalities may impose taxes on sole proprietors, forestry and agriculture, unimproved
land, advertising, gambling machines, catering, resorts and hotels, water usage fees, certain minor
wage taxes, land use and other minor economic activities. Land and property taxes are not based on
value but on square meters and the extent to which the land is used for residential or business
purposes.

In the Federation, municipalities essentially may impose similar fees, fines and minor taxes on
property, land and small businesses. Based upon the consolidated tables presented above, mu-
nicipalities in 1998 were able to raise seven to twenty percent of their revenues from local
sources (categories in nationally consolidated tables do not always clearly define the types of
revenue that are included in statistics).

4.5 Municipal Borrowing and Other Issues20

Obstacles to genuine municipal borrowing for capital purposes (especially in the Federation)
abound. Despite massive external support, confidence in the long-term stability of the state and
the economy are lacking. Although the horizon of confidence is broadening, an environment
that is not perceived to be stable creates a poor context for long-term lending.

Potential lenders in Bosnia and Herzegovina lack both financial and analytical capacity. The
biggest problem is lack of investment capital. Banks and other financial institutions simply do
not have significant capital aggregations, for example, in the form of household savings or
deposits from private enterprises. To the extent that such deposits exist, they are short-term
demand deposits that are not a desirable basis for long-term lending. Foreign financial institu-
tions consider country risk to be high, largely due to political and economic uncertainty, and as
a result, long-term foreign capital is not available in the international markets. Such long-term
capital available to lenders, or likely to be available in the near future, generally is provided by
international donor programs.

In order to borrow responsibly, municipalities must have the skills and information to budget
for the current year and future years (including both operating and capital budgets); the ability
to understand the impact of borrowing for infrastructure on both annual debt service and
annual operational and maintenance expenses; and the ability to identify, prioritize and plan
strategically for capital investment. Municipalities must be able to identify and analyze techni-
cal and financial options and to show investors that they have adequate and reliable revenues to
meet their debt service obligations.

In Bosnia and Herzegovina, doubts about stability and management at the local level seem
dwarfed by country risk concerns, but as the macroeconomic and political situation stabilizes,
stability and capacity at the local level are likely to become more important.
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4.6 Specific Obstacles to Municipal Borrowing
and Local Economic Development

In the former Yugoslavia, no municipalities of any size could borrow21 and cantons did not exist.
Municipal borrowing now is authorized by budget legislation (not local government legisla-
tion) in both the RS (in draft form) and the Federation (existing).22 Articles 38 and 39 of each
of these laws are very similar in wording and clearly have the same genesis. They authorize
borrowing by cantons (in the Federation) and by municipalities and cities in both entities.
These provisions and the policies underlying them are unclear. Moreover, some stakeholders
are giving them interpretations that are difficult to reconcile with the plain language of the
legislation.

Article 38 of each law seems to be intended to authorize short-term borrowing. It authorizes
municipal borrowing only for the part of the budget that relates to investment expenditures,
and only from the RS/Federation budget for short-term deficits. In addition, article 38 provides
that borrowing cannot exceed twenty percent of total budgetary revenues, and the debt must be
repaid within the same fiscal year.

Article 38 seems to be aimed at short-term borrowing to cover cash flow irregularities. Howev-
er, if the goal is to provide a way to cover short-term cash flow problems, it is not clear why
municipal authority to borrow in the short term should be limited to investment expenses.
Requiring that short-term deficits are financed only by borrowing from the RS or the Federa-
tion puts an unnecessary burden on entity finances.23 If its purpose is to control the level of
borrowing, it does not appear to be effective—notwithstanding the requirement, short-term
borrowing from local banks is not uncommon.

Article 39 of each law seems to be directed at long-term borrowing and authorizes incurring
debt domestically and abroad for financing “capital investment” expenditures in accordance
with criteria to be specified. In addition, article 39 of each law provides that the decision on the
debt is to be taken by the municipal assembly (in the RS) or the canton parliament (in the
Federation),24 and borrowing cannot exceed twenty percent of total budgetary revenues.

It is not clear if a difference is intended between “investment expenditures” as used in article 38
and “capital investment expenditures” as used in article 39. The criteria mentioned in article 39
have not been adopted in either entity, resulting in a lack of clarity about what long-term
borrowing is authorized.

In the Federation, a fundamental threshold issue deals with the nature of a municipality and its
roles and responsibilities, especially in comparison with those of cantons. If municipalities are
conceived to be separate, autonomous political and fiscal actors within their sphere of compe-
tence, then it follows that they will need reliable revenues (and perhaps the authority to set their
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own revenue policies), that they should develop their own investment plans and that they probably
should be authorized to borrow at their own discretion. On the other hand, if municipalities are
intended to merely implement canton policies and will have neither reliable nor adequate revenues,
then any municipal borrowing probably would require a canton guarantee, and municipalities
would have no real use for independent borrowing authority.

In the Federation today, this question of the role of municipalities is unclear because municipal
revenues and authority over infrastructure and planning depends largely on canton-level legis-
lation. In three of ten cantons, legislation is lacking. Even where legislation exists, it does not
address all aspects of task and revenue allocation.25 In at least two cases, the canton legislation
reserves broad discretion over policies and practices for the canton government. Some cantons
give substantial capital and operating responsibilities for infrastructure to municipalities with-
out providing adequate revenues. And in some cantons, local shares of canton-controlled reve-
nues have been falling.26 Uncertainty in municipal revenues, uncertainty about municipal re-
sponsibilities and large unfunded mandates do not bode well for municipal viability, let alone
for municipal borrowing.

Once the role of municipalities is more clear, as in the RS, another policy question is if all
municipalities should be authorized to borrow or if borrowing should be restricted to cities of a
certain size or classification. The argument for restricting which municipalities may borrow is
often paternalistic: that smaller entities won’t have the management capacity or revenues to
handle debt and that borrowing can do more harm than good. In countries that allow all
municipalities to borrow, the underlying theory is that borrowing is a useful tool and should be
available to all, with smaller-scale borrowing for smaller municipalities and larger borrowings
for larger municipalities with more financial capacity.

5. Next Steps in the Process of Transition

Assuming that both entities in Bosnia and Herzegovina continue to recover from the war and
that the Dayton-imposed political system survives the next electoral cycle and the gradual with-
drawal of UN administration and foreign military forces, local government policy will need to
be refined continuously. In both entities questions of capital financing of schools, social welfare
facilities, health care institutions and environmental infrastructure need to be resolved. These
types of services are in general funded by the cantons in the Federation and by the entity gov-
ernment in the Republika Srpska, leaving open an unfunded capital replacement and improve-
ment mandate in both entities. Evidence abounds that upgrading and renovating these facilities
in some circumstances is the unwritten de facto obligation of municipalities that do not have
capital financing resources (sufficient taxing power; stable, predictable transfers) of their own.
Municipalities in which these facilities are located face local political pressure to make capital
improvements that technically are not their responsibility.
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The issue of “emergency” funds for insolvent or distressed communities in both entities needs
to be clarified. “Soft” budgetary funds in the cantons, subject to much political manipulation
and bargaining, compensate municipalities with temporary financial problems. In the Republi-
ka Srpska municipalities are in one sense guaranteed by the entity to have sufficient funds to
conduct all of their activities, and this has led to some abuse on the part of less than truly
distressed communities. The issue of the entity compensating municipalities for uncovered costs
suggests that a borrower municipality may enjoy a virtual guarantee of its debt payments. Un-
certainty also abounds regarding the interpretation of debt limits or debt service limits and the
extent of canton review and/or approval required in the Federation for municipal borrowing.
The extent of potential municipal borrowing is also uncertain in the Federation, since some
cantons explicitly pass on capital spending burdens to the municipal level, while others, at least
based upon their canton local government legislation, do not account explicitly for capital spend-
ing responsibility.

As postwar reconstruction grants from a variety of donors dry up, the question of the role of the
state itself will reemerge, given the infrastructure deficit that crosses all subnational boundaries.
In essence, if the elections of 2000 turn out well at the state, entity, canton and municipal levels,
then a policy dialogue can begin to solve some of these issues, with a gradual reprofessionaliza-
tion of governmental elites, the emergence of NGOs and advocacy groups and the legalization
of the black and gray economies into the visible and tax-paying sector.

Recent Publications on Local Government
in Bosnia and Herzegovina

Critical economic and reconstruction information on Bosnia is available from the World Bank’s
Mission to Bosnia and Herzegovina website: www.worldbank.org.ba.

Information on the political and economic aspects of reconstruction from the perspective of the
U.S. Agency for International Development (USAID) is available from: www.usaid.ba.

The Organization for Security and Cooperation in Europe (OSCE) maintains a large database
of documents, current events, news releases and vital statistics on its mission to Bosnia and
Herzegovina. Past election data, the progress of elections in process or to be held and the status
of various pieces of key legislation can be tracked on the OSCE web site. A key document signed
in November 1995 is the Dayton Peace Agreement, which essentially outlined the future of Bos-
nia after the cease-fire. See The Dayton Peace Agreement and Annexes available at: www.oscebih.org.
Other important annexes to Dayton and follow-up agreements include the following:
• General Framework Agreement for Peace in Bosnia and Herzegovina (Initialed in Dayton

on 21 November 1995 and signed in Paris on 14 December 1995)
• Annex 4—General Framework Agreement, “Constitution of Bosnia and Herzegovina”
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• Annex 9—General Framework Agreement, “Agreement on Establishment of Bosnia and
Herzegovina Public Corporations”

• Reinforcing Peace in Bosnia and Herzegovina-The Way Ahead. Annex—“The Peace
Implementation Agenda of the Madrid Declaration of the Peace Implementation Council
(December 1998).” Available on the OSCE web site.

“The Constitution of the Federation of Bosnia and Herzegovina, Official Gazette of FbiH, no.
1/94.

Semi-annual reports on the progress of democratization written by the OSCE Mission to Bos-
nia and Herzegovina are available at www.oscebih.org/dem.htm

Contacts for Further Information
on Local Government in Bosnia and Herzegovina

State, Federation and Republika Srpska authorities, elected bodies, commissions, et cetera

The World Bank Mission in Sarajevo maintains and updates a guide to ministries and
public authorities that it sells for charitable purposes. That guide, the contents of which
change constantly, is available from the bank mission (see address below).

Law Center Open Society Fund Bosnia and Herzegovina

Address: Obala Kulina Bana 7/1, 71 000 Sarajevo, Bosnia and Herzegovina
Phone/Fax: (387-71) 668-683
E-mail: law@soros.org.ba
Website: www.soros.org.ba/~law/

Municipal Finance Officers Association Federation BiH (JAFIS)

Address: Mehmeda Spahe 1/3, Sarajevo, Bosnia and Herzegovina
Phone/Fax: (387-71) 209-014
E-mail: jafis@soros.org.ba
Website: www.soros.org.ba/~jafis

Organization for Security and Cooperation in Europe
Mission to Bosnia and Herzegovina, Head Office

Address: Obala Kulina Bana 19, 71 000 Sarajevo, Bosnia and Herzegovina
Phone: (387-71) 292-100
Fax: (387-71) 442-479
Website: www.oscebih.org
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Democratization Department

Address: Pehlivanusa 3, 71 000 Sarajevo, Bosnia and Herzegovina
Phone: (387-71) 292-364
Fax: (387-71) 232-553

The World Bank Group, Bosnia and Herzegovina Country Office

Address: Hidrogradnja Building, 5th Floor, Hamdije Kresevljakovica 19,
71 000 Sarajevo, Bosnia and Herzegovina

Phone: (387-71) 440-293
Fax: (387-71) 440-108
E-mail: mail_to_bosnia@worldbank.org
Website: www.worldbank.org.ba
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Notes

1 For details on Bosnia’s economy and political structure at the end of the war, see William
Fox and Christine Wallich, “Fiscal Federalism in Bosnia-Herzegovina: The Dayton
Challenge,” Policy Research Working Paper 1714 (Washington: The World Bank, January
1997).

2 For full details see a report by the School of Economics, University of Sarajevo (cited
hereafter as SEUS), “Fiscal Decentralization in Bosnia and Herzegovina, Federation B&H,”
prepared for the Fiscal Decentralization Initiative for Central and Eastern Europe, The
World Bank Economic Development Institute, Sarajevo, June 1999 (manuscript).

3 See the Constitution of Federation Bosnia and Herzegovina, Section V, Article 2 (2) as
amended on 5 June 1996, published in Official Gazette FbiH 13/97 (2 June 1997): 233.

4 Due to space considerations, the 1996 Bosnia general elections and various problems
documented by international observers cannot be reprinted here. For specific information
see Hans Schmeets and Jeanet Exel, The 1996 Bosnia-Hercegovina Elections: An Analysis of
the Observations (Kluwer Academic Publishers, 1997); Robert M. Hayden, Blueprints for
a House Divided: The Constitutional Logic of the Yugoslav Conflicts (University of Michigan
Press, 1999); David Chandler, Bosnia: Faking Democracy after Dayton (Stylus Publishers,
1999).

5 See Radio Free Europe/Radio Liberty, Bosnia Report 2: 37 (16 September 1998).

6 See the OSCE’s translation of the BiH draft election law at: www.oscebih.org/documents/
draftelectionlaw/eng/del-eng-14.htm.

7 See www.oscebih.org/pressreleases/november1999/9-11-coalition.htm.

8 See RFE/RL, Bosnia Report 1: 9 (24 September 1997).

9 See RFE/RL, Bosnia Report 1: 18 (26 November 1997).

10 See Lisa McAdams, ”Bosnia: Election Results Reveal Political Shape,” RFE/RL wire
dispatch, 9 October 1997.

11 See Commission on Security and Cooperation in Europe, The 1997 Municipal Elections
in Bosnia-Hercegovina (Washington, D.C.: October 1997).

12 CSCE, 1997 Municipal Elections, 10.
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13 See Republika Srpska draft law on local self-management (July 1999), paragraphs 74–76.

14 The concluding paragraphs rely on the author’s contribution to an unpublished policy
note prepared by Matthew D. Glasser and Charles Jokay, “Advisory Note on Regulatory
Framework and Institutional Issues: Municipal Borrowing in Bosnia and Herzegovina,”
Research Triangle Institute, World Bank (January 2000).

15 SEUS, “Structure of Fiscal System,” 18.

16 SEUS, “Structure of Fiscal System,” 46.

17 SEUS, “Structure of Fiscal System,” 41.

18 Institute for Economics and Organization, University of Banja Luka, “Economic Structure
and Fiscal Capacity,” in Forum on Fiscal Decentralization in Bosnia and Herzegovina,
working paper prepared for the Fiscal Decentralization Initiative for Central and Eastern
Europe, Sarajevo, June 1999, 7.

19 SEUS, “Structure of Fiscal System,” 51 and 54.

20 This section and the next were extracted from Matthew Glasser and Charles Jokay,
“Advisory Note on Regulatory Framework and Institutional Issues: Municipal Borrowing
in Bosnia and Herzegovina,” Final Draft Report, Research Triangle Institute, January
2000.

21 One former municipal official said this was because municipal borrowing would have
represented a debt of the state.

22 It is not clear why this authority appears in the budget law, as opposed to a law on local
government.

23 The literal wording, limiting borrowing to the entity’s “budget,” seems to reflect a common
view in the region that a national budget is a source of money rather than a plan for
spending money.

24 It is not clear if the Federation’s requirement for canton approval was intended to foreclose
autonomous municipal borrowing. Many people interviewed in the preparation of this
note felt that it was a drafting error, and it is being interpreted by some stakeholders to
require canton parliament approval for canton borrowing and municipal assembly approval
for municipal borrowing.
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25 Pursuant to article 19 of the 1995 Federation Law on Local Self-government, cantons were
required to pass municipal framework legislation within thirty days of being “constituted in
the interim period.” It was intended that the “canton law on local self-government shall
regulate in greater detail issues…of self-government…property and financing of local self-
government…” We have evaluated two canton municipal framework laws (Bosansko-Prodrinjski
and Herzegbosanski) and understand that three cantons (Tuzla, Zenicko and Herzegovacko)
do not yet have municipal framework legislation in place as of September 1999.

26 Of ten cantons for which 1997 data was available, nine showed a decrease in municipal
revenue shares from 1997 to 1998, from an average of 26.7 percent of canton revenues to
an average of 18.8 percent. Of twelve cantons for which 1998 data was available, four
showed an increase, four showed a decrease and three held steady, with the average share
changing only slightly from 20.0 percent to 19.6 percent of canton revenues. Of course,
for a potential borrower the average revenue share doesn’t matter—the predictability of
its own revenues does. No data was available on variability in individual municipal revenue
shares.
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Annex 3.1

Major General Indicators

Size of territory 51,197 square kilometers

Population density 69 inhabitants/square kilometer

Population 4.3 million (1990)
3.5 million, with 800,000 refugees abroad (1999)

Major ethnic divisions Bosniac, Croatian, Serb, others

Per capita GDP (World Bank estimate) 2,400 USD in 1990
1,140 USD in 1999

Data on the annual general government budget
In 1998, forty-eight percent of total public spend-
ing was on the canton and municipal level,
amounting to forty-two percent of national GDP.
In 1998, the central state only amounted to six
percent of public spending, with the private econ-
omy amounting to about thirty percent of GDP.
If donor support is taken into account, ninety-
eight percent of public spending was performed
on the canton, municipality and entity levels, with
only two percent at the state level (proportion of
national budget, local governments, social secu-
rity fund, independent funds).

Public debt (1995) approximately 3 billion USD
IMF standards and currency board regulations
do not allow internal borrowing. External debt
in September 1999 amounted to 1.6 billion USD,
over one billion of which was owed to multi-
lateral organizations, the balance to banks and
to trade partners (World Bank estimates).

Unemployment rate
(World Bank estimate, 1999) approximately 40%

Inflation rate approximately 2%
(equivalent to DM inflation rate,
currency board until 2003)
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Annex 3.2

Population, Settlements and Administrative Units

Average population capacity
of municipal governments  26,000

Number of local governments
at different levels

Federation of Bosnia and Herzegovina 10 cantons, 73 municipalities
Republika Srpska 64 municipalities (no middle tier)

Cities
Federation of Bosnia and Herzegovina 2 (Sarajevo, Mostar)
Republika Srpska 1 (Banja Luka)
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Figure 3A.1
Administrative Map of the Federation Bosnia and Herzegovina
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Tuzla
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District
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Annex 3.3

Major Laws on Public Administration and Local Government

A good source for translations of Bosnian laws into the English language is USAID’s Legal and
Regulatory Reform Project home page: www.soros.org.ba/~lrrp/.

Similarly, the UN Office of the High Representative to Bosnia and Herzegovina maintains a
web site with key documents in English and the original languages: www.ohr.int.

The following laws regulate public administration and local government in Bosnia and Herze-
govina:
• Budget Law of the Republika Srpska (translated by the UN Office of the High

Representative, Banja Luka)
• Draft Electoral Law of Bosnia and Herzegovina (1999) (translated by the OSCE

www.oscebih.org/documents/draftelectionlaw/eng/del-eng-14.htm)
• The Draft External Debt Law of the Federation of Bosnia and Herzegovina (The Republika

Srpska) based upon Law of the External Debt of Bosnia and Herzegovina, Chapter II,
Article 4, Section b, subsection 3 (Official Gazette of BiH, No. 1/97)

• Draft Law on Local Self-management, Ministry of Local Government (July 1999 version)
(UN Office of the High Representative, Banja Luka)

• Bosna-Podrinje Canton, Law on Local Self-government, Official Gazette of Bosna-Podrinje
Canton, no. 8/97 (translated by The World Bank, Sarajevo).

• Hercegbosna Canton, Law on Local Self-management, March 1998 (translated by The
World Bank, Sarajevo)
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Annex 3.4

Responsibilities of Administrative Tiers

Table 3A.1
Specific Functions of Local Government Units in Bosnia and Herzegovina

Functions All Regional Entity Level Central State
Municipalities or Urban (Federation (BiH)

Governments or Republika
(cantons) Srpska)

I .  E D U C A T I O N

1. Preschool Capital Operations X
expenses

2. Primary Capital Operations X
expenses

3. Secondary Capital Operations X
expenses

4. Technical X RS X

I I .  S O C I A L  W E L F A R E

1. Nurseries X X Entity
social funds

2. Kindergartens X X Entity
social funds

3. Welfare Homes X X Entity
social funds

4. Personal Services for the X X Entity
Elderly and Handicapped social funds

5. Special Services X X Entity
(for the homeless, social funds
families in crisis, etc.)

6. Social Housing X X Entity
social funds

7. Refugees X X X X
(and donors)
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Table 3A.1 (continued)
Specific Functions of Local Government Units in Bosnia and Herzegovina

Functions All Regional Entity Level Central State
Municipalities or Urban (Federation (BiH)

Governments or Republika
(cantons) Srpska)

I I I .  H E A LT H  S E R V I C E S

1. Primary Health Care Fees and Operations Entity
capital expenses health fund

2. Health Protection Fees and Operations Entity
capital expenses health fund

3. Hospitals X X X

4. Public Health X X X X

I V.  C U LT U R E ,  L E I S U R E ,  S P O R T S

1. Theaters Capital X X
expenses

2. Museums Capital X X
expenses

3. Libraries Capital X X
expenses

4. Parks Capital X X
expenses

5. Sports, Leisure Capital X X
expenses

6. Maintaining Buildings Capital X X
for Cultural Events expenses

V.  E C O N O M I C  S E R V I C E S

1. Water Supply Some Some regional
companies

2. Sewage Some Some regional
companies

3. Electricity X BiH grid

4. Gas X BiH
gas company

5. District Heating Some

L O C A L  G O V E R N M E N T  I N  B O S N I A  A N D  H E R Z E G O V I N A



Table 3A.1 (continued)
Specific Functions of Local Government Units in Bosnia and Herzegovina

Functions All Regional Entity Level Central State
Municipalities or Urban (Federation (BiH)

Governments or Republika
(cantons) Srpska)

V I .  E N V I R O N M E N T,  P U B L I C  S A N I T A T I O N

1. Refuse Collection Some X RS

2. Refuse Disposal Some X RS

3. Street Cleaning Some

4. Cemeteries X X

5. Environmental Protection X X X X

V I I .  T R A F F I C ,  T R A N S P O R T

1. Roads X X X X

2. Public Lighting X X RS

3. Public Transport X X X X

V I I I .  U R B A N  D E V E L O P M E N T

1. Town Planning X X RS

2. Regional/Spatial Planning X RS

3. Local Economic X X RS
Development

4. Tourism X X RS

I X .  G E N E R A L  A D M I N I S T R A T I O N

1. Authoritative Functions Some X X
(licenses, etc.)

2. Other State Some X X
Administrative Matters
(electoral register, etc.)

3. Local Police Some Canton police RS

4. Fire Brigades Some X

5. Civil Defense X X

6. Consumer Protection X X

140

S T A B I L I Z A T I O N  O F  L O C A L  G O V E R N M E N T S

L O C A L  G O V E R N M E N T S  I N  C E N T R A L  A N D  E A S T E R N  E U R O P E


