Budget support: As good as the strategy it finances

By signing up to the Millennium Development Goals (MDGs), the international development community has made a

commitment to turn into reality the right to social security for all. To finance the MDGs aid agencies have promised to deliver

more aid in a more effective way. One aid instrument that has risen in prominence is budget support. The term ‘budget support’

encompasses general and sector budget support. Budget supportis an effective instrument when the government is implementing

a poverty reduction strategy or a development strategy that its aid partners broadly support. The governments must be able to

maintain economic discipline and control public expenditures, and there must be a high level of trust between the government

and its partners. In these circumstances, budget support avoids many of the problems that accompany other forms of aid.
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By signing up to the Millennium Development Goals
(MDGs),? the international development community
has made a commitment to turn into reality the right
to social security for all. The International Labour
Organization (ILO) definition of social security in-
cludes basic health and education services, as well
as income security. There remains a strong role
for state financing and provision of these services;
therefore they will feature strongly in government-
to-government aid for poor countries. Typically
the requirement is to underpin recurrent costs, not
just investment costs of basic services. This article
looks at the relevance of budget support to financing
the relevant MDGs, and draws some conclusions
about the role of budget support, how it should be
designed and the attitude civil society organizations
should adopt towards it. It draws largely on the Joint
Evaluation of General Budget Support®in which both
authors were involved.

More and better aid promised

To finance the MDGs aid agencies have promised to
deliver more aid: donor countries have pledged to
meet the official development assistance (ODA) tar-
get of 0.7% of gross national income (GNI), and the
(8 has pledged to double aid to Africa by 2010.
However, these promises are not being met,
and this is putting the success of the MDGs in jeop-
ardy. The United Nations (UN) has shown its serious
concern with this state of affairs in the latest MDG
progress report: “In particular, the lack of any sig-
nificant increase in official development assistance
since 2004 makes it impossible, even for well-
governed countries, to meet the MDGs. As this re-
port makes clear, adequate resources need to be
made available to countries in a predictable way for

1 The authors are members of the staff of Mokoro Ltd
which was formed as a not-for-profit company in 1982
to provide technical assistance and support for economic
and social development and resource management.
<www.mokoro.co.uk>

2 For details of the MDGs, see the article by Joyce Haarbrink in
this Report.

3 IDD & Associates (2006). Joint Evaluation of General Budget
Support: Synthesis Report. May. Glasgow: DFID.
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them to be able to effectively plan the scaling up of
their investments.”™

As well as an increased volume of aid, the aid
agencies have promised, through the Millennium
Declaration, the 2002 Monterrey Conference on Fi-
nancing for Development, the 2005 Paris Declaration
on Aid Effectiveness and the 2005 World Summit, to
deliver more effective aid. Since the late 1990s there
has been a growing consensus that inappropriate aid
modalities had become part of the problem. Efforts
to bypass weaknesses in government systems were
seen to have further weakened them, to have frag-
mented national decision-making, and to have raised
the transaction costs of aid. The aid effectiveness
debate has led to a new consensus that aid needs to
be delivered in a way that promotes harmonization,
alignment and recipient government ownership.

Budget support: rise to prominence

In this context, one aid instrument that has risen in
prominence is budget support. The proponents of
budget support claim that it is an efficient mecha-
nism for delivering scaled up aid effectively. As this
view has gained ground, an increasing number of
aid agencies have started disbursing more aid as
budget support. The European Commission (EC)
in a recent proposal declared that “a shift to more
budget support will be essential to make effective
use of scaled up aid.”

Definition and expectations

Budget support is aid funding to government that
is not earmarked to specific projects or expenditure
items and is disbursed through the recipient govern-
ment’s own financial management system. Itis nota
new phenomenon: several former colonies received
general budgetary grants for some years after inde-
pendence; balance of payments support — including
structural adjustment lending by the World Bank and
the International Monetary Fund (IMF) —often gener-
ated local currency that governments could use to
support their budgets according to their own priori-
ties. More recently, debt relief has been animportant

4 United Nations (2007). The Millennium Development
Goals Report 2007. New York: UN. Available from:
<www.un.org/millenniumgoals/pdf/mdg2007.pdf>.

5 EC(2007). Technical Discussion Paper on a “MDG Contract”.
A Proposal for Longer Term and More Predictable General
Budget Support. 19 June. EC DG Development.
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form of budget support (for example, when bilat-
eral donors used special debt relief funds to service
developing countries’ debts to the World Bank and
IMF, governments were able to spend an equivalent
amount on their own domestic priorities instead).

However, recent forms of budget support have
focused more directly on the government budget. They
have been designed to support nationally owned pov-
erty reduction strategies in ways that would strengthen
national capacity and ensure more sustainable devel-
opment — hence the designations ‘poverty reduction
budget support’ and ‘partnership general budget sup-
port’. (‘Partnership’ is contrasted with the imposed
conditionality of the structural adjustment era.)

The term ‘budget support’ encompasses gen-
eral and sector budget support. All types of budget
support include a lump sum transfer of foreign
exchange; differences then arise on the extent of
earmarking and on the levels and focus of the policy
dialogue and conditionality. Sector budget support
is distinguished from general budget support by
being focused on a discrete sector or sectors, with
any conditionality relating to these sectors. Often
the funds are not strictly earmarked to the sector. In
practice the design of budget support instruments is
aspectrum (see Box 1).

There has been a lack of systematic knowledge
on the actual design, practice and effects of budget
support, due to its complex nature and the fact that in
the form of ‘partnership’ budget support it has been
used more widely only from the late 1990s.

There are anumber of assumptions made about
budget support. For example, when used to finance
country development strategies, budget support is
expected to also have a wide range of complemen-
tary effects, such as:

e Improved coordination and harmonization
among donors and alignment with partner coun-
try systems (including budget systems and re-
sult systems) and policies.

*  Lowertransaction costs.
* Higherallocative efficiency of public expenditures.
e Greater predictability of funding.

* Increased effectiveness of the state and public
administration as budget support is aligned
with and uses government allocation and finan-
cial management systems.
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* Improved domestic accountability through
increased focus on the government’s own ac-
countability channels.

Not all preconceptions of budget support are
positive: another set of assumptions focus on the
risks associated with it. A common view, for exam-
ple, is that budget support is more vulnerable to cor-
ruption than other forms of aid, and sometimes it is
crudely characterized as “money for governments to

®

Joint Evaluation of General Budget Support

The debate on budget support has been moved for-
ward with the completion of the Joint Evaluation of
General Budget Support.® An independent study led
by the International Development Department of the
University of Birmingham commissioned by a group
of 24 aid agencies and 7 partner governments under
the aegis of the Development Assistance Commit-
tee (DAC) of the OECD, this was the first systematic

attempt to assess to what extent and under what
circumstances general budget support is relevant,
efficient and effective for achieving sustainable im-
pacts on poverty reduction and growth (see Box 2
for further details).

While the evaluation’s focus was on general
budget support, one of its findings is that many of
the lessons in design and operation of budget sup-
port are relevant to both general and sector budget
support. This report draws upon the evaluation to

do what they like with.”

6 DD & Associates (2006), op. cit.

explore the assumptions behind some commonly

BOX 1. Design options along the general and sector budget support spectrum

Design feature

General budget support

Design options

Sector budget support

Flow of funds

Objectives, dialogue
and conditionality

Associated technical
assistance and

Transfer money to consolidated fund. Money
not associated with any particular sector.

Mainly macro and cross-cutting objectives
with dialogue and conditions relating mainly
to those two areas.

Aimed at strengthening capacity to develop
macro policy, build sector-macro linkages and

Transfer money to consolidated fund. Money associated
with sector or sub-sector, but not tracked. Total spending in
sector must exceed total donor contributions.

Sector, macro and cross-cutting objectives with dialogue
and conditions relating to all three.

Aimed at strengthening capacity at sector level and for some
macro and cross-cutting issues.

Transfer money to sector specific bank
account so that money can be tracked to
sector or sub-sector.

Mainly sector specific objectives, with
dialogue and conditions relating to sector.

Mainly aimed at strengthening sector
capacity, including sector level planning

capacity building strengthen cross-cutting processes. and budgeting.

Note: The authors are indebted to Jennie Barugh of DFID (UK Department for International Development) for this depiction.

BOX 2. THE JOINT EVALUATION OF GENERAL BUDGET SUPPORT 1994-2004

In2004 a group of 24 aid agencies and 7 partner governments commissioned ~ ©
a joint evaluation of general budget support. Its purpose was to assess
to what extent and under what circumstances General Budget Support is
relevant, efficient and effective for achieving sustainable impacts on poverty
reduction and growth. ¢
This independent study was led by the International Development
Department of the University of Birmingham. Its outputs are seven country
case studies (for Burkina Faso, Malawi, Mozambique, Nicaragua, Rwanda,
Uganda, and Vietnam), a synthesis report, and six thematic papers:

How can the risks of General Budget Support be managed?

How does General Budget Support affect ownership and accountability?
*  General Budget Support: Policy Questions and Answers

General Budget Support: General Questions and Answers

The outputs can be accessed from the OECD DAC evaluation website:
<www.tinyurl.com/ry7xj>.

The study countries were an illustrative, nota representative, sample. Never-
theless, the variety of contexts gave opportunities to draw lessons from contrasts
as well as similarities between countries. However, the short history of general
budget support limits the scope for robust findings at outcome and impact level.

*  What are the effects of General Budget Support?
¢ When and how should General Budget Support be used?

Country context PGBS
Size Aid dependency Government capacity Duration PGBS “volume” Donor involvement
Population GNI ODA CPIA CPIAchange | Starting Flows PGBS PGBS No. donors
(millions) per capita asa % GNI quintile from 1999 year up to 2004 as ashare per capita providing
in2000 (USD) in 2000 in 2000 in2003 02003 for PGBS | (million USD) of ODA (USD, PGBS
in 2004 cumulative) in 2004
Burkina Faso 11.3 250 12.9 2 +1 2001 500 25% 443 7
Malawi 10.3 170 26.1 3 = 2000 148 5% 14.4 3
Mozambique 17.7 210 25.4 3 = 2000 611 19% 34.5 15
Nicaragua 5.1 740 15.0 1 +1 2002 77 4% 15.1 3
Rwanda 7.7 260 17.9 3 0 2000 248 26% 322 4
Uganda 23.3 270 14.3 1 0 1998 1,775 31% 76.2 16
Vietnam 785 380 515 1 +2 2001 570 8% 7.3 9
Source: Synthesis Report, Tables 3.1-3.5 and Figure 3.1.
Notes: The World Bank’s Country Policy and Institutional Assessment (CPIA) tool assesses each IDA country’s present policy and institutional framework for fostering poverty reduction, sustainable
growth and ability to use development assistance effectively. An IDA country is a World Bank classification for the poorest countries eligible for long-term loans at zero interest. PGBS: ‘Partnership’
general budget support

Source: IDD & Associates (2007). Joint Evall of General Budget Support 1994-2004 — Briefing Paper: What are the effects of General Budget Support? March. Glasgow: DFID.
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held views regarding the effects of budget supportin
general. The evaluation also highlights that the inter-
action between general budget support and sector
budget support is an important practical considera-
tion and we return to this in the section on budget
support design.

A broader strategy or ‘package’

The evaluation found that although budget support
money is not earmarked to specific expenditures,
it is part of a broader understanding about how the
government resources will be used. The finance is
accompanied by other ‘inputs’. These include: the
conditions on which funding is provided and proce-
dures for dialogue between governmentand donors;
donor efforts to harmonize their aid and align it with
national policies and procedures; and technical as-
sistance and capacity building. Box 3 describes a
typical budget support package.

Only as good as the strategy it finances

Partnership budget support is used to support na-
tional poverty reduction strategies, and so it reflects
the strengths and weaknesses of those strategies.
The first set of Poverty Reduction Strategy Papers
focused strongly on expanding access to basic pub-
lic services, especially primary education and health
care. Budget support has been an efficient way of
supporting those strategies, but they have had lim-
ited effects on growth and on raising the incomes
of the poor. Second-generation poverty reduction
strategies are paying more attention to growth and
income poverty reduction.”

The general budget support evaluation con-
cluded that budget support is an effective instru-
ment when the government is implementing a
poverty reduction strategy that its aid partners
broadly support. The government must be able to
maintain economic discipline and control public
expenditures, and there must be a high level of trust
between the government and its partners. In these
circumstances, budget support avoids many of the
problems that accompany other forms of aid (e.g.
uncoordinated projects that undermine govern-
ment systems, impose high transaction costs and
lack sustainability).

The potential to strengthen
government systems

A characteristic feature of budget supportis a strong
focus on public finance management. This stems
immediately from fiduciary concerns about the
resources entrusted to national public finance man-
agement systems and, more fundamentally, from
the budget’s role as the key link between policy and
implementation. Greater focus on the government
budget (as opposed to funds separately dispensed
by aid agencies) gives public agencies an incentive to
compete for public funds and strengthens the budg-
et process. This also strengthens the formulation

7 Driscoll, R. etal (2006). Trade and Growth in Second
Generation Poverty Reduction Strategies. Report for
Department for International Development. London: DFID.
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BOX 3. BUDGET SUPPORT IS A PACKAGE

Budget support is usually linked to the implementation of a national poverty reduction strategy.
The exact arrangements for budget support differ according to the aid agency and recipient
country involved, but the typical budget support ‘package’ includes:

* Abasicagreement between the recipient country and its aid partner(s), about the country’s
aid strategy and objectives, and the general principles of development cooperation. A
memorandum of understanding (MOU) often reflects this agreement and sets outarrange-
ments for regular dialogue about general policies and the use of budget support.

e Specific agreements about the amount of budget support to be provided and the condi-
tions for its disbursements. There is usually a general condition that the government will
adhere to the broad understandings set out in the MOU, plus specific conditions for the
disbursement of budget support funds. The specific conditions usually include a set of
agreed policy measures that the government will undertake. Some donors link at least part
of their disbursement to the achievement of set performance targets.

e Anagreed procedure for monitoring and review of performance. This monitoring and
review is integrated into the preparation of subsequent instalments of budget support.
Among otherthings, the budget support donors monitor the country’s public expenditures
asawhole.

e Budget support is accompanied by programmes to strengthen public finance manage-
ment, and budget support donors systematically monitor the quality of the country’s public
finance management systems.

e Budget support is part of broader efforts by donors to align their assistance with the na-
tional poverty reduction strategy, to harmonize aid from different agencies, and to make
more use of national procedures and systems in the way that aid is provided.

e Budget support is accompanied by technical assistance and support for capacity develop-
ment, especially to strengthen planning, budgeting and financial management.

Source: IDD & Associates (2007). Joint Evaluation of General Budget Support 1994-2004 — Briefing Paper: General
Questions and Answers. March. Glasgow: DFID.

BOX 4. DONOR EXPERIENCES IN COMBATING CORRUPTION

A recent synthesis of donor experiences in combating corruption highlights the following lessons:

* There are no quick fixes, but a need for long-term comprehensive approaches that aim at
systemic change.

e Thereareavariety of entry points for addressing corruption. Explicitly fighting corruption does
not have to be the main point of entry: significant work, frequently not identified as anti-cor-
ruption, is being done to make improvements to financial systems, procurement, oversight
agencies, etc. in the name of efficiency, transparency, capacity building and institutional
strengthening.

* Aclear understanding of the political economy of corruption is a necessary basis for effective
action against it. Experience and specific knowledge of the country context are essential.

* Policy dialogue, if itis based on sound country knowledge, can play a useful role in combination
with other instruments, especially in supporting partner country leadership that is committed
to change.

Source: OECD (2005). “Final Report of the OECD Development Assistance Committee Development Partnership Forum on
Improving Donor Effectiveness in Combating Corruption”, 9-10 December 2004. (24 February 2005) OECD DAC.

of national policies. Budget support strengthens
the demand for timely and transparent budgets and
expenditure records. This complements technical
assistance and capacity building efforts that focus
on the supply of technical improvements. Looking
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at public expenditure management, allocative
efficiency is improved by making more funds avail-
able to finance poverty reduction strategy priorities
and operational efficiency is improved by allowing a
better balance between recurrent and capital costs,
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and giving governments more flexibility in the use
of funds.

Not necessarily more vulnerable
to corruption than other aid instruments

Budget support requires a basic level of trust be-
tween partners. Corruption — especially high-level
corruption — undermines this. Corruption also cor-
rodes public support for aid in donor countries.
Corruption was perceived as a serious issue in all
the study countries of the general budget support
evaluation but it is inherently difficult to measure.
Available data are not robust enough to indicate
reliable trends in performance. Corruption can affect
all modalities of aid, sometimes in subtle ways (e.g.
corruption creates a bias towards capital expen-
ditures, because investment projects offer more
opportunities for illicit gain). Aid modalities them-
selves affect the environment for corruption (e.g. a
multiplicity of donor procedures outside of govern-
ment systems may complicate and undermine the
role of national audit institutions; tied aid may create
anon-competitive contracting environment). Box 4
highlights lessons of donor experience in combating
corruption.

There was no clear evidence that budget sup-
port funds were, in practice, more affected by cor-
ruption than other forms of aid. Actions against
corruption were included in the performance matri-
ces and conditions for budget support in all cases,
but highly visible legal measures were rarely very
effective.

Budget support’s contribution to the strength-
ening of public finance management (PFM) prob-
ably had a more significant effect on the environ-
ment for corruption. This is because “the nature
and quality of a country’s PFM system to a large
extent determine the ease with which public corrup-
tion can occur.”® Building on earlier work (notably
the fiduciary analyses and assessments linked to
the Highly Indebted Poor Countries [HIPC] initia-
tive processes), budget support-related dialogue
and technical assistance have continued to sup-
port improvements in transparency, procurement
management and auditing; their joint involvement
in budget support has tended to increase coordina-
tionamong donors on such issues and added to the
collective weight of donor pressure for improve-
ments in government accountability systems. This
includes specific measures such as expenditure
tracking studies, which are helping to address prac-
tical issues in ensuring that resources and services
reach their intended beneficiaries.

Budget support donors have also pursued anti-
corruption strategies by complementary means, includ-
ing specific projects and technical assistance to support
accountability institutions (audit agencies, parliaments,
etc.), and support to civil society organizations.

8 Dorotinsky, W. and Pradhan, S. (2007). “Exploring
Corruption in Public Financial Management”. In Campos
and Pradhan. Eds. (2007). The Many Faces of Corruption.
Washington DC: World Bank.
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Guiding principles

PFM systems.

reduces their volatility.

Good practices

e Supporting ownership

e Refrain from targeting support

e Reflect partner country priorities
*  Focus on results.

e Avoid undermining country systems.

Reducing transaction costs

e Streamline conditionality

e Rationalize fiduciary assessments

e Align processes

e Tap the potential of joint donor frameworks

e Build public support.

BOX 5. DAC (2005) GUIDING PRINCIPLES
AND GOOD PRACTICES FOR BUDGET SUPPORT

*  Budget support should reinforce partner countries’ ownership.
e Budget support should help to enhance the performance and accountability of partner countries’

e Transaction costs incurred by budget support should be minimized.
e Budget support should be delivered in a way that enhances the predictability of resources and

Enhancing PFM performance and accountability
e Follow good practices in PFM diagnostic and assessment work
e Directly support the capacity development of partner PFIM systems

e Time disbursements to facilitate the smooth execution of budgetary payments.

Enhancing predictability and reducing volatility

*  Programme budget support over several years

e Align support with partner country budget cycles

¢ Design conditionality to enhance the predictability of disbursements
e Time disbursements in a predictable manner

e Avoid stop-and-go cycles and allow for graduated responses

Source: IDD & Associates (2007). Joint Evaluation of General Budget Support 1994-2004 - Briefing Paper: Policy Questions
and Answers. March. Glasgow: DFID. Adapted from OECD DAC (2005). Harmonising Donor Practices for Effective Aid Delivery:
Volume 2 — Budget Support, Sector Wide Approaches and Capacity Development in Public Finance Management.

Budget support good practices
Complementarity of aid instruments

Budget support tends to enhance the country-level
quality of aid as a whole. For example:

e |t provides more funds for recurrent costs, so
that government can operate the new facilities
provided through projects.

e Allforms of aid benefit from the strengthening of
public finance management systems.

e It promotes better coordination among all do-
nors, and more consistent expenditure plans
across sectors.

When large amounts of off-budget project aid
continue, the positive effects of budget support are
weakened by: fragmentation of the planning and
budget process; project management structures that
undermine core government capacity; and higher
transaction costs for government.
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While there is often an important role for
general budget support, it is not a complete sub-
stitute for other ways of providing aid. Different
aid instruments can complement each other. For
example, well-designed technical assistance can
reinforce the capacity-building effects of budget
support; projects can be useful in trying out in-
novations, or as a way of managing large infra-
structure projects.

The general budget support evaluation there-
fore advocates a portfolio approach which does not
assume that one modality is always superior, but
rather looks explicitly at the comparative advantages
and the complementarities between modalities in
any given situation.

The DAC guidelines on harmonizing donor
practices for effective aid delivery (see Box 5) imply
a stronger discontinuity between general and sector
budget support than the study found. There isa spec-
trum of budget support instruments (see Box 1),
and many of the good practices defined for general
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budget support will also apply to instruments that
are habitually referred to as sector budget support.
Alignment and coordination among budget support
instruments with different (general/sector) orienta-
tions is an important practical issue.

Budget support focused on particular sectors
could be a useful complement to general budget
support, as long as general and sector budget
support are carefully coordinated in support of
consistent economic and budgetary targets. How-
ever, the general budget support instrument (with
its associated dialogue and support for capacity
development) plays two roles that sector budget
support could not provide in isolation: (a) as the
focus of support for strengthening overall public
finance management, including the budget sys-
tem; (b) as a force for coherence and alignment
across sectors.

Design principles for budget support

The general budget support evaluation report supports
the DAC advice, with some additional comments:

e General budget support needs to be conceived
(and developed and managed) as part of strat-
egy which takes explicit account of the interplay
between different aid modalities and instru-
ments, seeking to exploit complementarities
and tackle dissonance between them.

e The findings from the country studies as a whole
do not support the idea that there is a standard
evolutionary sequence, in which project aid first
gives way to sector programmes (or sector basket
funds) before the eventual introduction of unear-
marked budget funding. They do supportthe value
of moving to the use of government systems as
early and as completely as is practical.

e There should be an incremental approach to the
use of budget support. It needs to be adapted
to country circumstances, and building up ef-
fective systems and procedures is an iterative
process. Where there are doubts about the
quality of PFM systems, both the learning and
the incentive effects of initially modest dis-
bursements may be valuable. Aid agencies as
well as governments need to learn and to adapt
their capacities. Over time, and depending on
performance, budget support may be scaled
up in several dimensions: in volume of funds
(including a contribution to the scaling up of
total aid flows), as a share of aid resources, and
in terms of the policy and sectoral scope of the
budget support dialogue.

The need for predictable and genuinely
long-term aid

The 2007 UN MDG progress report shows that ad-
equate resources are still not being made available to
countries in a predictable way. Genuinely predictable
and long-term aid is not being delivered. Donors are
still — by and large — unable to commit to three-year
budget support cycles that would facilitate medium-
term expenditure framework planning. In practice,
even longer-term commitments would be necessary
toassure partner governments that they have a stable
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BOX 6. THE PROTECTION OF BASIC SERVICES (PBS)
PROJECT IN ETHIOPIA

Key features of the PBS design are as follows:

1.

The bulk of PBS funding (Component 1) is disbursed entirely through government systems,
but is targeted as additional funding for the federal block grant. Monitoring of PBS includes an
additionality test to verify that there has been a commensurate increase in the fiscal transfers
to regions and woredas (local government districts).

. Monitoring also includes a fairness review to verify that funds are disbursed to all regions and

woredas in accordance with transparent fiscal rules and without discrimination on political or
other grounds.

. PBS is not earmarked to one sector, but provides support to the basic services for which sub-

national governments are responsible, which include primary health care and water/sanitation as
well as basic education. This leaves intact sub-national governments’ authority to weigh trade-
offs across sectors and make decisions, but builds in measures that reinforce the application of
agreed fiscal rules in decision-making and greater transparency around them.

. Component 2 differs from Component 1 as regards both disbursement procedures and earmark-

ing. This component provides funding earmarked for international procurement of medical
supplies. These are treated as a special case because of the greater practicality and cost savings
available in specialized procurement on behalf of the regions and woredas.

. There is a strong emphasis on accountability:

¢ Component 3 provides support to government systems for financial transparency and ac-
countability.

* Aninnovative Component 4 (social accountability) will strengthen the capacity of citizens
and civil society organizations to engage in public budgeting processes and hold public bod-
ies to account for the delivery of basic services.

. The instrument is led and managed by the World Bank, but with deliberate, and somewhat flex-

ible, scope for other donors to provide joint or parallel funding. The principal funders of PBS to
begin with have been the UK Deparment for International Development (DFID) and the World

Bank.

source of financing for MDG-related recurrent costs of
social and other public services. Social security type
expenditures need to be predictable, continuous, and
not subject to the ‘stop-go’ features of aid politics.
The DAC good practice guidelines® advise that
“political conditionality should not be specifically
linked to budget support or any individual aid instru-
ment, but rather should be handled in the context of
the overarching policy dialogue between a partner
country and its donors.” Nevertheless, experience
shows that budget support, and especially general
budget support, is especially vulnerable when there
is a deterioration in political relations. This under-
mines budget support as a long-term instrument.
Apart from immediate disruptive effects, it makes
partner governments less likely to treat budget sup-
port as a reliable source of financing for medium and
long-term planning, and this in turn may undermine
some of the distinctive benefits of budget support.
The challenge is to find ways of reliably deliver-
ing aid through government systems to poor people
even when there are political issues with the govern-
ment. A step in the right direction is the recent EC
proposal to provide more long-term and predictable
general budget support, which is to be called ‘MDG
contract’ to highlight the contractual nature of its
long-term financial commitments and its focus on

9 OECD DAC (2005), op. cit.
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MDG-related results.’ However, the EC proposal
does not answer all the questions. The EC MDG con-
tract concept is commendable, but it is worrying
that it is seen as for ‘good performers’. Designs are
needed that provide social security for people who
live under all sorts of governments.

Practical designs: basic education

in Ethiopia

A relevant and interesting example is Ethiopia.
Ethiopia presents a direct challenge to Gleneagles
and other international commitments concerning
the MDGs. The country is exceptionally poor and
receives less aid per capita than most of sub-Saha-
ran Africa. Yet the government has demonstrated
commitment to poverty reduction, backed by the
mobilization of domestic resources and an effective
administration. It has an exceptional track record in
expanding basic education, and there could hardly
be a case more deserving of international support.
Yet donors have so far failed to deliver predictable
financing on an appropriate scale. Successive Edu-
cation Sector Development Programmes over nearly
a decade have drawn declarations of donor support,
but actual financial aid to the education sector has
been disappointing. Goodwill has not been converted
into long-term predictable funding.

10 EC (2007), op. cit.
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Aid has been disrupted by political concerns.
Direct budget support was suspended in the wake of
the civil conflict that followed the disputed elections
0f2005. Inits place, the so-called Protection of Basic
Services (PBS) project was developed and became
effective in mid-2006. The PBS programme explicitly
recognizes that support to help poor people towards
the MDGs should not be jeopardized by the ups and
downs of political relationships. (Withdrawing such
aid is not an effective way to put pressure on govern-
ments, and would not be an ethical approach even
if it were effective.) However, the political context
required it to be delivered with additional transpar-
ent safeguards.

PBS as developed builds on the fact that decen-
tralized governments are responsible for the bulk of
primary service provision, largely financed by the
federal block grant. PBS therefore augments the
federal block grant. PBS arrangements include the
monitoring of intergovernmental fiscal transfers as a
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whole, and include tests of additionality and fairness
as well as other fiduciary monitoring. As the largest
expenditure commitment of local governments, edu-
cation is the main beneficiary of PBS funds. Box 6
describes the key features of PBS.

Although introduced as an emergency substi-
tute for more conventional general budget support,
the basic services approach is a superior one be-
cause it offers credible safeguards against politi-
cal disruption. However, the PBS instrument is still
essentially hand-to-mouth (a one or two-year time
horizon for commitments is far too short compared
with the eight-year primary education cycle, for ex-
ample). The principal challenge is to develop the
instrument into one that remains politically robust
but provides genuinely long-term commitments on
a larger scale.™

11 Lister, S. (2007). Scaling Up Aid for Education in Ethiopia.
April. Oxford: Mokoro Ltd.

Conclusion

Budget support is not a panacea, but it should play
an important role in meeting MDG commitments.
Donors need to demonstrate political will and a
willingness to innovate, so as to develop forms of
budget support that ensure continuous support to
poor people, even when the political context is dif-
ficult. For civil society organizations there is also an
important role: in advocacy, to hold donors to their
funding commitments, and in terms of strengthen-
ing social accountability for public expenditures
(including aid) in recipient countries. =
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