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Introduction

Budget support - or the direct transfer of resources to a partner country's budget - is 
undoubtedly one of the most controversial instruments for delivering Official 
development assistance (ODA) in ACP countries, usually triggering passionate and 
vigorous political debates. 

OECD defines budget support as a "method of financing a partner country's budget 
through a transfer of resources from an external financing agency to the partner 
government's national treasury". A distinction should be made between general 
budget support and sectoral budget support. The former represents a transfer of 
resources to the national treasury in support of a national development policy or 
strategy, the latter is a transfer of funds earmarked for use in a specific sector (e.g. 
health, education).

While recognising the advantages of budget support, especially in view of the Paris 
Declaration on Aid effectiveness (2005), the Accra Agenda for Action (2008) and the 
overall objective to improve the effectiveness of aid, questions about quality, value 
for money, impact of budget support and proper control and accountability are 
constantly being raised. The instrument appears nevertheless to be more and more 
widely used. The European Commission, for instance, aims to increase budget support 
from one quarter of programmable funding under the 9th EDF to almost 50% of the 
programmable aid under the 10th EDF (which is one quarter of all aid, amounting to 
5.6 Billion EUR). To this end, the EC will use budget support in 44 ACP countries 
under the 10th EDF compared to 28 countries under the 9th EDF.

Clearly, budget support is becoming an increasingly important modality for the 
provision of aid. However, in order to make budget support really work for 
development and realise its full potential, the instrument has to be improved by
responding to certain challenges and minimising risks.

Advantages of budget support as an aid modality

Compared to project aid budget support (BS) has a number of benefits, directly 
contributing to the fulfilment of the Paris Declaration on aid effectiveness. Some of 
the most important BS advantages in this sense are: 

- BS benefits the ownership principle, as it uses country systems (instead of 
duplicating structures and institutions in the partner country) and supports 
nationally-owned poverty reduction strategies (or sectoral strategies) and their 
implementation.

- BS raises the level of policy dialogue between donors and recipients. 
Furthermore, it promotes the leadership of developing countries, as the 
policy dialogue is based on their own needs and preferences. 
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- BS allows for alignment of donors’ contributions with development priorities 
established by the beneficiary country, thus also leading to harmonisation of 
donor action in the given country.

- BS reduces aid fragmentation, bureaucracy and transaction costs (both for 
donor and partner country).

Suggested improvements to the budget support instrument

To improve the effectiveness of the budget support instrument and its potential to 
reduce poverty and deliver development, it is therefore advisable to:

- reduce aid conditionality - to avoid intrusiveness in the recipient's country 
internal processes, donor countries should reduce practices that condition their 
aid on the achievement of certain indicators (such as macroeconomic stability
- often imposing a particular economic policy for the recipient country - or 
good governance);

- accompany budget support with measures that strengthen public financial 
management systems and audit capacity in development countries;

- strenghten ACP countries capacities to use budget support funds to further 
develop basic public services (especially education and health). This could be 
done, for instance, by building capacities in ministries of health or education 
and making them understand how to influence decisions about the allocation 
of the resources it brings;

- enhance transparency (donors and recipient governments must provide more 
information to the public on budget support activities) and domestic 
accountability in countries receiving budget support;

- in a more general basis and longer-term, reduce developing countries 
dependency on foreign aid regardless of its form (budget support or other aid 
modality).

Some proposals and recommendations

Taking into account the above remarks, the co-rapporteurs would come up in their 
final report with some concrete proposals and recommendations which, they believe,
would improve the effectiveness and overall functioning of the budget support
instrument. Proposals would include: 

- The Council and the Commission should establish a fixed percentage of EU 
ODA to be implemented by budget support.
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- Budget support percentage brackets in relation to ACP country's GDP 
must be set up. Experience shows that budget support might become
ineffective or even counterproductive, if it exceeds a certain GDP percentage. 

- Individual country assessments (taking into account the political, economic, 
social and cultural context of the country) must be carried out, based on which 
donors could decide on the most effective and appropriate aid modality for 
the given recipient country.

- Parliamentary control mechanisms and the role of other institutions of 
domestic scrutiny such as civil society and the media should be further 
strengthened. 


