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Foreword
From the late 1990s onwards, various donors provided development assistance in the form 
of direct support to recipient countries’ budgets. The idea was that this would produce a 
more harmonised form of assistance, dovetail better with partner countries’ priorities and 
thus promote ownership as well. It would lead to more efficient and more effective aid with 
more sustainable results. It was also thought that the instrument could be used to create a 
dialogue that would help achieve sorely needed reforms. 

Unlike previous forms of macro-support, such as balance of payments support and import 
support, budget support did not focus so much on macro-economic stability but more 
on helping to implement national anti-poverty strategies and achieving the Millennium 
Development Goals. Another difference with older forms of macro-support is that 
donors would not provide support on the condition that partner countries would start 
implementing a number of reforms, but that the latter would only be eligible for support 
after it was clear that they had a stable macro-economic and socio-economic policy and 
the capacity to effectively implement an anti-poverty programme.

The Netherlands was one of the first countries to provide general budget support and 
encourage the harmonisation of aid among donors. Between 2000 and 2011, 23 countries 
received a total of €1.75 billion in budget support. This is approximately 3.4% of the 
Netherlands’ overall assistance in this period. Burkina Faso, Ghana, Mali, Mozambique, 
Tanzania and Uganda were the most important recipients financially speaking. Global 
expenditure on budget support increased from US$1.9 billion in 2002 to US$5.3 billion 
in 2009. Nevertheless, with an average of about six euros per inhabitant per year, total 
amounts were relatively modest for most recipient countries. 

Over the years, expectations have made way for critical views. Budget support, it was said, 
was a ‘blank cheque’ that could disappear into the pockets of officials in corrupt regimes. 
To boot, the instrument was more likely to undermine than reinforce the desired socio-
economic and political development. Sometime around 2008, a number corruption cases, 
human rights violations, election fraud and restrictions of political freedom came to light 
in several partner countries. In response, the Netherlands suspended budget support to 
these countries. Uncertainty about its effectiveness also contributed to the instrument 
being curtailed in the 2010 coalition agreement.

With this as a backdrop, IOB has conducted a review of more than 10 years of budget 
support. The evaluators examined both the development and implementation of the Dutch 
policy, and the international development of the policy theory and the achievements in 
the area of macro-economic development, good governance, poverty reduction and public 
services. The review relies on findings in theoretical and empirical literature, as well as 
on IOB’s own research. Six country cases (Ghana, Mali, Nicaragua, Tanzania, Vietnam and 
Zambia) were part of the study. IOB conducted extensive evaluations of budget support in 
two of these countries in 2010 and 2011 (Nicaragua and Zambia), the latter together with 
Germany and Sweden.
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Summary and conclusions
In the late 1990s, donors increasingly started to support the budgets of governments in 
developing countries directly. The main thought behind this was that this general budget 
support would contribute to more harmonised aid and to more alignment with the priorities 
of partner countries and there fore also promote ownership. That would lead to more 
efficient and more effective aid with sustainable results.

Although the instrument as we know it today mainly took shape at the turn of the century, 
macro-support is not new. The most important forms of aid in earlier decades were import 
support, balance of payments support and, a little later, debt relief. In the longer term, 
however, donors did not give more disposable resources to developing countries than in 
previous years. Between 1986 and 1993, in the heyday of structural adjustment programmes, 
programme aid accounted for about 10% of total aid in the world, whereas between 2000 
and 2010 that number was between 3% and 4%. Programme aid was a larger percentage of 
total aid for individual recipient countries, however.

There are differences as well. The primary aim of programme aid used to be macro-
economic stability, and so the conditions and policy dialogue were also geared to this 
aim. Budget support has different aims in mind, namely to help carry out national poverty 
reduction strategies and to achieve the Millennium Development Goals. A secondary aim 
(or condition) is to improve financial management. Offsetting fiduciary risks in this way is 
a major priority for donors. In addition, good financial management is both a condition 
for effective budget management and for improving democratic control on the use of 
resources. Budget support would also replace strict conditionality with partnership. 
The policy dialogue, which was mainly conducted by the IMF and the World Bank under 
previous forms of programme aid, took on a broader structure and dealt with a more varied 
range of topics. Major annual reviews with extensive performance agreements were an 
expression of this.

The Netherlands was a trendsetter when it comes to the provision of general budget 
support. The instrument gradually began to take shape from 2000 onwards, initially mainly 
on a one year basis. Its structural use began to increase from 2002 onwards, in line with 
international developments. This changed in 2007, after a period of growth that lasted five 
years. The political climate in the Netherlands changed, partly influenced by reports in the 
media. A number of serious irregularities came to light in several recipient countries, one 
shortly after the other, involving human rights violations, election fraud and restrictions 
of political freedom. The Dutch minister responsible for the aid portfolio consequently 
suspended budget support to these countries in order to send a political signal, both to the 
partner countries and to the Netherlands. Internationally, doubts about the effectiveness of 
the instrument began to grow as well. Budget support, it was said, ‘was disappearing into 
the pockets of officials in corrupt regimes’ and it was undermining rather than reinforcing 
desired socio-economic and political development. The Dutch House of Representatives 
became increasingly critical as well. The cabinet enforced stricter entry conditions and 
ended, partly as a result of budget cuts, this type of support to most countries.
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Between 2000 and 2011, the Netherlands spent €1.75 billion on general budget support. 
This amount corresponds to approximately 3.4% of the total ODA in this period. A total 
of 23 countries received aid in this form. Most aid went to Burkina Faso, Ghana, Mali, 
Mozambique, Tanzania and Uganda. 

The aim of the policy review is, first, to assess the functioning of the budget support 
instrument in practice and the results that donors have achieved worldwide, and, second, 
to evaluate how the Netherlands has used this instrument in the past decade. 
 
The review used several methods. First, IOB conducted an extensive study of international 
academic and non-academic literature, including reports, evaluations and policy 
documents. Second, the team conducted a desk study on six countries to examine in detail 
how the instrument has been used and what it has achieved. The six case study countries 
– Ghana, Mali, Nicaragua, Tanzania, Vietnam and Zambia – all received relatively sizeable 
amounts of budget support from the Netherlands. Moreover, IOB attempted to create a 
variety in its selection regarding the relative importance of the modality for recipients’ 
budgets, in the extent of agreement between recipients and donors in terms of preferences, 
and in regional distribution. And third, the team conducted quantitative international 
research, focusing in particular on the international scope, the application of entry 
conditions and the achievements of budget support.

Conclusions

1  Budget support has helped to improve access to education and health care. Poorer 
and more rural communities often benefited from this support. It had a limited 
impact, however, on increasing the incomes of the poorest groups.

Available literature suggests that budget support has a (limited) positive effect on economic 
development. Although research on the relationship between aid and economic growth 
faces serious methodological challenges, the most rigorous studies show a positive, long-
term effect. The latter is also true of general budget support.

It is difficult to determine exactly the impact of budget support on poverty reduction. 
Poverty rates are falling in many developing countries, albeit gradually. Countries that 
received budget support achieved slightly better results in the area of reducing income 
poverty. The growth elasticity of poverty in countries that received budget support was also 
slightly higher on average than in countries that did not receive such support. However, 
it is difficult to attribute these improvements to this modality. Much also depends on the 
policies pursued in those countries. Donors have limited influence on these policies, and 
budget support has not changed that.

The level of support was also too low for a substantial reduction of poverty. The most 
important recipient countries, who had an average poverty rate of 50%, received an average 
of less than six euros per inhabitant per year. These countries also used support primarily 
for expenditures that would only help reduce poverty in the long term. 
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Donors often had unrealistic expectations about the possibility of increasing the incomes 
of the poorest communities in the short term. They rarely asked themselves which 
results could be achieved with which resources and within which time span, and they 
often expected too much from automatic ‘trickle down’ effects of economic growth. In 
the dialogue with recipients, they emphasized the necessity of increased expenditure in 
the social sectors, but this does not have an impact on incomes in the short-term. 

General budget support did help public service expenditures to increase, especially in 
education and health care. Expenditures in these sectors increased more in countries that 
received budget support than in comparable countries who could not benefit much or 
at all from it. Moreover, there was a leverage effect in various countries: the increase in 
expenditure was greater than the financial transfers alone. The additional resources were 
used for both investments and the running expenses, including salaries in the education 
and health-care sectors. The quality of the services, however, remained a serious concern.

Evaluations show that the additional resources led to an increase of public services and their 
use. Various studies also show that the poorest groups in particular benefitted from them. 
Countries with substantial budget support made more progress on several MDG indicators 
than comparable countries with little or no budget support. They climbed more on average 
on the UN development index than countries with little or no budget support, even after 
controlling for economic growth, good governance and debt relief.

2  The policy theory behind general budget support has changed over time: initially, 
countries had to comply with strict entry conditions in the area of socio-economic 
policy. Soon after, donors added improved governance as a condition as well. Good 
governance became a second objective after poverty reduction. In light of previous 
experiences, this was not a highly realistic objective, and it moreover potentially 
undermined the effectiveness of the fight against poverty.

More often than not, countries that received budget support did not meet the entry 
conditions for good socio-economic policy and good institutional capacity. Quantitative 
analyses conducted by IOB show that good governance, as measured by the Kaufmann 
indicators, was not a condition at all: countries with higher scores did not have a better 
chance of receiving budget support. The case studies and the analysis of Dutch policy 
revealed that countries essentially had to show they intended to improve their governance 
practices and financial management.
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Since entry conditions were not always met, there was no longer any guarantee that 
ownership would be respected. Whereas the original policy theory mainly emphasised 
budget support as a financing instrument, the emphasis increasingly shifted onto the 
policy dialogue. The resources therefore not only functioned as a ‘financial incentive’ but 
also as a means of ‘buying your way in’. At the same time, the donors’ focus increasingly 
shifted from promoting good policy to promoting good governance. The policy dialogue 
became a political dialogue. As a result, budget support was given a dual objective: both 
poverty reduction and improved governance. But previous research had already shown 
that attempts by donors to change the administrative and political system were largely 
ineffective. Moreover, the great deal of attention being paid to the second objective 
weakened budget support’s capacity to fight poverty. Experience shows that these two 
objectives are sometimes incompatible.

3  Dutch policy making has increasingly focused on improving governance as a goal, 
using policy dialogue and political dialogue as main instruments to achieve this 
goal, without any critical reflection on the possibility of actually having influence.

The shifts from having good governance as an entry condition to a goal, from fighting 
poverty to promoting good governance and from a financing instrument to policy dialogue 
and political dialogue as the main instrument are clearly visible in Dutch policy making 
and policy implementation. The Netherlands increasingly focused on instruments and 
objectives upon which budget support had little impact, with disregard for achievements 
in social areas. The minister had emphasised on several occasions that budget support 
could not buy reforms, and yet that is clearly what Dutch policy aimed to do. It is telling 
that budget support was never terminated because the minister had doubts about recipient 
governments’ dedication to their poverty reduction policies, but because these countries 
achieved poor results in the area of good governance. This involved both political problems 
and cases of corruption.

4  In practice, budget support entailed substantial transaction costs. These costs 
were lower, however, than with project aid.

In practice, budget support went hand in hand with an intensive policy dialogue and 
political dialogue, extensive donor interference in government policy and detailed 
monitoring conditions. Since the policy dialogue now covered yet more issues and was 
being conducted by yet more donors, transaction costs were higher than with previous, 
different forms of programme aid, such as balance of payments support and debt relief. 
The costs were lower per euro of aid than with project aid, both for donors and for 
recipients. Since project aid remained an important instrument in addition to budget 
support, however, on balance the transaction costs remained high.
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5  The predictability of budget support initially left quite a lot to be desired. This made 
it more difficult to use budget support resources for additional expenses. In the 
course of the decade, the use of the instrument for this purpose improved.

The predictability of budget support varied considerably from country to country and from 
period to period, but particularly in the beginning it was not always better than with project 
aid. A great deal of budget support was transferred at the end of the year, which sometimes 
led to expensive domestic loans to bridge the period until disbursements were made. Both 
factors contributed to the fact that recipient countries did not use part of their budget 
support for additional expenses, but rather to increase foreign reserves or repay domestic 
debt. Although this was not the point of budget support, it could be seen in a positive light: 
it gave countries a better chance of having a stable macro-economy in the future. That is in 
itself essential for economic growth and poverty reduction. In addition, they could allocate 
the resources in a subsequent year. There were also delays, incidentally, because recipient 
countries did not always meet their conditions or submit their disbursement requests on 
time. In African countries, predictability and being on time vastly improved over time. 
Partly as a result of this, approximately 60% of the budget support resources between 2002 
and 2010 were used to directly increase government expenditures.

6  The budget support policy dialogue was unable to produce (political) reform or alter 
the priorities of the socio-economic policy, but it was effective in improving financial 
management and financial transparency.

Donors wanted to exert influence on government policy in essentially all areas, which 
resulted in a series of extensive and detailed process and performance indicators involving 
all areas of government policy and government institutions. Priorities were not always clear. 
Moreover, the indicators used were not always relevant nor could they be reliably measured 
or manipulated in the short term by the government. Despite this massive effort, the goal 
of improving policy – and increasingly (good) governance – in recipient countries was only 
marginally achieved.

Donors did not succeed in fundamentally changing government priorities, nor were 
they able to improve governance in areas like increasing the independence of the 
judiciary, promoting involvement of civil society or end clientelism in the public sector. 
In these areas, changes were implemented either with delay or not at all, or they were 
purely cosmetic or formally implemented without anything substantial changing at all. 
Suspending budget support in response to corruption, the violation of human rights or 
elections that were not completely fair has rarely led to change as the donors would like to 
see it. The fact that donors did not always act in harmony in such cases did not help either.

The direct contribution to general resources gave donors an argument for putting 
improved financial management on the agenda. They could only provide budget support 
if the fiduciary risks were adequately offset. Technical assistance was frequently used for 
this purpose. Although it often took a long time for changes to be implemented, budget 



 

| 22 |

support in these areas was effective because reforms were not in conflict with the interests 
of the political elite. 

At the same time, there is no reason to conclude that governance worsened under budget 
support’s influence. An international comparative analysis shows that a positive correlation 
exists between the amount of budget support received and an improvement of the Kaufmann 
indicators for good governance, while there was no link between budget support and the 
quality of governance at the beginning of the period.
 
7  There is no evidence that budget support has reduced tax revenue. Nor is there 

evidence that it has had a positive effect on tax revenue.

Budget support has not led to reduced tax revenue. In the six case study countries, it 
increased, also as a percentage of GDP. One of the explanations for this is that by providing 
budget support, donors also had a motive for interfering with tax collection. They 
often gave technical assistance, which led to more effective tax collection. Econometric 
calculations do not now show budget support as having a significant effect, either 
in a positive or a negative sense. Evaluations of individual countries often reach the 
same conclusion.

8  Budget support can be an effective instrument if the donor and recipient agree on 
the main policy and expenditure priorities. The degree to which a recipient country 
meets the prevalent criteria of good governance is neither a necessary condition nor 
a sufficient condition for the effectiveness of general budget support.

The effectiveness of the instrument in achieving several of the Millennium Development 
Goals, especially in education and health care, can be explained by the agreement in 
preferences between donors and recipients of budget support in these areas. As far as 
improvements in financial management are concerned, here too recipient governments 
had a vested interest. But it is not possible to use budget support to enforce reforms. 
Financial incentives do not work for issues that are not backed by the political elite. 
Threatening to suspend aid is equally ineffective. 

Empirical studies also show that the relationship between good governance and poverty 
reduction is not entirely unambiguous. Various countries that scored low on the good 
governance indicators had strong economic growth and reduced poverty (e.g. Vietnam and 
Rwanda). Conversely, there were countries that were better at meeting Western demands of 
good governance, but whose governments showed little interest in actively fighting poverty 
(e.g. Nicaragua). The policy dialogue barely had an impact on the anti-poverty policy, but the 
financial support was effective in Vietnam though not in Nicaragua.

These conclusions do not alter the fact that there can be good political grounds not to 
allocate budget support to a country, even if the instrument would presumably be effective 
in the given situation.
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9  It is important to make a clear distinction between general budget support and 
stability support to post-conflict states. The latter has different goals, and different 
entry conditions than general budget support. 

In the dialogue with the Dutch House of Representatives, the minister mentioned Burundi 
as one of the countries receiving budget support from the Netherlands. The ministry 
insufficiently discerned between regular budget support and macro-support to fragile states 
such as Burundi. This had negative repercussions on support to Burundi, as well as on the 
appreciation for the instrument of budget support. The House, critical of human rights 
violations in this country, evaluated macro-support to Burundi by the standards of budget 
support and, conversely, used the case of Burundi to (negatively) evaluate the instrument of 
budget support. 

Programme aid (macro-support) to fragile states such as Burundi, however, has a goal that 
differs from the objectives of budget support. General budget support aims to support a 
partner country’s poverty reduction policy and assumes that the partner country fulfils the 
requirements to implement effective policy in this area. Stability support does not assume 
this. Rather it aims to create economic stability and help finance running expenses in order 
to prevent that what is – at that moment – a fragile state deteriorates any further. This kind 
of support has a different set of requirements, including much closer supervision by the IMF 
and the World Bank. Experiences with stability support in the 1990s (to Uganda in the late 
1980s and early 1990s, and to Mozambique in the early 1990s, just after their civil wars) teach 
us that this support was effective in promoting macro-economic stability.


