
 
 
 
 
 
 
 
 
 
  
 
 
 

Sector Budget Support in Practice 
 

Desk Study 
 

Donor Headquarter  
 

Accountability  
 

Requirements 
 
 
 
 
 

November 2009 
 
 
 

Ann Bartholomew 
 
 
 
 
 
 
 
 

Overseas Development Institute 
111 Westminster Bridge Road 

London SE1 7JD 
UK 

 
and 

 
Mokoro 

87 London Road 
Headington 

Oxford OX3 9AA 
UK 

 



 
Sector Budget Support in Practice – Study on Headquarter Accountability Requirements   

 

ii 
 

Acknowledgements 

Many thanks are extended to Bruce Lawson-MacDowell and Emilio Rosetti from the EC, Rowena 
Martinez from the World Bank and Anna Holmryd from Sida who were interviewed for this study. 



 
Sector Budget Support in Practice – Study on Headquarter Accountability Requirements   

 

3 
 

Contents 
 
 
Acknowledgements ...................................................................................................................... ii 
List of Acronyms ........................................................................................................................... 4 

Executive summary ...................................................................................................................... 5 
 
1. Introduction and Study Objectives ....................................................................................... 8 

2. Context ................................................................................................................................ 8 

3. Donor Agencies Policy and Procedures on Budget Support ................................................ 9 

            Donor Approaches to the use of SBS ............................................................................ 10 

            Donor Approaches to the Design of SBS ....................................................................... 14 

4. Findings from SBS in Practice ........................................................................................... 16 

5. The influence of donor HQs on SBS programmes ............................................................. 24 

           The choice of SBS in practice ......................................................................................... 24 

           The Design and Implementation of SBS in Practice ........................................................ 25 

            Influence of HQ concerns on design and implementation of programs .......................... 27 

            Influence of political accountability demands on HQ requirements................................. 28 

6. Conclusions ....................................................................................................................... 30 

Bibliography .................................................................................................................................. 32 

Individuals Contacted .................................................................................................................... 34 

Annex 1: List of Derogations by country…………………………………………………………………33 
 
List of Boxes 
Box 1: Sub-questions and assessment criteria on HQ practices ..................................................... 8 
Box 2: Risks associated with budget support .................................................................................. 9 
Box 3: Inconsistencies in EC Procedures ...................................................................................... 25 
Box 4: The experience of FTI and pooled funding in Mozambique ................................................ 28 
Box 5: The Influence of political accountability and USAID ........................................................... 29 
 
List of Tables 
 
Table 1: Donor GBS/SBS decision making processes .................................................................. 12 
Table 2: Preconditions for SBS ..................................................................................................... 13 
Table 3: Donor Guidance on SBS Design ..................................................................................... 15 
 



 
Sector Budget Support in Practice – Study on Headquarter Accountability Requirements 

 

4 
 

List of Acronyms 
 
AfDB African Development Bank 
CAP Country Assistance Program 
CBG Capacity Building Grants 
CIDA Canadian International Development Agency 
CUT Single Treasury Account 
DANIDA Danish International Development Agency 
DELMOZ EC Delegation in Mozambique 
DFID Department for International Development 
EC European Community 
EDF European Development Funds 
FASE Education Common Fund 
GBS General Budget Support 
GoM Government of Mozambique 
FTI Fast Track Initiative 
HQ Headquarters 
IFAD International Fund for Agricultural Development 
LDG Local Development Grants 
LGDP Local Government Development Program 
ODI Overseas Development Institute 
MDG Millennium Development Goals 
MoFNP Ministry of Finance and National Planning 
MFA Ministry of Foreign Affairs 
MoH Ministry of Health 
M&E Monitoring and Evaluation 
MoU Memorandum of Understanding 
NAO National Audit Office 
OECD DAC Organisation for Economic Cooperation and Development, Development Committee 
PBA Program Based Approach 
PFM Public Financial Management 

PRSC Poverty Reduction Support Credit 

PROAGRI National Programme for Agricultural Development 

SBS Sector Budget Support 
SBSiP Sector Budget Support in Practice 
SISTAFE Sistema de Administração Financeira do Estado (State Financial Administration 

System) 
SPA Strategic Partnership with Africa 
TA Technical Assistance 
UNFPA United Nations Population Fund 
UNICEF United Nations Children‟s Fund 
USAID United States Agency for International Development 
WB World Bank 
 
 
 
 



 
Sector Budget Support in Practice – Study on Headquarter Accountability Requirements 

 

5 
 

Executive summary 

Introduction and study objectives 

This is a study of donor headquarter accountability requirements. It forms part of a broader study 
commissioned by the Strategic Partnership with Africa Task Team on Sector Budget Support 
(SBS) which covers ten sector case studies from six different countries.   

The objective of this desk study is to examine donor country fiduciary and political accountability 
requirements, with a view to better targeting the study‟s overall policy and operational 
recommendations between partner governments, donor country offices and donor headquarters.  

Context 

Budget support has been used as an aid instrument since the late 1990s, but only relatively 
recently have comprehensive guidelines been developed, based on this experience of managing 
budget support. As donor agencies are accountable for public funds spent, ensuring that budget 
support complies with statutory frameworks for aid and that the specific objectives of a budget 
support operation and of development overall is achieved is important.  

This means that national parliaments can exert a strong influence over the way in which ODA 
overall and budget support is implemented. Donor agencies respond to the statutory frameworks 
which guide ODA and design and implement budget support in response to specific fiduciary, 
political and accountability concerns. This study examines the extent to which these concerns have 
an impact on the design and implementation of SBS in-country. 

Donor agencies policies and procedures on budget Support 

The degree to which donor agencies in country are encouraged by headquarters (HQ) to use 
budget support varies. Some are actively encouraged to use budget support as the aid instrument 
of choice, such as DFID, Sida, the EC and the Netherlands. Others such as CIDA and Belgium 
take a more cautious approach, advising the use of budget support when appropriate conditions 
are in place. Danida also used to take this approach, but will now use SBS as its default aid 
modality.  Some donor agencies are prevented from using any form of pooled funding or have a 
preference for a project approach, for example France and USAID. 

Most guidelines outline key principles and pre-conditions for providing budget support, but provide 
little detailed guidance on the design of these programmes. The EC guidelines are the most 
comprehensive, with substantial detail given on the assessments to be undertaken. Most donor 
guidelines broadly outline the pre-conditions, principles and concepts to be followed, but tend not 
to be very prescriptive in terms of design. For example, there is little guidance given on issues 
such as earmarking, additionality and traceability, although disbursement channels, conditionality 
and complementary TA and capacity building initiatives do tend to be discussed in more depth.  

The influence of donor HQ concerns on the implementation of SBS 

In practice the main donors that gave SBS are those that state a preference for this aid instrument 
at HQ level. These are DFID, SIDA, the EC and the Netherlands. Interestingly, even countries such 
as France, Belgium and USAID that prefer a project approach or are not traditionally perceived to 
be donors that pool funds are involved in SBS or hybrid approaches in the case-study countries. 

For most of the bilaterals surveyed in the case-studies there was considerable flexibility given at 
country-level regarding both the decision to use SBS and its exact design. For example, 
earmarking, additionality and traceability were used in some of the sector case-studies but not in 
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others. Often the same donor would use a different design in different countries. This tends to 
indicate that the decision to earmark and use traceability was undertaken on a sector and country 
basis rather than due to an overall HQ policy, as the same donor earmarked or used traceability in 
some countries but not in others.  

Conditionality tended to be similarly designed in all cases, but often different derogations were 
included. These related most commonly to audits or additional assessments which donors 
reserved the right to undertake if necessary. Additional procedures were most often instituted 
where donors were new to using SBS or by the EC where conditionality was linked to a two 
tranche disbursement system. In these instances there was evidence of considerable influence by 
donor HQs requiring additional procedures that were not necessarily consistent with country staff 
designing and implementing SBS fully aligned with domestic sector processes.  

There were also instances of donors being requested to change their support by HQ although the 
office in county had suggested a different approach. This was the case in Zambia where the road 
sector support was designed by the EC delegation as pooled funding, but HQ requested it be 
changed to SBS. Also, in the health sector in Zambia the delegation lobbied not to use a two 
tranche disbursement system but was over-ruled by Brussels. 

Influence of political accountability demands on HQ requirements  

 

 

Conclusions 

This study has shown that there is variation in the extent to which donor agencies in-country are 
influenced by their HQs on the choice, design and implementation of SBS. Those donors whose 
HQs state a specific preference for budget support modalities have tended to use it more in-
country, whereas more surprisingly, those donors who do not have specific mandates from HQ to 
use budget support have managed to find ways to participate in SBS.  

The reason why these donors are participating in SBS is probably due to peer pressure as the 
greater the number of donors funding through SBS, the more difficult it is for donors to remain 
outside this funding mechanism. Also, in most cases there has been a general move from basket 
funds to SBS and great efforts were often made, e.g. in Mozambique in health and education in 
Rwanda,  to ensure that as many donors as possible would make the shift and participate. It is also 
probable that those governments which are relatively strong such as Mozambique and Rwanda 
have exerted pressure themselves to have a funding mechanism more aligned with their 
government systems.  

The donors who undertake the most budget support have guidelines that outline HQ policy on 
budget support, pre-conditions and provide general principles that need to be adhered to in design 
and implementation. Donors who do not have SBS guidelines tend to be the ones that demanded 
the most derogations at country level. These are donors such as France, AfDB, Belgium, and 
Switzerland. The most common derogations were additional reporting, auditing requirements or 
traceability of funds. 

Overall it can be concluded that broad concerns regarding accountability to HQ‟s, result in different 
solutions at country level by the same donors. These are not necessarily the most appropriate 
solutions and are probably a result of a lack of guidance on how to design SBS well. This serves to 
indicate that more detailed guidance on the design aspects of SBS that relate to additionality, 
earmarking and financial management arrangements would be appropriate in order to ensure that 
unnecessary or inappropriate derogations aren‟t used to address accountability concerns. 
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This means that the response to donor concerns, and risk in particular, is typically generic.  In the 
context of weaknesses in PFM, this manifests itself in the use of traceability and standard financial 
management requirements such as additional reporting and audits.  In terms of monitoring, this 
manifests itself in the use of performance assessment frameworks and identification of 
performance indicators.  This means that rarely are the specific weaknesses addressed.  Financial 
management derogations, in particular, typically do more harm than good.  In short, whilst the 
concerns of donors may be valid, their response is typically inappropriate. 

Therefore it is possible that more specific guidance on the design aspects of SBS that relate to 
additionality, earmarking, traceability and financial management arrangements would be 
appropriate to ensure that donors respond to fiduciary risk in an appropriate manner, and 
unnecessary or inappropriate derogations are not used to address accountability concerns.  
Furthermore guidance needs to move beyond the specification of results, towards how SBS design 
can respond to developmental risk, through addressing key constraints in service delivery in 
particular as well as the monitoring of service delivery.   

It also implies that those donors without guidance on SBS should develop guidelines, as this is 
likely to prevent unnecessary derogations. Evidence indicates that those donors without guidance 
tend to use derogations more. This is probably to reduce their exposure to risk, particularly 
fiduciary risk due to the lack of corporate guidance provided. 
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1. Introduction and Study Objectives 

1. This is a study of donor headquarter accountability requirements. It forms part of a broader 
study commissioned by the Strategic Partnership with Africa Task Team on Sector Budget Support 
(SBS) which covers ten sector case studies from six different countries.   

2. The overall purpose of the study is to draw together experience of SBS from the sector case 
studies, to guide future improvements in policy and practice by partner countries and donors.   The 
objective of this desk study is to examine donor country fiduciary and political accountability 
requirements, with a view to better targeting the study‟s overall policy and operational 
recommendations between partner governments, donor country offices and donor headquarters.  

3. The country case-studies reviewed the design and implementation of SBS and examined the 
extent to which donor headquarter concerns and requirements influenced the choice, design and 
implementation of SBS programmes, including any associated derogations from country systems 
and processes. In particular, specific questions were asked by case-study authors so that the 
answers could feed into this desk study. These questions can be found in 2.2b in the evaluation 
framework and are outlined in Box 1 below. 

 
          Box 1: Sub-questions and assessment criteria on HQ practices 

 

2.2b:  How have donor headquarter concerns and requirements influenced the choice, design 
and implementation of SBS programmes?  Inventory a(viii) 

 To what extent are donor staff in country encouraged by their HQs to use SBS as an 
instrument? 

 To what extent do HQ requirements influence the design of SBS agreements?  Are there any 
specific HQ requirements that have resulted in derogations from country systems? 

 During the implementation of SBS programmes, how does HQ relate to the implementation of 
SBS, including in the assessment of performance and making disbursement decisions? 

 To what extent are the demands from HQs inconsistent with country staff designing and 
implementing SBS that is fully aligned with and supportive of domestic sector processes? 

 To what extent are HQ requirements driven by political accountability demands from within 
donor countries?   

          Source: ODI & Mokoro Ltd, Sector Budget Support in Practice Methodology, March 2009 

4. This study synthesises the results of the case-studies, reviews the specific donor guidance 
to country offices on budget support and the relevant literature on donor fiduciary and 
accountability concerns. Telephone interviews were also undertaken with the EC one of the largest 
SBS donors, Sida and the World Bank, to provide a more in-depth perspective. This information 
has then been drawn together to present findings on how donor headquarters concerns and 
requirements influence the choice and implementation of SBS programs. 

5. The first section of the study examines the background context and the logic behind HQ 
accountability requirements, the second examines the specific guidance given to country offices by 
headquarters on the choice, design and implementation of budget support and the third section 
outlines what has happened in practice, with material drawn from the country case-studies. The 
fourth section assesses the extent to which HQ accountability requirements influence SBS 
decisions in-country, while the final section draws together conclusions and key findings.  

2. Context 

6. Budget support has been used as an aid instrument since the late 1990s, but only relatively 
recently have comprehensive guidelines been developed, based on this experience of managing 
budget support. The guidance that has been developed outlines the pre-requisites for its use, 
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criteria for risk assessment, design and implementation guidance. This is in response to the 
perceived risks that stem from budget support. These are outlined in more detail in Box 2, but 
relate to fiduciary risk if funds are not used as intended, development risk which is the possibility 
that an intervention may not achieve its intended objectives, political risk from political changes in a 
recipient country that might limit the achievement of objectives and reputational risk that may 
constrain a donors capacity to provide future aid, due to events that have an impact on current 
interventions. 

 
Box 2: Risks associated with budget support 

Fiduciary risk: Fiduciary risk refers to the possibility that aid money may not be used as intended. With 
regards to budget support it concerns the quality of public financial management systems and their ability to 
ensure that funds are used as authorised and the risk of corruption and fraud is avoided.  

Development risk: While fiduciary risk refers to the specific output of an intervention, a wider set of risks 
refers to the danger of missing the ultimate objectives of such an intervention. With regards to budget 
support it comprises the risks posed by an unstable macroeconomic environment (often separately assessed 
by budget support donors as macroeconomic risk), poor design and implementation of policies, weak results 
monitoring, weak governance, poor coordination among donors, limited ownership, non-disbursement of 
funds, poor sustainability of outcomes and so forth. 

Political risk is another sub-set of development risks often assessed specifically by budget support donors. It 
refers to the likelihood of political changes in a country impairing the achievement of budget support 
objectives and/or affecting the partnership principles of respect for human rights and democracy – often 
preconditions for budget support provision. Oversight of development risk relates to the obligation on 
parliament to ensure that funds are used effectively to achieve outcomes.  

Reputational risk:  Such risk refers to the possibility that the donor may be impaired in its capacity to provide 
future support because of events directly or indirectly related to its current aid intervention. A sub-set of 
reputational risk is the risk that a donor can be exposed to a negative event, undermining the willingness of 
donor parliaments and taxpayers to provide further funds for development support.  

Source: Folscher et al, „Consultancy for the European Parliament on “Use and Monitoring of Budget Support”‟, Mokoro 

Ltd 2008. 

7. As donor agencies are accountable for public funds spent, ensuring that budget support 
complies with statutory frameworks for aid and that the specific objectives of a budget support 
operation and of development overall is achieved is important. Not least because donor agencies 
are answerable to their parliaments and to national audit organisations for the money which they 
spend. More recently budget support has been under particular scrutiny with the national audit 
offices of the UK, Germany and Sweden undertaking reviews of budget support, which resulted in 
a revision of budget support guidelines. In other countries such as Germany and the EC, 
parliament has used new and existing powers to become more involved in the programming and 
approval of budget support. 

8. This means that national parliaments can exert a strong influence over the way in which 
ODA overall and budget support is implemented. Donor agencies respond to the statutory 
frameworks which guide ODA and design and implement budget support in response to specific 
fiduciary, political and accountability concerns.  In some cases this means that budget support is 
not allowed to be undertaken by some donor agencies, whilst in others it is encouraged as the aid 
instrument of choice. The degree to which donor agencies headquarters and political accountability 
concerns influence the choice and design of aid instruments, particular budget support is 
discussed further in the section below. 

3. Donor Agencies Policy and Procedures on Budget Support 

9. Donor agencies approaches to the provision of budget support vary considerably. This 
section reviews the approaches of donor agencies that are included in the SBSip study and 
examines the extent to which donors are encouraged by their HQs to use budget support as an aid 



 
Sector Budget Support in Practice – Study on Headquarter Accountability Requirements 

 

10 
 

instrument. It assesses the extent to which on paper at least, HQ requirements influence the 
design, implementation, assessment of performance and disbursement decisions. This is assessed 
through a review of donor agencies guidelines on aid instruments and relevant literature on donor 
fiduciary and accountability concerns. The section that follows looks at how this occurs in practice 
by examining the actual implementation of SBS in the case-study countries. 

3.1 Donor Approaches to the use of SBS 

The extent to which country offices are encouraged by their HQs to use SBS as an instrument 

10. It can be difficult to discern a donor‟s stance on budget support, as not all donors state a 
preference for particular aid instruments, whilst others despite using budget support do not provide 
any guidelines on their use of it or have guidelines that are not publicly available. Conversely, 
some donors state that they do not use budget support, but as section four illustrates in practice 
they sometimes do. This section draws on the guidelines produced by DFID, Sida, Denmark, 
CIDA, Danida, the Netherlands and the EC which are all publicly available and other sources of 
information where relevant. 

11. As a rule, the extent to which donor agencies in country are encouraged to use budget 
support varies. Some are actively encouraged to use budget support as the aid instrument of 
choice by their HQs, while others take a more cautious approach using budget support when 
appropriate conditions are in place, but also using other aid instruments. Some donor agencies are 
prevented from using any form of pooled funding or have a preference for a project approach.   

 

12. DFID, Sida, the EC and the Netherlands can be categorised in the first group of donors 
whose policy stance as specified by HQ, is to use aligned aid modalities and government systems 
whenever possible, with a stated preference for budget support or programme based approaches 
(PBAs). Their guidelines on budget support state that: 

 EC - „It is EC policy to use general and sector budget support as the financial 
modality for its assistance whenever conditions are favourable‟. (Guidelines for EC Support 
to Sector Programmes, Tools and Methods Series, July 2007).  
  

  Netherlands - “The MFA considers budget support as the most effective form of aid 
since it ensures that recipient countries assume responsibility for implementing their own 
development agenda and contributes to a better alignment of aid with policy and systems 
of partner countries‟, (OECD DAC, 2006).  
 

 Sweden - „ Has made a commitment to increase the share of aid delivered through 
programme-based approaches, which includes budget support‟. (Ministry for Foreign 
Affairs, Clarification of the Guidelines Relating to the Management of Budget Support for 
Poverty Reduction, 10 April 2008).  
 

 DFID - „Has a commitment to using budget support – alongside other aid 
instruments-where it is appropriate to deliver aid to partners governments to reduce 
poverty‟. DFID February 2008 Policy Paper on Poverty Reduction Budget Support.  

13. The second group of donors include agencies such as CIDA and Belgium who acknowledge 
that programme based approaches (PBAs) have an important role to play and are increasingly 
using these approaches, but do not state a preference for any particular aid instrument and will 
judge each particular situation on its merits. Danida, also used to take this view but now has taken 
the decision to use SBS as their default aid modality. All budget submissions now have to justify 
why SBS is not used. 
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14. The third group of donors have regulations that rule out budget support or have a stated 
preference for projects. As the OECD-DAC (2008) notes, ‟France favours the project approach and 
is little involved in general budgetary support‟. Others such as USAID are prevented by 
congressional order from pooling funding, while most of the aid budget is earmarked and traceable. 
Similarly the UN agencies tend to favour project approaches over budget support and the World 
Bank uses general budget support, but not SBS.  

The extent to which donor agencies in country have flexibility over decisions on using budget 
support and budget support design 

15. There is a great degree of difference regarding the flexibility which donor agencies in country 
have regarding decisions on budget support and the design and implementation of these aid 
instruments. Some donors have significant flexibility, while in other cases HQs are much more 
prescriptive. This can be seen in donor agency guidelines, as some donors have general 
guidelines on budget support such as DFID and the Danida, which cover SBS and GBS, while the 
EC has guidelines on both GBS and SBS. CIDA includes budget support under PBA guidelines 
and Sida have budget support and PBA guidelines, but no SBS guidelines1. The Netherlands 
includes all aid modalities in one set of guidelines.  

16. Most guidelines outline key principles and pre-conditions for providing budget support, but 
provide little detailed guidance on the design of these programmes. The EC guidelines are the 
most comprehensive with much more detail given on the assessments to be undertaken before 
budget support is given and the way in which it can be designed. 

17. There appears to be reasonable flexibility given to country offices in terms of the design of 
budget support.  Most guidelines outline the principles and concepts to be followed, but are not, on 
the whole, prescriptive in terms of what the design should be. This suggests that HQ deliberately 
allows some flexibility in design, in order to allow for adaptation to the systems of partners 
countries and to design joint approaches. The former approach of flexibility seems to be used by 
DFID, Netherlands, Denmark, CIDA, DANIDA and Sida, as their guidelines lay out general 
principles and conditions for budget support, but do not give detailed guidelines on how they 
should be designed. This is left to the discretion of country offices that are able to adapt to country 
circumstances.  

18. Sida is slightly different in that in that although its guidelines on PBAs do not specify in detail 
how to design SBS, it does give five guiding principles, which in practice give a strong steer on 
design. These are: 

 Sida should apply a programme-based approach to all its development cooperation; 

 The partner‟s results analysis and planning cycle should be the point of departure 
for Sida‟s analytical work and dialogue; 

 Sida should promote its priority issues primarily through engagement in dialogue 
rather than earmarking of funds; 

 Sida should link its financial commitments to the partner‟s results framework and 
budget cycle; 

 Full alignment should be considered the first option for financial support to a 
government or an organisations programme. 

                                                           
 
 
1
 Danida is currently in the process of producing guidelines on SBS. 
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19. Sida, DFID and the Netherlands are very flexible in budget support design and can also be a 
silent partner in SBS programmes, delegating another donor agency to be responsible for their 
funds.  

Table 1: Donor GBS/SBS decision making processes 
 Country level Headquarters level Final decision 

EC The programming, 
identification and formulation 
of budget support proposals 
are done at the country level, 
but with quality support from 
headquarters 

DG Dev and Relex supports 
preparation of documentation, 
interim Quality Support Groups 
review at intermediate stages 

Decision taken by the relevant 
management committee, which means 
in cases where the management 
committee does not agree with the 
Commission proposal, the decision will 
be referred to the Council 

Nether-
lands 

Preparation of Track Record 
every four years and Track 
Record „light‟ every year 

Assessment and approval of 
Track Record by the 
Effectiveness and Quality 
Department 

The Track Record will be approved in 
MASP years by the Secretary-General 
and in “light” years by the Deputy 
Director-General for International 
Cooperation. If budget support is 
granted to a country which does not 
qualify under track-record, Minister will 
take decision. 

Denmark An identification report is 
produced as part of the 
embassies process of 
preparing new programmes. 
The 10 criteria for budget 
support must be assessed & a 
concept note is then prepared 

The concept note is submitted 
to the Programme Committee 
at HQ. 

A Board Submission Document is 
drafted by the Embassy and a decision 
is taken by the board. 

Canada Preparation of assessments 
and concept paper  

Consideration and review by 
the Project Review Committee, 
sub-committee of the Policy 
Committee 

Depending on amount proposed, 
approval by Minister or Treasury 
Board. Treasury Board also approves if 
proposal does not meet CIDA terms 
and conditions. Treasury Board is a 13 
member council of ministers. 

Sweden Preparation of assessment 
and documentation as part of 
developing country strategy 

Quality support Final decision made by Council of 
Ministers 

UK Budget Support assessed and 
documentation prepared at 
country level as part of 
preparation of the Country 
Assistance Plan (CAP) 

Support provided for CAP by 
cross-divisional Quality 
Assurance Group. Risk 
assessments reviewed by the 
Programme Guidance Risk 
and Assurance Group in 
Finance and Corporate 
Performance Division. 
Governance assessment if 
undertaken by the country 
team and is Peer reviewed by 
the Effective States Team, 
Policy and Research Division. 

New CAPs and major revisions of 
plans are approved by The Secretary 
of State. 

Source: Folscher et al, „Consultancy for the European Parliament on “Use and Monitoring of Budget Support”‟, Mokoro 
Ltd 2008 and Ministry for Foreign Affairs Denmark‟, Guidelines for the Provision of Budget Support‟, September 2007. 

 

20. Another factor which affects design is how decentralised the decision-making is. Many aid 
agencies are centralised with decision-making concentrated at HQ level. For example, the EC 
CIDA, Japan, France, Norway and Belgium are all very centralised with staff concentrated at 
headquarters and all significant policy and spending decisions undertaken at HQ level.  
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21. In contrast some countries have been making efforts to decentralise their aid programs to 
country offices. This means that country offices have more influence over decisions on whether to 
go ahead with budget support and how it should be designed. 

22. Since 2003 Denmark has been decentralising their bilateral aid programme from 
headquarters to 16 key partner countries, which has given agencies in country more autonomy 
over their programs. The Netherlands also relies on a “decentralised” system in which embassies 
are responsible for policy dialogue with partner country governments and other donors, formulation 
of Dutch country and sector policy, and assessment, approval and monitoring of implementation 
activities within the limits of the “delegated funds”. General budget support is no longer approved 
centrally and had by 2006 been delegated to embassies in the 15 partner countries where general 
budget support was being used. SIDA has also decentralised through delegating operational 
decisions to embassies. Also the Ministry of Foreign Affairs in Sweden has delegated decisions on 
budget support funding to SIDA, whereas previously these were made by the Ministry. DFID offices 
are also decentralised with much of the preparation process for budget support undertaken at 
country level. 

23. The stages of the decision-making process and which decisions are undertaken at HQ and 
country level are shown in Table 1 for the main budget support donors. The initial choice of budget 
support, design and preparation of submissions is undertaken at country level for all of these 
donors, with the decision to go ahead with budget support taken at the political level.  

Assessment of Risk 

24. In all cases, the most specific guidance given by HQ relates to the assessment of risk, 
specifically fiduciary, development and political risk. This is a direct result of HQ accountability 
concerns and guidelines are intended ensure that aid is accountable to parliament, is used 
effectively for the purposes intended and is not misused through malfeasance. This is dealt with 
through outlining pre-conditions for budget support, assessments to identify strengths and 
weaknesses in PFM systems and the design of conditions and mechanisms for disbursement of 
funds. 

 
Table 2: Preconditions for SBS 

 EC Canada Denmark Netherlan
ds 

Sweden  UK 

Budget Support will produce 
developmental benefits 

√  
√ 

  √ 

Presence of a national strategy for 
poverty reduction/development 

√ √ 
√ 

√ √ √ 

Macro-economic stability / economic 
management 

√  
√ 

√ √  

Public Financial Management or 
policies and reforms to increase use of 
local systems 

√ √ 
√ 

√ √ √ 

Interest in and capacity for donor 
harmonisation / partnership principles / 
emerging partnerships 

 √ 
√ 

√  √ 

Track-record in delivering results and 
scaling up efforts 

 √ 
√ 

   

Respect for human rights and 
democracy 

  
√ 

 √ √ 

Commitment to combat corruption   √  √ √ 

Source: adapted from Folscher et al, „Consultancy for the European Parliament on “Use and Monitoring of Budget 
Support”‟, Mokoro Ltd 2008 and Ministry for Foreign Affairs Denmark‟, Guidelines for the Provision of Budget Support‟, 
September 2007. 

25. All donor agencies outline the pre-requisites that need to be in place before budget support 
can be implemented in a recipient country. Some of these requirements by specific donor are 
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outlined in Table 2 and mostly relate to PFM systems, a good record of economic management 
and poverty reduction. 

26. All donor agencies undertake assessments of the recipient countries PFM systems, as in all 
cases a credible PFM system must be in place in order for donors to undertake budget support. All 
donor guidelines suggest using PEFA or the Public Financial Management – Performance 
Measurement Framework and other available tools such as World Bank Country Financial 
Accountability Assessments, Public Expenditure Reviews and Public Expenditure Tracking 
Reports. Some agencies such as SIDA undertake an assessment on corruption, while Danida 
guidelines suggest that PFM assessments must be undertaken at local government level, 
particularly for SBS. DFID assesses both political and fiduciary risk and uses a framework that has 
been agreed with the NAO, which was a direct result of concerns expressed by the NAO regarding 
DFID‟s management of risk.  

 

27. All the guidelines then allow decisions to be made on the degree of fiduciary risk and any 
mitigating measures that need to be taken by country offices, although these have to be approved 
by HQs. However, there is little specificity on how financial management arrangements should be 
designed, with the emphasis being more on how to assess fiduciary risk rather than mitigate it. 

3.2 Donor Approaches to the Design of SBS 

28. Table 3 outlines the key features of guidance on design given by five donors, although it 
should be noted that both Sida and CIDA guidelines are for PBAs, whereas the EC gives specific 
SBS guidance and DFID and Denmark deal with GBS and SBS together. 

Guidance on Funding Levels and Multi-year Funding Commitments 

29. There is no guidance given by donor HQs on the level of funding that should be devoted to 
SBS. The need for multi-year commitments for SBS is noted by both DFID and CIDA guidelines, 
whereas nothing is mentioned by the EC, Denmark or Sida. 

Earmarking, Additionality and Traceability 

30. A view on earmarking is only expressed by Sida. One of the organisations key principles for 
PBAs is that earmarking should not occur, as priority issues should be dealt with through dialogue. 
DFID guidance mentions that earmarking can have a negative impact on the achievement of 
objectives, but does not express a particular view on whether earmarking should be used. 
Earmarking is mentioned in passing by the EC who notes in a case-study on Ethiopia and Uganda 
that it may mitigate against achieving objectives, but discusses it no further than this. 

31. The EC is the only donor that has a substantive discussion of additionality, in terms of when 
it is appropriate and how it can be measured and reflected in disbursement decisions. The EC 
expresses no view on whether additionality should be used, but does make clear that there are 
considerable practical issues involved in applying rigid additionality requirements.  

32. Both Sida and the EC make very clear statements on disbursement channels for SBS funds. 
All Sida PBA funds should flow through government systems, with any deviations from this having 
to be justified. The EC also states that SBS funds should be channelled through national 
treasuries. DFID notes that financial flows should be aligned with government, but does not make 
any further statements on this. Denmark and CIDA do not mention which funding channels to use. 
This is probably as their guidelines are more geared to how to assess suitability for budget support 
and PBAs and how to undertake the appropriate assessments and prepare submissions. 
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Table 3: Donor Guidance on SBS Design 
 
Guidance DFID Denmark EC CIDA SIDA 

Level of funding 
& arrangements 
for multi-year 
predictability  

Guidance 
mentions that „we 
will increasingly 
adopt multi-year 
budget support 
arrangements‟. 
Commitments will 
be made in time for 
the budget 
preparation 

Notes that 
predictability 
should be a 
general 
principle, with 
funding 
decisions made 
before the 
current budget 
year  

Not mentioned A multi-year 
approach to 
commitments is 
needed and 
commitments 
should be made 
before budget 
preparation  

Support should 
link to partner‟s 
budget cycle 
and provide info 
for the 
forthcoming 
budget cycle. 
Nothing on 
multi-year 
predictability 

Earmarking, 
additionality,  
traceability, and 
disbursement 
channel 

Guidelines state 
that „for 
earmarking 
resources for a 
particular sector is 
likely to reduce our 
impact on overall 
budget processes‟. 
This is the only 
comment. 
Additionality is not 
mentioned & it is 
noted that financial 
flows should be 
aligned with that of 
government 

None   Discussion of 
additionality 
mentioning the 
difficulties of 
measuring it & 
noting where it 
may be used and 
where it is in-
appropriate.   
Earmarking is 
not mentioned. 
Disbursement 
through the 
National 
Treasury is 
recommended 

None Guiding PBA 
principles state 
„priority issues 
should be 
promoted via 
engagement in 
dialogue rather 
than 
earmarking. 
„Full alignment 
is the first option 
for financial 
support to a 
govt‟s program. 
Additionality is 
not mentioned 

Conditionality and 
dialogue 

Conditionality is 
discussed in detail 
& should be 
transparent and be 
used to monitor 
progress, with 
interruptions in 
support only 
occurring if there is 
a significant 
breach of one of 
the three 
partnership 
principles 

Disbursements 
should not hinge 
on achieving 
conditionality. 
A two tranche 
approach to 
disbursement is 
preferred by 
Denmark. 
There is a lot of 
discussion on 
how dialogue 
should take 
place and forms 
of conditionality 

Fixed tranches 
linked to 
eligibility 
conditions and 
variable tranches 
linked to 
performance 
indicators are to 
be used 
How to organise 
dialogue is 
discussed 

Emphasis on 
overall 
performance 
rather than a 
stop-go 
approach. There 
is discussion on 
indicators and 
targeted which 
can be used. 
Gives list of 
good practices 
for policy 
dialogue  

A dialogue 
engagement 
strategy has to 
be defined. 
Conditionality 
should be 
designed to 
avoid stop-go 
responses. 
Conditionality is 
discussed in 
detail. 

TA and capacity 
building 

Discussed in detail There is a lot of 
discussion of 
„complementary 
earmarked 
funding‟ to 
support budget  
activities 
through TA & 
CB 

Good practices 
in the provision 
of TA are 
discussed 

A capacity 
building strategy 
needs to be 
articulated in 
submissions, 
but there are no 
details on how 
to do this 

The need to 
explore options 
is mentioned in 
the context of 
PBAs 

Coordination with 
other SBS 
programmes and 
other aid 
modalities 

Substantial 
discussion of this 
issue 

Substantial 
discussion of 
this issue 

Substantial 
discussion of this 
issue 

None mentioned Discussed but 
not a large 
focus of 
guidelines 

Source: DFID - DFID (2008), Poverty Reduction Budget Support: A DFID Policy Paper, Feb 2008, DFID (2008) Good Practice  
Guidance Note “Assessing the Potential Benefits of PRBS” Feb 2008 and DFID (2004) Managing Fiduciary Risk when Providing  
Poverty Reduction Budget Support, Sept 2004. SIDA (2008) Guidance on Programme-Based Approaches, Sept 2008. Ministry of  
Foreign Affairs, Denmark (2007), „Guidelines for the Provision of Budget Support‟ Sept 2007. EC (2007), Guidelines for EC Support to 
Sector Programmes, Tools and Methods Series, July 2007. CIDA (2007), CIDA‟s Operational Guide to Program-based Approaches‟, 
Version 1.0, November 2007. 

Design of Conditionality and Dialogue 
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33.  Most donors advocate using results-based approaches, in the design of budget support, but 
the conclusions they draw about how this should be undertaken and how it relates to the design of 
conditionality and disbursement mechanisms tend to differ. 

34. The EC sector program guidelines state that the „European Consensus mandates that „The 
Community will consistently use an approach based on results and performance indicators and 
shall clearly define and monitor its conditionality ... disbursement of budget support shall be 
conditional on satisfactory progress towards achieving the objectives in terms of impact and 
results‟ and that „these recent mandates confirm and reinforce the EC approach that links the 
disbursement of variable tranches to the achievement of targets for agreed outcome indicators‟. 
(EC 2007 p.56). In this way, the EC clearly outlines their preference for a fixed and variable 
tranche system which can be used to monitor progress and trigger disbursement. 

35. Sida and CIDA also emphasise the importance of results based management. Sida budget 
support is designed to enable a „graduated response‟, but does not give any more specific 
guidance than this. Danida has a more pragmatic view of conditionality, as its guidelines state that 
„performance indicators serve to signal the issues agreed to be important in view of the objectives 
of the budget support program, to concentrate the government‟s attention and implementation 
efforts on these issues‟ (DANIDA p. 30). There is no requirement for a performance assessment 
framework in SBS (there is in GBS) and the guidelines warn against linking disbursements to 
specific indicators. The emphasis for SBS is more on fitting in with partner countries and donor 
mechanisms and systems. DFID‟s approach is similar to Danida‟s in that they state that 
benchmarks should be used to monitor progress, rather than use achievement of specific 
indicators to make disbursement decisions.  

36. For most donors there is considerable flexibility in terms of the conditions applied and 
disbursement mechanisms used and although they constitute important mechanisms for 
accountability and indicating results, most HQ‟s leave this to be designed in country and do not 
indicate a specific mechanism that needs to be used, apart from the EC. Additionally, in the case of 
the EC the final decision on whether conditions have been met rests with HQ, whereas for other 
donors the decision is made in-country, even though it may have to be signed off at HQ level. 

TA and Capacity Building Support 

37. All guidelines discuss the importance of TA and capacity building activities to strengthen the 
effectiveness of SBS or PBAs. Danida guidelines emphasise the importance of complementary 
support to increase the effectiveness of budget support through PFM, anti-corruption activities and 
activities that are important for the functioning of the public sector or legitimacy of the state. DFID 
also has a separate Good Practice Guidance Note “Assessing the Potential Benefits of PRBS” 
(DFID, February 2008) which discusses how to reinforce the positive effects of budget support 
through capacity development and focusing on complementarity between different aid instruments. 
The EC outlines good practice principles in the provision of TA for SBS, whereas CIDA requires a 
capacity building strategy as part of a PBA submission. 

Coordination with other SBS programs and aid modalities 

38. The issue of complementarity between SBS and other support is mentioned in all guidelines, 
apart from CIDA‟s. For DFID, Denmark and the EC there is substantial discussion of the forms 
through which this might take place and how it can be made most effective. 

4. Findings from SBS in Practice 

39. In this section the experience of the country case-studies is reviewed, to assess how SBS 
was designed in practice, the extent to which country offices followed agency guidelines and were 
influenced by HQ‟s and whether this resulted in derogations from country systems.  
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Mali - education 

40. In Mali the decision to engage in SBS was taken externally in that donors and the 
government in response to the Rome and Paris Declarations decided to provide general budget 
support and SBS in two sectors. The Netherlands was the first donor to give SBS in education and 
as they were the first, they shaped the design of SBS which other donors who then joined later 
fitted in with. SIDA was a silent partner channelling funds through the Netherlands, while France, 
CIDA and Belgium joined afterwards. 

41. When the Netherlands designed the SBS program, they had concerns relating to 
weaknesses in the PFM system and wished to mitigate potential fiduciary risks. As a result, they 
ensured that SBS funds were earmarked to specific expenditure items. SBS financing agreements 
from France, Netherlands and Sweden also included the proviso that SBS funds should be carried 
forward into the next budget year if unspent. To address these concerns the Ministry of Finance 
made SBS funds separately identifiable in the budget, de facto they were traceable. In addition, the 
Dutch and Swedish financing agreements stated that SBS funds should not be disbursed into the 
budget without prior agreement from the donors.  

42. In practice the derogations resulting from the Government of Mali‟s efforts to establish a 
system to fulfil these requirements have caused considerable problems, while there is a feeling 
among SBS donors that in hindsight this may not have been the best design and had they realised 
the problems it would cause they would not have designed it in this way.  

43. In terms of the extent to which the design of SBS was influenced by HQ requirements, this 
differed from donor to donor. The Netherlands did not appear to have been strongly influenced, 
which is in line with their decentralised approach. It appears that an in-country decision was made 
to derogate from country procedures in certain areas. SIDA as a silent partner did not have a say 
in how the SBS process was established, but would have preferred to not have had any 
derogations. This is in line with its HQ guidelines, which strongly favour budget support, but in line 
with country procedures, so changes must have occurred due to circumstances at country level. 
France was reasonably comfortable with the approach taken as this was in line with their more 
normal project approach. 

44. In the case of Mali it can also be argued that these derogations occurred as the government 
did not feel it had sufficient power vis-à-vis the donors to ensure that a more sensible system was 
established in the first place. The SBS donors have commented that if they had known that the 
system they asked to be established, particularly procedures relating to traceability would prove to 
be so difficult, they would not have required it in the first place. The Government of Mali did not 
forewarn them, which suggests a desire to accede to donors demands, rather than stand up to 
them when they put forward systems that are unworkable in the context of Malian government 
systems. 

 
Mozambique - health 

45. Support to health has been carried out through basket funds and only recently in 2008 was a 
switch made to SBS. The donors funding through SBS were the EC, UK, France, Spain, Norway, 
Canada, Ireland, the Catalan Agency for Development Cooperation, Switzerland, Denmark, the 
Flemish, Finland, the Netherlands, UNICEF and UNFPA. A considerable amount of time and effort 
was exerted in attempting to develop a funding mechanism that was acceptable to the maximum 
amount of donors. Although government systems were used, there are various exceptions that 
were instituted as a result of the need to ensure most donors were able to participate.  

46. The main derogation is that when the funds are channelled to the single treasury account 
(CUT) and the Ministry of Health (MoH), donors can choose whether they follow what is called an 
internal or an external channel. The internal channel means that funds are pooled with the 
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government budget, while the external account funds are kept separate with the stipulation that 
any funds left over at the end of the financial year should be rolled over and transferred to health in 
the next budget. The donors who chose to fund through the internal channel were the EC, UK, 
France, Spain and Norway. The external channel is being used by Canada, Ireland, the Catalan 
Agency for Development Cooperation, Switzerland, Denmark, the Flemish, Finland, the 
Netherlands, UNICEF and UNFPA. In practice, thus far, both the internal and external funds are 
traceable as they were separately identifiable in the development budget of the Ministry of Health, 
as the practicalities of the internal channels were not properly worked out. 

47. Furthermore, the funds for medicines do not pass through the CUT and are held in a forex 
account and are only disbursed to the MoH once conditions in the Memorandum of Understanding 
(MoU) are met. Reporting mechanisms are different to those of the government system and there 
is also provision for auditing these funds separately. These parallel systems were implemented in 
response to concerns over potential corruption regarding the provision of medicines. 

48. There is also a stipulation in the MoU that annual PFM assessments should be carried out of 
the MoH, in addition to audit reports. According to the MoU these are designed to check that 
planning and budget execution are of an acceptable quality, funds are being used for their intended 
purpose, are being properly accounted for with adequate reporting and transparency and are 
achieving value for money. This clause allows for further diagnostic work and also gives donors the 
option to reduce their funding or withdraw from SBS if there is not a good public financial 
management (PFM) assessment.   

49. The EU stipulates extra provisions in the MOU to allow them to use a split response 
mechanism with fixed and variable tranches. The funding for year n+1 is based on performance in 
year n-1. The variable tranche is linked to two indicators from the health sector PAF. Performance 
is then judged as fully met or not met with each indicator allocated 50 per cent of the score. Most 
donors also have a clause where in extraordinary circumstances they can demand external audits.  

50. The main reason for these derogations from country systems were to allow donors to use a 
joint funding approach and to bring on board as many donors as possible, although compromises 
had to made as many donors could not use a „pure‟ SBS approach due to HQ requirements.  

Agriculture 

51. Funding to the agriculture sector was originally through a common funding mechanism 
which began in 1999 and evolved into SBS by its third phase in 2007. The main donors 
undertaking SBS are the EC, Sweden, Canada, Denmark, Austria, Finland, IFAD, Ireland and the 
Netherlands. Two of the largest donors, the World Bank and USAID withdrew from the common 
funding mechanism in 2006. 

52. Although SBS continues to be traceable, it has become increasingly aligned with country 
systems and procedures, compared to previous funding mechanisms. For example, procurement 
was originally not undertaken through the Government of Mozambique (GoM) procedures, but now 
government systems are used. This is due to reforms made in PFM systems over the years, it has 
also been driven by the GoM who has exerted greater ownership and has wanted to see more 
alignment with government systems. It is also a result of donors desire to adhere to the Paris 
Declaration and pressure from HQ‟s to move to more aligned approaches. Some donors have 
maintained earmarking funds to specific areas within the agriculture programme. There have been 
no explicit additionality requirements for SBS funding. 

53. The main other derogations relate to special arrangements for reporting, as government 
monitoring, evaluation is weak and an additional performance assessment matrix was also 
developed. The performance assessment matrix has been driven by donors and due to this has 
had little traction within the Ministry of Agriculture (MINAG). There is a separate proagri Transit 
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Account established which donors deposit funds into, as the Central Treasury Account by law 
cannot be audited by international auditors. 

Tanzania - health 

54. SBS in the Tanzania health sector, called basket funding, has evolved as part of a sector 
wide approach and basket funding which began in 1999. Currently, the main donors are Danida, 
Ireland, Netherlands, Switzerland, KfW, World Bank, UNFPA, CIDA, UNICEF and Norway.  

55. The design of SBS has evolved over time. As with Mozambique Agruculture, traceablility has 
been maintained, with fewer derogations from country systems as the support has progressed. 
Derogations were introduced due to weaknesses in PFM systems and were added as mitigating 
measures, but removed when the situation improved. An example of this is audit requirements 
which have been higher under SBS than mainstream resources. Up until the current financial year, 
an external audit firm had been contracted to support government audits of the sector and 
separately audit SBS resources. As local capacity to audit has improved, this requirement has now 
been dropped.   

56. There are still instances where there is a divergence with government systems, which are 
laid out in the MoU and side agreements. These relate to a holding account which donors 
resources are transferred into and the fact that they are traceable within the budget as they are 
identified by their own budget codes. This holding account gives donor extra control over 
resources, ensures additionality and makes it easier to hold back resources for a period of time 
until conditions are met. Procurement procedures are also different from those of the government, 
while there is a stipulation that various documents should be shared with donors, such as draft 
MTEFs and public expenditure reviews. Throughout a minimum share of SBS funding has been 
earmarked to decentralised health service delivery. 

57. The arrangements for SBS seem to be a result of in-country responses to perceived 
weaknesses by donors to the PFM system in Tanzania and of experience in providing support over 
a period of time through basket funding. The same type of arrangement exists in support to health, 
water and agriculture in Tanzania, which suggests that donors have responded in similar ways in 
different sectors. The procurement procedures used are similar to those of the World Bank and in 
this instance are due to the HQ requirements of the Bank. 

Uganda - Local Government Development Program (LGDP) 

58. In LGDP I the World Bank used a mix of project support and SBS to support the LGDP. The 
main support operated as a project with WB procedures used. The SBS funds were traceable and 
earmarked to local development grants (LDG), capacity building grants (CBG) and the dialogue 
and conditions were largely program specific. Under LGDP II SBS funds were still earmarked, but 
dialogue and associated project support was less focused on the grant systems which had already 
been established. The donors involved by LGDP II in SBS were the World Bank, Denmark, Austria 
and Ireland. 

59. For SBS for the LG system, the Government of Uganda (GoU) procedures for planning, 
budgeting, accounting, procurement and monitoring were used, although specific reporting and 
M&E systems for LDG and CB grants were used. Also value-for money audits, programme 
midterm reviews and technical audits were specified. 

60. There were also derogations from government procurement systems, which used World 
Bank procedures for this at central government level. These were not applied at local level, as 
these procedures were avoided by arguing that SBS was provided to procure grants, and the 
expenditures by local governments funded from those grants should use government procedures 
as they were grants from the government. This meant that the World Bank only had to verify grants 
that had been transferred to local governments.  
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61. New reporting processes had to be developed for local grants, as no government 
procedures existed that could provide sufficient accountability. Also an annual assessment process 
was developed, but the overall objective of the program was to develop and test a system for 
decentralised investment financing as no government system was in place.  

Education 

62. SBS to the education sector in Uganda since 1998 has been provided by an evolving group 
of donors, including at various times the World Bank, DFID, EC, Netherlands MFA, Irish Aid, 
USAID and CIDA. Current SBS donors are the Dutch Government and Irish Aid. Only minimal 
derogations from use of country systems are apparent now that SBS has matured as a modality in 
the education sector. The original requirements for separate external audit have been replaced by 
reliance upon government external auditors and expenditure tracking surveys are now fully-
embedded within the government review framework for the sector. Donor HQs have accepted that 
government financial management systems are sufficiently robust that derogations are not 
generally required. 

63. The early SBS arrangements in the Ugandan education sector were some of the first of their 
kind in any country and it appears that country staff from DFID and other lead donors were 
afforded reasonable discretion by HQ in their design. The broader sector framework within which 
SBS operated was intended to harmonise donor activities and to align them with country systems. 
One effect was a strong peer pressure to avoid idiosyncratic HQ procedures and to establish a 
common set of institutional arrangements for disbursement, monitoring and performance review.  

64. A specific aspect of formal derogation until 2003 was the insistence by donors of 
„additionality‟ to the education sector and even to the primary sub-sector. In practice there was an 
alignment of preferences from 1997-2003 between government and donor spending objectives so 
the additionality requirement probably did not create distortions. In fact, the additionality of SBS 
and also debt relief was formalised across sectors in the context of a mechanism called the 
Poverty Action Fund. However it was stopped as a practice by the government from 2003 onwards 
when it started to put pressure on the macroeconomic position. There are indications that the 
government is willing to entertain additionality again. 

65. Most SBS has been non-traceably earmarked to the primary sub-sector, especially to 
support the School Facilities Grant in the early stages of the scaling-up following the introduction of 
Universal Primary Education (UPE). The EC switched from SBS to GBS in 2003, although it 
continued to support the primary education sub-sector through earmarking until 2005. There was 
HQ impetus to move to GBS in order to achieve greater alignment as required by the Cotonou and 
Lome Agreements.  

66. Concerns about learning achievements have led to derogations by Irish Aid and the Dutch 
who have moved away from SBS as their sole instrument in the sector. Both have reintroduced 
project support into their portfolios alongside SBS at least partly in response to HQ concerns about 
justifying to domestic political constituencies the effectiveness of SBS. This shift also implies 
derogations from country systems and processes, including the prospect of off-budget assistance 
through the Quality Education Initiative (QEI), a multi-donor basket fund for consultancy and policy 
advice.  

67. The Belgian Government is about to start a programme of SBS to secondary education and 
plans to allocate 50% of its portfolio to this modality. Despite a legal requirement for Belgian aid to 
education to target the primary sub-sector, embassy staff persuaded HQ that their aid impact 
would be greater in secondary because of large number of donors already in primary. Current SBS 
donors have relied on an unsigned MoU between the Government and EFAG to govern the sector 
engagement and may use the Joint Assistance Framework as the basis for future engagement. 
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However, the Belgian Government requires a signed MoU as prerequisite for SBS so that the 
indicators are more specifically targeted on the sector. 

68. Overall, those donors who have supported and sustained SBS to primary education have 
tended not to be pressured by HQ to insist on derogations to country systems. It is only since a 
World Bank public expenditure review in 2007 which systematically documented the level of 
inefficiency in the education sector that donor HQs have started to pressure country offices for 
improvements in education results or for safeguards against inefficient donor spending (i.e. 
derogations). 

Rwanda 

69. In Rwanda the SBS donors are the UK, Netherlands, AfDB, Belgium, Canada, Sweden, Fast 
Track Initiative (FTI) and UNICEF. The experience of SBS in Rwanda suggests a clear influence of 
donor HQ decisions and regulations on the provision and modalities of SBS. This has sometimes 
led to derogations from country systems. But on the other hand it has resulted in a strong donor 
coordination framework and a high degree of trust between donors and the government which 
have been instrumental in minimising these derogations. 

70. SIDA for example, was not able to provide SBS before 2002 as HQ regulations did not allow 
it. After this date, they provided GBS with an education window, with the impetus for this move 
coming from the Education Unit at HQ, who argued that support to education would have to be 
maintained in order to participate in education sector dialogue. Due to a lack of capacity in the 
country office, involvement was delegated to DFID through a silent partnership agreement. 

 

71. The World Bank and the EC supported the sector through GBS programs with education 
conditionality, as they felt the education sector was sufficiently supported by other donors. DFID on 
the other hand moved from GBS with an education window to SBS on the basis that SBS would 
prove less volatile. The Netherlands, Belgium, AfDB, CIDA and UNICEF were persuaded by the 
strong donor coordination mechanism and joint framework for the provision of sector budget 
support that it would be a good idea to join and used this as an argument to convince their HQs. 

72. Other donors such as Japan, Korea and USAID have continued to use project modalities. 
USAID is not able to move to SBS due to current HQ guidelines which stipulate that expenditures 
should be justified and accounted for. Japan has been attempting to provide SBS and again the 
existence of a strong in-country donor coordination, planning and budgeting framework is an 
attraction and a key feature in discussions between the local office and HQ to allow this move. To 
date this has not been possible due to HQ requirements for detailed accounting of expenditures. 

73. As there was a strong Joint Education Sector Support program already in place, it was 
possible to align SBS planning, reporting and disbursement processes with this, so that the main 
derogations from government systems stem from requirements by individual donors. The AfDB 
requires a separate report following AfDB reporting formats before disbursement. This is probably 
because originally AfDB support was designed as project support and only converted to SBS after 
strong pressure from other education sector donors. FTI requires a specific report to allow tranche 
disbursement, with detailed information on budget execution. This requirement is partly due to the 
fact that Rwanda is the only country to receive FTI funds though SBS. The AfDB, Belgium, FTI and 
CIDA also specify some kind of non-traceable earmarking due to accountability requirements at 
HQ level. 

 

74. Overall, the additional requirements relate to HQ procedures and have stemmed from the 
fact that programme design has not been very well adapted to budget support modalities and are 
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still influenced by project support modalities which donors have not fully moved away from, despite 
adopting SBS. 

Zambia - health 

75. The move to SBS in Zambia was a response to the governments stated preference for 
budget support and a desire by donors to align with the Paris Declaration. In health there have 
been two SBS donors, DFID and the EC, other donors have continued funding through baskets or 
projects. DFID gave support through GBS with earmarked funds to the abolition of user fees in the 
health sector, but now only earmarks to the health sector overall. The support was aligned with 
government systems, but there was a requirement that the Ministry of Finance and National 
Planning (MoFNP) had to provide a letter to DFID stating that funds had been transferred to the 
Ministry of Health. The requirement for DFID funds to be traceable caused significant problems, as 
the mechanism through which funds would be transferred had not been fully thought through, so 
delays occurred in transferring funds from the MoFNP to the MoH and as a result activities were 
not implemented. 

76. DFID designed SBS in this way because in the first year their allocation to health was 
disbursed after the budget and they wanted evidence that their additional funds were transferred to 
the MoH. In the second year this requirement caused problems as it led to the expectation by the 
MoH that DFID funds would be transferred separately to normal budget funds and the MoFNP did 
not use normal budget cash management procedures for its disbursement. Once it was realised 
that this requirement was not needed and was causing confusion it was eliminated, and SBS was 
no longer traceable. 

77. EC SBS was not traceable, but the conditionality and disbursement procedures derogated 
from those used in the health basket funds and government systems and were a direct result of the 
EC need to use a system of fixed and flexible tranches as specified by HQ policy. This meant that 
the EC had its own separate system of conditionality from the basket funds and although indicators 
were a sub-set of those used in the health sector plan, a separate report on the achievement of the 
EC benchmarks and indicators has to be produced by the MoH. Assessment of these indicators 
ultimately rests in the hands of HQ, as although an assessment takes place in-country, one year 
Brussels changed these and disbursed fewer funds as a result. 

78. These derogations to the government system and that of the basket funds, have also 
probably occurred as the MoH did not feel it had the power to dispute how SBS was designed in 
both instances. As it had already lost external funding due to donors streamlining their support in 
different sectors, it was concerned about preventing further falls in funding. 

79. Other donors are considering moving to SBS. In the case of CIDA they are unlikely to use 
SBS as they do not have a clear policy on the use of SBS from HQ. Others such as Sida and the 
Netherlands can move to SBS if they wish, but there has not been any pressure from HQ to do so 
and any decision will depend upon an assessment of conditions in country and how effective SBS 
might be.  

Roads 

80. In roads the EC is the only donor undertaking SBS, it also funds through the European 
Development Funds (EDF) project modality at the same time. The main issues are similar to those 
relating to EC support in the health sector in Zambia, the design of the instrument and the 
execution of funding has systemic flaws. The system of fixed and floating tranches has resulted in 
tranches being delayed and „floating‟ into the next year, whilst disbursements are held up at HQ 
level, as assessment of benchmarks and indicators are reviewed and sometimes revised by HQ. 
Increasingly EC staff in country have been given little information on when disbursements are due 
and the time taken to approve disbursements can be lengthy. 
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81. An additional issue faced by the EC Delegation in Lusaka was that the design of the 
program was changed after submission of the financing agreement, when in discussions with HQ it 
was decided that an SBS programme might be the better form of assistance. This meant that the 
full preparatory assessment for budget support was not undertaken and EC headquarters 
procedures resulted in the selection of SBS ahead of sector pooled funding, because although 
pooling was initially the preferred approach, the EDF 9 procedures prevailing at the time did not 
permit EC funds to be pooled. Therefore the resulting SBS retained many features of project 
support, including traceability. 
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5. The influence of donor HQs on SBS programmes 

82. This section looks at the extent to which donor HQ concerns and requirements influence the 
choice, design and implementation of SBS programs in practice. This is undertaken by comparing 
the information given in donor guidelines reviewed in section three, with the evidence from the 
country case studies in section four. 

5.1 The choice of SBS in practice 

83. The main donors that gave SBS are those that state a preference for this aid instrument at 
HQ level. These are DFID, SIDA, the EC and the Netherlands. Interestingly, even countries that 
prefer a project approach or are not traditionally perceived to be donors that pool funds are 
involved in SBS or hybrid approaches in the case-study countries.  

84. USAID was contributing to basket funding in both Zambia and Uganda despite a 
Congressional order that bans American funds being pooled. This had occurred because USAID in 
both countries had begun contributing to these mechanisms before the congressional order came 
into force and were allowed to continue doing so afterwards. In the health sector in Zambia, USAID 
anticipated that they would be prevented from doing this in the near future, as when their current 
programs mandate expired they would have to go back to using project modalities. 

85. Also the World Bank although not having a mandate to undertake SBS, has managed to 
undertake some SBS in the LGDP program in Uganda. Although much of this was a conventional 
project, the Bank was able to use SBS for one component as it was satisfied that the relevant 
fiduciary, environmental, and legal aspects were sound. This is more important in assessing a 
program than the financing modality used. Similarly, the World Bank was funding the health basket 
in Tanzania which is also SBS. The bank is now developing guidelines on SBS in response to the 
experience of its use so far, in order to clarify the Banks position on this.  

86. Other donors have joined SBS programs, when they haven‟t normally participated in pooled 
funding or used government systems as a result of peer pressure. The AfDB in Rwanda was 
intending to undertaken a project in education, but as a result of donor pressure converted this to 
SBS. There was a consequence of this however, as their SBS program still retained elements of a 
project modality which included derogations from country systems in order to fulfil HQ 
requirements for reporting in certain formats.  

 

87. France is part of the SBS group in Mali which is surprising given their stated preference is 
not to use country systems. It may be that when a critical mass of donors in a sector are part of a 
SBS process, it becomes very difficult for other donors to use other types of modalities due to peer 
pressure. In both Rwanda and Mali the education sectors are funded largely by SBS.  

88. There is probably government pressure as well, particularly in countries like Rwanda where 
the government is reasonably strong and officials feel able to challenge donors. UNICEF is also 
involved in SBS in Tanzania and Rwanda and may well have been encouraged to use government 
systems for the same reasons.  

89. There were also other instances where donors choose to use other aid modalities, rather 
than SBS even though they were able to and were encouraged by HQ to use SBS. This was a 
result of in-country concerns, as in the case of Zambia in health where Sida and RNE were 
considering SBS. Their argument was that they were not convinced that the government‟s 
budgetary system worked sufficiently well for SBS to be effective, which is an interesting view to 
take given that they are both GBS donors.  
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90. Additionally, HQ rules have been interpreted differently in different countries. An example of 
this is Sida who was giving SBS to health in Uganda in 2002, when in Rwanda the country office 
states that they could not move to SBS during this period due to Sida rules. 

91. There is also some evidence that for donors such as DFID, the desire to influence the aid 
modalities that other donors are using has an impact on their choice of using SBS or GBS. In 
Rwanda it was mentioned that DFID chose to move to SBS in order to encourage other donors to 
move away from projects. In Uganda in education and Tanzania in health they moved out of SBS 
to GBS, probably as there was a large group of donors undertaking SBS anyway, so in these 
cases there was no need to lead by example.  

 
Box 3: Inconsistencies in EC Procedures 

 

There has been a lack of clarity in EC procedures and guidelines as evidenced by the experience of the EC 
Delegation in Mozambique (DELMOZ). DELMOZ had been undertaking pooled funding through supporting 
PFM strengthening through the SISTAFE common fund for a number of years and was a key financier and 
dialogue participant. In 2006, Mozambique and other ACP delegations were informed by Brussels that 
inconsistencies in the Cotonou Agreement provisions for co-financing and pool funding meant that the 
proposed expansion of pool funding support to SISTAFE could only be provided if all participants adopted 
EDF procedures .At this stage, after confirmation of the legal position by the EC, a decision was taken to go 
ahead with pool funding arrangements on pilot/case by case basis. EuropeAid and DELMOZ, lobbied 
successfully for the SISTAFE programme to be selected as one of these pilot cases.  
 
This illustrates the scope for misunderstanding of EC procedures due to their cumbersome nature and in this 
case it illustrated that DELMOZ was able to play a role in persuading HQ to allow pooled funding and use 
regulations that did not impinge on how other donors choose to structure their support. 

 
Source: Rocha Menocal, et al (2007) How effective is EU aid on the ground? A comparative assessment of EU 
assistance in Cambodia, Mozambique and Peru, and lessons learned, synthesis report, September 2007, ODI and 
Pontificia Universidad Católica del Perú 

92. Discussions with interviewees at HQ level revealed that other factors were also important in 
the decision to move to SBS. In particular the capacity of the office at country level and the sector 
skills of staff in-country. If the office was very small or there weren‟t sufficient PFM skills or there 
was not an economist in place, it is possible that a decision not to use SBS would be made. The 
strength of relationships between donor staff and officials in the Ministry of Finance and sector 
ministries were also crucial. Personal relationships and networks can play a role in decision- 
making and if these are good, then this engenders confidence and a move to SBS is more likely.   

93. Finally there is an interesting case of the EC in Mozambique who was already using pooled 
funding to support PFM reform, when they were informed by HQ that this was not possible under 
EC regulations. The details of this case are outlined in Box 3, but show that cumbersome and 
opaque procedures can cause confusion at country level, although it is assumed that the program 
would have been signed off at HQ level, so there must have been a lack of clarity on when to use 
pooled and SBS at this level as well. 

5.2 The Design and Implementation of SBS in Practice 

94. A comparison of the main differences in SBS design by country and case-study is given in 
Table 1, Annex 1.  

Funding Levels and Multi-year Funding Commitments 

95. In all instances donors were giving multi-year funding commitments to SBS. These were 
usually over a three year time horizon. There were some oddities such as the case of EDF 10 in 
Zambia health, when the overall support that EC is giving to health is on a five year time horizon, 
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but only three years have been currently been earmarked to SBS. This was due to country office 
concerns about how well SBS would work and leaves open the option of a move back to a project 
approach later.  

Earmarking, Additionality and Traceability 

96. Although SBS was intended to be discretionary de facto, broad earmarking was used in all 
the sector case-studies. At the very least SBS was provided in support of sector expenditures, or 
the sector‟s development budget in the cases of traceable SBS. There are cases of more specific 
earmarking. The EC has earmarked some support in agriculture in Mozambique, whereas most 
other donors did not, but when most donors earmarked SBS in health in Mozambique the EC 
chose not to. Earmarking occurred in Zambia for the EC road SBS support, but this was more 
because it was originally designed as a project and although it wasn‟t in the financing agreement it 
seems to have occurred anyway. This was probably because the government roads institutions 
were used to operating in this way. The World Bank also used earmarking towards grants for local 
infrastructure and capacity development in their local government SBS in Uganda and Tanzania. 

97. Decisions on the extent of earmark tend to be undertaken on a sector and country basis 
rather than due to an overall HQ policy, as the same donor earmarked in some countries not in 
others. The only donor who appeared to have some consistency on earmarking is SIDA who have 
a strong HQ stance against earmarking and only used broad sectoral earmarking in the countries 
reviewed, or earmarking to the development budget where traceable SBS was used. The other is 
DFID, although they were only operating SBS in two of the countries reviewed.   

98. Two thirds of SBS instruments were traceable – whether by design or in practice. Only in the 
Uganda and Rwanda Education Sectors and the Zambia Health Sector was non-traceable SBS 
employed. This indicates that there is a strong implicit donor preference for ensuring that SBS 
programmes are separately identifiable. 

99. Additionality requirements were being used by many of the SBS programs reviewed. The 
exceptions to this were agriculture in Mozambique, health in Tanzania and Zambia. Again, it is 
difficult to discern any particular pattern by donor, as the decision to require additionality is 
probably more sector and country specific and there is a lack of donor HQ guidance on this issue. 

100. The disbursement channel used is via the national treasury using government systems in 
nearly all the country case studies apart from in health in Mozambique. What is interesting is that in 
health in Mozambique when given the choice between an internal track for funds which are mixed 
with government funds and an external channel which is separate, most donors chose the latter. 
This is despite not using this method for SBS in agriculture in Mozambique and the fact that PFM 
systems in Mozambique are quite strong.  

Conditionality and Dialogue 

101. Arrangements for conditionality and dialogue were broadly similar from country to country, a 
fixed and variable tranche system for disbursements linked to conditions was consistently used by 
the EC across countries. The other SBS case-studies used joint performance assessment 
frameworks linked to sector plans and dialogue, often with some additional external conditions 
linked to areas such as the macroeconomy. 

 

102. The main derogations in this area came from additional reporting or auditing requirements 
that donors often needed to satisfy HQ requirements.  
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5.3 Influence of HQ concerns on design and implementation of programs 

103. For most of the bilaterals surveyed in the case-studies there was considerable flexibility 
given at country-level regarding the choice to use SBS and the design. As noted in Section 3 
above, for the bilaterals that had specific guidelines on budget support, the pre-conditions, 
preferences for design and general principles that were to be followed were outlined, as well as the 
procedures for approval. In theory this gives a reasonable amount of autonomy over design, but 
also it seems from the case-studies reviewed in Section 4 and 5.2 above, that this is borne out in 
practice. Donors design SBS programmes at country level and it seems in most cases the decision 
not to use country systems was a result of specific concerns regarding weaknesses in PFM 
systems or government monitoring and evaluation systems.   

104. On the other hand, SBS submissions have to be approved by HQ and there is a process of 
feedback and negotiation between country offices and HQ. This means that it is not always known 
whether significant changes are insisted on at HQ level. Evidence from discussions with 
interviewees suggest that the process by which this happens varies. In the case of DFID, HQ has a 
reasonably light touch, as usually only one sector specialist will review the design of SBS before it 
goes to Director level. In contrast, in the EC around five specialists may review it at the technical 
level, which is likely to result in more suggestions for change.  

105. One example where donor HQ did have considerable influence was in Zambia in both the 
health and roads sector. In roads the support was designed and submitted by the country office as 
pooled funding, but was changed to SBS at the suggestion of HQ. In health, the country office 
argued for an SBS design that did not involve fixed and variable tranches, but this was over-ruled 
by Brussels. 

106. In instances where donors were new to SBS or did not usually give budget support there 
was evidence of considerable influence of donor HQ requiring additional procedures that were not 
consistent with country staff designing and implementing SBS that was fully aligned with domestic 
sector processes. These were used to enable these donors to be able to participate in SBS. In 
health in Mozambique and education in Mali, additional traceability requirements were used to 
keep SBS funds separate from the government budget in order that funds not spent could be rolled 
over and used by the sectors in the following year. It is assumed that using this mechanism made 
donors such as France, Belgium, AfDB, UNICEF and UNFPA more comfortable in terms of level of 
fiduciary risk as funds were traceable.   

107. Related to this there is also anecdotal evidence that donor‟s in-country will claim that they 
are not able to use government systems, when in fact agency rules don‟t prevent them from doing 
so. This can result from a general risk aversion from donor staff, confusion over regulations and 
the pressure from HQ to show results. A few donors commented in discussions during field work 
that they were reluctant to move to SBS, as it was more difficult to show results in comparison to 
basket funds or projects. There was also a suggestion from UN staff that UN guidelines were 
relatively ambiguous on pooled funding, but a conservative institutional culture tended to prevent 
country offices requesting to use these types of aid instruments.    

108. Additionally, there may be other cultural and institutional factors that influence design. For 
instance, although Danida‟s guidelines for budget support appear to imply great flexibility in design, 
in practice as the OECD-DAC (2007) notes, „Denmark tends to be cautious about taking risks, in 
particular regarding financial management issues‟, which leads to the establishment of separate 
funding arrangements and parallel implementation structures. 

109. On the whole, there is a tendency for the multilaterals to have more rules and regulations on 
SBS which result in derogations from country systems. Where the World Bank is involved in sector 
programs. Bank procurement procedures have to be used by multilaterals, although there have 
been instances such as in the case of support to local government in Uganda where it was 
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possible to get round these procedures. This tends to have a very negative effect, as this means 
that World Bank procurement procedures tend to get imposed on all the donors involved. An 
example of this is outlined in Box 4 below which shows how in Mozambique it was agreed that FTI 
funds would be channelled through the education common fund. As FTI had to use World Bank 
procurement procedures, the procurement procedures for the education common fund had to be 
harmonised with the World Bank, when previously government systems had been used. 

 
Box 4: The experience of FTI and pooled funding in Mozambique 

 

In Mozambique the education Common Fund (FASE) was awarded US$ 79 million of vertical funding from 
the Fast Track Initiative Catalytic Fund (FTI – CF) to support of the education sector strategic plan. A system 
then had to be worked out so that FTI funds could use the FASE, which was a problem due to the 
accountability requirements of those donors supporting the FTI initiative. An agreement was reached which 
was essentially a compromise, with FASE practices harmonised with World Bank project lending procedures. 
This had a negative effect on the degree to which overall donors used country systems, particularly in 
procurement as  FASE funds had previously been subject to the and the new MoU was drafted to harmonise 
procedures which those of the World Bank would be used.   In Zambia a similar initiative to channel FTI 
funds through sector funding mechanisms was strongly resisted by both donors and the Ministry of Finance 
and National Planning after hearing about the Mozambique experience.     

Source: Handley, G. Mutual Accountability at the Country Level, Mozambique Country Case Study, Centre for Aid and 
Public Expenditure, ODI 

110. The EC also has specific procedures for assessment and disbursement of funds which are 
not stipulated by other donors and not aligned with recipient government systems. A disbursement 
system of fixed and variable tranches is the EC‟s preferred system, although it should be noted 
that this is not always used, it is generally the norm. An exception is GBS in Vietnam where it was 
argued that this did not fit with the Poverty Reduction Support Credit (PRSC) co-financing 
mechanism that other donors used, so the EC should not use a separate system. In the SBS case-
studies the EC always used a separate assessment and disbursement mechanism. This not only 
created a parallel system and additional transaction costs for recipient governments, but caused 
unpredictability in disbursements, which had to be signed off at HQ level, a process that was not 
only time consuming, but sometimes led to disbursements being reduced by Brussels. 

111. This means that there is much more HQ influence over disbursement in the case of the EC, 
which stems directly from pressure to demonstrate results by the EC Parliament and the European 
Court of Auditors. In comparison, a bilateral such as DFID, although it also needs to demonstrate 
results, does not have to use such a system and has more flexibility. Also for DFID, heads of 
country offices can sign off on the disbursement of SBS tranches. For the EC it requires 4 to 5 
people to sign off on a tranche disbursal and can result in country offices being asked for additional 
documentary evidence that has to be requested from recipient governments. This process can be 
time-consuming and can result in considerable delays in disbursement, which in turn can cause 
problems for budget execution in recipient countries. 

5.4 Influence of political accountability demands on HQ requirements  

112. Budget support has only been used as an aid instrument in the past ten years and as result 
guidelines have tended to evolve as response to lessons learned over the period and pressure 
from oversight institutions such as Parliaments and national audit organisations who have taken an 
interest in budget support. 

113. The EC experiences a reasonable amount of political pressure which influences the design 
of its aid programme. As noted above, there is political pressure to base disbursements on a 
system of tranches linked to indicators to demonstrate results. This requirement for accountability 
has led to a more recent requirement to relate SBS programs to MDG contracts, something that 
both the European Parliament and the EDF committee wanted to see included in EC programs. 
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This influence can be seen in the design of the EC Zambian health sector EDF 10 support which is 
designed around MDG contracts.  

114. The UK NAO in 2008 produced a special audit report on budget support which identified 
several areas where DFID could improve its management and appraisal of budget support. This 
resulted in several changes to the system of managing and overseeing budget support and a 
revision of budget support guidelines. The main changes were as follows, but did not result in any 
need for DFID to derogate from recipient country systems. 

 Ensuring that objectives are more clearly stated in each case, thereby ensuring that 
results can be tracked. 

 Agreement that the National Audit Office will do an annual regularity audit of all budget 
support transfers. In addition, it will audit risk management mechanisms in a sample of 
countries.  

 DFID will report more comprehensively to Parliament on annual basis on its use of 
budget support, the issues encountered and the results achieved.  

 
 

Box 5: The Influence of political accountability and USAID 

„The US aid delivery system is complex. There are multiple agencies and programmes with overlapping and 
competing objectives. At the root of this appears to be a lack of shared overall objective between Congress, 
USAID and the Executive about the goals of the aid budget. Instead there are competing objectives in the 
form of defence, foreign policy, transnational crime, national security and aid, for example. These objectives 
get mixed and development is often the lowest priority. The complexity in the system causes considerable 
inefficiency in the delivery of aid. In addition, the lack of Congressional trust of USAID leads to excessive use 
of earmarks and other Congressional mechanisms which reduce the discretion of the agency to the point 
where it is difficult for it to implement the Paris principles. Not only does this lead to US aid being less 
efficient, but it also hinders Congressional scrutiny of the aid budget because the competing objectives and 
complexity in the system prevent strategic oversight‟.  Quoted from Burrell et al (2008). 

Burrell et al (2008) Ownership of the Aid Budget in Donor Countries: The Impact of US and UK Legislatures on Aid 
Delivery, February 2008, ODI and GMF 

 

115. The Swedish NAO in 2007 also produced an audit report on budget support. Similar to the 
UK NAO it recommended a number of changes, most of which related to clarifying procedures and 
producing stronger guidelines and clarification on when to use budget support. None of these have 
had a specific impact on HQ requirements at country level in terms of the design and 
implementation of SBS.  

116. In Germany in response to a special report of the German Federal Court of Audit on budget 
support, the budget committee of the German Parliament decided that on a pilot basis, it would 
approve all budget support operations in principle. This clearly has an impact on which countries 
are chosen for budget support and undermines German agencies‟ role at country level.  

117. Political accountability requirements are also the main reason why aid agencies do not give 
budget support. In the case of USAID as outlined in Box 5 above, it can negatively influence the 
effectiveness and efficiency of ODA as the influence of Congress and a lack of shared objectives 
on the role of ODA results in inefficiency and multiple goals. 
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6. Conclusions 

118. This study has shown through reviewing donor guidelines on the provision of budget support 
and comparing these with practices in-country, that there is variation in the extent to which donors 
where influenced by HQ on the choice, design and implementation of SBS. Those donors whose 
HQs state a specific preference for budget support modalities have tended to use it more in-
country, whereas more surprisingly, those donors who do not have specific mandates from HQ to 
use budget support have managed to find ways to participate in SBS. This applies to agencies 
such as the World Bank, USAID, AfDB and France, although in some countries they were 
participating in SBS, but in others they were still using projects. 

119. The reason why these donors are participating in SBS is probably due to peer pressure as 
the greater number of donors funding through SBS, the more difficult it is for donors to remain 
outside this funding mechanism. Also, in most cases there was a move from basket funds to SBS 
and great efforts were often made to ensure that as many donors as possible could make the shift 
and participate. This was the case in health in Mozambique and education in Rwanda, but less so 
in health in Zambia where only DFID and the EC moved to SBS, with the other donors still funding 
the basket. It may also be no coincidence that the governments of Mozambique and Rwanda are 
relatively strong and may well themselves have exerted pressure to have a funding mechanism 
more aligned with government systems.  

120. The donors who undertake the most budget support have guidelines that outline HQ policy 
on budget support, pre-conditions and provide general principles that need to be adhered to in 
design and implementation. These give sufficient room for flexibility in-country and it seemed that 
in most cases the decision to use a specific design for SBS or to derogate from country systems 
was a result of concerns from staff in the country office regarding weaknesses in PFM systems or 
government monitoring and evaluation systems.  

121. Donors who do not have SBS guidelines tend to be the ones that demanded the most 
derogations at country level. These are donors such as France, AfDB, Belgium, and Switzerland. 
The most common derogations were additional reporting or auditing requirements, but in many 
instances these had been reduced over time as government systems got stronger. This was the 
case in Tanzania where external auditing requirements were eliminated and in Mozambique in 
agriculture where alignment to government systems has increased over time. 

122. The other main derogation tended to stem from a requirement to ensure traceability of funds. 
This occurred in Mozambique in health and education in Mali, for example. In Mozambique it 
occurred due to compromises that were made in order to accommodate the requirements of 
donors who had to comply with HQ requirements, to keep on board donors who did not usually 
fund through SBS. This had both a positive and negative aspect. The positive being that more 
donors are using country systems and aligning their support with country processes. However, the 
case-studies show that this tends to involve major derogations and parallel budgetary procedures. 
In the case of Mali this caused considerable problems for the government.  

123. The SBS donor whose support is most influenced by HQ requirements as a result of political 
accountability pressures is the EC. Pressure to demonstrate results have led to the EC using a 
separate assessment and disbursement mechanisms. This not only created a parallel system and 
additional transaction costs for recipient governments, but caused unpredictability in 
disbursements. The fixed and variable tranche system used is linked to indicators and also has to 
be signed off at HQ level. This process is not only time consuming, but sometimes led to 
disbursements being reduced by Brussels. More recently the EC has linked the design of SBS to 
MDG contracts which was a direct result of pressure from the EC Parliament and Court of Auditors. 
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The other donor who has specific requirements that cause problems for other SBS donors is the 
World Bank. HQ procurement requirements mean that normally, if the World Bank is involved in 
sector support its procurement rules have to be followed. This was the case in Mozambique when 
FTI funds were channelled through the education common fund, as prior to this government 
procedures were used, but were then harmonised with those of the World Bank. This was a 
backward step in terms of the use of government systems. In Uganda the World Bank managed to 
circumvent this, but this was more due to specific circumstances that allowed them to be able to 
argue against this. 

124. Overall it can be concluded that broad concerns regarding accountability to HQ‟s, result in 
different solutions at country level by the same donors. These are not necessarily the most 
appropriate solutions and confirm what has been discussed in section three, that guidance on SBS 
tends to focus on assessing pre-conditions for SBS, fiduciary risk aspects and expected results, 
with little emphasis on how to design SBS.  

125. This means that the response to donor concerns, and risk in particular, is typically generic. 
In the context of weak PFM this manifests itself in the use of traceability and standard financial 
management requirements such as additional reporting and audits. In terms of monitoring, this 
manifests itself in the use of performance assessment frameworks and identification of 
performance indicators. This means that, rarely are the specific weaknesses addressed. Financial 
management derogations, in particular, typically do more harm than good. In short, whilst the 
concerns of donors may be valid, their response is typically inappropriate. 

126. This would suggest that more specific guidance on design aspects of SBS that relate to 
additionality, earmarking, traceablity and financial management arrangements would be 
appropriate in order to ensure that donors respond to fiduciary risk in an appropriate manner, and 
unnecessary or inappropriate derogations are used to address accountability concerns.  
Furthermore guidance needs to move beyond the specification of results, towards how SBS design 
can respond to developmental risk, through addressing key constraints in service delivery in 
particular as well as the monitoring of service delivery.   

127. It also implies that those donors without guidance on SBS should develop guidelines, as this 
is likely to prevent unnecessary derogations as evidence indicates that those donors without 
guidance tend to use derogations more. This is probably to reduce their exposure to risk, 
particularly fiduciary risk due to the lack of corporate guidance provided. 
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Annex 1 
Table 1: Key Derogations by Country 
 
                  Zambia  Mozambique                  Uganda Mali    Tanzania Rwanda 

 Health Roads Agriculture Health Local Govt Education Education Health Education 

SBS Donors DFID 
EC 

EC Austria, 
Canada, 
Denmark, 
EC, Finland, 
IFAD, 
Ireland, 
Sweden 

EC, UK, France, 
Spain,  Norway, 
Canada, Ireland, 
the Catalan 
Agency for 
Development 
Cooperation, 
Switzerland, 
Denmark,  
Flemish, Finland,  
Netherlands, 
UNICEF and 
UNFPA 

WB Netherlands, 
Irish Aid 
[current] 
 
World Bank, 
DFID, EC, 
USAID, CIDA 
[all now 
discontinued] 
 
Belgium 
[planned from 
2009] 

Netherlands, 
Sweden 
(silent 
partner) with 
Norway, 
France 
Belgium 
Canada 

Danida, 
Ireland 
Netherlands 
Switzerland 
KfW 
World Bank 
UNFPA, 
CIDA, 
UNICEF, 
Norway 

DFID, NL, 
Belgium, 
CIDA, AFDB, 
SIDA, FTI 

Multiyear 
Commitments 

√ √ √ √ √ √ √ (2 or 3 yrs) √ (all donors) √ 

Earmarking X (DFID) 
X (EC) 

√ EC  √ EC, IFAD 
 

X (EC, UK, 
France, Spain and 
Norway) 
√ (other donors) 

√ √ 
(Netherlands, 
Irish Aid) 

√ (all donors) X (all donors) X 

Additionality X (DFID) 
X (EC) 

√ EC X √ √ √ (up to 2003) 
X (since 
2003) 

√ (all donors) X (all donors) √ 

Disbursement 
via national 
treasury 

√ (DFID & 
EC) 
 

√ √ √ (EC, UK, 
France, Spain and 
Norway) 
X (other donors) 

√ √ √ (all donors) √ (all donors) √ 

Other 
derogations 

DFID 
required proof 
that MoFNP 
had 
transferred 
funds to MoH 

Audits 
EC 2 tranche 
system 

Performance 
reporting 
system 

Annual PFM 
assessments 
EC 2 tranche 
system 
Traceability of 
funding 

X X Audits 
Traceability 
of funding 

Holding 
account 
Conditionality 
framework 

Audits (AfDB 
& FTI) 

 


