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Budget support places the responsibility
for development and poverty reduction
on the recipient country.

1. Introduction
What is budget support?

Preface
SECO has been providing budget support since the
mid-1990s. In 2006 it published its first Strategy for
General Budget Support. Over the years, SECO has
gained vast experience with this instrument and participated extensively in international efforts to evaluate its
use and improve its application so as to foster development in partner countries.

recent years, and the challenges faced by developing
countries have become more complex. Also, donors and
recipients of budget support as well as civil society have
learnt much from their experience with this instrument.
SECO therefore needed to reflect on these lessons learnt
and adapt its strategy for providing budget support to
the new realities.

In 2012 the Swiss Parliament approved the new Message
on International Cooperation 2013-2016. This Message
underpins SECO’s mandate to promote economically,
environmentally and socially sustainable growth that
creates jobs, encourages higher productivity and
contributes to reducing poverty and inequality. This is
done by supporting partner countries’ integration into
the global economy and strengthening the competitiveness of their economies. The Message confirmed SECO’s
focus on middle-income countries (MICs) while recognising the role of SECO’s instruments in low-income
countries (LICs). Against this background, SECO decided
to revise its budget support strategy.

The revised strategy presented here describes the principles and general approach guiding SECO’s budget support operations. Its objective is twofold: 1) to inform the
general public as well as all stakeholders of SECO’s
approach to budget support; 2) to guide SECO’s staff
in the design and implementation of budget support
operations.

Budget support is a financing instrument used to
support the implementation of structural reforms and
capacity building in developing countries. Essentially, it
constitutes a transfer of funds to the national budget of
a partner country. There, the funds are pooled with
domestic revenues and used in accordance with the
recipient country’s public financial management systems
and budget procedures to implement government programmes. Budget support is not only a transfer of funds,
however: it is an entire package that also involves policy
dialogue and the monitoring of results based on a
predefined reform strategy. Budget support is usually
provided by a group of development partners using a
single forum for policy dialogue and applying the same
operational procedures, with each development partner
contributing its own strengths and expertise to the success of the operation.

Why budget support?

MICs have different needs than LICs, calling for a different set-up for budget support programmes. Moreover,
the international context has changed substantially in
4
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This strategy has been developed following discussions
with SECO’s staff, the Swiss Cooperation Offices, representatives of other offices of the Swiss Federal Administration as well as external partners. SECO is grateful for
the invaluable suggestions that emerged from the discussions and would like to thank all those who participated in the consultations.

Budget support is a valuable instrument in international
cooperation because it combines full alignment with
partner countries’ priorities, the use of country systems
and harmonisation with other development partners.
It thereby places the responsibility for development
and poverty reduction on the recipient country. Based
on the ideas of ownership, alignment, harmonisation
and mutual accountability, budget support is a flagship
instrument to implement the principles of aid effectiveness anchored in the Paris Declaration, the Accra Agenda
for Action and the Busan Partnership.
From the mid-1990s, budget support programmes were
developed to support the poorest countries in the implementation of structural reforms and later in their efforts
to achieve the Millennium Development Goals. Today,

the instrument is used not only as a financing tool in a
low-income environment but also to support advanced
policy reform in MICs.
Switzerland applies budget support in selected countries where the conditions allow the instrument to
unfold its advantages in combination with other types of
development cooperation. This might be the case when
a reform-oriented government with a clear strategy for
development and poverty reduction is in place and the
opportunities are considered to outweigh the risks. In
this case, budget support can then be used to strengthen
a partner country’s government in a sustainable way
through direct financing and the related policy dialogue.
In classic projects, the impact of assistance provided by
donors is usually limited to the scope of the project (e.g.
one school). In contrast, budget support has an impact
on the entire public domain (e.g. the education sector).
However, project assistance still plays an important
role in international cooperation as it provides concrete
information that feed in the broader policy reforms discussed at the macro level. Thanks to information from
the project level, the policy dialogue linked to a budget
support operation can have more leverage. Budget
support also helps to improve the framework conditions,
thereby impacting positively on project sustainability.
The synergies between various instruments from programmatic approach to project support increase the
effectiveness of development cooperation. Budget support cannot replace project assistance but should be
seen as complementary. Switzerland therefore uses
budget support in addition to project support, both for
SECO’s priority countries as well as for priority countries
of the Swiss Agency for Development Cooperation
Agency (SDC), where SECO acts complementarily.
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Experience with budget support
Since the mid-1990s, SECO has provided budget support to nine countries: Benin, Burkina Faso, Ghana,
Kosovo, Mozambique, Nicaragua, Senegal, Tanzania and
Vietnam. Over the same period, total financial contributions came to CHF 400 million, corresponding to roughly
1.5% of Switzerland’s total official development assistance (ODA).
Internal evaluations were performed for all budget support operations. In addition, several external evaluations
were commissioned by groups of development partners
in all countries where SECO provided budget support. In
terms of results, all external evaluations have shown
that budget support operations have: a) a strong positive effect in terms of improved dialogue, coordination
and harmonisation among development partners and
with the partner government, as well as alignment to
the partner country’s priorities, b) a direct positive macroeconomic effect, and c) provided additional financing
and technical capacity to implement poverty reduction
strategies.

What can we say from SECO’s experience with Budget Support?
SECO’s 2006 Strategy for General Budget Support introduced an approach comprising the following three
pillars:
Policy dialogue with the partner government
to discuss policies and reform priorities
A catalogue of reforms reflecting the partner
government’s targets for reform
Technical assistance in an area in which SECO
can leverage its own expertise for capacity building
at one of the partner government’s institutions.
The three-pillar approach was found to be effective in
terms of increasing the impact of budget support, allowing SECO to add value in multi-donor budget support
operations.

The three-pillar approach added value. This
approach made SECO a well-focused partner who
brought specific expertise to its technical assistance
component. SECO was also able to utilise its expertise
and experience gained from technical assistance to
contribute to a well-informed policy dialogue. In addition, the inclusion of technical assistance in the budget
support operation helped to build trust with partner
governments. SECO demonstrated commitment while
gaining a closer understanding of selected issues by
providing technical assistance. In Ghana, Mozambique
and Burkina Faso, SECO is heavily engaged in tax and
procurement reform and, since this is a core element of
the overall reform agenda, SECO is able to make
informed contributions to the relevant discussions in the
budget support groups. This value added has often been
recognised through Switzerland’s involvement in the
chairing of budget support groups − independently of
SECO’s financial weight.

nical assistance. However, it can be observed that the
more a country develops the more complex its requests
for technical assistance. With the focus on MICs1, SECO
has to ensure it can mobilise the highly specialised
technical assistance to meet the partner country’s needs.
In MICs, the balance between financial and technical
assistance is increasingly shifting to the latter.
Budget support needs continuous communication. SECO has undertaken a number of initiatives in
Switzerland and the partner countries to enhance public
knowledge and acceptance of budget support.2 These
activities are important to ensure an adequate understanding of the instrument and increase its acceptance
among Swiss and partner-country stakeholders.

The balance between financial and technical
inputs depends on the individual country’s circumstances. In line with the three-pillar approach,
SECO provides budget support in association with tech-

SECO has contributed to the further development of budget support. Through its participation in
various multi-donor budget support groups, SECO has
contributed to the international discussion on budget
support arrangements. SECO will continue to participate
in these discussions and join forces with other donors
engaged in budget support to better analyse and communicate the impacts of the instrument.

The refinement of the methodology for evaluating
budget support operations in recent years has given
a better understanding of the contribution of budget
support to development results. Nevertheless, a clear
attribution of wider development results remains a challenge. All evaluations have shown that, due to the
nature of the instrument, development results depend
largely on partner countries’ commitment to implement-

ing poverty reduction and development policies. This
means that budget support works most effectively where
partner countries have a) the will to introduce and implement appropriate development strategies and policy
reforms, and b) the administrative and technical capability to implement them effectively and sustainably. SECO
must therefore be selective in its choice of countries for
providing budget support.

1 SECO’s bilateral cooperation is focused on the more advanced developing countries in Africa (Egypt, Ghana, South Africa, Tunisia), Asia
(Indonesia and Vietnam) and Latin America (Colombia and Peru) that still face huge poverty and development problems as well as selected
countries in Southern and Eastern Europe (Albania, Bosnia & Herzegovina, Kosovo, Macedonia, Serbia, Ukraine) and Central Asia (Kyrgyz
Republic, Tajikistan, Azerbaijan).
2 For instance, SECO has organised various events in Switzerland on budget support and supported the writing up and publication of experiences
and lessons learnt with this instrument and published various articles on budget support.
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In SECO’s operations, these objectives provide the
main rationale for budget support, depending on the
specific country’s circumstances. In principle, pursuing
both objectives within the same operation is possible.
In LICs, however, the objective of expanding core public
spending and improving aid effectiveness tends to
dominate, while in MICs, the objective of supporting
advanced policy reforms becomes more important.
In line with the Message on Switzerland’s International
Cooperation, SECO will also use budget support to promote its two cross-cutting priorities:

2. Strategic approach

Good economic governance: Budget support
operations inherently work towards good economic
governance such as the transparent and responsible

Objectives and types of budget support programmes
Budget support operations can pursue various objectives. Traditionally, financing was the main reason for
providing budget support. Today, this is not necessarily
the case as new sources and types of financing have
become available for many developing countries. Generally, two main objectives can be distinguished:
Scaling up of core public spending programmes
and improving aid effectiveness to reduce
poverty and disparities: In LICs, for the most part,
governments are unable to scale up service delivery
in poverty-related sectors and investments in growth
sectors due to either inherent fragility or structural
weaknesses in their revenue base. The internal
resource base tends to be weak, access to other
funding sources is limited, there is a serious shortage
of policy and administrative capacities, and the space
for policy discussions is rather narrow. In this environment, budget support provides the necessary fiscal space to enable the expansion of basic government services and strengthens the capacities of a
weak central government with a specific focus on

management of public funds, a fair and equitable
tax system or an enabling environment for the
private sector.

macroeconomic and fiscal management. In these
countries, budget support can be a vehicle to improve
aid effectiveness in an often fragmented donor context and to enhance coordination between ministries,
development partners and other stakeholders.
Support for advanced policy reforms: In more
advanced countries, the domestic resource base is
stronger, and there is usually access to capital markets and foreign investment. Countries in this group
possess stronger policy and administrative capacity
but often lack certain skills in specific areas. They
have a wider choice in terms of policy and access to
knowledge, but they still struggle to design more
advanced reforms and are eager to learn from international experience. In this environment, budget
support allows them to strengthen the capacities of
the central or subnational government to tackle a
particular constraint. Through budget support, the
space for more specific structural reforms in a targeted area can be increased and a more focused
policy dialogue conducted.

Gender mainstreaming: SECO will promote
equality between men and women through policy
dialogue and its technical assistance projects. Reforms
and policies in partner countries should a) not disadvantage women, and b) be designed in a gendersensitive manner as far as possible such as support
for gender-sensitive budgeting.
In theory, different types of budget support can be used
to achieve the objectives stated above. The following
illustration provides an overview of existing types of
budget support.
SECO’s three-pillar approach implies that only the first
three types of budget are used. Balance of payment
support is no longer provided because it is not linked to
a structured policy dialogue. Emergency budget support
is typically used in fragile environments where SECO
does not intervene.

Types of Budget
Support

General Budget
Support

Sector Budget
Support

Decentralized
Budget Support

Balance of Payment
Support

Emergency Budget
Support

General budget support is
a loan or grant providing
un-earmarked funds to the
national budget in support
of policy and institutional
reforms, as established
in the country’s national
development plans and
budget priorities. This
financing is accompanied
by policy dialogue supporting government-led policy
reforms across a range
of sectors.

Sector budget support is
a loan or grant linked to
policy and institutional
reforms in a specific sector,
supported by un-earmarked
financial support via the
national budget. Like
general budget support,
it is accompanied by policy
dialogue but focused on
a specific sector such as
private sector development,
energy sector or decentra
lization.

Decentralized Budget
Support is a loan or grant
provided to lower level
government units. At
this level it can take the
form of general or sector
budget support. The policy
dialogue is usually focused
on intra-governmental fiscal transfers and service
delivery at the local level.

Balance of Payment
Support is a loan or grant
used to boost foreign
exchange reserves in
support of a balance of
payments deficit. It is not
a policy instrument and
is used only in exceptional
cases.

Emergency Budget Support
is a loan or grant used to
address short term macroeconomic instability such
as a slump in domestic
revenues after a conflict,
unwarranted exchange-rate
volatility, high inflation or
excessive fiscal deficit. This
type of support is often
combined with a structural
adjustment programme to
rebalance the economy.

Figure 1: Types of budget support

8

SECO – Budget Support Strategy

SECO – Budget Support Strategy

9

SECO’s experience in public financial management and
focus on macroeconomic issues makes general budget
support the preferred instrument. It is in this area where
its participation in policy dialogue and complementary
technical assistance can add the greatest value. Budget
support operations at sector level are also possible provided there is a focus on sectors reflecting SECO’s core
competencies such as financial sector, private sector
development, infrastructure, urban planning and development, sustainable trade. SDC also provides sector
budget support in its areas of competence (e.g. health
or education).

Decentralised budget support
constitutes a promising application
of the budget support instrument.
Decentralised budget support constitutes a promising
application of the budget support instrument in those
countries where decentralisation efforts are being scaled
up. In MICs, decentralised budget support is gaining
importance for SECO as there is a greater likelihood of
managing and mitigating the fiduciary risks involved in
supporting sub-national entities. Decentralised budget
support is closer to the people and increases the relevance of the external contribution, provided SECO’s core
competencies are also relevant at the sub-national level,
for instance, fiscal decentralisation or public financial
management. SECO can contribute to decentralised
budget support as stand-alone operations or in conjunction with general budget support as long as there is the
possibility of properly monitoring the overall macroeconomic conditions as well as the budget transfers from
the central government, and participation in the dialogue on inter-governmental relations is granted. SDC
has been active in the area of decentralisation over many
years. For its decentralised budget support operation,
SECO will thus strive to tap into the expertise available
at SDC.

10
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The three pillars of SECO’s
budget support
In all of its operations, SECO will continue to apply the
three-pillar approach, focusing on the following:
Policy dialogue: A frank and open policy dialogue
is considered key for donors and recipient governments to mutually agree on four elements: a) the
development goals and priorities, b) the overall
framework of the reform process, c) a predetermined
set of criteria to monitor progress against these
goals, and d) the consequences of failing to comply
with predefined performance criteria and benchmarks. The quality of the policy dialogue has proven
essential for making budget support operations a
forum for effective support for the partner states’
reform agenda. The inclusion of civil society, other
bilateral donors and the multilateral institutions in
this dialogue usually helps to increase coherence and
clarity with respect to the reform path.
Catalogue of reforms: The outcome of the policy
dialogue is concretized in a catalogue of reforms. This
catalogue contains clearly formulated, agreed conditionality, based on a number of performance criteria
and benchmarks. It is usually documented in what is
known as the Performance Assessment Framework
(PAF). The agreed performance criteria and benchmarks rely on the ownership principle, whereby the
government should commit itself to goals it can realistically hope to achieve and which find broad support in the country. In LICs, these criteria and benchmarks are derived from Poverty Reduction Strategies

(PRS) and, in MICs, from general growth strategies or
specific-sector strategies. SECO, together with SDC,
supports the development and implementation of
stra
tegies for poverty reduction and sustainable
growth and links its budget support as closely as
possible to these country strategies.
Technical assistance: Often, partner countries lack
expertise, equipment and the institutional structure
required to cope with the challenges of increasing
state revenue and improving the efficiency of public
expenditure. These gaps should be filled by technical
assistance. For SECO, programmes for technical support are considered an integral component of budget
support. When providing complementary technical
assistance, SECO concentrates on a small number of
areas deemed key to fostering development and
addressing the potential risks of budget support:

For SECO, technical support is considered an
integral component of budget support.
1. Internal resource mobilisation: Reducing aid
dependency through the mobilisation of internal
resources constitutes an important priority in the
technical assistance provided by SECO. Partner
countries are encouraged to design their tax systems in a transparent, efficient and fair manner,
providing an enabling environment for the development of a vibrant private sector.

2. Effective public spending and enhanced
financial responsibility at the central and
local government level: For governments to
properly fulfil their tasks and provide the services
required by their citizens, public spending has to
be efficient, effective and transparent, and the
appropriate arrangements between different levels of government have to be in place. Through
targeted technical assistance, SECO intends to
strengthen budgetary processes and reinforce systems to manage public finances, with a particular
emphasis on the local level.
3. Strengthened domestic accountability: The
policy dialogue around budget support should
not replace but rather complement the domestic
accountability mechanism. Reinforcing the national institutions charged with government oversight such as supreme audit institutions or legislative oversight committees or strengthening the
demand side of accountability through support to
civil society organisations on public financial
management issues is another important focus of
SECO’s technical assistance. In countries where
SECO acts complementarily to SDC, these interventions are sometimes accompanied by SDC
support to civil society organisations.
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Country eligibility and minimum
conditions for budget support
SECO intends to maintain the same overall level of
engagement in budget support as in recent years and
does not foresee any major change in the volume of
ODA dedicated to this instrument. Against this background, and to increase the development impact of
budget support, SECO will remain selective in its choice
of recipient countries.

The three pillars of SECO’s budget support in Ghana
Since 2002, SECO has contributed to the Multi-Donor
Budget Support Operation consisting of multilateral
and bilateral development partners in Ghana. Within
the group, SECO has focused its policy dialogue on the
mobilisation of domestic revenues, private sector development as well as financial sector development and
delivered complementary technical assistance accordingly. These are reform areas where the Government of
Ghana has set ambitious targets. From 2008 to 2012,

Ghana, with SECO’s support, managed to increase
its non-oil revenue to GDP ratio from 13% to 16%.
Non-oil growth reached 8.5% in 2011, placing Ghana
among the fastest-growing economies in the world.
SECO not only provided technical assistance but also
led the policy dialogue through its co-chairing of the
private sector development working group and the
financial sector working group.

Policy Dialogue
Multi-Donor Budget Support Core Group
Private Sector Development Working Group
Financial Sector Working Group
Public Financial Management Working Group

Catalogue of Reforms
Ghana Shared Growth
and Development Agenda
Ghana Revenue Authority
Modernization Plan
Private Sector Development Strategy
Financial Sector Strategic Plan
Performance Assessment Framework
(PAF)

Technical Assistance
Support to tax reforms (policy and
administration)
Financial Sector SWAP
SECO/IFC PEP Africa Access to Finance
SECO/IFC PEP Africa Secured Transactions
Support to National Pensions
Regulatory Authority

Potential recipients of budget support are primarily
SECO’s priority countries. SDC’s priority countries can
also benefit from SECO’s budget support when such
intervention is explicitly requested. Furthermore, there
are conditions to be met with respect to the partner
country, the Swiss institutional level as well as the
budget support arrangements in the partner country
before a budget support operation can be initiated.
These conditions are crucial to ensure that a budget
support programme can be effectively implemented.
However, it is important to emphasise that these conditions are not simple, objective indicators where the
performance can be easily measured. In particular, the
partner country assessment is inherently political and
requires a judgment taking into account opportunities
and risks as well as the prospects for progress.

At partner country level
Macroeconomic stability
Credible reform agenda
Open and constructive policy dialogue
Acceptable public financial management systems
and a credible reform strategy
Adherence to underlying principles

At country level, these minimum conditions are:
Macroeconomic stability: The implementation of
a stable macroeconomic policy is key to the success
of a budget support operation. Only in a stable macroeconomic environment can structural reforms be
introduced, poverty reduction programmes implemented and private sector-driven growth spurred.
Whenever possible, SECO relies on the assessments
of the International Monetary Fund (IMF) for evaluating this criterion.
A credible reform agenda: In the reform agenda,
the partner country’s government describes the
measures it will take to reduce poverty, reform the
public sector and provide a predictable and enabling
environment to the private sector. The credibility of
this agenda is crucial for SECO to financially support
its implementation.
Open and constructive policy dialogue: Through
dialogue, the partner country creates trust in its policies and provides the basic condition for collaboration. An openness to discuss policy options with
development partners is an important element in the
dialogue around budget support. Budget support is
ultimately a partnership based on mutual trust.

At Swiss institutional level
Priority country of Switzerland’s
international cooperation
Portfolio composition
Capacities in field offices and at headquarters

In relation to the budget support operation
Added value of Swiss contribution
Budget support type specific requirements (see table 1)
Operational efficiency of the budget support arrangement
Figure 2: Minimum conditions for the provision of budget support
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Budget support type

Requirements
A general strategic framework, such as a Poverty Reduction Strategy (PRS)
or a development strategy and clear responsibility for its implementation

Acceptable public financial management system and a credible reform strategy: When money
is to be channelled through the public financial
management system of a partner country, this system
has to fulfil certain standards to ensure public funds
are used as intended and in line with budgets.
SECO relies on the Public Expenditure and Financial
Accountability (PEFA) framework, an internationally
accepted methodology, to assess the performance of
public financial management systems. Furthermore,
the recipient country should have a credible and relevant programme to strengthen its public financial
management system.

SECO provides budget support only
if the Swiss contribution can create clearly
defined added value.
Adherence to underlying principles: There are a
number of principles governing the budget support
partnership. Underlying principles are defined in the
partnership agreements between budget support
donors and the partner government and usually
include respect for human rights, democratic principles and the rule of law. In accordance with OECDDAC guidance, however, the continued adherence to
these principles should be assessed in the context of
the overall development cooperation with Switzerland and not solely with respect to budget support,
as they remain principles that underpin all cooperation and therefore apply to the entire partnership
and to all aid modalities.
Moreover, SECO has to take several Swiss institutional
factors into account when undertaking a budget support operation:
14
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Priority country of Switzerland’s international
cooperation: The countries receiving budget support have to be priority countries according to the
Message on Switzerland’s International Cooperation.

General
budget support

An effective monitoring and evaluation system, including a Performance
Assessment Framework (PAF)

Portfolio composition: In priority countries, SECO
and SDC already maintain a number of initiatives
which are guided by a country strategy. Budget support is provided only if the instrument fits into the
existing country portfolio and adds value to Switzerland’s overall development cooperation.
Capacities in field offices and at headquarters: The Swiss cooperation offices in the field are
directly involved in the budget support operations on
a day-to-day basis. Therefore, they have to have sufficient capacity to conduct a meaningful policy dialogue and ensure continuous monitoring. In line with
the roles and responsibilities, SECO’s headquarters
must be able to technically support the policy dialogue and backstop monitoring activities.
Finally, in relation to in-country budget support arrangements, certain conditions need to be met for SECO to
become active:
Added value of Swiss contribution: SECO provides budget support only if the Swiss contribution
can create clearly defined added value to the existing
setup. This value can be created by deploying specific
SECO or Swiss expertise in the provision of technical
assistance and/or the accompanying policy dialogue
which corresponds to a need of the partner country.
Budget support-type specific requirement:
Each budget support type has different requirements.
For the three types used by SECO, these requirements are listed in the following table.

An acceptable level of budget transparency and effective management
of public resources demonstrated by the availability of relevant instruments
like a Medium-Term Expenditure Framework, a comprehensive budget
document, periodic budget reports and an audited annual budget

A platform for coordination and dialogue on macroeconomic policy and
public financial management for all stakeholders involved in the operation
A clear sector strategy such as a private sector development strategy or an
investment plan and responsibility for its implementation
Sector
budget support

An acceptable level of budget transparency and effective management
of public resources demonstrated by the availability of relevant instruments
like a Medium-Term Expenditure Framework, a comprehensive budget
document, periodic budget reports and an audited annual budget
An effective monitoring and evaluation system, including a sector PAF
A platform for coordination of all stakeholders involved in the sector
A fiscal decentralisation strategy and clear responsibility for its implementation at national and local level

Decentralised
budget support

An acceptable level of budget transparency and effective management
of public resources demonstrated by the availability of relevant instruments
like a Medium-Term Expenditure Framework, fiscal transfer system, a
comprehensive budget document, periodic budget reports and an audited
annual budget
An effective monitoring and evaluation mechanism, including a decentralisation PAF
A platform for coordination of all stakeholders involved in intergovernmental relations and fiscal decentralisation

Table 1: Overview of elements required for each specific budget support type

Operational efficiency of the budget support
arrangement: As with any developmental initiative,
cost/benefit aspects and quality issues relating to the
planned or already operational arrangement must
be assessed positively for a successful SECO engage-

ment. These are often labelled «good practices of
budget support» and relate to aspects such as clear,
manageable and transparent arrangements resulting
in predictable disbursements, low transaction costs
for partner countries and country-led dialogue.
SECO – Budget Support Strategy
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3. Monitoring and evaluation
Monitoring mechanism
Continuous monitoring takes place at different levels
to ensure that budget support operations are on track.
The minimum conditions for the provision of
budget support in a specific country are monitored
continuously by SECO, together with the active
involvement of Swiss country offices. In addition,
SECO carries out regular monitoring missions from
headquarters and maintains regular exchange with
other bilateral and multilateral organisations invol
ved in budget support or monitoring macroeconomic
performance.
Continued adherence to the principles underlying budget support: Because budget support is
inherently an endorsement of the partner country’s
government and its policy, the underlying principles
are a necessary safeguard for Switzerland against
reputational risks. As already mentioned, however,
this element is monitored in the context of the overall development cooperation with a partner country
and is shared with other development partners of the
budget support group.
The performance and progress made against
the development and poverty reduction strategy is monitored by the partner government. This
monitoring is usually formally anchored as an obligation in the Memorandum of Understanding (MoU)
governing the provision of budget support and is
harmonised with the other development partners.

partners, the jointly agreed logical framework around
which the policy dialogue takes place. PAFs are
reviewed on an annual or semi-annual basis, depending on the country.
In the spirit of the Paris Declaration on Aid Effectiveness and its principle of mutual accountability, SECO
has supported the development of a Performance
Assessment Framework for the Development
Partners (DP-PAF) in several partner countries. This
serves to monitor the development partners’ compliance with agreed rules and procedures. DP-PAFs
support a more symmetrical relationship between
development partners and partner governments. The
formal and independent assessment of development
partners’ practices promotes the effectiveness of
budget support operations.
In addition, a number of more specific monitoring
and evaluation exercises are produced by the
government and/or variable donor groups, like Public
Expenditure Tracking Surveys (PETS), citizen surveys
on service delivery, etc.
Most of these monitoring mechanisms are applied
jointly and on a harmonised basis with other development partners. Ultimately, SECO remains responsible for
assessing whether the conditions for the provision of
budget support have been fulfilled.

Disbursement and performance
Based on the government’s development and poverty reduction strategy and reform agenda, the partner government and the budget support donors
agree on a subset of triggers, indicators and targets
enshrined in the Performance Assessment Framework (PAF). The PAF represents, for the development
16
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Budget support is not a blank cheque. SECO links its
financial contribution to the performance of the recipient country. Disbursements are made only when the
performance against the established criteria and benchmarks is satisfactory, provided the underlying principles

for the provision of budget support are upheld. Where
appropriate, SECO will split its financial contribution
into two types of tranches:
Macro tranche: This tranche is dependent on fulfilment of the minimum conditions with a specific focus
on the macroeconomic situation. It is disbursed on
an all-or-nothing basis, according to a transparent
holistic assessment made jointly with other development partners.

Budget support is not a blank cheque.
SECO links its financial contribution to
the performance of the recipient country.
Performance tranches: SECO can define one or
more specific tranches for which disbursements are
linked to performance in selected areas of interest for
SECO or SDC, for example in public finance management, revenue mobilisation or in the development of
the private sector. The disbursement of these specific
tranches is based on transparent, pre-agreed performance criteria that are included in the PAF.

Mozambique − An example
of funding linked to performance
In Mozambique, as in other countries, SECO operates with both a macro and a performance
tranche. While the macro tranche has always
been disbursed in the past, based on a positive
assessment of the underlying principles and the
minimum conditions, the performance tranche
was reduced on account of missed performance
targets in 2004 and 2007. Accordingly, the disbursements were reduced by CHF 1.5 million and
CHF 0.5 million respectively in 2006 and 2009.
SECO’s approach rewards good performance
while applying a methodology that allows sufficient time between assessment and disbursement so as not to disrupt budgetary planning.

To enhance planning and budgeting certainty in the
partner country, SECO relies as far as possible on multiyear indicative frameworks and strives to provide firm
commitments well in advance.

SECO – Budget Support Strategy
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Graduation
Based on the budget support objectives defined above,
graduation can occur when, a) budget support succeeds
in assisting a country to develop an adequate level of
domestic revenues to address public spending needs
and to implement a successful poverty reduction strategy, or b) when the advanced policy reform that the
operation was supposed to support has been successfully implemented.

Evaluation

Challenges

In line with its evaluation policy, SECO actively and
regularly promotes exercises to evaluate its budget support programmes. As budget support is provided in
development partner groups and the partner government bears the main responsibility for implementation,
evaluations are made jointly between the partner country government and the development partners. These
country-level joint evaluations usually take place every
five to seven years.

Experience from recent years has shown that the monitoring and evaluation of budget support is a complex
exercise. It faces challenges that are inherent to this
instrument:

At the international level, SECO contributed to the
development of an enhanced framework for budget
support evaluation which provides a robust methodology for evaluating budget support operations.3 The
methodology was tested in Mali, Tunisia and Zambia in
2011. In cooperation with other development partners,
SECO will support the application and further refinement of the methodology in SECO’s partner countries.

Missing direct links between inputs and
impacts: Establishing links between budget allocations and outcomes and impacts on the ground is not
an easy task. It requires some level of comfort with
causality assumptions. The contribution of budget
support to results has to be estimated.

3 The enhanced framework can be found on http://www.oecd.org/
dac/evaluation
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Non-traceability and fungibility of funds:
With budget support being channelled through the
partner government’s budget, tracking of individual
donor contributions is neither possible nor desirable.

Reliance on domestic institutions and processes: Budget support is aligned to the recipient
government’s domestic systems so as to reduce
transaction costs and avoid parallel systems. This
means development partners have to rely on the
partner country’s monitoring systems, even if this can
be challenging in terms of the quality and timeliness
of available data.

4. Exit
Reducing poverty and achieving sustainable growth
are long-term endeavours for developing countries.
Budget support operations should therefore be conceived to accompany partner countries with a long-term
perspective. Nevertheless, budget support policy dialogue and its agreed conditionality should promote
more domestic revenue generation to eventually overcome aid dependency and support partner countries’
efforts to devise an exit strategy.
There are essentially three sets of circumstances in
which an exit from budget support is likely: 1) a positive
situation, in which the budget
support operation can be considered to have achieved its
objectives, 2) a negative one,
in which there is a breach of
the minimum conditions for
the provision of budget support or repeated insufficient
performance by the partner government, and 3) a neutral one, where SECO finds that the objectives can be
better achieved with a different instrument or mix of
instruments.

Reducing poverty and
achieving sustainable
growth are long-term
endeavours.

Such a positive scenario carries less political sensitivity
but it also involves difficult technical decisions, particularly because the cut-off point for stopping budget
support may not be clear. While the graduation from
LIC to MIC might, on the surface, appear to be an appro
priate moment to close most budget support operations,
a deeper analysis is required before taking any decision
on exit. It should be remembered firstly that there may
be question marks over the sustainability of the revenue
base of newly designated MICs (especially those relying
on taxation of natural resource extraction), secondly
that 72% of the world’s poor live in MICs, indicating
that poverty reduction continues to face significant
policy challenges, and thirdly that substantial, new
financing needs may be emerging in MICs as a result of
new challenges in relation to the particular development stage (e.g. climate change).

Breach of minimum conditions
or repeated insufficient performance
The formal assessment of the conditions for continuation
of budget support including the compliance with underlying principles as well as the assessment against the
agreed reform targets is an ongoing process managed
jointly by the budget support donors and the government, but informed by a series of prior independent
assessments. If, at the time of the assessment, the
minimum conditions are deemed to be unfulfilled, the
underlying principles are found to have been breached
or the performance is evaluated to be repeatedly
SECO – Budget Support Strategy
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Budget support in Nicaragua −
An example of exit
SECO started its general budget support to back
Nicaragua’s national plan for the implementation
of macroeconomic reforms and poverty reduction
in 2003. In 2009, the group of donors providing
budget support to Nicaragua suspended disbursements based on the presumption of irregularities
in the municipal elections in 2008. This represented a breach of the underlying principle guaranteeing free and fair elections. Following the
regional elections in 2010, the group of donors
assessed progress against previously agreed
targets for electoral reform as insufficient and
constated problems in the transparent management of public resources. Subsequently, all members of the budget support group including SECO
ended their general budget support programmes.
This example shows that donors may effectively
withdraw their support in case of a breach of the
underlying principles. It also illustrates the importance of maintaining close monitoring of the political context.

unsatisfactory, SECO must clearly communicate that this
could lead to non-disbursement of the budget support
and, unless corrective action is taken, an exit. While
fulfilment of the minimum conditions for budget support
is primarily a matter of SECO’s bilateral judgment, the
assessment of compliance with underlying principles
and the performance against the reform targets is
usually done in close collaboration with other budget
support providers and the partner government. Depending on the severity of the breach, development partners
may propose different coordinated reactions, ranging
from a warning with a deadline for remedial action to
the immediate suspension or abortion of the operation.

Reorientation
Under specific circumstances, SECO might change the
strategic framework of its cooperation or the objectives
guiding its programme with a partner country. This can
lead to a situation where the new objectives can be best
achieved through a different instrument such as project
support, a sector-wide approach or a different composition of budget support operations. In this case, SECO
may either gradually phase out or restructure its support
according to a timetable agreed on with the partner
country.

5. Risks and opportunities
In the past, disproportionate enthusiasm and excessive scepticism have polarised the discussions about
budget support. Today, a sober analysis of strengths and
weaknesses prevails. SECO considers risks and oppor
tunities carefully when using this instrument.

Risks
Budget support is inherently an endorsement of the
partner country’s government and how its policies
evolve. This creates a reputational risk for Switzerland if the partner country does not show the degree
of respect for democracy, human rights and other
internationally accepted principles expected by the
citizens of Switzerland. The definition of underlying
principles that govern the budget support partnership and the establishment of processes to monitor
respect for underlying principles are mechanisms to
safeguard against reputational risk.

The policy dialogue includes the risk of crowding out
home-grown policies. There is global consensus on
the Millennium Development Goals. The ways to
reach these goals are manifold, however, and there
are no universal recipes. Apart from the many areas
of consensus, there may be disagreements between
the partner government and the donors on specific
issues such as health policy, agricultural subsidies or
trade liberalisation. Even without imposing reforms,
the influence of donors on a country’s economic
policies remains substantial.

The transfer of resources through a partner country’s
public financial management system creates the risk
of funds being misused or used in ways that are
inefficient and not conducive to delivering value
for money. The minimum conditions and technical
assistance are designed to safeguard against fiduciary risk.

Finally, SECO often provides budget support in an
environment where the domestic accountability
systems are weak. Therefore, there is a risk of the
partner government not being accountable at all or
of domestic accountability being replaced by accountability towards the donor. SECO is aware of this risk
and for this reason supports activities to strengthen
oversight and accountability, such as capacity building in Supreme Audit Institutions or legislative oversight committees.

Implementation of the partner government’s strategies and policies is expected to result in lower poverty and sustainable economic growth. However, the
expected results depend not only on the government’s strategy and policies but also on other factors
such as the world economy, prices of specific products, etc. While some of the exogenous factors can
be anticipated and catered for, not all developments
can be foreseen. Hence, there is a development risk
which cannot be entirely mitigated. This development risk, however, is also relevant for most projects.
20
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The provision of budgetary resources might undermine the partner government’s motivation to mobilise internal revenues. In this case, budget support
crowds out domestic resources. SECO is supporting
reforms and capacity building of the tax systems in
most partner countries where budget support is provided. This way the risk of crowding out domestic
revenues can be lowered.

SECO – Budget Support Strategy
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Notes

Opportunities
Budget support offers opportunities for dialogue,
analysis and advice with regard to the design and
execution of public policies and related budgetary
actions. The instrument thus allows for a systemic
impact and multiplier effect. Improvements are felt
throughout the entire public sector and reforms
target the framework conditions. By using budget
support, SECO can leverage substantial change far
beyond its own relatively small financial contribution.
By placing additional resources under its direct
control, budget support enhances the leadership of
the partner government over national development
policy and the related public spending and public
policy decisions. As a result, the partner government
has more ownership and is empowered to manage
the development process.
Both through the transfer of financial responsibility
to the recipient government and through the use of
government systems, budget support enhances the
government’s accountability to its own internal
watchdogs such as the National Audit Office or the
Internal Audit Agency, its own Parliament and its
own citizens. Hence, budget support strengthens
domestic accountability instead of building parallel
accountability structures.
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Increased use of national public financial management systems provides more opportunities for
improvement through “learning by doing”, and the
greater scrutiny of those systems raises the pressure
for their continuous and sustainable improvement.
The transaction costs involved in the use of external
resources by the partner government are reduced,
with the shift from a variety of donor-determined
management models to a harmonised framework for
transferring resources to the national budget.
Finally, budget support offers development partners
a platform for raising concerns over governance
issues, and has thus the potential for exerting positive influence on their development.

Concluding remarks
Budget support is not a panacea. However, its particular
features make it an important and powerful instrument
in the development cooperation tool box. SECO has
gained extensive experience in budget support in the
past and has adapted the instrument to a continuously
changing environment. Budget support is a key element
of a diversified cooperation portfolio and can contribute
to enhancing the coherence of development interventions. SECO remains convinced that the instrument can
make an essential contribution to development and thus
deserves a place in the Swiss portfolio of economic
development cooperation.
SECO – Budget Support Strategy
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