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Introduction

Budget support is an aid modality where funds are transferred to the national treasury of the beneficiary country if agreed conditions for disbursements are met. The beneficiary country manages budget aid in the same way as domestic-revenue funded expenditures, applying national procedures for allocating and spending funds.  

Generally, there are two types of budget support: a) general budget support (GBS) and; b) sector budget support (SBS). Conditions for disbursements under SBS are based on a combination of general and sector-specific conditions, while conditions for GBS are normally linked to overall economic and/or social policy measures. Both aid modalities involve a continuous dialogue between donor and beneficiary country in relation to macro-economic policy, poverty reduction and public finance management. In the case of SBS, the dialogue will also include policy and strategic issues of the sector concerned.
SBS is generally associated with the expansion of service delivery, e.g. through financing a major share of service delivery inputs, and addressing the quality of services. SBS is also expected to promote greater efficiency in the use of public resources, e.g. through improved planning, budgeting and financial management. Traditionally, SBS operations have been concentrated in the education, health, water & sanitation, transport and environment sectors. More recently, SBS has also been approved for non-traditional sectors like food & nutrition security, regional integration, social cohesion and trade. 

This brief paper analyzes three recent sector budget support operations funded by the European Commission in the non-traditional sector of food & nutrition security in lower middle-income countries of Latin America. From the point of view of SBS, we may define the sector as all public entities contributing to the attainment of the objective of all people at all times having access to sufficient, safe and nutritious food to maintain a healthy and active life.
 Conceptually, we consider food & nutrition security in three dimensions: a) food availability; b) food access and; c) food utilization, with the corresponding policy and intervention domains.  

Two of the operations (Peru and Guatemala) run over three years and one (Bolivia) is a short-term operation over 18 months. In accordance with standard EC practice, disbursements are in fixed and variable tranches. As the financing agreements were signed in late 2009/early 2010 and became operational in 2010, the analysis concerns the salient features of the SBS operations and obviously not what they have achieved. While all three operations have a supplementary component of technical assistance, this component has not been analyzed.      

Budget Support by the European Commission 
Although project aid still represents the bulk of total official development assistance of the European Commission (EC)
, budget support is a preferred aid modality for which commitments have increased substantially in recent years. As part of the trend, SBS has gradually increased its share, reaching 65% of total budget support in 2009. As the GBS modality is no longer used in Asia and Latin America, the shift towards SBS is likely to have been even more pronounced in these regions than in Africa.
 

The Commission believes that budget support has a positive impact on dialogue with beneficiary countries, donor coordination, public financial management and sector policy reform. While the EU Delegations may not always have the capacity to engage in an effective sector policy dialogue, some Delegations now have qualified staff to deal with public finance management (PFM). There is no doubt that the Commission sees a direct connection between PFM and SBS. This also explains the extensive support provided by the Commission to the development and application of the Public Expenditure and Financial Accountability (PEFA) diagnostic tool.
 As we shall see below, a reference to PEFA and improvements in public financial management is now standard in the conditions of the disbursement of fixed tranches of SBS.

As SBS by the EC is increasingly favoured for both traditional and non-traditional sectors, it is of some interest to analyze the most recent tendencies in terms of objectives, funding arrangements and conditions for disbursements. There is likely to be additional challenges in the non-traditional sectors, where policy frameworks can be more complex and implementation more decentralized than in the traditional sectors. Perhaps there will be even more challenges ahead if a prioritization of non-traditional sectors will occur from 2013 onwards.
 Much will, however, depend on how the EC intends to reform the current modus operandi of SBS, following the consultations on the Green Paper on the Future of  EU Budget Support launched in October 2010. 

The three SBS operations analyzed here are quite different in their orientation, which largely reflects the degree of coherence and management of sector policy in each country. It may also reflect the multi-sectoral characteristics of food & nutrition security, which from an implementation point of view is easier to structure when considered as sub-sectors within agriculture, food processing and distribution, health, water & sanitation, etc. 

The SBS operations are:

· Bolivia: Response to the Food Crisis through Strengthening Food Sovereignty and Food Security Policies (DCI-FOOD/2009/22002).
· Peru: Budget Support to the Articulated Nutrition Programme (DCI-ALA/2009/021-564).
· Guatemala: Programme Support to the National Policy for Food & Nutrition Security and its Strategic Plan (DCI-ALA/2008/020-396).
The operations for Peru and Guatemala are funded through the main EU Geographic Development Cooperation Financial Instrument, while the Bolivia operation is funded under the EU Food Facility. 

In all three cases, government spending is the responsibility of both central and decentralized entities, primarily ministries and other central government agencies, regional governments and municipalities. In the case of Peru, sector policy and government spending relate to nutrition only and not to food security in a broader sense. 

Objectives of SBS

A major challenge in food & nutrition security SBS operations is to establish a clear vision of the multiple, causal factors that impact on people’s food & nutrition status. Generally, we may distinguish between two types of factors:

· Factors that may be influenced in the short to medium term by government policy and expenditures. These primarily include external trade (export/export regulations, tariff adjustments) income distribution (cash transfers, in-kind food transfers), availability of public goods (social services, investments in infrastructure), private sector performance in food production, processing and distribution (domestic market reform, inputs subsidies and other production support measures) and food markets (general subsidies, government supply management).            
· Factors often associated with risks in the context of food and nutrition security are more difficult to influence through government policy and expenditures, at least in the short term. These include economic volatility and crises, international and regional agricultural markets, climate variability and weather conditions, and natural resource availability. These represent either global, structural or event conditions, which may have a profound impact on people’s food and nutrition status. Furthermore, people’s own response to structural or crisis situations of food & nutrition insecurity at micro level is an important factor, which tends be overlooked when formulating government policy in the food and nutrition security sector.   
It is the complex interaction between these factors at macro, meso and micro level that generate food & nutrition security outcomes. As SBS in practice focus on government policy and spending within a relatively short time span, it may be argued that the preparation of a SBS operation in food & nutrition security should carefully distinguish between factors over which government policy and expenditures may have influence and factors shaped by global or structural conditions. In principle, it appears that objectives and conditions for disbursement should focus on the former because this would render SBS less risky in terms of disbursement.   

The stated objectives of the three SBS operations reflect the complexity of the food & nutrition security issues, which relates to basic dimensions mentioned above. These issues are considered in the national policy frameworks for Bolivia and Guatemala. However, neither framework is very clear about what can be achieved through policy intervention and government expenditures and which are the risk factors conditioned by global, structural or event conditions.
 

Thus, the specific objective of the operation SBS in Bolivia is very general: to strengthen the institutional and productive capacities of the agricultural sector and reinforce government actions aiming at stimulating basic food production, family consumption and local markets. Although the objective is general, it is noted that the focus is on government actions and capacities, and not on food and nutrition outcomes as such. Nevertheless, outcomes appear as indicators applicable to the release of variable tranches (see below). 

The specific objective for the SBS operation in Guatemala is even more wide reaching: to support the five strategic objectives of the Strategic Plan for food and nutrition security, which relate to a) increasing food availability; b) promoting people’s access to the basic food basket; c) promoting actions to improve food consumption and reduce chronic malnutrition; d) widen the coverage and quality of health services, water supply, sanitation and family hygiene and; e) strengthen the capacities of the National System for Food and Nutrition Security as well as Civil Society in order reduce food and nutrition insecurity. Thus, there is no differentiation between the objectives of the SBS operation and those of the Sector Plan.     

The case of Peru is different because the SBS operation supports an already well-established sector plan with an existing programmatic structure (Articulated Nutrition Programme – PAN).
 Thus the stated objectives makes a clear distinction between the objective of the sector plan (Articulated Nutrition Programme – PAN), i.e. reduction of child chronic malnutrition, and the objective of the SBS operation, i.e. that of contributing to the reduction of chronic malnutrition through an improvement in service delivery. The SBS operation stops short at considering food security in a wider sense, which allows for a more focused approach. Its implementation is likely to be facilitated by the results-based PAN, which is structured as a strategic programme with well-defined performance indicators within the national budget. 
Funding Arrangements

Funding arrangements have earlier been analyzed for a number of SBS operations in Africa.
 Two main distinction of funding arrangements are identified:
· Earmarking: This involves the justification of the provision of SBS against certain public expenditures. Earmarking can be broad or narrow, e.g. against overall sector expenditures or specific budget lines.
 Broad earmarking involves justification of the SBS against overall sector expenditures, or the development budget for the sector. Specific earmarking involves justification against specific budget lines. Earmarking can be associated with a principle of additionality, which means that (part of) SBS funds are released on the condition of additional spending in the sector.
· Traceability: SBA funds are traceable when they are separately classified in the revenue and expenditure classification of national budgets. Traceable SBS funds tend to be associated with specific earmarking but generally earmarking does not imply that funds are traceable. Traceability may arise as part of conditionality but also depends on the budget classification system in use.
  
There is no formal earmarking or principle of additionality in the three SBS operations analyzed. Thus, there is no obligation of Governments to allocate SBS to cover sector expenditures. However, in practice Governments allocate SBS funds to the sector, particularly as a means to move indicators towards targets defined for the release of variable tranches. This does not mean that all funds are allocated for this particular purpose. For example, in the SBS operation for Guatemala the annual budget for FY 2011 allocates funds to the education sector, for which, however, there is no indicator in the conditions for variable tranche disbursement. 

The budget classification system in some Latin American countries tend to provide detailed information on the origin of funds, which in some cases is specified down to the level of each spending unit. The most detailed classification normally applies to external funding. This is also the case for budget support, particularly in Bolivia and Guatemala, where all non-earmarked budget support is classified as external funding and traceable in the administrative classification of the national budget. In Peru, at least the part of SBS allocated to PAN is traceable, facilitated by the budget classification for strategic programmes. The classification of SBS as external funding seems to give rise to some discussion between EU Delegations and the recipient country due to the general notion of SBS as a transfer to the national treasury, which in principle would imply that funds are national, and not external, when allocated in the budget.

Contrary to the experience of Africa, SBS operations in Latin America are unlikely to add a substantial amount of resources to sector spending. This is due to the limited contribution of aid to overall government spending in lower middle-income countries.
 In the three cases analyzed here, additional spending generated by SBS, if allocated to the sector, would not amount to more than about 1% of total sector spending. However, the choice of indicators for the disbursement could be a way of increasing spending in a particular sub-sector or geographical area, which is the case for Peru, where SBS funds allocated by the Government may add some10-15% to expenditures on nutrition in the Departments of Apurimac, Ayacucho and Hunacavelica. This constitutes a deliberate decision of improving nutrition service delivery in areas of the country with the highest child malnutrition rates. 

Conditions for Disbursements

Fixed Tranches: In all three cases, conditions for the disbursement of fixed tranches relate to general economic policy, public financial management and sector policies. As can be seen from the summary presented below, there is a considerable degree of similarity in terms of indicators. Delegations have previous experience in dealing with macro-economic and sector policy indicators from earmarked SBS for food security in Bolivia and Peru. 

Table 1: Indicators Applicable to the Release of Fixed Tranches

	Area
	Indicator*
	Bolivia
	Peru
	Guatemala

	Macro-economic Stability
	Satisfactory macro-economic performance/macro-economic policy
	x
	x
	x

	Public Finance Management (PFM)
	PEFA concluded
	
	
	x

	
	Satisfactory progress in PFM improvements
	x
	x
	x

	Sector Policy
	Satisfactory implementation of sector policy/plan
	x
	x
	x

	
	Effective coordination of public entities responsible for sector plan implementation
	
	
	x

	
	Establishment of a functioning committee for food and nutrition security
	
	
	x

	* Indicators are generally formulated in qualitative terms as “positive evaluation by the European Commission”.


Of particular interest is the reference to PEFA diagnostics and improvements in public financial management (PFM). The mere reference to a PEFA report is obviously only a starting point for improving PFM, i.e. it is a baseline on the basis of which an action plan for improving PFM can be prepared. From the evidence presented below it would appear that the progress achieved in relation to PFM is somewhat slower than expected in the conditions for disbursement under SBS.

A PEFA report was concluded for both Bolivia and Peru in 2009, while the report for Guatemala was concluded in 2010.
 It seems, however, that time required for the subsequent PFM action plans is quite lengthy. Thus, by early 2011 only Bolivia had finalized an action plan, while draft plan for Peru has been under discussion since 2009. Without an action plan for improving PFM, there is a somewhat limited basis for conducting a dialogue with the government on specific PFM progress indicators, unless other initiatives are launched to address specific PFM issues.  

The PFM plan for Bolivia covers a number of reforms and actions to be undertaken during the 2010-2015 period. It is focused on actions to be taken by the Vice Ministries of the Ministry of Finance (i.e. Budget, Treasury, Tax Policy), the Vice Ministry of Public Investment & External Financing, Revenue Agencies (National Tax Services and Customs), the Auditor General’s Office and the Plurinational Legislative Assembly. The actions include a range of reform initiatives, some of a normative nature, and the introduction/improvement of a number of financial management systems. There is no reference to ministries and decentralized government agencies that are responsible for spending public funds and therefore obliged to implement some of management systems included in the plan.

Variable Tranches: In the case of Bolivia and Peru, the conditions for the disbursement of variable tranches relate to a broad range of food and nutrition security indicators, for which coordination/planning, budget execution, service delivery and outcome indicators are defined. An overview is presented in the table below.

Table 2: Indicators Applicable to the Release of Variable Tranches

	Indicator Type
	Indicator*
	Bolivia
	Peru
	Guatemala

	Sector Planning
	Preparation of multi-institutional, multi-annual programming
	x
	
	

	Budget Execution
	Percentage of approved budget
	x
	
	x

	Sector Coordination
	No. meetings by coordinating body
	x
	
	

	Information System
	Functioning price information system
	x
	
	

	Service Delivery
	Proportion of population attended by food security projects
	x
	
	

	
	Proportion of children <36 months with all vaccinations
	
	x
	

	
	Proportion of children <36 months with Growth and Development Control
	
	x
	

	
	Proportion of children <24 months receiving iron supplement
	
	x
	

	
	Proportion of expectant mothers receiving iron supplement
	
	x
	

	
	Increase in grain storage capacity
	
	
	x

	
	Proportion of rural population with water supply and sanitation
	
	
	x

	Policy Intervention
	Increase in minimum wage /cost of 

basic food basket ratio
	
	
	x

	Outcome
	Percentage increase in agricultural production 
	x
	
	x

	
	Percentage increase in food consumption
	x
	
	

	
	Reduction in the prevalence of chronic child malnutrition
	
	
	x

	
	Percentage increase in rural employment rate
	
	
	x

	* Some indicators are more specific, e.g. by focusing on particular geographical areas


Particularly for Bolivia there is considerable attention to coordination and planning issues, which probably reflect the pursuance of more coherence and better targeting in a partially decentralized environment of sector actions.
 In the case of Peru, all indicators relate to service delivery in health/nutrition, involving both central and decentralized government entities. For Guatemala, the minimum wage/cost of basic food basket, which here is considered a policy intervention type indicator because the minimum wage is revised once a year by the government, is one of the seven indicators. 

Food and nutrition security outcome indicators form part of the conditions in both Bolivia and Guatemala. These relate to agricultural production, rural employment, food consumption (measured in Kcal) and child chronic malnutrition, which fall within the classic dimensions of food security – food availability, economic access to food and utilization. An improvement in these indicators will result from a combination of factors; some influenced by government policy and spending, others beyond the immediate reach of government action (see page 2 above). From the point of view of target completion, and hence disbursements, such indicators appear risky because factors shaped by global and/or structural conditions (e.g. international agricultural markets, weather conditions) may override the positive influence exerted by policy and/or spending. 

It could be argued that the choice of indicators for both Bolivia and Guatemala to some extent reflects the lack of a conceptual framework for food and nutrition security, adapted to the conditions of each country. Ideally, this framework should be accompanied by corresponding policy intervention logic for government action within the context of overall economic and social policies. The Articulated Nutrition Programme in Peru is the result of this kind of analytical work, which has facilitated the formulation of the SBS operation.   
The calculation of the amount of the disbursements, which are eligible under the conditions of the financing agreement, is not only based on the weight assigned to each indicator but also on the percentage achievement in relation to annual targets. This percentage calculation is not always included in the financing agreement and will require the preparation and signing of an addendum. In the three cases analyzed, the calculation was only included in the original financing agreement for Peru. 

Conclusions

Three SBS operations in food & nutrition security obviously represent a small sample of support to non-traditional sectors. Also, the operations are relatively new and their actual achievements can only be analyzed in 2012 (Bolivia) and 2014 (Peru and Guatemala). On the basis of the preliminary evidence analyzed here, however, it is possible to point at a few emerging issues.

The link between SBS and PFM is relatively weak. Firstly, SBS operations have been launched before PFM action plans are finalized. This provides a limited basis for a dialogue on real progress in improving PFM, at least during the first part of SBS operation. Secondly, when reform initiatives concentrate on a few central players, particularly the Ministry of Finance, the implementation of PFM action plan may have limited impact on downstream management of sector expenditures. Thirdly, as the PEFA diagnostic tool provides an overall assessment of PFM without specific details on public entities responsible for sector expenditures, it can be argued that a stronger link between SBS and PFM would require a more in-depth analysis of PFM capacity in the same public entities. 
Service delivery may not be the focus of SBS operations, which creates a challenge when it comes to defining indicators for the disbursement of variable tranches. This is the case for the operations in Bolivia and Guatemala. On the other hand, where service delivery is in focus, as in Peru, there seem to a better basis for defining viable indicators when focusing on a particular sub-sector and/or geographical area. Better programme preparation with more attention to the focus of SBS operations in the food and nutrition security sector seems to be the logical consequence.
Dealing with food and nutrition security as a sector requires considerable capacity in policy analysis and an understanding of the multiple factors, which shape people’s food and nutrition status. Government policy and spending may influence some of the factors, while others are more complex in that they are shaped by global and/or structural conditions. Thus, the introduction of food and nutrition security outcome indicators for determining the level of disbursement of the variable tranches seems rather risky due to the complex interactions between factors that move an indicator towards or away from a given target, as opposed to an approach focusing on service delivery and/or public investments within specific sub-sectors. When global or structural conditions override the positive influence of government policy and expenditures and thereby result in a low target completion rate for the disbursement of variable tranches, governments are likely to ask for derogation from the conditions for disbursements for the indicator in question. This obviously poses a dilemma for the EC because it would be logical to argue that a low completion rate is not caused by the lack of government action and therefore would warrant a derogation. 
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� / There are other actors contributing to the attainment of this objective, particularly international organizations and NGOs. These are not eligible for budget support. 


� / Project aid, basket funding, etc. represented 68% of commitments of the four main financial instruments in 2009. See: European Commission, Annual Report on the European Union’s Development Policies and External Assistance and their Implementation in 2009, Brussels, 2010, p. 195. 


� / Exact figures are not immediately available from Commission reports. 


� / This support materialized after the Commission abandoned the implementation of its own diagnostic tool (Public Finance Compliance Test). 


� / Following the consultations on the EU Green Paper on Development Policy launched in November 2010, the non-traditional sectors of agriculture/food security, climate change and renewable energy are likely to become new priority areas of EU external aid. 


� / The principal policy documents are for Bolivia: Ministerio de Desarrollo Rural, Agropecuario & Medio Ambiente, Política de Seguridad y Soberanía Alimentaria, junio de 2008; for Guatemala: Secretaría Nacional de Seguridad Alimentaria y Nutricional, Política Nacional de Seguridad Alimentaria y Nutricional, 2008 y Consejo Nacional de Seguridad Alimentaria y Nutricional, Plan Estratégico de Seguridad Alimentaria y Nutricional, junio de 2009.


� / The principal planning document is: Ministerio de Salud, Programa Articulado de Nutrición, 2008. 


� / Tim Williamson & Catherine Dom, Sector Budget Support in Practice: Synthesis Report, ODI/Mokoro, London/Oxford, February 2010. 


� / On the issue of earmarking in general, see: Anwar Shar (ed.), Budgeting and Budgetary Institutions, World Bank, Washington, DC, 2007, pp. 68-72. 


� / Both definitions are from Tim Williamson & Catherine Dom, op.cit., 7. 


� / A somewhat odd situation has arisen in Bolivia, where a well-established food security programme funded by the EC as indirect aid through a balance of payments operation, combined with funding allocation to specific projects in the national budget, i.e. earmarked budget support, appears as a programme funded by the national treasury, while the new SBS analyzed in this paper is classified as EC external funding!


� / Even with official, non-concessional lending, external funding of government operations in FY 2011 is fairly modest: Bolivia – 7%; Peru – 5%; Guatemala – 14%. The calculation considers ODA and non-concessional, official lending; HIPC II debt relief is also included for Bolivia.  


� / The reports are: a) European Union/World Bank/Inter-American Development Bank, Peru: Public Financial Management Performance Report, April 2009; b) Banco Mundial/Banco Interamericano de Desarrollo, Bolivia: Informe de Evaluación de las Finanzas Públicas, October 2009; c) Unión Europea/Banco Interamericano de Desarrollo/Banco Mundial, Guatemala: Informe del Desempeño de la Gestión de las Finanzas Públicas, July 2010. 


� / It would appear that the PFM plan for Bolivia confirms observations made in respect of PFM reforms and the tendency to concentrate on a few central government entities. See: Paolo de Renzio, Matt Andrews & Zac Mills, Evaluation of Donor Support to Public Financial Management (PFM) Reform in Developing Countries. Final Report, ODI, London, November 2010, pp. 3-14. 


� / In Bolivia, the policy framework for food & nutrition security also pays much attention to central government action, which has expanded since 2007. This includes social protection programmes (conditional cash transfers), policy intervention in agricultural produce and food markets, and government support to domestic production and consumption through EMAPA (a state company supporting national food production) and INSUMOS BOLIVIA (a decentralized public entity).     
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