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Abstract

toxic landfill is heavily polluting Uniontown, a
small town in Alabama where 90 percent of the
population is black. In Louisiana, the

industrialization of land between Baton Rouge and New
Orleans, known as the "Cancer Alley," significantly
contributes to a high disease burden among the nearby
black community. The disenfranchised communities of
Pahokee, Florida, are regularly exposed to "black snow,"
thick soot resulting from sugar burning responsible for a
wide range of respiratory illnesses. These instances are
contemporary examples of environmental racism, a form of
systemic prejudice whereby people of color are
disproportionately impacted by diseases caused by toxic
exposure near their homes. As a concept, environmental
racism grew out of grassroots activism, a movement using
people in underprivileged communities to bring about
political or economic change. Both race and economic status
are key factors in environmental racism. However, it is
undeniable that race is the most reliable and accurate
indicator of proximity to pollution. The proximity between
polluters and communities of color can be explained by the
unavailability of affordable land, historical discrimination
and lack of political power to fight large corporations.
Consequently, black, indigenous and people of color have
to live near industrial sites, landfills, truck routes, shipping
ports, railroads and contaminated military bases.
Prolonged exposure to multiple environmental hazards can
lead to dangerous, life-threatening health illnesses, such as
lung cancer, renal toxicity, female infertility, kidney cancer
and leukemia.

https:/ /blogs.worldbank.org/arabvoices/importance-budget-support-progress-sustainable-development
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Background to the Study

To meet their development goals, policymakers in developing countries must prioritize a
major funding push, together with policy reforms grounded in a sound macroeconomic
framework. A new book - Retooling Development Aid in the 21st Century: The
Importance of Budget Support - argues that reforms at the national level will need greater
cross-border cooperation and a substantial expansion in financing from the global
community, with multilateral development banks (MDBs) and other donors playing an
increasingly important role. Based on an extensive body of previous evidence, as well as
the results of new research and evaluation, the book shows that budget support by MDBs
can and should play a key role in helping developing countries to meet their economic,
social and political challenges over the coming decade.

Development Challenges

According to the United Nations, at the midpoint to 2030, the Sustainable Development
Goals (SDGs) are in 'deep trouble'. In fact, if the current concerning trend continues,
nearly 580 million people will still be living in extreme poverty by 2030. A series of global
shocks have made the situation very challenging. The adverse effects of the global
financial crisis of 2007-09, the Covid-19 pandemic and the continuing commodity crisis
following Russia's invasion of Ukraine have increased the estimated annual investment
gap in developing countries from $2.5 trillion to about $4 trillion. This includes the
mounting costs of making the transition to clean energy in response to climate change.
Slow post-recession recovery has exacerbated the resource deficit (Figure 1a), leading toa
very tough set of conditions for policymakers in these countries.

Figure 1: A Deep Recession Followed by a Slow Recovery
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Source: World Bank (2023) Global Economic Prospects, June.
At the same time, a structural growth slowdown is underway across the globe (World

Bank) In the absence of either deep policy reforms or a substantial increase in
development aid and private investment, global potential growth is expected to fall to a

IJARSMF | p. 158



three-decade low over the remainder of the 2020s. Investment growth has been declining
(see Figure 1b), and the labour force is ageing or growing more slowly in many countries.
This only serves to make things harder.

The Changing Global Aid Architecture

Global aid architecture has changed substantially over the last two decades.
Development aid has become more fragmented with the emergence of new donors (such
as China) vertical funds and philanthropies. But official development assistance and non-
concessional lending by MDBs continue to play a critical role for developing countries.
These official flows are often counter-cyclical - increasing following shocks such as
financial crises, climate-related disasters and pandemics (see Figure 2a). By contrast,
private flows, which dominate official flows to developing countries, have been pro-
cyclical, declining when they are most needed (see Figure 2b).

Figure 2: Capital Flows to Developing Economies Remain Anaemic

a. Policy-based lending (budget support) by the World Bank, | b. Financial flows to developing economies (gvcluding China),
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Sources: Authors for Figure 2a, based on financial statements, and OECD-DAC data on
official lending; Figure 2b is based on KNOMAD-World Bank (2022) Migration and
Development Brief 36.

Net official financial lending to developing countries, including budget support, is much
smaller than private flows. But budget support, which on average constitutes about 20%
of total official lending, punches well above its weight. It plays a key role in addressing
critical economic reforms, supporting structural transformation in debt-stressed and
other vulnerable countries, and facilitating the implementation of policy and
institutional reforms that help to leverage private capital for development needs.
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What is Budget Support?

Budget support refers to a method of financing a recipient country's budget through the
transfer of resources. These resources are moved from an external financing agency to the
recipient government's national treasury, with the funds then managed in accordance
with the recipient country's budgetary procedures. This differs from traditional project
aid, which disburses resources against specific expenditures associated with a project
(such as an educational programme or a large-scale infrastructure project). Budget
support is predicated on a policy dialogue between donors and recipients, and it is
disbursed according to compliance with mutually agreed policy reforms. So, budget
support is about policy dialogue, based on solid analysis, and it focuses on the
development priorities of the recipient governments.

This idea is not new. Complementing traditional project lending, budget support
emerged over a half century ago as an aid instrument to address macroeconomic
imbalances conditional on key economic 'reforms' supported by the MDBs. It was widely
used (and criticised) as an instrument for advancing the principles of the Washington
consensus. By the early 2000s, there was agreement that addressing the shortcomings of
development assistance required greater country-level ownership, donor coordination,
use of country systems, predictability and alignment with national poverty reduction
strategies. Budget support, built on policy dialogue and conditioned on mutually agreed
reforms, brought to the fore the importance of sound macroeconomic policies, good
governance and institutional capacity (as well as recipient agency and control).

The Paris declaration and the Monterrey consensus incorporated a new vision for budget
support, with measures aligned with recipient countries' development strategies. Budget
support was seen as the core instrument for macroeconomic policy dialogue and poverty
reduction plans. Through this type of dialogue, coordinated donor engagement was
supposed to bring the donor community and the government together around the
recipient country's own measures and development targets, especially in terms of
eradicating extreme poverty. What made budget support attractive were its promises to
increase country-level ownership, build country capacity and strengthen country
systems, rather than using parallel structures set up to satisfy donor requirements and
coordination budgetary procedures. With increased ownership should come increased
impact.

The Evolving Role of Budget Support

At the recent G20 meeting, the need for a substantial scaling-up of financing by MDBs
was recognized by the heads of state. Such an increase is vital for helping developing
countries to meet their development challenges. MDBs are the most important financiers
of budget support, accounting for about 85%of total funds, with policy conditionality
becoming increasingly focused on medium-term institutional reforms (particularly
public financial management reforms), and shifting towards fewer prior actions. But in
several cases, early donor enthusiasm has given way to multiple agendas and
fragmentation, with joint financing but disjointed ownership of conditionality. Getting
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the balance right between country-level agency and necessary conditionality remains a
difficult task. Meanwhile, new approaches to budget support have emerged over the last
two decades. These include ‘deferred drawdown options’, which provide liquidity
during times of crisis, and ‘policy-based guarantees to leverage private financing. Budget
support has been deployed across countries at different income levels and different levels
of institutional capacity, governance quality and political stability.

Conclusion

Recent budget support operations have focused on climate, social sectors and gender.
Reforms to public sector governance continue to make up the largest share of policy
actions. Budget support has been gradually extended to least developed countries, where
poverty remains entrenched, institutions are weak and development prospects are
uncertain. As development challenges mount for countries around the world, it is as
important as ever to ensure that aid programmes are effective. Budget supportis a useful
tool for development aid, and one that is likely to be increasingly relied on over the
decade to come.
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