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Macroeconomic Concerns on the Budget Support Assistance

NISHINA Katsumi -

Abstract

Assistance in the form of budget support, which is aimed to fill budget
deficit of a developing country instead of supporting specific public projects,
has been attracting more and more attention these days mainly among
European donors. Although there have been pro and con for this modality of
assistance mainly from political aspects, macroeconomic issues to be arisen due
to this new modality are recognized only little. This new assistance is a sort of
budget transfer, and such budgetary transfer does not matter if it is domestic,
but ‘might disturb macro stability if it is international.

This paper firstly describes macroeconomic implications of traditional
assistance, and shows no macroeconomic concern arises there. Secondly, we
compare how international budgetary transfer is different from the intra-
national one which succeeded in eradicating regional disparity in many
countries. Then, the international transfer from donors to developing countries
unaccompanied by goods and services is analyzed in the aspects of the éhange
in money supply and the impact on private investment.

Injection of foreign cash which does not accompany or generate additional
import will function just as equal to the money printing by the central bank
which usually causes serious inflation. If the central bank sterilizes foreign
cash inflow to avoid the inflation, this will work equivalent to public domestic
borrowings which cause crowding out. Thus, unless the developing country
urgently needs foreign currency, domestic monetary and fiscal measures can
lead to the same result without foreign assistance. In other words, even grant
is not all mighty under this form of assistance, not being free from the adverse
impact of domestic measures. In the case the foreign exchange is no longer
centrally controlled, this type of assistance will lead to over-evaluation of

exchange rate by unnecessary intervention alike, forcing more general import.

* Professor, Graduate School of International Cooperation Studies, Kobe University.



