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"Good governance and sustainable development are indivisible. That is the lesson of all
our efforts and experiences, from Africa to
Asia to Latin America. Without good governance […] no amount of funding, no amount of
charity will set us on the path to prosperity."
Kofi Annan
Good governance – a key prerequisite for
qualitative growth

Promotion of good governance by KfW
KfW promotes good governance as a crosssectoral issue and via projects in the fields of
(1) decentralisation and good local governance, (2) budget support for the implementation of national development strategies and
(3) the strengthening of public financial management and public administration.
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KfW actively supports public financial management so that government expenditure is
deployed more transparently, efficiently and
effectively in our partner countries and so that
improved tax collection can generate additional funds for development purposes.

Direct effects
Both projects which support decentralisation
reforms and budget support expand the financial scope of local and national authorities,
making a direct and immediate contribution to
qualitative growth and job creation.
As part of budget support, this takes place
through the financing of the implementation of
national growth and poverty reduction strategies in the partner countries. Many countries
which receive budget support have made
impressive progress towards achieving the
Millennium Development Goal (MDG) through
an increase in social expenditure. In Rwanda,
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Source: Federal Ministry for Economic Cooperation and Development (2009), "Promotion of
Good Governance in German Development
Policy", BMZ Concepts 172.

finance priority local infrastructure (e.g. marBuilding a local infrastructure in Mozambique: jobs
and prerequisites for sustainable growth.
Source: KfW photo archive

kets, schools and medical centres) which are
constructed – frequently in high labour intensive (HIMO) way – by local building firms and
subsequently maintained and operated by
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Indirect effects
As well as having a direct positive impact on
qualitative growth and employment by creating an enhanced scope for financing, governance projects have a long-term impact since
they improve the economic and political
framework.

Examples

here

include

the

strengthening of the public financial system
and the improvement of the ability of the
municipalities to plan and implement infrastructure projects.
There is now sound scientific proof of the
long-term contribution of governance projects
to qualitative growth in partner countries.
Studies show that countries which receive
budget support from Germany direct more of
their budget towards the national development
strategy. The European Commission confirms
that countries with a high proportion of budget
support have made much more progress in
the Human Development Index and in MDGs
which can be directly influenced by the government (e.g. education). An analysis by the
World Bank found that poverty is reduced
much more quickly in countries which receive
budget support.
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Budget support also helps to improve the
framework conditions for private investment
and thus promotes qualitative and quantitative
growth. In many cases, an improvement in the
investment climate forms an important component of the performance targets agreed by
the providers of budget support and the re-

Many of the effects described can be explained by greater accountability on the part of
political decision-makers. This promotes a
greater focus on results when the national
budget is approved and implemented. Greater
transparency in the budgetary process and
increased integration of parliament, the media
and civil society have contributed to this.
Positive effects with regard to sustainable

For this reason, the German Federal Government places a high priority on the fight
2
against corruption. Budget Support is a
particularly useful tool for promoting anticorruption strategies in partner countries.
This type of promotion can take the form of
the setting of performance criteria for the
awarding of budget support or accompanying support for independent supervisory
institutions such as national audit courts.
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top-down accountability, i.e. where the municipalities receive adequate supervision and
support from the central government or independent institutions.
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and a competitive economy. For example, as

1 World Bank (2010), Poverty Reduction Support Credits: An Evaluation of World Bank Support, European Commission (2010), "Budget Support and
MDG Performance", EC Development Paper No. 2010/01
2 Federal Ministry for Economic Cooperation and Development (2012), Anti-corruption and integrity in German development policy,
BMZ Strategy Paper 4/2012
3 K. Veigel (2012), "Decentralization Matters for the Poor", KfW Discussion Paper
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