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A guide to environmental-social budgeting

Executive Summary

International development policy is at a crossroads. By 
the end of 2015, the future of the Millennium Devel-
opment Goals (MDGs) will be determined. The United 
Nations is talking about a “Post-2015 Development 
Agenda” – an agenda that is supposed to define the fun-
damental priorities, goals and strategies for development 
policy beyond 2015. 

In parallel, at the UN Conference on Sustainable Devel-
opment (Rio+20), governments agreed to develop a set 
of Sustainable Development Goals (SDGs) integrating the 
three dimensions (social, economic and environmental) of 
sustainable development and being applicable to all coun-
tries in the world. Reconciling these two processes to 
form one coherent Post-2015 Agenda has been a major 
challenge. It affects all policy areas beyond development 
policy in a narrow sense, in particular social, economic 
and environmental policy – and above all fiscal policy. 

SDGs need means of implementation
Governments have the primary responsibility to imple-
ment the Post-2015 Agenda, including the agreed goals 
and targets. Taking into account the ongoing Post-2015 
discourse and combining it with existing state obligations 
under the International Covenant on Economic, Social 
and Cultural Rights (ESC Rights), this will entail the 
commitment of governments to provide the maximum of 
their available resources for the full realization of Sustain-
able Development Goals. This has direct implications for 
fiscal policies and the allocation of public resources.

Together with regulatory policy, fiscal policy is a key 
instrument for governments seeking to implement the 
goals and strategies of sustainable development. Govern-
ments can generally approach the issue from both the 
revenue (tax policy) and the expenditure (budget policy) 
angle. They can pursue a pro-active tax policy to achieve 
environmental and social policy goals and fulfill their 
human rights obligations. This includes, for example, the 
taxation of the extraction and consumption of non-re-

newable resources, and forms of progressive taxation 
that are sensitive to the poor’s welfare (e.g. by taxing 
consumption of luxuries). On the expenditure side, they 
can initiate social (re-) distribution effects and create 
ecological steering mechanisms in taking decisions on 
the use of public revenues. This can include cash transfers 
for needy families, child benefits, and the phasing out of 
ineffective or even harmful subsidies. If the priorities are 
properly defined, budget policies can become a powerful 
instrument to reduce social inequality, eliminate discrim-
ination, and promote the transition to sustainable patterns 
of production and consumption. 

Realizing any set of SDGs will only be possible if gov-
ernments undertake, inter alia, the necessary adjustments 
in their tax and budget policies. In other words, they have 
to formulate Sustainable Development Budgets in order 
to implement the Sustainable Development Goals. 

Fiscal implications of the Post-2015 Agenda –  
Towards a “Whole of Government” approach
The implementation of the Post-2015 Agenda and their 
goals and targets will require changes in fiscal policy. 
However, setting ambitious goals and targets does not 
automatically burden the public budget. A CO2 tax, for 
example, can contribute to the goal of limiting global 
warming – and increase public revenues; the phasing 
out of environmentally harmful subsidies has not only 
an ecological steering effect, but also reduces public 
expenditures and increases the fiscal space of govern-
ments.

In many cases, however, the realization of the envis-
aged SDGs will require an increase in public spending. 
Quantifying the required resources presents conceptual 
and practical challenges. A general “needs assessment” has 
to take place in order to estimate the overall amount of 
public and private funding needed. Different sustainabil-
ity goals and targets might be associated with different 
timeframes, which has implications in terms of sequenc-
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ing financing needs and public expenditures. And it must 
be ensured that environmental measures do not have 
negative social impacts and vice versa.

The challenge of interdependencies between environ-
mental and social policy goals and targets requires par-
ticular attention. For instance, many environmental policy 
instruments have regressive effects on income distribu-
tion. It should be checked e.g. whether a certain subsidy 
actually targets the poor, or whether it in fact benefits 
higher income strata – with unwanted and avoidable 
environmental side effects.

So far, the analysis of fiscal policy and the resulting reform 
proposals differ according to whether they are conceived 
from an ecological, a social, a gender or a human rights per-
spective. A consistent integration of all these perspectives 
in budget policy and analysis will be needed to implement 
SDGs and avoid unwanted side-effects. What is needed is a 
“Whole of Government” approach to reconcile fiscal pol-
icy with sustainable development and human rights. 

Entry points for environmental-social budgeting
In this guide, we describe possible entry points for shap-
ing fiscal policy in accordance with environmental and 
social criteria. The budget cycle can be a useful tool in 
identifying such entry points. It distinguishes the different 
phases of policymaking from the drafting of the budget to 
policy implementation and monitoring of the results. The 
overall starting point for analyses and a major challenge 
for governments, legislators and civil society organiza-
tions (CSOs) will be to identify the fiscal implications of 
the Post-2015 Agenda and to translate the agreed SDGs 
and their related national targets into tax and budget 
policies. Estimating the potential costs of the Post-2015 
Agenda is going to be one indispensable prerequisite for 
its implementation.

Entry point 1: After estimating the fiscal implications of 
the Post-2015 goals and targets, the next step will be to 
translate them into an SDG-conform budget plan and 
the respective annual plan of revenues and expenditures.

Entry point 2: After the government has prepared  
its budget proposal, it must present it to the legislature 
(the national parliament) for enactment.

Entry point 3: Implementing the approved budget  
is a key role for governments. They can release funds, 
deploy personnel, undertake investments, and shape  
public procurement policies.

Entry point 4: Legislators, Civil Society Organizations 
and oversight bodies have various opportunities to  
track public spending, assess its impact and exercise 
independent budget control and auditing.

Budget formulation –  
taking environmental-social criteria into account
Government has the overall responsibility for setting 
the parameters of the budget, determining the priorities 
and the allocations to the different sectors, and drafting 
the final budget proposal that goes to the legislature for 
approval. In parallel, CSOs can accompany the drafting 
process by providing the relevant staff in the ministries 
with information and analyses and producing their own 
“shadow budget.” Formulating a comprehensive budget is 
an extremely complex process, which includes, inter alia, 
the following actions:

Action 1: Checking the availability of comparable 
budget data

Action 2: Scoping the relevant budget segments

Action 3: Matching spending with declared policy  
priorities

Action 4: Offsetting spending shifts and compensating 
adverse effects

Action 5: Drafting the consolidated budget proposal

Dealing with harmful subsidies is one of the key tasks of 
environmental-social fiscal reforms. Therefore, effective 
tools to identify and assess environmentally harmful sub-
sidies are of particular importance. However, any “sus-
tainability check” of subsidies must estimate not only the 
size and negative environmental impact of these subsidies, 
but also their social and economic effects. Proposals to 
reduce or eliminate subsidies must take potentially regres-
sive effects and negative consequences for the poor into 
account.

In parallel to the formulation of the budget by govern-
ments, CSOs can draft “alternative budgets,” based on 
their own estimates of the financial requirements and 
fiscal implications of the Post-2015 Agenda. This can be 
done comprehensively for the budget as a whole, or for 
individual sectors such as the ministry of health or the 
ministry of environment. Such activities could build upon 
the experiences of the already existing alternative budget 
initiatives. Important examples include the Alternative 
Federal Budget and the report of the Green Budget Coa-
lition in Canada, the Philippines Alternative Budget, and 
the Citizens Alternative Budget in Kenya.

Enactment – approval of the budget by the legislature
After the government has prepared its budget proposal, it 
has to be passed to the legislature. The right of the legisla-
ture to change or amend the budget proposed by the exec-
utive differs substantially depending on a country’s respec-
tive political system and its codified division of powers. 
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The Budget Cycle: Entry points for environmental-social budgeting

Track public spending and assess its 
impact, e.g. through Public Environmental 

Expenditure Reviews; hold government 
to account for obligations and promises; 
assess fund allocation and benefits for 
target groups; check reality against plans.

Sustainability check of the budget, incl. 
subsidies; scope environmental budget 
segments; avoid or compensate for 
negative (social) side effects.

Apply sustainable public procurement 
practices; check for compliance with 
sustainability and human rights standards.

Assess budget proposal, check consis-
tency with SDGs; propose alternatives; 
apply a sustainability check; take a 
“Whole of Parliament”approach.
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In countries where parliament plays an active role in the 
budget process, parliamentary committees have the oppor-
tunity to check whether the proposed budget is in accord-
ance with the SDGs and the respective state obligations and 
commitments derived from the Post-2015 Agenda.
In parallel to the necessary “Whole of Government” 
approach to reconcile fiscal policy with sustainable 
development, parliaments should be in a position to deal 
with all aspects of sustainable development in a holistic 
and integrated manner. This could be done, for example, 
by authorizing a special committee to assess the sustaina-
bility impact of all legislative projects – including budget 
decisions. 

Execution and implementation –  
from sustainable development budgets to results
Implementing the approved budget is the responsibility 
of government and its sector ministries. They can release 
funds, deploy personnel, undertake investments, and shape 
public procurement policies. In this stage of the budget 
cycle, governments face several challenges. 

1.  Governments have to ensure that the funds allocated 
in the budget are actually spent on the designated 
purpose. 

2.  Governments have to take care that the funds are 
spent efficiently and effectively, reach the intended 
beneficiaries, and achieve tangible results.

3.  Governments have to inform the public early in 
advance of new spending programs or budget cuts. 

4.  Governments have to see to it that accompanying 
measures of a budget decision (e.g. compensation 
payments for subsidy cuts) are carefully sequenced.

One significant issue in this phase of the budget cycle 
is public procurement. Governments and governmental 
agencies enjoy considerable purchasing power. Therefore, 
public procurement can be an important instrument to 
promote local businesses and high environmental and 
social standards.

Monitoring, impact assessment and auditing
Legislators, CSOs and oversight bodies have various 
means and methods of tracking public spending, assessing 
its impact and exercising independent budget control and 
auditing. Examples of existing monitoring approaches 
and instruments include the Public Expenditure Track-
ing Surveys (PETS), the Public Expenditure Reviews 
(PERs), particularly the Public Environmental Expendi-
ture Reviews (PEERs), and the Climate Public Expendi-
ture and Institutional Reviews (CPEIR).

While budget monitoring and impact assessments have 
to be done at national level, there is also an international 
dimension to these activities. One of the four building 
blocks of the Post-2015 Agenda could be “a participatory 
monitoring framework for tracking progress and mutual account-
ability mechanisms for all stakeholders.”1 Tracking fiscal 
policies could be one of the integral elements of this 
mechanism.

1 Cf. UN Secretary–General (2013), para. 75
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