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Plan for this 1h2s

0. Brief recap from lecture 1 - 5

1. Topic 2.1: Foreign Aid to Fight Poverty? The debate - 30’

2. Topic 2.2. Foreign Aid to Fight Poverty? Research and data - 30’
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Recap and main points {from lecture 1

1 . l ntro d . CI 4 g ourse |Ve > Enrolling to the course in Moodle :

2738-Development Economics 1-2425_T3

Home / Courses / 2024/25-Masters / 2Sem / 2Sem-THIf / 273 5 T3

Enrollment in Moodle opened until the 14th of October

2

Introducing the course.

development economics, emphasizing its
d

ampivics. Please use Moodle or email for communication - need
rch and for Teams group?

rs and analytical

Hretrmont When each material in Moodle is considered final it will
iy T say so in the file's name.

3. The assignments.

s e | Weekly readings

- Everyone should read (in advance) the
paper and policy brief discussed every

4. Topic 1: introducing development economics e e

It is highly advised to read the papers
covered in the lectures in advance, with

Development

Economics

MICHAEL P. TODARO

(P) in the syllabus, to be updated. & S & i

_ ECONOMIC
The course is based on research DEVELOPMENT
papers, for complementary background @ resrscn

Understanding how to contribute to improving L e,
the living conditions of those in poverty.

NOVAFRICA Internships / Research Assistantships

+ Great - first- step to get experience working in international development.

* Frequently 2 to 9 months in Guinea-Bissau, Mozambique, Cabo Verde... The DiQCOVGI'V Of Guinea—Bi%au ill Guinea_Bigqau

+ Steep learning curve: varied complex tasks and high responsibility in a -often- completely ng¢
context.

+ Outside of the academic year.

’ A and very welcoming society.

» Pizza&Topic, Podcast and Blog.

« You can start by joining NOVAFRICA Student Group: ] = - A completely safe country, with a cohesive, supportive,

A country with great natural wealth.

A country with terrible institutions — poorly managed.
Wealth is extracted: elites and other countries.
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Topic 2.1: Poverty and Aid - the debate
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2.1.1. Poverty and Welfare
Measurement
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Poverty and Welfare Measurement

DEFINING POVERTY AND WELFARE

DEVELOPMENT
AS

FREEDOM

Welfare: level of prosperity and standard of living, for an individual or group of persons: '
- GDP at the macro level and household consumption at the micro level.

Poverty: lacking the resources necessary to meet a minimum standard of living:
- Typically, also measured through income or consumption.
- Measuring poverty is a difficult endeavor: typically boiling down to poverty lines.

 Amartya Sen’s capability approach — Development as Freedom:

- Capabillities: the real freedoms or opportunities to achieve the functionings (or achievements) —
access to education, healthcare and employment, to get to being healthy, educated and well- A MA RTY/\ S E N
nourished.

- 5 main human freedoms: political, economic, social, transparency and security: allow humans
to develop and become the best they can be. R B e e

- Increasing capabilities / freedom better for society than directly increasing productivity, in the long
run. Summary video in the figure

- Main implication: inclusion of education and health in the measurement of welfare / poverty.



https://www.youtube.com/watch?v=BunGwSCuksE&ab_channel=IsaacLyne
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Measures of poverty

From the capabillity approach to UN Human Development Index (HDI)

Human Development DIMENSIONS  Long and healthy life Knowledge A decent standard of living
Index (HDI)
INDICATORS Life expectancy at birth Expected years Mean years GNI per capita (PPP 5}
of schooling | of schooling
DIMENSION Life expectancy index Education index GNI index
INDEX ' -

|

Human Development Index (HDI)

0.4 0.5 0.8 0.9 1

No data

Not just GDP per capita... But also based on averages: none of them directly measure inequality

Poverty lines, from household surveys
From $1.9 to. $2.15 in Sept 2022, based
on 2017 PPP data (per person per day)

People in Extreme Poverty 'Million

2024
2026
2028
2030

(o))
N
(@)
p—

m SSA m South Asia ® MENA = ROW m Latin America & Carribean ® Europe and Central Asia ® East Asia and Pacific

1994
1996
1998
2000
2002
2004
2006
2008
2010
2012
2014
2016
2018
2020
2022

44% of the global population or 3.5 billion
people below $6.85/day threshold - WB



https://ourworldindata.org/grapher/human-development-index?time=2022
https://www.worldbank.org/en/news/press-release/2024/10/15/ending-poverty-for-half-the-world-could-take-more-than-a-century
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Poverty Measurement through Household Surveys

Deaton’s Nobel press release - adapted:

Deaton highlights how reliable measures of individual household consumption levels can be
used to discern mechanisms behind economic development.

Angus Deaton
Deaton's focus on household surveys has helped transform development economics from a Nobel Prize, 2015

theoretical field based on aggregate data to an empirical field based on detailed individual
data.

His findings highlighted how countries with similar GDP per capita could differ drastically in well-

being: non-monetary deprivation, calorie intake, gender inequality... multidimensional poverty: @y

understanding individual choices key to improving societal welfare.

Multidimensional ~

Poverty Index O

IR . Sanitation
\___ Livin g Drinking water
standards ' Electricity
Housing
Assets
(
0% 20% 40% 60% 80% 100% Individuals classified as living in multidimensional poverty if they

No data 10% 30% 50% 70% 90%

e are deprived in at least 1/3 of the indicators.

Health

Education

Nutrition

Child mortality

School
attendance




Countries/Economies A
S Inquérito Harmonizado sobre as Condicdes de vide dos Agreagado
Familiares, 2021-2022
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- Instituto Nacional de Estatistica (INE)

1 selected X Clear

(J Ghana (9)

Collection: Living Standards Measurement Study (LSMS) Fragility, Conflict and Violence
(J Guatemala (2)

ID: GNB_2021_EHCVM-2_v01_M Last modified: Aug 02, 2024 Views: 19850

Living Standards Measurement Study (LSMS) ze=e= & e

(J India (2)
O Iraq (6) L i ico i
raq | S Inquérito Harmonizado sobre as Condicdes de vide dos Agreagado
O Jamaica (28) Familiares 2018-2019
U Kazakhstan (2) Guinea-Bissau, 2018-2019

(J Kosovo (3) . . .
Instituto Nacional de Estatistica (INE)

Th e LIVI n g Stan d ards M eaS u re m e nt Stu dy (LS M S) IS a h O use h O I d S u rvey p rog ram L Kyrgyz Republic (3] v Collection: Living Standards Measurement Study (LSMS) Fragility, Conflict and Violence

housed within the Survey Unit of the World Bank's Development Data Group License v [D::;:i:j:i:r
that provides technical assistance to national statistical offices in the design https://www.worldbank.org/en/programs/Isms#

and implementation of multi-topic household surveys.

Since its Iinception in the early 1980s, the LSMS program has worked with most
statistics offices around the world: generating high-quality data, incorporating
Improved survey methodologies, and building technical capacity.

The LSMS team also provides technical support across the World Bank in the
design and implementation of household surveys and in the measurement and
monitoring of poverty.

L8 -\ IO -":} "1‘:
; P‘ 314, -3
i , m

Challenges in a concrete —rural- context.

Picture created by Al
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LSMS: Absolute poverty lines

People living in extreme poverty — percentage on less than $1.9 a day - 2018

- & RUSSIAN FEDERATION
y ’\-—fL ,«%ﬁr //mv‘\“
IR |
~ ” h -
& v
,‘ A g

Poverty Headcount Ratio

(% of population) L &
* 201 PPP
0.00% BRAZIL

0.01% - 1.00%
© 1.01% - 5.00%
5.01% - 15.00%

15.01% - 25.00%

AUSTRALIA

N/A
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Measuring inequality

Gini coefficient

Perfect distnbution line
sometunes called 45 degree line

h

Lorenz curve

100%

Cumulative share

of micome
earmed

The cumulative gshare of people
from lower mcome

No data 0.3 0.35 0.4 0.45 0.5 0.55

https://ourworldindata.org/grapher/economic-inequality-gini-index
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Poverty traps

GROWTH DEVELOPMENT
LOW POVERTY ~ gy
OF EDUCATION
ECONOMIC TRAP
gy AND HEALTH
CARE
INVESTMENT WAGES AL
LOW / \ LOW
SAVING PRODUCTIVITY
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Topic 2.1.2 : Poverty and Aid: the
debate

Picture created by Al
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The role of ODA in breaking the poverty trap
THE THEORY

EHEi-E Needs

i

Decline

in
Impoverished LERO Capltal
~- ——
Housheld Household Savings Pp" Impoverished Household Savings ' Eapital ’ Economic
Household Growth
FE'I'E'L'!H

ZERO Tax (Negative) e
Payments Humanitarian ﬂ;?_r_.i':'

ZERO Relief Fublic {Negative)

R Investment

Fl.ll:llill:
Investment Popuhdon Dmlﬂpﬂ'ﬂﬂt Bqﬂt
Budget Growth and Aslgtance Population
Growth and

Depreciation

Depreciation
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What is Foreign Aid?
OFFICIAL DEVELOPMENT ASSISTANCE

The Development Assistance Committee (DAC) of OECD
defines Official Development Assistance (ODA) as

‘those flows to countries and territories on the DAC List of
ODA Recipients and to multilateral institutions which are:

. . o . . . 2. g\ ° e r ﬂﬁ_ T {" AT \ Y \\?
i. provided by official agencies, including state and local % LA /B
) S v LI - "N NN e NCNUIV - SR
governments, or by their executive agencies; and | & & Y -
Development Assistance W ) 2 . = o WY

o . N ~‘(Zommiﬁee (DAC) Map : “ 4 | L Lj j*( H W
ii. each transaction of which: B o ) ] . y- 3

presented though i 74 J

[] Countries B
1 N1 T ' . ;ie European Union A L # L“p
a) is administered with the promotion of the economic B Fercpans st v
development and welfare of developing countries as its
main objective;and e

b) is concessional in character and conveys a grant
element of at least 25 per cent.’

NOVA.....
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Bilateral and multilateral aid agencies

- THE WORLD BANK =% USAID ADRB
IBRD « IDA | WORLD BANK GROUP \W' FROM THE AMERICAN PEOPLE Asian l)c\'vlopm('nl Bank
' LS <

/ WA\ W\
{7 N
KFW
for Reconstruction and Development o ooy D U nlcef
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The Milleniun Development Goals (MDGS) 2000 - 2015

8 goals targeting extreme poverty, education, gender
equality, health, and sustainability.

Key achievements: 2 1 2 4
« Extreme poverty halved (1.9B to 836M people). {
e . . %

obal primary education enrollment reached 91%. Promote ge
Eradicate extreme  Achieve universal equallty cmd Reduce child morfolity

« HIV infections fell by 40% (2000-2013). poverty and hungef _ primary educoﬂon empower women

D 7 8
Shortfalls: @ Qﬂ%

« Child/maternal mortality reduced by <50% (missed AR Ersure onvironmentol oom

two-thirds target). e | "'°'°"° ond omer Y development

« Sanitation and environmental goals unmet.

Overall: 3.5 of 18 targets achieved globally
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The Sustainable Development Goals (SDGs) 2016 - 2030

USTAINABLE
EVELOPMENT

$:ALS
o

| GOOD HEALTH QUALITY GENDER
POVERTY | AND WELL-BEING EDUCATION EQUALITY

Phil @1

INDUSTRY, INNOVATION 10 REDUCED
AND INFRASTRUCTURE INEQUALITIES

DECENT WORK AND
ECONOMIC GROWTH

‘I 4 LIFE 15 LIFE 16 PEACE, JUSTICE 17 PARTNERSHIPS
BELOW WATER ON LAND AND STRONG FOR THE GOALS
INSTITUTIONS
(Y4

‘I 3 CLIMATE
ACTION

¥ | ¥

CLEAN WATER
AND SANITATION

L

12 RESPONSIBLE
CONSUMPTION
AND PRODUCTION

O

\
4

40

17 goals expanding MDGs to include climate action,
inequality, and sustainable cities.

2025 progress:
« Only 17% of targets on track.

« Stagnation since 2020 due to COVID-19, conflicts,
and funding gaps ($4T annual shortfall).

Bright spots:

 Nordic nations (Finland, Sweden) lead SDG
rankings.

« BRICS+ countries progressing faster than global
average.

Urgent priorities: Climate resilience, debt relief, and
equitable resource mobilization
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Grant-equivalent measure

O D A Over tlme In million USD (2021 constant prices] and as a proportion of total Gross National Income (GNI]

In million USD
In % of GNI

o O

O
O
0.31% 0.30% 0.33% 0.33%

2017 2018 2019 2020 2021 2022

@ In million USD @ In 7 of GNI

N 2VA OOOOOOOOOOOO https://focus2030.org/Increase-of-Official-Development-Assistance-in-2022-1295
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ODA by sector - 2022 USS$ billions
0 10 20 30 40 50

Health
Refugees in donor countries
umanitarian
nfrastructure
Governance and security
Other
Education
General budget support
Business and industry
Agriculture and food security
Administrative costs of donors
Other social services '
Water and sanitation
Environment ,
Debt relief L

growth from 2021
Cireduction from 2021

N O VA https://devinit.org/resources/aid-2022-key-facts-official-development-assistance-oda-aid/

OOOOOOOOOOOO
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ODA recipients

ODA AS PERCENTAGE OF GNP

At "
e :'r
\4f B
'v'] . N /_;-{~_{‘\‘ )
e k' !
A | Y@
SR ,
A
- R 2.
L1 ”~ ; ‘ : \ ‘\\.\
% | o
‘l.‘.
o) kr
A
No data 0% 1% 2% 5% 10% 20% 50%
| | - LIS

N 2VA wovs schooLor https://ourworldindata.org/grapher/foreign-aid-received-as-a-share-of-national-income-net
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@ ©  OFFICIAL DEVELOPMENT ASSISTANCE (ODA) BY THE OECD DEVELOPMENT ASSISTANCE COMMITTEE
ODA by donor country - Grant-equivalent

absolute values Million USD, 2022

Million USD

=
= Y2 =
= Il. E e - - 2382588 ¢ 8 3
= —_— = — == =0 o=
= BEEEEEEe e 525338 2
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| %‘:?' o ,:33-{@ & & @4}? R & o © *:;‘5‘& %:i_&. & W & F S q@ @.""E:b %#ﬁ" & {}%ﬁ ot o @
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Source : QECD (2024). GFUBUS)UJD
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ODA by donor country — . . OFFICIAL DEVELOPMENT ASSISTANCE (ODA) BY THE OECD DEVELOPMENT ASSISTANCE COMMITTEE
relative Value S As a proportion of their Gross National Income (GNIJ, 2022
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Trump and foreign Aid

-;':f:;;'} Reuters World v Business v Markets Vv Sustainability v Legal v Breakingviews v Technology Vv Investigz

US issues broad freeze on foreign aid
after Trump orders review

By Humeyra Pamuk and Daphne Psaledakis S | E
W Video Live Shows v 538 Sho
January 24, 2025 10:27 PM GMT - Updated 4 days ago @N S P

&l lll

!

Trump's strict foreign funding freeze sparks
panic among international aid groups

Nearly 60 senior USAID employees were placed on leave, sources said.

By Shannon K. Kingston, MaryAlice Parks, and Karen Travers 0 X =
January 28, 2025, 2:33 PM

Trump’s administration is pulling
almost all USAID workers off the

': gl , '}"‘T 7 (,‘ | " | R _: ’ SN . o’ .: ’T"" ) "‘_,_-': . Ay . J _' Li . kel gs S e N

A e A drrald A s g v R L AL e R 15 R ._:I’;"'_'s—;..-".".r_-;;":llf... T e 8B e ) - a
‘:t:“#li' ‘-1,’,:‘.;: t et mnrve Lo e RO G A " e P " TNy "‘V( 5 R A z y lOb WorIdW|de

[1/2] The State Department Building is pictured in Washington, U.S., January 26, 2017. REUTERS/Joshua Roberts/File

Photo Purchase Licensing Rights [} >

About 10.000 employees
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Perceived vs. actual aid provided

Kaufmann, McGuirk, and Vicente (2017), Gallup and OECD data

= QNN Politics

About 9 in 10 Republicans and 55% of Democrats
agreed that the country was overspending on
foreign aid. At the time, about 6 in 10 US adults
said the government was spending “too little" on
domestic issues that included education, health
care, infrastructure, Social Security and Medicare.

SPN
SWE
S'WiI

UK
USA

Polling has shown that US adults tend to
overestimate the share of the federal budget that

I e I

Family Foundation have found that on average,

Americans say spending on foreign aid makes up

N o VA oA SeHooLoF 31% of the federal budget rather than closer to 1%
I

BUSINESS & ECONOMICS
or less.
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WM
Co0RTRY MDGHE | T

2.1.3: The Aid Debate

/ ACTIVE \
sasic pusLic soons CITIZENS

SECURITY TAXES
HUMAN RIGHTS VOTES
FUNCTIONING MARKETS _ NATIONAL NEEDS

ACCOUNTABILITY

EFFECTIVE
STATES

Making foreign aid work - Oxfam America
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The Aid Debate
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Jetirey Sachs, enthusiasm: aid as the solution

* Firm Advocate: Believes that international aid is
key to breaking the "poverty cycle” (poverty traps)
and fostering economic development in the
poorest countries.

« Systemic Approach: Argues that aid must be
strategic, technology-based, and focused on key
areas such as health, education, and
infrastructure. MDGs and SDGs.

- Global Interest Argument - beyond charity:
Presents aid not just as charity, but as a
mechanism to ensure global security and stability,
benefiting both donor and recipient countries.

o Empirical optimist: attributes empirical failures Professor at Columbia

(of aid having positive impacts) to insufficient aid Policy adviser for most of his career, namely for the UN
reaching relatively well-governed countries and

issues with poor governance in others. Aid enthusiast - talking to the masses
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Professor at NYU

William EaStQI'ly - Aid Sk@ptiCiSm After a long spell working at the World Bank

Left after writing "The elusive quest for
growth’

* Critic of -current- International Aid: William Easterly argues that
foreign aid is often counterproductive, reinforcing corrupt and ineffective
regimes in poor countries.

Aid skeptical — the cold view

- Advocate for Local Solutions: Proposes replacing centralized and
ambitious plans with decentralized, recipient-led approaches, promoting
greater effectiveness.

 Skepticism of Global Institutions: Criticizes the IMF, World Bank, and
other institutions for insisting on flawed policies, such as the notion that
foreign aid always stimulates investment.

* Focus on Self-Determination: Argues that the rights of the poor should
be ends in themselves, rejecting the imposition of external conditions as a
form of neocolonialism.
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Paul Collier — Aid as part of the menu

*Advocate for Selective Aid: Argues that aid has kept many African economies afloat

but has not transformed them; supports targeted aid conditioned on specific policies.

*Policy-Centered Approach: Emphasizes the importance of good governance and
economic policies in recipient countries for aid effectiveness.

*"Bottom Billion" Concept: Identifies around 58 countries with 980 million people
trapped in poverty, advocating for tailored assistance strategies.

*Multifaceted Solutions: Proposes a combination of aid, policy reforms, technical
assistance, and international interventions to tackle the complex challenges of

development.

*Focuses on post-conflict settings.

Professor at Oxford

Director of the Development Research
Group at the World Bank

Founded the CSAE - Centre for the Study
of African Economies

Aid as part of the menu — talking to
politicians

Pobreza e axuda ao desenvolvemento: o debate
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Dambisa Moyo -

*Critique of Foreign Aid: Argues t
counterproductive, perpetuating
economic growth.

1 - POVERTY AND AID

Ald as the problem

nat international aid to Africa has been

ooverty and dependency instead of fostering

*"Dead Aid" Concept: Maintains that aid creates a vicious cycle of corruption, market
distortions, and discouragement of local entrepreneurship—similar to the "resource

curse.

*"Focus on Self-Sufficiency: Promotes the idea that Africa must take responsibility for
its own development, reducing dependence on foreign aid and strengthening local

Institutions.

*Advocate for Market-Based Solutions: Calls for replacing aid with foreign direct
investment, trade, and access to financial markets to drive Africa's development.

PhD at Oxford

Member of the House of Lords
Private investor and Member of
Boards of Directors

Pobreza e axuda ao desenvolvemento: o debate
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Fight Poverty?

Topic 2.2: research and data

Topic 2: Foreign Aid to

5220
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The Big Push

Economists Evsey Domar and Roy Harrod formulated a theory that related investment to income growth as a
deterministic proportion in the 1940s.

We economists applied it (and still do) to poor countries to determine ‘required’ investment for a target growth
rate.

The difference between the required investment and the country’s own savings is called the financing gap;
private financing is assumed to be unavailable to fill the gap, so donors fill the financing gap with foreign aid to

attain target growth.

This is a model that promised poor countries growth right away through aid-financed investment: it was aid to
investment to growth.
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William Easterly: Disavowing the Big Push 1

Aid to investment?

Easterly uses data from 88 countries, 1965 to 1995.
The aid to investment has to pass two tests for us to believe it:
1. There should be a positive statistical correlation between aid and investment.

2. Aid should pass into investment at least one for one: an additional 1% of GDP in aid should lead to 1% of GDP in
investment.

In the first test, only 17 of 88 countries show a positive statistical association. Just 6 of these 17 countries also pass the
test of investment increasing at least one for one with aid.

Recipients use aid to buy more consumption goods.
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William Easterly: Disavowing the Big Push 2

Investment to growth?

There is no statistical correlation between growth in one four-year period and investment in the previous four-year
period.

Aid to investment to growth?

We can construct a scenario of what income a country would have achieved if the financing gap approach had been
correct and then compare the prediction to the actual outcome:

The financing gap model predicts that aid goes into investment one to one.

(i) Then this investment will increase growth in the next period; this predicts total GDP growth (Zambia next slide).
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Boone (1996)

Paper uses a panel of 96 countries, 1971-1990, OCDE data.

Aid does not significantly increase investment and economic growth.

Aid does not benefit the poor as measured by improvements in human development indicators (such as infant mortality).

Aid does increase the size of government.

First serious study of aid effectiveness employing methods trying to distinguish correlation from causation (using political
ties and relative size between donor and recipient countries).

Giving aid to liberal / democratic countries such that their regimes are more stable seems a potentially effective strategy, as
they have lower infant mortality — ceteris paribus.
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Burnside and Dollar (2000) -1

Paper uses a panel of 56 countries in 6 four-year periods from 1970-1973 to 1990-1993), World Bank database on foreign
aid.

Hypothesis that aid influences economic growth, but only in the presence of the (good) policies that promote growth.

Policy variables used include the budget surplus, the inflation rate, and an openness dummy — these are aggregated into an
iIndex.

An equation explaining aid as a ratio of GDP Is also estimated
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Burnside and Dollar (2000) - 2

Main result: only associated with good policies aid has an effect on growth of income.

Bilateral aid seems to rely importantly on strategic interest and has a strong effect on government consumption.
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Fasterly et al. (2004) - 1

(1) (2) (3) (4)
All developing countries, Only low-income countries,
outliers omitted outliers omitted

Regression 5, OLS Regression 8, 2515

Sampling universe:
Burnside-Dollar regression:

ED data, New data set, BD data, New data set,
Right-hand-side BD sample, [ull sample, BD sample, full sample,
variable: 1970-1993 1970-1997 1970-1993 1970-1997
_ , Aid —0.02 0.20 —0.24 —0.16
Paper expands the sample used in Burnside and Dollar (2000), (0.13) (0.75) (—0.89) (—0.26)
: : : Aid=polic 0.19** —.15 0.25*% —0.20
from 56 to 63 countries, and their data time span from 1993 to ~—— 5 61) (—1.00) (1.9 —0.65)
1997. Log initial GDP per capita —0.60 —0.40 —0.83 —1.21*
(—1.02) (—1.06) (—1.02) (—2.02)
_ _ Ethnic —0.42 (.01 —0.67 —0.74
The methodology Is the same as In the reference paper. (—0.57) (—0.02) (—0.76) (—0.82)
Assassinations —0.45 —0.37 —0.76 — (.69
_ _ o _ (—1.68) (—1.43) (—1.63) (—1.68)
It IS found that the aid * gOOd pOIle Interaction effect on grOWth Ethnic=Assassinations 0.79 0.18 0.63 0.69

el - £ - - (1.74) (0.29) (0.67) (0.78)
turn_s |n3|gn|f|c?,ant and neggtlve_ with the exp_ar_1ded dataset, both by Sub Saharan Africa e | g e =100
adding countries or by adding time to the original dataset. (—2.41) (—3.07) (—2.77) (—1.79)

Fast-growing E. Asia 1.31* 1.18* 1.46 1.01
o o _ _ (2.19) (2.33) (1.95) (1.40)
This Is also the case when restricting attention to low-income Institutional quality 0.69** 0.31* 0.85%* 10.38*

- - - - (3.90) (2.53) (4.17) (2.46)
countries, where relations were strongest in Burnside and Dollar M2/GDP lagged 01 000 003 0,02
(2000). (0.84) (0.16) (1.39) (1.00)

Policy 0.71+* 1.22%* 0.59 1.61%*
(3.63) (5.51) (1.49) (2.93)

Observations 270 345 184 236

I's (.39 0.33 0.47 0.35

NOVA.....
I BUSINESS & ECONOMICS
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R . panel data—after correcting for the possible bias that poorer (or stronger)
RaJ an and Sub I' am anl an (2008) — 1 gmwthlnm}' draw aid contributions to recipient countries. E_w:n after Il]'ll.‘j;

correction, we find little robust evidence of a positive (or negative)
relationship between aid inflows into a country and its economic growth.
We also find no evidence that aid works better in better policy or
geographical environments, or that certain forms of aid work better than
others. Our findings suggest that for aid to be effective in the future, the
aid apparatus will have to be rethought.

Comprehensive coverage of all variations of the aid-growth relationship under one framework:

Conditional on the quality of economic policy (Burnside and Dollar, 2000).

In a panel framework (Hansen and Tarp, 2001).

Conditional on geography (Dalgaard et al., 2004).

Disaggregating aid into short- and long-term impacts of aid (Clemens et al., 2004).

And across time-horizons and periods (1960s through 1990s), sources of aid (multilateral and bilateral), types
of aid (economic, social, food, and so on), and samples (including and excluding outliers).

Instrument: influence — relative size * colonial links.

NOVA.....
I BUSINESS & ECONOMICS
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Rajan and Subramanian (2008) - 2

FiGure 1.—ConDIiTIONAL CORRELATION BETWEEN GROWTH AND TotaL Am, 1960-2000
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Rajan and Subramanian (2008) - 3

Careful about distinguishing causation from correlation, with only a slight departure from the previous contributions.
Main results:
Little robust evidence of a positive relationship between aid inflows into a country and its economic growth.

No evidence that aid works better in better policy or geographical environments, or that certain forms of aid work better than
others.

Rajan and Subramanian (2011) propose that aid may include an offsetting effect on a country’s competitiveness, as
reflected in the lower relative growth rate of exporting industries, analogous to the Dutch Disease.
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Rajan and Subramanian (2011)

Chart 1: Manufacturing and Aid between 1980 and 2000
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United Nations

UN’s Security Council (UNSC): entrusted power to authorize multilateral sanctions and military action.

While five of the council’'s 15 seats are held by permanent members, the remaining 10 are reserved for countries serving
two-year terms (rotating non-permanent members).

That there might be a link between membership on the UNSC and received foreign aid Is a serious charge; article 24 of the
UN Charter:

‘TUN Member nations] agree that in carrying out its duties [...] the Security Council acts on their behalf.’
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Kuziemko and Werker (20006)

Study investigates whether the pattern of aid payments to rotating members of the council is consistent with vote-buying.

Alternative possibilities:

Being a rotating member of the UNSC brings international attention to this country’s needs, and so more foreign aid.
There could be an omitted variable (international integration?) driving both rotating membership of the UNSC and foreign
aid.

Research employs country-level data over time.
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Kuziemko and Werker (2006) — Results 1

Study finds a large positive effect of UNSC membership on foreign aid receipts: on average a non-permanent member

enjoys a 59% increase In total aid from the US and an 8% increase in total development aid from the UN (primarily through
UNICEF).

Results confirmed by checking loans from the IMF and from the Asian Development Bank, favorable treatment by the World

Bank, and aid from the European Union (Dreher, Sturm and Vreeland, 2009, 2015; Lim and Vreeland, 2013; Mazumder,
McNamara and Vreeland, 2013).
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Kuziemko and Werker (2006) — Results 2
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Kuziemko and Werker (2006) — Results 3

Time pattern: Aid sharply increases
In the year In which a country IS
elected to the UNSC, remains high
throughout the two-year term, and
returns to earlier level almost
Immediately after completion of the
term.
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Kuziemko and Werker (2006) — Potential implications

Evidence on corruptibility of the UNSC decisions adds to the range of evidence on the
political/strategic motivations of aid allocation.

Consistent with little evidence on macro effectiveness of foreign aid for development
outcomes.

Call for reforms that help insulate rotating members from the financial influence of most
powerful nations.
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What the literature says about aid effectiveness — a summary

* Boone (1996): Foreign aid does not significantly increase investment or economic growth - based on data from 96
countries between 1971-1990 (OECD data). Aid leads to an expansion of the public sector but does not improve the
Situation of the poor.

-Burnside and Dollar (2000): An initial relationship between better policies in recipient countries and the effectiveness
of foreign aid on income does not hold when controlling for country characteristics such as income, population, and
strategic interest. Aid mainly increases public sector consumption (World Bank data).

Easterly et al. (2004): Expands the sample of Burnside and Dollar (2000) in terms of the number of countries and
years. Finds no significant results in the new sample.

*Rajan and Subramanian (2008): Covers all variations in the relationship between foreign aid and growth, the quality
of economic policies (B&D 2000), using panel data (Hansen and Tarp 2001), geography (Dalgaard et al. 2004), short-
and long-term impacts (Clemens et al., 2004), and across different periods (1960s-1990s), sources, types of aid, and
samples. Finds no evidence that aid is related to economic growth.

*Rajan and Subramanian (2011): Aid can impact the competitiveness of countries, as there is a correlation between
foreign aid received and a lower growth rate of export industries - similar to the Dutch disease effect.

‘Kuziemko and Werker (2006): Finds a relationship between being a temporary member of the United Nations
Security Council and an increase in total foreign aid received (59% from the U.S. and 8% overall) - suggesting strategic
reasons for the distribution of foreign aid.
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A dead end?

It seems we reached a dead end.

We cannot prove that ODA 1s effective. ..

But we know many projects have improved people’s lives.
(Sachs’s preferred example: Green Revolution)
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Foreign Aid Effectiveness or Policy Evaluation?

Banerjee and Duflo (2011) argue that there 1s need for a ‘radical rethinking of the way to fight poverty.’

They defend that the aid-growth controversy cannot be solved in the abstract, by using aggregate data and cross-
country regressions.

The evidence, In their view, is quite simple: some projects financed by official aid work and are effective In
reducing poverty and moving populations towards prosperity, while other projects (and programs) fail miserably.

The question Is how to evaluate whether specific programs and policies are effective.
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sSumimary

Poverty traps probably exist.

Foreign Aid: relevant flow of resources from rich to poor countries, to fight poverty but also to secure
rich-country economic interests.

Aid Debate: heated exchange between Sachs, Easterly, Collier, and Moyo.

Research: nothing to show for aid effectiveness at the macro level, possibility of Dutch Disease —type
effect.

Way out: micro policy effectiveness?
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Thanks for your attention and contributions!
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