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Abstract

The paper shows that the question that is relevant for the debate on the efficacy of
development assistance is not so much as an issue of how much, but rather for what. In view
of the growing awareness of ODA’s inefficiency in achieving intended aims, this paper
proposes an alternative approach to development assistance policies — economic integration
and subsidiarity provides the conditions necessary for ODA to produce higher rates of
economic growth on a sustainable basis. Europe is an excellent case in point, in this context.
Europe has in the last decades experienced a number of success stories in moving out of
poverty and onto sustainable economic growth. The secret of success has been the push
towards economic integration, and the adoption of economic reforms at the local, national,
and regional level conducive to economic growth. The recipient countries of development

assistance have much to learn from the European experience.
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l. Introduction

More than fifteen years after the end of the Cold War, the world seems poised to fall
into another deep seated polarisation: the one between the developed and the developing
world. The fracture is not only economic and social, linked to the persisting gaps in standards
of living and opportunities, but above all political, with the risk of becoming “ideological” and
providing support to radicalism extremism and civilisation clashes. We see this new
bipolarism at play in the stalled Doha negotiations, in the aborted reforms of global
institutions, in the confrontations concerning human rights, and even in the different
approaches to fighting terrorism and building peace and security.

Development assistance is at the heart of this new polarisation. The growing distrust
and antagonism in the developing world against the rich countries is fed by the widespread
persuasion that the developed countries are not doing what they should do, and are not even
living up to what they promised to do: sharing opportunities with the less fortunate,
supporting development and fighting poverty. This call into question shared values and builds
frustration, a sense of betrayal, sometimes disillusion and despair.

The public opinion in the developed world is also reacting in an “ideological” way:
development assistance is nothing else than a way to finance corruption and waste, to
instigate a culture of dependency, to buttress undemocratic regimes and unsustainable
economic policies. It is not surprising then that, faced with hard public expenditures choices
in the context of ever tighter budgets, governments give low priority to ODA and public
awareness and support for ODA eclipse. Moreover the poor of the world do not vote, and in
particular they do not vote in advanced industrial democracies.

These polarised views find an echo in the scientific literature, which itself is becoming
polarised between the ODA preachers and the ODA bashers. However, there is a growing
number of contributions, which do not take side in the political controversy and explore
possible “third ways”, dwelling in particular on the conditions under which ODA can produce
its desired outcomes.

This paper intends to propose another third way approach to development assistance
policies, based on a synthesis view, and a new view, of the factors that explain the
effectiveness of ODA . The conditions under which ODA produces higher rates of economic
growth on a sustainable basis can be summed up in two basic factors: economic integration
and subsidiarity. ODA is growth inducing only to the extent that (i). development assistance
stimulates and supports the integration of national and local economies at the international
level, both globally and regionally, (ii) determines institutional reforms and sound economic
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policies at the appropriate level of government (global, regional, national and local), and (iii)
leaves the private sector to play its fundamental role. This approach is proposed based on a
review of the literature and by drawing on the experience of European economies,
particularly in the last two decades.

First, we will dispose of a few ideological positions that are particularly unhelpful in
bridging the perception gaps between the developed and the developing countries. We argue
that speculating on a presumed shift of values in the western world is unwarranted: there is
no ethical collapse away from generosity solidarity or justice towards unfettered profit making
and self-interest promotion. If we add to the ODA expenditures, the expenditure for peace
keeping and humanitarian intervention, which has been growing at an unprecedented way,
the picture of the donors countries’ commitments, changes significantly: it is not so much a
question of how much, but rather for what.

We also show that the distortions argument is well founded grounded in theory and
practical experience: it is not a question of right wing versus left wing, pro-development
against anti-development, conservative versus progressive thinking. It is a basic fact to be
reckoned with.

An analogy can be drawn with what took place in the 1970’s and 1980’s with the
fiscal crisis of the welfare state, which was first blamed on a conservative attack (Thatcher
and Reagan) against the acquis of social progress of the preceding decades, and then came
to be acknowledged as a necessary adjustment to the changing conditions of the economy
and society. Likewise, ODA is not simply attacked to-day by external critics, but it is being
eroded from within by the growing awareness of its inefficiency in achieving intended aims,
and the rather restrictive conditions under which it has produced and it can produce its
desired impact.

We then show that there are several cases where it can be proved that ODA has
been very effective in lifting countries out of poverty onto a path of sustainable growth.
Europe is an excellent case in point, in this context. Europe has in the last decades
experienced an extraordinary number of success stories in moving out of poverty and
backwardness, and onto development and sustainable economic growth. Reference can be
made to the case of Ireland, Portugal and Greece, and more recently that of Bulgaria and
Rumania, and other new EU member countries. How has Europe achieved such an
extraordinary performance? The secret of success has been the push towards economic
integration, and the adoption of economic reforms at national, local and European level
conducive to sustainable growth.

Reflecting on the European experience and applying it to other contexts, we identify
the main factors linking ODA to economic reforms and through them to successful growth
performance. The various channels through which ODA affects the integration of markets
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and the reform of policies are then identified and discussed, such as the acceleration of the
transfer of knowledge, the support provided to those who lose out because of economic
reforms, and the aid for trade measures.

In conclusion ODA is a proxy for economic reforms and policies aimed at promoting
and supporting bold economic reforms and the transfer of governance responsibility between
the different levels of governance institutions and policies.

The paper is organised as follows. Section Il shows the recent trend in various types
of aid and peacekeeping expenditures. Section Il discusses the relationship between foreign
aid and economic growth while Section IV enumerates the conditions which affect the
effectiveness of foreign aid. Section V shows what type of assistance work and what doesn'’t.
Sections VI and VII shares the lessons that could be learnt from the European experience.
Finally, Section VIII presents the main thesis of the paper showing how economic integration
and subsidiarity could ensure aid effectiveness.

Il. Trends in Development Assistance: a Controversial
Picture

Official Development Assistance: the betrayal of donors?

Are rich countries withdrawing from their commitments? Is the gap in ODA
undermining the achievement of the policy commitments of the international community,
notably the Millennium Development Goals?

These are some of the questions that are being raised in the development circles. In
order to set the stage for understanding the implications of these questions, we begin with a
look at the current trend in Official Development Assistance (ODA) and other forms of aid
flowing from the donor to the recipient countries.

According to the estimates of the UN Millennium Project, achieving the MDGs
requires an increase of aid flows to at least $150 billion per year. This would be also
consistent with the commitments the donors have made under the Monterrey Consensus of
the International Conference on Financing for Development to work towards reaching the UN
target of 0.7 percent of GNI.

Following the promises made by the EU and by the G8 at its summit in Gleneagles to
increase aid by some $50 billion by 2010, the official development assistance (ODA) from the
countries of the OECD to developing countries rose to a record high of $106 billion in 2005.
This total represents 0.33 percent of the Development Assistance Committee (DAC)
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countries’ combine GNI, up from 0.26 percent in 2004. In order to achieve the target ODA
levels, the donors will have to keep increasing aid by an average of over 8 percent per year,
a rate comparable to the 2005 surge of 8.7 percent in real terms. This means that for most
DAC countries, ODA will have to rise at a rate above that of total government expenditure,
year after year, which is a challenge at a time when OECD countries’ budgets are under
considerable pressure.

Charts 1 and 2 report the ODA from the major OECD donors during 1990-2005. In
2005, 22 rich countries ran development programs, sending more than $100 billion in
development aid overseas. In dollar terms, this was fairly high -- up from a low of $48 million
in 1997, but still less as a percentage of rich-country GDP than the levels of the late Cold
War period. The money went to about 180 countries. Seven of them received over $1 billion:
China and India, drawing most of their aid from Japan, were at the top; the others were
Indonesia, Egypt, Serbia, Mozambique and Russia. Top recipients of U.S. aid are usually
countries of high security concern, including Israel, Egypt, Pakistan, Jordan, Colombia, and
Russia in recent years. Most aid from Japan, Korea, Australia, and New Zealand, by
contrast, goes to neighbouring Asian and Pacific island nations. Europe's recipients are
mixed: Greece's $200 million goes mainly to Balkan-peninsula neighbours such as
Macedonia, Albania, Bosnia, and Serbia; most of Ireland's $400 million goes to Uganda,
Ethiopia and other low-income countries in Africa. None of this tells us how well donors
choose their priorities, or how well recipients use the money. But underlying all such debates
is the suggestion that there really isn't very much foreign aid. The $106 billion for 2005, high
by historical standards, was less than 1.0 percent of the $12 trillion world GDP for low and
middle-income countries (excluding India and China). It was about 7 percent of the $1.5
trillion in developing-country export earnings (again excluding Chinese and Indian exports, as
well as oil sales by Persian Gulf states); and perhaps most striking, probably less than the
$150-$200 billion in remittances sent home to developing-country families by overseas

workers.

Peace-keeping and humanitarian intervention as complement to development aid.

It is well known and widely recognised that without peace and security there can be
no development. Conflict is among the major factors affecting poverty and
underdevelopment. Another major factor is natural disasters: while they hit both rich and poor
countries, they leave a permanent scar in countries and regions where development
opportunities are lacking and undermine profoundly efforts made to overcome obstacles and
barriers to economic growth and prosperity. A recent example would be the impact of

tsunami on a number of Asian countries including, but not limited to, Indonesia, the
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Philippines, Sri Lanka, and Thailand. Therefore it is appropriate to consider the trends in
ODA in connection with those in aid and intervention for peace-keeping, and peace-building
and for disaster relief and other humanitarian intervention. If we take an integrated approach
to development aid, peacekeeping and humanitarian intervention, the picture of trends in
assistance related to development changes significantly. Recent years have seen an
exponential increase in peacekeeping budget and humanitarian contribution around the
world. The budget for United Nations peacekeeping operations from July 2005 to June 2006
is a record $5 billion—climbing past the previous peak of $4.6 billion in 2004—05. Some
70,000 soldiers, military observers, and police served in 16 peacekeeping missions at the
end of 2005. Including international and local civilian staff and volunteers, total personnel
came to about 85,000. The United Nations also maintains 10 smaller “political and peace-
building” missions, with a mostly civilian staff of 2,349 as of late 2005. The largest of these
are in Afghanistan (set up in March 2002), Iraq (August 2003), and Timor-L'este (May 2005).
Table 1 and Chart 3 provide time series figures for peacekeeping expenditures and
peacekeeping personnel and shows the exponential growth in both expenditures and
personnel in recent years.

Humanitarian aid has also seen a significant increase in recent years. According to
OCHA estimates, contributions and commitments for humanitarian aid in 2006 exceeded $7
billion. Figures for 2006 classified by donors are given in Table 2 while Table 3 shows the
aggregate trend in global humanitarian aid during 2000-2006. As Table 3 shows, global
humanitarian contribution has increased in every year since 2000 and the magnitude in
increase has been more than four fold during this six year period. However, contributions in
2005 following the tsunami disaster increased to more than $13 billion from $4.7 billion in
2004.

Integrating development aid with aid linked to peace-keeping operations and
humanitarian assistance may look politically controversial. One may object that the latter is
most often driven by political considerations and strategic foreign policy interests of donor
countries. However, this objection does not stand, as also development aid is mostly driven
by the strategic interests of donor countries, It suffices to note the strong preference given by
countries to tied aid and bilateral arrangements, and the reluctance of donor countries to
relinquish control of technical cooperation activities in the multilateral institutions and
arrangements. Besides, generosity and altruism should themselves correspond to longer
term strategic interests of the developed world in maintaining international peace and
security.

We can conclude then that the recent period has seen both a relative stagnation of
the resources allocated to development assistance, but at the same time an exponential
increase of the resources made available for intervention linked to peace-keeping and

10
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humanitarian relief. The experience of the tsunami, when under the impression made by the
international media, the public opinion mobilised and managed to collect an impressive
amount of donations in a short time is instructive of the kind of response that one can have
from the citizens of the rich world when a convincing appeal is made to the need for
international solidarity and support. The crisis of ODA therefore cannot be simply explained
away by ethical considerations, and corrected by more effective campaigning or preaching or
political confrontation. A more structural approach is needed, starting from the revisitation of
the relationship between development aid and economic growth performance.

lll. Aid and Growth: an Opaque Relationship

It is generally argued that most foreign aid tries to achieve one or more of four broad
economic and development objectives (Radelet, 2006):

I to stimulate economic growth through building infrastructure, supporting
productive sectors or bringing new ideas and technologies,

. to strengthen important sectors, such as, education, health, environment or
political systems,

iii. to support subsistence consumption of food and other essential commodities,
especially during relief operations or humanitarian crises, or

iv. to help stabilize an economy following economic shocks.

Although policy makers have discussed these broader objectives for aid, economic growth
has always been the main criterion used to measure aid’s effectiveness. However, there is
no clear-cut relationship between aid and growth. Some countries that have received large
amounts of aid have experienced high economic growth, while others have shown slow or
negative growth. Concurrently, some countries that have received very little aid have done
very well, while others have not (Radelet 2006).

What can we conclude from the absence of a clear-cut relationship? For some, it
implies a failure of aid to achieve its main objectives, while others underplay the lack of high
correlation as misleading since other factors affect both aid and growth. Some countries
receiving large amounts of aid may face endemic disease or poor geography, or may be
emerging from long-standing civil conflict, in which case aid might have a positive impact on
growth even if the overall growth performance remains weak (Radelet 2006)..

11
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Still others conclude that aid works well under certain conditions, but fails in others. Aid
might promote economic growth in countries with reasonably good economic policies, but
might not do so where corruption and lack of governance is prevalent. In other words, while
the overall trend line is important, the variance around the trend and the reasons for that
variance should also be taken into account in understanding the true underlying
relationships.

IV. The Conditions under which Foreign Aid Promotes
Economic Growth

Following a number of more recent studies (see in particular Radelet 2006), this
Section briefly describes the debate on the conditions under which aid works or does not
work. Empirical evidence is mixed, with different studies reaching different conclusions
depending on the time frame, countries involved, and assumptions underlying the research.
Three broad views have emerged to disentangle the complex relationship between aid and
growth:

Aid has a positive relationship with growth on average across countries (although not in
every country), but with diminishing returns as the volume of aid increases. There are three
main channels through which aid promotes growth:

I Aid augments savings, finances investment, and adds to the capital stock (Sachs

et al, 2004).
i. Aid increases worker productivity through investments in health and education.
iii. Aid promotes the transfer of technology or knowledge from donor to the recipient
countries.
Several early studies found a positive relationship between aid and growth (See Levy 1988
and the references therein), but this strand of literature took a significant turn in the mid-
1990s when researchers began to investigate whether aid might support growth with
diminishing returns. A large group of studies that allow for diminishing returns have found a
positive relationship (Dalgaard and Hansen 2000, Hansen and Tarp 2000, Lensink and White
2001, Clemens et al 2004).

Aid also could have a positive impact on such sectors as health, education,
environment, etc. Perhaps the best documented area is health where aid-supported
programs have helped to eradicate a number of diseases (Levine et al, 2004).

12
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Aid has no effect on growth, and may actually undermine growth

A number of studies (Dowling and Hiemenz 1982, Boone 1994, Rajan and Subramanium
2005) have suggested a variety of reasons as to why aid might not support growth:
i. Aid encourages corruption.
ii. It perpetuates poor economic policies and postpone reform.
iii. Limited absorptive capacity in the recipient country reduces the effectiveness of
aid.
iv. Aid reduces both domestic private and public saving.

Using theoretical and empirical evidences, these studies have shown how development
assistance leads to distortion and disruption in the domestic economy.

Aid has a conditional relationship with growth, helping to improve growth under certain
conditions. This view holds that aid supports growth in some circumstances but not others,
and searches for key characteristics associated with the difference. This conditional strand
of the literature has three subcategories, with the effectiveness of aid depending on the
characteristics of the recipient country, the practices and procedures of the donors, or the
type of activity that the aid supports.

Recipient country characteristics.

Isham, Daufmann and Pritchett (1995) showed that World Bank projects had higher
rates of returns in countries with stronger civil liberties. Burnside and Dollar (2000) reported
that aid accelerated growth only in countries with good policies. Other researchers have
proposed different country characteristics that might affect the aid-growth relationship,
including export price shocks, climate shocks, the terms of trade, macroeconomic and trade
policies, institutional quality, warfare, type of government and location in the tropics
(Burnside and Dollar 2004, Collier and Hoeffler 2002, Dalgaard and Tarp 2004, Radelet
2006).

The view that aid works better in countries with sound economic policies and
institutions has become the accepted norm among donors, partly based on the research and
partly due to development practitioners that believe this to be the case based on their own
experience (Radelet 2003).

Donor practices.

Donor practices strongly influence aid effectiveness. For example, multilateral aid
might be more effective than bilateral aid, or untied aid might be more effective than tied aid.

13
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Sometimes poor monitoring and evaluation system of the donors undermine the
effectiveness of their own programs. It can be argued that aid would be more effective if
there were greater ‘country ownership’ or broader ‘participation’ among government and

community groups in recipient countries in setting priorities and designing programs.

Type of aid.

Different kinds of aid might affect growth in different ways. Emergency and
humanitarian aid is likely to be negatively associated with growth, since aid tends to
increase sharply at the same time growth falls following an economic shock. In case of aid
for health, education, and the environment, aid might only affect growth after a long lag, if at
all. Aid for building roads, ports, and other infrastructure or supporting agriculture may have a
direct positive affect on growth.

V. The Focus on What Works and What does not Work

The literature on the economic growth impact of Foreign Aid is inconclusive. While a
lot of progress has been made in identifying the success factors and analysing the negative
consequences of possible distortions induced by assistance, no clear-cut answer can be
given on a-priori basis on whether and how assistance translates itself in higher growth,
income and jobs. Much more work is needed, particularly at the empirical level in providing
evidence to test the theoretical arguments, and in understanding success and failure. The
case for, and against, development aid leaves still a great deal to be argued and tested. A lot
more sound and independent policy analysis is needed to provide a convincing case, and
win the support of the experts, and above all the general public in the developed countries on
the need for more, and better development aid.

This is an area where international organisations can and should do much more to
provide solid indications of what has worked, and what can work. Indicators of performance,
benchmarking tools and policy analysis should feed a science-based objective discussion at
the intergovernmental level, and with all stakeholders, of how to make aid work for
development, and avoid its undesired side effects.

We need to move on beyond superficial and politicised discussions, wall-to-wall
confrontations, ideological statements, campaigning and emotional appeals. We need
objective measurement and comparable data. The best way to plead for more international
solidarity is through rigorous applied policy analysis and informed discussions aimed at
drawing lessons from experience and sharing knowledge.

14



Y ., N
A

Studies & Analyses CASE No. 346 — Effective Foreign Aid, Economic Integration and ... “CASEzs

~— "

VI. The European Experience: What Are the Main Lessons

There are two basic stories concerning the European experience of ODA and
economic growth. One is the experience of Europe as a main donor and source of funding to
support development in other parts of the world and in its neighbourhood; the other is the
support provided by the EU for integrating successive waves of new member countries, and
promoting economic reforms in the policies of its members at the community, national and
regional levels (Garonna 2006). The two stories have opposite endings: the first story is one
of mixed results in line with the evidence on the impact of ODA is all other contexts; the
second is the most extraordinary success story of the last 50-60 years. The EU is the main
provider of development assistance in the world (See Table 1 and Figures 1 and 2).
However, the track record of this considerable financial effort has come under renewed
attack from policy analysts. It has been argued that European development assistance is in
disarray, lacking political thrust, strategic purpose and institutional support. This has created
perverse incentives inhibiting the innovation and boldness that is required to promote
sustainable development and democratic governance in poor countries (Santiso, 2002).

If we consider instead the aid provided by the EU to support the economic integration
of its member countries, particularly those relatively disadvantaged, or of acceding new
members, as in the case of the EU enlargement of the early 2000’s, it has to be recognised
that these measures have been quite effective in supporting the integration of European
economies and in creating the conditions for sustainable development and growth.

We will focus then on the latter assistance policies, to draw lessons of wider applicability.
There are several experiences that can be considered emblematic of the European success
in supporting economic integration. Here are the main ones:

1. EU enlargement: support for candidate countries.

2. EU regional policies aimed at supporting industrial restructuring, entrepreneurship,
innovation and competitiveness;

3. The single market: policies aimed at supporting the elimination of barriers, the
adoption of standards, the better regulation of markets so that there can be a level
playing field across the whole European economic space;

4. Policies aimed at giving a role to private players, the social partners, the voluntary
sector, the research community, opinion makers, etc. including the role of Public
Private Partnerships;

5. Policies giving a role to regional and local governments, local communities and
stakeholders (devolution);

15
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6. Policies transferring responsibilities from national governments to the community
(European) level, as in the case of trade, and the Euro.

In all these cases, there is evidence that aid and assistance played an important role in
stimulating adjustment and translated itself into sustainable economic growth. For example,
between 2000 and 2005 public expenditure at the local and regional levels has been
increasing annually by 3.6 percent, faster than GDP (1.7%) and total public expenditures
(2.4%) (Hubner, 2007). As a result, the share of local and regional authorities in public
investment increased from 25.4 percent to 26.8 percent. In some countries, such as Spain,
Finland and Denmark, this proportion has increased by 10 percentage points over the last

decade.

VII. The Secret of European Success: towards a New
Synthesis

Why has European aid been successful in all these cases and relatively unsuccessful in
the other cases? There are two common threads that can be seen at work in all cases of
success, and that can be spelled out in the argument as the main factors explaining the
effectiveness of aid in relation to growth.

1. the fact that aid promotes economic integration, i.e. the elimination of barriers to

economic activity, the enlargement of the market and its smooth functioning;

2. the application of the subsidiarity principle, in that aid stimulates more role by private
players (business and civil society), devolving responsibility towards the lower level
of government, and the transfer of power towards the European level for decisions
that are to be taken at that level. Subsidiarity implies “institutional assignment”, i.e.
taking policy decisions at the level that is appropriate for that decision.

We can now elaborate on these factors, applying them to the wider context.

VIlIl. Economic Integration and Subsidiarity - The Conditions
of Aid Effectiveness

In this section, we will identify a few conditions where aid could promote growth:

Economic integration —

Global economic integration is not a new phenomenon. Over centuries, integration through

trade, factor movements, and communication of economically useful knowledge and
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technology has been on a generally rising trend. Three factors have affected the process of
economic integration and are likely to be its driving force in the future. First, improvements in
the technology of transportation and communication have reduced the costs of transporting
goods, services and factors of production and of communicating economically useful
knowledge and technology. Second, individuals and societies have favoured taking
advantage of the opportunities provided by declining costs of transportation and
communication through increasing economic integration. Third, public policies have
significantly influenced the character and pace of economic integration.

Countries need to promote regional economic integration to overcome the constraints
of small market size and to reap the full benefits of economic specialization. Since the
developing countries tend to export more to distant developed countries than to developing
countries, the potential for regional integration among developing countries is tremendous.
For example, to promote intraregional trade, countries should continue to reduce tariffs and
invest in trade facilitation by simplifying and automating customs procedures, promoting the
mutual recognition of norms and standards, and encouraging trade in services. In some
cases, regional currency unions can further aid intraregional trade by reducing the cost of
exchange rate fluctuations and further deepening economic integration.

A second dimension of economic integration focuses on sharing the high fixed costs
of setting up key institutions for development. Universities, research centers, and standards
bodies are critical for generating growth, but frequently impossible for small countries to
afford. Many small developing countries also require regional institutions to help them
overcome the constraints of small markets and population.

Third, the example of the European Union, which speaks with one voice in
international negotiations over trade, shows the regional economic cooperation can
strengthen the international voice of developing countries. By agreeing on common positions
and objectives, small countries can reduce the cost of international negotiations and increase
the likelihood of successful outcomes on issues like trade and debt relief.

These priorities require strong institutions to coordinate the alignment of customs
procedures, the harmonization of standards, and the development of joint infrastructure. The
European Union has been a good example of promoting economic cooperation in Europe.

Foreign aid helps economic integration in at least three ways. First, aid helps to
accelerate knowledge sharing among countries. Second, aid helps in allowing poorer
countries to participate in setting standards and in convergence of standards. In other words,
aid helps to bring a sense of ownership in the developing countries by providing for an
inclusive process. Third, aid helps to compensate the losers from economic integration. It
helps to soothe the interest groups who resist economic integration the most.
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Providing sizeable financial assistance has historically been of considerable importance in
helping persuade countries of the benefits of economic integration. Liberalisation measures
under the regional integration of Europe significantly helped to create a favourable economic
environment that contributed to growth and welfare of the weaker member states. These
policies were combined with substantial economic assistance and helped to shape positive
popular perception of integration. The post-war Marshall Plan was instigated in large
measure to neutralise the forces moving Western Europe permanently away from multilateral
trade and to thereby facilitate global economic recovery.

What we need now is to bring these trends together and have a pan-European
approach to economic integration. Foreign aid can play an important role in helping this trend
to succeed.

Global public goods — As pointed out by Kofi Annan, the former Secretary General of the
United Nations, “Not only are development, security and human rights all imperative; they
also reinforce each other. This relationship has only been strengthened in our era of rapid
technological advances, increasing economic interdependence, globalization and dramatic
geopolitical change.” (in ‘In larger freedom: towards development, security and human rights
for all’, page 5). In a world of interconnected threats and challenges, it is in each country’s
self interest that all of them are addressed effectively and this can be done through sustained
global cooperation among States. In this context, the issue of global public goods needs to
be addressed.

Many developing countries need new technologies to address specific needs. There
are realistic prospects for developing new vaccines and medicines for malaria, HIV/AIDS, TB
and other Killer diseases in poor countries. Improved agricultural varieties and cropping
systems can increase the food productivity of rainfed agriculture. Accurate environmental
monitoring and forecasting can help focus interventions for the greatest positive impact.
Many other examples abound for such public goods that, once developed, could be shared
broadly to help all countries.

Peacekeeping is another important public good. The last two decades have seen at
least several dozen major armed conflicts in different locations, most of them civil wars.
Although the number of conflicts has fallen from its peak in the 1990s, the last few years saw
a major international escalation of the conflict in Afghanistan, Iraq, etc. Meanwhile,
longstanding conflicts continue to rage in Colombia, the Democratic Republic of the Congo
(DRC), and Sudan (to name but three). And others are in reconstruction from earlier civil
wars, including Bosnia and Herzegovina, Guatemala, and Mozambique. In order to reduce
the intensity of conflict as well as maintain the post-conflict stability requires peacekeeping by
an international force. The affected countries are in no position to fund these peacekeeping
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activities. So foreign aid is essential in providing for peacekeeping forces and maintaining
stability around the globe.

Likewise, health R&D is limited for diseases affecting the poor, with only 10 percent of
global funding used for research into 90 percent of the world’s health problems (Global
Forum for Health Research 2002). The WHO’s Commission on Macroeconomic and Health
recommends that annual funding for R&D on global public goods in health should be
increased to $3b by 2007 and $4b by 2015, compared with roughly $0.3b million annually
today (WHO 2001). The situation is similar in other areas of global public goods which are
critical to the needs of developing and transition countries.

The relative nature of growth of a country could also be improved through the
development of the knowledge economy. International policy dialogue could help global
knowledge sharing. This could also be assisted by developing norms and standards for
countries in different sectors and then helping to implement them. Implementation of these
norms and standards require capacity development in the developing and transition
countries.

Global public goods are often overlooked and underprovided in most developing and
transition economies, despite their critical role in promoting development as well as the fact
that developed countries stand to benefit directly. Two main reasons can be cited for this.
First, the cost of coordination among different countries is extremely high, requiring strong
regional institutions that do not exist in most parts of the developing world. Second, the
attribution of responsibility is a problem. This relates more to the way donors operate.
Bilateral and multilateral agencies tend to allocate funds on the basis of individual country
performance and needs. This approach doesn’t work for global public goods since it is
extremely difficult to assign the investment benefit to individual countries. As a result, it is
often very difficult to obtain loan guarantees for regional projects from individual countries.
To overcome similar problems, regional infrastructure projects in the European Union are
justified by their benefits to the entire community and financed from the EU’s core budget
(comparable mechanisms could be established among developing countries).

Link between normative and operational activities

"Normative" work implies standard setting, the formulation of policy, the articulation of what
people ought to be doing, their rights and obligations, etc. "Operational” work, on the other
hand, implies not only the developmental activities leading to the implementation of actual
programmes of technical assistance, but also the execution of policy and the application of
standards and guidelines. A successful link between these two types of activities is
necessary for development assistance to be effective. The adoption of norms and standards
in specific areas or sectors often require operational activities for the full implementation in
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practice of the principles they embody. Indeed, technical cooperation is increasingly seen as
an essential contribution to the application of standards. At the same time, operational
activities contribute to a country’s substantive knowledge of issues and can provide essential
input to the development of new standards.

Aid for trade stands out as a special case of economic integration. In undertaking

trade reform and to participate effectively in the global trading system, poorer countries are
faced with a gamut of concerns and issues. For some there will be adjustment costs to
preference erosion, and others may face a loss in terms of trade (notably for net food
importers). Countries where tariff revenues make up a significant proportion of total fiscal
resources may well need to undertake tax reform. Another fundamental issue is that for
many developing countries they are ill equipped to take full advantage of new trade
opportunities because of significant supply side and human and institutional constraints.
Improved market access without the capacity and transportation to sell isn’'t of much use.
Gains from trade liberalization are conditional on an environment that allows the mobility of
labour and capital to occur, that facilitates investment in new sectors of activity and also can
provide the vulnerable with some assurance that they will be assisted, if necessary.
Seen, in this context, supporting trade adjustment and integration requires a shift towards
more efficient transfer/assistance mechanisms with support directed at priority areas defined
in national development plans and strategies. Allocation of foreign aid to support trade
integration can help gradually to eliminate the current system of discriminatory trade
preferences.
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IX. Conclusions

The current debates on poverty reduction, debt relief and, more broadly, the efficacy
of development assistance have shed renewed light on foreign aid. Development assistance
is at the heart of a new bipolarism that is evident in both the donor and the recipient
countries. On one hand, there is a growing perception in the recipient countries that the
donors are not sharing opportunities and wealth in supporting economic growth and fighting
poverty in the developing world. On the other hand, public opinion in the donor countries
increasingly consider development assistance as nothing more than a way to sustain
undemocratic regimes and support unsustainable economic policies.

Questions have also been raised regarding the magnitude of development
assistance. Our initial analysis, however, show that once we add to the ODA expenditures,
the recent surge in spending for peacekeeping and humanitarian intervention, the picture of
the donor countries’ commitments changes significantly.

The question that is, therefore, relevant for the debate on the efficacy of development
assistance is not so much as an issue of how much, but rather for what. In view of the
growing awareness of ODA’s inefficiency in achieving intended aims, this paper proposes an
alternative approach to development assistance policies — economic integration and
subsidiarity provides the conditions necessary for ODA to produce higher rates of economic
growth on a sustainable basis. Europe is an excellent case in point, in this context. Europe
has in the last decades experienced a number of success wtories in moving out of poverty
and onto sustainable economic growth. The secret of success has been the push towards
economic integration, and the adoption of economic reforms at the local, national, and
regional level conducive to economic growth.

The recipient countries of development assistance have much to learn from the
European experience. The need for a political thrust, strategic purpose, institutional support
and bold reform initiatives to supplement the receipt of development assistance cannot be
overemphasized. Efforts to successfully integrate into the global economic system are also a
pre-condition for these countries for better enjoying the fruits of foreign economic assistance.
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Chart 2.

DAC members’ net ODA 1990-2005 and DAC Secretariat simulations of net ODA to 2006 and 2010
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Table 1. Peacekeeping Operations Expenditures 1947-2005 (US$ million)
Year Total I.:'H'D Year Total I.:'H'D Year Total If'K'D Year Total If'K'D
Expenditures Expenditures Expenditures Expenditures
1947 o) 1962 126| 1977 153 1992 1767
1948 41 1963 127 1978 2020 1993 3,055
1949 7| 1964 91 1979 186 1994 3,342
1950 7| 1965 45 1980 141 1995 3,364
1951 Bl 1966 48] 1981 141 1996 1 405
1952 B 1967 37| 1982 141 1997 1,160
1953 Bl 1968 241 1983 141 1998 005
1954 Bl 1969 24 1984 141 1999 1 324
1933 Bl 1970 24 1985 141 2000 2138
1956 a1 1971 24 1986 2421 2001 2 700
1957 2B 1972 24| 1987 240 2002 2 702
1958 300 1973 37| 1988 266 2003 2727
1959 26| 1974 131 1989 B3| 2004 3 a5
1960 7B 1975 153 1990 464 2005 4737
1961 126| 1976 153 1991 490 2006

Source: Global Policy Forum
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Chart 3. Peacekeeping Operations Expenditures 1947-2005
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Table 2. Global Humanitarian Contributions in 2006: Total by Donors
Donor Funding % of Grand Unecommitied
usn Tatal pledges
usp
United States 1,886,756,285 262 % 127, 142,454
Eurcpean Commission (ECHO) 825,785,845 11.5% 254,501,935
Carry-over {donors not specifed) 528,476,382 T.3 % Q
United Kingdom 470,844 B850 G5 % 7587, 345
Sweden 384 525 489 S0 % 12,430, 193
Norway 354,363,804 4.9 % Ioar,Fie
Wetherdands 338,770,353 4.7 % 14,737 414
Switzerland 264,373,248 3T % 63916,816
Canada 242,395,908 34% 46,846,524
Denmark 188,507 688 26 % 5,438,041
Germarny 184,457,657 26 % 13,056,089
Allscations of unearErked funds by UM 173,201,257 2.4 % TOG, 000
Japan 168,351,372 23% 16,572,027
Frivate (Individualzs & organieations) 148,633,521 1% TREREZ
raland 134,017,184 1i9% &
Saudi Arabia 131,075,327 1.8% 10,000,030
France 58,709,585 1.4 % 2385, 800
Australis 85,290,400 12% 2,262,517
European Commission T9.096,408 1.1 % o
Haly TE.044,022 1.1% 7,908,728
Finland T2,834.81%9 1.0 % 14,382,342
Belgium 24,950,938 0.9% 13,044,687
Spain 59,635,184 0.8 % 11,641,466
Sudan 36,220,000 0.5 % [ ]
United Arab Emirates 31,773,746 0.4 % 15,000
Cthers 182,990,410 27% 395,932,793
Grand Total: 7.,200,379,001 100 % 975,796,728
MNOTE. "Fursling" weans Conridubiond — Comminmdni
Note : Compiled by OCHA on the basis of information provided by donors and appealing agencies.
Source: http://www.reliefweb.int/fts
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Chart 4. Global Humanitarian Contributions in 2006: Total by Donors
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Table 3. Global Humanitarian Contribution in Recent Years : Total by Donors

Year Funding in US$ (‘000)
2006 $7,201,717
2005 13,140,287
2004 4,732,381
2003 7,531,467
2002 5,116,713
2001 3,798,718
2000 1,772,120

Note: Funding means Contributions plus Commitments.
Compiled by OCHA based on the information provided by donors and appealing agencies.

Source: http://www.reliefweb.int/fts
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