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INTRODUCTION 
 Since the mid-1980s there has been much sophisticated research on the effectiveness of 
aid to poor countries and related intensive debate among practitioners and academics.  Never in 
the 50-year history of foreign aid have effectiveness issues received so much attention.  In this 
paper, I present a broad-brush critique of core elements in these discussions.  Three arguments 
are put forward.  First, aid problems are too often mis-specified¾ that is, poorly defined; the 
effectiveness issue is at once more limited in scope and more profound in depth than is 
commonly thought. Second, changes in policy and modalities widely recommended in recent 
discussions of economic assistance to poor countries, and adopted by at least some donors, are 
inappropriate. They do not increase effectiveness in the places where it is most needed (the least 
developed countries); nor are they likely to result in stronger local institutional capacities¾ the 
functional area where aid has been least effective.  Finally, little of the contemporary aid reform 
debate shows adequate appreciation of the depth of the crisis in the development assistance 
system, and the consequent need for its radical renovation.  
 
 
1 THE REFORM AGENDA 
 The core reform agenda for the donor community debate since the late 1980s was set out 
in a series of influential papers, most of them by World Bank research staff.1 It rested on 
empirical assessment of the impact of aid on growth, diagnosis of sources of ineffectiveness, and 

                                                 
1 World Bank, Assessing Aid:  What Works, What Doesn’ t and Why, Oxford University Press, 1998; C. Burnside and 
D.Dollar, “Aid, Policies and Growth,”  World Bank Policy Research Working Paper, 1997 and American Economic 
Review, September 2000); P, Collier and D. Dollar, “Aid Allocation and Poverty Reduction,”  Policy Research 
Working Paper #2041, January 1999 (April 11 revision), also "Making Aid more Effective in Reducing Poverty," in 
Governance, Equity and Global Markets, Proceedings of the Annual Bank Conference on Development Economics 
in Europe, La Documentation Française, 2000, followed by a Comment by P. Guillaumont, p. 544-547 ; Feyzioglu, 
T., V. Swaroop, and M. Zhu, “A Panel Data Analysis of the Fungibility of Foreign Aid,”  in The World Bank 
Economic Review, 1998; S. Devarajan and V. Swaroop,”The Implications of Foreign Aid Fungibility for 
Development Assistance,”  World Bank Policy Research Group, December 1998; S. Devarajan, A. A. Rajkumar, and 
V. Swaroop, “What Does Aid to Africa Finance?,”  World Bank, Policy Research Paper, 1999; H. Hansen and F. 
Tarp, “Aid effectiveness disputed,”  in F. Tarp, (ed), Foreign Aid and Development; Lessons Learnt and Directions 
for the Future, Routledge, London, 2000.; J. Beynon, “Policy Implications fore Aid Allocations of Recent Research 
on Aid Effectiveness and Selectivity,”  Paper presented at the Joint Development Centre/DAC Experts Committee 
Seminar on “Aid Effectiveness, Selectivity and Poor Performers,”  OECD, Paris, January 2001; P. Collier and D. 
Dollar,”Can the World Cut Poverty in Half?  How Policy Reform and Effective Aid Can Meet International 
Development Goals,”  Policy Research Working Paper 3 2403, July 2000. 
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analysis of the efficacy of the various aid instruments.  The following propositions were at the 
center of most ensuing discussion. 
 
 

� � Aid in general has had no observable impact on economic growth. 
� � Aid has promoted growth in countries with good policy environments. 
� � Even heavily conditioned aid has no impact on policy reform.  “You can’ t buy reform.”   

Unless policy reforms are locally “owned,”  they are not likely to be implemented.  
� � Despite rhetoric about poverty reduction being their primary goal, donors do not allocate 

their assistance accordingly. 
� � Aid money is fungible.  All project loans or grants free up local resources, which the 

recipient government can spend as it wishes.   
 
 Numerous policy proposals have emerged from these findings or assertions.  Four sets of 
recommendations have been central. 
 

� � Aid donors should be more selective in their choice of partners—that is, they should 
reallocate their aid in favor of countries with good economic policy environments.  This 
means that ex ante conditionality can be dropped or minimized; it has proved to be 
mostly ineffective and harmful to local “ownership” . Aid money should go to countries 
with genuine commitment to reform as shown by their past performance. 

� � Since poverty reduction is or should be the primary goal of economic assistance, 
reallocation should also favor good-policy countries that have the most people in poverty. 

� � Countries with bad policy environments and uncertain commitment to reform should 
receive little or no financial assistance.  Whatever aid donors give should be for the 
transfer of ideas and in the form of technical assistance, for studies and policy dialogue. 

� � Because aid is fungible, and because project aid has large unintended negative effects the 
project mode should be phased out in favor of program assistance, i.e. general budget or 
sector support. 

 
The empirical finding that aid has no effect on growth in countries with poor policy 

environments has been strongly challenged, as will be shown below.  But the need for greater 
selectivity remains a pillar of most donor reform agendas.  Many donors have also bought the 
idea of moving away from project financing in favor of budget support.  These receive major 
attention here.   

 
The past decade has seen other changes in perceptions about economic assistance to 

developing countries.  One example is the call for popular participation¾ for “putting the host 
country in the driver’s seat.”   This notion has been in the air for many years, but has become 
more intense.  And it has been broadened to include more concern for the quality of growth.  
Poverty-reduction has been enthroned as the chief objective of aid and policy reform.  And since 
the concept of poverty includes much more than low income, aid donors are now urged to 
address those constraints to poverty reduction that are embedded in the social and political 
environment.  Hence the attention to “empowerment of the poor”  and democratic governance.  
Little is said about these ideas in this paper.  
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2 INADEQUACIES OF DIAGNOSIS  
 Three shortcomings characterize the aid effectiveness debate.  First the scope of the aid 
effectiveness problem is narrower than implied in most discussions of economic assistance.  The 
debate has not been about all aid, or even all economic aid, but only about “development 
assistance”- aid aimed at increasing economic growth. But this is only a part of public economic 
assistance from rich to poor countries.  As is well-known, much is left out: disaster relief and 
humanitarian assistance; food aid; expenditures for nation-building, peace-keeping and 
reconstruction; security (including direct military) assistance, aid to refugees, and volunteer 
programs like the Peace Corps.  For bilateral and some multilateral donors (the European 
Community, for example) these nondevelopment forms of aid are extremely important; in some 
cases they are much larger than development assistance.  The U.S. foreign aid budget for 2000, 
for example, totaled $9.4 billion, of which USAID’s allocation for “development assistance”  was 
22 percent; the economic assistance share rose to a third when contributions to multilateral 
development institutions are included.2 
 
 The chief problems, moreover, are not even with development assistance in general.  It is 
wrong to say, as much recent rhetoric has it, that billions of dollars of foreign aid have been 
wasted since 1960.  In fact, some kinds of aid have made tremendous contributions to 
development in many places.  The billions of dollars in development aid since 1960 have 
produced tens of thousands of miles of road, hundreds of bridges, thousands of school buildings.  
Throughout the developing world this aid financed universities, hospitals and dispensaries, 
research centers, vaccination programs, and demobilization schemes.  Aid performance in much 
of Asia, Latin America and Eastern Europe has been reasonably good, given the high risks and 
inherent difficulties of development operations.3 
 

It is not helpful, therefore, to frame the aid effectiveness issue as a general problem of 
development assistance.  It is more properly understood as concentrated in three particular 
aspects.   

 
� � Effectiveness problems arise mainly in the least developed countries, those with very 

weak institutional capabilities. Thin cadres of skilled and educated people, 
organizational disarray in the public sector, small and neglected or discouraged 
private sectors, and in most cases authoritarian government and limited popular voice 
characterize these countries.  Included are failed states and states at war or with civil 
conflict.  The UN classifies 49 nations as “ least developed” ; most of them are in 
SubSaharan Africa. 

 
� � Effectiveness is lowest in aid programs aimed at reducing the development constraint 

that is most important in the poorest countries: lack of institutional capacity.  Foreign 
aid agencies and their local partners know how to build roads or schools, even in the 
least promising policy and political environments.  But the problem is the 
strengthening of road maintenance agencies, or school administration, or 
pharmaceutical distribution, or budget bureaus.   

 

                                                 
2 Carol Lancaster, Transforming Foreign Aid.  United States Assistance in the 21st Century, Institute for 
International Economics August 2000, p.11.  
 
3 See for example U.S. Agency for International Development, Real Progress; Fifty Years of USAID in Costa Rica, 
USAID Program and Operations Assessment Report No. 23, November 1998. 
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� � And effectiveness is lowest in one type of aid in particular: technical assistance, or as 
it is called by most donors, technical cooperation (TC).  Since the 1970s, TC has 
absorbed a large share (around a quarter) of total economic assistance.  It is the main 
vehicle for transferring skills to local people, for strengthening organizations, and for 
improving the functioning of systems¾ financial management, for example, or health 
care.  The typical TC project involves a resident expatriate expert working with a 
local counterpart plus some money for equipment (cars, office equipment) and 
training.  Everybody agrees that this model of TC works poorly.  This is so for many 
reasons, among them: it is costless to using ministries, hence there tends to be too 
much of it; it is accepted too often because donors push it and local officials are 
always short of the cars, equipment and training opportunities that accompany the 
experts.  And the expert-counterpart relationship is a bad instrument for transferring 
skills.  It is not too much to call TC the sick man of aid delivery modes.4  

 
A second element of diagnostic weakness in the effectiveness debate is the lack of 

balance in analysis of aid failures. The emphasis is now on bad policy environments in host 
countries as the main source of the problem. The contribution of ill-suited donor practices is 
given a back seat.   
 

It was not always so.  Concern over aid effectiveness has intensified since the mid-1980s 
mainly because of the evident failure to speed growth and reduce poverty in the most heavily 
aided countries, particularly those in SubSaharan Africa.  Early assessments highlighted the two 
sources of aid failure.  Some originated in the aided countries: unstable and inappropriate 
policies and lack of “ownership”  or genuine commitment to reform, and weak host country 
institutional capacity.  Others were identified as coming from the donor side.  On the general 
level, analysts noted the supply-driven nature of aid relationships and its negative consequences, 
notably on local ownership.  And they underscored many specific deficiencies in donor practices: 
ill-conceived and poorly supervised projects and programs, adoption of unsuitable instruments, 
complex accounting requirements, unwillingness to be coordinated, and a propensity to impose 
their own (frequently changing) priorities and agendas, with strong negative effects on local 
ownership.  Policy attention in this earlier literature was given to both sources of 
ineffectiveness.5 

 
After the mid-1990s, the nature of the debate changed. The World Bank’s influential 

1998 study Assessing Aid (hereafter AA), and the research by Burnside and Dollar, on which 
much of it is based, altered the critical mix common in past assessments.  These writers said little 
about deficiencies of aid delivery on the donor side.  These problems, they said, have been 
extensively discussed elsewhere and could be left aside.  The result was to give an unbalanced 

                                                 
4 A recent World Bank publication states: ”Despite massive technical assistance, aid programs have probably 
weakened capacity in Africa.  Technical assistance has displaced local expertise and drawn away civil servants to 
administer aid-funded programs- precisely the opposite of the capacity-building intentions of donors and recipients.”  
World Bank, Can Africa Claim the 21st Century? Washington, 2000). See for detailed treatment: Elliot Berg 
(Coordinator), Rethinking Technical Cooperation; Reforms for Capacity-Building in Africa, United Nations 
Development Program, 1993.  
 
5 Cf. World Bank, Strengthening the Effectiveness of Aid: Lessons for Donors, 1995; Tony Killick, “The 
Development Effectiveness of Aid to Africa,”  Policy Research Working Paper Series 646, World Bank, 1991; N. 
Van de Walle and T. Johnson, Improving Aid to Africa, Overseas Development Council, Washington D.C., 1996. 
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cast to ensuing discussions.  The Bank analysts placed the responsibility for aid failure almost 
entirely on faulty host country policies and weak institutions.  Donors contributed to 
ineffectiveness principally by choosing to spend aid money in the wrong places¾ those with 
policy/institutional environments inimical to growth.  This left out of the effectiveness equation 
the counterproductive aid practices and processes, and the unsuitable instruments, for which 
donors bear the major responsibility.6  
 
 Finally, the recent debate focuses too exclusively on the aid-growth relationship, 
neglecting aid’s institutional impacts.  One consequence is that very little of the discussion on 
aid reform recognizes the deep-seated nature of the flaws in the aid system as it has operated for 
more than 40 years.  The defects in technical cooperation have been exposed more fully than the 
defects in other aid modalities, but recommendations for aid reform during the last decade have 
been mild and incremental; they have in any event not had much effect on actual practice.7  It is 
not only technical cooperation that continues to present unresolved problems.  Contradictions of 
various kinds prevail in the aid system as a whole.  These are discussed in the final part of this 
paper.   
 
 
3 INAPPROPRIATE REFORMS 

Given the shortcomings in diagnosis, it is not surprising that many of the reform ideas 
emerging from the last decade’s research and reflection on aid effectiveness speak poorly to 
these problems.  Great emphasis is given to selectivity (the reallocation of aid in favor of 
countries with good policy/institutional environments), to the use of nonfinancial aid instruments 
in poor policy countries, and to the replacement of project with program aid (sectoral and general 
budget support).  The reform agenda is deficient in that these key components are unlikely to 
increase effectiveness.  Moreover, some point in the wrong direction; they increase donor 
intrusiveness when the aim should be to reduce it.  These reforms are analyzed below.  They of 
course do not comprise the whole contemporary reform agenda, but only a segment of it that has 
been much discussed by donors in recent years and has affected their policies and programming.   

 
In addition to weakness of key proposed reforms, recent effectiveness discussions have 

not adequately addressed the wide range of interventions that are surely possible in the bad 
policy/weak institution countries.  And what is proposed-  by World Bank researchers for 
example-  is unappetizing: technical assistance, with its tarnished track record, and stand-alone 
studies (studies that are not part of project financing), which are also an instrument of dubious 
efficacy.  Despite general recognition of the deep flaws in technical cooperation, the literature 

                                                 
6 Other examples:  (1) Donor takeover, in the least developed countries, of project selection, design, supervision 
and evaluation, a major reason for host country lack of commitment and ownership.  (2) Donor reliance on bypass 
modes (separate project management units, separate accounting systems, direct support to nongovernmental 
organizations (NGOs), and donor salary/supplements practices that lead to dual salary structures, all of which 
undermine local institutional capacity.  (3) Persistent donor overreach and introduction of projects and programs of 
excessive complexity with high failure rates.  (4) The failed aid management capacity-strengthening effort called 
NaTCap (the National Capacity Assessment Programs).  (5) Introduction of other flawed instruments of reform such 
as performance contracts and Public Expenditure Reviews implemented with little attention to local participation 
and ownership. 
 
7   See Berg, 1993, and also the forthcoming UNDP volume on technical cooperation and comments on its related 
website.  
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since the early 1990s is thin on how to make it work better. 8  Finally, most present discussion 
fails to bring out the depth of the crisis in the aid system, its many systemic contradictions, and 
the apparent inability of the main players to reform it.   

 
Selectivity, wider use of nonfinancial instruments and more use of program financing in 

place of projects are the focus of this paper, along with some discussion of the contradictions that 
persist in the aid system.  The present aid reform agenda is of course much broader.  Nothing is 
said about donor attempts to become more “ results-oriented” ; about the European Community’s 
experiment with the use of performance indicators in connection with budget support; about the 
Comprehensive Development Framework, put forward by the President of the World Bank a few 
years ago, or about the emphasis on Poverty Reduction Strategy Papers.  

 
Selectivity 

 In principle a more substantial reallocation of aid resources in favor of good policy 
countries seems like a good idea.  The same is true for the related argument (presented in AA and 
other writing) that since poverty reduction is the major objective of aid, reallocation should take 
place in favor of high poverty countries with good policies.  This would make each aid dollar a 
more powerful engine for poverty reduction.9  However, the practical policy relevance of these 
proposals is limited.  Or what is the same thing, the potential gains in effectiveness from their 
adoption are slight. 
 

First of all, as suggested earlier, only a small share of bilateral economic assistance is 
reallocatable.  Economic growth or poverty reduction may be a major donor objective (and for a 
few donors the only objective).  But it is well-known that bilateral donors give aid for many other 
reasons: humanitarian (disaster relief), historical and cultural ties, and pursuit of national 
political or economic goals (such as drug or immigration or pollution control, and trade 
expansion).  This is especially true of the three biggest bilateral donors: Japan, the United States, 
and France.10  So only a portion of bilateral aid can be regarded as reallocatable¾ a minor 
portion.  This of course is related to the point made earlier- that assistance aimed directly at 
economic development is only one category of foreign aid.  Emergency relief, food aid, “nation-
building”  expenditures and similar forms of economic and military help absorb large shares of 
bilateral foreign assistance.  These forms of economic assistance aid are not amenable to 
reallocation. 
 

                                                 
8 The United Nations system has given more attention to these issues since the early 1990s.  See United Nations, 
Department of Economic and Social Affairs Capacity-Building Supported by the United Nations.  Some Evaluations 
and Some Lessons, New York, 1999, and Report on the CCPOQ/DESA Seminar on Capacity-Building, Results and 
Future Directions for the United Nations System, Geneva, September 1999.  See also, E. Berg, 1993. 
 
9  Paul Collier and D. Dollar,  “Can the World Cut Poverty in Half? How Policy Reform and Effective Aid Can 
Meet the International Development Goals” , Development Research Group, World Bank, 2001. 

10 Since September 11, anti-terrorism has replaced the cold war as a major objective, probably the highest priority 
objective.  This moves such low policy performance countries as Pakistan, Uzbekistan and Yemen to the aid front 
burner.  It should be noted that the World Bank continues to lend for goals other than poverty-reduction, as, for 
example, its financial stabilization loans in East Asia and its political stabilization loan to Comores in September 
2001.  Comores received a policy grade of “D” in the Bank’s latest Country Policy and Institutional  Assessment 
(CPIA). 
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The analytic and empirical foundations of the selectivity proposal are too weak to 
support the proposed changes in aid allocation.  The key econometric finding of the World 
Bank researchers (that aid stimulates growth only in good policy countries) has been strongly 
challenged.11 Many critics have pointed out the inherent weakness of using cross-country 
regressions to explain determinants of growth.12  So many variables have been identified as 
impacting on growth rates that any single model is highly likely to suffer from omitted variable 
bias.  Also, data pooling involves the use of highly dubious implicit assumptions.  Two Danish 
researchers argue that the World Bank model is poorly specified and its conclusions on aid and 
growth are very fragile; removal of five outliers reverses the conclusion that aid has no effect on 
growth.13  Hansen and Tarp also reviewed the econometric literature (31 studies since 1960).  
They show that most of the studies found that aid is effective- i.e., stimulated growth. 
 

Other critics have pointed out that the impact of external shocks on country performance 
is not taken into account in the selectivity discussion.  Aid volumes are positively related to such 
shocks, which have negative effects on policy and growth.  Guillaumont and Chauvet and others 
point out that reallocating aid to good performing countries would have the perverse effect of 
punishing vulnerable countries whose poor performance is due at least in part to environmental 
factors over which they have no control.14 

 
In response, World Bank and other researchers now put forward a softer form of these 

propositions: that econometric findings aside, casual observation and many different kinds of 
empirical evidence indicate that aid works better in good policy countries.  This replacement 
formulation, however, is not an adequate foundation for finely tuned reallocations. 
 

Selectivity guidelines are not operational.  Except at the extremes, it is almost 
impossible to distinguish good and bad policy environments in a politically (or even analytically) 
convincing way.  For their aid reallocation exercises, World Bank researchers Collier and Dollar 
use the Bank’s “ report cards”¾ Country Policy and Institutional Assessments (CPIA)¾ as the 
policy performance measure.  Under this grading system, Bank staff rank countries on a scale of 
1 to 6, using four sets of criteria: economic management, structural policies, social inclusion, and 
public sector management.  The grades are not made public, though letter grades have been 
published.15.   

 
The validity of any of the rankings can be contested.  The individual grades are 

subjective, and the overall rating is a simple (unweighted) average of the component measures.  
Nonetheless, it is not too hard to distinguish the very good performers from the very bad.  There 

                                                 
11 This section draws on the useful review article by Jonathan Beynon cited in footnote # 1. 
 
12 R. Lessink and H. White, “Assessing Aid:  A Manifesto for the 21sst Century?” . In Oxford Development Studies, 
Vol. 28, 2000. 
 
13 H. Hansen and F. Tarp, “Aid effectiveness disputed.”  In F. Tarp (ed.), Foreign Aid and Development.  Lessons 
Learnt and Directions for the Future, Routledge, London, 2000. 
 
14 P. Guillaumont and L. Chauvet, “Aid and Performance: A Reassessment.”  Journal of Development Studies, 
vol. 37, n° 6, August 2001, p. 66-92; and R. Lensink and D. Morissey,”  Aid Instability as a Measure of Uncertainty 
and the Positive Impact of Aid and Growth,”  Journal of Development Studies, Vol. 39, 2000, # 3. 
 
15 See News & Notices for IMF and World Bank Watchers, Vol. 2, Number 3, Fall 2000.  
(www.globalarchitects.org). 
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can’ t be too much argument with the judgement that the 14 African countries out of 40 that have 
undergone CPIAs and been graded “F,”  are poor candidates for more aid, while the 5 “A”  
countries are good ones.16. The trouble is that the majority of countries are somewhere in the 
middle, with small gradations between them.17  Given the softness of the policy indexes used and 
the possibly large costs of being poorly ranked, imagine the political reaction in a 3.2 rated 
country that sees its allocation cut in favor of a 3.5 country.  All such decisions would generate 
storms of controversy.  It is not evident they could survive the political heat, or indeed a close 
challenge to their analytic justification. 
 

Because of the subjective nature of the grading, lack of weighting, and rapid changes in 
country policies, country classifications diverge between different observers and also change 
frequently over time.   

 
� � In a paper published in 1996, Collier and Gunning found many fewer “good 

environment”  African countries than they did in 1998.18  Using what they describe as 
modest yardsticks (peace, average recent inflation of less than 25 percent a year, and 
reasonably efficient policies on resource allocation), in 1996 they could find only 11 
countries in Africa to be suitable beneficiaries of a selective aid policy.  Their population 
was only a quarter of the SubSaharan total.19  Reallocation by these criteria would have 
resulted in a decline in African aid.  The 1998 classification, using the Bank’s country 
policy rankings (CPIAs) or poverty prevalence criteria, many more countries with many 
more people turned out to be beneficiaries. 

 
� � The uncertain nature of criteria used by different observers is suggested by comparing the 

good policy countries selected in 1997 by the Harvard Institute for International 
Development with the Collier-Gunning 1999 list.  In a paper called A New Partnership 
for Growth in Africa (1997), Jeffrey Sachs proposed a program of special assistance to 
eligible (good policy) countries.  He came up with five prospective participants: Malawi, 
Mozambique, Uganda, Ghana, and Mali.  Of the 11 Collier-Gunning good-policy 
countries, only two are on the HIID list. 

 
� � Policy rankings are unstable.  Compare the strong reformers in the World Bank 1989 

study of African adjustment, with the policy winners named in the Bank 1994 African 

                                                 
 
16  The F countries: Angola, Burundi, Central African Republic, Comores, Democratic Republic of Congo, Republic 
of Congo, Djibouti, Guinea-Bissau, Liberia, Sao Tome, Sierra Leone, Somalia, Sudan, Togo.  The A countries: Cape 
Verde, Cote d’ Ivoire, Ghana, Mauritania, Uganda. 
 
17  This is one of the problems with the 32 countries that AA and Collier-Dollar find to be a combination of  high 
poverty and good policy/institutional environments, hence candidates for selective reallocation of aid.  The bulk of 
them are clustered around the middle of the distribution. 
 
18  Paul Collier and Jan Gunning, Explaining African Economic Performance, draft, April 1997. 

19  Benin, Burkina, Cape Verde, Cote d� Ivoire, Ethiopia, Gambia, Guinea Bissau, Mali, Mauritania, Senegal and 
Uganda.  Thirteen countries with 46 percent of the continent� s people failed to meet the macroeconomic stability 
test, among them Ghana, Mozambique, Nigeria, Tanzania, Togo, Zaire and Zambia.  Eight countries (12 percent of 
the population) failed on resource allocation grounds, among them Cameroon, Congo, Eritrea, Kenya, and 
Zimbabwe.  
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adjustment study.20  Two thirds of the 1989 strong reformers seem to have fallen off track 
by 1994, and a quarter of the weak performers moved up to the strong category. 

 
� � Arbitrary judgements have to be made in any reallocation scheme.  First, caps have to be 

imposed on the allocations to China and India; otherwise, their good policies or large 
numbers of poor people would give them too large¾ that is, politically unacceptable 
¾ shares of available aid.  Secondly, the poverty reduction and policy environment 
criteria yield inconsistent aid allocations.  In the Collier-Dollar work on poverty-focused 
aid reallocation, countries with high poverty receive more than their policy stance calls 
for.21 A related point is that in the Collier/Dollar analysis the policy threshold below 
which aid is ineffective is very low¾ 2.6 (on the 1 to 6 scale) for countries with average 
poverty and only 1.3 for high poverty countries.22 Why the poor policy-high poverty 
countries should use their increased aid more effectively is not at all clear. 

 
Given these considerations, it is highly doubtful that the growth-increasing or poverty-

reducing-effectiveness of aid can be significantly increased by greater selectivity in aid 
allocation.  The amount of aid subject to reallocation for growth impact or poverty reduction is 
relatively small.  The intellectual basis of the push for greater selectivity (the econometric 
finding that aid does no good in poor policy countries) is shaky.  The operational feasibility of 
finely tuned aid reallocations is dubious.  Moreover, the preoccupation with selectivity has put in 
the shadows the fundamental question: how do we help the least developed countries strengthen 
their capabilities? 

 
It is extremely unlikely, then, that donors can raise aid effectiveness by going beyond the 

rough and ready kinds of selectivity that most donors already use¾ for example, the kind long 
used by the International Development Agency (World Bank) of giving something to almost all 
countries? The IDA gives a base amount (higher in good performers than in weak ones), with 
provision for additions or reductions depending on performance.23    It may be desireable for 
donors to concentrate on fewer countries.  But that depends on what specific programs they have 

                                                 
20  World Bank and UNDP, Africa’s Adjustment and Growth in the 1980s, 1989; and Adjustment in Africa: Reforms, 
Results and the Road Ahead, Oxford University Press (for the World Bank), 1994. 
 
21 This is pointed out by Beynon, ibid.  A table in the April 1999 Collier and Dollar paper showing poverty-efficient 
aid allocation indicates that there would be 10 big gainers if aid allocation was more poverty-reduction oriented.  
(For political realism a ceiling is imposed on India; China is excluded.)  The gainers are: Ethiopia, Uganda, 
Bangladesh, Madagascar, Kenya, Nigeria, Vietnam, Pakistan, and the Congo Democratic Republic.  These are 
relatively high population countries.  But it is not clear how some of them merit large aid increases in the light of 
their poor policy ratings.  For example, according to the Bank Country Policy and Institutional Assessments for 
1998, only Ethiopia and Bangladesh make it to the second quintile in the total of 136 countries; 50 countries have 
higher policy scores.  Pakistan is in the third quintile and the rest of the reallocation winners are in the lowest two. 
 
22   Beynon, ibid. 
 
23  In the period 1995-1997, top performers by country ratings received 35 percent of IDA resources; this covered 17 
countries, among them China, India, Bolivia, Nicaragua, Armenia, Cote d’ Ivoire, Lesotho, Malawi, and Uganda.  
Sixteen above-average performers received 32 percent; this group included Bangladesh, Eritrea, Ghana, Kenya, 
Senegal, Vietnam, Zambia, and Zimbabwe.  Sixteen “adequate performers”  (including Burkina Faso, Ethiopia, 
Pakistan, and Mali) received 12 percent.  Sixteen “below-average”  performers received 19 percent, and 16 “poor- or 
non-performers”  received 2 percent.  This last group included Bosnia, Myanmar, Nigeria, and Congo-Kinshasa.  
(Bread for the World, News and Notices for World Bank Watchers, #21, September 1998, Washington, D.C.). 
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to offer.  If a donor had a tested program for civil service reform its aid would be most effective 
if it were spread widely.. 

 
Dubious Recommendations on Changes in Aid Delivery Modes 
World Bank researchers have put on the table two major proposed changes in aid delivery 

modes.  The most important by far is the recommendation to move away from project financing 
to general budget support.  The second is to give little or no financial aid to bad-policy countries, 
which should receive aid only for activities that involve transfer of ideas.  Both proposals have 
received wide consideration in the donor community.  But both are of questionable efficacy.   

 
Consider first the proposal to cut back on financial aid to nonreforming countries.  It is 

extreme: as noted earlier, aid stimulates growth even in countries with bad policy environments, 
as indicated by very low CPIA scores, and nonfinancial aid instruments have a poor track record.  
The best policy dialogue and the most mind-changing almost always occur in the project context.  
It is not unusual to have three years of study, analysis, and dialogue during project identification 
and appraisal; the dialogue is focused and the minds of nonreformer participants are concentrated 
because money is at stake.  Project implementation and evaluation provide further excellent 
opportunities for mind-changing dialogue.   

 
On the other hand, freestanding studies and dialogue provide a generally unpromising 

context for local learning.  Not infrequently they provide occasions for criticism and exhortation; 
incentives for policy reconsideration are fewer. Also, the well-known deficiencies of technical 
assistance have to be overcome.  Finally, given the many changes in policy stance noted earlier, 
the argument that donors need a place at the table in bad-policy countries is highly persuasive.  
You don’ t get much of a place at the policy table without money. 24 
 
 The proposal to move away from project lending is more basic.  It rests on two 
propositions: first, that aid is fungible, so project financing makes no economic sense and 
secondly that project aid has numerous negative effects.   
 

Fungibility of aid is given much attention in the AA study and in other recent papers.  The 
basic idea is simple: that money given for one purpose may end up releasing resources that are 
used for other purposes.  This has been known for a long time.  What is new is efforts to measure 
its extent in aid transfers, and its use as a justification for radical changes in aid delivery to 
budget support. 

 
That aid is to some extent fungible is certain.  The question is, how fungible?  The 

authors of AA assert frequently that it is “ largely”  fungible.  They say that it is pretty certain that 
what donors see is not what they get: “The safest assumption for donors is that they are, more or 
less, financing whatever the government chooses to do.”   Sweeping conclusions follow.  
Traditional project evaluations are said to be essentially useless for telling us anything about aid 
effectiveness; after all, the aid given for a road that has a 20-percent rate of return may really be 
financing a presidential jet.  And aid to individual projects should give way to support for slices 
of sectoral budgets or general budget support. 

                                                 
24   A recent World Bank study argues otherwise.  (Aid and Reform in Africa, Washington, 2001)  In its overview 
chapter the editors claim that the book’s ten case studies demonstrate that non-financial assistance is more effective 
than financial in countries with poor policy environments.  However, a reading of the case studies gives  extremely 
little support to this assertion.  
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But the available evidence is too sparse and weak to support the argument that aid 

fungibility justifies a strong move away from the project mode of financing.25  There are three 
main problems: 

 
� � The empirical research is scanty and its results inconsistent. AA asks: when a million 

dollars is given as a sector loan or grant, does government spending, development 
spending, and public spending in that sector rise by $1 million?  The empirical evidence 
they cite shows variation by country and sector.  Yet in all cases AA interprets this as 
evidence that aid is largely fungible, a conclusion that seems unwarranted by the 
evidence they cite.   

 
� � More important, the key question of whether project aid finances particular sectors 

cannot be answered on the basis of existing data.  No data are available on the total aid 
distribution by sector.  The basic study in this literature uses the available data, which 
cover only concessional loans.26  The data on grants are not included.  Since grants make 
up two-thirds of sectoral aid this is not a small omission.  Other analysts of this evidence 
have concluded: “… it is hard to have much confidence that their results tell us anything 
about aid in general.”¾ a reasonable conclusion.27 

 
� � The third problem is that the general analysis does not apply to the least developed 

countries, or to all countries with large aid inflows.  These countries typically have 
sharply constrained budgets; 80 percent of investment or development projects are 
externally financed, and current budgets consist of salaries, debt service, provision for 
cost-sharing with donors (counterpart funds), and little more. In countries with these 
conditions most aid projects are additional; they are not part of an array that would have 
been otherwise financed.  Aid is partially fungible, but that part is relatively small. 
Donors in these countries are largely getting what they pay for. 

 
The authors of AA recognize this, but minimize its significance for the analysis of 

fungibility.  They admit that in countries where budget systems are weak and donors drive the 
project programming process, fungibility is less.  They admit this, and go on to say that while 
weak budget systems and heavy donor presence reduce fungibility, they give rise to other 
problems, such as lack of ownership and commitment for recurrent finance for projects.  But this 
is not really relevant.  It does not diminish the force of the conclusion that in a large and critical 
group of countries, those with weak financial management, aid is not “ largely fungible,”  and the 
fungibility rationale for moving away from projects is not applicable. 

 
Fungibility is not the only justification for changing aid delivery in favor of budget 

support.  It is also argued that the inefficiencies and negative effects of the project mode provide 
                                                 
25 For examples of this argument, see references in footnote #1.  For critical assessments, see G. Holmqvist, 
“Fungibility Parameters: a comment on their reliability and policy implications from an aid practitioner.”  Paper 
presented at SIDA Conference, January 2001;and M. McGillivray and O. Morrissey, “Aid fungibility in Assessing 
Aid, red herring or true concern? Journal of International Development, Vol. 12, 2000. 

26 T. Feyzioglu, V. Swaroop, and M. Zhu, “A Panel Data Analysis of the Fungibility of Foreign Aid,”  in The World 
Bank Economic Review, 12, 1998. 

27  Robert Lensink and Howard White, in Oxford Development Studies, 2000. 
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compelling reasons for such a change.  Projects have been out of favor for a long time, and 
especially so in the past decade.  The list of criticisms is lengthy.  Projects disburse too slowly.  
They are administratively cumbersome and intrusive.  They are piecemeal, leading to islands of 
progress where successful, and to the financing of some redundant or even contradictory 
activities.  They lend themselves to donor control, resulting in reduced local commitment and to 
distortions of national priorities.  They have disadvantages as instruments of policy reform.  The 
blueprint approach on which they often rest is not appropriate in uncertain environments and for 
institutional development programs.  They are destructive of sound expenditure management 
because of their short time horizons (neglect of future recurrent costs). 
 

Many of these criticisms remain valid.  But for countries with slight capacity in budget 
management, the proposed change to budget support would almost surely make things worse, not 
better. The deterioration of budgeting capacities has been noted in numerous evaluations by the 
Bank, the IMF, and others.  These reveal generalized and severe scarcities of needed skills, 
absence of basic procedures (such as audits, coherent expenditure approval processes, and 
evaluation), and large differences between actual spending and budgeted amounts.  Budgets have 
become fictional in many of these countries.  To switch from projects to budget support in these 
circumstances would magnify inefficiencies and raise risks of misuse of funds.  It would divert 
energies away from basic budget reforms.  

 
Nonetheless, driven by the conviction that project aid is ineffective or harmful, and by the 

argument that aid is fungible, the World Bank and other donors are now advocating and 
introducing ambitious new-style public expenditure reform programs that urge donors to drop 
projects in favor of budget support. A Public Expenditure Reform Loan in Benin, for example, 
has three aims: overhauling the nuts and bolts of the budgetary system; introducing multiyear 
program budgeting; transforming the form of aid financing from projects to budget support, 
while integrating donor disbursements fully into the national budget system¾ eliminating, that is 
to say, the ubiquitous parallel donor financial circuits. 

 
This extremely ambitious reform approach seems to overlook the conclusion in Assessing 

Aid that aid fungibility is small in heavily aided countries and that in any case shifting from 
projects to budget support will not work in countries with weak budget management.  The AA 
authors explicitly urge that the project mode be retained for only one class of countries: those 
which have carried out macroeconomic reforms, but which have public sectors that are 
inefficient in delivering services.  The probably very numerous countries in this group would, 
however, get relatively less financial aid, and their projects would be designed to transfer ideas 
and technology.  Budget support would replace projects, then, only in selected, high-performance 
countries¾ those that have adopted macroeconomic reforms and have efficient public sectors. 

 
The new World Bank approaches to public expenditure reform seem to ignore not only 

the conclusions of its own researchers, who have played so central a role in the aid effectiveness 
debate, but also the lessons to be drawn from the unhappy record of its own expenditure reform 
efforts over the past 20 years.  That record is one of consistent over-reach, misplaced 
institutional innovations, and general failure to produce sustainable improvements.28 

 

                                                 
28   See Elliot Berg, “Aid and failed reforms: the case of public sector management,”  in Hansen and Tarp, eds, ibid., 
pp. 290-311. 
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The rolling Public Investment Program (PIP), the World Bank reform instrument of 
choice beginning in the 1980s, was denounced by Bank staff in the late 1990s for its numerous 
negative effects.  See, for example, the harsh judgements in the 1998 World Bank Public 
Expenditure Management Handbook, 1998, which excoriated PIPs for many deficiencies: It is 
accused of absorbing an excessive share of budget-making resources, reducing the quality of 
expenditures by putting up a lower bar for spending approvals than the general budget, becoming 
a repository for many current expenditures, and a major factor in the weakening of budget 
discipline.   

 
The record on ensuing reforms¾ Sector Investment (or Expenditure) Programs and 

Public Expenditure Reviews (PERs), for example¾ is better but still spotty.  Sectoral programs 
were launched with enthusiasm in the mid-1990s and are still popular.  But given weaknesses in 
local capacity, in most cases they have not put the country in the driver’s seat; donor 
staff/consultants tend to dominate, and everybody knows that programs must conform to donor 
conceptions or put financing at risk.  Also, local project-making capacity remains extremely 
limited.  And it has been found that good sector programs have limited impact where financial 
management and general administrative systems continue to function at very low levels. 

 
This explains the current move toward budget support and general Public Expenditure 

Reviews, whereby donors periodically assess all or major parts of national budgets.  Until very 
recently the PERs paid extraordinarily little attention to local ownership: as of the late 1990s 
only 3 of 113 PER teams led by the World Bank included local analysts on the review team. 
Recent PERs seem to have paid more attention to the ownership question, but the constraint of 
limited local capacity may still operate.  And PERs are inherently intrusive; they entail donor 
involvement in details of host country financial systems.   

 
Many questions can be raised, then, about some of the major reform ideas and approaches 

of the past decade.  Greater selectivity in allocating aid money is unpromising: the development 
assistance pie is too small, donor objectives are too diverse, the practical problems of 
distinguishing good and bad performers (except at the extremes) are too forbidding.  The lessons 
of experience do not support the proposition that non-financial aid is effective in poor policy 
environments, so the proposal to drop most or all financial assistance to these countries is highly 
questionable.  The shift to program support and away from projects is highly unlikely to raise aid 
effectiveness in the least developed countries.  Necessary capacity is lacking.  Moreover, 
complex programs combining budget reform efforts with the general budget and pooling of 
donor resources are over-ambitious and rarely have full donor commitment.  And they divert 
attention from the basic tasks, such as strengthening the nuts and bolts of budget systems.  
Perhaps most important, this approach puts donors in an increasingly intrusive position, as 
overseers of total public expenditures.  

 
Innovative and positive changes in aid arrangements have not been completely absent.  

Donors in general have devoted more effort to coordination and to encouragement of local 
ownership.  Joint evaluations have become commonplace.  The World Bank has introduced 
greater flexibility in its project menu and, like all donors, has been vigorous in its efforts to 
enhance local participation in aid management.  Capacity –building has become much higher in 
priority in the United Nations system and among donors generally.  Collaborative strategy 
statements, such as the Poverty Reduction Strategy Papers, have flowered.  Numerous 
experiments¾ more than can be tracked¾ have been undertaken.  One noteworthy example is the 
European Community’s experiment on conditionality reform, mentioned earlier.  This entails 
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unusually close donor cooperation, and links disbursements of general budget support money to 
ratings on explicit performance indicators.  It is not yet possible to know how real some of these 
reforms really are, nor to assess their impacts; they are recent and evaluations are few.  But the 
key ideas and proposals for reform of aid relationships and modalities considered in detail in this 
paper clearly are seriously flawed. 
 
 
4 THE DEPTH OF THE AID PROBLEM UNDERESTIMATED 

Despite all the academic and donor soul-searching about aid effectiveness since the 
1980s, the severity of the problem in countries most in need of well-designed outside help, has 
not been sufficiently underscored.  One reason is that the aid effectiveness debate at least since 
the mid-1990s has focused on how aid impacts economic growth.  But it is the impact on local 
capabilities that is more crucial.  And at least in one large set of countries, the least developed, 
aid has had numerous unintended negative effects on local capacity.  These are particularly 
widespread where very weak administrative institutions coexist with heavy aid inflows¾ in 
countries like Nepal, Cambodia and almost all of SubSaharan Africa, for example.  For at least 
20 years more than 30 African countries have had aid/Gross Domestic Product ratios greater than 
10 percent and most development expenditures have been aid-financed. 

 
 Most of these negative effects on capacity are familiar to officials, practitioners and 
academic observers.  Some were mentioned earlier, in the discussion of technical assistance.  But 
they are more extensive.   
 

� � Aid-related visiting missions and other aid management demands absorb huge amounts 
of time and energy of local officials.  It is not uncommon for visiting missions in some 
countries to number more than a thousand a year 

� � The attention of key officials is turned outward.  The availability of resources for 
development after all depends more on relations with donors than anything else.  Dealing 
with donors requires trips abroad, and there are other incentives including financial to 
attend roundtables, seminars, conferences, etc.  Many cabinet ministers spend two or 
more months a year abroad.  Given the unwillingness to delegate that is common in these 
bureaucratic systems, ministerial absences paralyze government.   

� � A big aid presence makes it hard for host governments to define and hold to national 
strategies.  Donors have their own ideas on good policies and programs, and have internal 
pressures to push them. 

� � The aid relationship induces local policy passivity.  Local technocrats and officials know 
that what matters is what donors want.  The easy and prudent path is to accept that 
situation.   

� � The aid presence softens budget constraints and dilutes budget discipline.  Expenditures 
not financed in the ordinary budget are found in development budgets. 

� � Donor topping off of salaries or recruitment of local staff for project implementation 
creates dual salary structures and demoralizes civil services 

� � Autonomous project implementation units make projects run better but leave the existing 
administrative structure unchanged.  Sustainability prospects are dimmed. 

� � Incentives are distorted.  Development programs are too big; no minister wants to cut 
projects that might find donor funding.  Forward planning via estimates of recurrent costs 
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founders, since government agencies have no incentive to make accurate estimates; if 
they are too big- for schools and medical facilities for example-  they may frighten donors 
and result in cutbacks.  Ministers know that donors will probably step in if completed 
projects are underfunded.   

� � Aid financing often preempts local initiatives.  Private NGOs for example may help a 
womans’  group in an African village finance the cooperative purchase of a thresher, 
and/or a cooperative grocery store.  But in those villages you will find no rich farmer 
purchasing a thresher and renting it out to others, as commonly happens in agricultural 
systems. And the only private trader in the village will probably operate out of a rickety 
shanty, poorly stocked, no competition for the well-built, well-stocked and cheaper coop 
store.  This is all very well in the short run.  But the cooperatively owned threshers are 
often immobilized for lack of good management or money for maintenance.  Like the 
grocery store, they are not sustainable.  Meanwhile local entrepreneurship is preempted.  
When the donor leaves, threshers are no more and no private threshing capacity is 
present; the cooperative grocery disappears and local trader capabilities have stagnated.  

 
The extent of these contradictions between an aid presence and capacity building vary 

according to the amount of aid and the strength of local administrative capacity.  They are most 
extensive in SubSaharan Africa.  Also, donors have made serious efforts to deal with some of 
them.  Autonomous project implementation units have been officially discouraged for some 
years, and seem to be fewer on the ground.  In many countries donors have tried to discourage 
dual salary arrangements.  They have tried to coordinate financial procedures to lessen 
administrative burdens on host countries.  There is wider donor awareness of the dangers of dual 
budgeting.  In general, encouragement of local ownership is now the watchword in donor circles, 
and institution- or capacity building is given highest priority in donor policy statements.  But 
most of the capacity-undermining phenomena listed above continue to prevail. 

 
 The capacity-undermining contradictions derived from the aid presence and its 
unintended effects on local capacity have deep roots.  So does a second contradiction: involving 
technical cooperation.  The long-decried problems of technical assistance are rooted in the 
donor-driven nature of aid arrangements.  Donors (or their consultants) identify and design 
projects that cannot be implemented by local people alone.  They naturally then include technical 
assistance to make implementation possible.  Fundamental reform of technical assistance thus 
requires a transformation of the conventional aid system, an abandonment of its donor-driven 
character.  Donors would have to back off, and allow local agencies to choose and design 
projects on their own, on the basis of their capacity to implement.   
 
 A third contradiction has to do with learning.  It is now recognized that learning is central 
to the development process.  Yet the present arrangements generate extremely few learning 
effects.  Since donors in the heavily aided countries are responsible for most program/project 
identification, approval, implementation and evaluation, one would expect learning to occur in 
the donor community.  But this seems to have happened only slightly.  Various factors 
intervene.29  Developing country situations differ so much that generally applicable lessons are 
hard to extract from experience.  Strong tendencies exist to adopt off-the-shelf approaches, often 

                                                 
 
29  See Elliot Berg, “  Why Are Aid Organizations Such Poor Learners,”  in Jerker Carlsson and L. Wohlgemuth, 
(editors), Learning in Development Cooperation Almqvist and Wiksell International, Stockholm, 2001. 
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unsuitable to specific country situations.  Staff turnover is great, institutional memories thin.  
Formal evaluations are insufficiently critical and little read anyway.  Horizontal communication 
and knowledge sharing in general are weak in aid agencies. 
 

A 1991 World Bank study of aid to African agriculture noted that sparse technology and 
limited local capacity had reduced the yield of donor investments, but pointed out also that aid 
effectiveness had been “ limited by narrowly defined project objectives, short time horizons, 
ambitious project targets, inadequate understanding of the broad policy and sector issues and 
their impact on project operation, and poor knowledge of the sociocultural environment.  In the 
evaluations commissioned by the donors themselves, these factors had already been identified as 
important constraints on smallholder growth.  Yet this literature had little impact on donor 
behavior. 30   

 
The paucity of learning is implicit in the apparent inability of donors to implement 

reforms in aid processes long recognized as deficient. Some recent reform orientations and 
actions seem to having positive effects- for example the much greater attention to local 
participation and ownership.  But most continue to suffer from the deficiencies in process that 
have long characterized aid relationships: overly-optimistic estimates of host country capacities; 
systematic underestimates of the obstacles to reform; perpetually cheerful views on the potentials 
of technical assistance; and overestimates of bilateral donor willingness to change the way they 
do business.  These propensities are evident, for example, in the new approaches to public 
expenditure reform.   

 
That little learning takes place among donors is bad news.  But much worse is the lack of 

on-the-job learning among host country officials and the fact that 40 years of aid has had almost 
no learning effects within local organizations, or on overall administrative systems.  This is not 
surprising, given the donor-dominated character of the aid relationship.  Locals have been denied 
the benefits especially of learning from failure. 

 
A final set of contradictions concerns ownership and participation, areas where donors 

are making serious efforts to reform.  While there has been progress, the situation is not 
conducive to basic change.  One reason is the disparity in capacity between donors and the least 
developed countries.  Another is that recipients know they must play by donor rules or put 
financial assistance at risk.  Also, participation seems to work only when relevant institutions 
already exist.31  And there is no assurance that the people whose participation we seek (the poor, 
for example) will be those whose participation will count.  Commonly, also, donors have a 
special conception of “participation” ; they see it as ratifying donor proposals and increasing the 
local “sense of participation”  Finally, conditionality continues to accompany aid flows to the 
poorest and least developed countries, and it will continue to undermine ownership.   

 
All of this suggests that reforms along the lines of prevailing donor agendas are unlikely 

to result in genuinely effective aid.  Indeed, some reforms are moving in the wrong direction.  
The least developed countries need stronger ownership of reform programs; they need more 
space to develop project-and policy-making capacity now absent or feeble.  The increased role of 

                                                 
30 Uma Lele, editor, Aid to African Agriculture. Lessons from Two Decades of Donors’  Experience, World Bank 
1991, p. 587. 
 
31   P. Viera da Cunho and Maria Valeria Junho Pena, The Limits and Merits of Participation, World Bank Working 
Paper Series # 1838, October 1997. 
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program support and donor review of overall expenditures is necessarily intrusive.  Program 
support and donor review do not give recipients more space than before.  They do not help 
prepare the ground for an eventual shrinking of aid; no exit strategies are on reform agendas. 

 
Some practitioners recognize the need for more radical reform.  In a speech to the first 

Pan African Capacity Building Forum (October 2001), the Dutch Minister of Cooperation called 
for new ways of thinking about aid and new approaches to the aid business.  She says that if 
capacity building is to be effective, a “ radical paradigm shift”  will be necessary.  “Donors will 
have to start from existing capacity.  [T]he process will have to be turned upside down.  From 
donor-driven to client-driven.”    

 
If adopted, the implications of the Minister’s proposals are far-reaching:   

 
� � “ It means accepting the fact that development does not take place by throwing money, 

projects and expatriate technical assistance at problems…” It means “Recognizing the 
need to start from local conditions and capacities, to look at what can realistically be 
achieved in a given institutional setting and to adapt donor ambitions accordingly.”  

 
� � There should be “no more improving the knowledge base, producing institutional 

development guidelines, introducing new techniques of field operations, setting up a 
specialized unit or providing training for staff… 

 
� � Donor concerns have to shift away “ from policy objectives, or what should be done, 

to implementation, or how to achieve sustainable results.”   “Donors’  involvement 
should “move away from writing policy prescriptions, setting conditions and making 
decisions, and move toward explanation, demonstration, facilitation and 
recommendations.”  

 
This radical shift in paradigm is certainly in the right direction.  Whether it is feasible 

with the existing aid architecture is highly uncertain.  It would strip from existing national and 
international aid agencies most of their raisons d’être.  It would run counter to the continuing, 
even increasing wishes of donor country legislatures and executive to impose their policy visions 
on the aid process.  It would also deal severe blows to donor country consulting firms engaged in 
international development.  It would make recipient countries responsible for tasks that they now 
lack capacity to perform even moderately well.  For example, project- and policy-making 
capacities are very thin in the least developed world.32  

 
Still more far-reaching changes in the paradigm may therefor be necessary.  Donors 

should abandon their implicit assumption of permanence.  They have to work under a contrary 
assumption-  that they will not be present in ten or fifteen years.  For each of their programs, and 
for their overall country strategies, they have to ask: will the recipient government have the will 
or the means to take over in our absence?  This means they have to develop exist strategies right 
now.   These would seek ways to minimize the disruptions of transition and smooth the way to 

                                                 
32  Moreover, the intellectual battle for free markets and judicious state interventions has not been won in many, 
perhaps most, of these countries.  The indigenous aid program might inject the state into low-priority activities that 
would be harmful to development and presumably unacceptable to key donors.   
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new aid arrangements.  The transition period would also be used to find and test alternative ways 
for developed countries to help the least developed.   

 
 Because so little attention has been given to exit strategies not many ideas exist for 

substitute arrangements.  One needed change is that donors should give higher priority to less 
intrusive instruments of aid delivery.  A ready-made channel is the more intensive use of 
regional organizations this is especially relevant in Africa, given the sharp limits on national 
capabilities there.  Functional regional institutions (associations of national port authorities, 
railroads, research institutes, education and health groups, etc.) have great untapped potential for 
training, research and technology transfer.   

 
Another promising avenue is the creation of development foundations in donor countries 

and more importantly in the least developed countries.  Financing of these foundations would 
come from public and private sources.  They could finance program proposals submitted by 
public sector entities or private actors.  Their scopes would vary.  They could specialize on 
sectoral or subsectoral problems, or be more broadly oriented, such as general policy-based think 
tanks.   

 
With respect to technical assistance, twinning of institutions should be much more widely 

used.  While not a panacea, experience shows it to be quite effective, widely applicable and with 
much promise.33 

 
Under such arrangements the international aid architecture would change.  The 

international aid institutions would play a diminished but critical role.  They would continue to 
assist middle income and more-developed poor countries, but their role in the poorest country 
would be refocused.  They would, for example, help organize knowledge management across 
regions and assist in the formation and operation of national foundations and regional 
institutions. These are of course rough and preliminary ideas intended only to indicate how at 
least part of a new aid system might look.  It would be more diverse, less intrusive, more 
regionally and nationally based.  It would aim to avoid the contradictions in present reform 
agendas.  It therefore would have a better chance to deliver what present practices and reform 
ideas are unlikely to bring about¾ aid that effectively enhances capabilities in the poorest 
countries. 

 
 

 
 
 
 
 
 
 
 
 
 
 
                                                 
33 Inge Tvedten et. al., “ ’Twinning for Development’ : Institutional Cooperation between Public Institutions in 
Norway and the South” . Sub-Study 1, Evaluation Report I, 98.  Chr. Michelsen Institute and Nowegian Ministry of 
Foreign Affairs, Oslo, 1998. 
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