Civil service mariners unload aid bound for Africa under the U.S. Navy's Project Handclasp, Spain, 2014
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IN 2000, EIGHT Millennium Develop-
ment Goals (MDGs) were set forth by
the United Nations to meet the needs
of the world’s poorest by 2015
Goal 1 of the MDGs was to halve the
number of people living in extreme
poverty between 19go and 2015,
Globally, we were quite successful.
The global poverty rate was 47% in
2000; it decreased to 14% in 2015.!
In Sub-Saharan Africa, however,
there was only a 28% decrease, from
57% to 41%.? Poverty has been de-
creasing rapidly in all regions of the
world with the exception of Africa,
where only about 45% of countries
in sub-Saharan Africa achieved the
MDG goal of eradicating extreme
poverty. This lack of growth persists
today, even as Africa receives higher
levels of aid each year. International
aid reached a new peak of §152.8
billion in 20109, yet still fell short of
the UN target of 0.7% of Gross Na-
tional Income.” The top 10 individ-
ual recipient countries are in Africa.*
Researchers attempt to explain this
lack of correlation between aid and
growth through different theories.
The most cynical among them claim
that aid is actually inhibiting growth
by creating an environment of aid
dependency; they advocate for a
complete withdrawal. The following
analysis of successful cases of eco-
nomic growth in the continent and
empirical studies in the field is helpful
in evaluating the merits of that argu-
ment.

“Aid has been, and continues to
be, an unmitigated, political, eco-
nomic, and humanitarian disaster
for most parts of the developing
world,” writes Dambisa Moyo in her
book Dead Aid: Why Aid is Not Work-
ing and How There Is a Better Way for
Africa.” Moyo joins scholars who are
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pessimistic about the ability of aid
to generate the type of sustainable
development and poverty alleviation
donors claim it does. She argues that
the steady influx of aid encourages
corruption and conflict while dis-
couraging free enterprise. Most of it
is provided directly to governments
in the form of budgetary support,
which both encourages corruption
within the government and incentiv-
izes parties to compete for control of
the government solely for financial
benefit. According to one estimate, at
least $10 billion—half of what Af-
rica received in aid in 2003—leaves
the continent each year. Alternative-
ly, when aid is provided directly to
citizens, it often undermines local
enterprises. She offers the example
of the Hollywood movie star, who
upon hearing of the malaria crisis in
Africa, “rallies the masses, and goads
Western governments to collect and
send 100,000 mosquito nets to the
affected region, at a cost of a million
dollars.”® The influx of foreign mos-
quito nets then puts local mosquito
net makers out of business. There
exists a similar problem with food
aid; U.S. aid agencies buy food from
American farmers to support the do-
mestic agricultural economy, hurting
local African agricultural economies.
Moyo instead encourages foreign
direct investment, entry into global
bond markets, encouragement of
local financial intermediation, and
free trade in agricultural products.
Instead of purchasing food or mos-
quito nets abroad and sending them
free of charge to recipient countries,
aid agencies should encourage the
development of local enterprises. She
also argues against the prioritization
of democracy when promoting devel-
opment, writing, “In a perfect world,
what poor countries at the lowest
rungs of economic development need
1s not a multi-party democracy, but in
fact a decisive benevolent dictator to
push through the reforms required to
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get the economy moving.”’ She cites
the example of China as a model for
growth without democracy, main-
taining that the economy must work
before sustainable democracy can be
attempted. However, I would argue
that the possibility of such a leader
gaining power is fairly small and
difficult to promote as a matter of
policy. Dictators rarely turn out to be
benevolent.

Not only are benevolent dictators
difficult to find, most empirical stud-
ies find little consensus on the link
between a political system, whether
authoritarian or democratic, and
economic growth. Peev and Mueller
(2012) found “a positive correlation
between the strength of a country’s
democracy and the quality of its
economic institutions” by studying
24 post-communist economies over
the period 199o—2007.* However,
these correlations between democra-
tization and economic growth may
be contaminated by the fact that poor
economic growth is often a catalyst
for the end of an autocratic regime.
When accounting for these endoge-
neity concerns, Pozuelo, Slipowitz,
and Vuletin (2016) find that “growth
rates before and after democracy are
statistically the same.”” A 2018 study
by Acemoglu and others, accounting
for the same endogenous variables,
found that “democratizations in-
crease GDP per capita by about 20
percent in the long run,” supporting
his and Robinson’s argument in
Why Nations Fall: The Origins of Power,
Prosperity, and Poverty on the necessity
of inclusive political institutions that
allow broad participation (pluralism)
and place constraints and checks on
politicians.'’ Since there remains no
clear consensus on a correlation, |
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agree with Moyo’s critique of de-
mocracy being valued as central to
development, but I disagree that
abandoning these efforts in favor of
benevolent dictators is the answer.
Democracy has shown “robust, sig-
nificant and positive indirect effects
through higher human capital, lower
inflation, lower political instability
and higher economic freedom.”"!
Democracy should be sought after,
but not necessarily for its ability to
promote economic growth.

Whether democratic or author-
itarian, good governance is most
important to economic improvement
goals. Good governance “ensures that
political, social and economic prior-
ities are based on broad consensus
in society and that the voices of the
poorest and the most vulnerable are
heard in decision-making over the
allocation of development resourc-
es.”!? This is a priority in Rwanda,
which enshrined good governance in
its initial developmental plan: Vision
2020. It has a “low tolerance for
corruption, which has evolved to a
zero-tolerance policy for corruption,
with public officials vulnerable to
dismissal at even a hint of transgres-
sion.”" After the 1994 genocide,
the country, its institutions, and its
infrastructure were left devastated;
it had a GDP per capita of §146 and
a poverty rate of 78%."* Foreign aid
and developmental agency support
were extremely important, but Paul
Kagame, leader of the rRpr (Rwandan
Patriotic Front) is largely credited
with its economic success. As societal
structures had completely collapsed
during the conflict, the RPF used its
own financial resources to support
government spending.” Further-
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more, “in contrast to many other
post-conflict situations, the profits
of the RPF’s business concerns were
not pocketed by individual politi-
cians or military leaders, rather were
reinvested in the country and in the
economy.”'® The economic success
of Rwanda, host to an authoritari-
an political system, exemplifies the
need for good leaders in important
positions. Success in Botswana is
also largely accredited to visionary
political leadership. At independence
in 1966, Botswana was one of the
poorest countries in the world, with
a per-capita GDP of $85." In 2018,
it had a per-capita Gpp of $8279,'
more than four times the conti-
nent’s average. The government in
power after independence adopted
successful developmental strategies
instead of falling to the temptations
of corruption; it “sustained the
minimal public bureaucracy struc-
ture that it inherited from the British
and developed it into a meritocratic,
relatively non-corrupt, and efficient
bureaucracy. [It] invested heavily in
infrastructure, education and health
based on its prudent fiscal policy.”"
While we know and can push for
the developmental strategies that led
to rapid economic development in
these countries, it is difficult to ensure
leaders like Paul Kagame and Seretse
Khama® who will embrace these
strategies at the expense of personal
gain. I will also note that both Bo-
tswana and Rwanda were at critical
junctures in 1966 and 1994.”'
Botswana had a successful inde-
pendence movement and Rwanda
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had a power vacuum; Acemoglu
posits these as optimal environments
for the institutional divergence that
promotes economic growth.”” How-
ever, like good leadership, critical
junctures cannot be implemented as
a policy position.

Although Moyo’s plan to give
aid-dependent African leaders a
five-year deadline to completely
eradicate their aid dependency is
alluring, the likely outcome of that
ultimatum would most likely either
be mass flight by these leaders or a
further concentration of wealth in
the elite, leaving the populations of
these countries in extreme poverty.

A complete withdrawal of aid is not
necessary. After Moyo’s scathing
critique of the global foreign aid
paradigm, developmental research
has shifted towards understanding
both the heterogeneity of aid, as well
as the heterogeneity of development
in recipient countries, in order to un-
derstand what works and what does
not. The effects of aid on develop-
ment are quite nuanced; it cannot be
reduced to a social “good” or “bad.”

Some research supports Moyo’s
claim “that states which can raise
a substantial proportion of their
revenues from the international
community are less accountable to
their citizens and under less pressure
to maintain popular legitimacy. They
are therefore less likely to have the
incentives to cultivate and invest in
effective public institutions.”* How-
ever, data shows that these negative
effects only begin when aid flows
reach 5% of GDP. Implementing aid
ceilings for aid at 5% of the coun-
try’s GDP would curb these possible
negative cffects.

Along with capping the amount
of aid to be allocated, we must also
understand what type of aid is most
successful. Asongu and Nwachuk-
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wu (2017) disaggregated aid to 59
African countries by type—"“human-
itarian assistance,” “action on debt,”
“aid for social infrastructure,” “aid
to the productive sector,” “aid to

the multi sector,” “aid for economic
infrastructure,” and “programme
assistance”—in order to better
understand the effects of each. They
found synergistic effects from “aid to
the productive sector” and “aid for
economic infrastructure,” positive net
effects from “programme assistance,”
and negative net impacts from “aid

education has an adverse effect on
growth but aid in higher education
enhances growth.”” Education can
also enhance economic growth by
increasing productivity and techno-
logical progress, facilitating techno-
logical spillovers and the diffusion
of knowledge. We need to ensure,
though, that this data on the different
effects of aid on primary education
and higher education are taken into
account.

It is also important to note the
positive effects of this spending on
other quality of life variables, not

The effects of aid on development
are quite nuanced; it cannot be
reduced to a social “good” or “bad.”

to social infrastructure” and “human
assistance.””* We can derive policy
recommendations simply from this
analysis, starting with diverting cur-
rent funding allocations from social
infrastructure, which takes up more
than 50% of funding in aid-depen-
dent countries like Ethiopia, Kenya,
and Nigeria, to economic infrastruc-
ture.” That entails cutting funding
for hospitals and schools in favor of
railroads and telecommunication
systems.

Nuance in such policies is needed
as well. While aid for social infra-
structure such as schools has inhib-
ited growth, studies show that this
effect is not homogenous. Education-
al aid allocations based on country
income levels and level of education
are crucial; “aid in primary educa-
tion enhances growth in low-income
countries but aid in post-primary
education has no significant effect.
For middle income countries, aid in
primary education and secondary
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only economic growth. For example,
expenditures on social infrastruc-
ture for health have “a statistically
significant negative effect on infant
and under-five mortality rates.”?
While I still maintain support for a
slight reduction in social infrastruc-
ture spending, as empirical research
claims it is inhibiting sustainable
development overall, I would also
caution against an overemphasis on
economic growth that deprioritizes
other important societal needs, such
as health, that may prove more im-
pactful in the long(er) term.

To return to policies for aid
allocation, one sector that economists
agree necessitates more focus and
aid 1s agriculture. Aid to agriculture
in Africa declined from more than
11% of total Overseas Development
Aid (0opa) in 1995 to less than 7% in
2000, even as “the link between in-
come growth and poverty reduction

26 Asiedu, Elizabeth, and Boaz Nandwa. “On the
Impact of Foreign Aid in Education on Growth: How
Relevant Is the Heterogeneity of Aid Flows and the
Heterogeneity of Aid Recipients?”

27 Anyanwu, John C., and Andrew E. O. Erhijak-
por. “Health Expenditures and Health Outcomes in
Africa”.
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in Africa’s low-income economies
comes mainly from growth in agricul-
ture.”” The private sector also needs
to receive more direct aid. Instead

of channeling aid through govern-
ments that may misuse it, “inclusive
development and economic growth
can be enhanced in the continent

[by channeling aid] via mechanisms
that reduce the tax burden borne by
the private sector.”* As mentioned
earlier, more money should also be
invested into economic infrastructure
and programme assistance; studies
consistently “show that lack of infra-
structure and skills are responsible
for much of the difference in com-
petitiveness between Africa and other
parts of the world.”

Aside from knowing how much,
the type, and the sectors in which aid
will be most useful, it 1s also crucial
to understand how to allocate it most
effectively. Of the 24 federal agencies
involved in the design and delivery
of foreign assistance in the U.S.,
the Millennium Challenge Corpo-
ration (McC)—recently created in
2004—has been particularly useful.
The Mcc uses three main factors to
evaluate a recipient country’s candi-
dacy for funds: “policy performance;
the opportunity to reduce poverty
and generate economic growth;
and the availability of mMcc funds.”?!
Factors like “control of corruption”
and a guarantee of political and
civil liberties are heavily weighted
in the selection process. This en-
sures that an environment ripe for
successful economic development is
being fostered—an environment of
good governance with strong and
inclusive political and economic
institutions. This not only ensures a
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greater likelihood of success, but it
also encourages countries that do not
currently reach those requirements
to strive for them. Researchers found
evidence of this in “45 out of 118
candidate countries between 2004
and 2010.”%? The Mmcc also requires
“partner countries to lead the pro-
cess of designing and implementing
development projects in response

to local priorities” and rigorously
evaluates completed projects, ensur-
ing that local knowledge is centered,
and accountability is present at every
stage of the process.” Programs like
MccC that incentivize “good behavior”
should become more prevalent in the
developmental sector, as they tackle
the issue of “good governance” cen-
tral to developmental aid’s success.

The empirically based strate-
gies that will allow for foreign aid to
promote successful economic devel-
opment, delineated above, push back
against some of Dambisa Moyo’s
arguments of the effectiveness of aid.
While an analysis of foreign policies
surrounding aid is necessary and use-
ful, the cynicism that spurred Moyo’s
arguments is ill-placed. Between
the years 2000 and 2015, aid-de-
pendency has actually “decreased
by one third in the world’s poorest
countries, exemplified by Ghana and
Mozambique where aid dependency
decreased from 47% to 27% and
74% to 58% respectively.”** While
aid could be more effective, to deem
it harmful is unfair to both donors
and recipients, and that narrative
perpetuates the conceptualization of
hopelessness regarding development
in Africa.

After explaining what is needed
for economic development, I would
like to end by questioning why we
consider that so important. To be
sure, reducing aid-dependency and
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promoting long-term self-sustainabil-
ity should always be the goal. Howev-
er, living in a more economically de-
veloped country does not necessarily
translate to a better life. In the 2017
Global Happiness Report, many of
the top 20 performers were African
countries; “Liberians are the happiest
people on earth, by that measure.
People in materially poor countries
such as Sierra Leone were happier
than the populations of resource rich
countries such as the United States
(49th), the UK (116th), and Norway
(100th).”* We should not be evalu-
ating a country’s performance based
purely on economic variables. Other
aspects of a healthy society, such as
the proliferation of social services
and the promotion of human rights,
should be integrated into existing
metrics. Many Americans require
“aid” from their own governments
because of the exploitation they face
in a system that continuously prior-
itizes the economy. The economy is
important, but not the only thing that
matters.
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