Foreign Aid

DEMOCRAT’S LOT IS NOT A HAPPY ONE. SHE Myt
A continually try to find better policy solutions to rewarg her

large number of supporters. .And yet her han_ds are tied. She has little
giscretion in her policy choices. Her pet projects must be subjugated
to the wishes of her large body of supporters, and she can stea] virtu-

ally nothing for herself. She is like a selfless angel, appearing to place

the concerns of her people over her own interests. That is, until she

turns her attention overseas.

When it comes to foreign policy, a democrat is prone to behave
more like a devil than an angel. In fact, in targeting her policies at for-
eign governments she is likely to be little better than the tyrannical
leaders who rule those very foreign regimes.

In this chapter we explore five questions about foreign aid. Who
gives aid to whom? How much do they give? Why do they give it?
What are the political and economic consequences of aid? And what
do the answers to these questions teach us about nation building?

For any who were starting to think of democrats as the good guys,
this will serve as a wakeup call. Most of us would like to believe that
foreign aid is about helping impoverished people. The United States
Agency for International Development (USAID), the primary organi-
2ation for allocating US aid, advertises itself as “extending a helping
hand to those people overseas struggling to make a better life, e
cover from a disaster or striving to live in a free and democratic
country. It is this caring that stands as a hallmark of the United States
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vet, o September 22, 2001, US president George w. Bush lifieq
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Taliban and Al Qaeda, everything changed. Pakistan now found itself

ina tough spot. If the government opposed the Taliban who were in-
filtrating the Pakistani frontier with Afg

face a domestic insurgency. If they sup
face severe pressure from the United S
°Pportunity for Pakistan to make grea
Slan's government was to be induced

hanistan, they were likely to
ported the Taliban they would
tates. This dilemma offered an
ter demands for US aid if Pak-

€r price neede
a

with Pakistan, did not initially
AUban ang aj Qaed

d to get the Pakistani government
a militants within Pakistan. What
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was the upsho
ship ignored US pr
Taliban. Aid is basically a pay or don't play program.
States wouldn’t pay and Pakistan wouldn't play.

By 2008, the gover

paying only li
tration, lacking mor
mind. In fact, the second h
the Zardari govcrnment to fight the militants. There was

tary offensive against t
early July, wit
Taliban aggressivc
istan, the Zardari
than fight the militants,

government mostly looked the other

imposition of Sharia law In the Swat Valley in exchange fo

agreeing to an in
this time, the Zardari
ernment was fearful t
together. In the fa

too had the desire
harder to beat back the Taliban.

Congress passed the Kerry-Lugar
It nearly tripled aid to Pakistan,
the Pakistani government
because the bill included req

able for how the money was use
Senator John Kerry clarified that the bill was not designe

at all with sovereign Pakistani decisions; that i
the Pakistani leadership that the United States
itor use of the funds. Shortly after, the Pakistani g
the aid money and greatly stepped up its pursuit
ing within its borders. By February 2010 the
ber two Taliban leader, but, as we shoul
careful not to wipe out the Taliban threat. Doing O W

a termination of US funds.

would not

t? As we have learned to expect, the Pakistay;
. b I .

essure and began looking for ways to Worku le
wi

nment of Pakistan’s leader Asif Ali Zarg,,;

p service to going after the militants. The Bush an,.

¢ aid to offer, proved unable to change azdmmis,

alf of 2008 saw only a Perfunct()%y : fafzdar;’s
It

he Taliban, starting on June 28 and eng;
h precisely one militant killed. After that alt}ir)ldm in
ly pursued their own territorial expansion‘fghpthe

In Pak.

Zardari’s regime made a deal with the Tajj
) February 2009, paying them about $6 million and agrecing m‘ ;ﬂ
the

definite ceasefire. The ceasefire unraveled by May by
government seemed in trouble and the US éo\f_
hat the Taliban might take control of Pakistan -
ce of such dangers, the price for aid had risen but so
in the United States to motivate the Pakistanis totry

bill at the end of September 2009
increasing it to $1.5 billion. Even then

balked at taking the greatly increased aid
uirements that the Pakistanis be
d. Facing resistance from Pakistan,

s, he essentia

overnme
of militants o

y had captt dt
d expect, theY have

ad&r\
th lhe

The Unlt(d

3 brief mj;

r the Talibap

account-

dto interfere
lly assured
closely mo™

nt accept
eral

red the o™
3150 pee?

st lead

0L Whyj
Portiop of it ile the United State
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The US government, for its part, is f; "
’ rustr,

pillion in aid, Pakistan is not sufficieny]
Taliball: As a result, the United States }f’ .
nd the use of the American military t as s
pakistﬂ“i terr.itory, much to the pUb“C“‘b(;tp
S the Zardarl gove'rr?ment. This is all just the g,
the takers, the 1.rec1p1ents looking for as much ance of the dopgrg and
the donors looking for a highly salient, cost] m<')rfey as possible 3 1
Jestruction of the Taliban. SL political concession; t?xd
perhaps this is distasteful to those who . o
fiction that aid is about alleviating poVer‘:OUId likcies
iven with purely humanitarian motives Sy.. Naturally
natural disaster- Yet it is hard to reconcile t’h e‘ith as that g
Egypt and Paki.stan with idealistic goals. If :ge seale of
oor, then we might expect the people in recipie aCtu'ally helped the
ful and hold donor nations in esteem. Nothi XE’ Nt nations to be grate-
the truth. In return for its “benevolence” to Egg;‘)putld l:ie further from
and Pakistan, the

Umted. States is widely reviled by the people i
and with good reason. n those two countries;

ate

ntit,:tl:;t even with g1 5

s 1o beat back the

PP lhup dr.onc: attacks
¢ Taliban within

we '
doubt pnvale~dismay

maintain the
some aid is
iven after a
aid ﬂOWS to

In 2002, Pew und
nations. One quesgoertozk a study of values and opinion i
In Pakistan 69 n asked about people’s view of th Um forty-two
er e Uni
view of the Unirt)edcgft of people reported an extreme] nited States.
ates. In Egypt the figure was 79 py unfavorable
ercent. In the

other forty nati
y nations an average of only 11 percent of th
€ people shared

this extremel ;
y negative view
. of th i
and Egypt received an avera ¢ United States. But then Pakista
n

ad ) e of $1.6 billion i

from the United States if 2 $1.6 billion in economic and mili

aged only $97 million in aj 002, while the other fort : military
tistica] analyses. Pegp)] n aid. The pattern is borne out y nations aver-
Fhe United State Ple 1n nations receiving | in detailed sta-
twould pe 1 -s. Of course, much mav h g lots of US aid seem to hate

scinati av .
OMme out i gy lilatmg to see WhetheryOur e changed since 2002, and
re su assessm .
Uraccount of 4 rveys. ent continues to be

ﬁonal b d ma
0ad gyy py o Y seem to paint the Unite

donor. ber one. Byt ¢ d States as interna-

he Uni
o thm;ed States is far from the only
¢ largest overall donor, as a pro-

€Conomijc
ic T
Slze it gives relatively [
y little, about 0.2 percent
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« .apdinavian nations give over l. percent of their eCOHOmic
of GDP. Scan "’ ‘ 1id. Provided the policy rewards that 3 forej
output in forelg?:w .a democrat’s supporters are worth more ¢, the
power can P}:?:l:}:c rewards that could be directly PUrCh.ased with

de L*rats support aid. Other nations énd agenc.les buy favorg
money, un(“_ s on the same grand scale that the United ¢ ates ¢y,
too, if not pclha‘P .ful analysis shows that even the seemingly gepe
afford. In fﬂCt,.Lth ive aidyin exchange for policy concessiong Tathe;
ous Scandinav.m?s g‘ cons. They particularly like to use aid ¢, gain
altruistic rtjb ros.ociﬂlist ideologies in recipient regimes,
nts areiomrious for being tied to condi?ions that help
Aid a?,rct:m.L ans that the agreement often specifies how, ang
the donor. ThlS1 m:\:herer the money is spent. For instance, Germany
more imp(n-mnl‘y ient money, but only if they use it to buy Germg,
might give 4 reL.\plﬁ m an inefficient way to reward tractor many.
tors This migHt ‘See ational trade laws often forbid direct subs.
o Tmem‘bring future business, such as spare parts
4 C‘ntlorious for high levels of tied aid, 60-75 per
and the UK claim to have the los'/vest lev-
informal tying is Commornl. For mstanfe,
million to repair ferries in Bang?adesh.
Denmark proposed taking the

sup pOl‘thS t

than for !
trade concesslons an

trac
facturers. Howev

dies. Further, tie :
and service. Canadais n.o .
cent of all its aid. Scandinavi
els of tied aid, but even thir:,
Denmark had allocated $ B |
Rather repliir r: gief;;;;;ng them there at four times the local cost.
ships to Denmark a

jded to
i t, Denmark deci
>shi government, -
i the Bangladcs / ark 4
o prOteStlfr}(:mwhole scheme sO neither the Bang
i -ancel the !
51mply cance
benefited. o
DanJeSst as the United States buizisfsecguszles
\ id for
s trade al
i d the European -
e Whales need to fear Japanes: o e
s e voter ;
likI:e pork. In contrast, Japane; i o s
| . b torium
been working { & o
ershhléve Commission (IWC) instituted
Whaling

lar wit
i was popu
ting of whales. While this ban
cial huntin le:
ns, the citizens 0

i jith
nd trade concessions ¥

does
S concessions, 50 t00

lence. America
and Japan®®

n voters
e lead
. 1

¢ 1celand, NO

t
ly the Japanese hun

. u
t natio .
mos o o

) . '
hunting. Curren i
iE::)eugh a 1oophole that allows h

FOREIGN AlD

17

whales, of course, end up being eaten. The
otes on the IWC with foreign aid, Recey
vh‘e [WC’s membership has swelled to include p
tf whaling. Some of these recent members,
iAOngoIia, are landlocked. Japan’s efforts hj

owing support for the resumption of whale
gr

Japanese gover

ment buys
nly, bchind ¥a )

‘ pan’s efforts,
atons with no history
uch ag Laos, Malj, an;i

ve been fewarded with
huming.

The Impact of Aig

prample after exz.imple highl?ght the simple fact that aid js given in
sxchange for policy concessions far more readily and in far larger
quantities than to reduce poverty and suffering. Following worlq
war 11, the rich nations seem genuinely to have thought they could
free the world of poverty through their generosity. But no sooner did
aid begin to flow than the politics of survival intruded on the noble
goal of reducing misery. It should not be surprising that politics pre-
vailed over benevolence. The record is unambiguous: foreign assis-
tance has proven ineffective at alleviating poverty and promoting
economic growth.

In the aftermath of World War II, Europe faced many challenges.
Even the victors had suffered enormous human and economic losses.
The United States launched a wides
Marshall Plan. Adjusted for inf]
$182 billion in economic assist
1952. Britain was the ]
France, ang Italy.!* Th
States aligned against ¢
f;actes Needed an econg

Ombat communism

0S¢ not willing to do
n ()I\'er the €ntire pos
ear y SI. . . .
bilhon 3 trillion, Mi

pread relief program known as the
ation, the United States pumped over
ance into Europe between 1946 and
argest recipient, followed by West Germany,
e United States'’s goals were to build stalwaﬁ
ommunism. To achieve these ends, the United

mically strong Europe. States that were w
and follow US-dict
so, didn't.

illing
ated economic plans got aid;

twar period, total Us economic assist
litary aid over the same
CISpective, togethe
ly twice the size of
Sset Reljef Program (

ance was
period was about $650
r these economic and military
the 2009 US stimulus package
TARP) funds put together,

. 0 S
aid 81ve some p

p‘}cka eg -
ang Tr()ukg)l: are roygh
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The success of the Marshall Plan proved hard to replicate. T
imped into developing economies, yet th long

! ere jg

of dollars have been pt
for it if we measure performar
P 1ce by assesgjy,

e to show

precious littl
s in the quality of life. As we've seen, aid has done y;
Irty.

improvemem
ally nothing to relieve poverty.
" Among policy makers, this record has prompted a fierce de},
about the efficacy of aid. For critics, it is all too easy to point to €Date
Africa that are poorer now than they W:::ny
at

aid-dependent states in
community likes to counter that h
uc

independence. The development
a direct comparison is unfair and argues that, while aid-de
P pendent p,.

tions have pcrformed poorly, they would have done even worse vith
: ] . . Vith-

out aid. This defense, while wrong, 1s a sensible argument that neeg
eds

to be taken seriously.
We cannot simply condemn the aid enterprise just because nations
id performed so poorly. To understand why, conside,
the following provocative statement: hospitals kill! There is plenty of
evidence to support this claim. The likelihood of dying is much higher
for a person in a hospital than for a person who is not. Of course, most
of us instantly see the error in the evidence. The people in hospitals
to be found staying in hospitals. But

are sick. Healthy people are not
this kind of error from looking at statistics without thinking about
where they come from is all too common.
A colleague of ours, Peter Rosendorff, organized a petition and ap-
to the Santa Monica City Council to put a crosswalk at a dan-
ear his former house. The City Engineer said the!

ry, the city was planning to take out all the cross
r study showed that ped s were more likely

to get killed in crosswalks than anywhere €l anid
Monica should be grateful to Peter. He took the time
the result was not because crosswalks were inherently

but rather, they are where peo le cross the road.
y are where peop - treatment ™

Assessing the true impact of hospitals or a par ticulat 4. The ™%
i iIl trea cd. cof
hO 1S be g efﬁC-lC} va

drug is difficult unless we understand W
rug trials 0 165t €
lit into tWO groups: " Cofihe

lacebo- The €

that received a

pealed
gerous junction n
quite to the contra
walks because thei

estrian
se. The children of S
to explain that
more dangeross

ical community uses randomized d
medicines. Patients are randomly sp
medicine being tested and half geta p
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s is determined by compari 178
ru ol 3 -] paring the performanc
alternative ly, the medicine is given only to th ce of the twq
e 3 = q the sj¢
even if it is an chffectlve treatment the gy S :
.oht do worse than the group that did not L,kg”fmg the medicipe
arget aid at those nations facing the most - LIKewise, if aid agenci ¢
g s serious les
could appear ineffective even if it was actually wo i‘_ﬂ"blems, then aig
1deally, to assess the effectiveness of aid, the i rking,
nity should undertake controlled experiments g :iternauonal commu.
. ) ) ng aj
domly ch(.)sen 'natxons and withholding it from otp g aid to some rap,.
unlikely aid will ever be allocated in this iy, econ €rs: But since it jg
complex (and corxtroversml) statistical procedures toon(;l-Sts need to yse
sccording to which nations get treated. Rather tha adjust the resy]ts
convoluted procedures, we offer some simple ev'dn delve into these
United Nations Security Council (UNSC) ldence based on the
The UNSC is compose ' '
' : p ' d of five permanent memb
states, Russia, China, Britain, and France) and ers (the United
bers. The temporary members are elected fan ten temporary mem-
security Council and they are ineligible t 01}‘) two-year terms on the
, . : 0 be reelec i
yrears after thfﬂr term expires. Election to the UNSC i ted in the two
gious and, as it turns out, valuable too. Unfi SC s highly presti-
ata cost: bringing hardship for the - n Ortunately, its value comes
that get elected. On average, nation p‘lfople In many of the countries
slowly, become | : s elected to the UNSC
ess democratic and experj grow more
press freedoms than eligible nati perience more restrictions on
. ons
:tance, during a fwo-year term o ¢l that are not elected.”s For in
ve € )
n e of 1.2 percent less for nati UNSC, the economy grows a
Uatmns not elected. Over g £ 1ons elected to the council than f ;
NSC ang : r a four-ye . an ior
the followi year period (th
wing t € two year
ro w oo so
growth averages 3.5 e;‘i 0 years of ineligibility), the g,ff n trle
percent less for elected UNS erence In
year. The effects are ¢ members, that is
much stronger in autocracies

¢ effect
shoy]g $ of counci]
Cays member h'
The € US to quest Ship on growth g
aid~y:i?° Provide a?r j:tlon why the UN is held ina . f;’f“natmg and
i : S i
erg Valu;)ns electeq to thioggnt Piece of evidence aboulft t}}ll lg'h e
avors 1, : SC get more aid, A e impact of
sell in the form of théir \[/](i\tISC Sea;gIVCS tead:
€ on the Security
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he aid they receive results in wors'e performance for
], and th ntly there has been a profusion of studieg thy
hat nations elected to the UNSC get f’mancial I“E‘Wards from gy,
show t J ] community- They get more US and UN aid, better term,
internationa rams at the IMFE, world Bank, and a host of other ot
and mOrlf pr?g,bership on the UNSC gives national leaders a Say in o,
Men al policy. Many Jeaders, pért.icularly those i
appear to prefer to sell this influence rather thay

If of their people’s interests.
es as close to a randomized test as we e

Counci
their economy. Rece

tutions.

mulating glob
autocratic nations,

exercise 1t on beha

membership com . es
lik lletSnget Although who gets elected is not random, it is unrelageg
ikely :

to the need for aid. Indeed, population size z.lppears _to be the only Sys-
tic determinant of UNSC elections. African nations, in particular,
tema ar to have adopted a norm of rotation. Nations are elected simply
;pp:use it is their turn. The key point is that prior to their election,
ec . ) .
UNSC members behave no differently from other nations. But o
elected they actually underperform. To return to the @edlcal analogy,
‘ons elected to the UNSC are not sicker than nations not elected,
on : : .
?}l)“y get an extra shot of medicine (aid) and it makes them sicker
e
(poorer, less democratic, and less free press). ‘ |
’ UNSC membership gives Jeaders the opportunity to sell salient pol
icy support As we have seen over and over again, autocrats need to
ic . ;
z off their coalition. Aid provides the money to do so and that gelps
fa}:iers survive. Further, aid encourages autocrats to reduce free ;mi
- . # el
for two reasons. First aid revenue means leaders are less depen o
o . : does not nee
illi ork, so the leader do
upon the willingness of people t'o w e ey "
take as many of the risks that arise from freedom,

- Jlowing
jvity depends upon?
i nue and worker productivity ) .
when their reve h other. Second, the policy o1

i |8
so leaders need to Suppr6§5 dlgzj:n
ce and prestige toa nanonl.e o
easy money- For the peocf;acyl o
er freedoms, Jess democrdt)

people to communicate with ea
sions are generally unpopular,‘
UNSC membership brings prominen
autocratic leader it also means more
tocratic nations the UNSC means few
wealth, and more misery. '

The historical record shows that ai
out of poverty. It is perhaps ironic that w

. pation
iled to lift 0 .
largel faile -
X ha;il?a fidyaf ords the res?
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to alleviate POVer ty and promote economic growth, it creat
jtical incentives to do just the opposite. As Edw e
passador ' Egypt (1994-1998) succinctly put it,
ay out for Egypt to avoid reform.”!?
wr

S the p()_
ard Walker, US am-

“Aid offers an easy

An Assessment of Foreign Ajg

o what are we to think of foreign aid? Is it good for
ood politiCS?

It has certainly had its successes. Foreign aid, in the form of the
ytarshall Plan, lifted the predominantly democratic nations of West-
. Europe out of economic disaster. But the deck was stacked in the

Jan’s favor. The United States wanted to promote an econ
powerfUI bloc as a means of combating Soviet expansion.
therefore promoted economic growth. Democrats need polic
and so were happy to comply with US policy goals in exc
substantial aid. Yet as we now know, subsequent aid dona
failed to replicate the success of the Marshall Plan.

What aid does well is help dictators cling to power and withhold
freedoms. And yet, the quest to make aid work for
phoenix-like in its ability to rise and rise again. Or, come t

maybe, like Sisyphus, we just keep climbing the same hi]
down again,

Every decade or so, donor na

aid working." The most recent m
Development Goals, Set u
gram and ado

health, gend

Omically
The plan
¥ success
hange for
tions have

the poor is
o think of it,
Lonly to fall

tions launch new initiatives to “get
anifestation of this is the Millennium
vk Worl}; f)y ;I}w pnited Nations Development Pro-
e ea ers in 2000, this program sets poverty,

quality, education, and environmental targets to be

2015, For in
stance, the poverty eradication goals call for

M Devyel
eIty Thee, . PMENt Goals are pog the first such declaration to

reced >
ed by efforts to attain “self-sustained
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182 | L9405 and 19508 through infr;astrycture devel.
rowth” first, i the us P-4 program to make scientific ang tech.
8 then with the -adily available to poor countries; follow
Mxil:fj;; declaration that the.19605 would be g,
in turn by S nent” The goals, set back in the late 9405, e
#pecade for Dcve(l;)sfllant evidence suggests that the world is cjoge, to
zfl yals than it was in the.l%os or 1900s. Willay
achieving thO.St gf “>d the hope and optimism that accompany the,
Easterly has d,ch??de initiatives. He laments that while each Ney
rollgply Ozce‘i‘;l-(::ctjiffcrcnt, they repeat the same errors of the past,
plan says 1t W

bureaucracy involved in giving aid ensures fungs o,
He argues the bu t“n‘PCdC rather than promote economic activity,
at 1

¢
opment; it
nologic.ll breakthr

main the same

given in ways thm
Poverty persu;ts-’t eed to be Completcly pessimistic ab(.)ut aid. Oy
still, we don it works has greatly improved. For instance, we
it
knowledge of howk wch better in the presence of good governance
id works 1 : s
know that al ; that more often than not it goes to p]e-lces with bad
(just as we kDow ents of development assistance point to the suc-
¥ Propon e .

e). s. Some of
governaﬂcw ) ndertaking directed programs within natlo.n m o
cess of NGOs uS - duced wonderful successes. For 1nst?ce, in

] m i ease,
o pmgf&i r Center started a plan to combat Gume:fl woiimb lSt 35
arte o 1as atlected about 3.
.- th’f transmitted via dirty drinking water thatda P
e . ) : ) ,
a I_)a.r asl Je in seventeen nations across Asia an ), el
e P;Op fections had been reduced to about 3,000,
worldwide 1n
n
Sudan. _ roven that they c
southern izations (NGOS) have p ' ok
N0“80"emmental organ imary education. Yet hd
ffectively deliver basic health care and pr vided by small-coalition
S : our discussion of public goods pro fits are precisely ¢
mng back to Ip but notice that these benell
p

tic leaders
ost autocrd .
the m dvanfed edu

' 't he
regimes, we can't ¢ - even
bpls af prbls fUBKR R S . ful at providing 2 to b¢

t to initiate. NGOs are less success St it people -
w?lm Autocratic leaders in recipient stat‘;s hat they could 0rg?”
cation. -

ink independently "
taught how to thin e
opposition to the government. i education .
ppTh successes of NGOs in promoting
e ;

& . W@ 15:
o /dlggmg
i ssities
i sic nece
i and other ba
care and sanitation,
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.ing villages, making very small business loan
trlfylf‘fe in the United States as usurious interest
descrt ental failing of aid programs and to the
funqaml by many NGOs and their supporters, It ig a simple fact that
witting y is fungible. This means recipient governments hay
4id m(mi}:ljscretion about moving funds from one Project to another
mPlC.“' ct government-to-government transfers it is €asy to see wh;,.r
with' dire Autocrats want to provide private rewards for their sup-
this 1:55(1’\'](}05 don't typically want to help the rich get richer
orters:

and so
rovide funding for specific projects or do the work themselves.
they P in practice, recipients are very skille

v, d at converting aid into
g,?:(iﬂ ds of rewal’qs they want rather than the kind of rewards donors
ant them to provide. o .
“aThe most sensible criterion for assessing aid’s effectiveness asks not
uch money is spent or even how many wells are dug, schools
hO\./V mr villages electrified, but rather how many people are helped.
Elgl(;,s (;ount how much money they spend to evaluate their efficacy,
put this is a flawed criterion. It encourages charities to help the easiest
10 reach and the more visible cases while ignoring the difficult and
harder to reach people who might well be those in greatest need,
Counting the number of people helped also encourages agencies to un-
dertake work that the government would have otherwise done on its
own. Remember that NGOs are most successful at providing basic
public goods like primary education and basic health care—services
éven autocrats want. When aid funds are used to substitute for gov-
emment spending, then few, maybe even no one, has actually been
helped unless the government uses the freed-up money for other proj-

¢cts of benefit to the general population. Of course, they don't. They

S (at what we would

rates) —aj) point 10 2

harm being done up-

€ nearly

USe'the money to shore up their political position and the loyalty of
their essenia] backers,
C g . .
. am%’(’dla 18 a case in point. Half of the Cambodian government’s
8€tis made up of fore

meng prog ign aid. Rather than suppleme
fams, thege g
Counts onor funds are |

- f government officials. Inde
ﬂowedi ost corrupt Nations, As Us
Ito e Ucation apq health, ,

nting govern-
argely directed toward the bank

ed, Cambodia ranks among the
AID reports, “Donor funds have
nd some of these are passed on to
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184 n be little doubt a significant

teachers and textbooks, and
720

ns. But, there ca
' hools, :
f funds earmarked foiisxfledications are diverted.
u .
?.5 health workers: all-mended for the people are diverted to Tewarg
ic 'That is, the fgndsolften when NGOs provide aid, the amou 2.
oo Eafe0 dia’s rich. Iy less than the numbe)'rs reﬂ.eLt. Suppose an
sistance is SubStar-madl}:cation to 100 children in a village at 5 Cost of
NGO provides basie ear for a total expenditure _Of 310'900' It soungs
5100 per child per yiellped by the NGO, pleasing their donors 4y,
like 100 people aremnev. The reality of how many are ?elped, how.
bringing in more ne government might well have Pald 10 educyge
. less clear. The g f them) itself, even if there were ,
e hose children (or evenall o 100 children, Byt
half of those € l‘d Nominally the agency helps ' c1 g dul Inre.
expectation o alf'.ftv children at twice the nomina fcos;ar{l‘f et the
ality they help l-{h $5,000. Is this good? Well, yes tor thel\; fy g
leaders abscond ‘gi Well, yes, for all of the people since the (IO: f}j
children. Is it ba e.mme“t’s opportunity to steal more I,?to?xfy 2:%:;
cilitating the.gOVtO further entrench a bad governme p
is helping rs to come.
N}GOu:3 the people for many moretzejf charity have bad consequences
piag simplest ac . hili ke a per-
Even some of thsmenfc ontrol and 1rreSpon51blht¥. I;Fontz ¢ 2(;))09
er . e '
that enhancel go:lastair took his children 01111 ¥ t'E)llleryowere z’ncouraged
sonal example, imary school where i
was at a prl ice idea to help out and many
One of the stops ms like a nice i i e
. ooms. It see : to brighten
to help paint Cl-asstzcally grabbed pamtbrushes, eatngltside a%ld taught
nthuslaS " 5 le and wen .
people € i+ objected on princip ing a Grinchor
lastair obje . Was he being 2 Gl
classroom. A digital camera. nomic per
ids how to use @ AIgIt = From the €co !
some of the ki conomic policy’ Jdies paint class
ing better € . d their families p
was he encouragi - urists an 1
. : skilled to . armful.
spective, having hlghly. d at worst downright harm s. Every
is at best ineffective and a t of economics. ade
rooms is at be tage lies at the hear 4 at and then n
Comparative a(-ivanhagt they are relatively 80(;’5 . ore [-}:er
should specialize in W es. This way everyone €n themselves: Onj;ost
ir goods and services. ing by ther™ ere
il ied to do a little of everyth - to Britain, ¥ are Jo¥
if everyone trie e of Kenya relative
ive advanta
the comparative a _r‘ofs trip were
of the people on Alastai

porti()n

iti for (;
~itize clin.
ordinary citiz h

one

i eve
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d there are lots of unem
. Kenya an
n Ke

rative advantage is therefore j
compd nskilled labor. Indeed this
atively uorter of flowers. It has a great climate for
XII; to tend to the labor-intensjve Processes of growing, pick.
of peOIzi ackaging flowers. The flowers are thep flown to Westery
ing, an ffr sale. In exchange, Europe €Xports goods that require
Euro}’nean d physical capital to produce—pharma

humd

Ceuticals, machin-

d computer software. Europe has 3 relative abundance of
ery: 3"and physical capital. It trades its capital-intensijve products
human

Kenya's labor-intensive agricultural products ang both nations
for petter off. ) -
are hat has this to do with painting school classroo
So. w lassrooms, while fun, deprived a loca] worker
ainting Cb aIf educated westerners displace locals from m
needed jO ‘;Vhere can those workers possibly compete giv,
jobs, t-hinjbution of skills and capital? How can they e
rent dlior make a living, and perhaps send their children
Zo?ge greater skills that will make them more competitiv.
gr(?w up? Rather than helping out, the wealthy tourists who took up
paintbrushes made some worker worse off. Repeat that e

xercise thou-
sands of times and in thousands of different ways and you can see how
feel-good charitable acts can benefit the donor vastly more than it ac-

tually benefits the needy.

ployed Manual Jah
N industries requir
is where it flouris

orers, Kt‘nya's
ing lots of rel-
hes: Kenya js 5

ms? Wel],
of a much-
anual labor
en the cyr-
arn enough
to school to
e when they

rade (GATT) and its
ation (WTO). This is
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\cratized aid. Painting schools provides just one
aucra o
istance, even when well meaning, unde“nines
fly’s work shows that rather than thjg bein
7 g

‘ohly bure
and hig 316 of how ass

tiny examp e
dcvclopment. Bxl. v
he cxccption, it is the norm.
t >

Aid Shakedowns

d this chapter with an account of H.aile Sele.a?si.e’s shakedown
t should be clear that this practice is all toq com.
he logic of privately given aid. When Private
vernments must either strike deals with thep, %
ts its cut—that, after all, is the value of aig 1, ,
i regime—oOr, in the absence of such deals, they mug
small-coalition .g tentioned private donors. Either way, the govern.
shakedown Wel.l—m iece of the action or it will make it impossible for
ment must 8e_t s p istance. That, for instance, is what the Myanmyr
donors to deh?’srlesliwmg the Nargis cyclone in 2008. They insisted
government d} d Nations aid delivered to the government or barred
on having Unite Why? Because, as We noted earlier, the military dic-
ot th.e countfg- to ui,é the aid to enrich itself by selling food on the
tatorship wante ther than distributing it to those most in need. You
black market Ita dd behavior of a horrible regime, atypical of
ight think this was the 0 : 1 disasters. Not so!
e -« of sovernment leaders following e "
e risiportl;z (c)asge of Oxfam relief for Gri Lanka in the wake of the 2
Consider

Indian Ocean tsunamt.
Following a massive earthquake? 0 e
sent huge waves of water rushing inland, g

jstance tot

across fourteen nations. Subsequent ass.lfta e haveber

lion. Yet even while the goal of aid agencies g,s oppott

suff.ering, many recipient governments took it a o

hc“f]‘ I

rich themselves. . t -

To distribute aid, Oxfam shipped twe:er}'n . df‘vi Im

trucks to the region. The Sri Lankan}%(()) e 1

trucks and insisted that Oxfam pay aft " ihe anam)
over a month (the first critical month atte

We starte :
of donors. BY now 1
mon, and reﬂec.ts t
donors provide aid, go
that the government ge

n December 26, 2004, a tsunani
ver 230,000 people

aled over S14 8-
to relieve

ity €%

_five fourw
ment impo¥ 5
t import du,'k. \

. the trUck>”

FOREIGN Ajp
187
dle and pc()p]c went without food and shelter,
or $1 million to have its trucks released.
OVLBcfm-c giving to a charity m

f:vcnlually Oxfam paid

a ople I
: ny people like 1o assess how much of
heir donation goes to help people versus how mu ,

ead. Oxfd”" America, for ljnstlance, gets three out of four stars from
charity Navigator, an orgamzat_w_n that rates charities, Oxfam spends 6

ercent of its reanUC‘O{] administrative €xpenses and 14 percent ;)n
fundr'a"Si”g‘ The remaining 80 percent is Spent on programs, that is
helping people. Unfortuna.tely, 80 cents on the dollar is not the r
ot amount of help p.rov1dcd. Remember those trucks and the 300
percent import dutyflf such cases are the norm (and they usually are)
the sctual aid beneﬁ.t may only e‘quate to 20 cents on the dollar. If
oven 2 careful a charity as.Oxfam is being shaken down, then it makes
4s wonder what is happening to the rest.

It is virtually impossible to quantify how much aid gets diverted
towards the recipient government’s objectives rather than the donor’s
intended goals. However, we suspect this figure is huge. The funda-
mental problem is that recipient governments are not appropriate
centivized to fix problems. Consider the recent case of flooding in
pakistan in 2010. No one can blame the government for the rains, but
they are very much accountable for the subsequent devastation. Over
20 million people were affected, 4 million made homeless, and near
2,000 died.

Following severe floods in the 1970s, Pakistan set up a Federal
Flood Commission. On paper this agency has completed about $900
million worth of dike construction. Of course the rea
fere:'nt. Irrigation and flood control are 3 source
‘}ziI;]Ct)}’lyAx:ga:v}]wn th? c?ikes are built, they se
st d(',wnstr;', Coalition members, not the

n and threatened huge segm

nt Zard i IS i

leged pench
ant t
should, | © take that

ch is spent on gver-

effec-

ly in-
ly

lity is very dif-
of graft, not public
rve the interests of the
people. As the floods
ents of the population,
. X 10 percent” for his al-
: portion as his cut, acted as a C

prof ¢ 1gnored the problem, headed off to Europge()?:ra: :)i;;rljf

€ tour ang 1 .
efl R
few t his government to sacrifice the many to save the

¢ governyy i
Wwhi . ment reinfor i .
le a] Owing ﬂOoding . ced dikes to protect essential supporters
c

onti i . .
tinue in poor areas. Areas with ethnic
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. orities and large numbers of opposition supporters were partje,_
mino .
1eely to flood. . .
larly 'l.l;er}c,i Holbrooke, the late US Special Representative for Pakistg,
Richd ] opportunity disaster,” but this jg fa£

—ibed the flood as “an equa | .
desarltb}:e truth. Beholden to a few, Pakistani leaders sacrificeq o
fr(;;ly They reinforced barrages and dikes to protect the homeg o
many.

farms of their supporters and ignored the plight of towns and village,

A local official acknowledges,

ment figures in the Sindh province conspired with
minent landowners to bolster the riverbank running through
y and others deemed important, at the expense of other
I were left vulnerable to flood waters. . . . It was not
the part of the authorities to protect the poor-
ential floods; it was their deliberate inten-
fer if floods were to take place.”

Jocal govern
pro
their propert
regions, whic
just incompetence on
est of the poor from pot
tion that they should suf!
vernance stance, this behavior makes

Obviously, from a good go :
no sense. But in terms of ruling for one’s own survival, it is an in-

ove. Supporters were reminded of the consequences of
being outside the coalition of essential backers. That is good for loy-
alty. And aid agencies rushed to give money. The UN Secretary Gen-
eral, Ban Ki-Moon described the flooding as the worst he hafi ever
seen and called for massive foreign assistance. Many Pakistanis pre-
ferred to directly assist those affected, noting “we don't donate t(;
the government because we know it’s mainly a way for .govefnn;eel:s
officials to make money.”> The international community was -
careful. They gave Pakistan $1.7 billion in the first th;e 23?}1 of
That equates to about $83 per affected person. Presun(liafo)rl it
the money was siphoned off. It certainly was not use

disaster management.
Pakistan was not the only na

genious m

vere floods

. e
tion affected by s i ofﬂ“-’

d two

2010. Benin also faced historic floods that covere [ler because Beni?
country. Although the absolute numbers were sma e scale of the
on to its s12€ C

is a much smaller country, in proportior e
disaster was very similar to that In Pakistan.
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Jess assistance, only about one twentjeth of the aj
son. Yet despite this, its response has b @ aid
of course€ Benin is much more democra
Jstrous earthquake and tsunami havin
confident much the same pattern as in
5 democratic country, will receive mas
will use the mor?ey much more wisely
he 2004 tsunami.

It is easy to understand why Zardari did so little
mpact of the flood on the masses, and, as some hav
may have deliberately made things worse. He had strong fi ;
centives. AS the magnitude of the disaster increased sg dgd Inancial in-
of aid. His survival depends upon paying off the fey r rlh the amount
tecting the many. Aid incentivizes autocratic leadera o t}?an pro-
problems. Had Pakistan implemented an effective ﬂooii to fail to fix
program instead of just saying they had, then the €o jhmanagement
been much better off, but Zardari would have hadpnop S als
ther fleece donors. pretext to fur-

Similar incentives plague Pakistani assistance with
ror. Following the terrorist attacks of 2001, the United S
sou'ght their assistance in fighting the Taliban and Al
turing international terrorists—foremost of which ha(s2

e per affected pep.
tcifzr:hwxdcly Praised. But tll)le;
an Pakistan. With a djs
ges;::ck. Japan in 201 we ar;
. Will be repeateq. Japa
Slve assistance as jt shoulg rI1
than the nationg affected .b\f

to minimize the
€ suggested, he

the war on ter-
tates repeatedly
aeda and in capi
been Osama bin

to end surgency and
rulnb[ on an terror ism, Instead both will be al
e 1 1 € ai-

Couraged to ;
g €xpand if the West tries to cut
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addition to identifying problematic incentiyeg 5
» Our

aid. Fortunately, in -
he tools to restructure aid to create the incenti,
Ies

perspective offers t
to fix problems.

Fixing Aid Policy

di of the international community is to give reci
p-

The modus operan
o fix problems. A common argument is that the |

ent nations money t .
cals know much better how to address their problems than do far~away

donors. That's probably true, but knowing how to fix local problem
and having the will or interest to. do sp is qtiite another matter, Th
policy of giving money to reciplents in anticipation of their fixing
problems should stop. Instead the United States should escrow money,
y when objectives are achieved.

Consider the problem of capturing Al Qaeda’s former number twp,
Ayman al-Zawahiri. Suppose the United States thinks $4 billion is 3
reasonable reward for his capture. Remember: to date the US govern-

ment has paid $6.5 b
crowed, say at a Swis

0-

paying it out onl

illion without success. This money could be es-
s bank. Upon Zawahiri’s capture, Pakistan could
receive a payment of $2 billion, with, say, an additional $1 billion in
each of the two subsequent years. The deal could perhaps be done
more cheaply if we dispensed with the fiction that the money is for
the Pakistani people and paid it directly to Pakistani leaders. |

If aid took the form of a reward-in-escrow scheme, then Zardari

1d need to hand over Zawahiri to receive money. However, unlike
he could deliver without fearing that the

: 1i
his assistance is no longer needed. Zarda
o capture Zawa

United States has
m over i
oney flowing I

wou
the existing incentives,
money will dry up once
might prove unwilling or unable t
However, if this is the case then the :
would certainly not be more likely to hand hi
is pretend to Jook for Zawahiri to keep the m
course, is the way the current system works. cedurd problen

Undoubtedly there are many operational andi;d hese problcms
with implementing an aid-in-escrow scheme:

.o eSCIOWE
would be even more difficult in terms of designing

hiri for $4 billion.
Jost nothing: He

¢ all he has 0
hat, 0
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for disaster management. Yet, it is better to t !
D tac

cal issues within a framework that ince
Jonor’s problem than to carry on with f,

kle t}
- 1es¢ tricky techpi
Ntvizes leaders ¥ techni-

ile . 10 solye
iled policies. ve the

Nation Building

what, then, are the fundamental incentives for
terfere with the institutions of another? Democr::-e
they want to democratize other nations, They fie f
4id and military intervention on this basis, but th(el
sctually promote democracy is scant. Those who ¢
tend to cite Germany and Japan after World War 11
or so years ago, and on close examination it took m
these nations developed (or were permitted to develany }’ears before
foreign policies. The reality is that in most cisee 4 op) lnde.pendem
want to create democracies. emocracies don't
In 1939, US president Franklin Delano -
marked about Anastasio Somoza Garcia, a brutal Nj ‘e t fam
that, “He’s a son of a bitch, but at least he’s our so Lar?gua
herein lies the rub. Dictators are cheap to bu Thn ofab
that democratic leaders and their constitue y- They de
holden to relatively few essential backe nts want, a
cheaply. They can be induced r.s,' autocrats ¢
to trade policies the dem

Institution tq in-
s often claim that

ently Justify both
evidence that they
efend such policies
» but that was sixty

Ously re-
n dictator,
itch.” And
liver policies
nd being be-
an be bought
ocrat wants for

don't like,

Power
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Congo. In a speech during Congo ° m(.ie-pendence cele.
rule over theh 1 a week after his election as prime minister, Lumumba

. > a =

bration less t“Nous ne sommes plus vos singes [We are no longer your
announcw:i’.j4 [n an effort to remove Belgian troops end diplomats fron,
monkey s]- d’lo defeat the secessionist moveme.nt in .K.atanga ProViHCe
the Congo a.m Tchombe, Lumumba sought Soviet m111tar.y assistange,
led by Molse_ olitical error. The massive bulk of evidence toda
That was a bli deelgian complicity in Lumumbes murder. Latey the
points t0 i aw ould become closely associated with the CO.ngo's (that
United ?tateSbUtu Sese Seko who, unlike LunlluTnba, was ne{ther dem.
is, Zaire's) Mo Soviet, For a price (totalling billions by the time he fell
. -Soviet. . iy
ocratic nor Proh.rt _two years after his ascent) Mobutu was willing ¢,
out of power thi Dyemocraticauy elected Lumumba was not and thy,
licy.
back US po
0. .
meant he had to g ot exceptional in his downfall at the hands.of dem-
Lumumba was n ii’s Queen Liliuokalani was overthrown in 1893,
: , waii’s - o
ocratic leaders. I-::ed Hawaii and Hawaiians (no doubt including her‘~
Her sin? She ?Zm the exploitation of farming and export oppertuex-
self) to profit fr ¢ American and European firms operating in
ties pursued by large interests organized to depose her, the
Hawaii. As these business 1 by to masinalopeate e
; i n .

ited States sent marines ost'e ible for the Hawaiian monarch to
Unite king it impossible fo ;
stance, but in fact making ght not to forget the overthrow o

’ then we Ou ini blic at the
herself. And : Dominican Repu
defend atically elected Juan BOSCb in the His offense: he liked Fidel
dem;)cr e “American military in 1965-h mmed Mosaddeq in Iran,
— de in Chile, Moha ent in
Jvador Allende : d Hamas governm
Castro. Or Sa d tically electe o S
o mocratically e write t
osition to the de : s on. As W
o (l)plzinian Authority, and the list go¢ ote democracy at work
s ro .
the Pae see this policy of reluctance to phas 2 long history of su{)d
words, we : he United States : 1t of the WOF
for the US in the Gulf. T olicy in that part © The in-
. tino useful autocrats. Indeed, us P-ls of demOCFatiZatlon'-ncline
i rfect example of the pert to be positively =
stands as a periect © Gulf are unlikely to £ differences 3"

: cies in the Gu olicy d1 . under
cipient democra se of deep P ression U
toward US interests, in part becau tecades the opp

art because we've been funding for
P

which they were governed.
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In case after case, the story is the same. p..
foreign regimes to d.emocxfa.tic ones. Demgoc
roclaiming to be using military force to pu
ofound tendency to reduce the degree o
hile increasing policy compliance by easi

ratic mlcrvemi(mists, while
rsue democratimtion, have ,
f democracy ;

this chapter you might have been under the j
gefore were angels compared to their autocratic
mocraishas tarnished that image and there wil] be
chaPtegm rather than deplore European and Japan

come's residents on principle, we need to
and 'Ij{erpwhat they are doing and why.
consi ocrats deliver what the people want. Because th
Ze?;r election and reelection, democrats are impatient.
starlt time horizon. For them, the long run is the next e
:}I: :; country’s performance over the next twenty years. However, as
long as we the people want. cheap gasoline and an abundance of mar-
kets in which to dump agricultural products, and we want that more
than we want to see genuine development in poor countries, then our
leaders are going to carry out our wishes. If the
replaced with someone who will. That’s what d
government of, by, and for the people at home.

As a classroom experience, Bruce likes to ask his students how
many of them want to help remove poverty in Nigeria or Mali. This

mpression that de-
counterparts. Thig
more tarnishing to
€Se prime ministers
Pause for a moment and

ey have to
They have a
lection, not

y don't, why they’ll be
€mocracy is all about—

hem that they
€ profess to want t

are the world’s incredibly rich “poor”
1 €Xpenge)
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€ the Peop),
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