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Children laughing and
playing in Ratnanagar,
Nepal. The children’s
neighbourhood surrounds
the road which was

focused on by ActionAid’s
pilot ELBAG programme.
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GLOSSARY

Budget support - aid which is paid to the
recipient government for them to spend
alongside their own revenues, on their own
national development priorities.

Country programmable aid — an OECD
measure of aid that can be used directly
for development. It excludes items such
as emergency aid, debt relief, spending
on refugees and education in developed
countries, and administrative costs.

Sector support — aid which is allocated for
spending on a particular area of developing
country development, for example
education or health, on national priorities
of the recipient government rather than
particular projects.

Technical assistance — donor spending
on outside expertise such as consultants,
research or training, used to supplement
the existing skills of developing

country governments.

Tied aid — donor funding which has to be
spent on goods or services from the
donor country.

We’ll always have Paris - the aid
effectiveness process

Global discussions on improving aid
effectiveness have over the last decade
been organised through a series of
international meetings of governments
and others.

2002 Monterrey UN Financing for
Development Conference

Agreed that co-operation to improve aid
effectiveness important.

2003 Rome
The first time the principles for aid

effectiveness were outlined in a declaration.

2005 Paris

The first time donors and recipients
agreed to commitments and to hold each
other accountable for them. This Paris
Declaration includes targets which have
been monitored on:

— ownership — developing countries
set their own development strategies
for poverty reduction and improve
their institutions

— alignment — donor countries support
these strategies and use local systems

— harmonisation — donor countries
co-ordinate and simplify to
avoid duplication

— results — developing countries
and donors focus on and measure
development results

— mutual accountability — developing
countries and donors are accountable
to each other.

2008 Accra

Designed to deepen implementation of Paris.

Civil society participated for the first time.
The outcome document Accra Agenda for
Action deepened the Paris commitments.

2011 Busan
High-Level Forum on Aid Effectiveness
in November 2011.

“Nepal has had
its own aid
policy since
2002, and
many of the
concerns it
raised were
later echoed in
the Paris aid
effectiveness
process.”



ABBREVIATIONS

CSO

DAC

DCF

DFID

IFI

LIC

LDC

LLDC

IMF

MDGs

ODA

OECD

PDE

SIDS

TA

USAID

Civil Society Organisation
Development Assistance
Committee

(An OECD body that deals with aid)
UN Development
Co-operation Forum

(A UN body that deals with aid policy)
Department for International
Development

(of the UK government)

International Financial Institution
(includes the World Bank and IMF)

Low Income Country
(A classification of the poorest countries)

Least Developed Country
(A classification of the poorest countries)

Land Locked Developing Country
International Monetary Fund
Millennium Development Goals

Official Development Assistance
(Aid from governments)

Organisation for Economic
Co-operation and Development

Paris Declaration Evaluation
Small Island Developing State
Technical Assistance

United States Agency for
International Development



Jalena Mohamed and
Hawa Amiry, Tanzania

Jalena is a member of

the school committee,

which ensures the Miyuyu
primary school is being

run effectively, and Hawa

is involved in planning and
finance within the community.
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EXECUTIVE SUMMARY

There is good news. Developing countries are
getting less dependent on aid.



By aid dependency we mean the
proportion of government spending that
comes from aid and over the last decade it
has fallen on average by a third in the
poorest countries. In Ghana aid
dependency fell from 47% to 27%,

in Mozambique from 74% to 58% and in
Vietnam from 22% to 13%. Although aid
levels increased, economic growth and
the countries’ ability to mobilise their own
resources increased faster.

The kind of aid that helps support dramatic
decreases in aid dependence is what
ActionAid callls real aid — that’s aid which
empowers poor women and men to

realise their rights, and reduces inequality.

It might do this directly, by supporting
smallholder farmers, empowering women
or building schools. Or it might do it
indirectly, by supporting tax systems, better
governance or economic development. It is
accountable, transparent from beginning to
end, and gets the most out of every dollar
spent. It supports developing countries to
make their own decisions. Substandard
aid, however, does not do this — and there’s
still a lot of it out there.

For Rwanda, real aid has helped transform
the country. Aid as a percentage of
government spending dropped from 85%
in 2000 to 45% in 2010. “We have shown
donors that when we are in the driving
seat — deciding how to allocate aid money
ourselves — we spend donor money

more effectively. Donors have responded
to the results we have delivered by giving
us more and more say over how we use
their aid,” Ronald Nkusi, Director of the
External Finance Unit in the Finance
Ministry, Rwanda.

Real aid is making such a massive
difference because it is not tied to
overpriced exports from the aid supplying
country, or to unwanted or overpriced

technical assistance. Whilst it must be
spent, directly or indirectly, on poverty
reduction, it does not impose policy
conditions or allocation priorities on
recipient countries. And it does not carry
excessive administration costs itself.

Substandard aid does all of these things.
But, if the positive momentum is
maintained, we will see more of this

aid become ‘real’.

To ensure aid helps to reduce their
dependency on it, developing countries
are implementing systems to hold

donors accountable. In Rwanda a traffic
light system scores donors on factors
such as how much they use the country’s
own finance systems, and use of budget
support for procurement and governance.

Developing country governments are also
becoming more accountable to their own
people, rather than donors. In Ghana
ActionAid supports a community in

the village of Mampehia to track the
school budget, which is financed out of
Ghana’s national budget, which in turn

is substantially boosted by budget
support aid.

Another key factor in the improving
situation is that many countries have
boosted their tax revenue by between
4 and 8% of GNI in recent years.

Donors can support this process by giving
more real aid, which allows developing
countries to make their own decisions.

In Ghana donors have pooled a third of

all aid to the country in a flexible
programme which reduced the cost of
mobilising resources. Donors can also be
transparent and accountable themselves,
by publishing details of their work in an
internationally agreed form, and they can

give aid which supports domestic resource

“We have
shown donors
that when
we are in the
driving seat -
deciding how
to allocate
aid money
ourselves — we
spend donor
mMoney more
effectively.”
Ronald Nkusi,

Finance Ministry
Rwanda



mobilisation. In a very clear example,
aid from the UK supported Rwanda to
quadruple its own taxes between 1998
and 2006.

HOW MUCH AID IS REAL AID?

Major donors have provided $24 billion
more aid annually than ActionAid found
five years ago. The proportion of real aid
has also increased — but only by a small
amount, from 51% to 55%. There is

still a lot of substandard aid, and donors
vary enormously in their provision of real
aid. As a proportion of their aid, in 2009
Ireland, the UK and Luxembourg provided
the most real aid. Greece, France and
Austria provided the least.

So to reduce aid dependency even further
and faster ActionAid recommends that

1. Aid donors:

— increase real aid sharply

— ensure aid benefits women

— increase the value for money and results
of aid by making aid more predictable
and using recipient systems

— focus on true policy coherence for
development — e.g. fair non-aid policies
such as tax co-operation that will support
the good work that aid can do, rather
than undermine it.

2. Aid - receiving governments:

— take clearer leadership on making aid
more effective for development results

— be fully accountable to
domestic stakeholders

— mobilise domestic resources

— continue to improve their systems
for financial management,
procurement, monitoring and
evaluation and fighting corruption

— incorporate gender responsive budgeting
into their country processes

— base national development plans on
existing gender equality and women'’s
empowerment commitments.

3. Donors and recipients jointly:

— design (recipients) and support (donors)
strong national development strategies
based on democratic ownership

— give preference to local procurement

— accelerate aid delivery.

4. Citizens in developing and
developed countries:
— participate fully in national accountability
— demand greater tax justice globally

and nationally.

Finally, to implement these commitments,
all stakeholders should agree on strong
mutual accountability frameworks, and
dramatically improve aid transparency.

“Fourteen of
the 30 most
aid dependent
countries
in 2000
reduced their
dependence by
more than 20%
of expenditure
by 2009.”
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Gita Subedi is a member of
Sunaulo Samuha budget analysis
group which audits public
programmes in Ratnanagar,
Nepal. With ActionAid support
the group ensures that the
community has a say in planning
processes, as well as preventing
corruption and misappropriation
of project funds.
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CHAPTER 1
INTRODUCTION: REAL AID
IS TRANSFORMING LIVES

Aid is working - it is helping to bring women

and men out of poverty. But more than that,
developing countries’ dependency on aid is falling,
even while the volume of aid increases. As we’ll
show in Chapter 2, a decline in aid dependency

is good reason to cheer - because dependency
undercuts countries’ ability to chart their own
development strategies, which is what’s needed

if development is to really take root.



One of the many reasons aid dependency is falling relates, paradoxically, to aid itself.
When aid is given in such a way that it supports poor countries to lead their own
development, be more accountable to their own people, and mobilise more of their
own resources, then aid itself contributes to reducing aid dependency. Chapter 3
shows how this can happen.

Allowing space for countries’ own development plans to work is one attribute of
what ActionAid calls real aid — and major donors have been providing more of it.
Indeed, $24 billion more annually than we found five years ago.

But at the same time there is still a lot of substandard aid out there, and ActionAid will
keep urging that it be improved. In Chapter 4 we identify the sources, the problems it
creates, and how to change it into real aid so we can further reduce aid dependency.

Finally, we recommend ways that donors and developing country governments can

increase real aid, contributing to ending aid dependency.

The rest of this chapter introduces the ActionAid Real aid reports, and shows how,
in Action Aid’s view; aid is doing a great job of reducing poverty and inequality in the

poorer countries of the world.

1.1 REAL AID REDUCES
INEQUALITY AND POVERTY

Aid is far more effective for poor people —
and cost effective too — when it is real aid.
Real aid empowers poor women and men
to realise their rights, and reduces poverty
and inequality. It might do this directly

— by supporting smallholder farmers,
empowering women or building schools.
Or it might do it indirectly, by supporting
tax systems, better governance or
economic development. It needs to

be accountable and delivered transparently,
so that beneficiaries can track it, and

so that it benefits the poorest and most
vulnerable people while getting the most
out of every dollar spent. It supports
developing countries to make their own
decisions and implement their own
development priorities, rather than
dictating their choices.

In 2005 and 2006, ActionAid produced
reports Real aid and Real aid 2, identifying
how much aid was real aid. Aid budgets
were growing sharply due to booming

economies, and ActionAid insisted that
pledges of further increases, made by the
G8 and the EU in 2005, must be real aid.

Five years on, the situation is very different.
The global economic crisis has brought
severe budget restrictions, and some
donors have not met their pledges.

Aid has been coming under public attack.
This report, Real aid 3, focuses on how,

in fact, aid dependency is going down.

It shows how real aid is contributing to
that result, and then looks at how much
real aid is now being delivered. The key
factor in real aid’s success is its am to
“work itself out of a job”, as the president
of the African Development Bank puts it,
by reducing aid dependency. This allows
the world’s poorest citizens to hold donor
governments, and their own, to account for
how aid and state budgets are delivered.

As well as assessing aid using official
statistics and the vast array of recent
literature, for Real aid 3 ActionAid has
carried out a detailed seven-country survey
of civil society and government perceptions
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of aid quality', and has also interviewed
people for case studies in Ghana, Nepal
and Rwanda.

1.2 THE REAL SUCCESS OF AID

Since the 1950s aid has attracted critics
who claim that it is largely wasted, makes
recipients more dependent by reducing
growth and tax collection, and promotes
corruption. Substandard aid can have all of
these faults but real aid is working.”

In the last 20 years, aid has helped to
achieve astonishing progress for human
development and poverty reduction.

70% of the world’s poor people are
women, and aid which supports the social
sectors — whether health, education, water
supply or social protection — is very likely to
support women in particular, as it provides
the services that women otherwise have to
provide themselves.

Researchers have mapped stories of
progress supported by aid, such as rural
water and sanitation in Laos, rural roads
and irrigation in Thailand, or child health

in Rwanda.” Aid has contributed to halving
the number of people in poverty since
1990 and reducing by 10,000 the number
of children who die needlessly every day.’

Real aid has helped empower citizens to
improve the development process in their
own countries by:

— Reducing gender inequality and fulfilling
women'’s rights. There are now 96 girls
enrolled in primary school for every 100
boys worldwide. Although not directly aid
related, women also now hold 19% of
parliamentary seats worldwide.”

— Helping them hold their governments
to account by supporting national audit

institutions, parliaments, community
monitoring organisations and a free and
independent media, in countries such
as Ghana.’

— Improving tax revenue collection, which
across Africa has increased by more than
7% of national income since 2000.”"

— Helping the poor to save and invest more in
their own businesses through microfinance
programmes, which from Bangladesh
to Bolivia have created thousands of
enterprises and millions of jobs.”

— Increasing growth, which studies
from the IMF concluded, when aid is
specifically intended for this purpose,
can increase growth by 0.5-1.5% a year
over several decades.”™ Growth s,
of course, not sufficient to achieve
poverty reduction or reduction in
inequality, but it is necessary and leads
to poverty reduction when focussed on
poor people.

The real success of aid can therefore

also be measured in genuine sustainable
development progress, which empowers
the world’s citizens to hold their
governments to account, and which
empower governments to develop their
own economies and end their dependence
on aid.

Aid is achieving more than ever before.

In the 1970s and 1980s, most aid was
designed to fight the Cold War. So it went
to some countries run by dictators — as
long as they were “our dictators” - and
provided carte blanche for many to engage
in corruption, bribery and wastage. Since
the end of the Cold War, research has
shown that better quality aid is more
targeted towards the poorest countries
and people.”

13



1.3 WHY AID IS IMPORTANT

Back in 2000 world leaders agreed that aid
should be targeted to reduce poverty and
established the Millennium Development
Goals (MDGs) for development. In 2005,
they agreed a series of targets for making
aid more effective in achieving these
results, as well as to sharply increase aid.
Though these targets have not all been
met, they have increased the volume and
the quality of aid.” Moreover, the MDG
framework with its social sector focus has
helped make sure aid benefits poor people.

Aid is only small part of the development
picture. It is a small proportion of spending
by governments in donor countries, and a
fraction of the levels the public assumes.
In the UK in 2006, aid represented below
1% of government spending but the
public thought that is was close to 20%."
Even in Sub-Saharan Africa, the world’s
most aid-dependent region, aid per
person has averaged only 6 cents a

day over the last twenty years.” And in
many developing countries, aid’s financial
contribution to development is dwarfed
by other money from overseas such as
remittances from migrant workers, foreign
investment, bank loans or bonds — and
from domestic sources such as tax
revenue and domestic savings investment
and loans.

But real aid is an important part of the
picture precisely because it is money
intended to produce development results
for poor people. Other foreign money can
be positive for growth but is not targeted at
the poorest,” it can increase inequality, can
do its best to avoid tax *’ and can severely
damage the environment. Aid does not
cause poverty, dependence, and conflict:
rather it — and other types of financing -
goes to countries ravaged by these factors.”

In addition, even though it is a smalll
amount, aid represents two-thirds of the
money flowing to the world’s poorest,
least developed, countries, which receive
little in private flows and have less ability,
because of their poverty, to generate
domestic revenue. And aid can be,

as we will show, powerful in attracting
private investments from individuals and
businesses, and generating higher tax
revenues. When investors are asked what
factors are likely to make them invest more,
they consistently underline power, water,
transport, and healthy and well-educated
workforces — all the things for which real
aid and government expenditure are the
key sources of finance.”

So real aid is crucial for long-term
equitable and sustainable development,
for improving gender equity, and for

ensuring that the poorest citizens can enjoy
their rights. And vitally, people in developing

countries, which receive aid, believe that
real aid can transform their lives.”
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between

2000 and
2010 include:
HIV/AIDS
treatment to 4
million people,’
88 million anti-
malaria bed
nets,' and 40
million more
children going
to school.™



Theresa Kamara,
Sierra Leone, Freetown

Theresa attends the
after-school adult

literacy class at Al-Qudus
primary school, which

has received training in
Budget Monitoring and
Advocacy from the School
Management Committee,
which is supported

by ActionAid.
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CHAPTER 2
AID DEPENDENCY

Whilst aid is succeeding in contributing to human
development, dependency on foreign aid can be
more problematic. This is not, as is sometimes
argued, because aid dependency inhibits

economic development or mobilisation of domestic
resources. But it undercuts countries’ ability

to chart their own development strategies, which

is what is needed if development is to really

take root. It does this by reducing developing
countries policy autonomy, undermining recipient
governments’ accountability to their own citizens,
and making it harder for them to plan development
programimes due to its unpredictability. So it is good
news that, over the last decade, even while aid has
increased, aid dependency has fallen by a third in
the poorest countries.



What is aid dependency? A country is aid dependent when it cannot perform many
of the core functions of government, such as delivering basic public services like
schools and clinics, without foreign aid. More precisely, this report identifies aid
dependency as when aid funds a high percentage of government budget expenditure,
on an ongoing basis. Another way to measure dependency is the proportion of the
whole economy (Gross National Income) that is made up of aid flows. The two ratios
(aid/budget expenditure and aid/GNI) are closely correlated.

2.1 WHY AID DEPENDENCY
IS A PROBLEM

Many authors™ have discussed the potential
pernicious effects of aid dependency and
why it is desirable to end it. Some of

these arguments are overblown. The most
extreme have asserted that aid dependency
makes countries unlikely to develop or to
fund their own development. This includes
accusations that the whole population is
less inclined to save, to invest, to produce
goods for export or domestic consumption,
or even to work, or the government is

less inclined to implement policies which
encourage these trends, and therefore aid
reduces growth. This may be true where
aid dependency reaches very high levels
and continue for a long time (see later in
this chapter). However, at lower levels there
is little evidence to support this assertion,
which also ignores the many positive
effects of aid on human development.

The more balanced conclusion is that

aid has had a positive effect in most
countries on accelerating growth,
development and poverty reduction,
especially when it supports recipient-led
policies and processes.”

The narrow version of this disincentive
argument focuses on reduced pressure to
mobilise tax revenue. The argument runs
that if governments have reliable flows

of aid to support their expenditures, they
lose the incentive to mobilise tax revenue,
especially from powerful groups such as
wealthier citizens or foreign investors.

Then they become trapped in a vicious
cycle where low tax revenues force them
to depend on high aid, further reducing
their ability to tax, and making countries
unable to fund their own development over
the longer-term. The evidence for this is
also rather weak.” As will be discussed

in the next section, if wisely used, aid can
actually encourage higher taxation, savings
and investment, including by the poorest
citizens of Low Income Countries (LIC),
accelerating the growth of their countries.

However, there are other reasons why
reducing aid dependency is important.
Its strong negative effects include:

2.1.1 Loss of policy autonomy

Aid dependent governments can lose
the space to design and implement their
own home-grown development poalicies.
This can occur as a direct consequence of
aid, because donors insist, for instance,
on recipient countries implementing the
donors’ policy priorities. Or, an indirect
consequence, because countries are so
busy engaging with donors that they fail
to develop their own alternative policies,
or because aid distorts government
spending towards a particular sector.

2.1.2 Undermining accountability and
responsiveness to national citizens,

and delivery of services by government
When services are funded in considerable
part by aid, this undermines the normal
relationship whereby citizens hold their own
governments accountable for delivering
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“Aid is only

a means to

an end. Indeed,
if aid is truly
effective, it will
progressively
do itself

out of a job.
Effective

aid should

not foster
dependence.”
Donald Kaberuka,
President of

the African
Development Bank



services such as education, health

or water. This is because governments
focus their attention on relations with aid
donors rather than with their own people,
and citizens focus attention on provision of
services by donors or NGOs. As a resullt,
there may be less pressure for budgets to
be transparent and accountable.”

2.1.3 Undermining predictability of
government spending and therefore
long-term planning

The volatility of aid flows (which is much
greater than that of domestically-generated
budget revenue,” but less volatile than
foreign direct investment), persistent large
shortfalls compared to pledges, and the
lack of transparent reporting on them

by donors to government, can make it
impossible for LIC governments and

their citizens to plan long-term and
sustainable spending.

Finally, reducing aid dependency is seen as
desirable by populations and governments
in donor countries, especially in times of
budget cuts.

So whilst real aid is beneficial to poor
people in poor countries, aid dependency
does have negative impacts — indeed, it
sets up a dynamic which makes it harder
for aid to be real. So it is worth examining
aid dependency more closely.

2.2 WHICH COUNTRIES ARE
MOST AID DEPENDENT?

The table on page 21 shows the 20 most

aid dependent countries in 2000 and 2009.

Three issues emerge from this:

— Most of the top 20 are countries affected
by conflict or internal political turmaoil.
Though aid may sometimes have
contributed to such conflict by propping

up repressive regimes (eg in DRC/Zaire),
one main cause of high aid dependence
is political instability or conflict.

— Many of these, and most of the remaining
aid dependent countries, have poor
education, health and infrastructure.
Many are also small islands or landlocked
countries with few natural resources.
They are faced with a myriad of structural
barriers to development — which are
causing aid dependency.

— The poorest countries have been
constantly hit by shocks — natural and
man-made environmental disasters,
falling commodity prices, or eruptions
of conflict, which undermine their
development and make them aid
dependent. Shocks tend to deepen
aid dependence for a time.

So the most aid dependent countries
tend to be countries which have suffered
from shocks, or for whom development is
particularly difficult for structural reasons.

2.3 AID DEPENDENCE
HAS FALLEN SHARPLY

Many critics of aid talk as though aid
dependency is a permanent state. It is not,
as the graph shows. In fact, after rising
for the previous 20 years, average aid
dependency of low income countries has
fallen very sharply over the last decade
or so. Since 2000 average low income
country aid dependency has fallen by a
third (12% of expenditure). The number
of LICs relying on aid for 30% of their
expenditure has fallen from 42 to 30.

This is because in 1975-85, most LICs
were buffeted by oil price rises and
commodity export falls and had poor
policies, and in 1985-95 they were
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undergoing deflationary structural
adjustment programmes and had high
debt burdens. They therefore suffered very
low growth and had to cut expenditures
in real terms. But since 1995, many have
seen rapid growth in income, budget
revenue and expenditures. In the 1980s
and 1990s aid dependence rose when
aid was stagnating and largely ineffective.
Since then, aid dependence has fallen
sharply even though the absolute quantity
of aid has been rising fast. Aid flows

have trebled since 2000, to the countries
which have reduced their aid dependence
fastest, while they have only doubled to
other countries.” But aid dependency has
still gone down — because although aid
has been rising, growth has been rising
faster, enabling countries to mobilise more
resources themselves.

Growth is of course not sufficient to
achieve poverty and inequality reduction.
But it is necessary, to create the resources
for development. The right kind of growth
can reduce poverty and inequality directly,
by expanding poor people’s opportunities
to sell products and services, and by
boosting employment. It can also reduce it
by creating wealth that can be taxed, and
spent on public services which benefit poor
women and men. This latter impact means
that, where a government is committed

to poverty reduction and accountable to
its people, the positive impacts of aid on
human development can be replicated by
domestic resources.

Aid dependency has gone down
dramatically in most of the countries
featured in this report between 2000

and 2009. In all of these countries human
development (measured by the UNDP
Human Development Index, which
measures income per person and access
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to health and education) has at the “Aid dependency
same time improved, dramatically in has fallen in
some of them. Ghana from
Finally, it is important to realise that only a 46% to 27 %; in
small number of countries have a level of aid Mozambique
dependence which might even theoretically ~ from 74%

have a major negative effect on growth. to 88%; in

Those analysts who have looked most Rwanda from
closely at the issue (in particular examining 86% to 65% and
e typeoof i g0 varesoerl | in Nepal from
J ! cn g 59 53% to 34%.”

expected to have any effect on growth) find
that aid has negative effects only if it goes
above 15-20% of GNI (which would limit this
potential effect to only 10-20 countries.”

A similar threshold for aid/budget
expenditure, at 40%, would confine the
potential impact to 23 countries).

For most other countries, far from

aid dependency limiting growth, aid
dependency is falling as growth and
human development occur. This is why;,
as the next chapter shows, real aid can
contribute to reducing aid dependency,
by accelerating development.



TABLE OF 20 MOST AID
DEPENDENT COUNTRIES IN
2000 AND 2009

In this table ‘Percentage’ is country programmable aid as a % of total government expenditure.
Definitions: LDC - Least Developed Country; SIDS - Small Island Developing State; LLDC - Land Locked Developing Country

2000 % LDC SIDS LLDC FRAGILE 2009 % LDC SIDS LLDC FRAGILE
COUNTRY STATE COUNTRY STATE
Sao Tome & Principe 389.35 @ [ ] [ Afghanistan 199.00 [ ] [ ] [ ]
Timor - Leste 33473 @ [ Sierra Leone 92.00 [ ] ([ ]
Sierra Leone 96. 86 [ [ ] Liberia 88.50 ([ ] [ ]
Solomon Islands 88.78 [ J [ ] ([ ] Guinea - Bissau 72.90 [ ] (] (]
Rwanda 85.68 [ ] Rwanda 65.00 ([ ] [ ] [
Zambia 83.74 [ [ Solomon Islands 64.40 ([ ] [ [
Guinea - Bissau 78.67 [ ] [} Vanuatu 63.50 L L

Laos 76.21 [ J (] Gambia 62.40 () (]
Mozambique 74.01 [ J Burundi 61.80 o [ ] [
Mali 69.92 (] (] Haiti 59.90 (] (] (]
Vanatu 67.24 o ([ ] Mozambique 58.00 ([ ]

Niger 66.96 [ [ ) [ J Central African Rep. 56.70 [ ] ( [
Cambodia 65.26 [ ] Uganda 55.90 ® ® L
Comoros 59.84 [ [ ] [ ] Congo, Dem. Rep.  53.10 [ ] ()
Tanzania 57.68 [ J Ethiopia 52.50 [ ] [ ] [
Burkina Faso 56.51 L] L Tanzania 51.80 L

Uganda 56.06 [ J (] ) Burkina Faso 49.30 (] ]

Senegal 54.73 ([ ] Kosovo 45.60

Gambia 54.50 L] L] Zambia 43.90 L L]

Nepal 52.80 [ [ [ J Mali 40.20 [ ] (]

AID DEPENDENCY

70%

60%

50%

40%

30%

This is calculated by the percentage of country programmable aid (CPA)
as a percentage of overall government expenditure in each country. LDCS AVERAGE LICS AVERAGE



Issa Omari, chairperson
of Miyuyu village, Tanzania.
The village chairperson is
elected by the community
to give people a voice in
political decisions and
budget tracking.
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CHAPTER 3
REDUCING AID DEPENDENCY
THROUGH COUNTRY LEADERSHIP

One of the many reasons aid dependency is
falling relates, paradoxically, to aid itself. When
aid is given in such a way that it supports poor
countries to lead their own development, be more
accountable to their own people, and mobilise
more of their own resources, then aid itself
contributes to reducing aid dependency.

This section looks at how this can be achieved.
The key to reducing aid dependence is strong
leadership by the recipient country rather than
by the donors, and for donors to support — not
hinder - this.



It is difficult for poor countries to refuse finance because despite all the problems of
aid overriding national autonomy, the problem is still that developing countries cannot
make their cash stretch to cover their needs. A country may adopt good policies and
resolve only to deal with donors who agree with its aims. But in the real world, when
budgets are short and citizens lack services, governments will find it difficult to reject
funds with less than ideal conditions. “Will my country refuse aid that doesn'’t fit with
the policy? It’s hard to refuse. You really need the funding,” says a senior aid official.

3.1 THE SUCCESS STORIES

Even the most ardent critics of aid
acknowledge the success stories of countries
which have ended their aid dependence.
Botswana, Korea and Taiwan were all highly
aid-dependent in the 1960s and 1970s, as
were European countries and Japan after
World War I, but they all graduated from aid
dependence. Botswana, cut aid/GNI from
30% to 2%, and aid/expenditure from 60%
to 6%, between 1975 and 1995.*

3.1.1 How did these countries

achieve this? Their policies and

strategies included:

— Strong leadership and clear policies
for national development, combining
centralised strategic planning with
protection of local industries and market-
based growth, which aid donors were
expected to support.

— Aid investment in infrastructure such
as roads, education, and in supporting
increases in tax revenue and domestic
savings and investment, as well as
improving foreign currency earnings
through exports. They did this as well as
using aid to support human development
for its own sake.

— Aid was used to develop their own
national institutional capacity and skills
from weak initial levels.

— Botswana had a main export - diamonds
- for which prices rose continually from

the 1960s, and for which the country
negotiated a good revenue-sharing deal.

— All three countries determined their own
strategies with relatively little interference
from external sources.

— They reduced dependence gradually over
15-25 years, allowing them to continue to
use aid until they had put infrastructure,
and higher tax and savings in place.

In other words, one of these countries’

key routes to reducing aid dependence
over the longer-term, was using real aid to
promote development. High initial aid levels
helped them to graduate.™

Aid critics treat these as exceptional
stories which other countries are unable
to repeat because they are stuck in

an aid dependence trap, but they

are not. Fourteen of the 30 most aid
dependent countries in 2000 reduced
their dependence by more than 20% of
expenditure by 2009, and the average
dependence of these 30 countries fell by
36% of expenditure over the same period.

3.2 HOW DEVELOPING
COUNTRIES ARE REDUCING
AID DEPENDENCE:

3.2.1 Country leadership on
development and aid”

In the long run, sustainable development
can only happen when a developing
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“Countries with
governments
that are both
capable and
committed
to national
development
should be
able to handle
relatively large
amounts of
aid well. The
strategy for
reducing their
aid dependence
would be for
aid to rise for
a period as
needed and
then to
taper off.” *



country leads the process itself.” Having

a strong national development strategy
with clear policies and results-oriented
goals and indicators, is an important
factor contributing to reduced aid
dependence. The 16 countries which were
aid dependent in 2000 and are judged in
the latest Paris Declaration survey to have
developed strong development strategies,
have reduced their aid dependence by an
average of 13% of budget expenditure
since 2000 (even though these countries
are also attracting more aid because of
the high quality of their strategies).

The ActionAid survey conducted for this
report finds that this is one of the areas in
which the most progress has been made.
Six of the seven countries surveyed —Nepal,
Rwanda, Tanzania, Sierra Leone, Cambodia
and Malawi — have undertaken consultations
to prepare development plans, and have
multistakeholder bodies overseeing them.™

But leadership on aid issues is just

as important. The UN Development
Cooperation Forum (DCF) and aid

recipient countries are promoting, at
national level, “mutual accountability”
between donors and recipients for the
delivery and results of aid and development
spending. Eleven of the 22 countries

which reduced their dependence by

more than 15% of expenditure in the last
decade, are among the 18 countries

which are the most advanced in developing
these processes.

This involves:

— a clear national aid policy including a
locally-driven aid quality and results
monitoring framework

— annual targets for how each individual
donor and the government should
comply with the policy

— annual reports and review meetings
to assess donor and recipient
performance transparently.”

Many of these accountability processes are
at early stages, but they nevertheless show
that an increasing number of governments
are prepared to lead the relationship with
aid donors. Countries most advanced in
this process, Benin, Mozambique and
Rwanda, have set targets for individual
donors to meet. This leadership has resulted
in fundamental changes in the ways donors
provide aid, including increased shares of
budget support, greater predictability,

more transparency, and more use of national
financial management and procurement
systems. This has applied even to donors
whose global performance (for example
against Paris Declaration indicators) has
been poor, because peer pressure from
other donors is applied. For example,

ltaly’s aid in Mozambique has improved in
response to the Performance Assessment
Framework there.” The recipient countries
have also made dramatic improvements in
the quality of their development strategies,
focussing more aid and spending on
producing development results, and
improving public financial management

and procurement in order to reduce
corruption and increase value for money.

Countries such as Afghanistan, Cambodia,
Ghana, Liberia, Nepal, Rwanda, Sierra
Leone, Uganda and Vietnam have set
reducing aid dependence as a key
medium-term goal in their national
development or aid management

policies. Ghana'’s new aid policy states:
“The Government of Ghana has taken
cognizance of the need to reduce
dependence on aid in the medium to long
term, and therefore intends to redouble its
efforts at mobilising non-aid resources to
fund its development objectives.”

The Government of Uganda has

gone further. To ensure that donors tackle
the other causes of aid dependence,

it has designed a specific set of goals for its
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“Countries

like Benin,
Mozambique
and Rwanda
have set
targets for
individual
donors to
meet. Their
leadership has
resulted in
fundamental
changes in the
ways donors
provide aid.”



donors to achieve ‘beyond aid’, on issues
including agriculture, trade, tax evasion
and incentives, climate change, technology
transfer, migration and regional integration.
Progress on these issues will also be
discussed annually by the government

and its partners, with parliament and civil
society contributing fully.”

3.2.2 Accountability to

domestic stakeholders

In many of these countries, although not
all, increased accountability to domestic
stakeholders has played a powerful role

in improving the results of aid — and of
broader budget expenditure — and thereby
reducing long-term dependence.

These structures have varied across
national audit offices, parliamentary

public accounts committees, decentralised
agencies, and community accountability
initiatives. Accountability has worked best
when it has combined strong community-
based monitoring with high-level
representatives such as parliamentarian