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Overview of the talk

• Starting points and assumptions
• Aid dependency and governance

– How strong is the evidence?
• A tax-related upper aid limit?

– Taxation helps governance
• Basic problems of such a limit
• Possible better ways forward
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Presentation Notes
In brief, will argue (a) that donors collectively should set upper limits on aid to particular countries and (b) that these limits should be tied to the amount of tax revenue they raise. 



Starting points and assumptions

• Aid can be hugely beneficial to development
– If well delivered and well used by recipients

• Best delivery: Paris/Accra country-led-model 
• Governance key determinant of development

– Wide variation of outcomes across countries
– Many specific causes - but highly correlated
– Good government = motivated + competent

• Crucial that aid promotes better governance
– Paris/Accra model is informed by this insight
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Plus (unspoken) DFID is the world’s best bilateral aid agency!

CLM model principles = ownership and alignment, to be suitably adapted for countries in different circumstances.

Governance as key determinant was conclusion of the Growth Commission (openness to world economy above this). aka ‘institutions’.

Of course even more crucial that aid does not make governance worse.

Paris/Accra model promotes governance by: ownership aimed to increase (inter alia) accountability; alignment to increase competence (and particularly not to undermine it).

But gap in Paris/Accra thinking concerning sustained high levels of aid. 



Aid dependency and governance

• Definition = sustained > 10% share of GNI
• Over-valuation, corruption, and absorption
• More serious is undermining of governance

– Large oil revenues create similar problems
• Competence: less good tax administrations
• Much bigger risk to government motivation

– Accountability more to donors than citizens
– Paris/Accra model exacerbates this problem
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Dependency a feature of small low-income countries, most of them in SSA. Not of large countries such as India nor middle-income countries eg LA.

Causes a range of problems: three here are genuine, but can be mitigated.

Can have bad governance without a lot of aid or oil (Kenya, Zimbabwe).

Less capable and narrower tax administration, undermines some of the competence gains from alignment.

Explain why this reduces growth: interests of citizens and donors not identical, so confused and shifting policies

Exacerbates compared to high levels of aid in donor project form (because PRSP + PRBS = conditionality squared).



How strong is the evidence?

• Aid dependency reduces domestic taxation
– Unsurprising, rational: insufficient evidence
– History: no representation without taxation

• Brautigam & Knack: reduces ICRG scores
• Aid dependent countries have stayed poor
• Negative aid2 coefficients in gr regressions

– But size varies, and regressions are contested
• My own observation of political interaction
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ie evidence that aid dependency slows growth via worsening governance.

Tax reduction: IMF studies, also Brautigam and Knack (2004 EDCC study of highly aided African countries.)  In principle this might even be good!

Historical evidence or debate about contemporary relevance: see IDS Policy Briefing 34.  Ask Mark Robinson or Max Everest-Phillips. 

Other studies have linked ICRG scores (and related governance indicators) to growth

Simplistic view easily refutable, but some smart well-informed people such as Easterly have come to believe this, as have others who have travelled round Africa and been dismayed at the extent to which people at all levels just seem to wait for aid agencies or NGOs to come to help them.  A dramatic contrast to what these same people observe in East and even South Asia.

Growth regressions instrument for reverse causality.

With a highly aided country, SoS gets to meet the PM or president (in China or India, not even minister); and if problems arise (1) SoS must call PM because of political risks in UK and (2) PM has to take that call (and in most cases act on it).

My own experience as a 3rd-tier CS (Roger Wilson in Malawi, China).

More of a problem with bilateral than multilateral aid.

Just aesthetic?  Maybe, but in combination with other evidence seems to me too strong to ignore.  (Risks of being wrong, either way.)



A tax-related upper aid limit?

• No more than 50% of domestic tax revenue
• Governments accountable mainly to citizens
• Incentivises (limited) countries to raise taxes
• The small print: qualifications and details

– Consensual and non-coercive tax collection
– Taxes on mineral resources to be excluded
– Humanitarian/emergency aid also excluded
– Time-smoothing: cyclicality, capital spending
– Data: collection, lags and monitoring issues
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My suggested starting point for thinking: put an upper limit on aid, tied to amount of taxes raised from citizens.

50% conveniently round #.  Corresponds to one third of aid plus tax revenue, so keeps main accountability of recipient governments to their citizens, where it belongs.

Aid then becomes a ‘matching’ contribution, or ‘challenge’ grant.  In addition to keeping governments keener to please citizens than donors, incentivises them (and taxpayers) to increase tax revenue.

NB there is a trade off between these two objectives.

Now for the problems.  Many devils in details. Some listed here.  (IMF might monitor data.)  Many others [eg Should expenditure taxes include tariffs?  Yes. Should income taxes include corporate as well as personal?  Yes. What about aid through NGOs?  Only if large.  How to handle part-concessional loans?]

But such problems are universal features of public policy: with a bit of effort, acceptable solutions can be worked out. 



More basic problems of a limit

• Phasing in limits (and later phasing out aid)
• Benefit of above-50% aid may exceed cost
• One size does not fit all: optimal limit varies

– with marginal benefits from extra aid spending
– with variation among countries in tax capacity

• Donors could/would not apply aid-tax limits
– Donors motivated not only by development
– Multiple donors, notoriously uncoordinated
– Recipient governments would not cooperate

Presenter
Presentation Notes
50% would bind on about 30 non-tiny countries, three-quarters of them in sub-Saharan Africa.  Non-tiny = populations > 1 million.  About half the 30 are now over 100%. Omitted Afghanistan and Iraq as special cases.

Huge cost/feasibility problems of instant aid cuts or tax rises to get 50%.  Eventually needs to be phased out.

Absolute aid numbers would be tiny, rightly says Jeff Sachs (and John B), way below MDG based estimates of need.

Tax effort vs tax capacity (Partho Shome).  Also, above some level, higher taxes have bad effects.

Much easier to say ‘optimal limit’ than to calculate where it is: 50% as a yellow flag, says Paul Isenman.  Probably higher in democratic recipients.

1. Donor motivation.  Development = improving long-run well-being of the citizens of recipient countries.  Foreign policy motives may be good (friends).  Elections are good, but tend to give politicians a short-term bias.

2. Donor coordination. No teeth even for DAC donors.  Now compounded by ‘new’ national donors (eg China), global funds and private donors.



Possible better ways forward

• Burden-sharing as an addition to Paris/Accra
– Analogies and lessons from fiscal federalism
– Levels, trajectories, regularly reviewed rules
– Could and should be applied to all recipients

• Assumes aid will continue for several decades
– Different from the Sachs ‘one big push’ view
– Aid temporarily above limit ≠

 
aid dependency

• DAC donor enforcement by ‘compensation’
• Strategic donor thinking in this area is vital

Presenter
Presentation Notes
Reduces what may seem like fundamental inconsistency of any such limit with spirit of Paris/Accra.

Rules good, discretion bad, but rules need regular review.

≠ aid dependency, because its definition includes the word ‘sustained’

[Other ways of improving governance: matching instruments to objectives.]


	Should donors cap aid to Africa?
	Overview of the talk
	Starting points and assumptions
	Aid dependency and governance
	How strong is the evidence?
	A tax-related upper aid limit?
	More basic problems of a limit
	Possible better ways forward

