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= LOW RATES OF INTEREST (1%: SERVICE
= CH;L\RGE)

° | ONG MATURITY PERIODS
A GRANT ELEMENT OF AT LEAST 25%.
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:.:-u:':.'KlRlsATl RANKED THIRD (US$180)
"= VANUATU: RANKED FOURTH (US$170)

® SOLOMON ISLANDS: RANKED SIXTH (US$140).
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- = CUSHION AGAINST PRESSURES ON EXCHANGE RATE

e EXCHANGE RATE STABILITY



— TQUESTIONS: - —
SPOESAID DIS $UA(:3II‘EA : ,LTMEFF ? -

WD OESAID ENCOURAGE WEAK TAX MACHINERY?2

° DOES A IDAES \F G 5 GH RECURRENT EXPENDITURE’7
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ID (NOT TIED TO PROJECTS) LEAD TO GOVT

WYOES FUNGI B!
J
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CONS) UJ\/JHFJOJ /
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BGO'-IVIERANG EFFECTS OF AID: MORE BENEFITS TO AID GIVERS:
C@NSULTANTS & NO INCENTIVE TO CAPACITY BUILDING

* AID: “CAPTURE OF AID”: CONSUMPTION BY ELITES & BUREAUCRACIES,
DIVERTING FROM THE INTENDED PURPOSES (WINTERS 2005)

e AFRICAN CASE: “AlID IS A TRANSFER OF WEALTH FROM THE POOR IN RICH
COUNTRIES TO THE RICH IN POOR COUNTRIES” (ROBERT GUEST)
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PRUNCLEAR CAUSALIFY:CHAIN: LINKING AID TO

EROVWARSL(IME 20065 Viacro Magmt.ofi Foreign.
Alel) v—— -

= MOS‘E STUDIES DEAL WITH AGGREGATE
Al r-Li

JECT AID IS MORE RELEVANT

T

= MOST OF PAST AID IS FOR NON DEV.
MILITARY. EXP. DISASTER RELIEF.

* \WB STUDY (BOURGUIGNON AND SUNDBERG
2006): A BLACK BOX
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—_—— Governance Knowledge

o Ex-ante, ex-post, macro,
Micro, impact-evaluation

Source: Bourgignon & Sundberg - 2006



.~ OPENING THE BLACKBOX. =
EBUREIGNON & SUNDBERE 2006)"

OUICOMES: MACROECONOI\/HC STABILITY:; TAX
RADE POL CJ'__'VJ __,—\_)JJ G 1O |NVESTFII=NT
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-RS TO POLICIES: PERSONS OF CAPABILITY;
: ECKS AND BALANCES LEADING TO POLICIES
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~IDON J,} TO POLICY MAKERS: AID AGENCIES (BILATERALS AND
MULF | ERALS) INFLUENCING POLICY MAKERS THROUGH
~ADVICE LDEBATE CONDITIONALITIES; TECHNICAL ASSISTANCE
'_r:,_:EE 3 OL GH CONSULTANTS.

- m
.-'l'"'__,_-.

= LM\/IITATIONS OF DONORS: POOR UNDERSTANDING; IMPERFECT
-~ KNOWILEDGE OF LOCAL ENVIRONMENT; IMPERFECT CONTROL OF
IMPLEMENTATION OF POLICIES

e LINKS ALONG THE CHAIN: MEASURED AND MONITORED THROUGH
EVALUATION: QUALITY & QUANTITY OF AID; QUALITY OF DONOR
COORDINATION; GOVERNANCE CHARACTERISTICS; QUALITY OF
DOMESTIC POLICIES; BENCHMARKING



TOWARDS NEW. MODEL

SES IN AID ARCHITECTURE: END..@E.@@ME@?’
HIUM SUMMIT 20008 MONTERREY MEETING 2002

—
e

DN AIN FEATIURESHGOUNTRVAOWNERSHIPOE
BEVEEOPVENT STRATEGY & ALLOCATION OF AID ON
EEREORIVANCE

"

PNAT FJOL\JL POVERTY REDUCTION STRATEGY RATHER THAN
JEAY FFF’ LY AGREED CONDITIONS; HARMONISATION OF
POF EDURES: MARCH 2006: PARIS DECLARATION ON AID
;]VENESS SIGNED BY 100 COUNTRIES

-—":.-
* -d-

— "/ﬁ_J_OCATION OF AID ON BASIS OF PERFORMANCE
- MEASURED BY STRENGTH OF COUNTRY POLICIES AND
=~ MONITORABLE RESULTS (INTERMEDIATE INDICATORS;
PERFORMANCE INDICATORS: VARIOUS ASPECTS OF POLICY
ENVIRONMENT, INTERMEDIATE RESULTS AND FINAL
OUTCOMES

° BOTH FEATURES POINT TO THE PRINCIPAL-AGENT MODEL
AS A CONCEPTUAL FRAMEWORK



OWARDS NEW. MOD
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e =4S /\J\/Jr) =MPLOYER ( CIPAL) HIR
AGENT): A _§,Y|\4_M,ETR|C INFORMATION

ORKER

SVIPEGYER DOES NOT KNOW HOW MUCH WORK OUTPUT IS
Uv— 10 \/\/O“’ EFFORT AND HOW MUCH DUE TO GOOD OR BAD
LUCK. 5

- IHE S Ql .- ION IS TO ALLOW WORKERS TO CHOOSE THEIR
\/\/OQ < FF’ G’RT LEVEL TO COMPENSATE THEM BASED ON

s .'—__ x —-|-
r -t "l.‘."_

#rw ﬁN’GR CANNOT MONITOR AID RECIPIENT’S COMMITMENT
“""”—TQREFORM NOR THE REAL IMPLEMENTATION OF REFORMS
-~ NEEDBED TO ASSURE OUTCOMES

° AID PRACTICES IGNORE THIS FACT. RELY ON NON-
ENFORCEABLE PRINCIPLE OF CONDITIONALITY.




. EEFEGTIVENESS OF AID. =

=ITUDIEST NO NANTMISRY: G‘NINEXUS BET\ NATID & GROWTE

—}

SE=ARINEST, STUDY. 195 FRE AN/ 2 CRITICAL OF LARGE
BUREAUCR ::):lJ-\ SECONGVIC RENTS INFAID-RECIPIENT
COUN <Jr";

'r

STUR = U"" D AGGREGATED DATA: ABSENCE OF DETAILED DATA
"O” - r?OJ 163 =8 PROGRAMS AND TECHNICAL ASSISTANCE.

o ISEANE -'1992) AND MBAKU (1993): STUDIES ON BANGLADESH AND
GAVEROON: AID DID NOT CONTRIBUTE TO GROWTH.

‘_n-_'—-

*'Ff-DTNGS OF RECENT STUDIES: RANGE FROM NO LINK BETWEEN
“AID:& GROWTH TO POSITIVE RELATIONSHIP FOR SOME COUNTRIES
'BUT WITH DIMINISHING RETURNS AS THE VOLUME OF AID RISES &
PRESENCE OF A CONDITIONAL, POSITIVE RELATIONSHIP WITH
GROWTH, UNDER CERTAIN CIRCUMSTANCES.

—

* CLEMENS, RADELET AND BHAVNANI (2004): EXISTENCE OF A
POSITIVE RELATIONSHIP BETWEEN AID AND GROWTH



SERAANSANDSUBRAMANIAN GF V]
EVAIDENCE OF AID HA I
NECATFAV=RS > ONFGROWTHL.
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RAEHUR 'M & SUBRAI\/IANIAN OF IME (2005)
<FDFI\JC: OF “DUTCH DISEASE EFFECT”: APRECIATION
OfF REAL | HANGE RATE
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2 JUa: |EFFECT: LARGER PART OF CONSUMPTION:
— NON- RADABLES RISE IN DOMESTIC PRICE LEVEL &
—RE LfEXCHANGE RATE
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. IMPACT: FALL IN COMPETITIVENESS OF LIMITED
EXPORTS.

o WEAKENING ECONOMIC GROWTH.
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SWVB STIUDY ON'PICS (1993): REV'I@IOF T\WO DECAD
SEANVIEUS SERVWARM Il

- POOR JFO\//'F IN,PICS IN ,_,_}/ Do OF PLEN UL AID P
CARITA e — .

"-h "

> ANNUAR r' ROWTH IN PER CAPITA GDP IN CARIBBEAN: 2.8%
ZPICS: %~ ROWTH

._-"

> E)\|P) .CG:)LD WAR PERIOD: CHANGE IN DONORS’ PRIORITIES
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-:::"..- r *E NOR COORDINATION INITIATION OF REFORMS

—-—.'.u:hl

g

—— °WITH LOANS AND TECHNICAL ASSISTANCES FROM DONORS

- PROGRESS HAS BEEN SLOW AND UNCERTAIN

e SOME PICS IN THE LATE 1990S: ECONOMIC AND POLITICAL
CRISES: TRACED TO POOR GOVERNANCE
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SCENTRE FOR INDEPENDENT STUDIES (CIS): AlD HASEAMLED I
i, cli=fe
REVRCIA/C (HUGHES 2003). —

SIINEEEECT VE USE OF AID 'ING 30 YEARS : US$ 50 BILLION
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—a-v"‘ S‘S\ID STUDY (2005): EXERCISES FOR A WHITE PAPER ON AID:
ﬁ"’*"P_[CnS NOT ON TRACK TO MEET THE MDG

B —

-

= FAILURE TO REGISTER ANNUAL PER CAPITA INCOME GROWTH AT
. 296 (1995-2004): THE REQUIRED RATE FOR REDUCING POVERTY
(DOLLAR AND KRAAY 2001).

-

e LATEST STUDY BY AUS STRATEGIC POLICY INSTITUTE (2007):
REDUCE GOVT TO GOVT AID: INVOLVEMENT OF PRIVATE SECTOR
THROUGH TAX INCENTIVES: 150% TAX DEDUCTION (ROLAND RICH
2007)
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-~ Jamaica 2651 3,008 08

— ! St.Kitts and Nevis 42 7,745 49

= ' stLucia 1419 4,124 76
St.Vincent and the

Grenadines 120 4,060 87

Suriname 436 2,199 86

Trinidad and Tobago 1303 7,384 b7
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Indian Ocean

The Pacific

!
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—-r—“;ReﬂEﬁFe_-gf Marshall

= Islands -_— 51 2,008 121

- samoa 175 1,484 74
Solomon Islands 418 541 128
Tonga 98 1,347 54
Tuvalu Il 345 118

Vanuatu 183 1,138 118
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1'990 2003= 990 1997 ‘ 998-2003

A\re rage _5___,_'_1'- Average

 Growth

Indian Ocean

= apvamEWGumea 3.2 6.2 5.6 8.4 -0.2 3.9

= _"-' - Republjs'of YETR B

= —= ~istands: 23 7.9 -0.9 1.7 0.3 4.6
Samoa e 7.6 -8.1 11.2 3.9 v
Solomon Islands 0.1 5.6 2.9 3.8 -3.7 6.0
Tonga 2.5 2.8 3.3 3.5 223 21
Tuvalu 3.8 54 5.6 6.2 4.8 4.5

Vanuatu 2.1 .l 4.4 4.0 0.8 3.4



A& AIDIAS %, C

SIRIGAL STUDY ON L

120

SBIILATE AL AID: 90% OF TOTAL AID:
AUSHE NIA & JAPAN BEING THE MAJOR
ﬁ U CES OF ASSISTANCE.

ﬁgﬂ‘-{,‘

e

< FIRST PIC: REFORMS IN 1988:
~ DEREGULATING ECONOMY & DISMANTLING OF
SUBSIDIES & RESTRICTIVE MEASURES.



Total

Aid per capita (current prices)

US$
FJ$

44.5

56.50
81.57

36.8

46.19
BT/

20.9
£l

34.9

43.29
85.26

28.7
155
10.7

0.2

29.1

35.91
76.43

24 0
12.7
8.5

4.6

28.6

31.90
72.63

31 3
18.7
8.6

2.5

33.8

41.17

90.04



SIEIBNYCONI NEXUS BETWEEN AID. &,

GROWTH IN FV*
e e

SENCE OF DETAILED DATA N AID BY CATEGORIES OF
S} H \J HrJ {JJ AL AND'SOCIAL INFRASTRUCTURAL
C LS

- TOIFAR \JF ECONVERTED INTO FIJI DOLLARS ADJUSTED FOR
INEEATITONFAND THEN INCLUDE IN THE ANALYSIS AS THE
”f’\l AlF ER CAPITA (PCAID)

il NSISTENT DATA ON QUALITY OF GOVERNANCE FOR
== _’i@ﬁ-" TA‘R PERIOD

ﬁ"ﬂ“ =

Sy

.':-_- S} AVAILABLE DATA ON RECURRENT EXPENDITURE

= REDUCTION IN RECURRING EXPENDITURE REFLECTS GOVT
EFEICIENCY FOR REDIRECTING RESOURCES INTO
PRODUCTIVE EXPENDITURES.



OR STUBY.ON NEXUS BETWEEN AID,. &,

GROWTH IN FV,;;..

ISP THON: ALL NONCONSUMPTION EXPENDITURES ARE
PROPUCTIVE INVESTMENIS.

RENDRENS FROM AlD OVER TIME:SUBJECT TO DIMINISHING
RETURNSAY /ARIABLE: REAL PER CAPITA AID SQUARED
(PCA J/)

A/ ARTABLE RATIO OF RECURRENT EXPENDITURES TO
TOTAE XPENDITURES (CETE): ALLOCATIONAL NATURE OF
1O ] AlL BUDGET FUNDS INTO WAGES AND SALARIES AND
_'_,_J-E“ JHOUSEKEEPING EXPENDITURES.
e
"'.;' ® AN INTERACTION TERM BETWEEN REAL AID PER CAPITA
“AND THE RATIO OF RECURRENT EXPENDITURES TO TOTAL

- EXPENDITURE (PCAID*CETE).

e REAL EXCHANGE RATE INDEX: OUTCOME OF PRUDENT
FISCAL AND MONETARY POLICIES, AS THE
COMPETITIVENESS OF EXPORTS IN AN OPEN ECONOMY IS
CRITICAL FOR ECONOMIC GROWTH



Expenditures
to Total

Inflation Growth

(%) (%)

12.2 2.7

8.9 05

= 6.0 1.0

ey 5.1 13
.;—:-l-"__'. __@_'-'_

== (Ave) - 202134 70.18 3.3 13

e 2000~ 3220.07 57.96 11 ==

2001 3288.23 51.30 43 2.1

2002 3384.55 62.62 0.8 2.9

2003 3461.64 NA 4.2 2.3

2004 3566.64 NA 4.1 3.0
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%A% indjcates significance at 1 per cent level

(5 71)

+69,09LPCAID*LCETE-0. 461 REE.
(9.66)

(1.96)

(0.10)

5 LPCA ID*** -5.94 [ PCAID2** -1.25[ CETE***

(17.35)
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TIVELY O GROWTH

=

> IR f._E_JECT TO DIMINISHING RETURNS

"'

-4 J‘HJJI_: RATIO OF RECURRENT EXPENDITURE

O £6) AL EXPENDITURE HAS A NEGATIVE
E- ’CT ON GROWTH

& .
—— —

- C'_Oi\/IPETITIVE REAL EXCHANGE RATE POLICY
PROMOTES GROWTH.

—

- "RESULTS G@NFIRMg :
S IDFCONTRIBUT g




ONBIMINISHING RETURNS
OF AID,JO GROWMH! =+

I'T S EROM_AID INCRE Sl WITH INITIAL INELOWS BUT AFTER

"\J A CER l L=VEL, | HE EGIN 1O DECL }_--~ I=lA
RNAWOULED ACTURLLY BEBETTER OFE WITH ATD

SSENING AlID ARE BENEFICIAL FOR GROWTH

-l_:n.

._

2 IIHEY ri,—\ S| THE EEFICIENCY OF AID (LENSINK AND WHITE 2000).

-
——

(=N IVIENON IS DEFINED AS THE AID LAFFER CURVE

-FFFIN (1970): POSSIBILITY OF A NEGATIVE EFFECT OF AID ON
_ﬁ—._._ PRODUCTIVITY AND THEN ON GROWTH.

. AID WOULD REDUCE PRODUCTIVITY OF INVESTMENT

_—

e IF THIS EFFECT WERE SUFFICIENTLY LARGE, AID WOULD REDUCE
GROWTH.

e THIS CIRCUMSTANCE OCCURS BECAUSE GOOD POLICIES AND AID
ARE “SUBSTITUTES” IN THIS CASE (BURNSIDE AND DOLLAR 2000).



NHATISTHEBREAK-EVEN/TURNING POINT.IIN
PER CAPITA AID -
AEOVE WHICH MORE AID F GATIVE
VARGINAL IMPACH ON__GROWTH?

THE TURN NG POINT OF PER CAPITA AID IS F$74.17.

e

(= AlD TO FIJI'S PER CAPITA REACHES F$74.17,
SRATE OF ECONOMIC GROWTH WILL CRAWL TO
— O

_'-'._

11: AlID EXCEEDS THIS VALUE, THERE WOULD BE A

-;-f' - NEGATIVE IMPACT OF AID ON ECONOMIC GROWTH,
~ AS THE LAW OF DIMINISHING RETURNS WOULD
"OPERATE.

3. FIJI’'S TURNING POINT (F$74.17) IS MUCH HIGHER
THAN AVERAGE PER CAPITA AID (F$67.18) OVER
THE PERIOD 1970-2002.



\TERACTION TERM-,,--- -

— . —

- h’i o ——

COEEEICIENT OF B EINTERACTHO 2IVi
l‘)l_'r\-/\/ \FI_'L‘ NCID A IE/A A E‘f =] .ii “
"/<r)"N_)' URES 1O TOTAL EXPENDITURE
CEADFCENE) IMPLIES THAT AID IS EFFECTIVE
WHEENFGOVERNMENT CONSUMPTION IS UNDER
fON OL

..-'j"

THE CETE IS MORE THAN 61.18 PER CENT,

]ﬂ 'H{'Ll{

Z\'ID EFFECTIVENESS WOULD BE NEGATIVE.

-
—
-'.-
i

i I.

. POLICY IMPLICATION: GOVT CUTS
CONSUMPTION EXPENDITURE RATIO & RELEASE
MORE FUNDS FOR DEVELOPMENT EXPENDITURE




VANUATU CASE —
— - _J*

> TWY/C)E |S STUD'ES .5 ANID 2004): HIGHILY

SRINIGAL (‘r HE EFFECT

TO VAN J’

ANNOL NCEMENT IN MARCH 2006: US
WIEEENNIUNM CHALLENGE CORPORATION APPROVED
IEIVE-YEAR US $65.69 MILLION COMPACT WITH

- ;T.;J_vf,: NUATU.

.--": ——

e
T
_'-. -
—

ENESS OF FOREIGN AlD

- T-HIS PROVOKED FURTHER CRITICISM FROM

- HUGHES AND SODHI (2006) THAT THE US
GOVERNMENT DECISION WAS NOT JUSTIFIABLE IN
THE LIGHT OF INEFFECTIVE USE OF AID IN
VANUATU.



e

SABEILOAN OF US $20 I\/IILLION FOR COMPREH \= _
FRORVISIPROGRAMME. j —
FORIVIEROVING BUDGETARY PROCEDURES AND METHHODS
r\l JIDNIRI= Hr\ JJ\JJ MIANMYUALS)

> ADE \/\/r\\ JOINED BY AUSTRALIA: TECHNICAL ASSISTANCE
N J‘FRM F EXPATRIATE SKILLS.

--l-

SEAN(C '004) 42 INTERNATIONAL CONSULTANTS

PESCENDED ON PORT VILA TO PREPARE MANUALS FOR

= WARIOUS MINISTRIES AND AGENCIES INCLUDING FINANCE
= BPLANNING AND OTHERS. ONCE THEY LEFT, THERE

ﬁ 'VVE‘RE “FEW LASTING RESULTS” .

-
—

o GAY (2004): MAJOR PART OF ADB LOAN PROCEEDS: FOR
PAYMENT OF EXPATRIATE SALARIES.

e ARTIFICIALLY GIVING THE ECONOMY A SHORT-TERM
BOOST ” (GAY 2004: 31).: “DUTCH DISEASE EFFECT”



SIRIGAL STUDY. ONIVANUATU: FOR.

JESTING THE HYPOTHESES:

PROCEDURES: E
8 HREE-VARIATE MODEL: GDP, AID & EXPORTS

VO BI-VARIATE MODELS: AID & EXPORTS;
HEOR: 'S AND GROWTH

TR ARIATE MODEL: TESTING THREE HYPOTHESES
_F.:.%..“’! D ENHANCES PRODUCTIVE CAPACITIES

% HIGHER PRODUCTION & MOVEMENTS FROM HINTERLANDS IN

RURAL COMMUNITIES AND REMOTE ISLANDS TO COMMERCIAL

—;--'1'- ~ CENTRES AND PORTS WOULD LEAD TO RISE IN TRADITIONAL
— _ —  EXPORTS INCLUDING COPRA, BEEF AND FISH;

3.~ RISE IN EXPORT WOULD RESULT IN GROWTH.

e BIVARIATE MODELS: TESTING TWO HYPOTHESES
1. AID POSITIVELY INFLUENCES PRODUCTION OF EXPORTS
2. EXPORTS POSITIVELY INFLUENCE GROWTH



| |ND'|‘N'GS g...

VIBISHVARIA -:-;rj CE.OF LOM !
JERIIRELA [IONSHIP AMONGST THE
JIIREE VARIABLES.

3
e
5 =

=
=
"—l.

— —

- ..--
=

| r /O B IVARIATE MODELS:
' _ | -AID DID NOT CONTRIBUTE POSITIVELY TO EXPORTS;

_-—-
— z____.—

— 2 _EX_PORTS POSITIVELY INFLUENCED GROWTH.



. RESUL S NO SURPRI-S,E

By ALYZING ; FIE“'[”)ATA OF A MUCK
SHERIERIPERIODIANDAVITIHOWT EMPLOYANG
VSR IS TICATED ANALYSIS, HUGHES
ANBISODHI (2006) CAME TO THE

SWNELUSION THAT PAST AID DID NOT

BENEFTT VANUATU.

=

“.':-.'.{-E -‘fF\TESOR"ING TO A MORE DETAILED

= EMPIRICAL ANALYSIS OF DATA, WHICH ALSO
-COVERED A LONGER PERIOD, OUR STUDY

CONFIRMED THE FINDING THAT AID DID NOT

CONTRIBUTE TO GROWTH, BUT EXPORTS

POSITIVELY INFLUENCED GROWTH.




fLOPMENT

e AID SHOULD HAVE BEEN CONTINUED
FOR GROWTH ENHANCING PROJECTS
AND PROGRAMMES, INCLUDING OUTER
ISLAND DEVELOPMENT



“CONCLUSIONS . =
PROJEG" A D" WOeULD,. HAVE RA-I&EDM’

INCOVES THROUGH ENTING SUPPLY OF

=APC <r—~=- ED COMMODITIES THAT WOULD
J—J/—\\/" SENEFITEDTHECOUNTRYASWE

4) VANUATU DID NOT HAVE
T RISE IN DOMESTIC CREDIT

* NOT OF THE KIND FACED BY LATIN AMERICAN
COUNTRIES.

e NO NEED FOR IMEF- STYLE STRUCTURAL
ADJUSTMENT LOANS.




SCONMMENDATION -

e REDIREC T ING ALJ,QTOWARES!}‘ p—

PROPUCT ION OF AGRICULTURAL EXPORTS
ANRCRWHICHAREGROWNIBY. RURAL .
COMMYUNIRIES

BAIID: FOR OUTER ISLAND DEVELOPMENT
HRQ= CTS

-*- -.r_-.

"'.

= *AID FOR ROADS CONNECTING FARMS AS

-WEiL AS HINTERLAND IN REMOTE,
ISOLATED ISLANDS TO PORTS AND JETTIES
FOR SPEEDY MOVEMENT OF EXPORTS SO
THAT RURAL COMMUNITIES ARE
BENEFITED THROUGH RISES IN THEIR
INCOMES AS WELL.



RECOMMENDATION ..

SIDONOR AGENCIES SHOULLDY -
JJ\JJF TAKE A FRESH EVALUATION OF

. rrJfY SHOULD CAREFULLY REVIEW
INEIR'POLICIES: WHETHER THE

rJ\/ - ASIS ON GOVERNANCE HAS BEEN
Z=EL _E__RDONE

g =
— -

* NEED FOR STRIKING AN APPROPRIATE
BALANCE BETWEEN AID FOR IMPROVING
GOVERNANCE & AID FOR INCOME
GENERATING ACTIVITIES.
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