

[image: e9789264075511_cover.jpg]







Policy Ownership and Aid Conditionality in the Light of the Financial Crisis

A CRITICAL REVIEW



Andrew Mold




ORGANISATION FOR ECONOMIC CO-OPERATION AND DEVELOPMENT

The OECD is a unique forum where the governments of 30 democracies work together to address the economic, social and environmental challenges of globalisation. The OECD is also at the forefront of efforts to understand and to help governments respond to new developments and concerns, such as corporate governance, the information economy and the challenges of an ageing population. The Organisation provides a setting where governments can compare policy experiences, seek answers to common problems, identify good practice and work to co-ordinate domestic and international policies.

The OECD member countries are: Australia, Austria, Belgium, Canada, the Czech Republic, Denmark, Finland, France, Germany, Greece, Hungary, Iceland, Ireland, Italy, Japan, Korea, Luxembourg, Mexico, the Netherlands, New Zealand, Norway, Poland, Portugal, the Slovak Republic, Spain, Sweden, Switzerland, Turkey, the United Kingdom and the United States. The Commission of the European Communities takes part in the work of the OECD.

OECD Publishing disseminates widely the results of the Organisation’s statistics gathering and research on economic, social and environmental issues, as well as the conventions, guidelines and standards agreed by its members.

The opinionsed pressedand arguments employed in this publication are the sole responsibility of the author and do not necessarily reflect those of the OECD, its Development Centre or of the governments of their member countries.






9789264075511


 ISSN 1563-4302 (print)

ISSN 1190-0295 (online)



 Also available in French: Appropriation et conditionnalité de l’aide : Une revue critique à la lumière de la crise financière





 Corrigenda to OECD publications may be found on line at: www.oecd.org/publishing/corrigenda.

© OECD 2009

You can copy, download or print OECD content for your own use, and you can include excerpts from OECD publications, databases and multimedia products in your own documents, presentations, blogs, websites and teaching materials, provided that suitable acknowledgment of OECD as source and copyright owner is given. All requests for public or commercial use and translation rights should be submitted to rights@oecd.org. Requests for permission to photocopy portions of this material for public or commercial use shall be addressed directly to the Copyright Clearance Center (CCC) at info@copyright.com or the Centre français d’exploitation du droit de copie (CFC) at contact@cfcopies.com.




THE DEVELOPMENT CENTRE

The Development Centre of the Organisation for Economic Co-operation and Development was established by decision of the OECD Council on 23 October 1962 and comprises 23 member countries of the OECD: Austria, Belgium, the Czech Republic, Finland, France, Germany, Greece, Iceland, Ireland, Italy, Korea, Luxembourg, Mexico, the Netherlands, Norway, Poland, Portugal, Slovak Republic, Spain, Sweden, Switzerland, Turkey and the United Kingdom. In addition, the following non-OECD countries are members of the Development Centre: Brazil (since March 1994); Chile (November 1998); India (February 2001); Romania (October 2004); Thailand (March 2005); South Africa (May 2006); Egypt, Israel, and Viet Nam (March 2008); Indonesia (February 2009); Costa Rica, Mauritius, Morocco and Peru (March 2009). The Commission of the European Communities also takes part in the Centre’s Governing Board.

The Development Centre, whose membership is open to both OECD and non-OECD countries, occupies a unique place within the OECD and in the international community. Members finance the Centre and serve on its Governing Board, which sets the biennial work programme and oversees its implementation.

The Centre links OECD members with developing and emerging economies and fosters debate and discussion to seek creative policy solutions to emerging global issues and development challenges. Participants in Centre events are invited in their personal capacity.

A small core of staff works with experts and institutions from the OECD and partner countries to fulfil the Centre’s work programme. The results are discussed in informal expert and policy dialogue meetings, and are published in a range of high-quality products for the research and policy communities. The Centre’s Study Series presents in-depth analyses of major development issues. Policy Briefs and Policy Insights summarise major conclusions for policy makers; Working Papers deal with the more technical aspects of the Centre’s work.




For an overview of the Centre’s activities, please see www.oecd.org/dev.




Foreword

This publication is part of the Development Centre’s Work on Financing Development, which explores responses to the new challenges for bilateral aid arising in the context of the global economic crisis.
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Preface

Since the Paris Declaration of 2005, there has been a genuine reappraisal of the modality of aid giving. “Good policy environments” and “national ownership” have become key elements within the new framework. Nevertheless, although the lexicon of the donor community has moved on, “aid conditionality” is still very much part and parcel of aid-giving. Where do the controversies persist on aid conditionality? How successful have donors been in stemming the rising tide of conditionality of the 1980s and 1990s? Does the donor community practise what it preaches in terms of aid allocation according to governance and developmental criteria? And what implications does the financial crisis have for the sustainability of existing conditionality frameworks? These are some of the questions that this study attempts to address.

The study reiterates a now commonplace conclusion that policy-based conditionality has been broadly ineffective. But it is a conclusion which merits repetition, as the logical consequence of it has been ignored – the recommendation that most policy-based conditionality should be phased out. The paper also dwells extensively on the shift in recent years away from ex post conditionality and towards ex ante selectivity. It is argued that while some form of selectivity will inevitably be exercised by donors, the criteria should not be excessively detailed or exhaustive, or donors will risk replacing one form of conditionality with another, and end up marginalising many of the neediest countries.

The study also looks at the implications of different aid modalities for conditionality. Since the 1980s, donor preferences have changed markedly, increasingly favouring programme over project aid. Budget support in particular has been one of the most favoured modalities of delivering aid in recent years. But paradoxically, despite its professed objectives of enhancing recipient ownership of policies, budget support has often inadvertently led to a situation whereby donors try to control the development agenda more extensively than they have in the past. The study suggests that donors should look again at the relative merits of less ambitious forms of programme aid (e.g. SWAps) and project aid.

In addition, given the scale of the current credit crisis and the global imbalances which underlie the international financial system, it would seem apparent that rich countries also require some form of external discipline themselves in making the necessary macroeconomic adjustments. Conditionality, the author argues, “should no longer be a one-way street”. The point may be a provocative one, but against the backdrop of the most serious economic crisis in the last 60 years, it is a point which merits serious attention.

Finally, a lot is at stake for the donor community. A number of highly critical studies have recently been published on international aid. The Rwandan government has announced plans about how it intends to end aid dependence. Criticisms of the international aid architecture are thus gaining momentum. Conditionality is one of the major bones of contention between donors and recipients. The crisis has magnified those long-standing grievances. The problem of conditionality needs to be dealt with in a more serious, transparent and even-handed manner than it has in the past. It would be reckless for the donor community to ignore these warning signs.

Javier Santiso 
Director, OECD Development Centre 
Paris 
July 2009





Chapter 1

Introduction

The international financial crisis, which started in July 2007 but took a decided turn for the worst in September 2008, has given a renewed prominence to the international financial institutions (IFIs), especially the World Bank and the International Monetary Fund (IMF). Before the crisis struck, both institutions had confronted sharply declining demand for their services. Benefiting from extremely favourable external circumstances (particularly high commodity prices), many developing countries no longer had pressing needs for the financial resources of the IFIs. Moreover, because accepting their funds usually implied heavy conditionality, many developing countries preferred other sources of finance.

But the onset of the financial crisis suddenly saw a renewed role for both the World Bank and the IMF. As private sector finance rapidly dried up, the IFIs were required to step in to fill the breach. But because of the sheer gravity of the crisis, there are growing voices calling for the IFIs to relinquish the comprehensive conditionality normally attached to their loans (Wolf, 2008a).Today’sexceptional circumstances may indeed spur the re-evaluation of the whole issue of conditionality already under way within the development community. The strong impetus for reform touches on how both the multilaterals and bilateral aid donors disburse their funds. This study explores the underlying issues.

The long-standing debates on aid conditionality (see, inter alia, Dreher, 2008, Burnside and Dollar, 2000; Killick, 1998; Mosley et al., 1991; Bird, 1985; Williamson, 1983; Dell, 1981) tie intimately with those over the perceived failure of aid, particularly in sub-Saharan Africa (SSA), to catalyse the kind of development that its proponents had expected. Conscious of the extent of this failure, since the end of the 1990s donors have promoted a New Aid Agenda, as articulated in the Paris Declaration of 2005 (OECD, 2005). As a result, the lexicon of the aid industry has shifted away from conditionality and back towards ideas of “ownership” and “partnership”. Discussions on “ownership”, “reciprocal conditionality” or “development contracts ” are not in fact new. The ideas can be traced back at least to the 1980s when promoted by authors such as Stoltenberg (1989) (for a summary, see Polak, 1991).

Arguably, the emphasis on recipient country “ownership” is not merely a question of semantics. A sincere reappraisal of the modality of aid giving has occurred in the last decade, with a notable shift in emphasis towards greater donor alignment and co-ordination. Though hotly disputed, one key element in this new consensus is the importance of ex post selectivity – the idea that donors should more actively discriminate among potential recipients, prioritising countries that show evidence of good policy environments and can best articulate national ownership (in the eyes of the donors) (Oya, 2006).

Yet questions remain. Conditionality is in effect the other side of the coin of ownership, for without relinquishing or at least reducing conditionality, ownership is impossible. Which controversies still persist on conditionality? How successfully have donors stemmed its rising tide of the 1980s and 1990s? What does the empirical evidence reveal regarding the impact of conditionality on growth and development? Are donors capable of identifying the “right” set of policies? Does the donor community practise what it preaches in terms of aid allocation according to governance and developmental criteria? If not, then donor countries are sending ambiguous signals to recipients, and even the most carefully designed conditionality is likely to fail. And what implications does the financial crisis have for the sustainability of existing conditionality frameworks?

A lot is at stake in these questions, and not only for the developing country recipients of aid. The conditionality issue has frequently generated tensions and disagreements among donors themselves. One notable example arose in September 2006, when the British government threatened to withhold funds pledged to the World Bank if it did not follow through on an earlier commitment to ease terms on which its aid was given, after concern was raised about the stringent conditionality implicit in the Bank’s anticorruption strategy. At the time a number of other European ministers took a similar position to that adopted by the United Kingdom1.

No consensus yet exists on how to reduce conditionality and enhance ownership (Zimmermann and McDonnell, 2008; Whitfield and Fraser, 2009).Yet ultimately the donor community has priorities other than prolonging a rarefied debate on the nature of ownership and the optimal degree of conditionality – in particular there is the pressing need to deal with some of the serious structural problems identified in the Paris Declaration, such as aid fragmentation and the lack of co-ordination amongst donors. In this sense, the debates on conditionality detract attention from some reforms which require urgent attention. Indeed, we shall argue that in some senses the whole debate is damaging to the interests of the donor community, as it brings into sharp relief the lack of coherence of the application of their own policies.

Change is being forced on donors in any case. In recent years, new protagonists have brought what might be defined as a “new realism” to donor-recipient relations. China, especially, challenges received wisdom on ownership and conditionality by giving aid on similar terms to those used by Development Assistance Committee (DAC) members and the World Bank in the 1960s and 1970s, namely through project-based aid tied with agreements on trade and aid, with minimal conditionality and no political dimension. This new competitionis evidently popular with recipient governments, and the DAC members no longer have a near-monopoly in the provision of aid. These changes in the international aid architecture provide a useful incentive for the IFIs and DAC members to reconsider constructively their positions on conditionality and ownership.


Why Conditionality?

Aid is often considered quite differently from private international finance. But in reality it is not all that different. Donors could, if they so wished, relinquish all conditionality. But rarely do they do so. Almost all lenders – domestic and international, private and public – stipulate conditions on their loans, with the standard and reasonable...
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