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Foreign aid fiasco?

Ismail Ali

It is an appalling reality that more than eight
million people around the world die every year
because they are too poor to stay alive whilst
excessive wealth and material wellbeing for few
coexist. Although economists, including Adam
Smith and Thomas Malthus, struggle to discover
the causes of this disparity, Amartya Sen claims
famine is the result of when people do not have
money to buy food, not the decline of food
supply.

Amid this backdrop, the concept of 'foreign aid'
has emerged to improve the situation of millions
of people in the developing countries--suffering
from hunger, malnutrition, lack of clean drinking
water, and the lack of basic infrastructure such as roads, ports, power, schools and hospitals.
The OECD (Organisation for Economic Co-operation and Development) based rich countries,
committed to increase their aid to 0.7% of Gross National Income, deliver hundreds of billions of
dollar each year--$135 billion in 2013--feel they are morally obliged to be the partner of those
poorest countries struggling to meet their citizen basic need.

World leaders signed a visionary Millennium Development Goals at the UN Summit in New York
in 2000 declaring: eradication of extreme poverty and hunger; achieving universal primary
education; promoting gender equality and empowering women; reducing child mortality;
improving maternal health; combating HIV/AIDS, malaria; and other diseases;and ensuring
environmental sustainability.
The question, however, is does foreign aid really makes any difference to those poor intended to
be supported. While some aid recipient Asian countries made significant progress over economic
development majority of aid-recipient African countries with large amounts of foreign aid, have
no impact at all.
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Critics of foreign aid popularly argue, this is largely a matter of "Poor people in rich countries
giving money to rich people in poor countries."  Presenting her findings at Birkbeck (University of
London) professor Gita Subrahmanyam reveals, 75 per cent food aid in Egypt goes to the hands
of rich people.

Years before, I met a Bangladesh delegation team at a seminar at London School of Economics
and Political Science which was organised by the UK's Department for International
Development (DFID). They came here to hear from leading authorities in this field about how
effectively Bangladesh can use the aid-money but were staying at an expensive London hotel.

Celebrated economist
Dambisa Mayo in her book
Dead Aid argues foreign
aid not helps but hurts poor
in every aid recipient
countries in Africa. Born in
an aid dependent country,
Zambia, she shows aid not
only boosts corrupt regimes
around the world but it also
legitimises them which
undermine the very basic
of democratic concept.
Spending trillion dollars for
Africa's development since
the 1950s, international aid
had done nothing to
increase Africa's GDP, it
has been largely a waste of money, William Easterly, N Y University professor, insists in his book
Whiteman Burden.
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On the other hand, scholars like Burnside and Dollarexclusively studying about the impact of
foreign-aid-led development found positive correlations. Analysing 56 developing countries over
the period of 1970-1993 they were overwhelmingly convinced that those low-income countries
were able to manage aid wisely by ensuring liberal trade policy, good fiscal discipline and by
controlling inflationsubstantially benefit from foreign aid.

Similarly, by testing data from 104 aid recipient countries, during the period of 1980-2000,
aboutthe hypothesis of 'aid and welfare' (on the basis of Human Development Index and Infant
Mortality),Gomanee et al (2004) discovered clear evidence that in low-income countries foreign
aid made positive contribution both in economic growth and welfare by increasing individual
incomes and by more pro-public government expenditures in sectors such as sanitation, education
and health.
Both Burnside and Dollar, and Gomanee et al, findings of foreign aid makes greater positive
impact in low-income countries than middle-income countries is getting greater attention in aid
distribution debate today. Moreover, aid dependent nations need to reconsider their development
strategies, as anti-aid politicians are ascending to power in major aid providing western countries.

Some argue the effectiveness of foreign aid is closely linked with the conditionality--social,
political, and institutional--in developing countries. The Financial Times last week reported that
buildings in more than nine out of ten schools in Pakistan delivered under a £107 million project
funded by the DFID are not fit for the purpose, leaving 115,000 children learning in makeshift
classrooms.

Alok Sharma, the newly appointed International Development Secretary, said it was "completely
unacceptable" that schools built on behalf of the UK government were not constructed to the
expected quality and standard.

The New York Times columnist Thomas Friedman, therefore, stresses for reforming political and
economic system in aid recipient countries arguing "When you put assets in the hands of a poor
in a politically distorted environment such as Liberia and Mayanmar, not much happens. But
when you put assets in the hands of a poor in reasonably stable and free environment such as
Ghana a lot will happens."

Others, however, pointed out that easing donor terms-and-conditions will significantly improve
aid-effectiveness. Getting maximum benefit from foreign aid, Picciotto (2009) in his work on
Development Effectiveness insists, donor countries need to "improve aid quality, eliminate tied
aid, reduce transaction costs, and harmonize policies across donor agencies. Almost 60 per cent
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of all Official Development Assistance (ODA) remains tied, or partially tied, according to Riddell
(2007).

The following can be considered to make foreign aid more pro-poor:
* Target the poor effectively and improve monitoring system;
* Instead of providing financial hand-outs for charitable causes focus on "aid for trade";
* Involve market forces for long-term project sustainability like theDFID;
* Allocate aid through privately funded organization than ODA;
* Advocate for Smart Aid by empowering civil society andcommunity based groups to monitor
aid money and;
* Tackle corruption, develop accountable institutions, and ensure better governance.  
Amid this debate, two of internationally acclaimed Bangladeshi practitioners--Fazle Hasan Abed,
establishing the world's largest NGO BRAC, and Professor Mohammad Yunus, founding Nobel
winning Grameen Bank, have shown development aid can improve the lives of millions of
impoverishedpeople in Bangladesh and across the world.

The write is a London-based columnist specialising in development issues
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