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Abstract

In this paperwe documenempiricalregularitiesin theforeignaid flows to developingcountriesover
thelastthreedecadesin spiteof alarge body of literatureon foreign aid andits impacton recipients,
surprisinglylittle is known aboutits businessycle characteristicsWe shav thatfor the vastmajority of
African recipientsaid flows area major sourceof incomethatis highly volatile and,mostimportantly
overwhelmingly progyclical. For recipientsoutsideof Africa, we find a similar — if somavhat less
pronounced- patternof aid progyclicality. In contrastthereis little evidenceof aid progyclicality with
the businesscycle of donors. In light of the very high volatility of outputin developingcountriesthe
progyclicality of foreign aid flows from the recipients’perspectie raisesseriousquestionsrelatedto
theirwelfareandgrowth.
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1 Intr oduction

In this paper we documensomekey businessycle propertiesof foreignaid flows to developingcountries.
We identify two striking empiricalregularities. First, aid flows are highly volatile over time — on average,
two to threetimesasvolatile astherecipients output. Secondfor mostAfrican countriesnetaidinflows are
stronglypositively correlatedwith their domesticoutput. Outsideof Africa, we find a similar, if somevhat

lesspronouncedpatternof aid progyclicality.

To understandvhy theseempiricalregularitiesareimportant,recall that outputfluctuationsin developing
countriesaremuchstrongetthanin industrializedeconomiesindeed we documenthatthe grossdomestic
productof anaid recipientis severaltimesasvolatile asthat of a donor For developingcountries though,
customarywaysto smoothout the impactof outputfluctuationson domesticconsumptiorarelikely to be
very onerous.For instancejt hasbeenarguedthat, becausef moralhazardandrepudiationrisk, heavily
indebtedhationsareoftendeniednew loans(or areaskedto repayold ones)preciselywhentheireconomies
suffer adwerseshocks-seee.g.,Atkeson(1991). At the sametime, foreignaid is a majorsourceof income
to recipients gspeciallyin Africa, whereit averagesl2.5%o0f grossdomestigproductandconstitutesy far
themainsourceof foreigncapital. In suchanenvironment foreignaid hasthepotentialto play akey rolein
smoothingout developing countries’outputfluctuations.Our resultsimply that,all in all, aid flows do not

playthatrole.

Admittedly, it might be aguedthat,exceptfor emegeng relief, the chief purposeof aid is notto actasan
insurancedevice but, instead to fuel economicdevelopment,in which caseit is not cleara priori whether
oneshouldexpectaid flows to be progyclical or countergclical. It is well establishedhowever, thatoutput
fluctuationsaffect grownth negatively — see e.g.,Hamilton(1989)andRamey & Ramey (1995).Hence even
if aid weremeantsolelyto help fostergrowth, seriousconcernsvould nonethelesarisefrom the factthat

aid dishursemenpatternscontritbute to the volatility of developingcountries’disposabléncome.

Ourfindingsarerohust. Our datasetcomprises/ariousyearlyaid andoutputseriesor sixty-threerecipient
andeighteerdonorcountriesbetweeril969and1995. Wefind few differencedetweerthecyclical behaior
of multilateralas opposedo bilateralaid diskursementseven thoughmultilateralaid flows arerelatively
more volatile thantheir bilateral counterparts Likewise, aid commitmentsluctuatemore thanactualnet
disklursementsput both commitmentsand diskursementsare progyclical. We also pay specialattention
to Africa, becausat is the region whereaid is largestrelative to recipientGDP andaid progyclicality is
moststriking. Regardlessof the measuraisedfor domesticoutput, netaid receiptsare progyclical for at
leasttwo-thirdsof the thirty-eight countriesin our African subsamplendare countergclical for, at most,

afew of them.Key component®f African aid flows, suchasgrantsor technicalassistancegreasstrongly
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progyclical astotal aid flows. Finally, we find no evidencethatthe progyclicality of aid is a function of an

African recipients formercolonial power, its choiceof exchangerateregime or someothercriterion.

We completethe paperby analyzingthe cyclical propertiesof aid flows from donors’ perspectie. Even
thoughoverall aid dishursementsrepositively correlatedvith donoroutput,aid diskursementso therecip-
ientcountriesin oursamplearenot. A corollaryis thatthe progyclicality of aid inflows experiencedy those
aid recipientsis not the mereresultof the conjunctionof (i) positve comorementsbetweenNorth-South
businessycles[Kouparitsag1998); Agénor McDermott, & Prasad1999)]and(ii) a positive correlation

betweerdonors’aid policiesandtheir businessycles.

Despitea large body of literatureon foreignaid, surprisinglylittle is known aboutthe businesscycle prop-
ertiesof aid flows. Our contritution is to identify a seriesof key empirical regularitiespertainingto aid
andthebusinesscycle. The philosophyof the presenpapey in thatsensejs similar to thatof Kydland &
Prescoti(1990)! Clearly we exposeourselesto the criticism thatwe do “measurementvithout explicit
theory’ Giventhe sheermagnitudeof aid flows for the recipients,andthe likely significantwelfare and
growth consequencesf aid disktursemenpatternswe think thatthe factswe reportareimportantin their

own right andshouldthereforeguidethe constructiorof theoreticaimodelsof foreignaid.

Much of theliteratureon foreignaid hasfocusedon how aid levels affect the growth of recipientcountries.
Ontheonehand,Boone(1994,1996)shaws that, within a grownth modelof arecipientcountry aid is fully
consumed.He thenamguesthat the models predictionis verified empirically for a large setof countries
over a ten—yearperiod. Easterly(1999) makes a similar point. On the otherhand,sereral recentpapers
find that aid hasa positive effect on growth, althoughthey suggesthat the relationshipbetweenaid and
growth may dependon therecipients having adoptedsoundeconomigolicies[Burnside& Dollar (1997)]
or, independenbf the policy mix, is significantbut non-linear[Hansen& Tarp (2000)]. In contrastto all
thesestudies,Lensink& Morrisseg/ (1999)analyzethe impactof aid uncertaintyon growth. Their results
suggesthatthe effect of aid on growth is a function, not only of aid levels, but alsoof the stability of aid

flows.

Our paperis also connectedo the literaturethat derives optimal patternsof capital flows to developing
countries Most of thatliteraturemodelscommercialoansto sovereignborrovers|e.g.,Atkeson(1991)and
Marcet& Marimon(1992)]. More closelyrelatedto the presenpapelis Svenssor{1995),who characterizes
optimalaid diskursemenpolicieswithin a two—dateageng modelof the relationshipbetweeran altruistic

donoranda pair of recipients. Svensson(1995) shaws that, in a first—bestervironmentin which policies

10therpapersiocumentindusinessycle factsincludeCooley & Ohanian(1991)Backus& Kehog(1992),Fiorito & Kollintzas
(1994),Chadha& Prasad1994)or, morerecently Ambler, Cardia,& Zimmermann(1999).
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couldbefully contractedn, aid receiptswould be countergclical. However, becausef its limited ability
to monitortherecipients useof aid, thedonorcanatbestachiere a second—besiutcomen whichaidis tied
to the recipients economicperformance As aresult,aid receiptsincreasevhena goodoutputrealization

occurs.In thatsensesecond-bestid receiptsmay be progyclical.

Finally, our paperis attheintersectiorof two recentstrandof literature. Thefirst studiesvariousbusiness
cycle phenomenin developingcountries- see,in particular Mendoza(1992,1995),CarmichaelSamson,
& Keita (1999), Talvi & Végh(1998) and Agénoret al. (1999). The secondstudiesthe businesscycle
propertiesof internationakapitalflows — seee.g.,Lane(1999).In contrasto all thesepaperswe focuson

theempiricalregularitiesof foreignaid to developingcountries.

The paperis organizedasfollows. In Section2, we describeour dataanddiscussmeasuremerissues.In
Section3, we documentempiricalregularitiesof aid flows from bothrecipients’anddonors’perspecties.

In Section4, we discusour findingsandconclude.

2 Measurementand data

We analyzethe businesscycle propertiesof foreign aid flows receved by developing countriesbetween
1969and1995. A recipientcountryis excludedfrom our sampleif: (i) it hadnotachievedindependencby
theendof 1975;(ii) fewer thantwenty consecutie yearsof dataareavailablefor thatcountry;or (iii) the
countrywasanetdonorof aidin someyears(e.g.,Libya). For theremainingcountrieswe only considetthe
largestblock of contiguousdata-yearsluringwhich the countrywasindependentOur sampleof recipients
comprisessixty-threecountries thirty-eight of which arelocatedin Africa. Whenwe analyzethe cyclical
behaior of aid from the donorks perspectie, we focuson membersof the Organizationfor EconomicCo-
operationand DevelopmenffOECD] thatbelongto its DevelopmentAssistanceCommittee[DAC]. Of the
twenty—onecurrentDAC membercountries,we eliminatethreedueto lack of sufiicient aid data. For the

remainingeighteenwe againonly considetthe largestblock of contiguousdata-years.

2.1 Aid flows

Thecorventionalmeasuref foreignaid is the Official DevelopmentAssistancdODA] numberspublished
by the OECD. This measure&encompassegrants the value of technicalassistanceandconcessiondbans.
We emplg datafor netODA diskursementandfor ODA commitmentq“firm obligationsto dishursethat

aresupportedy theavailability of public funds”).

Becausdoansareclassifiedoy the OECD asconcessionalvhenthey have atleasta 25%grantcomponent,
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usingnetODA diskursementso measureaid may overstatehe actualamountdonated.The overstatement
shouldbe smallin our African subsampleincethe mediangrantelementreportedoy the OECD, exceeds
90%?2 Still, Chang,Fernandez-Arias& Sernen (1998) amgue that the OECD figuresoverstatethe grant
elementof ODA loans. We thereforeverified the robustnesf our resultsto the exclusionof ODA loans,

by analyzingthe cyclical behaior of grantsonly.3

Thereis noa priori reasorwhy theaid policy of individual donorsshouldbe similar to thatof international
organizationsuchasthe World Bank. In orderto capturepossibledifferencesye thereforedecompos®©-
DA into multilateral[Mult] andbilateral[Bilat] aid. Thefirst componentmeasureaid givenby international
organizationswhile the secondcomponenencompasseall government-to-geernmentaid distributed by

DAC membercountriest

All aid seriesconsistof annualdataandareexpressedn currentUS$. We transformthemin percapitareal

termsusingmethodsexplainedbelow.

2.2 Realoutput and aid

Eachdollar of resourcesvailable to a recipientcountry can be spenton foreign or domesticgoodsand
services.Becauseof differencedn purchasingoower, the real value of an aid dollar differs whetherit be

spentabroador locally.

In light of evidencethat foreign exchangeconstraintsare importantin limiting the quantity of goodsa
developingcountrycanimport [Stryker & Tuluy (1989)]° we useactualdollar figuresfor both outputand
aid. This approachhelpsus capturethe ability of a countryto import and the role of aid in lessening
foreign exchangeconstraints. We emplgy, as measureof recipientoutput, the official per capitaGross
DomesticProduc{GDP] atmarket pricesin currentUS$recordedn the World Bank’s World Development
Indicators[WDI] (1998). Consistentlywe deflateGDP andaid seriesusingeachcountrys implicit import

deflator(1990=100) which we computefrom the WDI. This deflatorcaptureghe changesn the price of

2OECDdataon the grantcomponenbf concessionabansto individual recipientsis availablefrom 1983onward.

3We alsoverified the robustnesof our resultsto analternatve measureof aid: the countrys netreceiptsof Official Transfers
[OT] reporteduntil 1992in the World Bank’s World Tables(1994). This secondmeasurecombineggrants the value of technical
assistanceandfood aid, but not concessiondbans.We obtainedvery comparablaesults.

4Ourmeasuref bilateralaid thereforeexcludesbilateralaid from Arab sourcesin generaltheexclusionshouldmatterlittle in
our sample Admittedly, therearesix countriesfor which Arabaidis of importance:Jordan(67.8%),Mauritania(34.2%),Morocco
(25%),Somalia(10.8%),Sudan(22%)andTunisia(12.8%).Acrossall countriesin our sampleandall years however, the median
ratio of Arab bilateralODA to bilateralreceiptsfrom all sourcess a mere0.01%.

®SeealsoKrueger, Michalopoulos& Ruttan(1989)for areview of thatliterature.



the countrys typical baslet of imports®

It canbearguedthatthis first approachs inappropriataf the countrys availableresourcesreusedprinci-
pally for domestigourchasesln thatcase putputandaid maybebetterexpressedn US dollarsadjustedor
differencesn purchasingoower parities. In a sensitvity analysis,we took that perspectie: we measured
outputasRealGrossDomesticProductper capita,from the Summers Heston(1991)PennWorld Tables
(Mark 5.6),andadjustedhid dollar seriesconsistentlyResultsverenot qualitatvely affectedby thatsecond

measuremerdpproach.

To assesshe businesxycle propertiesof aid from a donor’s perspectie, the appropriatenumeraireis that
donors local currengy. Grossdomesticproductfiguresfor our eighteerdonorscomefrom the OECD Sta-
tistical Compendium(1998). Aid seriesarecorvertedinto local curreng usingthe currentdollar exchange
rate from the StatisticalCompendium.Both aid and output seriesare expressedn per capitatermsand
deflatedusingthelocal GDPdeflator(OECD,1990=100).

2.3 Businesscycles

Following Lucas(1977)andKydland& Prescot{1990),we definebusinessyclesasthe deviationsof out-
putfrom trend,andbusinesxycle factsasthe statisticalpropertieof the comorementsof outputdeviations
from trendwith deviationsfrom trendof otheraggrgatetime series.Whenexaminingthe businesscycle
aspectof foreignaid, we first detrendeachdataseriesusingthe Hodrick & Prescot{1980)[HP] filter. For
ary seriesz, the HP filter extractsthe growth componentz? andthe cyclical component® = x — z9 by

minimizing thefollowing lossfunction:
2 2
fo + )\Z ((xf ) —af) — (af —z]_)))
t t

where) is aweightthatreflectstherelative varianceof thetwo componentsWe adoptthe valueof A=100,
which is corventionalfor yearly data’ We work throughoutwith the logarithmsof the series becauseve
aremainly interestedn percentageleviationsfrom trend. In line with Baxter& King (1995), we ensure
that our resultsarenot affectedby abnormalbehaior at the endpointsof the series by droppingthe first

andlasttwo detrendeabbsenrationsbeforecomputingmomentsof the cyclical component®f eachseries.

®For thefew countriesvhoseGDP datawerenot availablein the WD, figuresfrom the World BankWorld Tables(1995)were
usedinstead. Likewise, whenthe implicit import deflatorcould not be calculated we emplo/ed insteadthe Import Price Index
computedoy the UnitedNationsConferencen TradeandDevelopmen{UNCTAD] andreportedn the World BankWorld Tables
(1995).

"Seee.g.,Backus& Kehoe(1992).Our resultsarerobustto usingA=10, avaluewhichis alsoacceptable.



To assesshe businesscycle propertiesof foreign aid, we computethe correlationsbhetweenthe cyclical
componentsf aid andoutput,contemporaneousindwith theseriesshiftedbackwardor forwardupto two
years.Asis customanfKydland& Prescot(1982),Cooley & Prescot{1995)],a positive contemporaneous
correlationmeanghataid receiptsareprogyclical, whereas negative contemporaneousorrelationimplies
thataid flows arecountergclical. In caseof progyclicality, weidentify possiblephaseshifts (leadsandlags)

by how earlyor how late with respecto the contemporaneoyseriodthe highestcorrelationappears.

3 Empirical regularities

Overtheperiod1969-1995we identify thefollowing empiricalregularities:

1. Foreignaidis a major source of incomefor recipients.In Africa, theaveragefractionof netODA re-
ceiptsto GDPis 12.5%,themedianis 10.3%(seeTablel, Panell). For someof the poorestcountries,
ODA inflows evenexceedonethird of GDP overthesampleperiod: Somalia(34.2%),GuineaBissau
(44.2%)andCapeVerde(47.2%)32

Therelative importanceof aid makesAfrica special.For developingcountriesoutsideof Africa, aid,
while still important,is notaslargerelative to domesticoutput. Net ODA receiptsaverage4% of their
GDR with amedianratio of 2% (Table1, Panelll).

— Fromthoseaid flows,the largestshare is madethroughbilateral channels.In Africa, bilateral
aid receiptsare on average70% higherthanmultilateralones;for recipientsoutsideof Africa,

bilateralaid is almosttwice aslarge asmultilateralaid (Table1).

— Commitment®f all sourcesare typically larger than distursements.Over the sampleperiod,
African recipientsareon averagepromisedaid flows 2% of GDP morethanwhatthey receve
(Table1). Outsideof Africa, firm promisesto diskurseaveragel% of GDP morethanactual
dishursementsAlthoughonecouldthink thatsomepromisesever materialize the explanation
is likely simpler: diskbursementsrenetof possibleprincipalrepaymentsyhereacommitments

arenot.

2. Recipients’outputis mud more volatile than industrializedcountries’ output. The first column of

Table2 displaysthevolatility of thecyclical componenbf outputin recipientcountries.We compute

8For, African countriesfurthermoreforeignaidis by farthelargestsourceof foreigncapital. We computedhat, betweerl 975
and1995,acrossall African recipientsin our sample netODA receiptsaveragednorethan92% of all netcapitalinflows, private
andpublic, reportedby the OECD.



the volatility of eachseriesas the standarddeviation of its cyclical component. This measures

appealingoecausét is expressedn percentagéermsandis directly comparablecrossseries.

For African countriesin our sample,the volatility of GDP averagesl3.2% over the period 1969-
95. For the remainingdeveloping countriesin our sample,the figure is 12.9%. Thosefiguresare
consistentwith the volatility figuresdocumentedy Mendoza(1995) and Carmichaelet al. (1999)
for, respectiely, 23 and 19 developingor recentlyindustrializedcountriesusingyearly data,andby

Agénoretal. (1999)for 12 middleincomecountriesusingquarterlydata.

The magnitudeof outputfluctuationsin donorcountries(Table 3), by comparisonjs a lot smaller
with anaveragevolatility of 2.19%overthesameperiod(2.18%in the United States)In otherwords,

shocksto poorcountriesareaboutsix timesmoreseverethanshocksto industrializedcountries’

3. Aid flowsare evenmore volatile. Thevolatility of netODA receiptsaveragesapproximatiely twice
thatof recipientGDP bothin Africa andoutsideof Africa (Table2, secondcolumn)i® Multilateral
aid flows are morevolatile thanbilateralones,and commitmentdrom all sourcesare morevolatile

thanreceipts.

4. In Africa, aid inflowsare overwhelminglyprocyclical. For morethantwo-thirds(26) of the African
recipientsin our sample,the cyclical componeniof ODA receiptsis strongly positively correlated
with the cyclical componentof domesticoutput. Only 2 African countriesin 38 (5%) experience
countergclical net ODA receipts. Table4 summarizeghe cyclical propertiesof foreign aid from
recipients’perspectie, which arethendetailedin Table5. Figurel providesa snapshobf this result

andshawvsthatcountriedor which aid inflows arenegatiely correlatedwvith outputaretheexception.

Outsideof Africa, aid progyclicality is somavhatlesspronounced4 recipientsn 25(16%)experience
countergclical aid flows, whereasfor 12 others(48%) net ODA receiptsare progyclical. Aid is

agyclical for theremaining9 countries.

Overthe entiresamplewe find few differencesetweenrnthe cyclical propertiesof bilateralandmul-

tilateralaid receiptsthelatterbeingprogyclical for just 3 morecountrieshanthe former

This numberonly partly reflectsthe choiceof a differentdeflatorfor both setsof countries.IndeedwhenSummers& Heston
(1991)outputfiguresanddeflatorsare usedfor both donorsandrecipientsalike, the volatility of outputis still muchstrongerfor
recipientshanfor donors.For example the medianoutputvolatility become$.9%for African recipientswhichis still morethan
2.5timesthefigurefor the United States.

1%0ur measuref volatility (the percentageleviation from trend)is appropriateo assesshe relative magnitudeof fluctuations.
Clearly, if onewereto think in termsof absolutevariations,onewould needto correctthatrelative volatility by the shareof net
ODA receiptsn GDP.



— Commitmentarenotcountecyclical. If therearedelaysbeforeaid canbedishursedthecyclical
propertiesof aid commitmentsnay differ from thoseof actualdisbursements As Table4 and
Figure 1 suggestaid commitmentsarelessclearly progyclical. Thereis hardly ary evidence,

however, of strongercountergclicality.

— Leadsandlagsare a minorissue For onefifth of thecountrieswith progyclical aid flows, ODA
receiptdag thecycle; leadsareidentifiedfor just4 countriesand,for theremainderthe highest
correlationof disktursementsvith GDP is the contemporaneousne. Bilateral and multilateral

aid shawv a similar pattern.Sodo commitments.

— Grantsare procyclicalaswell. For African recipients,we alsoanalyzedthe como/ementsof
outputandsomeof thecomponent®f ODA, suchasgrantsandtechnicalassistancgrA] (which
onaverageaccountgor 30%o0f grants).Wedonotreportthesecorrelationsn thetablesbecause
the resultsare strikingly similar: grantsare progyclical for two-thirds of the recipients,while

technicalassistancés progyclical for 76% of African recipients.
— Nosubgpoup of countriesseemdo standout.

x Figure 2 plots, for eachrecipient,the contemporaneousorrelationbetweenthe cyclical
componentof ODA and GDP against(i) the averagelevel of percapitaoutputover the
sampleperiod, (ii) the volatility of outputand (iii) a measureof aid dependeng the av-
erageODA-GDP ratio. First, whetherfor African recipients,non-African recipientsor
overall, wefind thattherelationshipbetweerthe correlationandaverageGDPis bothweak
and statisticallyinsignificant. Next, the only statisticallysignificantrelationshipbetween
aid progyclicality andthe volatility of GDPis for non-Africanrecipients(higherlevels of
outputvolatility areassociatedvith greatercorrelations) Finally, oncewe excludethethree
countriesfor whichaid amountgo morethan30% of GDR we find norelationshipgbetween

the progyclicality of aid inflows andthe ODA-GDP ratio 11

*x Thereappeargo be no qualitative differencebetweenformer coloniesof Franceor the
United Kingdomwith respecto the comasementsof aid andoutput. Lik ewise, the twelve

franc-CFA countriesn our sampledisplayno majordifferencefrom therest.

— In Figures3 A-C, we plot the datafor a selectionof countries.Burkina FasoandMadagascar

for example, are obvious casesof progyclical ODA diskursementgespeciallyafter 1976 for

"Naturally if aid is suficiently massie relative to GDP it shouldbe expectedthatincreasesn aid would raiseoutputdirectly
(throughaggreyatedemandeffects, or the relaxationof foreign exchangeconstraintgfor critical imports). Consistentwith this
conjecturejf we do notexcludethethreeAfrican countriesfor which ODA receiptsxceed30%of GDP, we find aweaklypositive

(but statisticallysignificant)relationshipbetweeraid progyclicality andthe ODA-GDP ratio.



BurkinaFaso).Botswanaalsoexhibits positve comorementdetweeODA andGDP, although
thereappeargo be aleadafter 1978. In the caseof Sengal, ODA lagsthe cycle by oneyear
In contrastMali is clearlya countrywith countergclical aid. ODA distursement&ndGDPin
Niger andthe CentralAfrican Republicareessentiallyuncorrelatedalthoughin the caseof the

latter, onecouldpossiblyidentify a periodof progyclical ODA prior to 1983.

5. Resultsare rohust. In additionto the above, we carriedout a seriesof robustnesshecksfor African
countriespecausehelatteraretherecipientdor which aid progyclicality is moststriking. Ourresults

arerohustto:

— analternatve measuref output. Insteadof the World Bank GDP numberswe emplo/ed real
GDP figuresfrom the Summers-HestoRennWorld Tables,which areadjustedfor purchasing
power differencesAs discussedh Section2, we consistentiadjustedheaid seriesanddeflated

all figureswith theimplicit GDP deflatorfrom their dataset;

— two measure®f aid that do not encompasgoncessionaloans,for which the aid component
may arguably be overstated.Insteadof net ODA receiptswe took official transferdOT] from
the World Bank World Tables(1994); as mentionedabove, we also simply usedODA grants
reportedoy the OECD.

— analternatve deflator: insteadof theimport deflatorcomputedrom the World Bank WDI, we
usedtheimportspriceindex (IPI) from the UNCTAD.

In noneof thesesensitvity analysesvereourresultsqualitatvely altered.

6. Donors give on avelage lessthan 0.3% of their own GDP. Over the 1969-1995period, the most
generougdonorin our sampleis the Netherlandswith an averageratio of ODA distursementgo
GDP of 0.58%(Table6). Aid to African recipientsin our sampleaverage.08%of donors’GDP,
or 29% of all aid disbursementsOtherrecipientcountriesin our samplereceve 25% of all aid. For

likely similar reasonssabore, commitmentsappeahigheron averagethanactualdistursements.

7. Aid outflowsare veryvolatile. Themagnitudeof thefluctuationan ODA dishursementss on average
almostnine timesthat of donors’ output. Disbursementgo our African sampleare eleventimesas

volatile asdonors’output(Table3).

8. Ovenll aid outflowsare procyclical,but aid disbursementso recipientsn our sampleare not. While
afew donorshave aid policiesthatareuncorrelatedor evennegatively correlated Franceand|taly)

with their businesscycle, donorstendto give morein goodtimes: the comosementsof total aid
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dishursementsvith donors’ outputare positive for 72% of donors(Table7). For 85% of these,aid

dishursementsag their cycle.

Donors,however, do not give in a progyclical fashionto recipientsin our sample:for African recip-
ients, only 39% of donorsdo (they accountfor only 20% of bilateral flows to thesecountries,and
21%of bilateralflows to thoserecipientswhoseaid inflows we reportasprogyclical); for non-African
recipients,33% of donorsgive in a progyclical way. Therefore,it seemaunlikely that the positive
correlationbetweerrecipients’GDP andaid receiptscanbe explainedby the positive comorements

of North andSouthbusinessyclesdocumentedn Kouparitsag1998)andAgénoretal. (1999).

What shall we male of all thesefacts? The first messagdrom our resultsis that aid is a very important
sourceof incomefor recipientcountries.If oneis interestedn economicoutcomesn thesecountriesthen

oneshouldcertainlythink abouttherole playedby foreignaid.

Secondthe magnitudeof outputfluctuationsexperiencedoy thesecountriesis muchstrongerthanthat of
industrializedcountriesin the postwar period. This factis not new, thoughwe extendprevious estimateof
outputvolatility to a muchlarger setof developingcountries.Whatis ratherstriking, however, is the fact
thatforeignaid is even morevolatile thanrecipientGDP and, especiallyin Africa, movesin a progyclical
fashion.Becausef theintensevariability of output,the welfareimplicationsof ary mechanismo smooth
outtheimpactof outputfluctuationson consumptiorarelik ely to belarge. Onemight think of aid flows as
onesuchmechanismamongotherssuchasdomesticsavings. The progyclicality of aid receipts however,
suggestshataid flows per sedo not play thatrole. Of coursejt canrightly be aguedthat,exceptfor some
componentsf aid suchasfoodaid, consumptiorsmoothings notthemainpurposeof foreignaid. Another
ohviousrole of foreignaidis to fostertheeconomiadevelopmentf recipientcountries.Thehigh variability
of outputin thesecountries however, might be animportanthandicapgfor economicgrowth, asthe results
of Ramg & Rame (1995) have shawn. In that case the progyclicality of aid flows, by intensifyingthe
volatility of disposabléncome,might hurt growth. Clearly, this discussiorgoesbeyond the scopeof this
paper but it illustrateswell the importanceof the factswe reporthere.If oneis interestedn thewelfareor

the growth of recipientcountries pnecannotnot beinterestedn the patternof diskursements.

Another messagdrom our resultsis that Africa is specialin mary respects. That region of the world
is the onefor which aid mattersmost. It is alsothe region for which aid receiptsare mostoften and most
stronglyprogyclical. AlthoughAfrica representarelatively smallfractionof donors’aid effort, aidis avery
significantshareof incomein that part of the world. Finally, Africa is specialamongall aid recipients,in
thatdonorshave differentaid policiesto Africa thanto therest: while total aid diskursementsreprogyclical

from thedonors’perspectie, suchis notthe casefor aid disbursementso Africa.
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4 Discussionand conclusion

In this sectionwe discusgossibleexplanationdor the progyclicality of aid.

A first, simpleexplanationis thataid may feedinto the recipients output. If sucha multiplier effectis not
immediate onewould expectto obsere aid receiptdeadingthe cycle. Our results however, shawv thatthis
is almostnever the case.If suchfeedbackis rapid, onewould expectthe contemporaneousorrelationof

aid andoutputto be directly relatedto the importanceof aid relative to the recipients domesticincome.
Yet, while we do find progyclical aid receiptsfor the threecountriesthat dependmostheaily on aid, we
documenteven strongeraid progyclicality for someothercountriesthatdependmuchlesson aid. Indeed,
oncethosethreeextremecasesareremovedfrom our sample we find no statisticallysignificantrelationbe-
tweentheaid-outputcorrelationandtherecipients’averageaid-outputratio (a measuref aid dependeng.

Overall, then,our findingssuggesthe needfor additionalexplanationsof aid progyclicality.

Domesticpolitical or fiscalconsiderationsnayleaddonorcountrieso adjustaid flowsto their own business
cycle. As aresult,donorsmay diskurseprogyclically, which, given a positve correlationbetweenNorth-
Southbusinesgycles,mightleadto progyclical aid receipts. And indeed total aid diskursement$®y donors
wereshavn to be progyclical for a vastmajority of donors. Yet, whenwe looked at diskhursementgo the
countriesin our recipientsample we foundthatthey weretypically not progyclical from the perspectie of

donors.

Alesina& Dollar (1998)malke a casethatbilateralaid policiesareconditionedon political, muchmorethan
other factors. Their resultsshav that, in particular former colonialties are a big determinanf foreign
aid policy. Why thiswould leadto progyclical aid flowsis unclear In any casewe find similar patternsof

bilateralaid progyclicality amongformer African coloniesof Franceandthe United Kingdom.

Aid distursementgouldalsobeconditionedontheperiodicobseration of someindicatorof goodeconom-
ic performancein which caseaid flows would be progyclical — contemporaneouskyr with alag, depending
on the periodicity of the monitoring. On the otherhand,onemight alsomalke the agumentthat aid could

be conditionalon the adoptionby the recipientof somepolicies, suchas compliancewith an IMF struc-

tural adjustmenprogram.in thelatter case aid would ratherbe expectedto be countergclical, sincesuch
programsoften entail short-termcostsin termsof output. Of the twelve countriesin our African sample
classifiedasIMF sustaineddjustershowever, only two experiencedcountergclical aid inflows (Tanzania

andMali); for mostof the othersaid wasprogyclical.

Anotherpossiblesxplanationis thatsomedonorsrequirematchinggrantsby therecipient. To the extentthat

thelatterhasmoreresourcesluringcyclical upturns,someprogyclicality of foreignaid disbursementsnay

12



follow from suchdonorrequirementsThis effect may bereinforcedif, in cyclical downturns,recipientsare
held to strict budgetdeficit tagetsby internationalorganizationsandforeign grantsare not taken into ac-
countwhencomputingthesetamgets(asis sometimeshe InternationaMonetaryFunds practicein Africa).

Theeffect might alsobereinforcedif bilateralaid agenciesonditiontheir assistancen multilateralaid.

Many competingexplanationsmay have a partin the cyclical behaior of aid receipts. Given the likely
importantwelfareandgrowth consequencesf volatile and progyclical aid receipts the factswe reportin
this paperseento standasaninterestinganomalyto beexplained.How muchof thefactscanberationalized
by ary theoryis asoundquestion.Suchaquantitatve assessmenmtould requirethe constructiorof amodel

of foreignaid policy, which the empiricalregularitieswe have reportedhereonly purportto guide.
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Tablel: Importanceof foreignaid to recipients- Panell: Africa
Meanfraction of recipients GDP (%)

Netreceipts Commitments

ODA Mult Bilat ODA Mult Bilat
Benin 9.2 4.0 5.1 11.6 5.2 6.3
Botswana 9.8 1.9 7.7 12.7 25 100
Burkina Faso 13.1 4.6 8.4 15.9 6.0 9.5
Burundi 15.9 7.8 7.9 18.2 9.6 8.2
Cameroon 4.0 1.1 2.8 5.0 1.3 3.7
CapeVerde 472 151 31.3 571 199 355
Central Afr. Rep. 12.9 5.0 7.8 14.3 5.7 8.5
Chad 16.2 6.8 9.1 18.7 85 10.1
Congo 6.3 1.6 4.5 7.1 1.9 51
Coted'lv oire 4.1 1.3 2.9 5.3 1.3 3.9
Egypt 7.4 1.1 3.9 7.8 0.8 6.5
Gabon 2.8 0.5 2.2 3.3 0.5 2.7
Gambia 229 10.1 120 269 123 138
Ghana 5.9 2.7 3.1 7.6 3.4 4.1
GuineaBissau 442 172 25.1 495 222 254
Kenya 7.1 2.1 4.9 8.6 2.5 6.0
Lesotho 22.6 8.9 13.6 271 117 15.2
Liberia 6.0 1.7 4.2 7.1 2.2 4.9
Madagascar 7.3 29 4.2 8.8 4.0 4.8
Malawi 16.5 8.0 8.6 20.3 9.6 10.7
Mali 16.8 6.5 9.5 19.9 8.0 11.1
Mauritania 22.2 7.6 8.4 22.1 9.3 9.4
Mauritius 2.9 0.8 2.1 4.0 1.2 2.7
Morocco 3.1 0.4 1.7 3.4 0.5 2.2
Niger 11.9 3.9 75 13.4 4.6 8.3
Nigeria 0.5 0.2 0.4 0.8 0.3 0.4
Rwanda 12.7 4.4 8.1 14.6 6.0 8.5
Senegal 11.0 3.4 7.0 12.7 4.1 7.8
Seychelles 14.2 1.3 127 18.4 23 154
Sierra Leone 4.8 1.9 2.8 6.7 2.6 3.9
Somalia 342 124 149 36.4 144 188
Sudan 6.3 2.1 2.7 6.8 2.6 3.1
Swaziland 6.9 2.3 4.6 9.0 2.9 6.1
Tanzania 16.8 44 123 20.8 6.3 14.3
Togo 10.7 4.4 6.2 12.4 5.1 7.2
Tunisia 3.6 0.6 2.7 5.2 0.8 3.9
Zaire 3.7 1.2 25 4.2 1.4 2.8
Zambia 12.5 45 7.9 13.0 4.0 8.9
Average 12.5 4.4 7.5 14.7 5.5 8.7
Median 10.3 3.2 6.6 12.6 4.0 75
StandardDeviation  10.6 4.1 6.2 12.1 5.2 6.8
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Tablel - Panelll: Non-Africanrecipients
Meanfraction of recipients GDP (%)

Netreceipts Commitments

ODA Mult Bilat ODA Mult Bilat
Bangladesh 8.1 3.1 4.7 105 4.3 5.9
Bolivia 6.6 2.2 4.3 8.6 3.2 5.4
CostaRica 2.7 0.5 2.2 3.3 0.8 25
Dominican Rep. 1.6 0.5 1.1 2.3 0.9 1.4
Ecuador 1.3 0.5 0.8 1.9 0.8 11
Guatemala 1.5 0.4 1.1 2.0 0.7 1.3
Guyana 10.3 6.3 4.0 148 8.1 6.7
Haiti 8.2 2.6 5.7 10.2 4.1 6.2
Honduras 6.0 2.1 3.9 8.1 3.3 4.7
India 1.0 0.4 0.6 14 0.6 0.8
Indonesia 1.9 0.2 1.7 29 0.3 2.5
Jamaica 3.8 0.6 3.2 5.3 1.0 4.4
Jordan 16.0 1.3 4.3 14.6 1.8 5.4
Malaysia 0.6 0.1 0.6 1.0 0.1 0.9
Mexico 0.1 0.0 0.1 0.1 0.0 0.1
Nepal 7.6 3.2 4.4 9.9 5.0 4.9
Pakistan 3.5 1.1 2.0 4.6 1.6 2.9
Panama 14 0.4 1.0 1.8 0.6 1.2
Paraguay 2.0 0.8 1.2 2.9 1.3 1.6
Peru 11 0.2 0.9 1.3 0.3 1.0
Philippines 1.6 0.2 14 2.3 0.2 2.1
Salvador 4.7 1.0 3.7 6.1 1.4 4.6
Sri Lanka 6.5 2.1 4.3 8.5 2.8 5.6
Thailand 0.9 0.1 0.7 1.2 0.2 11
Uruguay 0.4 0.1 0.3 0.5 0.2 0.4
Average 4.0 1.2 2.3 5.1 1.7 3.0
Median 2.0 0.5 1.7 2.9 0.9 25
Standardeviation 3.9 1.4 1.7 4.4 2.0 2.1

Notes: GDP is the grossdomesticproductin US$(Source:World Bank). ODA
is the official developmentassistancein US$ (Source:OECD). Mult and Bilat
arethemultilateralandbilateralcomponent®f ODA. All seriesareexpressedn
per capitatermsanddeflatedusingthe implicit importsdeflator(Source:World
Bank) or, whenmissing,the UNCTAD’ simportspriceindex. Eachnumbercor-
respondgo the averageratio of the relevant seriesover the period 1969-95,ex-
ceptfor Burundi (1972-95),CapeVerde (1975-93),GuineaBissau(1974-95),
Liberia and Somalia(1969-89),Niger, Rwanda,Se/chelles,Tanzaniaand Zaire
(1969-93) SierraLeone(1969-90) Sudan(1969-91) Bangladesl{1972-95) Bo-
livia andGuyana(1969-94),andJordan(1976-95).
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Table2: Volatility of outputandforeignaidto recipients- Panell: Africa

Standardeviation (%)
Netreceipts Commitments

GDP ODA Mult Bilat ODA Mult Bilat
Benin 11.1 17.0 18.0 20.6 28.4 40.7 403
Botswana 10.4 16.2 316 19.6 250 351 343
Burkina Faso 9.1 174 275 140 145 414 18.9
Burundi 8.6 8.7 17.8 10.0 239 445 219
Cameroon 10.2 26,5 577 243 23.2 536 26.2
CapeVerde 11.1 21.8 38.0 244 21.2 40.8 20.0
Central Afr. Rep.  10.7 153 284 16.1 245 547 219
Chad 13.6 33.6 38.7 339 42.7 585 38.7
Congo 19.2 20.6 335 232 395 644 41.2
Coted'lv oire 10.7 151 622 145 252 619 253
Egypt 13.7 48.2 61.3 49.2 46.7 445 486
Gabon 23.3 259 509 278 421 79.7 419
Gambia 14.4 249 29.2 258 36.1 50.8 323
Ghana 30.8 39.1 379 441 39.8 542 457
GuineaBissau 20.7 226 17.4 46.3 379 496 464
Kenya 9.2 166 37.6 13.8 28.0 52.0 30.1
Lesotho 10.5 145 185 16.3 29.1 39.8 30.0
Liberia 6.4 233 274 350 311 734 323
Madagascar 10.1 20.1 240 222 243 329 257
Malawi 10.7 176 240 221 304 449 385
Mali 10.1 17.2 163 21.8 23.0 299 30.1
Mauritania 8.9 334 334 26.0 249 359 185
Mauritius 9.4 26.7 na 27.6 39.8 634 509
Mor occo 10.3 37.9 595 220 26.7 621 21.7
Niger 12.3 205 274 194 227 506 21.1
Nigeria 255 317 417 440 48.9 493 573
Rwanda 9.8 177 215 183 235 429 311
Senegal 12.8 185 409 149 212 375 181
Seychelles 11.2 28.7 511 315 41.2 96,5 36.8
Sierra Leone 19.0 37.6 349 50.7 45.1 67.0 48.1
Somalia 17.6 333 27.0 521 36.6 29.4 645
Sudan 17.8 30.7 17.4 na 40.1 323 411
Swaziland 6.0 333 19.1 529 40.3 60.6 429
Tanzania 15.8 148 29.3 140 26.6 39.3 256
Togo 14.2 26.3 38.9 26.8 41.0 55.0 420
Tunisia 4.6 225 28.6 249 28.1 425 30.1
Zaire 17.9 30.8 40.2 30.2 37.2 478 46.8
Zambia 139 315 59.0 324 432 575 449
Average 13.2 247 343 274 322 504 35.0
Median 11.1 23.0 316 244 29.8 495 333
Standard-Deiation 5.5 86 13.6 12.0 88 143 116
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Table2 - Panelll: Non-Africanrecipients

Standardieviation (%)
Netreceipts Commitments

GDP ODA Mult Bilat ODA  Mult Bilat
Bangladesh 17.0 21.4 218 233 195 234 227
Bolivia 14.0 178 18.0 24.1 36.8 526 429
CostaRica 18.4 29.8 30.1 404 38.9 57.9 499
Dominican Rep. 194 62.9 62.1 na 48.3 956 47.6
Ecuador 11.0 256 339 29.2 30.8 555 345
Guatemala 8.9 26.3 342 318 42.6 107.6 449
Guyana 14.8 37.7 537 317 714 912 775
Haiti 6.6 36.0 402 31.6 39.1 588 374
Honduras 9.2 19.3 37.7 20.0 432 62.0 431
India 11.0 199 26.8 253 19.1 216 293
Indonesia 7.6 20.3 28.7 225 331 626 33.0
Jamaica 15.2 29.8 43.1 31.0 328 728 395
Jordan 10.0 41.8 59.8 457 50.8 54.6 54.2
Malaysia 6.5 36.7 37.2 388 50.6 423 52.2
Mexico 16.4 39.2 na na 525 46.3 625
Nepal 11.1 188 17.3 21.0 289 423 30.0
Pakistan 13.4 200 241 25.2 23.4 na 33.1
Panama 12.2 43.8 na 513 742 84.0 86.0
Paraguay 25.8 33.7 625 342 43.0 905 457
Peru 13.3 255 36.9 289 276 67.0 32.0
Philippines 9.0 269 46.4 30.6 36.0 61.6 358
Salvador 11.7 179 372 285 344 68.6 45.1
Sri Lanka 13.3 16.6 23.6 18.7 235 475 257
Thailand 6.8 205 40.0 20.2 337 476 385
Uruguay 19.6 49.6 na 58.7 57.7 948 63.1
Average 12.9 295 371 31.0 39.7 629 443
Median 12.2 26.3 37.1 29.2 36.8 602 429
Standardeviation 4.7 11.7 134 10.2 143 222 153

Notes:GDP is thegrossdomestigroductin US$ (Source:World Bank). ODA is theofficial

developmentassistancein US$ (Source: OECD). Mult and Bilat are the multilateraland
bilateralcomponent®f ODA. All seriesareexpressedn percapitatermsanddeflatedusing
theimplicit importsdeflator(Source:World Bank)or, whenmissing,the UNCTAD’ simport-
s priceindex. The periodis 1969-95,exceptfor Burundi(1972-95),CapeVerde(1975-93),
GuineaBissau(1974-95),Liberia andSomalia(1969-89),Niger, Rwanda,Se/chelles,Tan-
zaniaandZaire(1969-93) SierraLeone(1969-90), Sudan(1969-91) Bangladesl{1972-95),
Bolivia andGuyana(1969-94) ,andJordan(1976-95).Samplemomentsarecomputedrom

the cyclical componenbf the Hodrick—Prescotfiltered logarithmsof the series. A “na” is

reportedwhenthe original seriesncludednon-positve numbers.
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Table3: Volatility of donors’outputandforeignaid (1969-1995)

Standardleviations (%)
Net ODA Disbursements ODA Commitments
Donorcountry GDP Total Africa Others Total Africa Others
Australia 1.83 8.39 36.67 14.30 20.05 38.01 33.82
Austria 1.48 31.88 75.35 na 53.83 108.59 81.75
Belgium 1.84 7.35 7.18 24.01 17.85 90.27 31.34
Canada 2.62 9.37 13.39 14.81 20.79 36.31 25.69
Denmark 1.95 7.03 10.90 16.59 18.97 31.11 37.62
Finland 3.86 19.37 21.79 71.24 3046 35.36 78.98
France 1.57 8.24 8.38 20.05 12.71 15.06 26.97
Germany 1.71 9.84 1429 16.49 15.26 19.97 16.12
Ireland 2.87 23.13 2441 31.10 2325 2440 31.10
Italy 1.83 115.36 na na 49.31 57.27 74.30
Japan 2.15 12.06 39.26 15.06 16.88 54.74 20.09
Netherlands 1.75 9.60 1495 16.28 1754 27.37 25.10
New Zealand 2.84 13.64 66.05 28.44 na na na
Norway 1.78 9.83 13.18 14.90 19.79 33.16 4051
Sweden 2.05 1161 17.03 25.91 17.37 28.19 3491
Switzerland 2.40 10.23 1522 21.72 20.90 36.11 45.48
United Kingdom 2.68 10.19 16.21 16.67 19.72 27.35 38.14
United States 2.18 9.94 2841 16.71 2186 50.21 19.52
Average 2.19 18.17 24.86 22.77 2333 4197 38.91
Median 2.00 10.07 16.21 16.69 19.79 35.36 33.82
Standarddeviation  0.60 25.07 19.53 13.95 11.30 24.61 20.40

Notes: GDP is the grossdomesticproductper capitain constantocal curreng (1990=100).ODA
standdor official developmentassistanceercapitain constantocal curreng; currentUS$amounts
areconvertedinto constaniocal curreny usingcurrentexchangeratesandlocal GDP deflators.All
dataarefrom the OECD. Total standsfor aid flows to all aid recipientsworldwide, whetherin our
sampleor not; Africa, for aid flows to the 38 African countriesin our recipientsample;Othels, for
aid flows to the 25 non-Africanrecipientsin the sample.The periodis 1969-95 exceptfor Austria
(1971-95) BelgiumandNetherland$1970-95) Germary (WestGermary, 1969-90),Ireland(1974-
93) and New Zealand(1972-95). Samplemomentsare computedfrom the cyclical componenbf
the Hodrick—Prescaotfiltered logarithmsof the series. A “na” is reportedwhenthe original series
includednon-positve numbers.
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Table4: Cyclical propertiesof aid from therecipientpoint of view - Summarytable

Africa Comorementwith recipients’GDP Outsideof Comorementwith recipients’GDP
ODA Mult Bilat Africa ODA Mult Bilat

R C R C R C R C R C R C
Benin +; 0 + 0 +; +; Bangladesh + + + + + +
Botswana + 0 0 +; +; 0 Bolivia + 0 0 0 + 0
Burkina Faso + +r + +z + + CostaRica 0 +1 + +; +1 +
Burundi +r 4L +r. 4L 0 0 Dominican Rep. +; + + 0 na +
Cameroon +r + + + +r O Ecuador - 0 0 0 - —
CapeVerde + + + + + 0 Guatemala - - 0 - - 0
Central Afr. Rep. 0 0 0 0 0 0 Guyana 0 0 0 0 - -
Chad + + + + +r + Haiti 0 0 — 0 0 0
Congo 0 0 + 0 +z O Honduras +; +; 0 +; +; O
Coted'lv oire +r O +r O 0 0 India +; 0 0 0 +  +
Egypt 0 0 0 0 0 0 Indonesia - - 0 0 - -
Gabon 0 0 - 0 + 0 Jamaica 0 0 0 0 0 0
Gambia +i +i +i “+i + “+i Jordan +i +i “+i +i — —
Ghana + + +; + + + Malaysia 0 0 0 +z 0 0
GuineaBissau 1 0 1p +r 0 0 Mexico +r + na 0 na +
Kenya +r * +r O +r o+ Nepal + +L +r  +L + +z
Lesotho + +; + +; +r  + Pakistan 0 0 +r  + + 0
Liberia 0 + 4+ o+ 0 0 Panama +; +; na 0 +1 +
Madagascar + +r 0 +r + +r Paraguay + + + + + +;
Malawi 0 0 + 0 0 0 Peru 0 0 +r + 0 0
Mali - 0 - 0 0 0 Philippines 0 + +7 o+ 0 +
Mauritania + - + 0 +; + Salvador - 0 0 0 0 0
Mauritius + 0 na 0 + 0 Sri Lanka 0 - 0 0 0 0
Mor occo +7. = +r O +; +; Thailand 1p +r 1 1p 1p +r
Niger 0 0 +; +; 0 0 Uruguay +; 0 na - +; O
Nigeria 0 0 + 0 0 0
Rwanda + + + + + 0
Senegal +r + 1p +r 1 1p
Seychelles + +; +; +; + 0
Sierra Leone + +; + +1 + +;
Somalia + + +; + + +
Sudan +; 0 0 — na +r
Swaziland 0 +17 0 0 0 +r1
Tanzania - - +; - - -
Togo 4P 4P qp 4P 4P qp
Tunisia 0 0 0 0 0 0
Zaire 1 +1 1p 1 1 +r
Zambia +i + +i + +i +

Notes:For eachrecipient,thetablereportswhetheraid seriesarepro-
cyclical, countergclical or agyclical with its GDP. R andC stand,re-
spectvely, for netreceiptsandcommitments.All othervariablesand
abbreviationsaredefinedin the noteto Tablel. A “ +” indicatespro-
cyclicality, subscripts'L” and“l” standrespectiely for lag andlead,
“=" indicatescountergclicality. Detailsof theunderlyingcorrelation-
s arereportedin Table5. A correlationis judgedto be non-diferent
from O if it liesin theinterval (-0.29,0.29).
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Table5: Cyclical propertiesof aid from therecipientpoint of view - Panell: Africa

Cross-correlatioof GDPwith: Cross-correlationf GDPwith:
Var. z(=2) =z(-1) T z(+1)  =z(+2) Var. z(=2) z(-1) T z(+1) z(+2)
Benin GDP 0.03 0.63 1.00 0.63 0.03 Egypt GDP -0.04 0.43 1.00 0.43 -0.04
ODA 0.36 0.57 0.28 0.10 -0.22 ODA 0.03 -0.23 -0.01 -0.06 -0.27
Mult 0.27 0.50 0.40 0.09 -0.11 Mult 0.03 -0.09 -0.02 -0.21 -0.38
Bilat 0.32 0.46 0.12 0.08 -0.23 Bilat 0.24 -0.06 -0.17 -0.19 -0.39
Botswana GDP -0.00 0.49 1.00 0.49 -0.00 Gabon GDP -0.18 0.48 1.00 0.48 -0.18
ODA 0.30 0.45 0.49 -0.10 -0.27 ODA 0.05 0.13 0.08 0.07 -0.39
Mult 0.17 0.05 0.16 -0.30 -0.13 Mult -0.03 -0.27 -0.74 -0.37 0.18
Bilat 0.37 0.51 0.47 0.02 -0.29 Bilat -0.04 0.03 0.36 0.20 -0.29
Burkina GDP 0.04 0.56 1.00 0.56 0.04 Gambia GDP 0.27 0.56 1.00 0.56 0.27
Faso ODA -0.37 0.02 0.48 0.24 -0.06 ODA 0.01 0.49 0.47 0.22 0.07
Mult -0.32 0.00 0.31 0.06 -0.21 Mult 0.09 0.39 0.21 0.10 0.17
Bilat -0.40 0.10 0.65 0.45 0.13 Bilat -0.14 0.18 0.34 0.05 -0.24
Burundi GDP 0.29 0.66 1.00 0.66 0.29 Ghana GDP 0.18 0.66 1.00 0.66 0.18
ODA 0.03 0.05 0.31 0.56 0.37 ODA 0.51 0.68 0.69 0.25 -0.04
Mult -0.18 -0.22 0.23 0.48 0.60 Mult 0.41 0.58 0.56 0.23 -0.11
Bilat 0.22 0.20 0.02 -0.06 -0.43 Bilat 0.45 0.67 0.71 0.32 0.07
Came- GDP 0.47 0.62 1.00 0.47 0.62 Guinea  GDP -0.22 0.20 1.00 0.20 -0.22
roon ODA 0.08 0.03 0.41 0.45 0.29 Bissau ODA -0.60 -0.56 0.42 0.06 -0.24
Mult 0.05 0.09 0.38 0.17 0.05 Mult -0.54 -0.36 0.44 0.20 -0.25
Bilat 0.10 0.01 0.38 0.52 0.39 Bilat -0.48 -0.52 0.13 -0.11 -0.25
Cape GDP -0.27 0.19 1.00 0.19 -0.27 Kenya GDP -0.01 0.59 1.00 0.59 -0.01
Verde ODA -0.26 0.06 0.70 -0.04 -0.12 ODA -0.35 0.04 0.37 0.62 0.53
Mult -0.29 0.12 0.70 -0.04 -0.08 Mult -0.27 -0.10 0.31 0.55 0.46
Bilat -0.19 -0.07 0.34 -0.08 -0.24 Bilat -0.34 0.19 0.46 0.61 0.49
Central GDP -0.25 0.36 1.00 0.356 -0.25 Lesotho GDP 0.09 0.35 1.00 0.35 0.09
African ODA -0.25 0.17 0.01 -0.40 0.17 ODA -0.09 0.04 0.31 0.09 0.26
Rep. Mult -0.05 0.12 -0.15 -0.35 0.17 Mult 0.08 0.08 0.38 -0.21 -0.02
Bilat -0.35 0.09 0.15 -0.24 0.17 Bilat -0.15 0.04 0.17 0.30 0.35
Chad GDP 0.03 0.30 1.00 0.30 0.03 Liberia GDP -0.27 0.52 1.00 0.52 -0.27
ODA -0.08 0.20 0.55 0.55 0.21 ODA -0.24 0.05 0.22 0.04 -0.08
Mult -0.02 0.17 0.38 0.37 0.17 Mult -0.33 -0.21 0.12 0.42 0.54
Bilat -0.13 0.19 0.61 0.61 0.18 Bilat -0.03 0.23 0.20 -0.17 -0.42
Congo GDP 0.22 0.57 1.00 0.57 0.22 Mada- GDP -0.08 0.36 1.00 0.36 -0.08
ODA -0.07 -0.02 0.19 0.28 0.23 gascar ODA -0.19 -0.10 0.29 0.16 -0.07
Mult 0.00 0.18 0.34 0.17 0.04 Mult -0.32 -0.14 0.21 0.26 -0.08
Bilat -0.18 -0.21 0.07 0.20 0.40 Bilat -0.01 0.01 0.35 0.11 0.05
Cote GDP 0.12 0.68 1.00 0.68 0.12 Malawi GDP -0.03 0.28 1.00 0.28 -0.03
d’'lv oire ODA 0.06 0.21 0.33 0.35 0.38 ODA 0.27 0.26 0.17 -0.17 -0.47
Mult -0.02 0.02 0.18 0.18 0.32 Mult 0.21 0.39 0.49 0.00 -0.25
Bilat 0.05 0.23 0.23 0.25 0.20 Bilat 0.21 -0.04 -0.24 -0.31 -0.50
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Table5, Panell (continued)

Cross-correlatioof GDPwith: Cross-correlatioof GDPwith:
Var. z(—2) z(-1) T z(+1)  z(+2) Var. z(—2) z(-1) T z(+1)  z(+2)
Mali GDP -0.27 0.35 1.00 0.35 -0.27 Sierra GDP 0.03 0.50 1.00 0.50 0.03
ODA 0.31 -0.17 -0.55 -0.40 0.11 Leone ODA 0.25 0.51 0.82 0.26 -0.21
Mult 0.20 -0.34 -0.64 -0.37 0.39 Mult 0.38 0.59 0.64 0.00 -0.20
Bilat 0.18 -0.10 -0.26 -0.11 -0.05 Bilat 0.08 0.42 0.79 0.36 -0.19
Mauri- GDP -0.06 0.41 1.00 0.41 -0.06 Somalia GDP -0.38 0.40 1.00 0.40 -0.38
tania ODA 0.01 0.38 0.53 0.35 0.46 ODA -0.15 0.20 0.49 0.12 0.08
Mult -0.21 0.26 0.53 0.31 0.44 Mult 0.05 0.36 0.29 -0.18 -0.24
Bilat 0.41 0.26 -0.13 -0.20 0.18 Bilat -0.27 0.04 0.63 0.29 0.09
Mauri- GDP 0.20 0.57 1.00 0.57 0.20 Sudan GDP 0.19 0.54 1.00 0.54 0.19
tius ODA -0.00 0.35 0.46 0.14 0.10 ODA 0.49 0.31 -0.12 -0.11 -0.46
Mult na na na na na Mult 0.17 0.08 -0.18 -0.18 -0.39
Bilat 0.07 0.20 0.36 0.15 0.26 Bilat na na na na na
Morocco GDP 0.10 0.55 1.00 0.55 0.10 Swaziland GDP -0.07 0.24 1.00 0.24 -0.07
ODA 0.06 0.32 0.22 0.15 0.41 ODA 0.02 -0.04 0.03 -0.48 0.08
Mult -0.42 -0.12 0.13 0.42 0.52 Mult -0.46 0.02 -0.02 -0.38 -0.08
Bilat 0.48 0.46 0.23 -0.20 -0.13 Bilat 0.10 -0.06 0.06 -0.48 0.06
Niger GDP 0.04 0.60 1.00 0.60 0.04 Tanzania GDP 0.22 0.61 1.00 0.61 0.22
ODA 0.06 0.06 -0.06 -0.21 -0.23 ODA 0.04 -0.35 -0.63 -0.49 -0.23
Mult 0.35 0.24 0.11 -0.26 -0.49 Mult 0.35 0.12 -0.22 -0.35 -0.39
Bilat 0.16 0.05 -0.17  -0.19 -0.25 Bilat -0.21 -0.58 -0.75 -0.46 -0.07
Nigeria GDP 0.23 0.64 1.00 0.64 0.23 Togo GDP -0.24 0.21 1.00 0.21 -0.24
ODA -0.12 -0.08 0.12 -0.06 -0.56 ODA 0.10 0.07 0.55 0.09 -0.14
Mult 0.07 0.34 0.67 0.52 0.03 Mult 0.22 0.09 0.33 -0.16 -0.09
Bilat -0.21 -0.33 -0.23 -0.33 -0.60 Bilat -0.04 0.05 0.69 0.38 -0.13
Rwanda GDP 0.14 0.46 1.00 0.46 0.14 Tunisia GDP 0.02 0.19 1.00 0.19 0.02
ODA -0.06 0.19 0.63 0.14 0.00 ODA 0.13 0.09 0.03 -0.30 -0.41
Mult -0.22 -0.10 0.48 0.33 0.15 Mult 0.24 0.08 -0.24 -0.41 -0.12
Bilat 0.07 0.41 0.65 -0.03 -0.18 Bilat -0.08 0.11 0.16 -0.19 -0.35
Senegal GDP 0.10 0.62 1.00 0.62 0.10 Zaire GDP -0.35 0.16 1.00 0.16 -0.35
ODA 0.02 0.18 0.31 0.38 0.38 ODA -0.08 0.13 0.66 0.40 -0.00
Mult -0.04 0.27 0.47 0.42 0.32 Mult 0.24 0.23 0.66 0.06 -0.28
Bilat 0.11 0.19 0.46 0.42 0.26 Bilat -0.25 0.07 0.61 0.50 0.13
Sey- GDP 0.02 0.59 1.00 0.59 0.02 Zambia GDP -0.12 0.36 1.00 0.36 -0.12
chelles ODA -0.09 0.52 0.70 0.46 -0.13 ODA 0.38 0.52 0.27 -0.14 -0.43
Mult 0.32 0.12 0.06 -0.06 -0.23 Mult 0.42 0.36 -0.18 -0.38 -0.49
Bilat -0.07 0.52 0.73 0.54 -0.03 Bilat 0.37 0.55 0.42 -0.01 -0.30
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Table5, Panelll: Non-Africanrecipients

Cross-correlatioof GDP with:

Cross-correlationf GDP with:

Var. z(—2) =z(-1) T z(+1) =z(+2) Var,  z(—2) xz(-1) z z(+1) x(+2)
Bangladesh GDP -0.47 0.27 1.00 0.27 -0.47 Indo- GDP -0.01 0.52 1.00 0.52 -0.01
ODA -0.25 0.27 0.76 0.05 -0.09 nesia ODA -0.18 -0.49 -0.42 -0.27 -0.21
Mult -0.20 0.37 0.74 0.31 0.04 Mult -0.13 -0.13  -0.19 -0.14 -0.27
Bilat -0.17 0.20 0.75 0.01 -0.33 Bilat -0.15 -0.48 -0.42 -0.26 -0.15
Bolivia GDP 0.24 0.59 1.00 0.59 0.24 Jamaica GDP 0.24 0.64 1.00 0.64 0.24
ODA 0.29 0.39 0.49 0.10 -0.06 ODA -0.36 -0.31 -0.01 0.27 0.23
Mult 0.14 0.06 -0.01 0.01 -0.22 Mult -0.19 -0.03 0.14 0.17 -0.02
Bilat 0.27 0.40 0.53 0.10 0.03 Bilat -0.32 -0.28 -0.02 0.25 0.17
Costa GDP 0.00 0.59 1.00 0.59 0.00 Jordan GDP 0.45 0.72 1.00 0.72 0.45
Rica ODA 0.17 0.29 0.17 -0.31 -0.58 ODA 0.71 0.30 0.01 -0.41 -0.38
Mult -0.19 0.03 0.31 0.14 -0.07 Mult 0.60 0.54 0.07 -0.29 -0.64
Bilat 0.31 0.32 0.01 -0.43 -0.63 Bilat 0.10 -0.09 -049 -0.74 -0.55
Dominican GDP -0.25 0.1755 1.00 0.18 -0.25 Malay- GDP -0.29 0.31 1.00 0.31 -0.29
Republic ODA 0.14 0.33 0.13 0.02 0.22 sia ODA -0.16 -0.10 0.02 0.10 0.15
Mult 0.15 0.11 0.33 0.25 -0.02 Mult -0.06 0.04 0.18 0.19 0.02
Bilat na na na na na Bilat -0.18 -0.14  -0.03 0.08 0.15
Ecuador GDP 0.50 0.81 1.00 0.81 0.50 Mexico GDP 0.07 0.55 1.00 0.55 0.07
ODA -0.33 -0.42 -0.44 -0.47 -0.33 ODA -0.36 -0.33 0.07 0.58 0.32
Mult -0.25 -0.14 -0.09 -0.22 -0.21 Mult na na na na na
Bilat -0.30 -0.50 -0.51 -0.45 -0.28 Bilat na na na na na
Guatemala GDP 0.11 0.57 1.00 0.57 0.11 Nepal GDP -0.31 0.19 1.00 0.19 -0.31
ODA -0.12 -0.24 -0.41 -0.45 -0.28 ODA -0.22 -0.15 0.57 0.45 -0.14
Mult 0.19 0.18 0.09 -0.10 -0.16 Mult -0.05 -0.10 0.38 0.51 0.02
Bilat -0.22 -0.39 -0.54 -0.54 -0.29 Bilat -0.23 -0.20 0.61 0.40 -0.24
Guyana GDP 0.19 0.37 1.00 0.37 0.19 Pana- GDP 0.11 0.64 1.00 0.64 0.11
ODA -0.15 -0.41 -0.20 -0.30 -0.44 ma ODA 0.47 0.59 0.38 -0.07 -0.46
Mult 0.04 -0.20 -0.13 -0.36 -0.43 Mult na na na na na
Bilat -0.44 -0.65 -0.33 -0.14 -0.15 Bilat 0.42 0.46 0.28 -0.12 -0.48
Haiti GDP -0.23 0.18 1.00 0.18 -0.23 Paki- GDP 0.03 0.61 1.00 0.61 0.03
ODA 0.16 0.06 -0.06 -0.14 0.04 stan ODA 0.12 0.23 0.21 -0.05 -0.07
Mult 0.13 0.02 -0.31 -0.31 -0.01 Mult -0.01 0.08 0.20 0.05 0.37
Bilat 0.13 0.02 0.07 -0.05 0.06 Bilat -0.07 0.27 0.37 0.34 -0.00
Honduras GDP -0.25 0.50 1.00 0.50 -0.25 Para- GDP 0.18 0.61 1.00 0.61 0.18
ODA 0.47 0.37 -0.03 -0.19 -0.11 guay ODA -0.12 0.03 0.56 0.22 -0.05
Mult 0.20 0.10 -0.09 -0.22 -0.31 Mult -0.53 -0.03 0.43 0.41 0.21
Bilat 0.44 0.30 -0.09 -0.19 0.11 Bilat 0.05 0.13 0.59 0.12 -0.16
India GDP 0.01 0.40 1.00 0.40 0.01 Peru GDP -0.33 0.24 1.00 0.24 -0.33
ODA 0.53 0.09 -0.05 -0.25 0.04 ODA 0.20 0.28 0.19 -0.15 -0.39
Mult 0.16 0.01 0.03 -0.20 0.10 Mult -0.02 -0.06 0.13 0.18 0.38
Bilat 0.42 0.03 0.01 -0.05 0.07 Bilat 0.22 0.28 0.13 -0.20 -0.46
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Table5, Panelll (continued)

Cross-correlatiomf GDP with:
Var. z(—2) xz(-1) z z(+1) x(+2)

Philippines GDP 0.19 0.64 1.00 0.64 0.19
ODA -0.23 -0.14 0.12 -0.13 -0.22
Mult 0.31 0.29 0.33 0.41 0.17
Bilat -0.37 -0.25 0.02 -0.20 -0.21

Salvador GDP  -0.06 0.59 1.00 0.59 -0.06
ODA -0.28 -0.36 -0.35 -0.36 -0.34
Mult -0.16 -0.21  0.07 0.29 0.21
Bilat -0.38 -0.16 -0.14 -0.32 -0.37

Sri Lanka GDP 0.26 0.57 1.00 0.57 0.26
ODA -0.23 -0.19 -0.18 -0.08 -0.03
Mult -0.12 -0.17  -0.01 0.13 0.17
Bilat -0.11 -0.21  -0.24 -0.15 -0.04

Thailand GDP  -0.51 0.12 1.00 0.12 -0.51
ODA -0.07 0.02 0.37 0.11 -0.15
Mult -0.09 0.21 0.34 0.16 0.10
Bilat -0.31 -0.14 0.33 0.29 0.07

Uruguay GDP 0.08 0.46 1.00 0.46 0.08
ODA 0.21 0.50 0.26 -0.20 -0.43
Mult na na na na na
Bilat 0.03 0.48 0.40 0.03 -0.18

Notes: Entries are correlationsof the cyclical componentsof the Hodrick—
Prescaotfiltered logarithmsof the series. The centralcolumnshawvs contempo-
raneou<orrelations.Columnsto theright (left) arecorrelationswith the series
shiftedbackward (forward) by oneto two years.All variablesaredefinedin the
notesto Tablel. A correlationis judgedto be non-diferentfrom O if it liesin

theintenal (-0.29,0.29).
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Table6: Importanceof foreignaid to donors(1969-1995)

Meanratio of ODA to donors GDP (%)

Net Disbursements

Commitments

Donorcountry Total Africa Others Total Africa Others
Australia 0.32 0.01 0.08 0.34 0.01 0.08
Austria 0.16 0.03 0.03 0.22 0.06 0.04
Belgium 0.32 0.21 0.04 0.34 0.20 0.04
Canada 0.29 0.07 0.10 0.36 0.10 0.13
Denmark 0.39 0.15 0.09 0.45 0.17 0.11
Finland 0.21 0.09 0.03 0.27 0.11 0.04
France 0.40 0.18 0.03 0.47 0.22 0.04
Germany 0.28 0.09 0.08 0.40 0.12 0.12
Ir eland 0.06 0.03 0.00 0.05 0.03 0.00
Italy 0.12 0.04 0.02 0.16 0.06 0.02
Japan 0.19 0.02 0.11 0.29 0.03 0.17
Netherlands 0.58 0.14 0.19 0.68 0.15 0.23
New Zealand 0.21 0.00 0.04 0.21 0.00 0.04
Norway 0.44 0.16 0.11 0.44 0.17 0.09
Sweden 0.51 0.13 0.10 0.55 0.14 0.10
Switzerland 0.18 0.05 0.06 0.20 0.06 0.06
United Kingdom 0.22 0.06 0.08 0.28 0.07 0.11
United States 0.17 0.04 0.05 0.22 0.05 0.06
Average 0.28 0.08 0.07 0.33 0.10 0.08
Median 0.25 0.07 0.07 0.32 0.09 0.07
Standard-déation  0.14 0.06 0.05 0.15 0.07 0.06

Notes:GDPis thegrossdomestiqroductpercapitain constantocal curreng (1990=100).
ODA standdor official developmentassistanc@er capitain constaniocal curreng; cur
rentUS$amountsareconvertedinto constaniocal curreny usingcurrentexchangerates
andlocal GDP deflators.All dataarefrom the OECD. Total standfor aid flowsto all aid
recipientsworldwide,whetherin our sampleor not; Africa, for aid flows to the 38 African
countriesin our recipientsampleOthers, for aid flows to the 25 non-Africanrecipientsin
thesample Ratiosareaveragedvertheperiod1969-95 exceptfor Austria(1971-95) Bel-
gium and Netherlandg1970-95),Germary (WestGermary, 1969-90),Ireland (1974-93)

andNew Zealand(1972-95).
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Table7: Cyclical propertiesof foreignaid from donors’perspectie
Comovementswith donors’GDP

Net ODA Dishursements ODA Commitments
Donorcountry Total Africa Others Total Africa Others
Australia 0 - 0 + 0 +;
Austria 7 0 na +r +r +z
Belgium +r 0 +r + +r +r
Canada -+ 0 +1 +i +i D
Denmark AP, +L +L 0 + 0
Finland +z +r +r +r + +
France - 0 0 0 0 0
Germany 0 0 = i +r +r
Ireland +r 4z = e
Italy - na na - - -
Japan +r 0 + 4+
Netherlands +r + + + +r +
New Zealand +r 0 0 na na na
Norway +1 +1 0 + +1 +1
Sweden +r +z 0 0 0 0
Switzerland +r 0 - 0 0 -
United Kingdom  +p, +L 0 + + +r
United States 0 0 0 0 0 0

Notes: For eachdonor the table reportswhetherthat donors aid seriesare progyclical,

countergclical or agyclical with its GDP. Variablesand abbreriations are definedin the

noteto Table6. A “ +” indicategrogyclicality, subscriptsL” and“l” standrespectrely for

lag andlead,"/=" indicatescountergclicality. Theunderlyingcorrelationsareconsidered
non-diferentfrom zeroif they lie in theintenal (-0.29,0.29).
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Note: Figure 1 shaws the distribution of the contemporaneousorrelationshetweenAfrican recipients’GDP andtotal ODA dis-
bursementgFig. 1A), ODA diskursementsrom multilateral (Fig. 1B) andbilateralsourceqFig. 1C), andcommitmentgFig.

1D-F).

Figurel: Contemporaneousorrelationshetweeraid andrecipientGDP
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Figure2: Aid-outputcorrelationsys. income,volatility andaid dependengc
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Note: This figure plots the contemporaneousorrelationbetweerthe cyclical component®f the H-P filtered logarithmsof GDP
and ODA againstthe averagelevel of percapitaoutput (first column), the volatility of output(secondcolumn)or the average
ODA/GDRP ratio (third column),for African (first row), non-African(secondrow) andall 63 samplerecipients.In eachcase the
solid line is the OLS-fittedline. AverageGDP numbersn thefirst columnhave beennormalizedsothatthe highestis 100.
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Figure3: Part A - Selecteccountriesdetrendederies
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Note: Eachfigure plots the cyclical componentof the HP-filteredlogarithmsof the percapitaseries(GDP: gronvth domestic
product; ODA: netdislkursementsf official developmentassistance@DAc: ODA commitments;Grants: the grantcomponent
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Figure3: PartB
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Note: Eachfigure plots the cyclical componentof the HP-filteredlogarithmsof the percapitaseries(GDP: gronvth domestic
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Figure3: PartC
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Note: Eachfigure plots the cyclical componentof the HP-filteredlogarithmsof the percapitaseries(GDP: gronvth domestic
product; ODA: netdislkursementsf official developmentassistance@DAc: ODA commitments;Grants: the grantcomponent
of ODA; TA: the valueof technicalassistance)The first andlasttwo yearsof obsenationsare not displayedasthey have been
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