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INTRODUCTION

The beginning of the transition in the Balkans turned the region into a strong
recipient of foreign assistance. The dramatic dissolution of Yugoslavia caused
intensive international involvement in this part of the world and made the Balkans a
visible issue on the international agenda. The Yugoslav wars of secession produced
dramatic humanitarian emergencies and called up on the world to step in and relieve
pain and suffering. The wars’ ends raised the question of post-war reconstruction and
the need of bringing life back to normal.

Simultaneously, the Balkans was part of another more global process, that of
transition from socialism towards democracy and market economy. This transition
was made even more complex in former Yugoslavia with the fact that it was
combined with complicated processes of state disintegration and conflict. The
transition to democracy in the countries of former Yugoslavia was by no means
smooth or straightforward and it was an important item on the agenda of
international efforts in the region.

Foreign assistance has been a consistently strong aspect of the international
involvement in the Balkans ever since the beginning of transition. In the past 18 years
the region has received massive amounts of foreign aid, and it has become one of the
most assisted parts of the world. In addition, this process coincided with the fall of
the Iron Curtain and the end of the bipolar world, which in its own right produced
the most fundamental changes in the foreign aid regime ever since its institution after
the end of WW 1I.

Close to two decades after the start of this process, a retrospect of the phenomenon of
foreign aid to the Balkans seems a well-timed effort. Over this period of time foreign
aid has become an important aspect of international presence in the region, and of the
political, economic, and social reality of the countries in the Balkans. Logically, this
gives rise to many questions, such as: what have been the characteristics, principles,
or drives of this process? Or what were the major outcomes, or results of foreign aid
to the Balkans?

However the questions concerning aid impact and effectiveness are preceded by
another set of more basic questions. They include: how much aid has the region
received over the past period? How was this aid distributed across the Balkans? Who
were the major donors and major recipients of this foreign assistance? In addition to
this, why was this aid given, and given in the way it was, and what were the final
goals of such assistance?

The summary of these important questions produced the title of this essay: who gave
aid, to whom, and why? The title itself is a homage. It is a replica of the title of the
influential Alesina and Dollar (1998) article Who Gives Foreign Aid to Whom and
Why.* The other remaining aspect, excluded from the title for reasons of brevity is

! The first version of the title was a homage of a much older article with a similar title:
Foreign aid. For What and for Whom by Samuel Huntington (1970).



“for what”, or, in other words what was foreign assistance to the Balkans exactly
spent on.

These questions produce the central points of inquiry of this text: who gave foreign
assistance to the Balkans, who received it, what motivated it, and what was it
allocated for exactly. In this sense, the questions the text will look into are quite
similar to those form Alesina and Dollar (1998), with the fact that the sample is
limited to one region — Alesina and Dollar look into global flows — and the
methodology is completely different. Whereas Alesina and Dollar use the quantitative
economic methods, this text relies on the methods of qualitative research.

A note is due at the very outset concerning the motivation for this text. This text is
intentionally broad in its research scope, and that represented a serious challenge. It
made the text rather lengthy and it made the research of the numbers extensive. The
author recognizes that a more narrowly based research topic from within the overall
realm of foreign aid to the Balkans would have produced a more tightly structured and
concisely discussed argument. Such as for example, comparison of just European
Union vs. United States foreign aid flows to the region, or even to one country; or a
discussion of just one type of aid, for example, democracy assistance to just one or a
few countries in the region, for example Serbia and Croatia; or for example, only
post-conflict reconstruction aid through a Bosnia vs. Kosovo perspective. Instead of
this, a deliberate choice was made to pursue an inquiry into all aid to all the countries
in the Balkans. There is a reason for this. Namely, the early stage of research of the
literature for this endeavor came to an interesting conclusion: very few titles could be
identified which have addressed this issue. It turned out that despite the fact that
foreign aid to the Balkans has been a strongly relevant process in the region over the
past 18 years, relatively little scholarly attention has been dedicated to the issue. First,
there was little material on the Balkans in the scholarly writing on foreign aid proper,
and second, there was little on foreign aid in the tremendous amount of literature
produced on the Balkans in recent times.?

This point should be clarified further. There is writing, even though perhaps not
much, on specific aspects of foreign assistance to the region, such as for example,
microcredit in Bosnia, gender projects in Kosovo, assistance to media in the region,
or US democracy assistance to Serbia, etc., but the more specific they are, naturally
the less relevant they become for the overall perspective of foreign assistance to the

2 One of few the titles concerning foreign aid to Eastern Europe, but which is only of more
distant relevance to the Balkans (it focused mostly on the countries in Central Europe, and
particularly on Poland) is Janine Wedel’s Collision and Collusion: The Strange Case of
Western Aid to Eastern Europe (2001). A few shorter essays that have been identified
through the review of the literature include for example, Kekic Laza, Aid to the Balkans:
Addicts and Pushers, in Veremis Thanos and Daianu Daniel (eds.) Balkan Reconstruction
(2001); Bartlet William, European Economic Assistance to the Post-Socialist Balkan States,
in Bianchini Stefano and Uvalic Milica (eds.), The Balkans and the Challenge of Economic
Integration. Regional and European Perspectives(1997); Kotios Angelos, European Policies
for the Reconstruction and the Development of the Balkans, in Petrakos George and Totev
Stoyan (eds.), The Development of the Balkan Region (2001). Among the few titles which
have been written in local languages, the research managed to identify for example,
Milardovic Andjelko, Zapadni Balkan: Pojam, ideje, i dokumenti o rekonstrukciji Balkana u
procesu globalizacije(2000).



Balkans.® As a result of this situation, the research found out that there is generally
very little knowledge of the basic features of this phenomenon. In this sense, the
answers to the central questions from the title do appear unknown, un-synthesized at
present. This is, in short, the basic motivation for the treatment of this issue.

The central tenets of this inquiry, that is, the basic questions such as “who”, “for
whom?”, etc., are further integrated in a framework which structures the discussion
around the basic question of - why? The question “why” is the question which
concerns the motivations for foreign aid to the Balkans? The question of motives is
one of the central issues in foreign aid theory which has been extensively explored
over the years. This question asks: why have donors given aid to the Balkans? What
has motivated them to such an action? This is naturally related to the general question
of: why donors give aid in general? It is to expect that the same or similar motives
which drive foreign assistance allocations to other parts of the world are also at work
in the Balkans. In a sense, the questions of “who”, “for whom”, and “for what”, can
be explored as functions of the question “why”.

For example, the motives determine the actual donors of foreign assistance. The
extensive research of the numbers shows that whereas some donors had strong
presence in the Balkans, other donors, which have strong presence in other parts of
the world, were by and large absent from the region. The explanation for this should
be sought in the motivation of those donors to give as opposed to not to give aid to the
Balkans. Or in other words, it is the question of “why” which has determined the
question of “who”. The same applies to the other two questions of “for whom” and
“what”. The text will show that whereas some donors gave huge quantities of aid to
some countries in the region, they gave substantially less to others. The answer should
again be sought in the motivations for such a choice. And the same is valid for the
question of “what” that is, what were the exact ends foreign assistance was allocated
for. The text will also show that often there was an obvious correlation between the
donor motivation and the types of operations they chose to support in the Balkans. In
this sense, the issue of donor motivation to give foreign assistance will be a persistent
lens of the inquiry into development assistance to the region. The issue of motivation
will be explored through the review of the theory (Chapter 1); it will be discussed vis-
a-vis the donor official policy texts (Chapter 3) and the political reality of foreign aid
to the Balkans explored through an extensive review of international media (Chapter
4). 1t will subsequently be discussed through the extensive research of the numbers of
foreign assistance to the region.

Given the fact that the text is broad in scope, it is perhaps useful to define its
boundaries also by noting what this text is not. For example, this text will not be a
discussion of impact and effectiveness, which are major issues in scholarship of aid.
Some arguments will nevertheless be made indirectly through the close review of the
numbers. However, this text will not try to give an answer to the question of: what
was the impact of foreign assistance in the Balkans. First, the position of this writing
is that that question can only be asked after this first set of basic questions has been
answered. Second, another position of this writing is that the issue of impact cannot

% A good example of writing on specific aspects of foreign assistance, or particular types of
project are for example some of the essays in Siani-Davis Peter (ed), International
Intervention in the Balkans since 1995 (2003);



be discussed in an aggregate, in the sense of “what was the overall impact of all
foreign aid to the Balkans”, but only through a process of disaggregation and separate
discussion of the impact of different types of aid. Another item which will not be
covered will be private assistance, that is assistance originating from private donors,
organizations, of individuals. This text will primarily be concerned with official
development assistance (ODA) which is the foreign assistance given by donor
governments to recipient countries. This is not to imply that this aid is given directly
to the recipient governments. Private aid is by definition a small fraction in total
foreign assistance (comprising official and private), but the bigger challenge for
looking into private aid is the lack of organized data which represents a serious
challenge. Nevertheless it should be borne in mind that private aid is a small share in
the total. Next, this text will address but will not thoroughly discuss the related
phenomena of emergence of NGOs, aid conditionality, democracy assistance,
operation of multilateral agencies in the Balkans and so forth. All of these phenomena
are directly related to the functioning of foreign assistance but they also have a life of
their own which is not necessarily part of the foreign aid discourse. They will
nevertheless be introduced and discussed, but they are not issues of central interest for
this text. In essence, this text will be a study of the numbers of foreign assistance to
the Balkans.

Overall, the writing ahead comprises two larger parts. The first one ( Chapters 1, 2, 3
and 4) explores the available literature, official policy texts of major donors, and
conducts a review of the major international media for the purpose of investigating the
political dynamics surrounding the delivery of foreign aid to the Balkans. The second
part (Chapters 5, 6, and 7) conducts an extensive inquiry into the numbers of foreign
assistance to the Balkans in the period 1990-2005. Even though the text relies on
sources from the literature, policy documents, and media, it is still by and large based
on the analysis of statistical data. The three last chapters, combined with extensive
annexes, provide in dept review of the numbers concerning development aid supply to
the region. In addition, it is the numbers which serve as the major instrument for
producing the findings on the “who”, “for whom”, “for what”, and “why”, of foreign
assistance to the Balkans. This extensive study of the numbers has been motivated by
the awareness that this is essentially the type of information which has been lacking
concerning foreign aid to the region.

Chapter 1 which follows provides the theoretical introduction into foreign aid through
a review of the major theoretical views on the motivations to give development
assistance. Some of the major scholars and positions are represented in a historic
perspective.

Chapter 2 discusses the great changes which have taken place in the foreign aid
regime after the end of the cold war; it reviews the possible factors behind those
changes, and it identifies the major new features of foreign assistance in the post-cold
war of the 90s on global scale.

Chapter 3 brings the focus on the Balkans and it conducts a review of the official
policy texts, documents, and declarations of some of the major donors to the region. It
identifies the major declared goals of foreign assistance as declared by these donors,
and it discusses the similarities and differences between them.



Chapter 4 shifts the focus to the political dynamic surrounding the supply of foreign
assistance to the region, by conducting a review of the major international media in
the 1990-2005 period. Through analysis of statements of relevant political officials,
developments in the donor community, and facts concerning aid to the Balkans as
recorded by the international press, it identifies factors of relevance for the supply of
foreign assistance to the region and it categorizes them according to their common
features. Chapter 5 commences the investigation of numbers and it reviews the
general amounts of foreign aid to the Balkans in the 1990-2005 period. It starts the
answers to the questions of “who” and for whom” concerning aid to the region.
Chapter 6 continues the exploration of numbers through an extensive sectoral
disaggregation of foreign assistance to the region. It introduces the major sectors of
allocation of aid, and it reviews sectoral allocation of ODA across donors and
recipients. Chapter 7 continues the exploration of the numbers of aid through a review
of the descriptions of the major allocations in order to obtain information on the final
exact ends of foreign assistance. The Conclusion synthesizes the major observations
and findings which have emerged throughout the discussion.

As it has already been mentioned, this research endeavor relied on the combination of
several approaches for the production of its findings. Extensive review of the
literature on foreign assistance has been conducted in order to acquire the theoretical
material on the issue. Review of official policy texts of donor governments has been
conducted for the purpose of assessing the officially stated goals of their foreign
assistance efforts in the Balkans. Extensive review of the coverage of foreign aid to
the Balkans in the period 1990-2005 in major international media has been conducted
in order to grasp the real political dynamic surrounding the process, but also in an
attempt to compensate for the lack of scholarly sources. Extensive analysis of
statistical data has been conducted for the purpose of identifying the amounts and
composition of foreign assistance to the region. In this process the research relied
strongly on the two databases maintained by the Development Assistance Committee
(DAC) of the Organization for Economic Cooperation and Development (OECD).
These databases serve as global registry for data on foreign assistance and are the
prime reference for all scholarly writing on aid. Due to specific challenges concerning
the inquiry of aid to the Balkans, other data sources have been consulted when
deemed necessary. Material from interviews with donor representatives has been used
only by exception.

| owe a debt of gratitude to PhD program in International Cooperation and Sustainable
Development Policies of the University of Bologna and its director, professor Andrea
Segre, for allowing me to do this exciting research. | also owe a special debt of
gratitude to the Istituto per I‘Europa Centro - Orientale e Balcanica in Forli which
hosted my research effort and to my mentor, professor Stefano Bianchini for his
guidance through this journey. In addition, I thank UNU WIDER in Helsinki, the
Center for Civil Society Studies at Johns Hopkins University in Baltimore, and the
Integrated Business Faculty in Skopje, Macedonia, where | did parts of this research.
All mistakes are mine alone.
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CHAPTER 1

Foreign Aid. Motives and Factors:
Review of Major Theoretical Views

1. Introduction to Motivations for Aid: The State of the Debate

The study of motivations of foreign assistance represents a significant part of the
international scholarship on aid. This writing which has as its core interest the process
of foreign aid to the Balkans in the period of transition starts off with a general
discussion about the motivations of donor countries to provide development
assistance.

The discussion opens with a review of the major theoretical views to be found in the
literature on foreign aid. The major recent contributions have been consulted, as well
as classical writings on the topic.

Several notes are in order in the beginning. Substantial part of the scholarly literature
on motives for aid concentrates on bilateral aid, or more precisely, on the bilateral
official development assistance (ODA). That is, it mostly analyses the motivations of
donor governments to give aid to recipient governments. The focus on bilateral ODA
is one marked feature of the debate on aid motivations. Naturally, related issues, such
as the essential differences between bilateral and multilateral aid , or the role of
private aid (aid provided by private organizations) are addressed in the scholarly
debate, but nevertheless, the body of thought dealing with motivations of foreign aid
is primarily concerned with official, bilateral assistance. This reflects the realities of
aid. Aid in its present form historically originated as bilateral, government-to-
government form of cooperation, and bilateral aid still accounts for around 70% of
total ODA. Private aid (which is not part of ODA) is significantly smaller and stands
at around 8-10% of ODA.*

Another important aspect of the discussion on aid motivations, and what more, aid in
general, is that it often focuses on aid by very few countries. In this sense, as it has
rightfully been noted, the debate suffers from a certain degree of “Americanization”.

Scholarship on aid is visibly dominated by writing which focuses on the aid practices
of the United States. In addition, the literature is predominantly populated by titles
and authors from the Anglo-Saxon tradition.

Many studies of aid focus primarily on the several largest bilateral donors, the US,
UK, Japan, Germany, and France. This again reflects the reality of aid whereby these
5 big bilaterals account for over 80% of total ODA.

* Private organizations, of which most prominent the NGOs, in addition to providing
assistance which comes from private sources (individual contributions or mass public
campaigns, etc.) have over the years, become an important channel for ODA. This trend
became especially pronounced in the 1990s. Chapter 2 discusses this phenomenon in detail.
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In addition, bilateral ODA has essentially been instituted and for great many years
absolutely dominated by the US. Beyond the 5 largest bilateral donors, the discourse
on aid usually focuses on the practices of the countries which are members of the
Development Assistance Committee (DAC) of the OECD.” The DAC aid definitely
accounts for the balk of ODA globally.

At closer look, two sub-discourses can provisionally be identified in the body of
academic writing on the subject. The first has the already mentioned focus on ODA
by the biggest bilaterals, biased towards the US.

The second, coming largely from Scandinavian scholars, centers on the development
cooperation practices of the Scandinavian countries. These donors, although
accounting for a much smaller absolute share of aid, have been widely recognized to
provide aid of better quality, guided by the “right” sets of motivations, and to be
closest to reaching the UN quota of 0,7% of GDP. Nevertheless, although aid from the
Scandinavian (or Nordic) countries is nominally smaller, compared to the ODA
provided by the US or Japan, it is quite bigger when considered as percent of their
GDP. The active engagement of Scandinavian countries in the field of development
cooperation has also resulted with considerable literature on the topic, produced by
authors from these countries.

Finally, and in a similar vein, Japanese aid can provisionally be considered a separate
focus of interest, often of Japanese scholars.

This state of the debate definitely offers less insight into foreign aid which falls out of
the principal focus of interest. At least two issues should be mentioned. The first is a)
the assistance from Arab (oil producing, OPEC member) countries, and the second, b)
past aid from socialist countries, primarily the Soviet Union. These two types of aid,
although at present a less relevant reality - OPEC aid small and going to a limited
number of recipients; Russia transformed from a donor into a large recipient in the
1990s - have had periods of historic significance. Soviet Union aid was for a certain
period of time during the cold war a relevant competitor to US aid, in the struggle for
global dominance (Guan-Fu, 1983; Lawson, 1988; Heymann, 1960; Horvath, 1970;
Lumsdaine, 1993; Beim, 1964). Assistance from oil producing countries had peaks
especially in periods of time when due to high oil prices, assistance from the West had
declined (Neumayer, 2003; Lumsdaine, 1993). Aid from some oil producing countries
was present during the Balkan wars in the 1990s, when it went to countries which had
Muslim population (Bosnia and Kosovo).

Another observation concerns aid by the European Union (EU). The EU enlarged and
deepened over the past decade and a half, and that definitely transformed profoundly
its assistance programs. There is the impression that literature on aid lags behind in
giving the proper attention to EU assistance, which is still often considered as just one
more type of multilateral aid. The EU has been the largest donor to the Balkans since
the beginning of the transition, and thus it will be discussed in detail further in the
text. In this sense, the situation is a bit paradoxical. EU ODA will receive less
attention in the theoretical discussion on motives; from the simple reason that there

> The DAC is composed by 23 member countries. The DAC members web page is available
at http://www.oecd.org/linklist/0,3435,en_2649 33721 1797105 1 1 1 1,00.html
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are still fewer titles in the scholarly writing on aid which have dealt with the issue of
EU development assistance. Yet, the EU aid will be quite centrally positioned in the
later chapters of the text which will extensively draw on the numbers and amounts of
ODA allocated into the Balkans, and which were seriously dominated by the aid
provided by the European Commission (EC).

After these notes on the limits of the debate, the review follows of the theoretical
debate on the motivations of donor government to provide foreign aid, as a broad,
general introduction to the topic of foreign aid to the Balkans.

2. The Two Poles of Motivations of Aid: Self-Interest vs. Altruism

There is hardly a more highlighted topic in literature on aid than that concerning
motivations for foreign assistance. Why do donors give aid? What motivates the
volume, allocations, and type of aid donors choose to give?

It is a matter of convention, of common understanding, that the overarching universal
goal of aid is - development. Whereas there can be a multitude of different, specific
objectives of any particular aid effort, there can be no doubt that the final goal of any
aid is to - promote development. Although not exclusively, ever since the very
beginnings of foreign aid development has been seen mostly in economic terms. Aid
is given to lift people out of poverty and produce economic growth®. As such aid is
given to those who need it, who demonstrate the need of foreign assistance.

Nevertheless analysis of foreign aid has observed rather soon after the establishment
of foreign assistance programs that allocation is not always proportionate to need.
Some poor (who clearly demonstrate great need) can receive a lot whereas others
equally poor, very little; similarly, the less poor would often get a lot more than the
more needy. The reason for such mismatch between human need and aid allocations
has been identified by scholarly thought to rest with - donor motivations to give aid.

Put succinctly by McGillivray (2003: 1):

“why do some poor countries receive so much aid and other so little? The
explanations of most studies turn on the perceived motives of donor countries.”

Aid is always allocated for the achievement of certain nominal goals, such as reducing
poverty, improving governance, promoting democracy, strengthening civil society,
helping gender equality and so forth. Alongside these nominal goals, theory on aid
argues, donor countries have additional sets of motivations and reasons which
influence the amounts of aid going to recipients. Donor motivations strongly influence
aid decisions.

® Nevertheless, one of the earliest foreign aid endeavors did not aim at reduction of poverty
but reconstruction. It is commonly accepted that the Marshall Plan represents the very
beginning of foreign aid in its present meaning. The objective of the Marshall Plan was to
help the reconstruction of post-war Europe.
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The exploration of factors influencing aid allocation has produced a significant body
of literature. Overall, scholarship on aid recognizes two general views on why aid is
given.

According to the first, so-called idealist view, aid is given out of a pure inclination to
help. Foreign aid as an instrument of pure altruism derives from the philosophic idea
that - there is a moral obligation to help. This view argues that there is a moral
obligation to help to the poor and disadvantaged, and relates the appearance of foreign
aid to the evolution and maturation of ethical standards in Western democracies.

Extensive analysis of the moral obligation to give would be beyond the scope of this
writing. The most comprehensive treatment of this issue can be found in the classic
work of Roger Riddell “Foreign Aid Reconsidered (1987).”"

" Riddell (1987: 17-26) analyses the ethical argument for aid, by exploring the views on the
moral obligation to help from the early scriptures of Christianity to the more recent pertinent
philosophical discourses. He suggests that the idea that there is an obligation to help the
weaker has existed from the very onset of Christian faith, and that it has grown and evolved
inside theological thought over centuries. Riddell refers to some of the writings of Thomas
Aquinas in his Summa Theologica, to discern the distant antecedents of today’s debate on the
moral argument. Aquinas held that:

“according to the natural order instituted by divine providence, material goods are provided
for the satisfaction of human need. Therefore the division and appropriation of property,
which proceeds from human law, must not hinder the satisfaction of man’s necessity for such
goods. Equally, whatever a man has in superabundance is owed, of natural right, the poor for
their sustenance... (cited by Riddell, 1987: 17).”

Interestingly studying more recent theological discourses, papal pronouncements from the
1960s in particular  Riddell has also traced very specific arguments that states have the
obligation to help *““the problems of underdevelopment (1987: 17).”

Moving to the exploration of the philosophical narratives on  moral obligation, Riddell
divides them into several streams. The first, which he discusses through the work of Paul
Streeten and Nigel Dower, builds on the basic premise that the simple fact of being human
implies certain obligations (Streeten), and that ““being human is what is needed for human
well-being (Dower)”. These views, according to Riddell, impel the obligation to eradicate
evils such as extreme poverty stems from here.

Another theory about the obligation to help, which has often been used in development,
derives from the idea of utilitarianism promoted by Jeremy Bentham. According to this view,
expressed succinctly in the words of the DAC Chairman, in the 1980 DAC Review:

“the core rationale of development assistance remains the profound intuition most people
have that unrequited transfers from the averagely richer people of rich areas to the averagely
poor people of poor areas usually add more utility to the latter than they inflict disutility on
the former (cited by Riddell, 1987: 20).”

Or in the words of Streeten, (cited by Riddell, 1987:20):
“the distributional argument for aid can be justified on a variety of philosophical grounds.

Perhaps the most common is the utilitarian argument that a dollar distributed from a rich to a
poor man detracts less utility than it adds, and therefore increases the sum of total utility.”

14



In the second, realist view, the motive for giving aid is the self-interest of the donor.
Primarily, this view sees foreign aid as a tool of the foreign policy, which is in turn
considered to be driven primarily by interests of national security.

Aid as it is known today began in the aftermath of World War |1, with the United
States Marshal Plan for Europe. From the altruistic point of view, the motive for the
Marshall Plan would be the desire of the US to help Europe which was devastated by
the war. In the “realist” point of view, the US move was motivated by its own self-
interest - to help its own national security by helping European security, containing
the spread of communism, and by promoting the market for its exports. In the political
circumstance of that period of time, the national security interest probably by far
exceeded any commercial interest the US may have had in rebuilt Europe.

The notion of self-interest has been consistently present in policy making circles ever
since the very emergence of the foreign aid regime, and what more; it was often
present in what would at present be considered a “self-conscious” way.

For example, discussing the US foreign aid regime in the 50s, Hjertholm & White
(2000: 11) note that “ most US aid was released under the tellingly named Mutual
Security Act...aid was quite consciously used to stop countries ‘going communist.”
Opeskin (1996: 21) starts his essay on the moral obligation to give with a reference to
a statement by US President Richard Nixon that the purpose of aid is “not to help
others but ourselves.” In much recent times, in his testimony before US Congress in
2004, Radelet (2004) has identified three motivations for US aid in the post 9/11
period: national security, promotion of American values, and humanitarianism.

The influential Theory of Justice of John Rawls has also been invoked to contribute to the
discussion on the moral obligation to give aid. Riddell (1987: 23) suggests that according to
Rawls’s theory of justice:

“not only people have rights to life but also they have rights to the resources necessary to
create the conditions for basic life, even if acquiring these resources entails the extraction of
these resources acquired legitimately by others.”

According to Riddell, this is the point where Rawls surpasses the utilitarian idea which he
considered not to go far enough; to be in a manner of speaking, permissive( 1987: 21).

A more recent short essay by Opeskin (1996), on the moral foundations for aid, distinguishes
between two types of obligations; the first based on the idea of humanity and the second, on
the idea of justice. The idea of humanity requires ““to relieve human suffering and distress,
irrespective of state boundaries, whenever we can do so without great personal sacrifice
(Opeskin, 1996: 23).”

The idea of justice comprises two types of justice. These two types, according to
Opeskin(1996: 23), correspond ““ with the Aristotelian notions of corrective and distributive
justice™:

. “Global transfers of resources may be called for as rectification of the wrongs committed by
developed states against developing states in the past, or they may be called for by way of
global redistribution of wealth or income, according to some criterion of need or desert
(Opeskin, 1996: 23).”
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For scholars who subscribe to the realist view, foreign aid is a product of the cold war
and the bipolar world, and it is nothing else but another tool of foreign policy.
According to Hopkins:

“there has never been a pure economic development assistance regime...until 1990,
cold war concerns provided the core motivation for aid...the institutionalisation of
foreign aid after the Second World War occurred in a context of the cold war.
Strategic political considerations were the major force shaping aid allocations, at
least bilateral ones. While moral concerns underlay aid, especially emergency relief,
this motivation was never paramount, certainly not in a sustainable fashion (Hopkins,
2000: 425).”

In their influential Clarifying the Foreign Aid Puzzle: A Comparison of American,
Japanese, French, and Swedish Aid Flows, Schraeder, Hook, & Taylor (1998), add a
third view on motivations for aid. They contend there are essentially three paradigms
in scholarly thinking on what motivates foreign assistance: realist, idealist, and neo-
Marxist.

According to the realist paradigm, the major motivation for giving aid is national
interest. It is determined by strategic interests of the donor country. Classical realists
concentrate only on security interests whereas neo-realists also take into account
economic ones. In the idealist view, although other factors come into play, altruism is
considered the primary motive of foreign assistance. Perhaps the best known recent
proponent of this view is David Halloran Lumsdaine (1993) with his Moral Vision in
International Politics: The Foreign Aid Regime, 1949-1989. The third view represents
the so-called neo-Marxist argument, which insists on a division of the world between
a rich centre and a poor periphery, whereby aid is merely one of the instruments for
maintaining that status quo. By suggesting that aid is a function of the donor interest,
in this case, the interest to maintain the status quo between a rich North and poor
South, between a centre and periphery, the neo-Marxists thinking does essentially
come back into the realist camp,. The neo-Marxist argument  has at least in part
originated from scholarly views promoted in aid recipient countries.®

Whereas the Neo-Marxist discourse has almost completely lost relevance over the last
decades, the dynamic between the realist and idealist paradigm suggests that the
realist view has prevailed over the idealist one. In reality no scholar would propone an
exclusively realist or idealist point of view, and it has come to be accepted that both
positions have a stake in the decision making on foreign aid. In addition, in the minds

® Huntington for example has referred to the positions of Latin American intellectuals, such
as Vincent Sanches and Ivan llich, to describe the opposition to aid in recipient countries.
according to Huntington, : “these expressions range from the argument by the Chilean
psychiatrist, Vincent Sanchez, that U.S. aid is creating ‘cultural psychosis’ in Chile to that
elaborated by Ivan Illich that the export of Western concepts, aspirations, and techniques of
mass production and consumerism induces "“chronic underdevelopment™ in poor countries
from which the latter can escape only by evolving some fundamentally different alternatives
unknown to developed Western societies (cited in Huntington, 1970: 187).” In his classic
From Marshall Plan to Debt Crisis, Robert Wood (1986) has referred to the work of
Fernando Henrique Cardoso and Enzo Faletto (1979) as proponents of the dependency theory
which had essentially claimed that the rich North keeps the poor south in a state of
dependency.
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of policy makers the different conceptual views are often fused (Meernik, Krueger,
and Poe, 1998: 68). Nevertheless, the predominant view in aid theory (and wider) still
Is that foreign assistance is strongly motivated by donor interests. The argument of
course does not end there. Self-interest can not be considered a monolithic category:

“The notion that self-interest pervades the aid calculations of industrialized states
has become axiomatic in scholarly literature.. But this notion begs the question of
which of many potential self-interests are at play in the execution of aid policy
(Schraeder, Hook, & Taylor, 1998:295).”

The trichotomy comprising the realist, idealist, and neo-Marxist view is already to be
found in a title which actually precedes the influential Foreign Aid Puzzle. Steven
Hook, who co-authors the Foreign Aid Puzzle, refers to these three views as: realist,
idealist, and structuralist (Hook, 1995).

In his National Interest and Foreign Aid, Hook (1995: 34) argues the premise that
foreign aid can be seen as a microcosm of states’ behavior in foreign affairs, goes on
to produce an analysis of the aid flows of the same four donor states, the US, France,
Sweden, and Japan, by exploring the different aspects of their national interests as
inductors of aid giving. In doing this, Hook gives a good overview of the theoretical
argumentations and the policy positions of the realist, idealist and structuralist view.

Discussing the realist view, Hook notes that it perceives foreign aid as an almost
“exclusive” property of national interest. In the realist view:

“foreign aid should primarily, if not exclusively, be designed to facilitate donor
interest. Humanitarian objectives are deemphasized; aid is viewed as minimally
related to recipient economic development. If an effect is identified, it is significant
only to the extent that it increases the donor’s political influence, military security,
trade programs, and foreign investment (Hook, 1995: 34).”

The following excerpt from Hook (1995) is instrumental in introducing the views and
arguments of the “old school” of realists from the 60s, starting with their founder,
Hans Morgenthau. As such, it merits to be cited fully:

“Many realists have questioned the assumed linkages between the transfer of foreign
assistance, recipient economic development, and subsequently harmonious relations
between a donor and recipient. Morgenthau (1963:79) for example, found these
assumptions to be ‘borne out neither by the experiences we have had nor by general
historic experience.’” In this view, US foreign assistance should be better understood
as bribes from rich to poor countries. Similarly Banfield (1963: 26-27) criticized the
‘fog of moralizing’ that often accompanies foreign aid rhetoric. ‘The most influential
writings about aid doctrine are full of clichés and sweeping statements that turn out
on close examination to be meaningless or else entirely unsupported by evidence.’
Moralists’ analysis, he argued, “tells us how we ought to act in a world which is not
the one in which we must act.” Ten years later Knorr (1973:166) dismissed notions of
‘genuine philanthropy or humanitarianism’ and added that ‘merely a small fraction
of foreign economic aid can safely be attributed to a plane sense of human solidarity
or to sincere feeling that the wealthy ...have the responsibility to share with the
destitute two-thirds of the mankind.””
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In addition to presenting the theoretical premises, Hook discusses the policy positions

which emanate from the realist and the idealist view. For the realists, “prescriptions
range from the elimination of aid programs which have little bearing on the donors’
interests to qualified support for aid based on demonstrable benefits to the donor
(Hook, 1995: 34).”

Alternatively, “In the view of most idealists, national interests should be minimized or
eliminated from aid calculations, which should instead be guided by transnational
humanitarian concerns (Hook, 1995: 36).”

Structuralists, or neo-Marxists contend that ““aid policies further encourage the
dependent development of the peripheral states (Hook, 1995: 38)”, and have been
inclined to call for abolition of foreign aid.’

% Quite a few critics of aid have argued for its elimination, even though from different
positions. The extent of the criticism varies and not all critics of aid have called for the
cancellation of all aid under all circumstances. A good overview of the different critiques of
aid is presented in Riddell’s Foreign Aid Reconsidered.

Riddell starts off by dividing the critics into those who deny the moral obligation to give, and
those who do not deny the obligation but who doubt that aid is the proper means for fulfilling
that obligation.

In the first group Riddell places Peter Bauer, Friedrich Hayek, and Robert Nozick. Bauer has
challenged the moral obligation to give by arguing that economic differences between people
are deserved and justified if they stem from just processes. Hayek is not a direct critic of aid
but he dismisses the idea of social justice as threat to other values in free society. Nozick’s
theory of entitlements produces a ““rejection of any theory of justice based on needs or
egalitarian principles (Riddell, 1987: 29).”

In the second group Riddell places theorists who do not challenge the moral case, but who
doubt, for one reason or another, that foreign aid can promote development. This ensemble
comprises on the right: Milton Friedman, Peter Bauer, and Melvyn Krauss; and on the left,
Lappe’ et all, Teresa Hayter, Willem Zeylstra, Tibor Mende, Gunnar Myrdal, and Dudley
Seers.

According to Riddell, Friedman, Bauer, and Krauss, have argued that foreign aid interferes
with market forces, and that in some cases it causes more harm than good. For Lappe’ et all,
aid cannot help because it cannot reach the poor and powerless (since being siphoned by
corrupt governments). For Hayter it is irrelevant whether aid can help or not because its
principal aim is to maintain the capitalist status quo. Zelystra considers aid to have failed
because it rests on the flawed assumption about the universal applicability of the Western
model of development. Mende holds that the mobilization of domestic resource in favour of
the poor, rather than turning to external resources, is the answer to underdevelopment. Myrdal
and Seers have argued that aid is good for development and the more of it the better, but have
criticised its waste and inefficiency due to corruption, or lack of political commitment to
fighting poverty in recipient countries (Riddell, 1987: 45-60).
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3. The Realist View: Aid as Instrument of Foreign Policy

Hans Morgenthau is the intellectual founder of the contemporary realist theory. In his
classic article Political Theory of Foreign Aid (1962), he pioneered the argument that
foreign aid could not be seen as anything else but a tool of foreign policy, and that its
only possible rationale could be to serve the national interest.

Morgenthau was not a critic of foreign aid per se and disagreed with those who saw it
as a” gigantic boon-doggle, a wasteful and indefensible operation which serves
neither the interests of the United States nor those of the recipient nations (1962:
301).”

Writing specifically with regards to the United States experience, Morgenthau holds
that it is not necessary to doubt the need for aid policy; aid should exist, however, it
needs to serve the national interest:

“it is in fact pointless even to raise the question whether the United States ought to
have a policy of foreign aid — as much as to ask whether the United States ought to
have a foreign political or military policy. For the United States has interests abroad
which cannot be secured by military means and for the support of which the
traditional methods of diplomacy are only in part appropriate. If foreign aid is not
available they will not be supported at all (Morgenthau, 1962: 301).”

Morgenthau thus concludes, that the question is not “if” the United States should have
a foreign aid policy, but “what kind” of foreign aid policy it should have
(Morgenthau, 1962: 301)."°

19 Morgenthau considered the foreign assistance policy of the United States at the time to be
“fundamentally weak” and “conceived as a self-sufficient technical enterprise, covering a
multitude of disparate objectives and activities, responding haphazardly to all sorts of
demands, sound and unsound, unrelated or only by accident related to the political purposes
of [US] foreign policy”. He saw six types of foreign aid: humanitarian, subsistence foreign
aid, military assistance, bribery, prestige foreign aid, and finally, economic development aid.
Of these six types, Morgenthau considered only humanitarian aid to be non-political but to
still be able to serve political purposes (1962: 301). According to him, a lot of the foreign
assistance given is nothing else but bribes: “much of what goes by the name of foreign aid
today is in the nature of bribes. The transfer of money and services from one government to
another performs ...the function of a price paid for political service rendered or to be
rendered.” A paragraph in the Political Theory of Foreign Aid, discusses what can be
considered a distant forerunner of today’s policy of conditionality, which will be a separate
focus of discussion further in this text. If Foreign aid is seen as bribe, what is called
conditionality today, can be the modality to obtain the optimum from the bribe:

“bribes proffered by one government to another for political advantage were until the
beginning of the nineteenth century an integral part of the armoury of diplomacy. No
statesman hesitated to acknowledge the general practice of giving and accepting bribes...thus
it was proper and common for a government to pay the foreign minister or ambassador of
another country a pension, that is, a bribe...the Prussian Ambassador in Paris summed up
well the main rule of this game when he reported to his government in 1802: ‘Experience has
taught everybody who is here on diplomatic business that one ought never to give anything
before the deal is definitely closed, but it has only proved that the allurement of gain will
often work wonders (Morgenthau, 1962: 302).”
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Another realist of the old school is Samuel Huntington. Huntington was asked to
contribute to the inaugural issue of Foreign Policy in 1970, which resulted with his
landmark article Foreign Aid for What and for Whom. Yet a tractate which is quite
dated, at closer look one finds that some of the propositions of today are essentially
re-worked, revived premises from the 60s — 70s. It also invites the conclusion that
some of the aid dilemmas of present day are the same as 30-40 years ago.

“Foreign Aid: Billions in Search for a Good Reason” — is how Huntington opens his
argument, referring to a 1963 “Fortune™ article by Charles J.V. Murphy,** in order
to posit the dilemma of what should be the motivation for US foreign assistance and
what kind of aid system should derive from it.

Paying regard to the altruistic argument for aid, Huntington accepts that the US as the
wealthiest country in the world “has a moral obligation to help (1970: 188).” He does
not dispute the moral obligation to relieve suffering but he does not agree that foreign
aid for economic development can logically derive from a moral obligation:

“the moral obligation to feed the hungry in India is fairly obvious. The moral
obligation to insure that India's economy grows at 6 percent per annum is
considerably less obvious ...The moral argument is thus persuasive when it comes to
providing minimum economic well-being for individuals, but much less so when it
comes to promoting optimal economic growth of societies (Huntington, 1970: 188).”

Thus, he accepts moral obligation but only with regards to relief aid; he contends that
other aid for economic development should be channeled multilaterally; and that
finally the US should give greater bilateral assistance to states ““where the US has
special, political, economic or security interests (Huntington, 1970:189).”

Hence, alike Morgenthau, Huntington sees foreign aid as a tool that needs to serve US
interests abroad. He contends that the moral argument alone is not strong enough a
motive for US foreign assistance. One of the reasons, he argues, why US foreign aid
has been in decline, after the initial boost in the late 40s and 50s, is because the
altruistic argument of the “purists”, as he refers to the proponents of the idealist view,
is not compelling to policy makers:

“French official economic assistance has consistently been fifty to almost a hundred
percent higher than U.S. assistance as a ratio of Gross National Product (GNP). One
reason for this may well be that French aid has had the very consciously defined
political purpose of maintaining French influence in its former colonies and that it
has been almost exclusively concentrated in those former colonies. Such purposes
make sense to chief executives and legislatures. In a somewhat similar fashion, the
rapidly increasing Japanese aid has been directly tied to the efforts of the Tokyo

1 Recently, Burnell (1997: 46), in his Foreign Aid in a Changing World, used the same
approach to introduce the perplexing question of “Why Give Aid”. He used a title of an
article from The Economist to introduce the same question of what should be the underlining
motivation for aid. “Needed: a Case for Giving”, was the title of the article; clearly another
way to address the same issue as in “Billions in Search for a Good Reason.” Obviously, in
1997, the issue had the same timeliness as in 1970.
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government to extend Japanese commerce and investments in Asia (Huntington, 1970:
169).”

Yet a convinced realist, Huntington does not oppose aid per se but he sees it as a
foreign policy tool which should correspond to national interest, and along this he
considers five criteria for choosing the countries to be helped: a) economic
performance - the country should demonstrate its ability and commitment to use the
aid effectively, b) security relevance of that country to the US, c) political democracy,
d) historic association with the US, and e) global importance (Huntington, 1970: 182).

4. The ldealist View: Humane Internationalism

The full ideological counterweight to the realist view is the argument that foreign aid
is essentially a result of Dbelief in the principles of justice and solidarity. The idealist
view holds that aid is and should be given out of altruism and care for the poor and
disadvantaged, and it sees foreign assistance as extension of the concept of welfare in
international relations.

The major proponent of the idealist view is David Halloran Lumsdaine. The basic
argument of Lumsdaine’s widely quoted Moral Vision in International Politics: The
Foreign Aid Regime 1949-1989, is that foreign aid is in a final analysis a product of
idealist concern about humanity:

“foreign aid cannot be accounted for on the basis of economic and political interests
of the donor countries alone; the essential causes lay in the humanitarian and
egalitarian principles of the donors countries, and in their implicit belief that only on
the basis of a just international order in which all states had a chance to do well was
peace and prosperity possible (Lumsdaine, 1993: 30).”

Lumsdaine does not reject realism. He does not deny the existence of self-interest of
various kinds but he minimizes its importance. He argues that a small share of aid is
affected by donor selfishness; that the larger part of aid goes to those who need it, and
that overall aid quality has been improving over the years. In support of his argument
that aid is a result of gradual maturation of ethical standards, Lumsdaine claims that
the sudden appearance of aid after the second World War cannot be explained on a
case by case basis:

“looking only at French aid, one could hypothesize that it sprang from France’s
unique pride in disseminating its cultural traditions; looking just at Swiss aid, one
could argue it showed the special place of Switzerland’s international banking
industry; US aid alone could be attributed to US hegemony or to American
exceptionalism in foreign policy; and Japan’s aid might have been a tool of its export
promotion strategy. But explanations of this kind do not explain why aid policies
arose in all these industrial democracies at once, in a single decade, and have
remained for nearly half a century (Lumsdaine, 1993: 36-37).”

Lumsdaine does take into account the political explanations for the appearance of aid
after the World War Il. He analyzes factors such as the Cold War or the end of the
colonial system, but only in order to dismiss them in a final analysis:
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“If the interest in aid was a response to a bipolar world, the support for aid ought to
have varied as the cold war thawed and refroze. But instead the period of the detente
was the period in which aid rose the most, as a percentage of GNP, in most of the
donors’ countries. Had aid been an artefact of the cold war, one would also expect a
rapid falling off of aid after the end of the cold war; but that has not happened...
(Lumsdaine, 1993: 110)”

Explaining aid with the cold war has two more flaws according to Lumsdaine. It does
not explain why the two superpowers had different attitude to aid (Soviet aid was
much smaller and directed to a much smaller number of allies), and why on the
recipient side, countries which were in dissimilar position strategically, received
similar levels of aid (Lumsdaine, 1993: 225).

The explanation related to the end of the colonial system as the cause for the
emergence of aid, whereby new poor states were created, and since they were not in a
patron-protégé relationship with a dominion, could thus receive support from
elsewhere, does not hold in his view either, because, Lumsdaine points out, there
were poor countries which existed before the dismantling of the colonial system.

Lumsdaine’s conclusion is that ‘““‘the bases of support for aid lie in increased
sensitivity to human need and not in calculations of strategic advantage (1993: 154).”

Lumsdaine’s ultimate conclusion is that foreign aid is an international extension of
social welfare. Welfare was first introduced in the national states, some 50-70 years
before foreign aid appeared. As general awareness and sensitivity to human need
increased in the countries of the industrialized West, Lumdsaine argues so matured
ideas and mechanisms for its alleviation internationally. The same factors which
promoted welfare, stemming from the social-democrat forces in society, are the
strongest supporters of foreign aid. Countries with more generous welfare systems are
also the most generous donors of foreign assistance, in GDP per capita terms.*

Few scholars would subscribe to Lumsdaine’s argument in its ardent form. Most
analysts of aid allocation agree that foreign assistance is strongly influenced by the
self-interest of donor states. Albeit even Lumsdaine cannot deny the realism of
allocation, he downplays its importance. According to him, the various forms of
national self-interest cannot explain how aid appeared at the same time in many
countries after the World War 1l. That can only be explained through evolution of
ethical standards and concerns about humanity.

The realist and the idealist view on motivations for aid represent the two distinct
theoretical poles in the scholarship on foreign assistance.

12 A similar view concerning the relationship between welfare and foreign assistance has been
argued by other scholars, notably by Brian Smith (1990). According to Smith, before being
taken up by states, welfare at national level was provided by private associations, originally
churches. The same applies to foreign aid; the public assistance provided by governments
which appeared after the WW 11 had been preceded by the activities of private organizations,
most notably church missions in what came to be known as the Third World. Smith’s More
Than Altruism: The Politics of Private Foreign Aid (1990) is an excellent account of the
interrelationship between private foreign aid and official development politics.
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Yet, there is agreement in the scholarship that no donor disburses assistance solely
according to self-interest or sheer altruism. There is vast space which occupies the
middle ground between the realist and idealist pole. A lot of this space is taken up by
the concept of the so-called enlightened self-interest.

5. The Middle Ground: Enlightened Self-Interest and Mutual Advantage

There are said to be three aspects to the “allocational pattern of aid” (Hjertholm &
White, 2000; Hjertholm & White: 2000a; McGillivray, 2003). The first deals with the
question - is aid properly allocated among recipients, in the sense, is it proportionate
to needs? This is the so-called the descriptive aspect. The second aspect analyzes why
donors allocate aid they way they do; this is called explanatory analysis. The third
aspect is the so-called prescriptive as it tries to prescribe how aid should be allocated;
or what should be the proper criteria for just allocation of aid (Hjertholm & White,
2000: 39).

The discussion so far has employed the descriptive and explanatory perspectives, that
is, it has reviewed and analyzed the motives of aid as it is given. The question posed
by “The Economist”, and much earlier by “Fortune” asks what should be the motive,
the right motive (if any), to give aid? It asks for a prescription on how foreign
assistance should be distributed.

Writing in a prescriptive way, that is, not describing and analyzing the motives which
shape donor aid allocations , but advocating a valid motive for aid instead, Burnell
(1997) sees it in the principle of mutual advantage for both donors and recipients.
This is the concept of the so-called “enlightened self-interest” as motivation for
development assistance.

The mutual interest argument, was originally proposed by the Brandt Commission
report, ““North-South: A Program for Survival”, by the Independent Commission on
International Development Issues (1980), otherwise known as the Brandt
Commission.

This argument tries to reconcile the concepts of altruism and self-interest. The logic is
that the enlightened self-interest of donors should go beyond the straightforward
moral case for giving, which is nevertheless taken as valid, and accept the obligation
to give as a way to contribute to long-term mutual interest. In Burnell’s words:

“among donor countries, enlightened understanding would recognize that national
self-interest can be pursued effectively only through taking account of mutual
advantages (1997: 62).”

The Brandt Commission report, Burnell suggests (1997: 63), came against the
backdrop of the major oil crisis in the late 70s, when it became more than clear that
the world was interdependent; that a rich North cannot isolate itself from a poor
South, and that events taking place in one part of the world, affect the other parts and
the world as a whole. This heightened acknowledgment of the risks of global
interdependence prompted the view that aid should be seen as more than just a tool for
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narrow self-interest; but an instrument for an enlightened, long- term mutual interest
of nations.

The notion of the enlightened self-interest has been widely reviewed in aid literature.
Hook, similar to Burnell, has also subscribed to the concept of the enlightened self-
interest as a motive which supersedes the conventional national interest of states, and
which provides universal validity for aid.

Hook argues that in an ever greater interdependence of states, transnational regimes
such as aid advance simultaneously both collective and individual state interests. The
restraining of nuclear proliferation, preservation of rain forests, or fight against AIDS,
as much as they are collective interests, or in other words “public goods”, can not be
said to be excluded from the self-interest of any state (Hook, 1995: 184).

Hook makes the very interesting observation that the emergence of the idea of the
enlightened self-interest, as a new, reformed platform for international cooperation, is
actually not new. It is at least as old as the ideological basis for the realist view — the
Hobbesian state of nature - the view of international relations as an anarchical arena
of bellum omnium contra omnes where states have no choice but to strictly pursue
their self-interest if they want to survive.

Hook points out that about the same time Thomas Hobbs wrote the Leviathan, which
provided the original framework of realist thinking and the emergence of the concept
of national interests of states, the writing of Hugo Grotius, a Dutch lawyer, set the
original postulates of the idealist paradigm by identifying the need for cooperation
among states:

“Grotius foresaw states conforming to a corpus of international law, anticipating
that their adherence to transnational norms of behavior would be based not upon the
acceptance of universal moral codes but upon the enlarged definition of states’ self-
interests (Hook, 1995:34).”

The idea of the enlightened self-interest is an appealing one. It easily fits as middle
ground between crude realism and pure idealism. Yet, some scholars consider it a
component, or a milder stream of the concept of humane internationalism. That is
perhaps visible in Lumsdaine himself, who suggests that only on the “basis of a just
international order in which all states had a chance to do well was peace and
prosperity possible (1993: 30).”

Similarly, Olav Stokke (1996) is even more specific in seeing the enlightened self-
interest as an ingredient of the humane internationalism. He contends that the realist
paradigm cannot be used to explain the altruistic features of aid in the development
policies of the small and middle powers (such as the Nordic countries) and suggests
that humane internationalism is a more appropriate lens for analysis (Stokke, 1996:
22). The point that the classical concept of national interest as pertinent to the aid
policies of great powers, especially the United States, has not been useful in
explaining the foreign assistance of the so called “like minded donors”, is well known
in aid scholarship.

Stokke suggests in addition to being a moral obligation, the responding to the needs of
the poor, is in the long term national interest of donor countries. That is in his view
the basic premise of the concept of the enlightened self-interest:

24



“the core of humane internationalism is the acceptance of the principle that citizens
of industrial nations have moral obligations towards peoples and events beyond their
borders...within the context of North-South relations, humane internationalism
implies, in particular, responsiveness to the needs of the South as regards social and
economic development, ...such ethical obligations are combined with what is
considered to be in the best long- term interest of the Northern countries concerned...
(Stokke, 1996: 23).”

Stokke distinguishes three forms of internationalism: liberal internationalism, which
combines the values of solidarity with faith in open markets; radical internationalism,
which he relates to the neo-Marxist tradition; and reform internationalism, which
derives from both Christian and socialist, values such as brotherhood and solidarity,
but which *“is also based on an enlightened self-interest”” In Stokke’s view:

““a more just international order, and economic development and improvements of the
social and political conditions in the South will also in various ways be of benefit to
the North. (Stokke, 1996: 24).”

Stokke concludes that the concept of the enlightened self-interest both reconciles the
classical realist and idealist view and transcends the nation state as the natural arena
for the intermediation of interests and ethical norms:

“[through] presentation of humane internationalism and its main expressions it
becomes clear that an ethical thrust is combined with, and considered to be
instrumental for the promotion of longer term, overall interests of rich countries...
this mix of ethical values and national interests varies for the main expressions
identified. In this way a bridge with the realist approach is established; whereas that
approach, in its extreme form, starts out from naked political (security) and economic
national self-interest, humane internationalism, in its extreme form, starts out from
predominant values and norms. And contrary to the classical realist paradigm: these
values and norms are not necessarily confined to the national system, and, to the
extent that interests are involved, these transcend those of the nation state (Stokke,
1996: 25).”

The review of the concept of the enlightened self-interest concludes the general
contouring of the framework for discussing motivations for foreign assistance. The
playing field is composed of two opposite poles and a vast space in-between. The
realist view, the idealist view, and the enlightened self-interest as the prescriptive
middle ground, provide the ideological frame for discussing the allocation of foreign
aid.

Departing from this level of concept, the text will further go into exploring the
specific factors that influence donor aid decisions. Some of these factors operate
within the realist and some within the idealist paradigm. Sometimes it is not easy to
conclude if an aid decision is motivated by self-interest or altruism. Often an aid
decision will be naturally motivated by both, but even in such cases these motivations
can enter into different balances and produce complex dynamics. Chapter 3 which
provides a lengthy discussion of motivations for ODA to the Balkans, using among
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other sources, an extensive media review, will show in more detail how intricate these
processes can actually be.

6. Additional Factors Shaping Aid Allocation

6.1 Recent Views on the Motives and Factors of Aid Allocation

The three paradigms, realism, idealism, and enlightened self-interest, discussed in the
preceding sections, provide the overall ideological framework for the discussion about
foreign aid. They were discussed as ideological constructs but it was nevertheless
pointed out that first, they themselves are not monoliths, and second, and that in
reality they often become fused.

In addition, in reality each philosophic framework is always applied on a complex
situation which involves many other variables. Some of these variables exist on the
side of the donor whereas others on the side of the recipient. These variables or
factors enter into numerous and complex inter-relationships. Sometimes even the most
altruistic of donors must mind their own self-interest, whatever it may be in any given
situation. The opposite is also true: even the most self-interested donor will feel
compelled to respond altruistically to certain events. The foreign assistance policies
donors have make them respond differently to different contexts. The decision to give
aid will in reality depend on the interaction of many different variables.

One of the most influential recent writings on the factors shaping aid allocation has
been the seminal article by Alberto Alesina and David Dollar (1998), Who Gives
Foreign Aid to Whom and Why.

By using a large data set covering many donor countries, but with an emphasis on the
US, Japan, France and Germany, who together account for 70% of total aid (Alesina
& Dollar, 1998:6) , the authors offer a comprehensive analysis of the relative
importance of the various factors affecting foreign assistance allocation. These
factors include security interests, colonial ties, altruism, level of political freedom (the
fact whether the recipient country is considered democratic or not), whether the
recipient pursues good economic policies and so forth.

Alesina & Dollar (1998) find “considerable evidence that the pattern of aid giving is
dictated by political and strategic considerations, much more than by the economic
needs and policy performance of the recipient.”

The two authors argue that even though recipient need, good policies and political
freedom count as determinants of aid, they are outweighed by strategic and political
considerations of the donor country:

“ an inefficient, economically closed, mismanaged, non-democratic former colony
politically friendly to its former colonizer, receives more aid than another country

26



with similar level of poverty, a superior policy stance, but without past as a colony
(Alesina & Dollar, 1998:1).” **

The study confirms the widely assumed link between foreign aid and democratization:
“countries which have democratized have received a ‘surge’ in foreign aid,
immediately afterwards (Alesina & Dollar, 1998: 2).”

Although the article concludes that motives of self-interest regularly prevail over
altruism, Alesina & Dollar do identify relevant  differences in motives for aid
allocation between donors:

“Certain donors (notably the Nordic countries) seem to respond more to the
‘correct’ incentives, namely income levels, good institutions of the receiving
countries, and economic openness. Other countries (notably France) give to former
colonies tied by political alliances, without much regard for other factors, including
poverty levels or choice of politico-economic regimes. The United States’ pattern of
aid giving is vastly influenced by that country’s interests in the Middle East (Alesina
& Dollar, 1998:2).”

Another influential writing on the motivations and factors shaping aid decisions from
the same period of time is the already mentioned Clarifying the Foreign Aid Puzzle by
Schraeder, Hook, & Taylor.

Schraeder, Hook, & Taylor (1998) do an empirical analysis of aid flows of four major
donors, the US, Japan, France, and Sweden over the 80s and the result of their
research ““rejects the rhetorical statements of policymakers within the industrialized
North who publicly assert that foreign aid is an altruistic tool of foreign policy
(Schraeder, Hook, & Taylor, 1998: 319).”

The authors nevertheless, confirm some of the findings of the vast qualitative
literature that these four largest bilateral donors are essentially motivated by different
factors.

B3 Alesina & Dollar provide an insight into the relative importance of different factors

influencing aid, and their interrelation :

““ceteris paribus a country that is relatively open receives 17 per cent more aid. A country
that is relatively democratic receives 36 per cent more aid; a country that has relatively long
colonial past receives 72 per cent more aid ; a country that voted relatively often with Japan
in the UN receives 177 per cent more aid. Finally Egypt and Israel receive much more aid
than other countries with similar characteristics. Egypt receives 481 per cent more and the
value for Israel is basically of the scale. (1998: 9).”

They confirm the importance of democratization as a factor but indicate that it is much lesser
than the presence of other factors, such as for example, presence of historic links:

“more democratic countries receive a bit more than less democratic ones, but these
differences are trivial compared with the difference between colonies and non-colonies. A
non-democratic former colony receives almost 25 dollars per capita, a democratic non-
colony about 14 dollars per capita™ (1998: 12).
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The authors conclude that the US is largely driven by strategic and ideological
concerns related to the Cold War; Japan’s key motivation is economic self-interest,
with its foreign aid going into countries where it has strong trade interests. French aid
goes largely to its former colonies and francophone countries, although strategic
interests do also play a role. Sweden’s aid goes to a smaller number of countries
(given that Sweden is a small country and its aid is small in absolute amounts), which
share the same ideological views as Sweden (Schraeder, Hook, & Taylor, 1998).%
Some additional analytical insights into how national self-interest is being pursued
through foreign aid come from the work of international relations theorists.

Trying to analyze the difference in US aid during and after the cold war, Meernik,
Krueger, & Poe (1998) invoke three theoretical lenses of foreign policy behavior of
states, the system — level, societal, and statist approach. According to the three
authors:

’The system-level approach, locates the primary determinant of state behaviour in the
nature of the international environment... its anarchic, and self-help qualities induce
states to be primarily concerned with their survival.... self-interested states act first
and foremost to protect their national interests (Meernik, Krueger, & Poe, 1998:
64).”

Obviously, what the authors refer to as “system — level” approach is identical with
what other scholars have termed “national interest”, in its versions which is concerned
solely with preservation of national security.

The second approach Meernik, Krueger, & Poe identify is the so-called “societal”
one. Referring to work done by Ikenberry, Lake and Mastanduno (1988), the former
define the societal approach as a view of American policy as:

“either reflecting the preferences of the dominant group of class in society, or as
resulting from the struggle for influence that takes place among various interests.”

They also refer to Krasner (1978), according to whom the societal view “rejects the
notion of the state as an autonomous actor and rejects a view of the national interest
as distinct from societal and individual interests.”

The novelty of this view is that it seeks to deconstruct what is usually referred to as
“national interest”, and to analyze factors which contribute to its definition. Thus, the
national self-interest is not a “given” and determined by the state as an actor in its
own right, but it takes shape through the interaction of social groups and the interests
they represent, and which find expression in the policies of the government.

Meernik, Krueger & Poe go on to conclude that what follows from the societal view is
that interests of business and industry are critical in the making of U.S. foreign
policy and that ““if the societal level approach can forecast state behavior, we ought to
find the United States pursuing a liberal, free market-oriented foreign policy (1998:
65).”

1% The research looks into aid flows to Africa.
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This view corresponds somewhat adjacently to what Schraeder, Hook, & Taylor call
“neo-realist” approach, but it also goes further.

According to neo-realists, the national interest pursued by donor governments goes
beyond the strict security interest, and it entails economic considerations. Thus
foreign aid serves to promote exports, access to raw materials, promote trade, and
related commercial interests of the donor country.

Meernik, Krueger, & Poe conclude that the influence that business and industrial
lobbies have on foreign policy and foreign aid as its exponent, goes beyond simple
promotion of economic interests of US companies through the foreign aid industry,
and translates into ideological norms. One such norm is pertains to the promotion of
liberal free market capitalism.

Finally, according to the third, statist approach, the state has aims which are ““separate
and distinct from the interests of any particular societal group (Krasner, 1978: 10).”

Meernik, Krueger, & Poe cite Krasner who regards “the pursuit of ideological goals
as the most important™ and who argues that if a state has a lot of power, it would be
inclined to ““remake the world in its own image (1998: 66).”

This leads the three authors to conclude that the Unites States has continuously
positioned itself as a promoter of moral values in international relations:

“the history of American foreign policy before and during the Cold War, [offers]
ample evidence of the attention given to ideological concerns. Whether sincerely
intended or not, presidents have continually made reference to the unique role of the
United States as a moral force in world politics, particularly in the promotion of
democracy and human rights (Meernik, Krueger, & Poe, 1998: 67).”

Meernik, Krueger, & Poe’s analysis offers some interesting, albeit perhaps cynical
conclusions about the international foreign assistance regime.

Some of the arguments they make reveal possible additional angles in explaining
certain traits of foreign aid. For example, unlike scholars who are inclined to consider
the positive effect of democracy and democratization on foreign aid levels as a factor
which is good in of itself, in the sense that aid rewards good policies in recipient
countries, Meernik, Krueger, & Poe consider it as another “concealed” facet of “self-
interest”. In their interpretation, the interest is an “emotional” one; it consists in
promoting an ideology by the state seen as an autonomous actor. The state which
remodels the world in its own image uses foreign assistance as a tool to reward
followers. Naturally, the fact that aid is used as a reward is nothing new; it is the fact
that it is used as a reward for a very specific achievement which attracts interest.

The chapter on the Political Economy of Foreign Aid by Raymond Hopkins, in Finn
Tarp’s seminal Foreign Aid and Development (2000), is another significant
contribution to the recent debate on factors and motives of foreign assistance.

Using the conceptual framework of “political economy”, which he defines as analysis
of policy choices through the political and economic goals which have motivated
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them, whereby the goals are ““products of culture, institutions, power distribution and
the dynamics of competitive interests”, Hopkins (2000) draws on three approaches
which according to him can be useful in explaining aid. In the first, aid is an effort to
maximize benefits to donor states; in the second, foreign aid is determined by the
economic interests of powerful groups within donors; and in the third, aid is the
outcome of bargaining between units, such as aid bureaucracies, multilaterals, and
other actors in the process.

The first approach is essentially another version of the concept of self-interest of a
donor state which is seen as an autonomous actor; the second approach sees state
policy (in this case on foreign aid) as an outcome of competition of various groups
(firms, NGOs, sectors, parties, etc) within the state, or basically what Meernik,
Krueger, & Poe would call a societal approach. In the third view, the outcome results
from the process of negotiation between the different actors in the process, inclusive
of donors, intermediaries, recipients, and so forth: “producers and consumers of
foreign aid set terms (prices) by bargaining (Hopkins, 2000: 425).”

What this view brings in is the notion that foreign aid also depends on facts existing
on the side of or recipient. This is of course implicit in the work of some of the
scholars mentioned already — Alesina & Dollar show the effect of good policies, etc., -
but Hopkins accentuates the moment of active exchange between a donor and
recipient with regards to foreign aid. Recipients will attempt to achieve certain
objectives requested by the donor in order to get aid, or to get more aid; sometimes
recipients will try to have a say in the terms under which aid is awarded; it can happen
that recipients reject aid or certain types of aid.

The discussion in Chapter 3 will pin down this moment in the Balkans. In situations
when donors agreed the terms of foreign assistance with the recipient countries,
usually by signing cooperation agreements or memorandums, recipients had a say in
defining the goals of ODA. Some recipients in the Balkans shied away from certain
types of aid, such as democratization aid for example.

6.2 Latest Additions to the Debate on Factors and Motives of Aid Allocation

Two most recent volumes by senior scholars on aid have made a timely contribution
to the discussion on motivations and factors of aid giving. The first is Does Foreign
Aid Really Work by Roger Riddell (2007), and the second, Foreign Aid by Carol
Lancaster (2007).

Riddell’s telling title “Does Foreign Aid Really Work™ restates a dilemma which is
old as foreign aid itself, and represents probably the core question in the study of
foreign assistance — that of its effectiveness and impact.

In Riddell’s view, the nominal motives for aid alone, that is, those officially provided,

yield a far incomplete picture of why governments give aid. Giving aid, in his view,
has always been an essentially political decision (Riddell, 2007:90).
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Riddell considers six “clusters of motives [which] have historically influenced donor
decision to allocate aid: These are 1) to help address emergency needs, 2) to assist
recipients achieve their development (growth and poverty-reducing) goals, 3) to show
solidarity, 4) to further their own national political and strategic interests, 5) to help
promote donor country commercial interests, and 6) because of historic ties (Riddell,
2007:90).”

He also adds two additional motives which have, in his view, appeared more recently;
strengthening global public goods, and respect for human rights by the recipient
government.

In weighing the realist vs. idealist motivations for aid, Riddell suggests that *““the vast
majority of donors have allocated aid on the basis of a mix of these different factors,
the particular mix differing, often sharply, between donors and over different time
periods (2007:91).” In his view, it cannot be denied that aid is influenced by self-
interest, but, there are two additional questions. One is how strong is that influence,
and second, how much does the fact that aid is influenced by donor self-interest
matter?

Concerning the strength of the influence, he contrasts, on one side, the views of
Sogge (2002:43) - who says that ““ideology and pursuit of commercial advantage are
the main determinants”, and of Browne (2006), according to whom ““expansion of aid
has been due primarily to geopolitical, commercial, and other interests, (Riddell,
2007:92), - to those of Lumsdaine (1993) as the main proponent of the idealist
paradigm, according to whom, self-interest is not sufficient in explaining foreign aid
giving and who argues that the principal motivation is in a final run altruism.

Riddell (2007:93) summarizes some of the main arguments in the debate of how
important the “non-developmental” factors actually are, thereby concluding that there
IS a consensus that they are important, but no consensus on how important exactly. He
quotes the widely referenced, pioneering study by Maizels and Nissanke (1984:891)
according to which, *“United States, British, French German, and Japanese aid
allocations were made ‘solely in support of donors perceived foreign economic,
political and security interests’ (Riddell, 2007:93).””” Providing reference to more up
to date work, he refers to the Alesina and Dollar study which has already been
consulted above.

Finally, Riddell points to another aspect of the difficulty of precise assessment of non-
altruistic influence on aid by suggesting that developmental and non-developmental
motives can essentially overlap. For this he refers to recent work done by
McGillivray.

McGillivray (2003a) has rightfully observed that “there can often be methodological
problems in trying to separate out developmental from non-developmental allocations
of aid, particularly when geopolitical factors lead countries to allocate more aid to
very poor countries (cited by Riddell, 2007:93).”

Something along the same line has been pointed out also by Lumsdaine (1993:84)
who argued that the fact that aid goes to a former colony which is at the same time a
poor country, is not in itself enough to claim that donor self-interest is involved, if
there was not particular benefit for the donor.
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Finally how much does the influence of the donor self-interest matter for aid
effectiveness? This is an entirely different question from that of how strong the
influence actually is. One may conclude for example that French aid is strongly
motivated by national self-interest, but does this mean that because of this French aid
will be ineffective in reaching its developmental goals? Does the fact that aid is
motivated by donor self-interest definitely deprive it of developmental effect? Riddell
lends the critical point of view of Browne (2006), according to whom, “when aid is
allocated for the wrong reasons, it becomes largely a vain pursuit to measure its
effectiveness (Riddell, 2007:92).” In other words, according to Browne, the motive of
donor self-interest is a strong factor hampering the effectiveness of aid.

A similar argument can be found in the work of Stokke, who has suggested that the
real motivation behind aid was the prime standard for measuring its effectiveness:

“Motives and justifications for aid, more than even the stated objectives at various
levels, constitute the standards against which the successes and failures of aid should
be measured. Ideally, objectives are derived from motives and justifications; however
they also give content and precision to them. Motives — more than justifications,
which sometimes may even disguise the real motives - drive the activity (Stokke, 1996:
18).”

The suggestion is that aid which is driven by donor self-interest will be ineffective, or
in other words- will do little good to the recipient.

The opposite point of view has been independently (not in direct opposition to the
argument made by Stokke and Browne) suggested by Burnell. According to Burnell:
“there is no a priori reason to suppose that transfers cannot assist the recipients just
because they are offered on grounds which include self-interest”” .In addition, Burnell
quite forcefully argues that, to the contrary, ‘“‘the best of intentions can produce
action that is so misguided or badly executed that it wreaks havoc on intended
beneficiaries (1997: 3).”

Burnell makes a fair point. Donor motivations alone would often not be a sufficient
indicator of how and for what exactly aid monies were spent, and in this sense if they
were well and effectively spent. Donor self-interest can mean for example, that aid
went to a country which is of strategic importance to the donor, but without any
prejudice as to how those resources were employed. Alternatively it can also be that
aid really did address a very particular issue which is primarily of interest to the
donor, and without relevant impact on the recipient country population. However, that
cannot be claimed without a specific disaggregation of the aid effort, and solely on the
basis of the motivation.

What is usually considered is that self-interest reduces the quality of aid because it is
directed to countries, which yet strategic allies or friends, do not need aid as much.
That is, that aid does not go to the poorest countries. To this extent, aid looses
potential effectiveness. But this is only one dimension of analysis. The second one is
— how effective was aid in the actual phase of implementation? It is perfectly
plausible that the donor which directs aid to poorer countries spends that aid less
effectively than donor which gives its aid to strategic allies or friends. This question
would require an in-dept case study analysis, and there should not be a reason to
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preclude that motivations alone would constitute an ultimate ex-ante indicator of aid
effectiveness

In addition to Riddell’s Does Foreign Aid Really Work, Carol Lancaster’s (2007) most
recent writing, titled simply Foreign Aid, is a fine contribution to the discussion on
development assistance. Being uniquely well placed, as an aid practitioner and insider
into the senior policy making circles of the US aid administration, she offers a
convincing historic narrative about the evolution of aid motivations over the last half a
century.

The basic argument in Lancaster’s Foreign Aid is straightforward: at its emergence
aid was a tool of the cold war; however, once it has come into existence, other
motivations developed, and gradually an international norm of humanism took hold:

““aid (for purposes other than humanitarian relief) began as temporary expedient of
Cold War diplomacy. It was not primarily an expression of altruism on the part of the
aid-giving countries. Nor was it driven mainly by commercial interests or desire to
spread capitalism. If there had been no Cold War threat, the United States - the first,
and for most years, the largest aid-giving country — might never have initiated
programs of aid or put pressure on other government to do so (Lancaster, 2007:5).”

In Lancaster’s view, the US created the aid regime as it exists today, and exerted
pressure on their allies to join it. She discusses the strong pressure the US put on
Germany, which was well on the road to recovery and a growing economic power, to
start providing aid, with the ultimatum of asking compensation for the US troops
stationed on German territory, had Germany refused (2007: 171):

“Without the Cold War, aid would likely not exist today — or if it did, it would be
much smaller than the $100 billion in aid provided by all governments in 2004. Aid is,
in short, a child of hardheaded, diplomatic realism (Lancaster, 2007: 25).”

Writing in historic terms, Lancaster even suggests that the very beginning of foreign
aid as it is known today can be specifically pinpointed in time — to a particular Friday
afternoon in February 1947:

“on a Friday in late February 1947, the British ambassador, Lord Inverchapel,
informed the Department of State that the British government would no longer be able
to support Greece in resisting a communist led insurgency or to support Turkey to
modernize its military in the face of pressures from its Soviet neighbor. It was clear
immediately to Secretary of State George Marshall and President Harry Truman that
the United States would have to act to help these countries maintain their
independence and territorial integrity (Lancaster. 2007: 63).”

However, overtime, Lancaster argues, an international norm gradually emerged
suggesting “that the governments of rich countries should provide public,
concessional resources to improve human condition in poor countries. [This norm]
did not exist in 1950. By 2000 it was widely accepted and uncontested (Lancaster,
2007).”
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What “commenced as a temporary diplomatic expedient”, says Lancaster, “by the
year 2000 ... became a common, and expected, element in relations between better off
and poorer states (2007: 5).”*

A common thread can be identified between the work of Lumsdaine and Lancaster.
They both agree that the foreign aid regime is result of gradual emergence and
maturation of norms of international solidarity. However, whereas in Lumsdaine’s
view that norm has already matured by the 50s, which he sees in the fact of foreign
aid appearing almost simultaneously in just over a decade, in many industrialized
countries, in Lancaster’s view, the norm has only started to develop in that period of
time, by virtue of the US first instituting foreign aid policy to serve its cold war
interests, and subsequently urging its allies to do the same. In Lumsdaine’s view, the
norm has originated and progressed from the social democrat milieu fermenting ideas
of humane internationalism and solidarity; Lancaster, in her historic observations,
contends that in the beginning there was nothing more than realist national interest.

6.3 Bilateral vs. Multilateral Aid

The theoretical discussion of self-interest vs. altruism is primarily relevant to bilateral
aid; the assistance awarded from the government of one country to another. Most of
what is written on motivations for aid looks into the motivations of governments and
states.

The situation is different when multilateral aid is considered. This is assistance
provided by multilateral organizations such as the UN; international financial
institutions (IFI’s) as the World Bank, or the IMF; regional development banks, such
as the European Bank for Reconstruction and Development (EBRD); or the European
Union (EU).

Scholarly thought on aid has observed early that multilateral aid works differently
from bilateral aid and that the composition of factors shaping it is different than that
for bilateral assistance. Discussing aid motivations in the theoretical framework of
recipient need (RN) vs. donor interest (DI), Maizels & Nissanke (1984) have argued
that multilateral aid follows the RN model whereas bilateral aid follows the DI model.
( Bandyopadhyay & Wall, 2006: 1).Or in other words, multilateral aid is more
sensitive, responsive to need, whereas bilateral aid is more closely guided by national
self-interest.

Alesina & Dollar (1998) subscribe to the widely held point of view that “determinants
of bilateral and multilateral aid are quite different” and cannot be explained together.

> This norm “evolved in significant measure because of domestic politics of aid-giving in
donor countries, the imperatives of governments gaining domestic support for annual aid
expenditures, the creation and professionalization of aid agencies (which in effect became
lobbies within their own governments for aid for development), and the rise of development -
oriented NGOs, which created the domestic constituency for aid’s development purpose
(Lancaster, 2007: 5).”
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Doing a comparison between bilateral and multilateral aid across many indicators of
performance, including responsiveness to poverty, good policies, population size in
recipient countries, etc., Canavire et al (2005) find one of the “pronounced
differences” between bilateral and multilateral aid, together with many “minor
discrepancies” to be the fact that multilateral aid is much less influenced by exports
from the donor to the recipient countries. Export interests, as a subset of donor
commercial interests, weigh substantively more on bilateral aid:

“the exports of donor countries to recipient countries did not affect the allocation of
multilateral aid, whereas the export-related self interest of DAC countries provided a
fairly strong incentive to grant bilateral aid. In 2001, for example, 50 per cent higher
average donor exports were associated with more than US$ 30 million additional aid
disbursements..(Canavire et al, 2005: 18).”

Radelet has also pointed out that bilateral aid is more prone to succumbing to
economic interests in the donor country than multilateral aid (2006: 6), and according
to Knack & Rahman (2004), the very reason nations form multilaterals is to make
them (and the aid they provide) less susceptible to political pressure.

Along the same line, Birsdall has suggested that pooling resources in multilaterals
reduces aid fragmentation at recipient country level (2005: 9).

Making the case that donors who are more concerned about poverty are also more
keen to reward good policies of recipient countries, Dollar & Levine (2004) find
multilateral assistance to rank better on both good policies and poverty than bilateral
aid. Hjertholm& White (2000: 46) refer to work done by Rodrik (1996) who has
pointed out that multilateral aid agencies are less influenced by political
considerations than bilateral ones.

There are however certain, if fewer, studies which represent a voice of dissent with
the mainstream position that overall, multilateral aid is less dependent on donor self-
interest, and by virtue of this fact, also of greater quality. Referring to work by
McGillivray & White (1993), on bilateral and multilateral performance in the period
1974 — 1990, Hjertholm & White remind of a certain shade of doubt concerning
multilateral aid performance:

“one would have expected the political and commercial considerations of bilateral
donors to have rendered their performance inferior to that of multilateral agencies.
This was not the case, however, leading to speculations about the legitimacy of the
notion of multilateral aid being relatively more poverty-oriented and needs-based
than bilateral aid (2000: 52).”

With a comprehensive analysis of the differences between bilateral and multilateral
aid being beyond the scope of this writing, the short scan of scholarly thought above
suffices the purpose — of pointing to the fact that these two types of aid essentially
work differently.

In addition, multilateral aid is not a generic term either. The types of assistance
provided by the International Development Association (IDA), the soft loan arm of
the World Bank, aid from the UN agencies such as United Nations High
Commissioner for Refugees (UNHCR), United Nations Development Program
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(UNDP), or World Food Program (WFP), and aid from the European Commission
(EC), have in common the fact of being multilateral aid. Nevertheless, they will be
separate worlds of their own in terms of how they operate. The fact that these
different types of multilateral aid had varied engagement across Balkan countries is of
relevance to the further discussion.

In addition, a lot of the literature on aid (some of it being of older date too, which is
likely the reason for the point of view it employs) often considers aid from the
European Commission as one more type of multilateral aid. A note of differentiation,
or disclaimer, in this regard is important.

In this regard, simply placing it in the general club of multilaterals can be outdated,
also because the EC is one of the largest donors to the other multilaterals, such as the
World Bank or the United Nations. Over the past decade and a half, the EC aid has
definitely transformed and become aid sui generis.

It could perhaps be argued that over the years, with transformation of the European
Union from an economic club to a political union, the EC aid has also been
transforming; if in the beginning of the 90s EC aid was more similar to multilateral
aid, at present times, it is in some veins more similar to bilateral assistance. Thus
discussing it in the generic terms for analyzing multilateral aid is not sufficient. This
distinction is of special pertinence for the Balkans where EC aid has been the single
largest contributor. In addition, EC aid to the Balkans, especially over the last 10- year
period, has been increasingly related to the process of EU enlargement. This will be
discussed in more detail further in the text.

6.4 Summary of Factors Shaping Foreign Aid

The discussion up to this point reviewed the general framework for deciding the
allocation of foreign aid. This frame is structured by the motivations of donor
countries to provide aid and all the additional factors which affect that decision. These
factors are in a dynamic flux and what more, as scholarly debate has recorded, it is not
always simple to determine with precision the composition of factors shaping aid
allocation. For purposes of summarizing, the major variables which affect the
allocation of foreign assistance include:

a) Level of need. Poor countries need more aid than countries which are less
poor. This is one of the core issues in aid research which has received a
tremendous amount of attention. Donors are ranked in terms of quality of the
aid they provide depending on how much of it goes to the poorest countries
and peoples.’® The poorer a country is, the more it should be entitled to

16 Assistance to a country and its people is not one at the same. Sometimes donors will be
disinclined to provide aid to a certain country because of its government’s record in human
rights for example, but they will nevertheless recognize the need of its people of aid. The
experiences in practice can vary and this will be discussed further in this writing. One of the
perhaps most highlighted examples from the Balkans is the “Energy for Democracy” project
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b)

d)

receive. Different donors position themselves vis-a-vis this issue in different
ways. Need  should naturally not only be defined in terms of poverty.
Emergencies, natural or manmade, are the basis of humanitarian and relief aid,
whereby need is defined in terms of alleviating imminent human suffering.
Reconstruction aid often follows after relief aid and its aim is to restore the
conditions for life, disrupted by a natural or manmade disaster. Poverty is not a
necessary condition for either relief or reconstruction aid. Both of these types
of ODA were supplied to the Balkans in large quantities.

Population size of the country. It is widely confirmed that small countries get
more aid in per capita terms than large countries; a phenomenon which is
known in aid literature as “small country bias”. If aid would be allocated on
the basis of need alone, and be proportional to a country’s population, than
practically all aid should go to two countries alone: India and China (White,
2004: 241).

Geo-strategic location of the country. The part or the region of the world
where the country is located, that is, its geo-strategic importance, strongly
influences the amounts of aid it could receive. Most of the aid to the Balkans
comes from European countries. The Balkans is getting disproportionately a
lot of aid from the EC in per capita terms, compared to much poorer parts of
the world. Further, it is widely known that 1/3 of all US aid goes to two
countries in the Middle East alone: Egypt and Israel. This factor of geo-
strategic or geo-political position of the country will influence not only the
amount, but also the type of aid the country is getting from different donors.

Historic, political, economic, cultural, and other ties. The different ties which
exist between the donor and recipient country act as a strong determinant of
aid. Colonial ties have been proven to be a strong predictor of allocation.

Recipient country policies. The policies which donors consider important in
assessing a country’s eligibility, or worthiness for receiving aid, such as
democracy and human rights record, promoting of good economic policies,
overall good governance, fight against corruption, are all relevant factors of
aid allocation.

To summarize further:

different donor countries will be more or less motivated by different sets of
interests, ranging from strategic and security interests, economic benefits, to
ideological or cultural goals;

these different interests can display with different intensity depending on the
specific situation and some will prevail over others in different settings;

of the European Commission, to supply heating oil only to opposition run municipalities in
Serbia in the winter of 1999. The major concern in the donor community was to make sure
that the Milosevic regime does not in any way benefit from the aid. This case will be analyzed
later in the text.
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= different types of donors (bilateral vs. multilateral) will essentially be driven
by different types of motivation;

= different types of aid will correspond differently with different motivations.
For example, humanitarian aid which aims to relieve imminent suffering
would be less influenced by donor self-interest than soft loans for balance of
payments, but the probability for and the extent of that interrelationship would
always depend on who stands on the side of donor and recipient.

The preceding discussion on motivations of foreign aid has already lent significant
insight into the wider factors of allocation of development assistance. Schraeder,
Hook, & Taylor (1998) and Alesina& Dollar (1998) have discussed the factors which
shape the aid allocations of the largest bilaterals, whose combined aid allocations have
always represented the bulk of foreign aid globally; in addition Alesina & Dollar have
provided relevant insights into their relative weight.

The short list of factors above is by no means exhaustive. There are many other
factors that influence aid allocation. For example, according to Lai (2003:105) one of
the strongest predictors whether a country will receive aid, is whether it received it in
the previous year. He relates this to bureaucratic decision making. The OECD (2005:
46) subscribed to this point of view, providing a somewhat more value neutral
observation according to which:

“in most DAC member countries, radical changes to ... distribution patterns are
rare, with established commitment tending to continue and changes generally
occurring by making small adjustments regularly (OECD 2005: 46).”

Mosley (1985: 380) has noted the same quite earlier also by concluding that aid
disbursements by almost all donors (he finds the US and Sweden to be exceptions to
this) are determined in upward direction predominantly by two factors: past
disbursements; and disbursements by other donors, which “encourage” or “shame” the
other “members of the club”, that is of the donor community. Peer pressure as factor
of aid has been observed and discussed by quite a few scholars. For example, Round
& Odedokun (2003: 20) have found strong evidence to confirm the influence of peer
pressure through empirical analysis.  Other authors have nevertheless, considered
this influence not to be substantial. Riddell (2007: 91) for example, thinks that, still,
for the vast majority of donors, separate decision making is the rule. Thus, although
there may not be a consensus on how important peer pressure is, it can definitely be
concluded that it exists as a factor of aid allocation.

In conclusion, after having provided the framework, composed of the poles of self-
interest vs. altruism, and the middle ground of enlightened self-interest, the section
above discussed the many potential variables existing both on the side of the donor
and the recipient, known to influence aid allocation. The list of items was by no
means exhaustive. The discussion merely referenced some of the more common
issues present in scholarship on aid. Note was made thereof of the difference between
bilateral and multilateral donors. Summary was given on some of the relatively more
important variables.
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6.5 Fusion of Justifications for Aid

The literature on aid, some of which was reviewed above, has pointed out that the
motives and factors of aid enter into many interrelationships with different dynamics.
It can be said that in the reality of foreign assistance there is a certain
interconnectedness and substitutability of motivations and justifications for aid. This
essentially means that the different rationales for foreign assistance can often be
mixed and interweaved . In addition, rationales, as well as their interrelationships,
are subject to change over time.

At present for example, the argument which looms large in the donor community is
that aiding democracy abroad can strengthen national security at home; the US has
been a strong proponent of this view. Although support for democracy promotion has
long been a consistent priority of US foreign policy, according to some scholars, this
recent “remake” of the argument, which reinforces the relevance for national security
as opposed to democracy as an end in itself, has been related to research which has
indicated that democracies rarely wage wars on one another.*’

In addition, the issue of the link between democracy and development has long been
thoroughly studied and there are variety of views; from the older argument that
democratic political system is not conducive to development, to the revived ideology
that it does actually provide the best framework for robust economic growth. In turn,
it has also been argued that economic growth is a prerequisite of democracy.*®

This endless availability of possible causalities has proven to provide a fair
combination of motivations and justifications for foreign aid. Sometimes these
justifications have the purpose of convincing legislatures to approve aid
appropriations, or to mobilize the support by public opinion, but sometimes they are
definitely an expression of sincere faith in, be it ideologically or scientifically
supported propositions.

This does not pertain to motivations and rationales for aid alone, but also to modalities
in implementation of the aid effort. The practice and scholarship of aid have gone
through several phases since the appearance of foreign assistance in the 50s. If the
final expected goal was always defined in terms of economic growth, the proposed
and attempted ways to achieve it have definitely gone through transformations.
Chapter 2 on foreign aid in the 1990s discusses in more detail the changes in
“thinking about development” which led to substantial transformation of foreign aid
practices after the end of the cold war.

A digression to older, yet not dated arguments is perhaps insightful. Discussing the
doctrines and ideas about development in the US policy community, Robert

17 See for example, Weart Spencer R, Never at War. Why Democracies Will Not Fight One
Another? Yale University Press, 1998; Rummel Rudoplh J., Libertarian Propositions on
Violence Within and Between Nations: A Test Against Published Research Results, The
Journal of Conflict Resolution, Vol. 29 ,September 1985 p. 419-455. In addition, for see for
example bibliography on the topic collected by Rummel Rudolph J., available at
http://www.hawaii.edu/powerkillssMTFE.BIBLIO.HTM

'8 These views will be discussed in more detail in Chapter 2.
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Packenham, in his Liberal America and the Third World (1973) has long time ago
argued that the essential belief that one good thing leads to another — democracy leads
to economic growth; economic growth reduces poverty, less poverty lessens the
propensity for violence (terrorism?), and so forth- is typical of American liberal
thinking about development.

The idea originally belongs to Huntington. In his Political Order in Changing
Societies (1968), Huntington called it “unity of goodness”; a term he used to explain
that blessed by their happy history Americans tend to think that change and
development were easy.

The fusion of rationales for aid, based on ideological, or evidence based convictions
in desirable developmental causalities is a matter of reality, and what more it is a
commonly observed practice in policy documents. Differing views can be found on
the “motivations” for the fusions as well, that is, why such fusions are created.

For example, Meernik, Krueger, & Poe (1998: 67) have suggested that the framing of
the aid effort in moral, value based terms increases its appeal to the public. Their
argumentation is that the rhetoric of “ethics” is utilized in garnering public support,
for what is essentially pursuit of national self-interest. However, the preposition
exists that the opposite can also be true, that is, that governments would sometimes
feel compelled to justify with self-interest an aid effort essentially motivated by moral
sentiments, in order to persuade legislators to support it.

In conclusion, whatever the direction of the desired sequence of -causality,
justifications for aid are often fused, especially by policy makers. This of course
reflects the reality of the aid process and more generally social change, but it also
corresponds to donor views and thinking about the role of aid in development.

7. Conclusion

The preceding pages reviewed the major strands in the long-running debate on
motivations of foreign aid. The discussion tried to reference some of the most well-
known and influential views on the topic.

The conclusion is that most views concur that donor self-interest is the dominant
factor of aid allocation, although there is understanding that no donor is either
completely realist or altruist.

In addition to the ideological poles and the middle ground occupied by the concept of
the enlightened self-interest, the discussion outlined the numerous factors that have
been proven to influence aid decisions, and which align to, or actually derive from
the basic ideological view supporting the decision on aid.

The discussion also served as an introduction into some the basic concepts in foreign
assistance which will be further discussed in the next chapters.
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Chapter 2 which follows steers the focus to the profound changes that took place
inside the international system of aid after the end of the cold war. This gradually sets
the stage for the focus of the discussion — the region of the Balkans, whose emergence
as an important aid recipient, coincided with these changes.
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CHAPTER 2

Foreign Aid in the 1990s:
Changes in the Foreign Aid Regime After the Cold War

1. Introduction

The 1990s of the last century brought about the biggest changes in the foreign aid
regime ever since its creation with the Point Four of US President Harry Truman®®,
and the institution of the Marshall Plan for Western Europe. The single most
important factor for this transformation, by a wide consensus, was the end of the
cold war and subsequently, the dismantling of the bipolar world.

Chapter I, as already evident by its title, focuses on the foreign aid regime after 1989,
the year which marked the end of the cold war. The decade of the 90s is important
because it was the period of greatest change in the foreign aid regime since its
creation. Its other very specific importance of interest to this text is that it was the
period of time in which the region of the Balkans became a strong recipient of foreign
assistance. These two processes coincided. The great changes in the international aid
system started taking place about the same time the Balkans emerged as a strong
recipient of ODA?. What more, although not directly, they were interrelated. They
were related in the sense that they were, in a general sense, instigated by the same
events. The fall of the Berlin Wall opened Eastern Europe as the grand new frontier
for foreign assistance; the change of the global geopolitical circumstance also changed
some of the ways in which aid operated. It is important to note these changes as they
provided the overall framework for foreign aid to the Balkans.

Chapter I on motivations for aid discussed in length the interest of donor governments
as a factor in the shaping and maintenance of the international foreign aid system. The
predominant voice in the debate on motives relates foreign aid to the national interest
of donor states, and subsequently sees it as a tool of foreign policy. In addition, there
Is wide consensus that in the 40- year period from 1950-1990, foreign aid was under
strong dominance of cold war politics. Thus, in the aftermath of the cold war, the

¥ Point Four was the “US policy of technical assistance and economic aid to underdeveloped
countries, so named because it was the fourth point of President Harry S. Truman’s 1949
inaugural address.” See Encyclopaedia Britannica at
http://www.britannica.com/EBchecked/topic/466343/Point-Four-Program . Point Four is
considered as the beginning of official foreign aid programs in today’s sense of the word.

2 Official Development Assistance (ODA) covers: “Grants or Loans to countries and
territories on Part | of the DAC List of Aid Recipients (developing countries) which are: (a)
undertaken by the official sector; (b) with promotion of economic development and welfare as
the main objective; (c) at concessional financial terms [if a loan, having a Grant Element
(g.v.) of at least 25 per cent]. In addition to financial flows, Technical Co-operation (g.v.) is
included in aid. Grants, Loans and credits for military purposes are excluded. Transfer
payments to private individuals (e.g. pensions, reparations or insurance payouts) are in
general not counted.” See DAC’s Glossary available at
http://www.oecd.org/glossary/0,3414,en_2649 33721 1965693 1 1 1 1,00.html
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essential question was - what will happen with aid once this major reason for its
existence was gone?

Scholarly writing on foreign aid over the 90s has widely promoted the conclusion
that, contrary to some expectations, the end of the cold war did not bring as big a
change in aid as expected (Hjertholm & White, 2000; Schraeder, Hook, & Taylor,
1998; Hook, 1995). Or in other words, it proved wrong the numerous forecasts and
expectations that foreign assistance would actually disappear once the cold war was
over. This conclusion looms large in the writing on foreign aid in the 90s.

For example, Hjertholm & White (2000: 84) observe that the end of the cold war did
not actually change the aid system as much as it was expected, in the sense that it did
not bring about its final dissolution:

“the end of the cold war may be expected to have heralded great changes for aid.
There have been less (and different) changes that many expected however.”

In identical manner, and somewhat earlier, Schraeder, Hook, & Taylor (1998: 294)
have suggested that ““contrary to the expectations of many, the global network of
foreign aid has outlasted the end of the cold war.”

The same conclusion is also evident in earlier work done by Hook (1995: 3):

“contrary to widespread expectations that foreign aid flows would weaken or
disappear with the demise of the cold war ...the scope and complexity of aid relations
has only increased in the 1990s.” Further in the same title (National Interest and
Foreign Aid,) Hook (1995: 32) repeats that ““the end of the cold war did not produce
the end of the aid regime, as many had predicted...”

In his latest contribution, Riddell (2007:2) echoes the same conclusions from an even
safer time distance:

“...as the cold war drew to an end, aid levels experienced their sharpest and most
prolonged period of contraction in four decades. This led some to question whether
foreign aid would survive in our new, emerging and globalizing world. Some thought
it would wither, and eventually disappear, as another relic of the cold war.”

Previsions of the end of foreign aid as such derived from the strict understanding of
aid as a tool of foreign policy pursuing national security objectives:

“the dismantling of the Berlin Wall symbolized the end of the East-West divide and
hence, for some, the end of the need for aid. (Riddell, 2007:38).”

A dose of contentment is evident in the conclusions of scholars that aid did as a matter
of fact manage to survive the end of the cold war. Riddell (2007: 38) suggests that the
expectation of the end of foreign aid proved not truer than that of the “end of

history”?*:

2 Riddell refers to Francis Fukuyama’s renowned The End of the History and the Last Man
(1992), (Fukuyama originally promoted the idea in the foreign policy journal, the National
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“Such was the extent and the dept of the fall in ODA as the 1990s progressed that,
from the early 90s to well into the new century, a dominant theme in the aid literature
was that we were witnessing the end of official development aid as we had known it.
Understandably prominent among the explanations for this dramatic fall-off in aid-
giving was the ending of the cold war- assertions that we have reached ‘the end of
political aid’ sat comfortably alongside those proclaiming ‘the end of history’. Both
proved to be mirages.”

Nevertheless, if aid did not disappear with the end of the cold war, it did definitely
experience the strongest decline ever since its very appearance, making predictions
not completely unfounded. Predictions which foresaw the end of foreign aid, held aid
as an instrument serving national security interest of states. Two points are important
to mention in this regard. First, national security interests did not disappear
completely; they merely modified. Second, national security was not an equally
strong motive for all donors active in foreign assistance

2. Decline of Foreign Assistance in the 1990s

Global aid flows reached a peak in 1992 and started plummeting from there on until
the late 90s, when they returned to an ascending trajectory. The decline of foreign
assistance in the 1990s was by and large due to the reduced aid contributions by the
world’s largest donors led by the US.

The following passage from Riddell (2007: 94) is instrumental in describing this trend
and the motivation behind it:

“One-quarter of all ODA and 30 per cent of all official bilateral aid®* is provided by
the United States...the end of the cold war afforded the United States what turned out
to be a relatively short break from the pressure to allocate aid according to clear
geopolitical aims, but instead of refocusing aid to the poorest countries, deep cuts in
the overall level of aid were made. In real terms, the total amount of United States
official aid fell by half between 1990 and 1997.”

A similar description of global trends in foreign assistance made by Radelet, which
has a particular focus on the changes in the 1990s, conveys the same point._Chart 1
below, taken from Radelet provides a visual description of the global trends in ODA

Interest in 1989). He argued that Western liberal democracy emerged as the “last man
standing” from the cold war, and that it posited itself as the only alternative for a post-cold
war model of political organization of states.

22 Bilateral aid comprises “flows [which] are provided directly by a donor country to an aid
recipient country. See DAC’s Glossary available at
http://www.oecd.org/glossary/0,3414.en 2649 33721 1965693 1 1 1 1,00.html#1965442.
The DAC Statistical Reporting Directives (2007) provide a more elaborate definition of
bilateral aid. According to this definition: “bilateral transactions are those undertaken by a
donor country directly with a developing country. They also include transactions with
national and international non-government organisations active in development and other
internal development-related transactions such as interest subsidies, spending on promotion of
development awareness, debt reorganisation and administrative costs (OECD, 2007: 6).”
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allocation over a 30 year period (1975-2004). Radelet comments the trend and
analyzes some of the principal causes for shifts in aid trajectories:

“Global ODA increased steadily from the 1960s until it reached a peak of $68 billion
in 1992, just after the end of the Cold War, and then declined sharply to just under
$55 billion in 1997. Aid flows began to rebound in the late 1990s following calls for
greater debt relief”® and increased aid to new democracies, and accelerated very
sharply after the attacks of September 11, 2001, reaching $92 billion in 2004...
(Radelet, 2006: 4)”

Radelet points out that ““In real terms, total ODA in 2002 was about the same as in
1992, and by 2004 was about 12 percent higher (Radelet, 2006: 4).”” Chart 1 below
shows the decline in ODA (in nominal and real amounts, and a percent of donor GDP)
in the beginning of the 90s, after a steady, continuous growth over the previous two
decades.

2 Debt relief or debt forgiveness is one form of what the DAC terms as debt reorganization,
which includes: “Any action officially agreed between creditor and debtor that alters the
terms previously established for repayment. This may include forgiveness (extinction of the
loan), or rescheduling which can be implemented either by revising the repayment schedule or
extending a new refinancing loan.” See DAC’s Glossary at
http://www.oecd.org/glossary/0,3414,en_2649 33721 1965693 1 1 1 1,00.html#1965500 .
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Chart 1: Global ODA 1975 — 2004
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The landmark World Bank report Assessing Aid. What Works, What Doesn’t, and
Why?, points to the lowest point of foreign aid decline in the 1990s, by looking at aid
as share of donor GDP:

“In 1997 OECD donors gave the smallest share of their GNPs in aid since
comparable statistics began in the 1950s-less than one-quarter of 1 percent. It would
take roughly a 50 percent increase even to restore aid to its 1991 level (World Bank,
1998: 2).”

After the all-time low in 1997 aid started recovering in the late 1990s and reassumed a
fast upward trend in the beginning of the 21% century. There is a consensus in the
literature®* that the critical moment was marked by the 9/11 attack on US soil and the
ensuing war on terror.

Riddell has highlighted the fact that after the slump in the 1990s, foreign aid reached
an all- time record high in the first years of 2000s, noting however that most of the aid
increase accounted for on a few specific types of aid:

“In the year 2005, the total quantity of aid provided by the rich countries of the world
topped the $ 100 bn mark for the first time ever, nearly doubling the amount of
official aid given in 2001 ($52 bn).” ....”’Careful analysis of the massive jump in aid —
from $ 80 bn in 2004 to over $100 bn in 2005 - showed that the additional aid
provided was absorbed almost entirely in debt relief, emergency aid®, and other
special purpose grants... (Riddell, 2007: 2-3)”

In conclusion, aid did survive the end of the cold war, but it also suffered its sharpest
decline ever. It started falling from 1992, stayed low throughout the 90s, to start
slowly to resume towards the end of the decade. The 9/11 attack on the United States
and the ensuing war on terror have marked the beginning of a new era in international
relations and have definitely brought aid as an instrument of national security interest
back into the fore.

As already noted, it was exactly in this redefining period for foreign aid that the
Balkans appeared as strong aid recipient d. The global decline of foreign assistance
efforts can not be observed in the Balkans, as shall be discussed further. The region
received massive assistance flows over the 1990s.

#See for example Radelet (2006); see also Moss Todd, Roodman David, and Standley Scott,
The Global War on Terror and US Development Assistance: USAID Allocation by Country,
1998-2005, Centre for Global Development, Working Paper, No. 62, July 2005; Burnell
Peter, Foreign Aid; Resurgent: New Spirit or Old Hangover? Research Paper 2004/44, UNU
WIDER, July 2004.

% The term emergency aid in this sense is used to denote the category of humanitarian aid.
According to the DAC definition: “Within the overall definition of ODA, humanitarian aid is
assistance designed to save lives, alleviate suffering and maintain and protect human dignity
during and in the aftermath of emergencies. To be classified as humanitarian, aid should be
consistent with the humanitarian principles of humanity, impartiality, neutrality and
independence (OECD, 2007a).” The composition of humanitarian aid will be discussed in
Chapter 6 and Chapter 7.
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The last dramatic events of relevance to foreign aid dynamics, the NATO intervention
in Kosovo in 1999 and the severe humanitarian crisis, the subsequent ousting of
President Slobodan Milosevic and democratization of Serbia in the autumn of 2000,
both happened before 9/11. This time dimension should be underscored as it of
importance for the priority and attention that the international community could at the
time dedicate to the Balkans.

3. Factors for the Decline of Aid in the 1990s

What were the reasons for such a radical decline of foreign aid in the 1990s? As
already discussed above, the reductions of aid amounts of the largest donors have
been largely explained through the end-of-the-cold war paradigm. The profound and
far-reaching geopolitical changes produced with the collapse of the bipolar world
have been by a wide consensus accepted as the principal factor. If the end of the cold
war did not manage to dissolve foreign aid completely, it did definitely and
effectively change it. The declined levels were only one, if most pronounced aspect of
that change.

Geopolitics was not, as this chapter will further discuss, the only factor, although it
was definitely held to have been the most influential one. The compelling logic is that
the end of the cold war lifted the direct threat to national security of major donor
states, primarily the United States, and with it, eliminated a strong factor for giving
aid. The most austere version of this view considered the realist-political motivation
for aid as a sole rationale for aid as such, and saw the end of political need for aid as
the end of need for aid overall.

For Hopkins (2000), it is logical that the sharpest declines in aid therefore took place
with donors which were most engaged in the global ideological clash, the United
States and its closest allies:

“the end of the cold war both reduced support for aid and loosened constraints on its
use. From 1948 until 1991, the great risk to security from a war between two large
alliances caused each side to mobilize and use aid as a tool to shape relations with
other states (2000:428)...in donors most engaged in the cold war struggle,
particularly the United States and the Soviet Union, domestic support for aid
evaporated with the end of the global ideological clash. Predictably, among OECD
members, the largest declines in aid since 1992 are reported for the United States,
followed by close military allies, Germany, Japan, Australia (2000:426).”

The argument concerning Japan as put forth by Hopkins is nevertheless countered by
observations of aid trends made by other scholars. White (2002, 2004) for one has
pointed out (this chapter) that Japan became the single largest bilateral donor in the
early 1990s. This was possibly in part made possible by the falling levels of US aid.

Table 1 below, adapted from White (2002) shows the trends in the shares of bilateral
donor in total aid in the period 1966-2000. From the table it is clear that the biggest
change concerns the share of the United States which steadily declines from 35% in
the 1970s, 25% in the 1980s, to 18% -17% in the 1990s. Contrary to Hopkins’s
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argument, Table 1 does not demonstrate decline of Japanese aid.?® On the other end,
the strongest growth is marked by the Nordic countries whose share in total global
volumes of ODA has grown steadily over the decades.

Taking into account factors that go beyond the (substantial) US influence on overall
aid flows, White (2004: 237), gives a relevant cross-national overview of the trend in
development assistance, over a longer time period (see Table 1 below):

“The most striking change is the falling share of the United States, from over half in
the 1960s to well under a fifth by the end of the 1990s. The largest rise is that of
Japan, which became the largest single donor in the early 90s, accounting for just
over one fifth of all DAC bilateral aid. However, the United States remains the second
largest donor in absolute terms, with a program just over double that of the next rank
of donors (France, Germany, and the UK with shares in 1990-2000 of 11%, 11%, and
7%, respectively). Whilst the shares of the former colonial donors, France, Germany,
and the UK, have not changed greatly since the 60s, the share of the new European
donors has risen. That of the Scandinavians grew most quickly from the 60s to the
early 70s: collectively, their share rose from 4% in 1966-1969 to 16% in 1996-2000.
The programs of southern European donors grew in the 80s, continuing its growth in
the next decade, dropping back slightly with the drastic cut in Italian aid in the late
90s (White, 2004: 237).”

Table 1: Bilateral donor shares in total aid, 1966-2000; (period averages; per cent)

1966- 1970- 1980- 1990- 1996-

1969 1979 1989 1995 2000
France 13 11 12 14 11
Germany 8 12 11 12 11
. a4 2@ 1
Japan 5 10 16 20 22
Italy, Portugal, and Spain 2 2 6 8 7
United Kingdom 7 8 6 5 7
United States 54 32 25 18 17
Others 7 13 11 10 10
TOTAL 100 100 100 100 100

Source: adapted from White (2002)

% 1t should be borne in mind that the table displays period averages, thus a decline over a 1-2
year period can be concealed by a subsequent rise in the ensuing years, with no change in
period averages as a final result.
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However Hopkins (2000: 430) concedes that ““some political uses of aid to promote
stability continue”. Therefore, he confirms the fact that the end of the cold war did
not mean final disengagement between aid and politics. He supports this assertion
with the fact that aid is still being used as a tool for maintaining political stability:
““aid still goes to help stabilize countries or regions such as the Middle East, Eastern
Europe, or Southern Africa (Hopkins, (2000: 430).”

Riddell (2000) fine-tunes the argument and makes a very relevant conclusion in
pointing out that the end of the cold war did not eliminate the political motivation for
aid but that it instead changed the relationship between politics and foreign assistance.
According to him, politics still remains central to understanding ad:

“the end of the cold war...led some to believe that the political influences on aid and
the impact of aid would decline. In practice, however, the political dimensions of aid
remain central to understanding both the giving of aid and its impact on the recipient
end. It is the nature of some of the relationships between aid and politics which have
changed (Riddell, 2007:7).”

With the end of the cold war threat to national security of (great donor) states declined
but it did not disappear. Rather, as it has been pointed out by many scholars (Lai,
2003; Hopkins, 2000), it transformed. The standoff by two major blocks was replaced
by small, but numerous local and regional conflicts, which were both a cause and
consequence of failed states, many of which were created in the process of dissolution
of the geopolitical blocks. These failed states were not a direct and imminent threat to
the national security of great powers, in the sense threat was perceived during the cold
war, but they produced refugees, threatened regional security balances, and proved a
breeding ground for the threat of the coming century- terrorism.

This new aspect of the national security interest has been well observed by Lai (2003:
106):

“given that the current distribution of power is somewhat unilateral, especially in
terms of military strength, threats to US security are likely to be regional....while none
of these regional foes threatens the continental United States like the Soviet Union
did, they still threaten vital US interests across the world...with the end of the Soviet
threat it has been argued that the US has switched its focus to containing ‘rogue
states.” “

The same argument can be found in the work of Hopkins. He suggests that the
transformed security interest sets new goals for foreign policy, and subsequently for
foreign assistance:

“Now that the cold war is over, foreign policy is more geared towards international
public goods, including containing international ‘bads’ (Hopkins, 2000: 425).”

One direct consequence of this modified international environment on allocation of
foreign assistance has been - its withholding from traditional allies from the time of
the cold war. National allies could no longer expect to aid get under the same terms as
during the bipolar freeze. Until 1990 allies often received aid without questions asked
as long as they stayed military allies and rejected communism. It was not important
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whether they spent aid effectively and efficiently; nor was much attention paid to their
human rights record, economic policies, or the democratic standards they pursued.
The end of the cold war brought changes to that system. Donors started linking aid to
protection of human rights, democracy, and the *“correct” economic policies.

This led to greater aid selectivity, the rise of political conditionality, and democracy
assistance. The change in the global aid regime in the 1990s did not comprise only the
reduction of aid flows, but also a rather profound shift in the themes, priorities, and
methods of aid. Some of these changes did come into effect as a result of the
declining geopolitical rationale, but not all of them.

Some of the changes were a result of processes that had been gradually unfolding in
the preceding decades. One such change is the increasing role of NGOs which will be
discussed further in this chapter. Others were result of ideological shifts which have
occurred prior to or independently from the end of the cold war. An example for such
a change is the withdrawal of aid away from production sectors®’ .

Lessened threat to national security was one of the major factors for falling aid levels,
but it was not the only one. In addition, it should be borne in mind that the
geopolitical rationale never had the same importance for the aid programs of the
middle powers as it had for the US and the Soviet Union.

Discussing the factors for the changes in the aid regime post-90, Hopkins has
suggested as many as six reasons for the declining aid flows over the 1990s:

“First, the end of the cold war made it less important. Second, globalization
attenuated aid tied to colonial interests. Third, growing budget pressures squeezed
donor resources. Fourth, disappointment with the effectiveness of aid weakened
popular support. Fifth, donor country specific interest coalitions supporting aid
unraveled. Finally, neo-liberal philosophies challenged some of the intellectual
foundations of aid (Hopkins (2000: 426).”

Given that it accounts for a huge share of global allocations, foreign assistance by
the United States has traditionally occupied the center-stage in scholarship on aid. In
addition to the widely discussed reasons for the fall-off in US aid, several scholars
(Hopkins, 2000; Hook, 1996) have discussed the specific factors of decline of
European aid in the 1990s, at regional as well as country basis. Some of these factors
are again in a final analysis connected to the end of the cold war, such as German
unification, or enhanced European integration, but their influence on foreign aid does
not essentially follow the same national security logic as it is the case with US
foreign assistance.

Hopkins (2000:431) has, among others, pointed to the effect of the preparation for the
adoption of the European single currency on aid allocations by EU countries in the

2" production is one of the sectors in sector allocable aid, according to the classification of the
Creditor Reporting System (CRS) maintained by the DAC. The sector of production contains
aid allocated for: agriculture, forestry, fishing, industry, mineral resources and mining,
construction, trade policy and regulations, and tourism. The CRS is available at
http://stats.oecd.org/WBOS/Index.aspx?DatasetCode=CRSNEW
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1990s. He notes though that the effect of this process was not equally distributed
across European economies:

“Among European countries, the decision to meet the Maastricht’s treaty criteria for
entering the Euro-currency arrangement required substantial shrinking in budget
deficits in the years leading up to January 1999. Slow economic growth made the
fiscal cuts required particularly painful. Some were dramatic. In Italy, for example,
after large increases in aid, budget pressures in the nineties, combined with
disappointment about fraud and waste in projects, brought about a fall in Italian aid
over 50 per cent ( Hopkins (2000:431).”

Hook (1996) has pointed out to the after-effect of another major change made
possible by the end of the cold war — the unification of Germany - on European
foreign aid. Hook suggests that the slowed economic growth in Germany, caused by
the enormous cost of unification, has had significant impact on the wider European
economy:

“Germany fell into a protracted economic slump after covering the enormous cost of
unification and its restrictive monetary policies dampened economic growth across
the European Union (EU). Economic strains provoked nationalistic uprisings in
major German cities and across France and Great Britain, where sluggish growth
and high unemployment were increasingly blamed on unfair trade practices and
foreign laborers. Scandinavian leaders, long the leading foreign aid donors on
qualitative terms, scaled back aid commitments after conservative parties rose to
power and demanded deep cuts in government spending (Hook (1996: 2).”

Nevertheless, Hook goes beyond Europe per se, and points out to the wider, global
character of fiscal constraints in the 1990s:

““even the government of Japan, the world’s largest donor since 1989, temporarily
curbed many aid programs as it struggled to overcome recession and political crisis
(1996: 2).”

The logic is corroborated by Riddell (2007), a decade later. Riddell however points
out that the fiscal crisis of the 90s was not the first one to affect foreign aid
historically:

“sharp falls in ODA were also linked to a (short) period of large fiscal deficits in
leading donor countries (as they had been in earlier times),and to rising concerns
about the environment, to which (falling) aid funds were additionally directed
(Riddell, 2007: 38).”

The phrase “earlier times” refers to the two major oil crises from the 1970s which at
the time had a profound impact on foreign aid. This impact resulted with declining
flows in most donor countries (except for OPEC countries whose aid flows surged)
and with the paradigmatic shift towards macro-economic stabilization and adjustment
as new goals for ODA, in the sense that aid was redirected to maintaining
macroeconomic stability and regular repayment of debt to donor countries, over the
1980s.
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According to Hook (1996), fiscal strictness was also accompanied by reduction in the
quality of aid, in the sense that donor self-interest played a greater role in deciding
which aid will endure:

“the euphoria surrounding the cold war’s demise gave way to a new era of fiscal
austerity and economic competition in the industrialized world. Without influential
domestic constituencies to promote aid on a humanitarian basis, and in absence of the
geopolitical rationales that had driven U.S. and Soviet aid flows for decades, many
long-standing aid programs were reduced or eliminated outright. Those that survived
were often those that most benefited the donor countries... (Hook (1996: 227)”

An analysis coming from White (2004), and which is of particular relevance for this
writing concerned with foreign aid to the Balkans, as a part of the wider Eastern
Europe, makes a very relevant point by suggesting that at least some of the global
decline of aid flows in the 1990s is relative or ostensible in character. This is because
aid flows to Eastern Europe have not been counted by the OECD as ODA but instead
as OA (Official Aid). In this sense, at least a part of the decline of ODA is result of
the increasing OA to post-communist countries (Table 2):

“Why has aid fallen in the 1990s? One reason maybe thought to be diversion to other
uses. In particular, rather than realizing a peace dividend from the end of the cold
war, funds have been taken up by the needs of the former Communist countries. To
the extent that these countries do not qualify as ODA recipients then ODA will fall.
Whilst this is part of the story, the data do not bear out the view that it is the whole
picture. In 2000, OA was US $7.8 billion. Since total ODA in that year was US $49.5
billion, then OA “‘accounted for’’ about 60% of the *‘shortfall’” in ODA compared to
its nominal peak in 1992. But, between 1993 and 2000, OA rose by $2 billion,
compared to the fall in ODA of US $6 billion, suggesting that increased OA explains
an even smaller part of the fall in ODA. Hence, additional reasons for the fall in ODA
have to be sought (White, 2004: 236).” 2

Table 2 below comprises the major recipients of OA and their share in total OA flows
over the 90s.

The issue of ODA vs. OA as it pertains to the Balkans will be revisited in Chapter 5
which will start the exploration of numbers on foreign assistance to the region.

% The DAC originally produced the Part Il list of recipients, or recipients of OA — to
distinguish transition from developing countries. White observes that most OA, with the
exception of Israel, went to countries in Eastern Europe:

”Predominant in the list of recipient of OA are those of the former Soviet Union and other
Eastern block countries. Such countries constitute, with one exception. the top 12 recipients
of OA with the largest two, Russia and Poland, getting just under 20% each in the total in
2000. ...most notable is Israel accounting for 10% of OA. (White, 2004: 242).” The special
position of Israel (together with Egypt) as recipient of US aid has already been mentioned in
the previous chapter. In 1997 Israel was graduated from the list of ODA and was moved to
Part Il, list of OA recipients. White notes that, ‘“‘the graduation of Israel off Part | of the
DAC list thus badly hit the volume of U.S. ODA since the money has continued to flow to
Israel, rather than be reallocated to countries eligible for ODA. (2004: 236).”
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Table 2: Major recipients of official aid (OA), 1991-2000, (USD million)

Share in 2000

1991 1995 2000 (%)
Russia 563.5 1,610.1 1,564.6 19.5
Poland 2,508.3 3,790.4 1,396.2 17.4
Israel na na 800.0 10.0
Ukraine 368.3 319.1 541.0 6.7
Czech Republic 230.6 147.9 438.2 5.5
Romania 321.1 275.6 432.1 5.4
Bulgaria 316.1 113.7 311.1 3.9
Hungary 626.0 -244.0 252.2 3.1
Slovak Republic 114.5 98.2 113.1 1.4
Lithuania 4.0 179.6 99.0 1.2
Latvia 3.4 63.6 91.1 1.1
Estonia 15.4 58.2 63.8 0.8
Cyprus na na 54.5 0.7
Belarus 187.0 222.9 39.6 0.5
Bahamas na na 5.5 0.1
Singapore na na 1.1 0.0
Brunei na na 0.6 0.0
Qatar na na 0.5 0.0
Other 1,316.0 1,782.0 1,816.0 22.6
TOTAL 6,574.2 8,417.3 8,020.2 100.0

Source: adapted from White (2002)

Riddell (2007) includes the so called *“development -based rationale” among factors
that have influenced the reduction of aid in the 1990s. In other words, increasing
recognition emerged that too much aid was as bad as no aid. This is the argument that
points to the very real threat of aid dependence:

“.. too much aid, it was argued, was detrimental to development as it encouraged
recipients to depend continually on aid as a source of finance (Riddell, 2007:38).”

Thorbecke (2000) has pointed out to the same phenomenon, using the term “aid
fatigue”. According to him: *““the decade of the 1990s was marked by a strong and
lingering case of ‘aid fatigue’” ,which in his view is one factor of the declining aid
flows: “..fatigue was also influenced by the rising fear that foreign aid was
generating aid dependency (Thorbecke, 2000: 44).”

In simple terms, donors became replete with giving aid and waiting for tangible
effects, which aid scholarship is well aware, are often difficult to identify. In addition,
donors realized the potential counterproductive effect of aid. It should be borne in
mind however, that the coincidence of these argumentations, such as fatigue and
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attempt at avoiding aid dependency, with the demise of the geopolitical rationale,
does make them, at least to some extent, seem rhetorical exercises for withdrawal of
aid on political grounds. Especially given the fact that disappointment with aid is not
a new awareness, typical of the 1990s; it goes way back to the very beginning of the
aid regime.

4. Changes in the Structure and Composition of Foreign Assistance

The decline of ODA in the 1990 was not a homogeneous trend. Not all forms of aid
went through an identical trend of decline; some, to the contrary, experienced an
opposite trajectory, even if it was concealed by the overall downward movement of
the aid flows.

Humanitarian aid experienced a strong expansion, as well as aid for promotion of
democracy and good governance. Technical cooperation®® declined, and so did
program aid*’. The grants vs. loans® balance shifted toward the former; aid shifted

2 According to the DAC’s Glossary, technical cooperation “includes both (a) grants to
nationals of aid recipient countries receiving education or training at home or abroad, and (b)
payments to consultants, advisers and similar personnel as well as teachers and administrators
serving in recipient countries, (including the cost of associated equipment). Assistance of this
kind provided specifically to facilitate the implementation of a capital project is included
indistinguishably among bilateral project and programme expenditures, and not separately
identified as technical co-operation in statistics of aggregate flows.” See DAC’s Glossary at
http://www.oecd.org/glossary/0,3414,en_2649 33721 1965693 1 1 1 1,00.html#1965653 .
The DAC Statistical Reporting Directive (2007) define technical cooperation as “provision of
know-how in the form of personnel, training, research and associated costs... Used without
qualification, the term technical co-operation (sometimes referred to as technical assistance)
is a generic term covering contributions to development primarily through the medium of
education and training. There is, however, a distinction that is relevant to the compilation of
statistical data, between free-standing TC (FTC) and investment-related TC (IRTC) (OECD,
2007).”

%0 General program aid or assistance (which goes combined with commodity aid) “includes
contributions for general development purposes without sector allocation, with or without
restrictions on the specific use of the funds (and irrespective of any control by the donor of
the use of counterpart funds). Funds supplied on the general condition that they be used for
capital projects at the recipient’s choice, but not subject to agreement by the donor, are also to
be included here (OECD, 2007:45).”

1 According to the DAC: “grants are transfers in cash or in kind for which no legal debt is
incurred by the recipient. For DAC reporting purposes, it also includes debt forgiveness,
which does not entail new transfers; support to non-government organizations; certain costs
undergone in the implementation of aid programs; and “grant-like flows”, i.e. loans for which
the service payments are to be made into an account in the borrowing country and used in the
borrowing country for its own benefit ... Loans are transfers in cash or in kind for which the
recipient incurs a legal debt. Official loans are those with fixed maturities made by
governments (central and local) or official (non-monetary) agencies, for which repayment is
to be made by the recipient country. This includes loans repayable in the borrower’s currency
whether the lender intends to repatriate the repayments or to use them in the borrowing
country (DAC, 2007: 10-11).” In order to be able to count as ODA, according to the DCA
rules, the loan has to have at least 25% of grant element. The grant element, according to the
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away from production sectors into services. Bilateral ODA mildly declined in the 90s
at the expense of the rising share of multilateral®* ODA. Table 3 below shows the
changes in the grant vs. loan ration, and in bilateral vs. multilateral ODA in the period
1973-1996. The important point is that whereas the overall trend in global ODA in
the 90s was that of decline, the composition of aid flows underwent many additional
changes.

DAC’s Glossary :” reflects the financial terms of a commitment: interest rate, maturity (q.v.)
and grace period (interval to first repayment of capital). It measures the concessionality of a
loan, in the form of the present value of an interest rate below the market rate over the life of
a loan. Conventionally the market rate is taken as 10 per cent in DAC statistics. Thus, the
grant element is nil for a loan carrying an interest rate of 10 percent; it is 100 per cent for a
grant; and it lies between these two limits for a soft loan. If the face value of a loan is
multiplied by its grant element, the result is referred to as the grant equivalent of that loan.
(cf.concessionality level) (Note: the grant element concept is not applied to the market-based
lending operations of the multilateral development banks.)The extent of concessionality can
be measured either as the benefit to the borrower, or the opportunity cost to the lender. Both
benefit and opportunity cost depend on the interest rate and duration of the loan. In a benefit
calculation, concessionality would be calculated from the difference between the interest
charged and the market rate of interest which the borrower would otherwise have had to pay.
In an opportunity cost calculation, the concessionality would be calculated from the
difference between the interest charged and the return that the lender could have expected
from the next most profitable means of investing the capital. DAC statistics generally
measure costs to donors, and consideration of opportunity costs played an important part in
determining a reference rate of interest for calculating grant elements. For practical purposes
this was set as 10%.” See DAC’s Glossary at
http://www.oecd.org/glossary/0,3414,en_2649 33721 1965693 1 1 1 1,00.html#1965544

%2 Multilateral assistance is that which is given to a “recipient institution which a) conducts
all or part of its activities in favour of development; b) is an international agency, institution
or organization whose members are governments, or a fund managed autonomously by such
an agency; and c) pools contributions so that they lose their identity and become an integral
part of its financial assets (OECD, 2007: 6).”
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Table 3: Net ODA disbursements, by type and donor; all donors; 1973-1996 (%)

ODA type Aver.share  Aver.share  Aver. share
1973-80 1981-90 1991-96
ODA grants 61.6 71.1 77.4
ODA loans 38.4 28.9 22.6
TOTAL 100.0 100.0 100.0
Donor
Bilateral ODA* 77.2 75.4 70.1
Multilateral ODA 22.8 24.6 29.9
of which IBRD & IDA 5.6 1.7 8.3
IMF (SAF & ESAF) 0.0 0.1 1.3
United Nations Agencies | 7.5 8.6 9.6
European Commission 34 4.4 7.2
Other 6.3 3.8 3.5
TOTAL 100.0 100.0 100.0

* including Arab donors
Source: adapted from Hjertholm & White (2000a)

As evident from the first part of Table 3, the share of grant aid in the total rose from
an average 61, 6 % over the 70s to 77, and 4% in the first half of the 90s. The second
part of the table shows that descending trajectory of bilateral aid, from 77, 2% in the
70s to 70, 1 % in the first half of the 90s, at the expense of the rise of multilateral
assistance. As it can be seen from the table, this is due to rise in ODA by all major
multilaterals, IBRD and IDA, the UN agencies, and the European Commission.

Emergency and relief aid has multiplied in the decade of the 1990. Riddell (2007) has
dully observed the ascending trend in humanitarian aid and analyzed the factors
thereof:

“The deep falls in ODA in the 1990 masked a trend of even greater magnitude for
emergency and humanitarian aid — but precisely in the opposite direction. While ODA
funds for development contracted, ODA funds for humanitarian assistance doubled. If
emergency funds from non-governmental sources are included, the 1990 saw a four-
fold expansion in overall emergency aid funds (Riddell, 2007: 38-39).”

In Riddell’s view, two factors in particular, converged to this end: “the expanding

number of people affected by natural disasters, and the expanding number of post-
cold war local conflicts... (2007: 39).”
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Another change concerns humanitarian and emergency relief. Aid allocated for
containing, relieving, or ending conflict, which comprised but was not limited to
assistance for post-conflict reconstruction and development, reconciliation and
stabilization, experienced a strong rise in the 1990s. On the European continent at
least, the central place for this type of aid effort in the 1990s was definitely the
Balkans. Table 4 below presents the changes across types of aid in the period 1973-
1997. The strong rise of emergency assistance is evident. The table also shows the rise
of debt forgiveness and the general decline of program aid. In addition, the changes in
the sectoral composition of ODA can be observed. The sectoral composition of ODA
with specific focus on the Balkans will be the subject of extensive treatment in
Chapter 6.

Table 4: ODA commitments by sector and purpose; DAC donors, 1973-1997 (%)

Av. share Av. share Av. share

1973-1980 1981-1990 1991-1997
Soc. infrastructure and services® 20.8 25.0 26.2
Ec. infrastructure and services* 13.9 18.7 21.8
Production sectors 22.0 19.7 12.0
Multisector (crosscut) 2.2 3.0 4.7
General program aid 14.2 16.2 10.0
Action relating to debt 3.7 4.3 8.8
Emergency assistance 1.1 1.7 5.3
Admin. cost of donors NA 3.8a* 4.3
Support to NGOs NA 2.2a* 1.3
Unallocated/unspecified 22.1 7.1 5.7
TOTAL 100.0 100.0 100.0

Note: a* - Average numbers refer to 1984-1990

Source: adapted from Hjertholm & White (2000a);

% Aid for social infrastructure and services is one of the sectors in sector allocable aid,
according to the classification of the Creditor Reporting System (CRS) maintained by the
DAC. The CRS is available at
http://stats.oecd.org/WBOS/Index.aspx?DatasetCode=CRSNEW . This sector will be
discussed in detail in Chapter 6.

3 Aid for economic infrastructure is one of the sectors in sector allocable aid, according to the
classification of the Creditor Reporting System (CRS) maintained by the DAC. The CRS is
available at http://stats.oecd.org/WBOS/Index.aspx?DatasetCode=CRSNEW . This sector
will be discussed in detail in Chapter 6.
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Emergency aid rose up because of the multiplied local conflicts. In addition, there was
political will on part of the international community to contain such conflicts. Foreign
assistance followed the focus of the new foreign policy which shifted toward
controlling regional risks to security. In this sense, the already discussed new priority
of containing “international bads™ and ““rogue states” often naturally went hand in
hand with the objective of containing and ending conflict. This was definitely the case
in the Balkans. Many scholars (Hopkins, 2000) have pointed out that the 1990s
witnessed the (re)emergence of the terms *“humanitarian intervention” and
humanitarian war.

Hopkins (2000: 441) tends to explain even humanitarian aid as motivated by security
reasons:

“the involvement of the UN in Somali, Cambodia and Southern Africa, and of NATO
in the Balkan wars, suggests that containing armed conflict is a rising goal of
Western states, especially when refugees threaten to destabilize surrounding states.”

The rising share of humanitarian relief in total assistance flows is only one aspect of
the transformation of aid in the 1990s. The decade saw disaffection with technical
cooperation (Arndt, 2000: 162), and subsequently its decline in the overall flows; shift
of aid from production sectors into social services; decline of program aid; rise of
grant aid; and among other, further stable expansion of multilateral assistance. Bigger
paradigmatic shifts included the rise of the themes of sustainable development and
democracy promotion. Increased efforts for political development were combined
with the expanded and widespread use of political conditionality. Scholars (Hook,
1996) have observed with concern that flows shifted away from the poorest, in favor
of middle income countries. The aid system became more diffused. Donor
proliferation, which has been observed as a trend ever since the 1970s, has also
become a source of increasing concern. NGOs have risen to prominence.

In his topical Foreign Aid Towards the Millennium (1996), Hook discusses the
changes in the aid regime after the end of the cold war. He notes the great hope
present in the donor community in the early 1990s for a shift towards care for the
environment as the possible new raison d’etre for aid in the absence of the cold war
scare, which also calls for preserved involvement of governments in an era of
renewed faith in the operation of market forces:

“The cold war’s collapse prompted ...a shift toward sustainable development as the
guiding principle of the aid regime...although market factors received growing
emphasis in development aid, leaders recognized that ‘environmental protection is
one area in which government must maintain a central role. Private markets provide
little or no incentive for curbing pollution (Hook, 1996: 8-9).”

Belonging to the minority of aid scholars who actually expected aid to rise in the
aftermath of the cold war, as a result of the so-called “peace dividend”, Hook does
acknowledge that the expectation of a great new momentum for aid in the post-1989
period did not come about. Sustainable development has become an increasingly
important issue in international cooperation, but still far from the expectation that it
would become the axis of a new world order, which was perhaps expected in the
beginning of the decade.
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The following passage from Hook’s Foreign Aid Towards the Millennium is
instrumental in conveying that momentum, and thus merits to be cited in entirety:

“The end of the East-West was also expected to bring overdue relief to North-South
relations, subordinated for nearly half a century to the cold war rivalry. The United
Nations declared sustainable development the centerpiece of its post-cold war
mission. At the 1992 UN Conference of the Environment and Development, the largest
assembly of world leaders in history confronted transnational problems such as rapid
population growth, global worming, habitat destruction, AIDS, and terrorism. To pay
for the expensive remedies to these problems, along with a growing list of UN peace
keeping missions, wealthy governments pledged higher levels of foreign aid. The
impoverished regions of Africa, Latin America, and South Asia were to receive more
support, as were the transition states of Eastern Europe, and the former Soviet Union.
For a fleeting moment it appeared that foreign aid, for so long contaminated by the
cold war, would finally achieve its vast potential. As subsequent events have
demonstrated, however, these expectations of a new world order were unfounded.
Global collaboration in the mid-1990s instead succumbed to the domestic priorities of
wealthy governments, to intensifying economic cooperation, and to the resurgence of
ethnic and religious violence. Rather than growing, as widely expected, economic aid
flows decreased in absolute terms between 1992 and 1994, and the percentage of
donor states’ income devoted to aid fell to its lowest levels in two decades (Hook,
1996:1).”

Discussing the changes in the international aid regime Hook (1996) notes the growing
complexity of foreign assistance over the last decades, a fact which has increasingly
come to be seen as impediment to the effectiveness of ODA:

“The foreign -aid regime became more diffused, involving the OECD, IMF, World
Bank, United Nations, European Union, and a network of regional development
banks, each of which brought discrete institutional biases to the table. As a result, the
proclaimed ends and executed means of foreign aid were increasingly disconnected,
resulting in compromises that undercut the efficiency of aid strategies (Hook, 1996:
229).”

Last but not least, Hook (1996: 233) points out to the diverting of foreign aid from the
poorest to less needy countries:

“In general, we have witnessed a paradoxical pattern among recipient of foreign
assistance in the post-cold war period. Foreign aid has increasingly been directed
towards more affluent LDCs and middle-income countries...less support is available
to those in greatest need....economic polarization of the developing world is likely to
widen...”

Hjertholm & White’s (2000a) essay on ““Foreign Aid in Historical Perspective™ is
one of the more relevant recent texts on the trends in the foreign aid regime, since its
beginning and through the 1990s. Some of the changes they observe in ODA in the
decade of the 1990s include the rise of multilateral aid, shift towards social services,
decline of program aid, and the falling share of tied aid.
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A change which has actually materialized over a longer period of time, and does not
just concern the 90s is the increasing share of multilateral aid and grant aid. Hjertholm
& White note that “the share of multilateral aid has risen from about 23 percent in
the 1970s to nearly 30 percent in the 1990s (2000a: 17).”

In an earlier, discussion version of the paper, White (2002) explains some of the
reasons for this rise of the share of multilateral aid:

“The impetus for this increase in the 1970s and 1980s was the role of the Bretton
Woods institutions in financing the response of developing countries to first the oil
price shocks and then the debt crisis...it reinforced in the 1970s by the expansion of
the World Bank under the presidency of Robert McNamara. For European countries,
an additional factor has been the increase in the size of the aid program of the
European Union, which has gone from just over three per cent of total aid in the
1970s to nearly nine per cent in the most recent years; for EU members this share
rose from 11 to 20 per cent from 1989-90 to 2000. But a further factor underlying the
rising multilateral share in the 1990s has been the shrinking aid programs®® (White,
2002: 7).”

Another change in the composition of foreign assistance has been the decline of ODA
loans, combined with the rising share of ODA grants. This trend has been observed
by Hjertholm & White (2000a):

“more than three-quarter of total ODA had been in the form of grants in the period
1991-1996, compared to just over 60 per cent two decades earlier (2000a: 17).”

Hjertholm & White (2000a: 25) also note the shift of ODA toward the field of social
infrastructure and services and economic infrastructure:

“There has been a marked switch toward more aid for social infrastructure and
services (e.g. education, health, water supply and sanitation), in particular after
1992, a reflection of the strengthened emphasis by donors on the developmental role
of human capabilities. In recent years more than a quarter of ODA has been
committed to this sector. Likewise, economic infrastructure and services (e.g. energy,
transport, and communications) has received increased attention and flows (rising to
over 20 per cent 1991-1997).”

Thorbecke (2000) has indicated to the same moment of the rise of aid going to social
infrastructure and services, but he offers a different rationale. He shares the quite
widely accepted view that the shift was due to the resurgence of neo-conservative
faith in the markets, which resulted with diverting of aid from sectors of production:

% White notes a negative correlation between a country’s shrinking aid budget and rising
share of multilateral aid. He provides the example of Italy which had the ““largest increase in
multilateral share...and the largest fall in aid”. White suggests that: “it thus seems that the
multilateral component appears as a fixed cost in the aid program, whose share rises as
volume falls. This finding may be partly explained by the fact that multilateral contributions
are calculated by some formula for burden sharing (e.g. IBRD and EU). But this argument
does not apply to all contributions; many of those, such as to parts of the UN system, are
voluntary (2002: 8).”
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“the sectoral composition of foreign aid switched towards a significantly larger
proportion channeled to social infrastructure and services...and economic
infrastructure and away from productive sectors. The above trends reflected the
strong faith in the operation of the markets and skepticism regarding governments’
(both aid donors and recipients) involvement in productive sectors... (Thorbecke,
2000: 44)”

This point is highlighted in a landmark report on aid by the World Bank:

“evidence suggests that rapid development is possible, and should be based on
markets and on effective states playing an economically important facilitating, but not
dominant, role (World Bank, 1998: 10).”

In addition, Hjertholm and White (2000a: 26) observe the downscaling of program
aid over a longer term, commencing in the decades preceding the 1990s:

“Program assistance (including food aid), after having played important role in the
1970s and 1980s, has been scaled down considerably (only 10 per cent in 1991-97) “

Finally, the two scholars point to the continued progress in the untying of aid®, by
noting that the share of ““total untied DAC aid has increased steadily from 40-5 per
cent in the early 80s to about 70 per cent in 1995-6, and even 88 per cent in 1997...”
(Hjertholm and White, 2000a: 35).

In conclusion, the overall decline of foreign assistance flows conceals a complex
transformation of the structure and composition of aid.

To say that aid declined in the 90s only begins to explain all the changes in the
foreign aid regime in that decade of profound change. Not all aid decreased. Relief
went up, as did grant aid, and aid channeled multilaterally. In addition, aid shifted
away from production and went into social infrastructure.

Even more significant was the expansion of aid for political development, that is,
good governance and democracy, although because of the way aid statistics is
collected it is difficult to say exactly how big this increases was.®” The rise of NGOs
definitely left a relevant imprint on the decade of the 90s. Although the phenomenon
of international civil society exceeds the boundaries of the foreign aid debate, it is a
fact that its rise has been closely related to trends in channeling of aid. All of these
changes unfolded contemporaneously, and were in many ways influenced by the
profound political changes of the 1990s.

Three of these aspects will be discussed in more detail in the next sections of this
chapter, since considered of special relevance for the theme of interest. They are the

% According to the DAC’s Glossary “untied aid is Official Development Assistance for
which the associated goods and services may be fully and freely procured in substantially all
countries.” See DAC’s Glossary at

http://www.oecd.org/glossary/0,3414,en_2649 33721 1965693 1 1 1 1,00.html#m

" The DAC does not have an aid expenditure category of “democracy assistance”.
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rise of NGOs; the expansion of democracy assistance and political conditionality; and
the emergence of Eastern Europe as aid recipient.

5. The Rise of NGOs

Another marked change, which after having gradually unfolded for decades, has
climaxed in the 1990s, was the rise of NGOs. The last decade of the 20™ century
witnessed the prominence of nongovernmental organizations as new actors on the
international stage. Although the expansion of the so-called “international civil
society” can be relevantly studied within the framework of foreign aid, it definitely
exceeds the aid debate per se, and it concerns many other disciplines. What more, it
has probably become a discipline in its own right.

A longer treatment of this issue would be beyond the scope of this writing, although a
shorter introduction is relevant to the discussion about the trends in the foreign aid
regime in the 1990s, and definitely, for the ensuing review of the aid phenomenon in
the Balkans.

In the 1990s it became increasingly clear that NGOs have come to be actors of
growing influence in international relations; an integral part of ever more tightly
interconnected and multilateral world; counterparts, watchdogs, and sometimes
opponents of states.

Many scholars (Matthews, 1997; Salamon, 1994) have reflected on the genealogy of
this phenomenon.

The view espoused by Jessica Matthews in her classic “The Power Shift (1997)”, is
that the rise of NGOs is an aspect of a process of redistribution of power in the
world:

“the end of the cold war has brought no mere adjustment among states but a novel
redistribution of power among states, markets, and civil society.... They are sharing
powers—including political, social, and security roles at the core of sovereignty—
with businesses, with international organizations, and with a multitude of citizens
groups, known as nongovernmental organizations (Matthews, 1997: 50).”

Matthews has suggested that the world with states as the major power players was
over, and that NGOs were the natural exponents of what was essentially a new world
order. She argues that the *“steady concentration of power in the hands of states that
began in 1648 with the Peace of Westphalia is over, at least for a while (1997: 50).”

Yet, Matthews explains this essentially political change with apolitical factors.
According to her, *““the most powerful engine of change in the relative decline of states
and the rise of non state actors is the computer and telecommunications revolution
(1997: 51).”
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Still, she does nevertheless concede that political requirements, such as the existence
of political freedom are preconditions for the growth of civil society:

“[except] where culture or authoritarian governments severely limit civil society,
NGOS' role and influence have exploded in the last half-decade(1997: 53).”

Matthews also points out the financial aspect of the power of civil society:

“Their financial resources and—often more important—their expertise, approximate
and sometimes exceed those of smaller governments and of international
organizations (1997: 53).”

Matthews subscribes to the widely known comparisons, which essentially see NGOs
as part of the foreign aid regime, to indicate to the financial strength of civil society:
“today NGOS deliver more official development assistance than the entire U.N.
system (1997: 53), and concludes that ““increasingly, NGOS are able to push around
even the largest governments (1997: 53).”

Likely among the first to indicate to the “associational revolution” taking place in the
1990s, Lester Salamon suggests in his classical “The Rise of the Nonprofit Sector
(1994)” that the scope of this trend is enormous, and potentially its significance
epochal:

“A striking upsurge is under way around the globe in organized voluntary activity
and the creation of private, nonprofit or non-governmental organizations... The scope
and scale of this phenomenon are immense. Indeed, we are in the midst of a global
"associational revolution™ that may prove to be as significant to the latter twentieth
century as the rise of the nation-state was to the latter nineteenth. The upshot is a
global third sector (1994: 109).”

For Salamon, at least in part, the exponential growth of civil society in the 1990s is
owed to the political dynamics in Eastern Europe, and the struggle of Eastern
Europeans against authoritarianism:

“Well before the dramatic political events that captured world attention in 1989,
important changes were taking place beneath the surface of East European society,
and voluntary organizations were very much at the centre of them. Indeed, a veritable
"second society” had come into existence, consisting of thousands, perhaps millions,
of networks of people who provided each other mutual aid to cope with the economy
of scarcity in which they lived. By the late 1970s, these networks were already
acquiring political significance. This process has only accelerated since the
overthrow of the communist governments. As of 1992, several thousand foundations
were registered with governmental authorities in Poland. In Hungary, 6,000
foundations and 11,000 associations had been registered by mid-1992 (1994: 110-
111).”

Salamon also acknowledges that fact that the boom of civil society is related to the

fact that NGOs were increasingly accepted as preferred implementers of development
operations:
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“Official aid agencies have supplemented and, to a considerable degree, subsidized
these private initiatives...even the World Bank, which had traditionally given only
sporadic support to private voluntary organizations, recently acknowledged the
‘explosive emergence of nongovernmental organizations as a major collective actor
in development activities’ (Salamon, 1994: 114).”

It is evident that even though both Salamon and Matthews indicate to deeper social,
political, and technological changes, as factors for the growth of civil society, they
both pay a reference to the fact that the financial strength of NGOs does have to do
with foreign aid and their role as implementers of ODA.

The explosion of civil society in the 90s became a topic that exceeded scholarly
debate. The growing power of NGOs came to concern governments and big
international actors from the World Bank to big multinational companies. Analyses of
the so called “third sector” and its relations with the first two sectors, government and
the economy, have multiplied.

Tracing the roots of modern international civil society way back in history, in an
influential article, The Economist has tried to explain the expansion of NGOs in the
1990s with the tremendous social, political and technological changes:

’Although organizations like these have existed for generations (in the early 1800s,
the British and Foreign Anti-Slavery Society played a powerful part in abolishing
slavery laws), the social and economic shifts of this decade have given them new life.
The end of communism, the spread of democracy in poor countries, technological
change and economic integration - globalization, in short - have created fertile soil
for the rise of NGOs (The Economist, 11 December 1999).”

Yet elsewhere, The Economist has presented views which simplify the civil society
phenomenon by boiling it down to its financial basics:

“the principal reason for the recent boom in NGOs is that western governments
finance them. This is not a matter of charity, but of privatization: many 'non-
governmental' groups are becoming contractors for governments. Governments
prefer to pass aid through NGOs because it is cheaper, more efficient - and more at
arm's length - than direct official aid (The Economist, 29 January 2000).”

Without entering too deep into the complex discourse of how social and political
changes propelled the growth of civil society in the 90s, the point needs to be made
that one of the factors which contributed to the NGOs’ growing economic power was
the fact that over the preceding years they had gradually come to be seen as the
preferred deliverers and implementers of aid.

Delusion with the ineffectiveness of government-to-government aid, the convenience
of subcontracting aid through private organizations for both political (avoidance of
direct official government presence in certain compromising settings) and economic
(cheaper delivery) reasons; flexibility of setting up an NGO operation as opposed to
the slow, overregulated government administration type of management; growing
multilateralism in international relations and, among other, especially the role of the
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UN system in promoting work through NGOs; have all contributed to the growing
reputation of NGOs in the decades preceding the 1990s.

Overtime, references to the superiority of NGOs to other actors in the foreign aid
industry, have multiplied. This superiority was not only seen as in operational terms.
Overtime NGOs have come to be seen as morally superior actors, not just in delivery
of foreign aid, but as regards conduct in the international arena overall.

For example, when Brian Opeskin (1996) doubts the capacity of foreign aid to do
good, he excludes aid channeled through NGOs. Relying on the arguments provided
by Hancock (1991), which he analyses thoroughly, Opeskin excuses NGOs from his
harsh critique of the foreign aid regime:

“Aid is bad because the poor in developing countries suffer the most abject miseries
not in spite of aid but because of it... One may surmise that if different world
institutions could be created, foreign aid might then be worthwhile. This is clear from
Hancock’s introductory disclaimer that his attack is focused on donations channeled
through official aid organizations. The foreign aid undertaken by voluntary agencies
such as Oxfam and Save the Children Fund is worthwhile because ‘they rarely do
significant harm [and] sometimes they do great good’ (Opeskin, 1996: 24).”

The view supporting the ethical and operational superiority of NGOs as actors in the
foreign aid industry became quite popular in the 1980s. Burnell (1997: 15) for
example, makes a reference to a speech by Chris Patten from 1989, who back than
had argued that all aid channeled through NGOs is of better quality.

In addition to their popularity as development operators, especially in situations when
emergency relief is necessary, NGOs were identified with civil society, and given that
civil society was considered an essential ingredient of democracy, NGOs came to
been seen as both the means an ends of democracy promotion activity.*

Another factor which contributed to the rise of NGO power was the increased interest
in direct intervention in political development and the rising popularity of the concept
of democracy promotion.

In a recent retrospective for example, The New York Times has tied the rise of NGOs
to the growing international interest in democracy: ““in the early 1990's, as the West
tied aid to democratization, the independent organizations began flourishing...
(Onishi, 22 March 2002).””

Hulme& Edwards (1997: 4) refer to a report by the International Commission on
Global Governance (1995) which notes that the *“176 ‘international NGOs’ of 1909
had blossomed into 28,900 by 1993.”” They also note that the explosion of numbers of
NGOS has been paralleled by the expansion in size of individual NGOs (1997: 4).

% See Hancock Graham, “Lords of Poverty”, Mandarin, 1991.

% In this sense, a vibrant civil society was considered a relevant indicator for the health of
democracy; the indicator for this very often was the sheer number of registered NGOs. Thus,
developing civil society was considered an important item of the democracy promotion
agenda. At the same time, the actors charged with this task were most often NGOs
themselves.
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Hulme & Edwards have also pointed to the clear link between foreign aid and NGOs.
According to them, the rise of NGOs is not accidental, ““nor is it solely a response to
local initiative and voluntary action. Equally important is the increasing popularity of
NGOs with governments and official aid agencies (1997: 5).”

They suggest that this process is an outcome of the re-consolidation of the concepts
of neo-liberal economy and liberal democracy as the universally valid blueprint for
development. In economic terms this has meant that government intervention should
be reduced, since private initiative is the most efficient mechanism for growth. In
terms of political development, NGOs and civil society have come to be considered a
vital element of democracy (Hulme & Edwards1997: 5-6).

In their “NGOs, the UN, and Global Governance (1996)”", Gordenker & Weiss (1996:
24-25) have identified three major factors for NGO expansion in the 1990s: the end of
the cold war, technological development, and the growth of available resources. They
have pointed to some interesting financial indicators to describe the scope of the
trend, by using data concerning foreign aid:

“in 1994 over 10% of public development aid ($8 billion) was channeled through
NGOs, surpassing the volume of the combined UN system ($ 6 billion) without the
Washington-based financial institutions. About 25% of US assistance is channeled
through NGOs (Gordenker & Weiss, 1996: 25).”

According to Gordenker & Weiss, the main reason donor governments have been
increasingly opting for NGOs as implementers of development operations - is their
cost-effectiveness.

Antonio Donini (1996) has also resorted to data on foreign assistance to give another
account of the strength of the presence of NGOs in ODA delivery:

“In terms of net transfers, NGOs collectively represent the second- largest source of
development and relief assistance, second only to the bilateral governmental
donors...public grants represented 1, 5% of NGO income in the 1970, 35% in 1988,
and, with the explosion of humanitarian relief programs in recent years, probably
over 40% today (Donini, 1996: 88).”%

“0" According to Donini, “One explanation of this shift is that it represents a lasting legacy of
Reaganism- Thatcherism in the sense that it is an application of laissez-faire and anti-state
ideology to international relations. A similar view holds that it is a manifestation of the
North’s loss of patience with the perceived ineffectiveness of UN organizations as conduits of
international assistance and of the corresponding faith in the operational superiority of the
‘hands-on’ NGOs. In any event, the end of the cold war seems to have accelerated a process
that was already underway — the emergence of political conditionality. The Northern NGO
community benefited collectively from the fact that, with the end of superpower confrontation,
the need for political state-to-state North-South support has all but disappeared (Donini,
1996: 89).”

Donini is perhaps the first to outline the famous “oligopoly theory” suggesting that very few
big NGOs control the humanitarian relief market, In his view the situation “... is tantamount
to an oligopoly, where eight major families of federations or federations of international
NGOs have come to control almost half an $8 billion market...they are CARE...World Vision
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Scholars (Paul, 2000; White. 2002) have also pointed out that the net-rise of NGOs
was at the expense of the net-fall of other actors in the aid industry, that is, that NGOs
took “market share” from other actors in international development:

“In the 1990s, the UN High Commissioner for Refugees expressed alarm that
governments were increasingly channeling funds for humanitarian assistance to their
own national NGOs rather than to multilateral agencies. The agencies were losing
their capacity to coordinate relief in large scale emergencies, as dozens of NGOs
appeared on the scene (Paul, 2000).”

An important distinction has to be made concerning the composition, or the character
of the funds controlled by NGOs. For example, looking into total official and private
flows over a three-decade period, White (2002: 3) notes that ““grants from NGOs have
been remarkably stable at about 4 per cent of total flows.”” This is apparently at odds
with the preceding argument about the growing financial strength of civil society
organizations (CSOs). It needs to be underscored that this is 4% of total flows, not
just ODA. Hence, White (2002: 3) further explains:

“if they were to be included with ODA, they would be about 8 per cent of the resulting
total. This figure represents the funds which NGOs raise themselves. They also act as
a channel for ODA. DAC data have a line “support to NGOs’, which has been stable
at 1.5 per cent of total ODA for the last two decades ...), so that aid through NGOs is
about 10 per cent of the total of ODA... However, this line covers direct flows from
agencies to NGOs to spend on their own programmes, and does not capture cases
when the NGO is the implementing agency for a project funded by that agency. Whilst
data are not available on the latter, it is generally believed to have increased quite
substantially since the mid-1980s.”

Operating with more recent data Riddell has noted that *“... in 2004 NGOs were
responsible for some $ 23 bn of aid money; equivalent to over 30 per cent of all ODA
(2007: 48).”

Riddell (2007) also makes one very important observation concerning the
transformation of ODA in the 90s and its effect on NGOs. Namely, he the points to
the fact that the decline of aid in the 1990s did not affect the growing role of NGOs:

“The post-1990 has seen further changes and consolidation in the status and
importance of NGOs as aid donors. The steep falls in ODA which marked the early
1990s were not mirrored in NGO income, which continued its steady increase
throughout the decade... (Riddell 2007: 47-48)”

International, ...the Oxfam federation,...the MSF group,...Save the Children Federation,...and
CIDSE, ARDOVE, and Eurostep. (Donini, 1996: 91).”

The similar argument is put forward in the same volume, by another veteran of development
aid, former USAID director Andrew Natsios (1996). . According to Natsios “ten US NGOs
received 76% of all cash grants to NGOs for relief purposes from the US government in fiscal
year (FY) 1993 and over 87% of all food aid for relief purposes in FY 1993. The European
Union gave 65% of all relief grants to 20 nongovernmental organizations in FY 1994
(Natsios, 1996: 69).”
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But the argument does not end here. According to some scholars, such as Omaar & de
Waal (1994), not only that the rise of NGOs was not affected by the fall of aid. It was
caused by it. Referring to the work of the former, Gordenker & Weiss (1996: 25)
have also put forward the argument that the reduction of ODA and the increasing
funding for NGOs were “two sides of the same coin”. This relates to the point made
earlier in the discussion concerning the cost-effectiveness as reason for donor
preference of NGOs as aid operators.

This is a relevant, yet not sufficiently discussed finding in the scholarly thought on
aid.** Basically, the fall of ODA did not hinder but rather it spurred the growth of
NGOs.

A longer discussion on the rise of civil society in the 90s would exceed the scope of
this writing. It was however important to note, a finding which is corroborated by
conclusions produced independently by different scholars (some of who are not
scholars on foreign aid per se) that the rise of NGOs in the 90s was related to trends in
foreign assistance.

The end of the cold war definitely had a role to play — donors were no longer bound to
go with state-to-state aid as they no longer needed to prop up friendly regimes. The
space created by this new political flexibility was quickly filled by a dynamic industry
of private aid organizations. However, as the previous discussion suggested, there
were many additional factors involved.

Quite before the 90s NGOs have already built the aura of morally superior agents of
aid. This popularity definitely had to do with the disillusion with other types of
implementation of foreign assistance, such as through government bureaucracy. The
increasingly multilateral world was a factor — ever since its very beginning, the UN
system relied on NGOs for different types of operational work. Then, in the 80s there
was the Reagan-Thatcher ideology of privatization. Governments shed competences
and handed them over to private organizations. Salamon’s reference to the example of
Eastern Europe bears a lot of relevance for the understanding of the base of
ideological support for the idea of civil society. The Polish dissidents such as Adam
Micnik and Jacek Kuron invoked civil society as a form of resistance to government
oppression. The ensuing democratization of Poland led by the worker’s union
Solidarnost, greeted with a lot of enthusiasm in the West as the Wall started to
crumble, was a strong factor for the revival of the old ideal of civil society as the
essential natural environment for the growth of democracy.*

“1 Carothers for example has suggested developing civil society is much cheaper than other
types of democracy promotion work; Burnell has advanced a similar idea considering
political development in general.

2 An influential title appearing in the early 1990s, Robert Putnam’s Makings Democracy
Work? Civic Traditions in Modern Italy (1993), reverberated on the waves of Solidarnost’s
achievement in Poland and contributed to the comeback of another classic, Democracy in
America of Alexis de Tocqueville, (often referred to as the greatest book on America ever
written). Foley & Edwards (1996) for example, suggest that a basic dichotomy of concepts
on civil society is: civil society as civic culture, or as counterweight to state power. Whereas
the first notion of civil society is usually referred to as “Tocquevillean”, the latter is
considered as “Lockean”. Putnam, with his concept of “social capital” is considered the most
recent proponent of the Tocquevillean view. De Tocqueville’s description of civil society in
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These were all the factors which made the 90s the decade of civil society. Foreign aid
in the Balkans has been closely and inseparably linked to the NGOs phenomenon.

6. The Rise of Democracy Assistance and Political Conditionality

6.1 Democracy Assistance

The other marked change in the foreign aid system in the 1990s was the rise of
democracy assistance. Although democratic development has featured as a theme in
international cooperation long before the decade of the 1990s, and it has had a small
yet gradual consolidation as a concept in international aid efforts, it achieved
unprecedented expansion in the 1990s. Relevant amounts of aid were directed to
programs which aimed at promoting democratization, through support for civil
society, political parties, independent judiciaries, free and fair elections, government
administration reform and so forth. A lot of this aid was going to countries from the
former communist block as they started their transition to democracy and market
economy. Democracy, as the argument goes, became both an end and condition of
foreign aid. Countries, which over the period of the cold war were automatic aid
recipients simply by virtue of being friendly states, were increasingly conditioned to
improve their democratic record as a precondition for getting foreign aid.

The rise of democracy assistance went in hand with the increasing popularity of the
concept of “good governance”, and both of these concepts have been brought into
close correlation with yet another tool for state -building which caused enthusiasm in
the donor community in the 1990s — political conditionality.

Often, due to their intrinsic connectedness, they are discussed together in scholarship
on aid. Democracy assistance and good governance can overlap to a large extent in
aid parlance and practice, and many discussions consider them as two aspects of what
is essentially a single process of political development. Nevertheless, at closer
analysis they have two distinct poles. The expansion of the concept of democracy
promotion in the 1990s has been closely related to ideological values which have their
origin in the United States efforts in the international arena; the concept of good
governance, it could be argued, in its original form has been conceptualized as more
apolitical quality in managing economic and political affairs, and it has only over time
entered into a romantic partnership with democracy promotion.

In practice, as pointed out by Carothers (1999) below, even if the promotion of good
governance and democracy could often come down to the same types of project
activities, some donors would still prefer to term as the one or the other. For example,
an activity on increasing government accountability and transparency can by some
donors considered either as democracy promotion or good governance work,
whatever their rhetoric is. Nevertheless there are types of activities, such as election
work, which do essentially fall into the camp of democracy promotion. However,

America, which he finds in the ubiquitous forms of associational life, as the great school of
democracy, is considered one of the great classic works on civil society.
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even though certain actors would have strong and consistent engagement in election
work, they would not necessarily define it in terms of democracy promotion.

In his topical Democracy Assistance. International Co-operation for Democratization
(2000), Burnell provides a comprehensive discussion of the expansion of aid for
democratization toward the end of the 20" century. He highlights the fact of the rapid
expansion of this type of aid effort:

“the growth of international democracy assistance efforts in the 1990s has been
dramatic in terms of number and variety of organizations, the resources involved and
the range of projects and programs (Burnell, 2000: 34).”

Burnell provides an analysis of the historic development of democracy assistance in
order to point out that the origins of the concept emerged much before the 1990s.
Burnell however finds the rhetoric about the importance of promoting democracy
both to precede and outstrip actual practical action:

“between 1976 and 1979 Congress passed 25 pieces of legislation linking foreign
policy and human rights...for most donors the policy rhetoric did not translate into
much practical substance at that time... (Burnell 2000: 37)”

Essentially even at present day, according to  scholars (Burnell, 2000; Carothers,
1999), the actual amounts of aid invested into promoting democracy do not keep pace
with the overpowering rhetoric about the importance of democratization.

Burnell’s wider thematic focus on democracy assistance also documents facts which
are important for the study of foreign aid in Eastern Europe. He correctly observes
that, even if partly, the increased effort in democracy assistance, at least by the United
States, was related to developments in Eastern Europe:

“in 1989 the Congress passed the Support for East European Democracy Act,
primarily with Poland and Hungary in mind. In the next year Secretary of State James
Baker declared the promotion and consolidation of democracy to be a foreign policy
priority (Burnell, 2000: 38).”

Burnell (2000) sees four factors crucial for the rise of democracy assistance in the
1990s:

a) “new opportunities became available as a result of the end of the cold war
and decline of Soviet power. Governments in the West could now bring
forward on their diplomatic agenda issues that previously they would not have
dared to raise in such a forthright way...”

b) ““democracy assistance offered a relatively low-cost means of boosting the
image of foreign aid....”

c) “in contrast to the ‘push’ factors..., there were the ‘pull’ factors..., namely
domestic pressures for political reform in a growing number of countries in
Central and Eastern Europe...”

d) ““a sea-change in the [thinking] about the relationship between economic
development and political development... (Burnell, 2000: 39-40)
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In addition, he discerns a sort of spontaneity in the expansion of democracy
promotion, in the sense that it has in his view, rather inadvertently emerged from the
application of political conditionality. According to Burnell (2000):

“what started out as a willingness by international donors to attach political
requirements and political conditionalities to development aid (a seemingly logical
extension of economic conditionalities, which was the leitmotif of North-South
cooperation in the 1980s) turned increasingly to democracy assistance (Burnell,
2000: 26).”

The four factors identified by Burnell provide an accurate analysis of the expansion of
democracy assistance in the 1990s. With some variations, they are discernible in the
wider body of thought on democracy promotion, such as for example in the influential
work of Carothers (1999) which be discussed below.

Two of these factors are closely related to end of the cold war and the opening of
Eastern Europe. The third essential factor is what Burnell terms a “sea change” in
thinking about the relationship between economic and political development. ** In
summarized terms, the concept which traditionally held economic development to be
primary to political development was abandoned. The interest in other possible
interdependencies between the two gained currency.

The usually surprising aspect when discussing the factors which gave way to aid for
democratization in the 1990s is the one about the cost of democracy assistance.
Burnell has suggested there is a moment of “political economy” in the donor’s rapidly
increasing interest in democracy assistance, and that is — because it costs less than
other, more traditional, types of intervention. Some of this argument is definitely a
matter of  simple logic. The types of actions related to democracy assistance are
much less costly than for example, investment in infrastructure. Carothers has pointed
out to the same moment discussing the support to civil society as part of the efforts to
promote democracy. In his words, part of the shift towards civil society was driven by
the desire to “do more with less” (1999:208-209). This should be taken into account

*® Because of its relevance the passage merits to be cited fully. Burnell, alike Carothers (1999)
below, points to the fact that the 1990s brought about new ideas about the interdependence
between political and economic development:

*“...for many years two major doctrines held sway and were mutually reinforcing. The one,
originating...[.from] Seymour Martin Lipset ...argued that social and economic progress are
requisites for stable democracy...the second doctrine, advanced by economists like Jagdish
Bhagwati, indicated there is a cruel choice: developing countries cannot both develop their
economies and democratize at the same time. This is primarily because capital investment is
essential for economic development...unfortunately, in this regard, competitive political
regimes such as multi-party democracy ...place a premium on offering voters instant
gratification....by the late 1980s neither the notion that that economics drives politics nor the
crude derivation of development from capital- formation...held sway any more...towards the
end of the 1980s the World Bank identified the problem as failure of governance. An
increasing umber of economists...came to view that primary responsibility lay in the political
sphere...this revised intellectual paradigm implies there are circumstances in which an
essential precondition for a lasting uplift in development fortunes is political reform
(Burnell, 2000: 40-42).”
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as a very relevant observation, and as such not isolated in scholarship on aid,
especially against the backdrop of the falling aid levels in the 1990s.*

Tracing the origins of the idea about democracy promotion in United States foreign
aid policy, Thomas Carothers opens his seminal “Aiding Democracy Abroad. The
Learning Curve” (1999), with the remark that democracy has been consistent theme
in American foreign policy for generations:

“President Woodrow Wilson proclaimed that America was fighting World War | ‘to
make the world safe for democracy’..., US officials...framed the emerging cold war as
a struggle to preserve ‘the Free World’..., in the early 1960s President John Kennedy
embraced the idea of a noble campaign to foster democracy in the developing
world..., in the 1990s Presidents George Bush and Bill Clinton asserted that
democracy promotion was a key organizing principle of US. foreign policy after the
cold war (1999: 3).”

Reviewing the other foreign policy measures the US government has used for
achieving the goal of promoting democracy, including diplomacy, conditionality, and
even military means, Carothers points out that, ““the most common and often most
significant tool for promoting democracy is democracy assistance (1999:6).”

Carothers provides a historic account of democracy promotion efforts by the US, and
alike Burnell, makes the point that prior to the 1990s, democracy aid was not a
significant part of the overall foreign assistance effort:

“prior to the 1980s, the United States did not pursue democracy aid on a wide basis.
In the past two decades, such aid has mushroomed, as part of the increased role of
democracy promotion in American foreign policy. It started slowly in the 1980s then
expanded sharply after 1989 (Carothers, 1999: 6).”

Carothers writes primarily about the US democracy promotion effort. He does
acknowledge however that democracy assistance has become a wide, internationally
accepted trend. Nevertheless Carothers suggests that the case study of US democracy
aid is valid for making broader conclusions, given that: ““...the United States moved
into democracy assistance earlier than most other actors and has been the largest
single democracy donor (1999: 12).”

Carothers also points to another well observed fact concerning aid for political
development- that the different conceptual frames, paradigms, or defined priorities of
different donors, do as a matter of fact come down to the same types of interventions.
He notes that the different theoretical concepts, such as “good governance” and
“democracy promotion” can in practice entail very similar interventions:

“the recent surge of democracy assistance is by no means exclusively or even
principally a US story...almost every major country that gives foreign assistance now
includes democracy programs in its aid portfolio...the international financial

*“ Such strategy actually seems much less peculiar to practitioners than to scholars. Faced
with shrinking budgets, organizations instinctively turn toward more cost-effective types of
intervention. Such a move is for example, from big capital intensive investments in education,
such as renovating schools, to work on educational policies (interview with Open Society
Foundation representative, 2006).
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institutions have begun committing resources to promoting good governance, which,
although theoretically distinct from democracy promotion, often substantially
overlaps with it in practice (1999: 8.)”

In Carothers’s view, there are three major factors for the surge of democracy
assistance in the 1990s: ““the global trend toward democracy; the end of the cold war,
and new thinking about development (1999: 44).”* The end of the cold war and the
“new thinking” were already discussed with respect to Burnell. The “global trend
towards democracy” which Carothers identifies as a factor, builds on the enthusiasm
which appeared in the Western hemisphere in the 1980s, that a new “third wave” * of
democracy was unfolding and that the future held the rosy prospect of global
democracy, of democratic government in each and every state on the planet.*’

More recent work by Burnell & Morrissey (2004) echoes the same and very similar
conclusions derived by Carothers and Burnell. They note the shift toward intervention
aimed at direct political change in the 1990s (as opposed to indirect one, through
economic reform, which was the standard in the past); the appeal of such political
change both as an end in itself and conductor for economic reform. The authors relate
this policy to the constant aspiration for greater aid effectiveness; and conclude that
this was made possible by the end of the cold war:

“..a growing number of interventions (albeit comparatively modestly funded)
intended to influence directly political change. The rationales — that political reforms
consonant with liberal democracy and what has come to be known as ‘good
governance’ are both desirable in themselves and conducive to improved economic
management — seemed to promise a more effective use of effective use of development
aid. The trigger for this development was the end of the cold war... (Burnell &
Morrissey, 2004: introduction; xvi).”

Some of the argumentation about the exponential growth of democracy assistance
inevitably goes back to the relationship between aid and (realist) politics. Meernik,

> Carothers chronologically precedes Burnell with his explanation of the “new thinking”;

According to him:

“during most of the 1970s and 1980s, aid providers from the United States and elsewhere
conceived of development largely in social and economic terms. Consideration of a country’s
form of government was conspicuously absent. This was because most developing countries
were dictatorships...in the latter half of the 1980s, however, the accumulated economic
consequences of the corrupt, stagnant, often incompetent dictatorial regimes in many
countries...prompted donors to begin considering the economic value of openness,
accountability and transparency....in the 1990s, the donor community accepted the idea that a
country’s political development could have major impact on its socioeconomic development
(Carothers, 1999: 46).”

" An influential theoretical underpinning for this was provided by Samuel Huntington in his
The Third Wave: Democratization in the Late Twentieth Century (1991).

*" This enthusiasm waned in the 1990s, with the apparent backsliding of many, former
communist, and new would be democracies, into “semi” or outright authoritarianism. See for
example Ottaway Marina, “Democracy Challenged. The Rise of Semi- Authoritarianism”,
Carnegie Endowment for International Peace, 2003.
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Krueger, & Poe (1998) relate the increased interest in democracy to the fact that the
United States could simply relax the national security concerns in the post-cold war
international arena:

“Many foreign policy analysts argue that the end of the Cold War has released the
U.S. government from the need to orient every international action toward the pursuit
of national security, and that policymakers may devote greater attention and
resources to the international promotion of U.S. ideological values, such as
democracy and human rights(Meernik, Krueger,& Poe , 1998: 64).”

According to Richard Haass (1995) for example, the Clinton administration in the
early 1990s reached for democracy promotion as a replacement paradigm, when the
previous long-standing paradigm of “containment” from the period of the cold war
was no longer valid in the new circumstance:

“Its principal attempt was National Security Adviser Anthony Lake's September 1993
statement that "the successor to a doctrine of containment must be a strategy of
enlargement, the enlargement of the world's free community of market democracies
(Haass, 1995: 44).”

And finally, whereas Haass sees democracy as replacement for the politics of
containment; Meernik, Krueger, & Poe, as giving emphasis to ideological values in a
situations when national security concerns are lesser; Diamond (1995) has reconciled
the ideological need to “have a purpose” in the new world, with the realist, national
self-interest. According to Diamond:

”Now, when new threats are rising and chaos looms on many fronts, the U.S.
government is mired in debt, its foreign operations are being cut back sharply, and
doubt grows both at home and abroad that the United States has "any purpose in the
world beyond promoting its own interests.”

For Diamond (1995), promoting democracy is inherently good as an end in itself and
at the same time it benefits the United States national security interest:

“Countries that govern themselves in a truly democratic fashion do not go to war with
one another. They do not aggress against their neighbors to aggrandize themselves or
glorify their leaders. Democratic governments do not ethnically “cleanse” their own
populations, and they are much less likely to face ethnic insurgency. Democracies do
not sponsor terrorism against one another.”

In conclusion, the promotion of democracy grew into a new paradigm in international
cooperation. Many donors redefined the mission statements of their foreign aid
programs so as to include a reference to the importance of democracy. Aid went to
promote democracy, but as already discussed in the chapter on motives and factors,
democracy became a factor and condition for receiving aid. Countries which
democratized got more aid for all purposes. At the same time, countries that did not
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fare so w8ell with democracy did not get more democracy aid, in order to expedite the
4
process.

The substance of democracy assistance was only briefly mentioned until this point.
The discussion mostly concentrated on the reasons for the emergence and popularity
of the concept in the 90s. Democracy assistance work can include a variety of
different activities including but definitely not limited to support for elections, civil
society, local government, trade unions, media, judiciary, public administration
reform, and a plethora of other actions. The supply of possible types of activities and
goals which can be framed within the philosophical framework of democracy
assistance is practically unlimited.

The opening of Eastern Europe was definitely a strong factor for the growth of
enthusiasm about democracy promotion in the West, and subsequently the expansion
of democracy assistance programs worldwide.

In the Balkans, aid for promoting the transition to democracy ranked high on the
donor agenda. The countries that were seen by the donor community to lag in this
process had their assistance levels reduced and suspended. The case of Serbia is
particularly instructive in this regard and it will be discussed in more detail further.
The ousting of Serbia’s president Slobodan Milosevic in October of 2002, in what
came to be known as the *velvet revolution”, and the country’s democratic
breakthrough, came to be considered a textbook example of the potential success of
democracy assistance programs. Democracy promotion activity was a constant
priority in all of the countries of the region, and these programs continue as of the
writing of this text as the process is not considered to be completed. Chapter 3
continues the discussion on motives and justifications for aid to the Balkans through a
review of the policy documents of some of the major donors to the region. The review
shows that promotion of democracy was one of the most often invoked goals for
supply of foreign assistance to the Balkans.

6.2 Political Conditionality

The other novelty in foreign aid in the 1990s, which according to scholars (Burnell,
2000) is merely another aspect of democracy assistance, or in more generic terms, an
intricate aspect of the expansion of aid for political development, was the rise of
political conditionality.

Positively defined, conditionality involves an award for compliance; negatively -
punishment, sanctions for non-compliance (Hughes, 2003). Some of the well known
definitions include the one provided by Schmitter (1996:41-42):

"conditionality, especially when practiced through multilateral diplomacy and
international organizations ...[is about] fulfillment of stipulated political obligations,
as a prerequisite for obtaining economic aid, debt relief, most- favored- nation

*® In such a situation more aid would usually to opposition groups but would generally be
withheld from the undemocratic government.
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treatment, access to subsidized credit, or membership in coveted regional or global
organizations."

Stokke (1995:11-12) has observed that the defining conditionality *is itself
controversial’:

“the key element is the use of pressure, by the donor, in terms of threatening to
terminate aid, or actually terminating or reducing it, if conditions are not met by the
recipient. Foreign aid is used as a lever to promote objectives set by the donor which
the recipient government would not otherwise have agreed to. The donor may set the
pursuit of such objectives, by the recipient, as a condition for entering into an aid
relationship (ex ante conditionality); or expectations of the recipient’s progress
towards meetings those objectives may be expressed beforehand and followed up
afterwards (ex post conditionality).”

Geoffrey Pridham (1999: 62) has defined it as "specifying conditions or even
preconditions for support, involving either promise of material aid, or political
opportunities™.

Discussing conditionality with respect to the process of EU enlargement, Kubicek has
noted that the policy of conditionality has been "most clearly enshrined in the
Copenhagen Criteria for membership" into the EU. Kubicek’s (2003: 7) definition of
conditionality focuses on the "linking of perceived benefits (e.g. political support,
economic aid, membership in an organization) to the fulfillment of a certain
program...in the target state".

Its widespread application in the 1990s has given conditionality* (at least for a while)
the aura of the most effective “vehicle of democratization and state building”.
Schmitter (1996: 30) referred to it as “the most recent ...and rapidly expanding sub-
context for the exercise of international influence.” Similarly, it has been termed is
as:

"the most developed of all approaches relating to international aspects of
democratization... the most visible and proactive of all policies explicitly designed to
promote democratic convergence (Kubicek, 2003:7).”

Schimmelfennih et al (2002: 1).have also seen as "the core strategy of international
organizations to induce non-member states to comply with fundamental rules of
statehood.”

Political conditionality in its present form is definitely a product of the 90s.As such, it
should be observed in sink with the other major changes in aid of that period of time.
It is a fact that aid has always been given with strings attached, with conditions of one
type or another. However, it was only in the 90s that the idea that the mechanism of
the carrot and the stick can be purposely steered in order to produce a democratic and

* Parts of this section pertaining to definitions of conditionality were originally produced by
the author for the purpose of his paper on State Building and Democratic Reform in the
Balkans: All the Faces of Conditionality, Conference of the Association for the Study of
Nationalities, Belgrade, 2006.
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state building effect. Stokke does note that aid has come with strings attached, often
of political nature,*®ever since its invention, and that thus conditionality is nothing
new (1995: 5)°*: one novelty according to him is that the conditions have become
“open and transparent (1995: 7).” Many scholars have observed that political
conditionality came about as a logical extension of the economic conditionality that
was invented and applied by the IFIs in the 80s.

Discussing political conditionality in terms of the wider concept he calls “the new
policy agenda” , and which combines under the rubric of political development aid the
thematic trio of human rights, democracy, and good governance, Gordon Crawford
identifies three major factors for its intensified use in the beginning of the 1990s: the
end of the cold war, the so called “new thinking” about the relationship between
economic and political development, and the need for new justifications for aid before
the public in donor countries (2001: 12-14).

Political conditionality, also referred to as “second generation” conditionality has
been considered to be a “natural” step further from the classical days of economic
conditionality devised by the international financial institutions (IFIs). Whereas under
the rules of engagement of economic conditionality countries needed to comply with
certain economic conditions in order to obtain or maintain the status of aid recipient,
political conditionality  represents "the tying of policy responses to political
objectives (Schimtter, 1996: 42).” According to Stokke (1995: 1):

““in the 1990s, aid donors have increasingly made [ODA] conditional of political and
administrative reform in recipient countries. The stated objectives for this second
generation conditionality have been to promote democratic reform, human rights, and
administrative accountability...while the first generation aimed at reform of the
economic policy of the recipient country, the second aimed, above all, at political
reform involving both systemic and substantive aspects.”

Suggesting that the rise of this new policy which made democratic reform both a goal
and condition for aid, was almost simultaneous with the fall of the Berlin Wall,
Crawford (2001: 4), suggests that major European states were the ones to jump-start
its extensive use. Crawford traces its early beginnings in the 1990s in policy
statements by British and French officials:

“the British and the French government were the first to declare this linkage. In
perhaps the first public statement indicating the policy shift, British Foreign
Secretary, Douglas Hurd, spoke in June 1990 of the need for ‘good government’ and
political pluralism, and stated that “aid must go where it will do good’ (IDS Bulletin,
January 1993: 7)...later that same month,...President Mitterand declared that France

%0 He refers to the work of Edward Clay (same volume) who has pointed out that the Marshall
Plan had had both economic and political conditions.

5! Chapter 1 noted Hans Morghentau’s remarks about the “allurment of gain” in 19™ century
diplomatic affairs and the effect it had on the success of deal-making. Yet a more specific
reference to the fact that money has always come with strings or conditions attached among
states themselves can be found in Misha Glenny’s “The Balkans. Nationalism, War, and the
Great Powers, 1804-1999 (2001). Glenny notes that when the great Western powers made
loans to the declining Ottoman Empire, they made the loans conditional on certain political
concessions.
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‘will link its financial efforts to the efforts made towards liberty’ (cited in Uvin,
1993:66).”

Stokke subscribes to the point of view that the end of the cold war and the opening of
Eastern Europe triggered the 2" generation conditionality, by giving the West more
freedom in pursuing the goals of political development. However, according to him
““although the new emphasis given to political reform as a condition for aid coincided
in time with this revolution, the causalities involved are probably indirect (1995: 9).”
In his view, other factors, especially the legacy of economic conditionality, combined
with the “new thinking” about development, were equally if not more important than
the end of the cold war:

“there are inter-linkages between the first and the second generation aid
conditionality. After years, the structural adjustment programs have produced few
results in terms of economic recovery...this led to a growing recognition...that the
main cause had to be sought...[in] reform of the political and administrative systems
(Stokke, 1995: 9).”

It is interesting that some scholars (Baray, 1992) have related the rise of conditionality
to the opening of Eastern Europe, in order to pursue the argument that Western donors
have invented conditionality in order to produce an excuse for taking aid away from
traditional recipients, such as Africa and Asia. This argument suggests that the
donors’ motive was to redirect foreign aid to Eastern Europe, where, it was widely
believed in the beginning of the 1990s, aid could be more productive.

This argument can be found in Baraya (1992, cited by Sorensen, 1995: 393-394), who
identifies three purposes for the new conditionality in the post-cold war world: the
definite de-legitimizing of socialist ideology, creation of a “new credible source of
legitimacy for hegemony”, and three “justification for the impending decline in
Africa’s share of global assistance as resource flows to Eastern Europe begin to
mount.” This point of view was denied by further developments in foreign aid
dynamics over the course of the 90s.

Conditionality, as applied by the principal actors in international relations today, is
used to keep countries from straying from the path of democratic reform. The
conditions that countries need to meet are political, ranging from free and fair
elections, respect for civil and political rights, legal and public administration reform,
and so forth.

Besides the favorable climate for application of political conditionality after 1989, it
is a fact that its roots lie in the macro-adjustment policies promoted by the IFIs in the
period of the 1980s. The basic “carrot and stick” mechanism which was previously
applied only with respect to financial matters, such as control of inflation, public
spending, or budget deficits, came to be extended over matters such as fairness of
elections, freedom of the press, respect for human rights, fight against corruption and
so forth. A recipient government’s poor record of achievement in meeting these and
similar standards of democracy and good governance could lead to suspension,
reduction, or withdrawal of aid.
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Conditionality has been much applied in the international intervention in the Balkans
and it is by and large the principal framework of communication between the region
and the international community. It has definitely been a guiding principle of EU
assistance to the region (COFR, 1999); in addition, the US involvement in the region
has often assumed the stance of intense conditioning.

In its essence as a policy lies the belief on the part of the donors that the mechanism
of combined incentives and disincentives can successfully guide constructive political
change in recipient countries. Conditionality as such exceeds the realm of foreign aid
and becomes a more generic principle of relationships in the international sphere. In
the Balkans for example, as it will be discussed further in the text, aid is not as
relevant level of conditionality compared to other benefits of good conduct in
international relations, and especially with regards to EU accession, such as for
example visa liberalization, or eventual full entry into the EU.

In addition some countries in the region of the Balkans were, due to different political
circumstance, subject to more intense conditioning than others. This will be discussed
in more detail further in the text.

7. The Emergence of Eastern Europe

Last, but for this writing of particular relevance, the end of the cold war redefined the
foreign aid regime by opening up an entire new and uncharted land for allocation of
foreign assistance. This was caused by the fall of the iron curtain and the opening of
Eastern Europe and the countries from the former Soviet Union. This entire part of the
world on the other side of the iron curtain was not recipient of development assistance
in the sense know today. As a matter of fact, many of those countries acted as aid
donors throughout the years of the cold war. The countries from the Soviet block,
under strong guidance and mentorship from the Soviet Union, acted as donors to
Third World countries. Most importantly, they were not recipients of foreign
assistance.

The exception to this was Yugoslavia. Being a non-aligned country, Yugoslavia was a
recipient of generous Western assistance in the years to 1991. Some scholars have
referred to it as the “World Bank’s favorite Eastern European son (Tammen, 1990).”

The end of the cold war changed all this. This entire part of the world disappeared as a
donor and reemerged as a strong recipient of foreign aid.

Vicky Randall (1997)° for example, has suggested that even at conceptual level, the
appearance of Eastern Europe as aid recipient changed the ideological postulates of
the aid regime, in the sense that it reshaped the relationship between the so called First
and Third World. According to Randall:

>2 A good description of Soviet aid can be found in Lumsdaine (1993).
> Preface to Burnell Peter, Foreign Aid in a Changing World (1997).
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“from the later 1980s we have witnessed the disintegration of most of the ‘Second
World’ of state socialist societies — where does that leave the First and the Third
World (Randall, 1997)?”

In Randall’s view that division of the world into developed and undeveloped; North
and South; First and Third; functioned as a myth, and that the end of the cold war,
transformed that myth:

“writers both on the Right and on the Left have suggested that the notion of a Third
World functions primarily as a myth: for the former is a projection of the guilt of the
First World liberals while for the latter it evokes for the West a reassuring image of
its own opposite, all that it has succeeded in not becoming.”” Thus, Rendall suggests
in her preface to Burnell’s “Foreign Aid in a Changing World™, *“the dissolution of
the Second World.....leaves the confrontation and contrast between the First and the
Third World starker than ever ...on the other hand the countries of the old Second
World will not be transformed overnight into members of the First and there is a case
for retaining a Second World category to refer to countries only recently emerged
from a prolonged period of communist rule.”

Stokke (1996) has analyzed the grand changes in the system of international relations
over a longer period of time and the effects these changes have had on foreign
assistance. He compares the opening of Eastern Europe to the process of
decolonization which took place 30 years earlier. Back then the “opening” of the
former colonies acted as a strong factor for allocation of development aid:

“...a change in the international environment, - the decolonization process, which
represented a new international balance of power of a magnitude similar to that of
the revolution in the East some 30 years later - constituted a precondition [for aid] to
take place (Stokke, 1996: 27).”

The fact that the process of decolonization and creation of new states has been a
strong impetus for the foreign aid regime has been noted in aid scholarship. Stokke’s
comparison goes along this line. However, it is a fact that after a peak in 1992foreign
aid suffered its greatest decline in the 1990s. In this sense, the opening of the Second
World did not have the same effect on aid levels as the process of decolonization.
Rather the opposite. However, it did have a lot to do with the changes on the aid
agenda, which were discussed above.

Together with the decline in overall flows and the changes inside the structure of
foreign aid in the 1990s, Hjertholm & White (2000: 14) consider “the disappearance
of Eastern Europe and the countries of the former Soviet Union as aid donors and
their re-emergence as recipients™, as one of the two additional major changes in aid
in the 1990. The other additional major change they observe consists in the
appearance of increased concerns about governance, or in other words, the increasing
popularity of the concept of good governance.

As already mentioned above, the opening of Eastern Europe diverted significant aid

flows away from Africa. According to White (2004), this was by and large a result of
the change in priorities for European donors:
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“Overall, the fall in sub-Saharan Africa’s share matches the rising share of Europe.
For European donors in particular, European recipients feature among the top 10
recipients, whereas they did not do so ten years earlier. For example, the Federal
Republic of Yugoslavia and Bosnia - Herzegovina are now among the top recipients
of aid from Norway, Sweden, and Switzerland (all of whom have seen a reduction in
their share of aid going to Africa of more than 10%) whereas they did not feature 10
years ago.” (White, 2004: 241).

Table 5 below presents the regional allocation of ODA over the period 1980-2000.
The increased receipts of Europe are especially visible in  aid per capita terms,
although Europe’s total share in global ODA has also risen substantially. At the same
time the decline especially of Africa’s share is obvious.

Table 5: Regional allocation of net ODA, 1980-2000 (share and per capita)

Share (% of total aid) Per capita (USD)

1980 1990 2000 1980 1990 2000
North Africa 8.1 124 43 42 68 18
Sub-Saharan Africa 225 309 253 27 38 22
South America 2.4 3.6 4.7 5 8 8
Middle East 159 8.2 4.6 76 40 16
South & Central Asia 16.7 106 115 8 5 4
Far East Asia 7.8 12.1 154 3 5 5
Other 26.7 222 343 66 60 72

of which Europe 3.6 2.5 7.4 19 16 43

TOTAL 100 100 100

Memo item
Real ODA (USD billion;
1999 prices) 46 60 56

Source: adapted from White (2002)

The reduction of flows to Africa and their redirection to middle income countries
elsewhere has been encountered with criticism in some of the scholarship on
development assistance. According to scholars (Hyden, 1996; White, 2004), a major
factor to this end was the new geopolitics and the lesser importance of certain African
states as strategic partners. The popular argument from the early 90s, riding on the
wave of disillusion with the impact of 40 years of foreign aid to Africa, that aid could
work better in Eastern Europe, probably has some of the credit. This view has been
criticized by Hyden (1996):

“the argument that Africa can be placed on the back-burner because it is of little
strategic value to donor countries is extremely short-sighted and dangerous. So too is
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the argument, unsupported by any evidence so far, that foreign aid money can be
better used in the former Soviet Union and Eastern Europe (Hyden, 1996: 197).”

Foreign aid to Eastern Europe became more complex with the painful dissolution of
Yugoslavia. Whereas aid to the countries of Central Europe comprised the standard
package of activities for supporting the transition to democracy and market economy,
the wars in the Balkans created an enormous need for humanitarian relief and post-
conflict reconstruction. Because of this, aid to the Balkans had to be very different
and essentially more complex as a process than aid to Central Europe. At the same
time, the transition to market economy, but above all, the transition to democracy in
the Balkans was, as a matter of common knowledge, much more difficult and
protracted in time than in Central Europe. This was a strong factor for the final
definition of the overall framework of development assistance to the region.

More recently, White (2004) has suggested that aid would shift back to the poorest
countries of the Third World with the end of political crisis in the Balkans:

“...the increase [of aid] to Europe reflects response to emergencies in the region; so
that aid to the region will fall back should the emergencies not continue (2004: 240).”

This is only part of the story. The other major aspect is the EU enlargement. The
impact of the process of EU enlargement on levels of aid allocation is of strong
importance as  amounts generally increase as the countries move ahead in their
accession process. This is a complex topic in its own right and addressing it in full is
beyond the scope of this writing. It is important to underscore however that given the
fact that the EU was the single largest donor to the region of the Balkans, its policies
overall and its enlargement policy in specific were of major importance to the aid
phenomenon in the region.

In conclusion, the opening of Eastern Europe was a tectonic change in the global
foreign ad regime. It was an intrinsic aspect of the end of the cold war (and
enlargement), but what more, it was the essence of that process. It was not a
consequence but a cause. In this sense, some of the changes in the foreign aid regime
did come about because of certain processes that took place in Eastern Europe. For
example, the rise of the ideal of democracy, and the rebirth of the idea of civil society
which strongly shaped the foreign aid regime in the 90s, were inspired in large part by
the success of Solidarnost in Poland.

In this sense, it can be argued that the opening of Eastern Europe had an important
and complex influence on how foreign aid developed and changed over the 1990s. It
reshaped the relationship between the First and Third World; it took away aid flows
from the Third World; it became the new battleground for the novel concepts in aid in
the 1990s. It did a lot to spur the enthusiasm with democracy and civil society.

The ensuing wars and tragedies in the Balkans made that region one of the strongest
recipients of foreign aid in the world over the 90s. Because of the multitude of
changes it was undergoing — from one country into several, from autocracy towards
democracy, from planned towards market economy, and all of these changes
accompanied by the presence of violent conflict — the Balkans received many types
of aid from many different sources, and which had a variety of purposes, over the
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past decade. As already mentioned earlier, the more complex transition in the Balkans
compared to Central Europe, also conditioned the greater complexity of the aid
process.

In a final run, although the trends discussed earlier in this chapter, such as the
growing popularity of NGOs, the interest in democracy & good governance aid, and
the emergence of political conditionality, had started to emerge long before the 90s, it
was the global geo-political change which essentially enabled them in the last decade
of the 20™ century. In this sense, all of these aspects of the foreign aid system at
present should be looked in their entirety.

8. Conclusion

The preceding discussion looked into the transformation of the foreign aid regime
after the end of the cold war and consulted some of the major scholarly views on the
causes and dynamic of this transformation. The major changes in foreign assistance in
the 1990s were discussed, including the global decline of aid flows;  rise of
democracy assistance and political conditionality; and global prominence of NGOs.

There is an overwhelming consensus that the end of the cold war was the major
factor for the changes in aid in the 1990s. However, other factors were also discussed,
not all of which derive their existence directly from the end of the cold war.

The rise of political conditionality was enabled by the new freedom the West had to
promote its values, but it was at the same time an extension of the first generation
economic conditionality.

The strong appeal of civil society in the 1990s, when it came to be seen as a magical
panacea for a wide range of socio-political challenges, was definitely promoted by the
fight for democracy in Eastern Europe. But if Solidarnost produced the ideological
momentum for the prominence of NGOs in the 1990s, the preconditions had been
gradually put in place with NGOs making their way in the aid industry for decades
earlier.

The popularity of good governance came from within the foreign aid system, with the
so- called “new thinking” about development gradually gaining foothold overtime.

Nevertheless, it is true that had it not been for the tectonic geo-political change,
foreign aid in the 90s would have looked probably different.

The factors discussed above entwined and converged into producing the framework
for the delivery of foreign aid to the Balkan region from the beginning of the 1990s.
They have been, and as of the writing of this text, still are major features of ODA
supply to the region. Given the significance aid has had for the Balkans in the period
of transition, and the fact that ODA has been a relevant aspect of the overall relations
between the region and the international community, these features have exceeded the
realm of aid per se and become characteristics of the region’s “internationalisation” as
well as of the overall socio-economic and political circumstance.
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CHAPTER 3

Motives and Factors of Foreign Aid to the Balkans: Review of Donor
Policies

1. Introduction

Following the general theoretical discussion on motives for foreign aid, Chapter 3
turns  the focus to the central interest of this writing, which is foreign assistance to
the region of the Balkans in the period of transition.

The 1st chapter on motives provided the general frame for discussing motives and
factors of ODA. The 2" chapter on aid in the 1990s gave an overview of the huge
changes which have taken place in the field of development assistance after the end of
the cold war.

The preceding discussion served as a necessary introduction for understanding the
general framework for foreign assistance in the Balkans, as the region became a
strong aid recipient practically simultaneously with these changes in development aid
taking place.

The general discussion on motives of foreign assistance is framed between two
distinct poles which are represented by donor self-interest on one and altruism on the
other end. The vast middle ground between these poles is occupied by a very dynamic
and diversified reality where numerous possibilities exist for combinations of motives
and factors shaping ODA allocations. No author has ever denied the strong role of
donor self-interest in development aid. Even strong proponents of the ideas of moral
vision and altruism as factor of ODA, such as Lumsdaine (1993), have limited their
argument to the point that aid cannot be explained only by donor self-interest.

The Chapter 2 which followed, in a manner of speaking continued to paint the picture
of foreign assistance. It introduced the great changes which took place in the foreign
aid regime in more recent times, but by doing that, it also made references to what aid
looked like before the end of the cold war. Whereas Chapter 1 provided the overall
frame, Chapter 2 provided the additional elements of the present portrait of ODA: the
strong role of NGOs, rise of democracy assistance, good governance, and political
conditionality.

The inquiry into the motives and factors of aid now zooms into the process of foreign
assistance to the Balkans and the discussion becomes time and context specific.

There are several levels for discussing motivations for aiding the Balkans. The first
and most general is produced by the general perception of the Balkans by the West, or
the “international community”. At this broadest level, the Balkans has been perceived
as a troubled place, a region defined by common circumstance, the most dramatic of
which is of course the former Yugoslav wars. Huge part of the aid which went into
the Balkans was conflict and post-conflict related assistance. This included
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emergency relief and post-conflict reconstruction aid which as its very name suggests
aimed to relieve suffering and help societies get back on their feet after wars had
ended. A lot of the aid which went into the region was motivated by the images of war
and suffering donor constituencies in the West were exposed to. The demonstration of
tremendous humanitarian need produced by the wars and the destruction is what made
the Balkans one of the most highly assisted regions in the world over the 1990s.

This is only a generic description. A lot of the assistance the region has received was
not conflict related. In addition, not all countries in the Balkans were affected by
conflict. Of those affected, not all were affected in the same way. The conflict had
different duration in different countries. There was close to 4 years conflict-free
period between the signing of the Dayton agreement which ended the war in Bosnia
in 1995 and the conflict in Kosovo in 1999 which produced the second major
humanitarian crisis in the region.,

At this most general level, the other major denominator of the Balkans as an aid
recipient in the 1990s is the fact it is part of the Eastern European block. In this sense,
the two major goals of foreign assistance for Eastern Europe, a) democratization and
b) promotion of market economy, held equally strongly for the Balkan countries.
These two overarching goals which motivated aid to Eastern Europe overall, were in
the Balkans complemented by one additional major goal — humanitarian relief. This is
one major difference between assistance to the Balkans as opposed to the rest of CEE.

In addition to provoking tremendous suffering, the Balkan wars also delayed and
complicated the achievement of the goals of democracy and free market reform. The
challenges to democratization in the region were of particular concern to donors and
the international community as a whole. Aid to promote democracy constituted a
substantive part of the foreign engagement in the region. In addition, progress with
democratization was one of the major conditions to receive foreign development aid.

A second level to discuss motivations for aid is the level of the relationship between
the particular bilateral or multilateral donors vs. the region as a whole. Some of the
major donors to the region, such as the European Union (as a multilateral), the United
States, the World Bank, UN, or the European Bank for Reconstruction and
Development (EBRD) define their policies in regional terms. This of course does not
preclude them from having country specific policies, in the sense that they fine-tune
their country approaches. Nevertheless for many of the donors their effort has been
regionally defined. Most comprehensive in this regard is the aid policy of the EU
which is to a great extent defined by its enlargement policy. The amounts and types of
aid to individual countries change as they progress in the process of accession and
enter subsequent phases. Although countries are assessed individually, this is in
essence a complex, regional approach. Quite a few of the bilateral donors also had
regional aid policies for the Balkans. The understanding (or belief) that the countries
of the Balkans shared some common characteristics and problems, which could best
be addressed regionally, has given life to quite a few regional mechanisms and
approaches. The most notable of these, particularly as concerns foreign assistance, is
the Stability Pact for Southeast Europe.

The_third level for discussing motives for aid is at the bilateral donor-recipient level.
This is the level between any bilateral donor and recipient country, such as for
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example Italy and Albania, UK and Bosnia and Herzegovina, the Netherlands and
Macedonia, and so forth. At this level, the aid commitment of a particular donor to a
particular recipient is defined by factors specific to that relationship. The previous two
dimensions, West - Balkans, and individual donor — Balkans, have a strong influence
on this bilateral relationship as donors; naturally conform to certain internationally
coordinated policies. Such example is the aid embargo on Serbia which was in force
until the fall of the Milosevic regime in late 2000. Further, donors can definitely be
expected to react similarly to certain situations, such as for example, the humanitarian
crises in Kosovo or Bosnia. In this regards, the specific demonstration of need by a
recipient country is what determines the aid response.

At this bilateral donor-recipient level aid allocations can depend on the specific
circumstances of the relationship between two countries. One such example would
perhaps be Italy’s special rapport with Albania, which received the lion’s share of
Italy’s aid effort in the Western Balkans. Other examples could perhaps be the Taiwan
- Macedonia cooperation over a short period at the end of the 90s. Similarly, the
United Kingdom — Serbia relationship in the immediate period after the fall of the
Milosevic regime could be considered, whereby Serbia received huge assistance from
the UK, at a level quite higher then UK’s previous aid commitments to other countries
in the region. The motive is, as in the previous cases, of bilateral nature. The UK had
been a strong creditor to former Yugoslavia in the past. A huge part of that foreign
debt to the UK was overtaken by Serbia in the succession of Yugoslavia. The UK
assistance to Serbia was for the most part debt relief that is forgiveness of this old
debt, made possible with the lifting of the sanctions after the fall of Milosevic.>* In
the Italy — Albania case, security concerns related to uncontrolled migration were
certainly a factor of the aid effort®; in the Taiwan-Macedonia case aid was a reward
for Macedonia having recognized the former. Macedonia recognized Taiwan in 1999
in exchange of a clear offer of massive economic assistance.®

These levels: West-Balkans; individual donor — Balkans; and donor country —
recipient country, are provisional by nature and serve to indicate the multi-
dimensionality of the discussion of motives and factors of foreign assistance. They do
not exist as firm, given platforms but permeate and entwine instead.

> This issue will be discussed in Chapter 5.

> This issue will be revisited further in the text during the discussion of political dynamics in
Chapter 4, and also later during the review of the individual allocations in Chapter 7. See for
example: Orizio Riccardo, Gli aiuti all’Albania: venti milliardi sospetti, Corriere della Sera,
17 October 1992; Santevecchi Guido, Martino: Via agli aiuti, ma bloccate i clandestini,
Corriere della Sera, 13 September 1994; Haver Flavio, Il Pollo: adesso basta aiuti
all’Albania, Corriere della Sera, 25 July 2000; Cianfanelli Renzo, Tirana, dissidio Bonino
Dini, Corriere della Sera, 31 October 1998.

% Casella Alexander, Macedonia: Taiwan’s Lost Gambit, Asia Times, 11 July 2001, available
at http://www.atimes.com/china/CG11Ad02.html ; Editorial: Ensuring the Wise Use of
Foreign Aid, Taipei Times, 13 February 2001, available at
http://www.taipeitimes.com/News/editorials/archives/2001/02/13/73493 ;

Tupurkovski Puts Hope in Taiwan Economic Aid, Taipei Times, 19 January 2000, available at
http://www.taipeitimes.com/News/local/archives/2000/01/19/20464 ;

Foreign Aid Promises are a Thorny Issue for MOFA, Taipei Times, 21 April 2000, available
at http://www.taipeitimes.com/News/local/archives/2000/04/21/33101.
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The discussion which follows will provide an extensive review of the different
motivations and factors which have shaped and steered the foreign aid allocations to
the countries and the region of the Western Balkans. These factors and motivations
changed over time and with respect to recipients in response to the changing
circumstances.

The general framework of motivations for foreign assistance to the Balkans was
produced by several overall goals, such as to promote democracy, free markets, and
peace and stability. A complex dynamic of factors which have shaped aid allocations,
has developed within this general framework. These factors existed both on the side
of donors and recipients. In addition, these factors on the donor and recipient side
communicated between each other. In discussing these various factors of ODA in the
Balkans, the central question of motivation, posited between the poles of self-interest
and moral altruism will be kept constantly in mind. The goal is naturally not to answer
the question how much of the aid to the Balkans was motivated by self-interest as
opposed to altruism, but to explore, in qualitative terms, the interaction of motives and
factors in the overall process.

It is important to note that the overarching goals of democracy, free markets, peace
and stability were not static and universally agreed concepts of common
interpretation. On the contrary, different donors had different ideas of how these
should be achieved, and these concepts communicated with one another, transformed
through this process of communication, and sometimes also competed with each
other,

Each of these principal goals had many correlated objectives, which often depended
on particular developments on the ground, and different donors often differed in
thinking as to which was the right way to react toward achieving the final goals .
Goals in themselves had different meanings to different parties. For example, the goal
of “stable and peaceful Balkans” had a different meaning to the European Union as
opposed to the United States. Review of the political discourse surrounding the
Balkan crises makes that conclusion quite clear. To the European Union stable
Balkans meant, among other, peace of mind at its outer borders. To the United States,
as much as it meant stability in the wider European area, it also meant — possibility for
disengagement from a part of the world which was not of critical priority for its
national interests. This particular point will be discussed in greater detail later in this
chapter.

Each stakeholder had a specific point of view. The agglomeration of all these views,
interests, and motivations provided the basis for the entirety of foreign assistance to
the Balkans. The full disaggregation of ODA allocations which will be conducted in
Chapter 5 and Chapter 6 will discuss this process in detail and offer a full
“deconstruction” of foreign aid to the Balkans to its smallest constituent components.

This stage in the discussion will provide a detailed review of the motives and factors
which shaped donor aid commitments to the Balkans. The first part of this discussion
is the subject of this chapter, whereas the second will be the subject of Chapter 4.

The first approach (this chapter) consists of a review of the official policy statements
of major donors to the region. This review_comprises legislative texts, policy
documents, and relevant reports concerning aid to the Balkans, as well as donor aid
agencies’ websites. The second approach (Chapter 4) consists of an extensive review
of major international media since 1990/1991, and analysis of texts relevant for the
study of foreign aid to the Balkans. The review of legislation and policy documents
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(this chapter) will reveal the overall intended goals and concepts underpinning and
guiding the foreign assistance effort. The media review (Chapter 4) will offer insights
into the political discourses and considerations concerning aid delivery to the Balkans,
and it will provide analytical content which can regularly not be found in official
documents.

2. Review of Donor Aid Policies for the Balkans

The following section will review the declared goals of foreign aid of several major
bilateral and multilateral donors to the region of the Balkans. The review is not
exhaustive in character, in that it does not aim to provide a comprehensive listing of
all the goals of each and every donor active in the region. The purpose is to indicate to
the commonness of the general motives for aid to the Balkans as declared by the
donors in their official policies. Because of this, some donors are omitted, same as not
each and every nuanced motivation for aid to the region is included. It is important to
mention that the selection of donors to review has also been influenced by the
availability of sources. Nevertheless, some of the major donors to the region have
been included, such as, Germany, Sweden, the Netherlands, Switzerland, Italy, the
United States, and the European Union.

Terminologically, the word “goal” of foreign aid will be used more often than
previously in the text, as practitioner’s vocabulary operates with terms such as goals,
objectives, rather than motives.

From the point of view of this writing, at a declarative, nominal level, the goal of aid
is largely synonymous with the motive for aid. When the donor states “the goal is to
promote economic development”, this means exactly what is being said; it indicates
the selfless motive to promote economic development. Since the section explores the
official statements of donors concerning the purposes of their aid to the Balkans, the
stated, nominal goals are by and large one and the same with the motives for
development assistance. The donors are reviewed in no particular order.

2.1 Germany

Germany has been the single largest bilateral donors to the Balkans overall since 1990
(see  Chapter 4), and consistently a top donor to the individual recipients in the
region.  German ODA to the Balkans has by and large been provided by and
delivered through its two major actors of development cooperation, the
Bundesministerium fir wirtschaftliche Zusammenarbeit und Entwicklung/Federal
Ministry for Economic Cooperation and Development (BMZ) and the Deutsche
Gesellschaft fir Technische Zusammenarbeit/German Technical Cooperation (GTZ).
The review of donor aid policies starts with a discussion of the policy texts and
declarations of the German BMZ and GTZ.

An examination of the official websites of these two development cooperation

institutions finds that the most often referenced goal of development cooperation with
the countries in the Balkans is - economic development. In addition to economic
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reform, references to other major goals include democracy and preparation of
countries for accession into the EU. For example, the webpage of the GTZ reads that:

“GTZ has been supporting the countries in South-Eastern Europe since 1992 in
establishing a competitive market economy. The promotional measures of German
Development Cooperation aim to bring economic policy in these countries closer to
the European Union (EU).”*’

The review of the German policy texts finds evidence about the dynamic character
of donor aid policies concerning the Balkans, and the transformation of the aid
process overtime. This is observable from the policy positions of the BMZ and GTZ.
Where applicable the subsequent phases in the foreign aid process are referenced,
starting from emergency relief, through post-conflict reconstruction, economic
reform, stability, and democracy promotion. For example BMZ notes with regards to
Bosnia:

“After the signing of the Dayton Peace Agreement in 1995, German cooperation with
Bosnia and Herzegovina concentrated initially on emergency aid measures, especially
assistance for returning refugees. Thereafter, the focus of cooperation shifted to
rebuilding the country and securing peace and democracy.”>®

The similar sequence can be found also with regards to Macedonia, eve though it
should be underscored that in the first years into its independence Macedonia did not
have the same need of emergency aid as BiH:

“During the first few years after Macedonia’s independence, GTZ mainly
implemented emergency aid and income creation projects.””*

One relevant observation from the review of BMZ and GTZ policy texts concerns the
already discussed democracy assistance. It is interesting that whereas the priority
areas for cooperation with some countries explicitly reference democracy, for other
countries they are omitted. This is not a coincidence and the reason is the position
vis-a-vis this issue of certain recipient countries, given that the goals of cooperation
are set in a cooperation agreement. For example, Bosnia and Macedonia both appears
as recipients of democracy aid in BMZ and GTZ policy documents:

“(GTZ) The priority areas of cooperation in Boshia and Herzegovina are economic
reform and the promotion of democracy.””®

The similar policy position can be found with respect to Macedonia:

S GTzZ, http://www.gtz.de/en/weltweit/europa-kaukasus-zentralasien/2623.htm; accessed on
19 August 2008; italics added.

% BMZ,

http://www.bmz.de/en/countries/partnercountries/bosnien herzegowina/cooperation.html,
accessed on 19 August 2008; italics added.

¥GTZ, http://www.gtz.de/en/weltweit/europa-kaukasus-zentralasien/658.htm, accessed on 19
August 2008; italics added.

0GTZ, http://www.gtz.de/en/weltweit/europa-kaukasus-zentralasien/1186.htm, accessed on
19 August 2008.
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“GTZ’s role in German-Macedonian cooperation focuses on the following priority
areas: economic reform and development of the market system, promotion of
democracy and civil society.”*

But at the same time, democracy promotion does not appear as a priority area of
German ODA for the other countries in the region (at the time of review of the policy
texts placed on the organizations’ web pages). Such as for example Albania:

“GTZ’s current projects in Albania focus on economic reform. The main aim is to
enhance the competitiveness of the Albanian economy and [bring it] more into line
with EU standards.”®

The same is the case with Montenegro. Economic and financial goals populate the list
of priorities for cooperation, but there are no references to democracy promotion. The
section on cooperation with Montenegro specifically notes that the selection of goals
is done on the basis of an agreement between the two governments:

“As agreed by the German and Montenegrin Governments, Technical Cooperation
concentrates on the following areas: promoting the economy and employment,
structural reforms and reorganizing the financial sector’*®®

The same is the case with Croatia, where the goals “defined in 2000, are ‘Economic
promotion/promotion of small and medium-sized enterprises (SMEs)” and ‘Regional
development’”®; and with Serbia which also benefits only from assistance for

economic development.

This invites the conclusion that the reason some of the countries in the region have
democracy promotion as a cooperation priority, an others do not, is the cooperation
mandate which in the case of Germany is set with a bilateral agreement. It is
important to note that this conclusion is provisional as it is based on relatively little
available evidence. Or in other words, this chapter assumes that the reason for the
omission of references to democracy work in some of the countries in the region is a
result of the disinclination of recipient countries to accept it as a goal of foreign
assistance. There is no other logical explanation why it should be a priority in the
cases of BiH and Macedonia, but not for the others. Nevertheless, the research did not
result with clear, written evidence that this is as a matter of fact the reason.

In conclusion, the review of the policy declarations of the two major German actors of
development cooperation, the BMZ and the GTZ, suggests that the nominal motives
of German assistance to the Balkans comprise the standard topics of economic
development, democracy (only with respect to some recipients), and rapprochement
with the EU. The evolution of the assistance follows the logical sequence from
emergency aid toward measures for long- term development.

1 GTZ, http://www.gtz.de/en/weltweit/europa-kaukasus-zentralasien/1244.htm, accessed on
19 August 2008.
82 GTZ, http://www.gtz.de/en/weltweit/europa-kaukasus-zentralasien/1164.htm, accessed on
19 August 2008.
3G TZ, http://www.gtz.de/en/weltweit/europa-kaukasus-zentralasien/18825.htm, accessed on
19 August 2008.
% GTzZ, http://www.gtz.de/en/weltweit/europa-kaukasus-zentralasien/1204.htm, accessed on
19 August 2008.
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2.2 Sweden

A review of the priority goals of the major Sweden’s actor of development
cooperation, the official Swedish International Development Agency (SIDA), for the
Balkans, demonstrates, similarly to Germany, strong commitment to the process of
European enlargement. This major goal of Swedish ODA to the region is combined
with some of the “traditional” development goals of poverty reduction. Accession into
the EU and poverty are to be identified as major goals of Swedish foreign aid for all
the countries in the region. Commitment to peace, stability, democracy, and human
rights also rank high on the list of goals. According to a SIDA regional policy text
from 2001:

“The objective of Sweden’s development co-operation in the Western Balkans is to
create conditions for a sustainable peace in the region and to facilitate the long-term
integration of the new states into European co-operation... Sweden’s long-term
development co-operation started after the peace agreement in Bosnia in 1995.Since
then the main aim has been to build sustainable institutions... A vital part of Swedish
aid aims at furthering human rights and democracy (SIDA, 2001: 3).”%°

The foreign assistance goals for individual countries stay within the frame of the
regional goals defined by SIDA. The SIDA strategy for Albania, similar to the
strategies for the other countries in the region, places the focus on bringing the
country closer to the EU:

“The focus of development cooperation with Albania is to support reforms that help
the country develop closer ties with the EU... (SIDA, 2001:8)”

The strategy lists the same or similar priority “areas of activity” for all the countries in
the region. For Albania for example, they comprise: “democracy and good
governance, respect for human rights, gender equality, sustainable use of natural
resources and concern for the environment, economic growth, social development and
security (SMFA, 2004: 8).”

The actual allocation of funding is always a good indicator of the priorities on the
ground. The strategy for Albania observes that: “just under half the funds [in the
period 2001-2003] went to rural development and local administration projects,
chiefly in the Korca region, while a third was allocated to measures to promote
human rights, democracy and health...(SMFA, 2004: 5)”

A review of SIDA’s policies on Macedonia suggests it is consistent with that on
Albania. SIDA’s country strategy for Macedonia lists similar priorities as the ones
valid for Albania. The foremost goal of Swedish ODA in Macedonia is the country’s
eventual EU integration:

“The EU accession process lies at the heart of Swedish development cooperation with
Macedonia (SMFA, 2006: 8).”

% jtalics added.
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Guided by its own (based on in-house produced assessments), strategic development
reflection, SIDA has been inclined to focus its intervention on fewer areas of
intervention over the midterm. In this sense, it has set a single priority area —
agriculture - for Macedonia for 2006-2010. This means that most of the funding is to
be allocated in this area, with occasional, smaller funding available for other fields.
This is a policy change compared to SIDA’s strategy for the country for the previous
period. According to a recent SIDA’s policy paper on Macedonia:

“The previous country strategy for Macedonia covered the years 2003-2005 and
focused on three sectors: democratic governance, economic development and
environment....support has contributed to the overall goal of peace, stability and
European integration (SMFA, 2006: 6).”

According to the Swedish Ministry for Foreign Affairs (SMFA, 2006:6) a total of 48
% of aid in that period has gone for democratic governance.

In addition to its policy of narrowing the focus of intervention, and the fixed priorities
of EU integration and poverty reduction, SIDA regularly underscores that it sets its
country priorities based on the priorities sets by the recipients themselves. The
description of the agency’s priorities for Bosnia is a good example of this aspect:

“The goal of Swedish development assistance is to support Bosnia and Herzegovina’s
development plan, the Mid Term Development Strategy (MTDS), which focuses on
accession to the EU and the fight against poverty. In order to achieve this goal, and to
promote concentration in the Swedish program, development assistance is to target
two main sectors: the building of a sustainable state, and economic development
(SMFA, 2006a: 1). “

An assessment of SIDA’s policy documents on Croatia reveals the same pattern; the
focus of Sweden’s intervention in Croatia is also placed on one big issue, EU
integration:

“The focus of development cooperation with Croatia is to support reforms that help
the country develop closer ties with the EU (SMFA, 2004a: 7).”

Nevertheless the list of priority areas for intervention is afterwards quite expanded
and it includes: ““democracy and good governance, respect for human rights, gender
equality, economic growth, sustainable use of natural resources and environmental
concern, social development and security (SMFA, 2004a: 8).”

Although they demonstrate strong resemblance, SIDA’s country strategy papers
produced for the Balkan states nevertheless take into account their separate
realities. In this sense for example, the strategy for Kosovo rightfully underscores the
priority of securing peace & stability:

“The aim of Swedish development cooperation with Kosovo is to contribute to the
development of peace and stability by strengthening Kosovo in its efforts to achieve
closer integration with the rest of Europe. The two principal sectors for the
cooperation are democracy and good governance, and sustainable economic
development (SMFA, 2005: 1).”
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Finally, SIDA’s priorities for Serbia and Montenegro are quite similar to the rest of
the Western Balkans. According to a policy document by the SMFA from 2004:

“Focus for development cooperation with Serbia and Montenegro is to support
equitable and sustainable reforms that help the country develop closer ties with the
EU and its integration in European cooperative structures (SMFA, 2004b:1).”

The documents comprises the following priority areas for intervention : “democracy
and good governance, respect for human rights, gender equality, economic growth,
sustainable use of natural resources and concern for the environment (SMFA, 2004b:
8).’1

In conclusion, the poles of EU integration and poverty reduction represent the
declared priorities of Swedish foreign aid to the countries of the Balkans. The rhetoric
concerning democracy assistance operates with the term *“democratic governance”
more often than just democracy. Nevertheless, the three major overall goals are easily
discernible: the economy, democracy, and the European Union.

Nevertheless, specific donor priorities can be discerned through the review. For
example, the study of SIDA’s policy documents indicates that human rights are a
consistent priority, and gender equality ranks high on the list of foreign assistance
goals. The rhetoric of environmental protection also indicates the importance of this
goal in Swedish development cooperation. Thus, SIDA’s overall goals, such as
democracy and the EU can be taken to be similar with Germany’s, but there are
nevertheless differences. How much these differences in rhetoric actually translate
into differences in operational strategies and the final ends of development assistance
will be the subject of Chapter 6 which will explore the sectoral composition of ODA
to the Balkans, and especially by Chapter 7 which will look into the micro data on
individual allocations.

2.3 The Netherlands

A review of the goals of Dutch foreign assistance to the Balkans displays strong
general similarity with the goals of other DAC bilateral donors. The standard range of
notions comprising democracy, accession into the EU and stability interweaves the
official texts of Dutch foreign assistance policy for this part of the world.

A policy memorandum by the Dutch Ministry of Development Cooperation from the
period immediately after the end of the Kosovo war outlines the major priorities of
Dutch cooperation with the region of the Balkans:

“In the coming years the main priorities of Dutch policy in the Balkans will be
institution building, good governance and democratization of the state and society as
a whole, promoting cooperation within southeastern Europe, and integrating the
nations of the region into Europe and the world economy. This will improve the
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standard of living for the people of the Balkans while promoting stability in
southeastern Europe - and indeed of the whole continent (MDC, 1999: 1).””®

This excerpt is en excellent example of a sublimate of the traditional goals of foreign
assistance, such as increasing wellbeing (“the standard of living”), with the new
trends of the 90s, such as institutions and governance, and the common priorities
for the Balkans as democracy and European integration.

A policy document of more general application, in that it discusses the Dutch global
aid policies, produced by the Dutch Directorate General for Development
Cooperation in 2003 also references the major goals of Dutch development policy for
the Balkans. According to the document:

“In the Balkans, the Netherlands will focus on sustainable stability and economic
development (DGDC, 2003: 6).”

Following this general outline of stability and economic development as policy
priorities, the policy paper adds that:

“The Netherlands supports  accession [of the Balkan countries] to the EU.
Development cooperation can contribute to conflict management, stability and
sustainable development in the region by providing specific support for the transition
process (DGDC, 2003: 18).”

The Balkans is one of three parts of the world where Dutch development cooperation
is implemented with a regional approach:

“The Netherlands works with other countries on the basis of bilateral agreements.
Sometimes, however, agreements need to be made with more than one country, as in
the case of cross-border conflicts or in post-conflict reconstruction. In such cases, we
adopt a regional approach... The Netherlands takes a regional approach in the Horn
of Africa, the Great Lakes region and the Western Balkans.”®’

The rhetoric of Dutch foreign aid operates more frequently with the term
“governance” rather than democracy, and governance is defined to involve aspects of
both good economic, administrative, as well as political management. This is evident
for example, from the following excerpt outlining Dutch development cooperation
policy on Macedonia:

“The Netherlands and the Macedonian authorities have agreed to streamline the
development cooperation program...the basic principles of Dutch development
cooperation policy are now: the cross-sectoral theme of good governance (public
finances, inter-ethnic relations, and decentralization), private sector development,
and basic education.”®

% jtalics added.

% Dutch Ministry of Foreign Affairs, Development Cooperation,
http://www.minbuza.nl/en/themes,international-cooperation/regional approach, accessed on
19 August 2008.

% Dutch Ministry of Foreign Affairs, Development Cooperation,
http://www.minbuza.nl/en/developmentcooperation/PartnersAZ,Macedonie.html#a5,
accessed on 19 August 2008.
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A review of Dutch development priorities for BiH shows that the choice of priorities
which Dutch aid has supported in Bosnia is similar to those in Macedonia. The
website of the Dutch Ministry of Foreign Affairs reads that:

“The Netherlands is among the five biggest donors [to Bosnia], and is the biggest
donor to activities in the field of governance, human rights and peacebuilding...””*®

With regards to Albania, the webpage of the Dutch Development Cooperation refers
to two priority areas: good governance and “sound public service”, placing them in
the context of the need for stability, the care for the environment, and EU
integration.”

In addition to having a regional approach, the Netherlands development cooperation
has a policy of building closer relationship with select recipient countries. Such
recipient in the Western Balkans is Macedonia:

“Apart from the case of Macedonia, we do not intend to build up long-term
development cooperation programs with each country bilaterally... (MDC, 1999: 3)”

This type of donor behavior has been observed by aid scholarship, particularly with
respect to mid- size and smaller donors, who can not afford to cover, or be present in
every country of the world which demonstrates need of assistance. Because of this,
and in order to maximize the impact of aid (through longer term, sustained, consistent
intervention), they sometimes tend to focus on fewer selected recipients with whom
they build special relationships.

In conclusion, the review of Dutch foreign assistance policy to the Balkans finds
great similarities with the aid policies of the other donors active in the region.
Democracy, governance, and European integration feature as major policy priorities,
combined with the classical goals of development assistance, such as economic
development and poverty.

Given the Balkans specific circumstance, reference is paid to stability, conflict
management, and peace building. The theme of governance is used extensively, and
as a cross-sectoral category.

2.4 Switzerland

Switzerland has also been a relevant donor to the region of the Balkans in the
transition period, ranking as the 10" largest bilateral donor in the period 1990-2005
(see Chapter 5, Annex). A review of the goals comprised in the Swiss development
cooperation policy vis-a-vis the Balkans comes across the similar range of issues and
priorities to be found in the policies of other donors present in the region.

% Dutch Ministry of Foreign Affairs, Development Cooperation,
http://www.minbuza.nl/en/developmentcooperation/PartnersAZ,bosnie herzegovina.html
accessed on 19 August 2008; italics added.

" Dutch Ministry of Foreign Affairs, Development Cooperation,
http://www.minbuza.nl/en/developmentcooperation/PartnersAZ,Albani-.html, accessed on 19
August 2008.
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Albania has been a strong recipient of Swiss foreign aid directed to the Balkans.
According to official policy declarations by Switzerland’s official development
cooperation agent, the Swiss Agency for Development and Cooperation (SDC),
Swiss assistance to Albania seeks “to contribute to the stabilization, security and
democratization” of the country. ™*

More specifically, “the cooperation strategy focuses on supporting the country in
strengthening a social and free market economy and in realizing democratic
principles for enhancing the regional and European integration.”’? To this end, the
areas of Swiss development intervention in Albania include: democratization and
decentralization, development of the private sector, and basic infrastructure and social
service.

The review of the goals of Swiss development aid for BiH, similar to the cooperation
policies of other donors, notes the succession from emergency relief to reconstruction
and development:

“During and after the war (1992 to 1995), Switzerland provided emergency aid and
reconstruction assistance to the tune of 365 million CHF to Bosnia and Herzegovina.
From 1999, the focus shifted to long-term support for market-economy and
democratic reforms and to reconciliation among the ethnic groups.“"

The SDC does note that the the stability of BiH is a particular foreign policy priority
for Switzerland. According to SDC policy texts, this is related to the presence of
Bosnian refugees in Switzerland:

“Participation in international efforts aimed at stabilizing the situation in Bosnia and
Herzegovina became a Swiss foreign policy priority owing, in no small measure, to
the large number of Bosnian refugees in our country.*"

SDC defines its goals in BiH in terms of: self-determined reform of political
institutions, sustainable development of the economy; and an equitable and
participatory society. To this end is chooses to operate in the three major areas: social
domain, private sector development, and governance and basic services.”

™ Swiss Agency for Development and Cooperation (SDC)
http://www.sdc.admin.ch/en/Home/Countries/Southeastern_Eastern Europe/Albania ,
accessed on 19 August 2008; italics added.

2 Swiss Agency for Development and Cooperation (SDC)
http://www.swisscooperation-albania.ch/en/Home/Swiss_Cooperation Fund , accessed on 19
August 2008.

"*Swiss Agency for Development and Cooperation (SDC)
http://www.sdc.admin.ch/en/Home/Countries/Southeastern Eastern Europe/Bosnia_and Her
zegovina

"Swiss Agency for Development and Cooperation (SDC)
http://www.sdc.admin.ch/en/Home/Countries/Southeastern Eastern Europe/Bosnia_and Her
zegovina , accessed on 19 August 2008.

>Swiss Agency for Development and Cooperation (SDC)

http://www.sdc-seco.ba/ , accessed on 19 August 2008.
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Similarly, the goals of Swiss foreign assistance to Serbia, as featured on SDC’s
official Serbia webpage, are defined in terms of “alleviating poverty, enhancing
democratisation and enabling a successful international, economic and social
transition process respecting human rights.”"®

More recently SDC has produced strategies or country programs for some of the
countries in the Balkans. The cooperation strategy for Serbia defines as the overall
goal of Swiss assistance:

“...the social, economic and political transition of Serbia, including its regional,
European and international integration.... the programme is consolidated in four
domains, each of which continues to be essential in the overall transition context:
education, public infrastructure, local governance, and private sector development....
(SDC & SECO, 2006: 6)”

Kosovo has been one of the strongest recipients of Swiss assistance in the Balkans,
particularly in the emergency period, which is observable from the huge, tenfold rise
in Swiss assistance to the Federal Republic of Yugoslavia (FRY) in 1999. In that
period of time Serbia was under sanctions and could not receive aid, except
humanitarian assistance. SDC’s aid policy on Kosovo places a noticeable accent on
stability. Understandably the notion of integration of Kosovo is, as in the case of other
donors, carefully phrased:

“Humanitarian actions and programmes to assist the return of persons displaced by
the war were soon complemented by reconstruction and development activities.
Switzerland is one of Kosovo's major donor countries. It aims to promote political
stability as well as economic and social development, to strengthen local authorities
and civil society, and to encourage regi