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Abstract

This paper looks at the developmental consequenfcaisi flows on the Great Lakes
Region in Africa. Our main hypothesis is that poéit considerations and donor
coordination problems still play an important raledirecting aid.. The region of the
Great Lakes in Africa is a good illustration of thedarlings » versus « orphans »
policy of official development assistance (ODA). daeging somewhat from the

dominant pessimist stance on the effectivenesglahé&ub Sahara Africa we will try

to show that overall, the costs of exclusion oftaer countries from aid are

detrimental for economic development and creatéonad) and even international

public ‘bads’ because of the spill-over effecter€lusion on the region.
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Cet article essaie d’analyser les conséquenceffuded’aide sur le développement de
trois pays dans la région des Grands Lacs d’Afridies considérations politiques et
les probléemes de coordination entre bailleurs ded§oménent a un traitement
différentiel de la part de la communauté interrragle. Ce traitement différentiel est
une illustration parfaite de la thése sur I'exabmginclusion de certains pays de l'aide
internationale. Les conséquences de cette polititpia d’étre le produit d’'une
rationalité d’'aide basé sur les besoins d’aideesunhérites de gouvernance des pays
dépendants, peuvent avoir des effets néfastesrarsale développement.
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INTRODUCTION

Since the beginning of the post-colonial era, aa&s falways been one of the
instruments in the Western powers’ panoply of weations in their former colonies.
During the cold war era, the aid flows, modaltiesl anotives differed along lines of
importance in the East-West competion. Countrie$ Were considered strategic in
geopolitical or economic terms received substantiaonditional amounts of aid.
Combined with the doctrine of non intervention iteirnal affairs, political elites in
developing countries could use these aid flowsait discretion, as long as there was
unconditional political allegiance to the West. Tiesource rich Zaire was in Africa,
as was Indonesia for Asia and Brasil for Latin Aiter a centrepiece in the
counterrevolutionary strategy of the cold war e@oild, 1980). The well known
guote by R.Nixon when asked why the US was supmpdikleptocratic dictator like
Mobutu is illustrative for that period: “I know he a son of a bitch, but he is our son
of a bitch”. For all these reasons it might not eoas a surprise that aid in these
countries was not very effective in fostering eaormand human development. Aid
in less strategic countries such as Rwanda andnBlyrwhere governments had less
leverage, was more channelled into developmentaiitaes and could therefore show
a better use of Official Development Assistance fQOlows. Although both
countries are landlocked and resource poor, ingoendead doubled in the cold war
era whilst the inhabitants of the resource riclghleour, Zaire, experienced a decline
in its Gross Domestic Product (GDP) per capita ofernthan 50% during the same
period.(Marysse, 2003)

The flow of aid and its impact however, changedrdracally since the end of the
Cold Wat. The exogenous shocks which African countries tadabsorb were
twofold, and intimately linked. First of all donostarted to place democratisation and
good governance high on the agenda. This of calissepted the political texture of
the countries and weakened the position of thegutiasses, who lost the access to
the aid rent. Second, the end of the Cold War bisaght with it liberalisation and
opening up of the international markets in coustrteat were not competitive
internationally. The national economies increasirfgll back on the informalisation
of economy and state, thereby leading to shrinkindgets and income. The reaction
of local and regional political actors to this nug led to increased competiton
between elites for shrinking rents and politicalveo. This competiton, made possible
by international demands for more democracy, sphd€ civil war in Rwanda and
Burundi spilling over to Zaire /Congo. Since Zawas internally weakened through
decades of mismanagement, condoned by the intemaatommunity, the spill-overs
set the region in a blaze, leading to the “firsternational African war” (see
Reyntjens, 1994, 2004).

This warp and weft of endogenous and exogenougisaaded to a realignment of
positions in the international community and cotesisin the resumption of aid to
Rwanda and almost complete withdrawal from Zairet§gtoand Burundi. Indeed, the
isolation of the latter countries has been lifteemewhat the last two years.



Nonetheless, the gap between the promises of aidrendistribution of funds in the
case of Congo risks disrupting the entire fragiigcpss of peace and reconstruction.

In the next section we try to show how recent tegoal and empirical work on rents,
aid, effectiveness and selectivity of aid offersframework to understand why
countries arrive at the status of “aid orphan” aid“darling”. The third section
documents the evolution of aid flows and aid mdgsito the three countries after
the end of the post cold war era. It clearly brirogg the exclusion of the DRC
(Democratic Republic of Congo) and Burundi, strgnglontrasting with the
preferential treatment of Rwanda. The fourth secibows how the aid status of the
country coincides with its performance in termsdefrelopment. Prima facie, this is
good news for the donor community because the dambiiew of aid to Africa is
that it was not very effective in promoting grondhd development (Burnside and
Dollar, 2000; Heller, 2005; Rajan and Subraman2f5). The flip side of this coin
is the inability of aid to cope with those very lomcome countries trapped in weak
institutions and bad governance. As these countaesot apply for substantial aid,
they end up in an ‘aid orphan’ status. In that eethe new aid paradigm produces a
vicious circle because of an “aid-institutions dilma” (see Moss et alii, 2006)
Finally the conclusion will explore how and undehat conditions this ‘aid-
institutions dilemma’ could be lifted in view of ghhistorical trajectories of the
countries in the region.

INSTITUTIONS, RENTS AND AID SELECTIVITY IN THE REGI ON

Each development path is different, through a comtimn of exogenous factors
(intervention by external agents) and endogenocters (differing regional and local

contexts and agents). This intertwining of factorsates an unpredictable dynamic
for change, which can set in motion a virtuous apof development or, on the

contrary, degenerate into regressive human developand even feed into a logic of
violence and conflict, as was the case in the Regiothe Great Lakes in Africa

(Marysse, 2005). However, how these factors inteirache context of Sub Sahara
Africa is a matter of intense debate in the literat

An important element in this debate is the assurtzgland effectiveness of Aid to
Sub Sahara Africa (SSA). One positive stance indéleate argues that aid flows
(ODA) should at least double in comparaison wigitR000 level if the targets set by
the international community is to be reached (dedidanel 2001; Devarajan et al,
2002; Collier 2006). Tony Blair, in the framework the Commission for Africa
(2005) made a plea for an immediate increase obiidn dollar and another 25
billion towards 2015. If the Millenium Developme@ials have to be reached then,
following the recommendation of the UN (2005), glbDA should attain a level of
195 billion $ by 2015 from their current level 08 billion $ in 2004 (Moss et alii,
2006). The rationale for such an increase is tharaent that a ‘big push’ is necessary
to lift these least developed countries above astiold under which institutions
cannot perform efficiently (Sachs and Warner 1328@ljier 2006).



This positive stance on Aid is countered by a numifeauthors. There is quite
widespread scepticism on the useful absorptiveaigpaf ODA flows to Africa, the
so called ‘curse of aid’ (Svensson 2003, Easte@§52. If the pledges for increased
aid flows to Africa materialize, this would implythreefold increase for countriés
that already received more than 10 % of their mationcome in ODA flows during
the last decades, without substantive improvenregtawth and poverty.

Indeed, the dismal performances of African econsrhave been the source of much
debate. There was quite general agreement thatidred explanations of growth and
improvement of living standards, such as lack dafira resources, human or physical
capital, etc., was due to other factors than puetpnomic explanations. This
phenomenon was dubbed “the African dummy” becauwsé df the variation in
growth performances could not be explained throeggmomic variables (Collier and
Gunning, 1999; Englebert, 2001). Van de Walle,eoample, explains the evolution
of development in sub-Saharan Africa as “the fraft the marriage of neo-
patrimonialism and the international developmerdifess” (Van de Walle, 2001). In
other words the dismal performances of developnrerifrica were due to internal
political factors, while the aid flows that weregpposed to lift Africa out of poverty and
underdevelopment, compounded the problem. In fastfinding was nothing new to
political scientists, who already stressed forrayltme that the state and the economy
were undermined by neo patrimonial policies thaimsated the whole society (Hyden,
1984), or that sound public institutions are a pnelition to development (Herbst, 1990;
Evans, 1995). Finally the breakthrough of the ingrwre of good governance and the
necessity of sound institutions came with the aece® of the views of the New
Institutional School (North, 1990; Rodrik, 2003;ekeoglu and Robinson, 2005). Many
of these ideas for Africa however were anticipdbgdthe seminal work of R. Bates
(Bates 1983;1989).

These views on the necessity of sound institutiead their influence on the debate of
Aid effectiveness and led to the new selectivitieda that were more and more used by
the leading donor countries (Hout, 2004). In thases Aid to Africa was ineffective
for different reasons. First, there was an econaealanation that was akin to the
discussion of the “Dutch disease” (Heller, 2005jaRaand Subramanian, 2005). Aid,
was considered a rent; that is an unearned incomtaebruling elites which leads to
negative economic and political effects. Econonyc#he “dutch disease” effect leads,
through the access of easy foreign exchange, éppreciation of the exchange rate and
lowers therefore the competitiveness of the econfhaam and Bevan, 2003; Rajan
and Subramanian, 2005). Politically, the easy moekxes the budget constraint for the
government and therefore government expenditurerisanwithout scrutiny from the
public or the civil society. In other words the tdu disease” effect of aid lessens the
accountability of the government and the rulingesli

But there are still other costs that come withfladis in aid intensive countries and that
are well documented in the aid literature (Bergd39Brautigam and Knack, 2004).
Each donor brings with it oversight and coordimatamsts that overlap and duplicate
efforts of other donors who compete for scarce @ient local staff. Since rewards and
fringe benefits for scarce local staff are muchhhbigthat what they could earn by non
corrupt behaviour in the national bureaucraciesfiather weakens national institutions.
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These are only a few of the most important “seveadty sins” that are associated with
high aid to income ratios typical for SSA (see Balti 2004). The description of these
costs by Moss et alii gives a perfect account ef plernicious effects of aid in the
countries of the region (2006:9):
“Projects provide for the allocation of all sortsdiscretionary goods to be
politicized and patrimonialized, including four-véialrive cars, scholarship,
decisions over where to place schools... The commeaxtipe of paying cash
‘sitting fees’ for civil servants attending donamtied workshops, where the
daily rates can exceed regular monthly salaries) éwrns training into a rent
to be distributed... Aid dependence thus leads tatuat®n in which
bureaucrats are often not rewarded for focusintheim core developmental
functions but rather on getting money from donors”

This realistic appraisal on the impact of aid hed many authors to warn against
expansion of ODA to those aid-dependant countiiibg resulted in a new selectivity
that has been adopted by leading donor agenciesrguitant bilateral donors (Hout,
2004); this shift could even be labelled as a pamadigm shift (with, of course, its own
inherent cracks) (Renard, 2006). The main thrughefnew selectivity criterium was
twofold. First, project aid has many disadvantalgeseasons mentioned above and a
shift in aid instruments towards budget aid andasewide programsupport in health,
education, public enterprises etc. is to be prefeddowever, and that is the second main
characteristic of the new selectivity, only thotstes capable of absorbing these new aid
flows in a responsible, accountable, and efficiway could apply for these new aid
flows.

The argument and policy advice for the new selgtiinds its roots in the 1998 World
Bank study on assessing aid (World Bank, 1998):
“Developing countries with sound polcies and higlaldy public institutions
have grown much faster... Put simply failures in @gtaking, institution
building and the provision of public services haveeen more severe
constraints on development than capital markets. ree@mmend that aid be
allocated on the basis of poverty and economic gemant ... more finance
should go to the countries with the better managéme

This recommendation holds a fortiori for countiiegolved in conflict and deep crisis

which by definition are characterized by weak gowent. It is exactly this new

selectivity criterion and the pessimistic stancevare aid to Africa that has led to what
we call the “aid dilemma”, resulting in the “aidpbian” status of Zaire/Congo and
Burundi and the “aid darling” status of Rwanda. Heart of the matter in this article is
of course whether this position on selectivity #mel pessimistic stance on Aid to Africa
in general, and to the Great Lakes Region in paaticis valid.

Of course most of the arguments on the possiblafaaeffects of aid, spelled out above
have validity. Aid flows, especially if allocated the form of budget support or program
aid, are bound to be wasted in the context ofdastates. However that proposition does,
in our opinion, not imply that lower aid flows isen the unavoidable consequence. In
this case, it is the modalities of aid that malfée. argue that in a context of failed states,
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international donors should consider other formaidfallocation next to budget aid as
the level of financial assistance is absolutelylty for these countries. There are four
arguments to sustain our contention, also illustiféty our case studies.

First, the negative stance on more aid to Africaéoretically inspired by the theory on
rents. For the purpose of this article, sufficalédine rents as an income due to rising
prices, windfall profits or external allocationgceuing to the state or specific interest
groups (political group, national or internatioreterprise) without any matching
effort’. However there is a very fundamental differendgvben a resource rent such as
oil or ‘diamonds’ and an aid-rent. The rent acaguio a country through the allocation
of foreign aid is always purposive (Collier, 200G}his rent is accompanied by
conditions, control mechanisms and is never aléneeh for those in power. Even if the
criticism on harmful effects of aid is correctpneévertheless means that you can improve
its quality.

Second, less aid in the context of a severe crisigh as an internal conflict, war or a
failed state - further increases the competitiorttfe shrinking rents. Information is even
more withheld within the confines of isolated ctistic networks and further erodes
institutions that were still functioning.

Third, the diminished flow, or even radical cara®tin of aid in certain areas or
domains of (regional) public goods such as educatiohealth can lead to very high
costs and spillovers to other domains and countties us take the example of
trypanosomiasis in DR Congo to illustrate this poiStopping the fight against
sleeping sickness has cost a great deal of moreube a ‘stop and go’ policy in this
area is counterproductive. But based on aid-un&blerarguments (lack of stability
and of a democratic government) public aid in #rsa has nonetheless been stopped,
even though combatting this disease does not e@ugovernment or democracy to
succeed. The whole ‘aid-institutions dilemma’ ceeaby the new selectivity rests on
the assumption that aid is necessarily and maimynelled through the state and that
in circumstances of conflict, only humanitarian agmergency aid is possible. In
some countries however, such as the DRC, massiven dey human development
sectors as education and health could be channgltedgh country wide and still
functioning and trusted institutions such as therches and NGO'’s with the explicit
partnership, but not command, of local governmbna later stage, special funds as
advocated by Sachs and Warner (1999) and morethedsnCollier (2006) have to
be taken seriously. Although these ideas go badkggush and unbalanced growth
theories advocated in the fifties by authors sl ®. Hirschman (1958), they have
never really be tried in reality. It is worthwhidend urgent to explore the feasibility of
these proposals.

Fourth, a climate of security and political stalils seen as a vital condition for good
governance, which is a criterion trumpeted by titernational community as crucial
in ensuring the effectiveness of aid. In 1996 thageria were seen as being fulfilled
in Rwanda, but not in Burundi and Congo. Interegyinthe performance of Rwanda
and Burundi according to the World Bank's goverrmarindicators is broadly

comparable for that year (see below). NeverthelRssanda benefitted from a large
inflow of aid, while Burundi was isolated by an esnfpo. Moreover, the Rwandan

6



experience shows that a climate of political stabdoes not automatically lead to a
wave of democratisation where the interests ofgber are asserted through their
representation within political structures. Ovee ttourse of the years, Rwanda has
scored points in terms of technocratic governaiheg, has performed less well in
terms of political indicators such as civil libedi human rights, independence of the
justice system, etc. But these arguments seenrip litde weight in terms of the way
donors act. In their evaluations, they place greataphasis on the technocratic
aspects of good governance and thereby sidestemdne sensitive, political-type
issues.

Finally, the aid literature has no matching poliay theory for “failed states” or
conflictuous countries. The vicious circle of weaistitutions, economic regress,
increasing competition for shrinking rents, violendurther regress can only be
broken it' :“the political roots of development productivgtin with the economic
when specialists in violence realize that they dmast survive and prevail by
promoting the prosperity of their economic baseat@, 2001). Is the international
community capable of breaking that vicious circleere there is no state or where
minimal state functions and institutions lack, onere the competing groups even
engage in warfare or violent exclusion?

The response of the international community is igeand ranges from no
intervention at all as is the case in Somalia,h® more limited human intervention
and emergency type of aid as was the case in the &Ml Burundi. On the other
hand large scale intervention as e.g. in Afganistannot be called a success,
nothwithstanding the injection of large interventiimnds. So there is no easy answer
to it, but the way ‘the crisis’ is tackled by theernational community in the region of
the Great Lakes, is far from satisfactory and cdadddmproved.

In sum, we need no subdivision into aid “orphand daid” darlings in the region of
the great Lakes in Africa, but a more encompassaggonal framework. The aid
approach should not exclude some countries andufamters for new geopolitical
considerations that are not very well funded. la tiext section we will show the
extent of exclusion by the international communitigereafter, we will investigate the
consequences of that differential treatment on eeonn development in these
countries and the region.

INCOME FROM AID AND PREFERENTIAL TREATMENT

The following analysis is based on the evolutiorofficial (net) aid flows during the
period 1990-2005 for the three countries of the aGreakes Region concerned,
complemented with some additional non-aid sourtexternal finance.

Let us first concentrate on the evolution of a@$ to the Great lakes region. Graph
1 presents the evolution of the total volume of aiet flows (official development
assistance, ODA) to the three countries concem&throught together by the OECD
Development Assistance Committee (DAC); it coventhlboth bilateral as well as
multilateral (including the International Monetdfynd) net flows'.



Graph 1: Total ODA disbursements to Great Lake regbn countries (1990-2005,
million USD at current prices)
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Source OECD/DAC CRS on-line data system (table 2a).

The graph clearly highlights the diverging realifiyODA in the three countries over
the period concerned. At the beginning of the mkrall three countries benefit from
structural cooperation relations with the intermaéil donor community, resulting in
substantial annual net aid inflows, in the rangealebut 300 million USD for both
Burundi and Rwanda, and about 900 million USD f&@ The breach of structural
donor relations in DRC (from 1991 on) and Burunfiorfi the mid 1990s) is
announced by a marked drop in the inflow of tofific@l aid. In Burundi, total aid
flows drop to less than 100 million USD, picking aply from 2002, reaching again
(current price) pre-crisis levels also from 2004 Bar DRC, a similar phenomenon
occurs. The annual volume of total aid also fadlskoto hardly more than 100 million
dollars for nearly a decade, before finally resugnirom 2002 on. In Rwanda, by
contrast, the total aid flows double during theigejust after the genocide compared
to the situation at the beginning of the 1990s.s8ghently the flows hover around an
average of 300 million dollars, with a clear upwéehd again witnessed in the most
recent years. In current prices, it now nearly diesiiis pre-crisis level.

These overall aid data do not take into accourfeminces in size between the
countries. To correct for this, graph 2 shows thmes data in per capita terms. The
data reveal even more pronounced differences grptr capita basis. First of all, the
data confirm that the smaller countries (Burundil &wanda) receive more aid per
capita than larger countries (DRC), which is a vkelbwn phenomendii. Rwanda
and Burundi were in a similar position — up to Sfllats per capita in total aid —
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before the crisis, about double the average peitacajpd of DRC. In the case of

Burundi, the rupture translates into a fall downatolow as 10 dollars of total aid.

During the same period, Rwanda received up to tovéen times as much aid per
capita, and stabilised at a level comparable tb liefore the crisis. In recent years,
however, Burundi has rapidly converged towards Igge same level as Rwanda.

DRC'’s level dropped to a few dollars per capitadatecade. Even with aid resuming,
the level of (per capita) structural aid to DRC has however, reached even half that
received by its two neighbouring counttfe& hypothetical increase of the DRC's per
capita aid to the level of that of Rwanda wouldréase annual net aid in absolute
terms to more than 3 billion USD, a level by fapdssing absorptive capacity of
current aid absorption mechanisms, and for whiaglowative mechanisms would

clearly be needed.

Graph 2: Total per capita ODA disbursements to GreaLake region countries
(1990-2005, USD, at current prices)
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Source OECD/DAC CRS on-line data system (table 2a); patmn data from World
Bank,World development indicators, 2006

So far, we have analysed total ODA figures. Thiscept may overstate the impact of
aid on recipient countries’ resources for seveealsons: one is that it may include
donor interventions related to debt forgivenessl (atiner debt reorganisations), that
are commonly known to be largely ‘accounting’ operss, leading to very limited
additional resources in the recipient country, echhical assistance, again with
limited immediate impact on the recipient countegaurce envelope. Furthermore, it
may include other ‘non-structural’ aid interventsosuch as emergency assistance and
food aid. Correcting for these ‘non-structural’ aiterventions, looking at the
evolution of ‘structural’ aid only may provide atidnal relevant information. This
may be especially important in the context of thee¢ countries concerned, as all
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three of them were eligible for international debduction initiatives, and, more
importantly, as, in crisis situations, more struatuinterventions may have been
replaced by more emergency-type of interventiogesling to similar overall total aid
figures.

In order to do so, we subtract ODA related to teminassistance, food aid,
emergency aid as well as debt reoganisation fraal @DA to derive a measure of
more ‘structural aid’. Graph 3 presents the evolutof structural aid, again in per
capita terms. The graph shows that Burundi and Revatart from a similar level also
of structural aid (around 30 dollars), but diveeggin, even in a more dramatic way.
While Rwanda maintains its level of structural aikr the entire period (except for
1997) at at least the same level, structural aiduoundi drops to virtually nihil
during the second half of the nineties; so fancttiral per capita aid has not yet
resumed to pre-cris levels in recent years, bdiiligpaly half of that of Rwanda. The
DRC experience is similar to that of Burundi, wgtructural aid per capita levels
being virtually zero in most of the 1990s, befoesuming to slightly more that 10
dollar per capita in most recent years.

Graph 3: ‘Structural’ per capita ODA disbursements to Great Lake region
countries (1990-2005, USD, at current prices)
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Source OECD/DAC CRS on-line data system (table 2a); patmn data from World
Bank, World development indicators, 2006

These overall aid figures also mask sometimes prafochanges in the relative
importance of individual donors for a given counffable 1 provides some evidence
of this, showing the relative importance of somg kdateral donors before (1992)
and after the crisis (2004). For Rwanda, the cquwith sustained aid flows, it is
particularly outspoken: Belgium, Germany and Fraweee leading pre-crisis period
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donors. Currently, they are replaced as leadingodohy countries such as the US,
UK, and the Netherlands.

Table 1: Weight of individual donors in total bilateral official development

assistance for Burundi, DRC and Rwanda (1992 versux)04)

Burundi DRC Rwanda
1992 2004 1992 2004 1992 2004
Belgium 35,5% 13,5% 20,2% 22,89 24,3% 8,7%
France 24,5% 18,7% 14,8% 11,69 14,2% 3,4%
Germany 14,0% 5,6% 19,2% 5,1% 23,3% 7,7%
Netherlands 0,1% 12,6% 4,4% 5,0% 3, 7% 11,8P%
United Kingdom 0,2% 5,1% 1,5% 25,8% 0,2% 26,8%
United States 10,8% 23,6% 20,9% 16,39 3,7% 23,2%
Others 14,9% 21,0% 18,9% 13,49 30,7% 18,50

Source author’s calculations on the basis of DAC on-I@ieS data

It is clear that Rwanda has been able to avoichg-term rupture in cooperation. First
of all, the country profited immediately from thexceptional post-genocide

assistance, after its good performance in techtioggavernance terms led to the re-
establishment of structural aid as part of theposflict aid scheme. As early as the
second half of 1997, Rwanda had re-establishestnigtural relations with the IMF,

first of all in a “staff-monitoring” programme, fiolwed in 1998 by an Enhanced
Structural Adjustment Facility (ESAF) programme. Bgntrast, Burundi and DRC

went through a long period of rupture in the 1990] it was only from 2001 that
structural aid began to resume, starting with gestablishment of normal relations
with the IMF.

However and probably as important as the absokrel lof the aid flows, is the
dimension of conditionality of these aid flowsidtexactly the conditionalty that goes
with aid that makes a difference with natural reseuents, which is unconditional
money accruing to government. While the aid litematis not very positive on the
ability of conditionality to ‘buy reforms’ (World &nk, 1998), on average,
conditionality succeeds in making the impact of &€ more positive (or less
negative) than that of say a natural resource \alhdfCollier, 2006). The
reestablishment of normal relations with the IMRbedded in some IMF assistance
programme (typically a PRGF programme) has tradfitiy worked as a necessary
first step for large scale resumption of structusad by the international donor
community. These programmes mix both macro-econstatulization measures with
more structural adjustment-type of policy condifodMF programmes have been
rather succesfull in realizing (short-term) ‘staation turnarounds’, also in the Great
Lakes region, such as most typically in the casBeREC (Akitoby, 2004). However, it
has proven much more difficult to engineer suchtasnable turnarounds in fields
related to long term economic, institutional anditpal reform leading to sustained
poverty reduction. This failure has been expligitedcognized in designing the new
aid paradigm, giving rise to the ‘Poverty ReductiStrategy Programme/Paper
(PRSP)" as a new modality of conditionality. As Isue substantial increase of aid
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flows is in principle made conditional to the deymhent and execution of a high-
quality PRSP strategy, tackling all country-specifstructural bottlenecks to
development and lasting poverty reduction

Another argument explaining a structurally-lower#edel in RDC could be made
looking at the data in Table 2, which essentiallyeg an overview of the flows of
foreign direct investment (FDI) and the repatriatad profits in the three countries.

Table 2: Flows of foreign direct investment (FDI) ad repatriation of profits
(period averages)

Burundi (millions 1990- 1998- 2002-
$) 1980 1997 2001 2005
FDI 5 0.8 3 0.5
Repatriation profits 0 4.4 11 10.3
1990- 1998- 2002-
DRC (millions $) 1980 1997 2001 2005
FDI 110 -36.9 44.3 315.3
Repatriation profits 74 0 0 0
Rwanda (millions 1990- 1998- 2002-
$) 1980 1997 2001 2005
FDI 16 3.5 5.5 5.8
Repatriation profits 9 3 1 0

Source: World BankGlobal Development Financaseveral years; IMF, Reports, article IV
(estimates 2004 and 2005)

The behaviour of the external private sector foloaw completely different logic.
Firstly, we can see that the level of direct foreigvestment and therefore also the
level of repatriation of profits in Rwanda and Buodu are negligible. This is
explained by the fact that these two small, larakéal countries have little in the way
of economic advantages and natural resources raciatdirect foreign investment.
Any reform based on the idea that development ealine from an (international)
private sector boom would therefore be limited. gaithe slimness of the tax base in
these two countries, the role of the state in theetbpment of public goods and
therefore the countries’ dependence on interndtiaidaremain a factor which needs
to be addressed.

By contrast, the development of the DRC figuresuiameously shows the country’s
potential and the huge incidence of crisis. Inisrigeriods such as those seen
following the DRC'’s rupture with the internatior@mmunity in 1990, DRC not only
saw its income from aid disappear, but the crisgs wonsiderably amplified by the
withdrawal and disappearance of private capitalil®/irect foreign investment in
Rwanda and Burundi are marginal and therefore nedtly affected by crises, the
rupture in international aid to DRC after 1990 It strengthened the climate of
disinvestment and the withdrawal of capital. Butsa®n as international donors’
confidence was restored somewhat (in the last tears), the international private
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sector was once again attracted by the naturabress of this potentially rich (but
currently poor) country. In summary, we can sed fthrvate and public flows
reinforce one another in both positive and negalivections, and this may be an idea
which donors should analyse in more depth.

ECONOMIC DEVELOPMENT, GOOD GOVERNANCE, AND POVERTY
REDUCTION IN THE GREAT LAKES REGION

In this part we see how differential incomes froml &ave corresponded with
diverging paths of economic development for alééhcountries. Further, we look into
the main reason raised by international donorscpdagn the differential treatment of
the three recipient countries: “good governanceg&nsas a prerequisite for assuring
that aid will translate into economic developmemd aoverty reduction.

Economic development in the three countries

In the next Figure 4 and Table 3 below, we cantseextent to which the end of the
Cold War coincides with a rupture in the econongeaelopment of the three countries
in the region. This is clearly reflected in the girim income per capita which we
observe from 1990 onwards. However, the divergebetseen the three countries
demonstrate the extent to which endogenous andeexog factors are intertwined.
Remarkably, in all three countries the resumptibrioceign aid goes hand in hand
with an upturn in growth.

Figure 4: Change in GDP per capita (1990 = 100)
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Sources: IMF, International Financial Statisticayeyal years; World Bank, World
Development Indicators, 2006.

Table 3: Development of real growth and inflation

Rwanda (%) 1089] 1990] 1991 199P 1093 1994 1dos  1H96 1997
Inflation 10| 42| 196 98 124 640 482 134 117
1998| 1999 2000 2000 2002 2003 2004 2005 2006
Inflation 6.8 | -24| 39| 34| 20| 74 120 70 4D
Burundi (%) 1989] 1990] 1991 199P 1993 1994 1do5 1996 1997
Inflation 11.7] 70/ 90 1.4 9.7 140 193 264 311
1098| 1999 2000 2001 2002 2003 2004 2005 2006
Inflation 125| 34| 243 93 15 107 8o 143 7.8

13



DRC (%) 1989| 1990, 1991 199p 1993  19941995| 1996/ 1997
Inflation 104.1| 81.3| 2154.4 41292 189%B760..| 541.8| 617.0 199.(

1998| 1999 2000 2000 2002  20032004| 2005/ 2006
Inflation 107.0| 270.00 553.7 3570 253 128 5.0 5.0 5.0
Sources: IMF, International Financial Statisties/eral years;

Zaire/Congo saw the greatest economic regressitimeifirst few years of the “Third
Republic”, that is, following the end of the singlarty system. Mobutu attempted to
sustain his power using all available means. Heldd/ the political classes, allowed
soldiers to pillage on a large scale and emptiedsthte treasury. The Mobutu regime
finally criminalised the state by using the mintpiant “real false” currency. Akitoby
describes how due to “the drop in revenue and tirgirsg of expenditure, the
government cash deficit reached extremely highléevi@ the absence of external
borrowing options, recourse was taken to centraklzaedit to finance the budget. As
a result, the government accounted for the bulthefincrease in money.” (Akitoby,
2004:227) This practice resulted in world-recorgdmynflation and primarily affected
the poor, who were unable to protect themselvesmsigéhis institutionalised theft.
Note also that the years which coincide with thstRCongo War (1996-1997) and the
first international African war (1998-2003) are moily the years where the economic
regression was at its height. It were the final Mob(Third Republic) years that are
marked by the most problematic figures, both imteiof economic contraction and
inflation. It is however with the accession to powé the younger Kabila, after the
murder on his father, that diplomatic relations evesomewhat restored and
international aid was resumed. This evolution coi@d with a slight upturn in GDP
per capita, a first sign of a Congo that had hdpehit its rock bottom of economic
regression.

On the other hand, Rwanda and Burundi shared a&deri crisis and economic
regression against a backdrop of instability anolevice at the beginning of the
1990s. Nevertheless, from 1994 onwards their pathvery different. They illustrate
how internal developments on top of exogenous facfwroduce very different
economic results. Burundi saw a slow regressiorthvhorresponded to a long period
of political instability and civil war where the wotry was ignored by the
international community. It is not until severalaye after the end of the embargo on
international aid (1998) that there was a slightiupin GDP.

Rwanda saw its most spectacular drop in GDP figwiés the radical and dramatic
rupture caused by the genocide in 1994. Subsegqudtdte is a marked upturn in
GDP per capita, a phenomenon which is often assatia the literature with post-
conflict periods (see Collier and Hoeffler, 200An important question is however
up to which extent this growth is purely largelg-amduced. The danger exists that
the inflow of externally financed funds hides tlaeK of a real increase in economic
productivity and surmounting of structural limitatis to increased production. The
first signs of this might be appearing the last f@ars (2003-2005), as growth did not
comply with projections of around 6%. In 2003, Bwandan growth track stagnated,
mainly due to rain shortage and a severe outpldps® in the agricultural sector. In
2004, food price increases, growing energy pricesthe resulting inflation problem,

again tempered economic growth from 6% projectioms4% reality. In 2005,
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economic performance again improved. But in 20@&| Wweather conditions resulted
in severe food shortage for some regions which laan pushed down projections
to about 3%. (IMF, 2006) This recent trend illustgathe vulnerability of Rwanda’s
economy to structural limitations, being confrontedth a combination of
overpopulation, resource scarcity and a limitecepbél for economic diversification
away from subsistence agriculture. Also for the tmryears, overall growth targets
are lowered from originally 6% to projections betmne4 and 4.5%. This would
temper per capita growth to a quite modest 1.16%1; far below the 4 to 5% per
capita growth portrayed as ideal in the first PRI®Bument. An important question
arising from this is whether growth will be subgtahand sustainable in the near
future.

In order to measure the relative poverty of a cguim comparison to the rest of the
world, we can refer to the three countries’ evalns in purchasing power. It is again
DRC that is confronted with the most problemattaaion. The loss of international
purchasing power with the hyperinflation of 1993&9vas extreme. But also during
the first international African war (1998-2003) thedative impoverishment of Congo
is so high that it is by no means comparable tofithaes of Rwanda and Burundi.
The inflation rate of Rwanda and Burundi on theeothand, is largely comparable.
Since Burundi did not receive much international and therefore benefited from
less currency inflow than Rwanda, we would expettugh greater devaluation of its
currency than Rwanda. This is not the case, whigans that Burundi has been
making greater efforts of its own.

The budgetary balance gives a more in-depth viewherefforts made by a country
and the role played by foreign aid to ensure econamevelopment. Figure 5 is
noteworthy on more than one score. Firstly, Rwaretzived considerable support
from the international community, with the exceptiof the year 1994. This aid
almost doubled after the genocide. On the othed hifraid flows are not taken into
account, the budgetary deficits in Rwanda are danably higher than in the other
two countries. So it is only when donations arduded that Rwanda’s performance
in terms of budgetary balance is better. The imgdogovernance of the current
government in terms of budgetary control is thenefilusory. Also for Congo and
Burundi, we can see that when aid is put in plaoeh as over the last few years, the
budgetary picture changes considerably. If all ottiengs are equal, aid can be
considered as international public revenues whiwbke a country to spend more in
real terms.

Figure 5: Budgetary deficit (excluding and includirg grants)
Rwanda Burundi DRC
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When analysing external imbalances in these thweatdes, the same picture appears
(see Figure 6). First, Rwanda is capable of impgrtnore than it exports; in other
words, international community finances allow Rwartd live beyond its internal
means. Burundi, by contrast, had much smaller defigp to 2004, not because
exports were greater but rather because the inflioimports was limited by the lack
of access to international finances. On the otlardh Congo is the only country
which is capable of generating a trade surpluss Te@monstrates the difference in
terms of natural resources: while Rwanda and Buraralincapable of independently
generating a surplus from their poor resources, RRE do so. Graphs 2 and 3 also
illustrate that a large country naturally has ad@ty to receive relatively less aid,
certainly when recalculated in per capita termss Plersists even after the end of DR
Congo’s international isolation.

Figure 6: Trade deficit (excluding and including grants)
Rwanda Burundi DRC
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The analysis above illustrates how aid did playok in the diverging economic
performances of the three countries. While Rwarateefited from substantial aid and
realised considerable economic progress, CongoBamdndi were largely isolated
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and economic development was disappointing. Thanaegt for excluding countries
from aid or discriminating between countries hasrbgistified on the basis of higher
aid effectiveness in some (Rwanda) and less aigctfeness in other countries
(Burundi and Zaire/Congo). However, the questiamaims whether the three Great
Lakes countries were after all so different in teraf aid-use potential to justify the
difference in preferential treatment.

“Good governance” in the three countries.

In the new aid paradigm, the credibility of a coyrnib ensure aid effectiveness is
based on good governance criteria. By the end iegetwo influential papers

(Burnside and Dollar, 2000 - first appeared in 1980rld Bank, 1998) looked at the
link between aid effectiveness and good governaHgoey highlighted the importance
of good policy making and institutional capacity iagportant elements in decisions
on aid allocation.

However, there seems to be ambiguity about theteraaning of good governance.
Hout (2004) differentiates between on the one htmed technocratic approach to
governance and on the other hand the politicalagqbr to governance. Technocratic
governance focuses on the way in which the pulelatos is managed, while political
governance relates to “the way in which the pditiand legal system of developing
countries is organised”. Combining elements froffedent authors (Leftwich, 1994,
Hoebink 2001"), Hout enumerates what characterises each typowdrnance, as
summarized in the following Table 4.

Table 4: A Technocratic versus a Political appraacBGovernance

Technocratic approach Political approach
to governance to governance
* Accountability of government

officials Human rights and political liberties

* Legality: laws providing
predictability for the public sectot

* Availability of information about
government policies

* Transparency

Source: Hout (2004, p.610).

The nature of the political regime

Freedom of press

Ability of civil society to organise

In decisions on allocating aid, donors tend to rrdfe technocratic elements of
governance rather than to political sensitivitiaa. illustration of this is the general
message of the World Bank “Assessing aid” repottpongly highlighting the
importance of sound management for aid to have nmgpact. Good management is
linked to policies that result in low inflation, narge fiscal imbalances, and an open
trade regime. Institutional quality involves measgrthe strength of the rule of law,
the quality of public bureaucracy, and the penasess of corruption. (World Bank,
1998:12) In order to see how the three Great Lakestries perform with respect to
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several dimensions of good governance, we used Kigffmann, Kraay and
Mastruzzi governance indicators (2005), see Table 5

Table 5: A classification of elements of governaaceording to donor-sensitivity
Aspects of governance to which Aspects of governance to which

international donors are international donors are
more sensitive less sensitive
» GE Government effectiveness | = VA Voice and accountability
= RB Regulatory burden = PS Political stability

CC Control of corruption
RL Rule of law
Source: authors’ reclassification of Kaufmann et @005) indicators.

We represent the data for the three countriesgnrgi7, where each score represents
a point estimate between —-2.5 (extremely bad) ar@l5+(extremely good). Two
important issues appear from Figure 7. First, Rwapdrforms far below the Sub-
Saharan standard when it comes to “voice and atability” and “political
stability”, the dimensions that relate to politiggdvernance. The scores for 2000 are
even not that different from Burundi. On the othand, Rwanda is clearly good at
performing well in those domains of governance tacl international donors are
sensitive. Government effectiveness, the reguldiargden, control of corruption, and
the rule of law are four indicators that all relatethe highly valued “institutional
quality” the World Bank defined as a basic requieetfor good management and aid
effectiveness. For some of those dimensions (cbofrgorruption and government
effectiveness), the Rwandan performance is evestautilly better than the Sub-
Saharan average, while Burundi and DRC score mumisevcompared to the Sub-
Saharan average for all these more technocratiergance dimensions. A similar
trend can be noticed in the IRAI indicator (Intdroaal development association
Resource Allocation Index) for the year 2005, aotimg for technocratic dimensions
of governance. Rwanda scores better than BururddDd&C for all but one of the 16
criteria that cover economic management, structpelicies, policies for social
inclusion and equity, and public sector manageraedtinstitution®" .

Figure 7: Governance indicators for the 3 countries

2000
Political Stability
Voice and Accountability

SSA
Rule of Law =

B Rw anda
Control of Corruption @ Burundi
Regulatory Quality 0O DRC
Government Effectiveness
-2,5 -2,0 -15 -1,0 -0,5 0,0

Source: Kauffman et alii, 2005.
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The case of Rwanda illustrates the deficiency e #ssessment of a developing
country’s performance based on internal technacgaivernance. At the beginning of
the new millennium, this country was engaged invtlae in the DRC, which strongly
affected the “political stability” indicator of thatter. While Rwanda performed well
above the sub-saharan average in terms of controbmuption (see Figure 7), it
extracted significant but unofficial revenues (@p&% of GDP) from the mineral
exploitation of territory under control of the Rwiam army (Cassimon and Marysse,
2001). Nonetheless, the country continued to recesignificant money from
international donors and continued to be classéi®@n example of good governance,
say in the technocratic sense. The Rwandan govertnseems to be well aware of
this, as Renard and Molenaers state:
“On the technocratic level, the Rwandan governneengaged in serious
reforms [...] The willingness of the Rwanda governimem account to
donors in the technocratic sense is good. [...] Gnpdblitical level, less
willingness to be accountable to donors can be dodifustrative is the
protracted involvement (1996-2002) of Rwanda in twar in the
Democratic Republic of Congo and how the governnsénaingly resisted
donor pressure to withdraw.” (Renard and Molend63:17-18)

Taking into account the considerable amounts ofractived by Rwanda over the
second half of the nineties, it is clear that pwodit aspects of governance (such as
“voice and accountability” or “political stability”have counted less in decisions on
aid allocatior’. Moreover, this is not new. As Uvin states for gine-1994 period:
“The image of Rwanda created by the developmentmanity was an idyllic
one. [...] It was the image of a country in whicints were good for all those
in the business of development. [...] Ethnic inegyalnstitutionalised, state-
organized racism; regional politics; lack of digniand self-respect; the
generalized presence of impunity and fear and bserace of justice; human
rights violations; the oppressive presence of tlees and the like are
emphatically not parts of this “solvable problemi of the mandate of
development agencies; they are thus evacuatedreidgnconsidered not to
exist.” (Uvin, 1998: 42-45)
The guilt feeling of the international communitygad it to engage massively in the
post-genocide period, although, as mentioned alibeeg was a substantial change in
the relative importance of the new (post 1994) werthe old (pre 1994) donors.
However, the blindness towards the importance ofitiggl governance as
conditionality for aid is comparable for the preadapost-genocide period. Most
probably, it even worsened. In none of the posbgele years Rwanda’s
performance in terms of political rights and cillerties has been better — and in
most post-war years it was worse - than in 199231(@9eedom house, 2007). Pottier
explains this by referring to the guilt feelingatsng that “it became widely accepted
[...] that the failures of the international commyniteserved to be sanctioned with
the loss of the outsider’s right to an independgmhion on politics in Rwanda.”
Pottier, 2002: 107)

Does aid pay off?
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Further, the question remains whether good teclaticogovernance does ensure aid
effectiveness by resulting in rapid development paderty reduction. Our previous
analysis suggests that aid did indeed pay off feafda in terms of growth figures
and better economic performance. However, as mediothere is a high risk that
this growth is not underpinned by increasing proditg in the rural and other
sectors. Another issue is then whether this grdvethslated into substantial poverty
reduction.

Rwanda indeed has an important poverty problemh@ibasis of the following table,
56.9% of the population is poor. The poverty lised here is country specific. If one
would have used the international poverty line $pér day, poverty incidence would
be even higher. Poverty is a largely rural phenamef1.6% of the poor live in the
countryside. Also severity of poverty is more peshhtic in rural areas.

Table 6: Poverty in Rwanda

Poverty line 1 = Poverty line 2 =
250 frw (ae) per day 175 frw (ae) per day
2001 2006 2001 2006
Kigali urban 16,1% 13,0% 8,4% 6,3%
Other urban 46,5% 41,5% 28,5% 25,3%
Rural 66,1% 62,5% 45,7% 40,9%
Total 100,0% 56,9% 100,0% 36,9%

Source: Government of Rwanda, 2002A; Government Rwanda, 2002B,
Government of Rwanda, 2006.

Remarks:

(1) Poverty line 1, a countryspecific poverty liregrresponds to the cost of the
minimal basic needs (food and others).

(2) Poverty line 2 is the “food poverty line”, egalent the cost of a food basket of
minimum 2500 kcal per adult per day.

To determine whether and to which extent strond-posflict economic growth was
for the benefit of the poor, we should compare R¥gs growth elasticity of poverty
with cross-country averages. Different researchrcgsu conclude to an average
growth elasticity of poverty within the interval .@2and -3.0. This implies that a
positive (or negative) economic growth rate of 186wdd lead to a 2% - 3% decrease
(or increase) of poverty measures as the percemtigeople living below the 1 $
PPP per day, (World Bank, 2000; Ravallion, 2001aid, 2004). When considering
the Rwandan post-war experience, there seems rgdson for much optimism. A
strong Rwandan growth corresponds with limited pgveeduction, much less in
comparison to cross-country averages. An elastwity0.37 for period 1994-2000
implies that each percentage of economic growtly ted to a disappointing 0.37%
decrease in poverty incidence, (Ansoms, 2005).

To compare poverty incidence for 2001 and 2006use a different poverty lifig
equivalent to 175 frw per adult equivalent per dlay2001 prices, and 250 frw per
adult equivalent per day for 2006 prices (see Téhl8ased on this line, incidence of

% The incidence of poverty, using the poverty liid$ PPP per head per day is not yet availabl2066.
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poverty has decreased from 60.3% to 56.9% ovefastesix years (GoR, 2006A).
Overall, this results in a growth elasticity of poty of -0.40 (Ansoms, 2007).
Although this elasticity is not comparable to crossintry estimates (as a different
poverty line is used), it is nonetheless disapaghy low.

Moreover, as a consequence of the high populatiowty of 3,5% per year, poverty
in absolute numbers has increased from 4.8 milles.4 million people between
2001 and 2006. Also inequality, measured by the igohex, has increased over this
period from 0,47 to 0,51. The Rwandan case, wildisappointing derived effect of
post-conflict growth on poverty incidence, thususlirates that good technocratic
governance is no automatic guarantee for tranglaid-induced economic growth
into pro-poor development.

BY WAY OF CONCLUSION

The differential treatment of the countries of Beeat Lakes region in the post-Cold
War period goes hand-in-hand, or coincides, witpprowed economic development
for the ‘darling’ of the region (Rwanda) and economegression for the ‘orphans’ of

the region (Burundi and DRC). It is only in thetlésw years that this imbalance on
the part of the international community has begugltange. The observation made
here raises various questions and comments.

First of all, is this just a coincidence, or is g¢ausality? In order to prove

systematically that the exogenous factor i.e. midkes a difference to the economic
development performances of the countries, thernateendogenous factors would
have to be directly comparable. This is always |enolatic outside of laboratory

conditions. However, although the question of ciiesce or cause is difficult to

prove, there are still various reasons to suppbleast partial causality.

We can certainly say that it is difficult to compaCongo, with its rich potential in
terms of natural resources but failing state meignasy with countries like Rwanda
(but also Burundi), which is a small, land-lockezliotry with few natural resources
and developmental advantages but has a traditidretwér performance in terms of
technocratic governance. The international commyumibhd donors trumpet the
superior governance in Rwanda to justify a higlegel of aid intervention. Although
this argument might hold up in differentiating beem Congo and Rwanda, it is more
problematic when it comes to Rwanda versus Burukglive have seen in this article,
the governance indicators for the two countriesewmoadly comparable. Moreover,
the two countries have very similar internal chegastics in terms of sociological
heterogeneity and material resources. The two cesntare also both highly
dependent on aid as their sole external resoursewé have seen, other financial
flows such as direct foreign investment play a wvagrginal role in the development
of the two countries. Given these conditions, ithisrefore not particularly surprising
that the ‘darling’ country, which receives aid ke ttune of half of its national budget,
performs better in terms of eonomic development.
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Another argument used in the international comnyuioit this discrimination in terms
of aid is that of political stability and the ne&mt a minimum level of security in
order for aid to be effective. Thus the increasaithto Rwanda corresponded to the
post-conflict and post-genocide period, while Coagd Burundi were still in a phase
of conflict and therefore could not receive the sdavel of aid. But this argument is
also shaky in various respects. First, the reagoaatording to which aid cannot be
given to countries in conflict is unconvincing. Mothan half of Congolese territory
was in government hands, and even if there werébtdoas to the capacity for
governance of Laurent Kabila’s government, or tlhweuBdian government, use could
have been made of civil society channels, whichevatitl working and trustworthy in
these countries. The increase in aid to Rwanda #fte genocide was much more
substantial than the level of aid granted to Coagd Burundi in their current post-
conflict phase. Moreover, although Congo and Buruete not involved in the civil
war and the subsequent genocide in Rwanda, Rwaquaited its problems to Congo
and also, to a lesser extent, to Burundi. Millimfsrefugees were trapped in the
territories of the neighbouring countries, and Reatogether with Uganda triggered
war on two occasions on Congolese soil, at theafosiillions of lives".

In sum, a few conclusions emerge from this disausdrirst, the good news for the
international community is that international amhaertainly make a huge difference
to the development performance in countries whiehhéghly dependent on aid, as is
shown by the cases of Rwanda and Burundi. The lead ns that the differential
treatment of the countries of the Great Lakes regib Africa is not based on
international good governance criteria, but ratsi@ms from political motivations,
which are often well-intentioned, as after the Radamgenocide, but not particularly
comprehensible or effective in promoting developtiernhe region.

However, thanks to the voluntarism of actors witimternational organisations such
as the IMF and the World Bank, this situation seamshave redressed itself
somewhat in the data from the last few years. Tieer@netheless currently a very
worrying gap between the promises of aid to DR @omgde in Brussels in February
2006 and the payments actually being made. The ipeahfunds were supposed to
finance initiatives to guarantee the peace dutiegelections and in the reconstruction
phase and they are indispensable in consolidateage in the region. There is a
substantial risk that DR Congo will continue todreaid ‘orphan’, but more than that:
the human cost of any complete disintegration ef thgion due to inadequate aid
would be incalculable. Therefore we could only stly support the plea that has
been made by Collier (2006) for new aid instrumeimsthe context of weak
governance or failed states. Indeed the assumpiiaiie new aid paradigm and its
selectivity criterium that only states with stroggvernance can usefully absorb huge
aid flows needs to be revised. This plea by Collsenot new and is based on the
theory of the “Big Push” that was advocated hateatury ago. The rationale behind
the idea is that failed states are characterisereghold externalities’ and that it
needs to build up its institutions such as an &ffearmy, a trustworthy civil service,
a minimal infrastructure, etc. This is an enormahsllenge for the international
community because there is not much experience ‘Withpushes”. Many questions
arise within this context. What kind of conditiomalhas to go with these new flows?
Can countries accept a loss of sovereignty if thernational community will partly
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have to substitute for the weakness in governaktm¥ever, many lessons in Aid
delivery have been learnt and the international roamity is freed from the
ambiguous past of the cold war geopolitics, so b@the challenge for a better future
for these poverty stricken regions is more feaditida in the past.

Finally, one of the structural problems in mulietl and bilateral organisations is
that these donors’ instruments are organised arqoidies and solutions on a
‘country by country’ basis. Decisions are made sty rather than in a coherent
fashion for the whole region, and what is lackitiggrefore, is a clear view of the
implications of this approach at regional level.
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Endnotes:

' This systemic change after the Cold War has bylam also been confirmed in the empirical aid
allocation literature. See especially Berthélemg &ichit (2004, section 4) for details.

" This terminology, introduced as a consequenchehew selectivity, is explained in McGillivray
(2006).

'(" By ‘Aid Institutions dilemma’ we understand theigius circle created by the new stance on aid
selectivity ( Hout, 2004): In order for poor coue$ to apply for structural aid (in the form ofdmyet

and sectoral support) you need good governancetlaer@fore performant institutions. This dilemma is
akin to the literature on ‘treshold externalitie®’,even ‘poverty traps’ (Kraay and Raddatz, 2005).
Since most least developed countries are caraeteby weak institutions, they are trapped in aouisi
circle of “aid orphan” status.

Y More than 36 out of the 46 SSA countires rece®&HA in excess of 10% of their national income,
one dozen countries received more than 20 of ttagional income in ODA.(Moss et alii., 2006)

¥ This is an adapted definition derived from Saald Warner (1999), Svensson (2003) and Collier
(2006) amongst others.

V' A representative example of this spiral of “ecoimmragression” is the development of the state
copper producer Gecamines. Up to 1975 it still poedl five hundred thousand tonnes of copper a
year. In the 1990s, annual production droppedve fiercent of this capacity, while at the same time
the number of executives employed and appointetidyolitical classes increased fivefold. Since
taxes on this nationalised company represented sjxty percent of the national budget at the
beginning of nationalisation, it is easy to see li@wvelopment became regressive.

" ODA covers both grants as well as concessionakloBhe conventional DAC statistics use a net
flow concept, including not only gross disbursetbtaunt also, in negative, amortisation of princifah
the loans); as such, the latter element excludeseist payments.

Y This positive ‘small country effect’ is well-knowand commonly agreed-upon in the aid allocation
literature. See again e.g. Berthélemy and Ticliio@.

" Abstracting for the exceptionally high figure 003, which is largely due to debt forgiveness, and
which hardly produces additional resources at ¢logpient country level (Cassimon, 2006).

* Exactly the same conditionality logic is used ngimeering debt relief, as under e.g. the HIPC debt
relief initiative. This explains also why a couniych as Rwanda could benefit from debt relief (as
under HIPC) much sooner than Burundi or DRC. Sge@assimon (2006) for a detailed analysis of
the divergent debt relief practice for the threartdes concerned.

X Per capita growth rate based on overall GDP groatthand continued population growth of around
2.86 % (2000-2002 average).

“' See e.g. Leftwich (1994); Hoebink (2001).

* The IRAI index is based on the CPIA (Country Pplind Institutional Assessment) exercise.
Rwanda has similar or better scores for all 16cattirs except for the indicator accounting for ¢rad

*¥ This statement should be somewhat nuanced givanstime donors (often referred to as the “old
donors”) did abandon giving budgetary aid on thsidaf criteria related to political freedom. Other
donors (often referred to as “new donors”) took bweer the technocratic accountability of the
Rwandan government as an important guaranteedaffgctiveness.

* According to estimates from the International Res€ommittee, around 3.5 million people have
directly or indirectly lost their lives in the wairs Congo.
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