Do Corrupt Governments Receive Less Foreign Aid?

Alberto Alesina; Beatrice Weder

The American Economic Review, Vol. 92, No. 4 (Sep., 2002), 1126-1137.

Stable URL:
http://links jstor.org/sici?sici=0002-8282%28200209%2992%3 A4%3C1126%3ADCGRLF%3E2.0.CO%3B2-L

The American Economic Review is currently published by American Economic Association.

Your use of the JSTOR archive indicates your acceptance of JSTOR’s Terms and Conditions of Use, available at
http://www.jstor.org/about/terms.html. JSTOR’s Terms and Conditions of Use provides, in part, that unless you
have obtained prior permission, you may not download an entire issue of a journal or multiple copies of articles, and
you may use content in the JSTOR archive only for your personal, non-commercial use.

Please contact the publisher regarding any further use of this work. Publisher contact information may be obtained at
http://www jstor.org/journals/aca.html.

Each copy of any part of a JSTOR transmission must contain the same copyright notice that appears on the screen or
printed page of such transmission.

JSTOR is an independent not-for-profit organization dedicated to creating and preserving a digital archive of
scholarly journals. For more information regarding JSTOR, please contact support@jstor.org.

http://www.jstor.org/
Sat Aug 20 22:44:11 2005



Do Corrupt Governments Receive Less Foreign Aid?

By ALBERTO ALESINA AND BEATRICE WEDER*

The differences in well-being across the
world are staggering: income per capita in the
United States is 60 times larger than in Ethiopia
and about 50 times larger than in Mali.! Not
surprisingly, there is a demand for transfers of
income from rich to poor countries.

International programs to alleviate poverty
include bilateral aid, multilateral aid from inter-
national organizations, grants at below-market
rates, technical assistance, and debt forgiveness
programs, just to name a few. The rhetoric that
accompanies these programs is that they serve
the purpose not only of reducing poverty, but
also of rewarding good policies and efficient
and honest governments.

For example, the official description by the
World Bank of the recent debt relief initiative
states that in order to be eligible countries have
to show evidence of “sustained implementation
of ... economic reform programs.” More gener-
ally, the World Bank (1998 p. 13) notes that
“There is no value in providing large amounts
of money to a country with poor policies.” Also
the World Bank has recently discussed more
often and openly the issue of how it is the
corruption of the bureaucracy and of the offi-
cials of developing countries that lead to bad

* Alesina: Economics Department, Harvard University,
Littauer 324, North Yard, Cambridge, MA 02138 (e-mail:
aalesina@harvard.edu); Weder: FB 03 Department of Eco-
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with data and Miguel Braun for research assistance. Alesina
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through the National Bureau of Economic Research. Weder
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! These figures take into account difference in purchas-
ing power. Data are from the World Bank Development
indicators for 1995 (see Table 1).
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policies. The entire World Development Report
of 1997 is devoted to this point.

The critics of aid programs argue instead that,
contrary to the more or less sincere intentions of
the donors, corrupt governments following very
poor policies receive just as much aid as less
corrupt ones. Furthermore, financial assistance
does not often reach the really needy in devel-
oping countries, but instead is wasted in ineffi-
cient public consumption (see World Bank,
1998). Many critics make an even stronger ar-
gument, namely, that not only are corrupt gov-
ernments not discriminated against in the flow
of international assistance, but, in fact, foreign
aid fosters corruption by increasing the size of
resources fought over by interest groups and
factions. This point is made in Jakob Svensson
(1998, 2000), and it is consistent with Philip R.
Lane and Aaron Tornell’s (1996; Tornell and
Lane, 1999) “Voracity Effect.” Alessandra Ca-
sella and Barry Eichengreen (1996) argue that
foreign aid may be counterproductive if it de-
lays the adoption of policy reforms.

Given the amount of press that this discussion
has received, it is surprising that the relationship
between foreign assistance and domestic cor-
ruption has not received more systematic atten-
tion. This is precisely the goal of this paper. In
particular, we ask three questions: First, do less
corrupt governments receive more aid or debt
relief? Second, do various donors differ in their
willingness to discriminate against corrupt gov-
ernments? Third, does foreign aid reduce or
foster corruption?

Regarding the first question, there is no evi-
dence that bilateral or multilateral aid goes dis-
proportionally to less corrupt governments. This
result holds both for the entire sample period
(1975-1994) and for more recent subperiods.
Debt relief is a form of foreign aid that has
gained prominence during the last decade and
has been little studied: we find no evidence that
debt relief programs have been targeted to less
corrupt countries.

On the second question, we uncover some
interesting differences between donors. Scandi-
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navian countries and Australia give more to less
corrupt governments, while corruption is posi-
tively correlated with aid received from the
United States, although this donor favors de-
mocracies over dictatorships. We do not intend
to claim that the United States favors more
corrupt government on purpose. The reason for
this correlation is probably that the United
States pays little attention to corruption, and the
other motivations for aid-giving end up favor-
ing more corrupt governments. The reason why
Scandinavian donors and Australia can better
discriminate is that they did not have colonies
and are free from specific political pressures.
Multilateral aid, namely, aid from international
organizations, does not discriminate against
corruption of the receiving country.

The third question is the hardest to answer
mainly because data on corruption have been
collected for large samples of countries only very
recently. Time series on corruption are available
from only one source and we examine them to
determine whether changes in corruption are as-
sociated with increases in aid. The tentative evi-
dence from this exercise suggests that an increase
in aid increases corruption, which would be con-
sistent with the “voracity effect.”

This paper is at the crossroads of two strands
of literature. One is the recent revival of work
on the determinants and effects of foreign aid,
summarized in World Bank (1998). The empir-
ical work on aid has established three results:
(1) foreign aid is most often used for largely
wasteful public consumption (Peter Boone,
1994, 1996); (2) countries following good pol-
icies are helped by foreign assistance, but the
probability that a country adopts “good” poli-
cies is not influenced by the amount of foreign
aid received (Craig Burnside and David Dollar,
2000), in fact aid may even be counterproduc-
tive in some cases (Svensson, 2000); and (3)
donor countries disburse foreign aid largely as a
function of strategic considerations, rather than
real needs of the receiving countries (Alesina
and Dollar, 2000). William Easterly (1999) re-
views the experience with debt relief programs,
and concludes that the programs have been in-
effective and not well targeted.

The second strand of the literature is the one
on the measurement and consequences of cor-
ruption, and includes the empirical work by
Paolo Mauro (1995), Stephen Knack and Philip
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Keefer (1995), Silvio Borner et al. (1995), Bru-
netti et al. (1998a), and Simon Johnson et al.
(1998). This empirical literature has made some
progress in providing various measures of cor-
ruption for samples of many countries and the
evidence points to a negative effect of corrup-
tion on growth. Thus, if our results on foreign
aid stand, they suggest that foreign aid does not
improve growth by improving the quality of
government.

This paper is organized as follows. Section [
discusses the questions we are interested in.
Section II presents our data. Section III dis-
cusses empirically whether the level of corrup-
tion in receiving countries influences the level
of aid received. Section IV studies whether
more aid received by a country fosters corrup-
tion. The last section concludes.

1. Questions

The first question we ask is very simple: Do
corrupt governments receive more or less mul-
tilateral and bilateral aid, after controlling for
other determinants of aid flows?

Almost every analysis of foreign aid faces an
almost insurmountable problem of reverse cau-
sality. For instance, the fact that poorer coun-
tries receive more aid does not mean that aid
causes poverty, but those donors target poor
countries. The fact that countries with poorly
developed institutions receive more aid (if they
do) may mean that donors are trying to help
build institutions, not that aid is bad for good
governance.

This problem is less serious for corruption: it
is hard to argue that aid should go to more
corrupt countries to help reduce corruption.
Therefore, if one finds that governments that are
more corrupt receive more foreign aid, one
could safely interpret this finding as a failure in
the decision process allocating aid amongst de-
veloping countries. An important caveat is,
however, that measures of corruption are gen-
erally correlated to many other characteristics of
countries, like poverty and poor institutional
development, which may be targeted by donors.
Obviously, one may try to hold all the above-
mentioned variables constant (as we do), but
these control variables may not solve the prob-
lem completely. Note, however, that we do find
that some donors manage to discriminate against
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measured corruption, even though they give aid to
poor countries. This shows that it is not impos-
sible to take corruption into account in choosing
how to allocate aid.

In fact, the second question we ask is whether
there is a difference between donors, namely,
whether multilateral donors such as interna-
tional organizations pay more attention to cor-
ruption and/or whether there are significant
differences among donor countries.

Bilateral donors may be influenced by a host
of factors which have very little to do with
corruption. For instance, donor countries typi-
cally give disproportionately to their former
colonies regardless of their level of corruption.
Political alliances and several strategic consid-
erations (e.g., the Middle East) also matter.
These considerations may be of greater or lesser
importance for different donors. Since interna-
tional organizations should be less directly af-
fected by the colonial history of the recipients,
international alliances, and geopolitical consid-
erations, one may expect that multilateral aid
flows may be more responsive to the policies
and institutions of receiving countries. Specifi-
cally, one may expect that multilateral aid
should penalize corruption more than bilateral
aid.

The third question is whether foreign aid
increases or decreases corruption. Why this
question is interesting is self-evident. For in-
stance, in the United States, an influential argu-
ment often made is that both direct U.S. aid and
indirect aid through multilateral organizations is
counterproductive and therefore implies an un-
necessary burden on the taxpayers.

II. Data

Corruption is very difficult to measure. In this
paper, rather than providing a new index or
choosing one from the available list, we check
our results using all the available cross-country
measures of corruption. While we would not
trust 100 percent any specific index, we feel
more confident if a certain pattern of results is
consistent for every measure of corruption. Cor-
ruption measures are available from various
sources. Most of them are risk assessments by
private companies, which sell their expertise to
multinational companies and investors. Re-
cently, international agencies have also devel-
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oped new measures. We use seven indicators of
corruption from six different sources. All these
indices are coded such that a higher number
means less corruption.

The most frequently used measure of corrup-
tion in academic research is one compiled from
the International Country Risk Guide (ICRG).
This is the only measure that has yearly data
since 1982 and it covers the largest number of
countries. Our variable constructed using this
index, CORRICRG, is defined as follows: A
low score means that “high government offi-
cials are likely to demand special payments”
and “illegal payments are generally expected
throughout lower levels” in the form of “bribes
connected with import and export licenses, ex-
change controls, tax assessment, policy protec-
tion, or loans” (see Knack and Keefer, 1995).
Our second source of corruption data is a survey
originally conducted for the World Develop-
ment Report (1997) and which was subse-
quently expanded at the University of Basel.
The data are derived from surveys of the private
sector in 74 countries. We use two indicators
of corruption from this source. The first indica-
tor CORRWDRI is based on a question of
“how frequently firms have to pay bribes in
order to do business.” The second indicator
CORRWDR?2 is based on a question, which
asked entrepreneurs to rate comparatively the
importance of different obstacles to business.
The third source of corruption data is from
Standard and Poors. The variable CORRSAP
reflects “losses and costs” to firms due to cor-
ruption.® The fourth source is Business In-
ternational (incorporated into the Economist
Intelligence Unit) and first used in Mauro
(1995). This is an average of the rating from
1980-1983. The indicator reflects experts’ as-
sessments on “the degree to which business
transactions involve corruption or questionable
payments.” The fifth source is the World Com-
petitiveness Yearbook by the Institute for Man-
agement Development (IMD) in Geneva. It
includes a measure of “improper practices such
as bribing and corruption.” Finally, Transpar-

2 See Brunetti et al. (1998b) for a detailed description of
the data. The data set is available online at (www.unibas.ch/
wwz/wifor/survey).

3We thank Daniel Kaufmann for sharing these data
with us.
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TABLE 1—DESCRIPTION OF DATA AND SOURCES

Variable

Description

Source

Aid per capita

Bilateral aid
per capita

COLSXXX

CORRBI

CORRICRG

CORRIMD

CORRS&P

CORRTI

CORRWDRI1

CORRWDR2

Democracy

Debt relief per
capita

FDI + P
flows

FRDXXX

Income

Openness

Private capital
flows

Years as a
colony

Official development assistance (constant $1987, average
1975-1995)
OED’s bilateral aid, net per capita (constant $1985)

Number of years as a colony of country XXX since 1900

Business International (BI) corruption indicator average 1980~
1993, collected by Mauro (1995): 10 (lowest corruption),
0 (highest corruption)

Corruption index from ICRG, annual surveys from
1982-1995: 6 (lowest corruption), O (highest corruption)
Corruption index from World Competitiveness Yearbook, 1996

(original name: improper practices such as bribing and
corruption): 10 (lowest corruption), O (highest corruption)

Losses and costs of corruption, from Standard and Poors
[1997], redefined to: 10 (lowest corruption), O (highest
corruption)

Corruption index from Transparency International, survey
1997: 10 (lowest corruption), 1 (highest corruption)

Level of corruption index, from survey of World
Development Report 1997, plus five additional surveys:

6 (lowest corruption), 1 (highest corruption)

Corruption as a business obstacle, from survey of World
Development Report 1997, plus five additional surveys:

6 (lowest corruption), 1 (highest corruption)

Political Rights, recoded as: 7 (democratic), 1 (autocratic
government) (average 1974-1989)

Average of debt relief per capita between 1989 and 1997,

(in US. $)

Net direct and portfolio investment (comprises direct
investment in equity capital, reinvested earnings, and other
capital associated with intercompany transactions and
transactions with nonresidents in financial securities
(percent GDP), average 1975-1995

Percentage of times in which the recipient has voted in the
UN as XXX

Real GDP per capita, beginning of period

Proportion of years in which the country is open

Net private capital flows consist of private debt and nondebt
flows. Private debt flows include commercial bank lending,
bonds, and other private credits; nondebt private flows are
foreign direct investment and portfolio equity investment
(percent GDP) (average 1975-1995)

Number of years as colony of any colonizer since 1900

The World Bank, World Development
Indicators

Alesina and Dollar (2000), OECD

Alesina and Dollar (2000), CIA
[1996]

BI, now Economist Intelligence Unit

Knack and Keefer (1995)

Institute for Management
Development, IMD

Standard and Poors

Transparency International

Brunetti et al. (1998b)

Brunetti et al. (1998b)

John Gastil (1990)
Easterly (1999)

The World Bank, World Development
Indicators

Alesina and Dollar (2000)

Penn World Tables

Sachs and Warner (1995)

The World Bank, World Development
Indicators

Alesina and Dollar (2000), CIA
[1996]

ency International, a nonprofit organization, has
provided a summary indicator of corruption.
CORRTI is based on a poll of polls, that is, the
scores of 5-10 surveys, depending on the coun-
try, were aggregated into a summary indicator
of corruption. This summary index was first
calculated in 1996 and became widely cited in
the press. It was also often criticized because it
initially included surveys of very different qual-
ity. For the 1998 indicator, the methodology

was revised and the summary indicator was
improved.*

All these indices and their sources are listed
in Table 1 together with all the other variables
used in this paper. Although each of the seven

“In 1998, the indicator includes the assessment of the
previous three years as well. Detailed descriptions and the
indicators can be viewed online at (http://www.transparency.
de/documents/cpi).
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TABLE 2—CORRELATION MATRIX OF CORRUPTION INDICATORS

Indicator
Indicator ICRG WDRI1 WDR3 S&P IMD BI TI
ICRG 1
WDRI1 0.68 1
WDR3 0.67 0.52 1
S&P 0.50 0.33 0.45 1
IMD 0.85 0.71 0.80 0.62 1
BI 0.74 0.65 0.45 0.49 0.77 1
TI 0.87 0.71 0.79 0.67 0.97 0.67 1

Note: We use the full sample of countries for each simple correlation.

indicators gets at the phenomenon of corruption
from a slightly different angle, they are highly
correlated as shown by Table 2. Of the 28 cross
correlation, 22 are above 0.5; 18 are above 0.6,
and 10 are above 0.7. These relatively high
correlation provide some confidence in the mea-
sures of corruption since most of them were
compiled by different institutions using very
different experts and survey methodologies.

Qur objective is to test whether foreign aid is
allocated to countries with less corruption. We
control for other determinants of the allocation
of foreign aid such as the level of income of
recipient countries, their size, economic poli-
cies, political system, and historic or political
links with donors. These variables include: (a)
colonial history of the receiving country; (b) a
proxy for political alliance, constructed using
the frequency of cases in which the receiving
country has voted in the United Nations in the
same way as the donor; (c) measures of policies
and economic conditions of the receiving coun-
tries, such as a measure of openness and, of
course, per capita income; (d) a measures of
political rights; (e) indicators for Egypt and
Israel, to capture the special factors affecting
the Middle East; and (f) dummies for each sub-
period. The detailed description and sources of
control variables are given in Table 1. In order
to avoid arbitrary choices with control vari-
ables, we adopted the most recent available
empirical equation for aid allocation, by Alesina
and Dollar (2000).

A few comments on these controls are appro-
priate. First, UN votes are often considered
fairly irrelevant, from the point of view of in-
ternational politics. However, patterns of UN
votes are highly correlated with patterns of al-

liances and commonality of interests. There is,
actually, a fairly high dispersion in vote patterns
even among Western democracies and their al-
lies. The traditional East/West cutting line was
not the only relevant cleavage in UN votes.
Second, it is not a priori clear whether a receiv-
ing country “buys” foreign aid by its voting
pattern in the United Nations or whether foreign
aid “rewards” past votes. This is an issue that
we do not explore here.

Our measure of openness is taken from Jef-
frey D. Sachs and Andrew M. Warner (1995).
This index has been criticized as a mixture that
includes many indicators of ‘“good” versus
“bad” policies, which have little to do with
openness per se.” However, for our purposes
this summary indicator seems appropriate, be-
cause we are not especially interested in open-
ness, per se, but more in an indicator of policy
stance. In fact, this index is better for us than a
simple measure of trade openness like export
over GDP for instance, because donors should
target good policies in general, rather than
openness strictly defined. We also included
measures of institutional development (namely,
whether the receiving country is a democracy or
not). International organizations and donors
may discriminate against certain types of non-
democratic governments. Finally, indicators for

% A country is classified as closed if at least one of the
five following criteria apply: (i) nontariff barriers cover 40
percent or more of trade; (ii) average tariff rates are 40
percent or more; (iii) the black market exchange rate is
depreciated by 20 percent or more relative to the official
exchange rate; (iv) the country has a socialist economic
system; and (v) the state holds a monopoly on major
exports.
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Egypt and Israel account for the well-known
fact that because of political reasons linked to
the Middle East conflict, these countries receive
a large amount of aid, especially from the
United States. In any case, dropping these indi-
cator variables does not effect our results on
corruption.

We are interested in the allocation of foreign
aid over the longest possible period for which
data are available. However, the awareness of
the detrimental effect of corruption on develop-
ment has increased in the 1990’s and that do-
nors’ behavior may have changed as a result. In
addition, the end of the “cold war” may have
reduced the political influences of the two-bloc
world. Thus, we examine several time periods,
between 1970 and 1995.

We also consider data on debt relief, a recent
form of help for poor indebted countries. The
HIPC (Highly Indebted Poor Countries) process
involves elaborate rules that countries have to
follow in order to qualify for debt relief, in
particular a track record of sound macroeco-
nomic policy is required. Only very few coun-
tries have been able to benefit from the
initiative.® Nevertheless, on a bilateral level,
debt forgiveness operations started more than a
decade ago as part of the work out of the debt
crisis of the 1980’s and have been conducted
throughout the 1990’s.” Overall, 95 countries
have received an equivalent of about $115 bil-
lion in debt forgiveness (all dollar amounts re-
ported are U.S. dollars). Some large debt relief
operations were conducted at the beginning of
the 1990’s: in 1990 about $33 billion was for-
given. The four largest recipients received about
45 percent of total relief. Poland received about
$14 billion, Argentina, Mexico, and Egypt
about $12 billion each. In per capita terms, the
two countries that benefited most from debt
relief were Nicaragua and Guyana with $1,400
and $850 of relief per capita, respectively.

Finally, we examine the dynamics of aid and
corruption. In order to do so, one would ideally
have long time series on corruption. Unfortu-
nately, there is only limited information about
the evolution of corruption over time; the only

6 See David Andrews et al. (2000) for a detailed descrip-
tion of the HIPC.

7 We thank William Easterly for sharing data and infor-
mation on debt relief.
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time series on corruption is from ICRG. We use
this indicator to construct a yearly panel for the
period 1984 -1995.® Regarding the specification
of the estimates, there are a number of variables
that have been shown to impact on corruption
(such as openness, the level of press freedom, or
of democratic controls),” but most of these vari-
ables have little variation over time. Our spec-
ification test the effects of a change of aid
(contemporaneous and one-year lagged) on the
change in corruption. This specification in first
differences eliminates all time invariant deter-
minants of corruption. The one-year lagged
growth rate of GDP is included to control for
other favorable shifts in the economy (e.g.,
shifts in terms of trade) that might lead to in-
creased rent seeking and corruption. The lagged
value of the endogenous variable is included to
account for persistence of corruption. In fact,
our measure of corruption shows only small
amount of within-country variation, which is
consistent with the widespread view that cor-
ruption takes long to change significantly.

III. Aid, Debt Relief, and Corruption
A. Total Aid

We begin with a measure of total multilateral
and bilateral aid received by developing coun-
tries. Table 3 shows results of aid allocation
estimates for different periods. The corruption
indicator is the long-run average of the ICRG
measure. The first column shows results of es-
timates using five-year averages, covering the
period 1975-1995. The second column shows
results for the 1980-1990 decade, and the last
period results of 1990-1995. There is no sig-
nificant correlation between the level of corrup-
tion and the allocation of foreign aid, regardless
of the time period under consideration. In addi-
tion, it does not seem that donor behavior has
changed in the 1990’s, at least as far as corrup-
tion is concerned. There is some indication that
political interests may have played a smaller role

8 ICRG data is available since 1982 but only for a more
limited set of countries.

° On this point, see Alberto Ades and Rafael Di Tella
(1995), Brunetti and Weder (1999), Miguel Braun and Di
Tella (1999), Caroline Van Rijckeghem and Weder (1997),
and Svensson (2000).
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TABLE 3—OFFICIAL FOREIGN AID AND CORRUPTION:
OLS PANEL REGRESSIONS OF FIVE-YEAR AVERAGES
(DEPENDENT VARIABLE: LOG OF AID PER CAPITA)

Independent Time period
variable 1975-1995 1980-1990 1990-1995
Constant 14.58 15.93 14.59
(5.73) (7.77) (2.70)
Log(initial income —0.56 —0.67 —0.67
per capita) (—4.99) (—4.31) (—3.55)
Log(population) —0.62 —0.63 -0.53
(—13.44) (—12.48) (=7.37)
Openness 0.53 0.67 0.31
(3.24) (2.66) (1.29)
Political rights —0.03 —0.06 0.05
(—0.85) (—1.02) 0.67)
Years as colony 0.01 0.00 0.00
(2.85) (1.72) 0.77)
Friend of United 0.01 0.001 0.001
States (0.70) (0.07) (0.04)
Friend of Japan 0.01 0.02 0.02
(0.38) (1.04) (0.36)
Egypt 2.18 1.83 1.97
9.77) (15.67) (7.62)
Israel 2.69 3.08 3.40
(2.18) (3.27) (1.01)
Corruption -0.02 0.05 —0.05
(—0.39) (0.67) (—0.44)
Time dummies yes no no
Adjusted R*: 0.65 0.65 0.69
Observations: 269 137 64

Notes: Values in parentheses are ¢ statistics. Standard errors
are calculated using White correction.

in the 1990’s than this was the case previously:
the variable “years as a colony” and “Israel” are
no longer significant. At the same time, the
indicator of “openness” also loses significance.

Table 4 checks the robustness of the results
by considering other measures of corruption.
The table reports the ¢ statistic on the corruption
variable and the number of observations for the
long run (1975-1995) and for the 1990’s
(1990-1995). In other words, we changed the
corruption variable in the regressions of Table
3, and in Table 4 reported, for brevity, only the
results of the corruption variable. Note that the
number of observations vary widely because of
the availability of the corruption index. Looking
at the pattern of coefficients, we confirm the
result of the previous table, namely that there is
no evidence that less corrupt countries receive
more aid and that this result holds in the long
run as well as during the last decade. In fact, a
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majority of coefficient is negative. According to
one measure of corruption (WDRI1) it appears
that more corrupt countries actually received
higher aid. However, this result is based on a
small sample of only 20 countries.

The lack of significance of the corruption
variables is “robust” to many specification tests,
available upon request. Regardless of what (rea-
sonable) set of controls is included in the right-
hand side of the regressions, we never find any
evidence that more corrupt countries receive
less aid. In particular, we have also investigated
the effect of other institutional features of the
receiving country. The type of electoral system
does not make a difference, nor the length of
tenure of leaders.'”

B. Debt Relief

Table 5 shows the results of three estimates
of debt relief. The primary aim of debt relief
programs it to lower the overall burden of for-
eign debt, where the debt burden is usually
measured in terms of debt/GDP or debt/exports.
Thus in addition to the political and policy
variables, we control for the initial debt. The
first equation shows that the level of initial
debt/GDP explains the allocation of debt relief
(not surprisingly). Furthermore, poorer coun-
tries received more relief and large countries in
terms of population received more than smaller
ones. Policy as measured by openness was not
significantly associated with debt relief, which
is somewhat surprising since debt relief should
be targeted to countries with a good policy track
record. The political variables “years as a col-
ony” and “political rights” are not significant,
showing the same results that were obtained for
overall aid for the 1990’s.'! Together these vari-
ables account for only 30 percent of cross-
country variation in debt relief. In column 2 we
add the ICRG measure of corruption. The coef-

19 In the 1975-1995 five-year period regression we mea-
sured tenure in office in the first year of each period.

"' The only significant political variable is “friend of
Japan,” but we are not sure how to interpret this result. In
part, it is because some of the largest recipients such as
Poland and Argentina have had a record of “voting with
Japan.” The coefficient on this variable falls clearly when
these outliers are directly controlled for. However, “friend
of Japan” remains significant.
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TABLE 4—STATISTICS OF ESTIMATES FOR AID AND CORRUPTION MEASURES

¢t Statistics
CORRICRG CORRTI CORRWDR1 CORRWDR2 CORRS&P CORRIMD CORRBERI

Dependent variable:
log of aid per capita

Panel (5-year averages); -0.39 0.33 -0.54 —1.55 —0.21 —0.70 0.77
time period 1975-1995 [269] [173] [142] [146] [167] [60] [151]
Average 1990-1995; —0.44 0.11 -1.79 -0.14 0.29 —0.72 0.72
time period 1990-1995 [64] [45] [20] [20] [42] [18] [35]

Notes: Table entries are ¢ statistics (constructed with White-corrected standard errors), with the number of observations below
in square brackets. All regressions include as controls: log(initial income), log(population), Israel, Egypt, openness,
democracy, years as a colony, UN friends of the United States, UN friends of Japan, and period dummies (for the upper panel).

See Table 1 for descriptions of variables.

TABLE 5—DEBT RELIEF AND CORRUPTION: OLS
ESTIMATES, AVERAGES 1990-1995 (DEPENDENT V ARIABLE:
TotAL DEBT RELIEF FROM 1989 TO 1997
IN THOUSANDS OF U.S. DOLLARS)

Independent variable [€))] 2) 3)
Constant —69.98 —7293 —25.14
(—2.94) (—2.83) (-263)
Initial debt/GDP 0.54 0.55 0.47
(5.96) 4.75) (10.12)
Log(initial income per 0.90 0.91 0.33
capita) (1.90) (1.64) (1.52)
Log(population) 0.81 0.82 0.32
(3.29) (3.02) (2.18)
Openness —0.58 —0.60
(—0.81) (—0.71)
Political rights 0.19 0.17
(0.83) 0.72)
Years as colony —-0.004 —0.004
(—-0.31) (-0.31)
Friend of United States —0.10 —0.12 —0.08
(—0.60) (—0.65) (—1.56)
Friend of Japan 0.62 0.65 0.22
(2.37) (2.23) (2.34)
Poland 12.51
(12.51)
Argentina 10.81
(16.01)
Egypt 10.29
(25.49)
Mexico 10.82
(16.68)
Corruption 0.11 0.12
0.37) (0.69)
Adjusted R*: 0.30 0.26 0.86
Observations: 68 61 65

Notes: Values in parentheses are ¢ statistics. Standard errors
are calculated using White correction. We use the period
total (rather than annual averages) because the pattern of
debt relief is very lumpy.

ficient on this variable is insignificant. As noted
above there are large outliers, that is, a few
countries received the bulk of debt relief. The

next equation includes indicators for Poland,
Argentina, Egypt, and Mexico in the same spec-
ification. The significance of the policy and
political variables is not affected but the fit of
the regression improves dramatically. The R?
jumps to 0.86.

The last equation tests if corruption (ICRG) is
associated with the amount of debt relief. We
find no significant effect. Table 6, constructed
like Table 4, confirms this finding for the other
measures of corruption.

C. Individual Donors

Table 7 explores whether one can find signif-
icant differences in the behavior of individual
donors. We have run a TOBIT regression in
which the left-hand side is the amount of aid/per
capita given by each individual donor. We use
the TOBIT procedures since there are “zeros”;
some donors do not give to all receiving coun-
tries.'* The controls are listed for every regres-
sion and they are slightly different for every
regression. For instance, certain donors do not
have colonies, and the indicator variable for
Israel is relevant only for the United States.'*

This table shows interesting cross-country
differences. Scandinavian countries (plus Aus-
tralia) seem to give more to less corrupt gov-
ernments. The fact that Nordic countries

12 1t is worth noting that, actually, the number of “zeros”
is not very large. Most donors give to many receiving
countries. For this reason, the TOBIT procedures produce
results quite similar to standard ordinary least squares.

13 We also added an indicator variable for Egypt. Our
results are unaffected regardless of whether or not this
variable is included.
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TABLE 6—STATISTICS OF ESTIMATES FOR DEBT RELIEF AND CORRUPTION MEASURES

Dependent t Statistics

variable: log of

debt relief CORRICRG CORRTI CORRWDRI CORRWDR2 CORRS&P CORRIMD CORRBERI

Total, 1989-1997 0.70 0.29 —0.41 0.47 0.53 1.37 1.47
[65] [43] [39] [39] [40] [15] [33]

Notes: Table entries are ¢ statistics (constructed with White-corrected standard errors), with the number of observations below
in square brackets. All regressions include: log(initial income), log(population), UN friends of the United States, UN friends
of Japan, and indicators of Egypt, Poland, Argentina, and Mexico. Debt relief is measured in U.S. dollars.

TABLE 7—TOBIT ESTIMATES FOR BILATERAL AID PER CAPITA AND CORRUPTION
(DEPENDENT VARIABLE: LOG(1 + BILATERAL AID PER CAPITA) FOR EACH COUNTRY; AVERAGE, 1970-1995)

Ex- UN
colony friend Number
Log Log of of Pseudo R’ left-
Country CORRICRG  Constant income population Openness Democracy country country Israel  [observations] censored
Significant (Negative) Relationship:
United States -0.20 7.26 —-0.19 -0.25 0.59 —0.16 0.00 002 319 0.27 1
(—2.50) (522) (—146) (—4.17) (1.97) (—2.67) (—0.27) (2.00) (4.14) 771
Insignificant (Negative) Relationship:
Japan —-0.06 1.89 -0.21 —0.04 0.98 —0.01 —0.02 0.01 0.24 0
(—1.20) (1.36) (—2.63) (—1.00) (4.67) (—0.25) (—1.73) (1.40) [77]
France —-0.03 1.82 -0.01 —0.12 —0.04 0.04 0.04 0.01 0.68 0
(—0.75) 2.17)  (—0.14) (—4.00) (—0.24) (1.33) (20.00) 0.71) 771
Spain 0.00 —-0.02 0.03 -0.01 —0.03 0.01 -0.04 9
(—0.12) (—0.06) (1.00) (—1.00) (—0.43) (1.00) 771
Canada —0.03 5.04 —-0.19 —-0.15 —-0.03 —0.07 —-0.01 0.33 0
(—0.75) (5.36) (=271 (—5.00) (=0.19) (—2.33) (—1.00) 771
Portugal -0.02 -0.52 0.01 0.00 —0.09 0.01 0.02 0.00 0.7 51
(—0.67) (—0.90) (0.20) (0.16) (—0.69) (0.50) (8.50) (0.75) 77
Insignificant (Positive) Relationship
Italy 0.05 334 —-0.18 —0.11 —0.09 0.02 0.03 0.00 0.58 1
(1.25) (4.34)  (—3.00) (—5.50) (—0.64) (0.67) (3.00) (—0.40) [77]
Germany 0.08 6.00 —0.21 -0.22 0.20 —0.04 0.26 0
(1.60) (6.45) (—233) (—5.50) (0.95) (—1.00) 7711
United Kingdom 0.06 4.00 —-0.18 -0.15 0.69 —0.04 0.02 0.00 0.67 3
(1.50) 4.71) (=2.57) (—5.00) (4.60) (—1.33) (10.00) (—0.80) 771
Switzerland 0.02 1.43 —0.09 —0.04 0.03 0.00 -0.44 1
(1.00) (5.30)  (—3.00) (—4.00) (0.50) 0.17) [77]
Netherlands 0.05 4.62 -0.29 —0.12 —0.03 -0.07 0.01 0.00 0.53 0
(0.17) (6.08) (—4.83) (—6.00) (-0.21) (—2.33) (1.00) (—0.08) 771
Significant (Positive) Relationship
Australia 0.02 0.39 -0.06 0.01 0.24 —-0.01 0.18 0.00 1.9 4
(2.00) (1.30) (—3.00) (1.00) (4.80) (—1.00) (45.00) (—1.00) [77]
Scandinavia 0.15 6.00 —0.46 —0.15 —0.09 —-0.05 0.19 0
(2.50) (5.61) (—4.60) (=3.75) (—0.38) (—1.25) [771

Note: Numbers in parentheses are 7 statistics; numbers of observations are reported in square brackets.

allocate their aid “well” is consistent with the
results of Alesina and Dollar (2000). Our view
is that this is due to the fact that these countries
had no colonies, and therefore, their choice of
aid allocation is less tied to colonial history and
related political influences. As a result, these
donors are more free to “pick” recipients rela-

tive to donors with former colonies or more
clearly defined strategic interests. At the oppo-
site extreme is the United States, for which the
significant negative coefficient on the corrup-
tion variable indicates that more U.S. foreign
aid goes to more countries that are corrupt.
Interestingly the political rights variable indi-



VOL. 92 NO. 4

cates that the United States gives relatively
more to democratic countries. These results,
viewed together, suggest that the United States
may be more interested in democratic institu-
tions per se relative to the quality of govern-
ment. Also, the United States may want to use
foreign aid as a political tool to promote certain
political outcomes in various parts of the world.
The Middle East is an obvious, but not unique,
example.

We have also estimated donor by donor re-
gressions using other measures of corruption.
Given the relatively low number of observa-
tions in several of these, due to data availability
plus the “zeros,” we do not show them, but they
are available upon request. The pattern of the
results is consistent with those of Table 7.

We have also explored whether there are sys-
tematic differences between multilateral and
bilateral donors. Estimates using the ICRG
corruption index show that there are no large
differences: Neither one seems to have discrim-
inated against corruption.'*

IV. Dynamic Effects of Aid on Corruption

In this section, we shed some light on the
dynamics of aid and corruption, even though it
is extremely difficult to address this issue. In
fact, while data on corruption capture relatively
well large cross-country differences, they are
not sufficiently refined to pinpoint accurately
the short-term changes in corruption within a
country. In a previous draft of this paper, we
looked at several specific episodes of large in-
crease in foreign aid. We noted that, in a ma-
jority of cases, these changes in aid were
accompanied by an increase in corruption (see
Alesina and Weder, 1999).

In Table 8, we present some more organized
evidence, using a yearly panel 1984-1995, the
only period for which a time series on corrup-
tion exists. The variable “changes in aid” has a
negative and statistically significant coefficient,
indicating that an increase in aid is associated
with an increase in corruption and vice versa in
that corruption appears to be persistent, since
the log dependent variable is highly significant.
These results are broadly consistent with those

14 All these results are available upon request.
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TABLE 8—DYNAMICS OF CORRUPTION AND AID
(DEPENDENT VARIABLE: CHANGE IN CORRUPTION;
YEARLY PANEL)

Independent variable (1) 2)
Constant 0.05 0.033
(3.66) (0.69)
Growth of GNP —0.003 —0.002
(—1.69) (—1.27)
Percentage change in aid —0.07 —0.054
in U.S. dollars (—1.92) (—1.94)
Percentage change in aid 0.034 0.03
(lagged) (1.10) (1.18)
Lagged change in 0.17 0.17
corruption (3.74) (5.50)
Year dummies no yes
Adjusted R*: 0.04 0.06
Number of countries: 84 84
Number of observations: 848 848

Note: Numbers in parentheses are ¢ statistics.

of Svensson (2000) who uses a rather different
approach. He estimates a two equation system
of aid and corruption (measured by the ICRG
variable) and finds that in ethnically fragmented
countries windfalls of foreign aid tend to in-
crease corruption. These results on aid and cor-
ruption are robust to adding a variable capturing
elections or changes of governments in the
right-hand side.'> They also do not change
when we add a variable which measures the
length of tenure in office of the current
government.'®

Our results have to be interpreted cautiously
for several reasons. First, given that corruption
is measured on a point scale, these results can-
not properly discriminate between two alterna-
tives: (i) out of a larger pot of money, does a
larger amount of money, in absolute terms, go
for corrupt purposes? or (ii) out of a larger pot
of money does a larger proportion of it go into
corrupt activities? One may argue that only the
second alternative imply a true “increase” of
corruption.

The second issue is that the one-year lagged
change in aid is not significantly associated with
subsequent changes in corruption. This could

!> We found a positive, borderline insignificant coeffi-
cient on the election variable, indicating that perhaps after
an election there is an attempt at “cleaning up.”

16 The tenure in office variable is insignificant. All these
results are available from the authors upon request.
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suggest that “windfalls” from increased foreign
aid are dissipated very quickly. On the other
hand, one may argue that the “voracity effect”
should imply more long-lasting effects.

Third, we cannot fully resolve the question of
causality in the relationship between changes in
aid and corruption. It is possible, although
somewhat implausible, to argue that an admin-
istration that has become more corrupt is also
more successful in attracting higher aid (in the
same year), somehow bribing or misrepresent-
ing conditions vis-a-vis aid donor. However,
such a behavior would not be captured by our
measure of corruption, which reflects the local
level of bribery and administrative discretion
vis-a-vis the private sector. Thus, we would
interpret our results as supportive of the thesis
that higher aid leads to more rent seeking and
corruption.

We perform a series of sensitivity test. For
instance, one may suspect that the relationship
between aid and corruption may have changed
in recent years: with the break up of the former
Soviet Union, foreign aid started flowing to
transition economies, many of which may have
gotten more corrupt in the process of transition.
However, neither an indicator for transition
economies nor a post-1990 dummy is signifi-
cant. Including a time-trend variable or year
dummies does not alter the results on the aid
variables.'”

As noted above, since the estimates are in
first differences they are not sensitive to the
exclusion of other potential determinants of
corruption that vary little over time (such as
openness or the form of the political system).
However, the dependent variable exhibits
very little variation over time. Given the na-
ture of corruption it is not clear how well the
variable captures small changes in corruption
and we cannot test robustness to measurement
of these results since there are no other time
series of corruption measures. Therefore,
these results on the dynamic relationship be-
tween aid and corruption have to be taken
very cautiously.

7 We also experimented with measure of aid scaled by
GDP, in per capita terms, or by government spending. The
results (available from the authors upon request) were
similar.
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V. Conclusions

The answer to the question posed in the title
is “no.” There is no evidence that less corrupt
governments receive more foreign aid. Our vast
exploration of the data never uncovered any
even weak evidence of a negative effect of
corruption on received foreign aid. The same
result applies to debt relief program, an addi-
tional form of aid.

We found significant differences across do-
nors. Scandinavian donors (the most generous
in per capita terms) do reward less corrupt re-
ceivers. On the other hand, the United States
appears to favor democracies, but seems to pay
no attention to quality of government of receiv-
ing countries. Finally, we find indications of a
“voracity effect” of foreign aid.
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