L]

:ﬂdelon com

THEORY AND PRACTICE s
OF FOREIGN AID

Edited by
Sgid Lahiri
Vandeveer Professor of Economics,
Southern Illinois University at Carbondale, USA

ELSEVIER

Amsterdam - Boston - Heidelberg - London - New York - Oxford - Paris
San Diego - San Francisco - Singapore - Sydney - Tokyo



CONTENTS

ABOUT THE SERIES: FRONTIERS OF ECONOMICS AND

GLOBALIZATION

ABOUT THE VOLUME

LIST OF CONTRIBUTORS (IN ALPHABETICAL ORDER)
THEORY AND PRACTICE OF FOREIGN AID: INTRODUCTION
Syjal Lahiri

PART I: THEORY OF AID

CHAPTER 1 CONFLICT IN THE PRESENCE OF ARMS TRADE:

CAN FOREIGN AID REDUCE CONFLICT?
Zsolt Becsi and Sajal Lahiri
1 Introduction
2 The model , <
3 The War equilibrium
4 Foreign ad and conflict
5 Conclusion
References
CHAPTER 2 POVERTY, UTILIZATION OF FOREIGN AID AND
CORRUPTION: THE ROLE OF REDISTRIBUT1VE
POLITICS
Sugata Marjit and Vivekananda Mukherjee

1 Introduction

2 Modd and results

3 Discussion and conclusions
Acknowledgement
References

vii

Xi

XXV

w

= 00 O w

1

17

17
20
27
28
28



Contents

CHAPTER 3 AGGLOMERATION AND AID

Seven Brakman, Harry Garretsen and Charles Van Marrewijk

1 Introduction -

2 The modd .

21 Demand

2.2 Manufacturing supply

2.3 Labour market

2.4 Equilibrium for a variety with transport costs

2.5 Short-run and long-run equilibrium o

Analyses of aid and agglomeration: the two-country case

3.1 Aid in the 2-country core model of geographical economics
3.2 Complete agglomeration

The effects of a bystander: foreign aid in the 3-country model
4.1 The spreading equilibrium o

4.2 Discrete transfers in an asymmetric setting

Conclusions

Acknowledgements

Appendix A: Stability around the spreading equilibrium in the 3-country
model

References

CHAPTER 4 DOESFOREIGN AID IMPEDE FOREIGN

INVESTMENT? "o
Hamid Beladi and Reza Oladi
1 Introduction .
2 Sector specific foreign investment
3 Mohile capital '
4 Conclusion

Acknowledgement
References

CHAPTER 5 INFRASTRUCTURE AID, DEINDUSTRIALIZATION

AND URBAN UNEMPLOYMENT
Jai-Young Choi and E. Kwan Choi

1 Introduction

2 Assumptions and the basic properties of the modd

21 Assumptions

2.2 Short-term, cost-saving effect of infrastructure aid

2.3 Factor prices, urban unemployment and exchange rate in the long run

31

31

RR&BG

35
36
36

J&ERA

49
50

52

55

55
60

62
63

65

R

69



Contents

3 Infrastructure aid and welfare
4 Sectoral Outputs and Deindustrialization

4.1 Infrastructure aid to agriculture and deindustrialization

4.2 Infrastructure aid to the manufacturing and deindustrialization

4.3 Infrastructure aid to the nontraded good sector and deindustrialization
5 Concluding remarks

References

CHAPTER 6 WHEN CAN COMPETITION FOR AlID REDUCE
POLLUTION?
Nikos Tsakiris, Panos Hatzpanayotou and Michael S. Michael

1 introduction
2 The model
3 Pollution, welfare, and environmenta policies
3.1 Pollution, and environmental policies
3.2 Wdfare, and environmental policies
4 The Nash equilibrium
5 The competition for aid equilibrium
5.1 The recipient countries set optimally their emission tax rate t'
5.2 The recipient countries set optimally the fraction b' of foreign aid
allocated to pollution abatement
6 Conclusion
Acknowledgements
Appendix A: The complete system of comparative statics
Appendix B: Proof of Equation (1.2)
Appendix C: Using Equations (9—1 1) we obtain the coefficients and
signs of Equations (13)-( 15)
Appendix D
References

CHAPTER 7 FOREIGN AID, INTERNATIONAL MIGRATION AND
WELFARE
Sobodan Djajic

1 Introduction
2 Foreign aid and welfare of the rich and the poor
3 Aid and welfare with endogenous emigration
4 Aid, emigration, and foreign exchange earnings
5 Concluding remarks

References

XVii
72
74
76
78
80
82

85
89
92
92

95
96
97
98
100
100
101

102
103

105

105
106
110

14



xviii Contents

CHAPTER 8 THE HOPE FOR HYSTERESIS IN FOREIGN AID
Gil S Epstein and Ira M. Gang

1 Introduction

2 The modd
2.1 The donor
2.2 The recipient country
2.3 Two-period model
2.4 The recipient country's investment
25 Casel: Ided levelsequal, | — J
2.6 Casell: Donor's ided levels are smaller than of the reC|p|ent country,
I <J
2.7 Caselll: Donor's ideal leved is higher than that of the recipient, J < |
2.8 Donor's investment and recipient country's investments cost
2.9 Comparing the levels of investment, XJ" and x*

3 Conclusion ;
References

CHAPTER 9 A PARETO-IMPROVING FOREIGN AID IN A DYNAMIC

NORTH-SOUTH MODEL
Koji Shimomura

1 Introduction
2 The model
3 The steady state
3.1 A genera model .
3.2 A specific case
4 Indeterminacy and a Pareto-improving foreign aid
4.1 Indeterminacy .
4.2 A Pareto-improving foreign aid
5 Concluding remarks
Acknowledgements
Appendix A: As X® -* 0, /o> k{t)eP' dt -* O
References

CHAPTER 10 INTERNATIONAL TRANSFER UNDER STAGNATION
Yoshiyasu Ono

1 Introduction
2 The model
3 International transfer
3.1 Full employment in both countries
3.2 Transfer from a country with unemployment to a country with full
employment
3.3 Stagnation in both countries

17

117
118

118

121
124
124

125
125
125
126
127

131

133
135
135
136
140
141
144
147
148
148
152

155

155

161
161

162
165



Contents

CHAPTER 15 AID AND ECONOMIC DEVELOPMENT IN AFRICA
Arne Bigsten

1 Introduction

2 What determines growth?

3 African growth constraints

4 The evolution of ad strategies

5 The growth constraints and aid

6 In search of an ad strategy for Africa
7 Donor coordination and aid modalities
8 What form of conditionality?

9 Internationa integration
10 Concluding remarks

References

CHAPTER 16 AID AND GROWTH IN KENYA: A TIME SERIES
APPROACH
Oliver Morrissey, Daniel M'Amanja and Tim Lloyd

1 Introduction

2 The modelling approach

3 Aid, fiscd policy and growth

4 Aid, investment and growth

5 Conclusion: has aid failed in Kenya?
Appendix A: Cointegration tests for the fiscal model
Appendix B: Cointegration tests for the investment model
References

N

CHAPTER 17 WHAT DOESAID TO AFRICA FINANCE?
Shantayanan Devarajan, Andrew Sunil Rajkumar and
Vinaya Swaroop

1 Introduction
2 A modd of semi-fungible aid
3 Empirical analysis
3.1 Empirical research on aid fungibility
3.2 Data, choice of variables and sample statistics
3.3 Regression analysis
34 Regression analysis. What determines the level of fungibility?
4 Conclusion '
Data Appendix A
A.l Sample: Size and sdlection
A.2 Data sources
References

XXi

289

289
290
292
296
298
300
302

306

307

313

313
315
317
322
327
329
330
330



XXii Contents

CHAPTER 18 AID EFFECTIVENESS IN THE EDUCATION SECTOR:

A DYNAMIC PANEL ANALYSIS
Katharina Michaelowa and Anke Weber

1 Introduction .

2 Dataand variable selection

3 Econometric analysis
3.1 Results for the structura panel
3.2 Results for the annua panel

3.3 Testing for non-linearities and the possible interaction of aid and

governance

4 Conclusions
Acknowledgements
Appendix A: List of variables
References )

i<
i

CHAPTER 19 THE DETERMINANTS OF AID IN THE POST-COLD

WAR ERA
Subhayu Bandyopadhyay and Howard J. Wall

1 Introduction
2 Empirica modd and data
3 Empirical results
31 Mode without fixed effects
3.2 Mode with fixed effects ,
4 Conclusions
Acknowledgements
Appendix A: Country averages ,
References

CHAPTER 20 FOREIGN AID, HISTORY, AND GROWTH
Scott Gilbert and Kevin Sylwester

1 Introduction

2 Hisgtorica factors and economic outcomes

3 Empirical methodology

4 Results
4.1 Indtitutiona explanations
4.2 Geographic explanations
4.3 Other explanations

5 Conclusion
Acknowledgements
Appendix A
References

» 357

357
358
362
365
369

376
381
382
383
384

387

387
389
393
395
395
398
398
399
402

403

403
406
407
409
411
412
414
416
417
417
418



Contents

CHAPTER 21 FOREIGN AID AND EXPORT PERFORMANCE:
A PANEL DATA ANALYSIS OF DEVELOPING
COUNTRIES
Jonathan Munemo, Subhayu Bandyopadhyay and
Arabinda Basistha

1 Introduction
2 Modd specification, data, and estimation
21 Modd specification
22 Data
2.3 Estimation issues
3 Primary empirical results
31 Full sample estimation results
3.2 Estimation results from the sample of 72 countries
4 Empirica results from least developed economies and low income African
countries
5 Conclusion
Acknowledgements
References

SUBJECT INDEX

XXiii

421

421
422
422
423
425
426
426
427

429
430
432
432

435



