The Effectiveness of Foreign Aid:
Overview and an Evaluation Proposal

Arne Bigsten
Jan Willem Gunning
Finn Tarp

February, 2006

! Department of Economics, Géteborg University, Bd®, SE 405 30 Goteborg, Sweden.

2 Department of Development Economics, Free Unitiersi Amsterdam, De Boelelaan 1105, 1081 HV
Amsterdam, The Netherlands.

% Department of Economics, University of Copenhag8mydiestraede 6, DK-1455 Copenhagen K,
Denmark.



1. Introduction

Over the last year there has been an extensivaisdien within the DAC
Evaluation Network about the possibilities of doirgpmprehensive aid impact
evaluations at the country level. Edgren (2004)xulises ways in which total aid
contributes to the achievement of desired developmgtcomes at the country level, and
he elaborates on how the impact of the combinegatigrom donors to a particular
country might be evaluated. It is also suggestad ttie following activities are essential
in a comprehensive approach: (i) evaluating theallvdevelopment cooperation system
and associated development outcomes, (ii) assetisingombined ODA contributich,
and (iii) reviewing the contributions of individuabencies. It is finally noted that focus
should be on process and strategy rather than ancéss indicators”. The key
methodological challenge is to what extent it igsible to separate out the effect of aid
from the effects of other influences.

The Edgren proposal was discussed at a series etings, after which we were
invited to reflect about what would in our view #eable and defensible. A first version
of the current paper was prepared and presentadnairkshop in Stockholm on 10-11
November 2005. A common view at the workshop was dlur paper was too limited in
scope, and that it should be extended to deal mitheimplementation and in particular
with impact. On the basis of the discussions at Mevember workshop and on
subsequent consultations with the steering groupghef “Total ODA-initiative, we
revised our paper to the current version.

By way of introduction, we reiterate that thereindeed need for improved aid
evaluation. Foreign aid has evolved considerabbr ¢hve last five decades in response to
a dramatically changing global political and ecomomontext; and the allocation,

implementation and impact of foreign aid remainteatious issues on both the donor

* Edgren suggested more specifically that the aimlshould begin with a review of the allocation of
resources from ODA between different sectors amesliof activity, along with an assessment of the ro
that privileged sectors and activities have plaiyedchievements. He emphasized that indirect effalsto
need to be taken into account, and he identifiegetiuestions to consider: First, what is the valdeed

by ODA, its positive contribution to recorded ackiments, including (i) considering political econom
aspects, and (ii) looking at the relationship bemv®DA and government revenue and domestic resource
mobilisation, as well as non-material resourceshsag management. Second, the evaluator should take
account of the negative effects of aid, for exampléhe form of increased transaction costs. Tham
finally, factors which enhance aid effectivenessuiti be reviewed.



and the recipient side of the aid relationship.nSigethis perspective, the initiative at

hand is both interesting and associated with censlie potential. At the same time, a
renewed aid evaluation effort needs to be basexband academic principles to produce
insights that are both scientifically valid and fusén practice. In this paper we therefore

discuss the strengths and limitations of the cas@ysapproach, inherent in the Edgren
proposal, and we note it is essential that theslifetween means and ends are
demonstrated rather than assumed.

The need for a well identified and commonly undsrdtcounterfactual is the key
technical issue addressed, and a call is madenfisting on analytical rigour as an
essential principle in the evaluation effort. Imsthevised version of our paper we discuss
again how the optimal design of a study of the tgulevel effectiveness of ODA might
look like. In response to the various demands meat given our understanding of
existing technical constraints we propose an ceitlri a case study framework, and
identify the added value of such an undertaking.

The paper is structured as follows: In the nextiseave briefly specify what is
meant by the evaluation challenge. Section 3 reviaternative approaches to aid
evaluation, and this is followed in Section 4 bgiscussion of some ongoing evaluations,
which are both relevant and important in the presemtext. Section 5 motivates our
overall proposal, which involves a two-prongeddafectivities, and we also discuss what
the value added would be. Section 6 presents iatgredetail the first part of our
proposal, which is focused on an evaluation ofitheact of aid on policy choices and
policy implementation in recipient countries. Weegent in turn in Section 7 how
evaluation of the impact of total ODA in countrysea could in our view be pursued.
Finally, we outline in Section 8 the contents ofemded country case studies, and

concluding remarks are offered in Section 9.

2. TheEvaluation Challenge

Before reviewing existing alternative analyticalpegaches to the evaluation of
the impact of foreign aid, it is pertinent to idénthree key questions, which are intrinsic
to the evaluation challenge. They apply acrossbtherd to all evaluations, independent

of their scope and other more specific charactesist



First, it is necessary to clarify what is to be laated. A common practice in
much of the aid system is to evaluate the deliegipputs, and answer questions such as
whether budgeted funds have been spent as plafihiesds fundamentally different from
evaluating the ultimate impact of the aid effont,tbe socio-economic targets reached.
Inputs may — even if they are delivered at the pdaintime and place — ultimately fail to
have their desired effect. A main reason for doawgluations is to conclude by
proposing improvements to the aid process, so aimdlecome more effective in the
future. We do not wish to downplay the importandeincreased efficiency in input
delivery, but there is in our view a very high pdtal payoff to be reaped from a better
understanding of underlying causal relationshipsveen aid delivery and aid impact.
Moreover, the level of ambition in the proposeddsgtis not only to emphasize final
impact, observing apparent empirical, or casudhticmships, but to better understand
why certain effects occur. We suggest in other watds time to start addressing the
challenge of opening up what is often referredstétlae black box” in aid evaluation. We
believe our proposal would mark a step in the rditgction, but the complete opening of
the black box is realistically speaking not goiadhappen in the near future.

The second question is whose perspective shouldelied on in evaluation
efforts. In the Edgren proposal it is argued the¢@pient perspective should be adopted
throughout. While fully in agreement with furtheginthe general aim of increased
efficiency and with the somewhat elusive goal ofipeent “ownership”, this is not
wholly unproblematic analytically. Assume that @gipient is meant the government of
an aid receiving country. How does one proceed wheexample the assumption of a
benevolent government does not hold, in full opart? To put it more bluntly, what if
the aid receiving government’s main aim is in tgato enrich the ruling elite? Yet
another potential problem in choosing the perspedaif the aid receiving government in
the medium- to long-term term is that this perspectmay not be well defined. The
government and both ideology and development glyateay have changed several times
over. We acknowledge that an evaluation study shewldently relate to government
targets, but we argue there is need to make satethis is done with reference to a
generally accepted broader set of welfare appr@aahd measures relevant to the poor

or the whole population. What is commonly referreed as “donor driven” driven



development and evaluation must in our view be daai on normative and on positive
grounds. Yet, it should not be overlooked that idgng and defining the “correct” (or
optimal) alternative is by no means straightforwdtds therefore in our view critically
important to be as clear as possible about theabsit of criteria against which the
evaluation exercise is undertaken, so independgfication becomes not only possible,
but an established norm.

The third, partly overlapping question concerns howevaluate the impact of aid
in a scientifically defensible way. The issue afefishing an appropriate counterfactual
is the key challenge here. Various approaches beee tried to deal with the problem of
measuring “true” impact of aid. One is to compaasyéts with actual outcomes. The
problem is that a target may be reached for reafmatshave nothing to do with the
provision of foreign aid. For example, if a giveouatry is fortunate to reap a terms of
trade gain that increases income, this does nonnteat aid was effective, and vice
versa. Another quite common approach is to relybefore/after comparisons, but also
this approach suffers from the shortcoming thatahalyst cannot attribute the effect to
the treatment.

Thus, to be able to measure the effect of a treatidgsuch as aid) of a person
(group, country, ....), an evaluator must in prineijple able to compare the value of a
chosen indicator in two strictly independent sitas: with and without treatment. Only
in this way can the effect of X be calculated cotigeby subtracting the outcome without
X from the outcome with X. Yet, in reality a giveerson (group, country, ..) can only be
observed in one of these two situations, and awez & lot of other circumstances may
have changed, which influence the outcome. Accgidijrto establish a “true” measure
of the impact of X, the importance of these circtanses needs to be accounted for. The
evaluator must somehow try to find a way of essdinig what would have happened if
treatment X had not occurred, all else being ecarad, why. Alternatively, if a group of
selected people, groups or countries are compdrédteasame point in time (with and
without treatment), the evaluator needs to acctamthe impact on the chosen indicator
of the other differences that exist among the usfitsbservation in reference. This is the

fundamental evaluation problem, and we highliglat tthere are no ways in the social



sciences of addressing this problem in a broadlge@@able way without making
assumptions that are bound to be debatable, imytlal in practice.
On this background we review in Section 3 the apphes that have been

attempted in the past to address this crucial ehgd.

3. Approachesto the Analysis of the Impact of Aid

The past 50 years have withessed a massive outgoofistudies on the impact
of foreign aid. The topic has been a central arcurreng theme with which both
economists and specialists from other social seiemave grappled; and the question of
whether aid works or not has been approached frdfereht methodological and
ideological perspectives. More specifically: (ietimpact of aid has been evaluated at
both the micro- and macroeconomic level; (ii) crosantry as well as single-country
case studies have been relied on; and (iii) aiécéffeness research includes broad
surveys of a qualitative and inter-disciplinaryuratas well as quantitative analyses. A
comprehensive survey of the aid effectivenessdlitee is beyond the scope of this paper,
but as a starting point for our discussion it iefusto review how the aid evaluation
literature has evolved in general.

In the early years of the “modern” aid era in tl90s and 1960s, foreign aid was
mainly used to finance projects. Standard costiteamalysis (CBA) seemed, as
discussed by Little and Mirrlees (1990), to be aprapriate tool for evaluation, and
CBAs of stand-alone aid projects have by now beerajr enterprise in the aid industry
for more than fifty years. A mass of project eviderhas been collected, and this
includes, for example, that aid-financed projeat®frica often have high returns. The
most rigorous project evaluations are done by tleel\Bank, and for the period 1993-
2002 an average rate of return of 22% is referoedyt the Economic Commission for
Africa (ECA, 2005, p. 298). The ECA also highlighist projects have in recent years
been characterised by improving sustainability laetter institutional impact.

Turning next to what is typically referred in theatuation literature as project
impact evaluation, this approach focuses on thefitercaused by a project, e.g. changes
in enrolment due to an education project. This typevaluation can therefore be seen as

a component of CBA, broadly speaking, but impachl@ation is regularly done in



isolation. Moreover, in impact evaluation the asalgither relies on quasi-experimental
techniques (if the treated were selected randoroly) more commonly, statistical

techniques are used (e.g. propensity score mafctorgprrect for differences, which are
not due to the intervention, between the treateblaacontrol group.

When it comes to evaluating “process projects” agrat developing institutions,
it seems clear that they are so far removed franfittal development outcomes that it is
hard to do quantitative analysis of impacts onlfiaagets such as growth or poverty
reduction. There is as yet no technique availabkt is broadly accepted by the
profession which can effectively link institutioriaiprovements to impactsThe lack of
commonly agreed techniques to measure such efifecsconstraint on what we can
propose, since a major requirement was that weldhpyapose an approach that at least
makes a first step in the direction of trying t@kdeith causal mechanisms.

So project evaluation continues (and should), bsgldom measures final impact,
and even when impact is measured rigorously aptbgct level this does not provide a
convincing answer to the macro aid effectivenessstijon. The total effect may differ
from the sum of the parts, e.g. because aid hasr@ft(negative and/or positive) effects.

In the 1980s a shift took place in foreign aid todgarelying more on adjustment
lending as a leading aid modality. This led to agkwhether adjustment aid and aid-
induced policy changes work, in theory and pracfidesre were indications that this was
not the case, and results seemed to depend on & wdwoge of country specific
characteristics. These largely negative resultewentrasted with the overwhelmingly
positive results from CBA-analysis of projects. §ked to a debate of the micro/macro
paradox, identified by Mosley (1987), who suggeshed aid seems to work at the micro
but not at the macro levIlOne issue used to explain the micro/macro paragsthat

projects are affected by fungibility, which meamstt donors in effect finance other

® Some types of aid interventions are very hardvauate in quantitative terms. For example, it seem
reasonable to argue that aid should be used tovelnattlenecks leading to aid absorption problerms a
inefficient administration. The analysis of theeegffs of such attempts on economic growth or poverty
reduction remains controversial. Chauvet and Qdli€2004) have looked at the impact of aid on @oli
and institutional reform, but the analysis is tém&ga Burnside and Dollar (2004) found evidencet tha
institutional quality determines the effectivene$sid. Yet, the possible endogeneity, not onliaf, but
also of policies and institutions is addressed bigBard, Hansen and Tarp (2004), who provide refa®

to the debate on institutions and growth.

® See White (1992), Cassest al. (1994) and Hansen and Tarp (2000) for further udision and
clarification.



projects than the aid project that receives theayoRungibility seemed, it was argued,
to undermine donor intentions, and in such a sgtiiaditional CBA evaluation clearly

failed to be convincing. It was also widely undecst that simple “targets versus
outcomes” and “before versus after” comparisonevaeking, so it became increasingly
imperative to develop a well-specified counterfatto sort out what the real effects of
aid transfers are. In other words, the need tmdhice a control group approach in aid
evaluation based on modern econometric theory &wd data became gradually better
appreciated.

The dissatisfaction with the relevance of microlgses of aid impacts as well as
earlier cross country macro-work led on the aboaekbround to the emergence in the
1990s of an influential literature in which renewatlempts were made to analyse the
aid-growth link at the macro-level. These studieskb novel ground in at least four
areas. First, they made use of panel data for ereasing number of years and a large
number of countries. Second, new growth theoryiiedpthe analysis in distinct ways,
providing a different analytical basis comparegtevious work. Measures of economic
policy and the institutional environment were irdgd directly in the reduced form
growth regressions alongside traditional macroesovoawariables. Third, endogeneity of
aid and other variables was addressed explicitlyoime studies. Finally, the aid-growth
relationship was explicitly recognized as being ioear. These were major
methodological innovations, and they representdistinct step forward in the empirical
work on aid effectiveness.

One reason for the popularity in the past 10-15s@& the cross-country panel
data approach is that it makes it possible to mbegond simplistic aid-growth
correlation analysis, where the analysis of caaffalcts is indeed rather primitive. The
analyst can in the modern aid-growth work contmi the impact of a large range of
variables, and in this way becomes able to movseeclto the ideal of having a reliable
counterfactual. It is therefore not really surprgsithat the cross-country aid-growth
literature gradually became dominating from the 48@0s in attempts at identifying
conditional relationships between aid and growth.

Burnside and Dollar (2000) argues that aid is neffective in “good” policy

countries, while its growth impact is negligible ‘ipad” policy environments, findings



that were at the core of the influential “Assessiid’ study by the World Bank (1998).
The policy recommendation was that aid should beeotrated in good environments,
rather than being allocated based on needs. Thehewever difficult modelling and
econometric issues involved in the estimation a&sé effects, and Hansen and Tarp
(2001) criticised some of the choices made by Bdenand Dollar and found in their
own analysis that aid may have a positive impactgmwth even in less favourable
policy environment$.Also Easterly, Levine, and Roodman (2004) haveckmted that
the results in Burnside and Dollar are lackingabustness, and Roodman (2004) can be
consulted for a comparative analytical overview.

There is now a certain degree of agreement thatascdn average had a positive
growth impact, but worries about constraints onogitsve capacity and diminishing
returns, which mean that the positive effect of aid growth peters out once its size
exceeds a certain proportion of GDP, remains; tthdd also been pointed out that Dutch
Disease effects may hinder export growth. McGidliv2005) found in his survey of the
literature that various studies place the dimimghieturns in the range of 15-45% of
GDP.

So the aid-growth cross-country regression litegatlid devise a way to deal with
the counterfactual issue, but it suffers from thebpem that it assumes that all countries
have the same underlying structure, once the imgfatie explanatory variables has been
accounted fof. Another problem is that the aid processes thatiatel the outcomes
were not dealt with explicitly. They were left ihet black box. It is therefore hard to
extract lessons about donor practices from thdteestithis literature.

Another strand of the aid-impact literature maksge of Computable General
Equilibrium (CGE) models, where the analyst carafiely hold everything else but a
specific policy intervention X constant and themsiate what impact X has. These kinds
of models have the advantage that they have anltiownterfactual and take indirect

economy-wide effects into account. However, thesp aduffer from limitations of their

" Reviews of the debate are provided by Kanbur (2008llier and Dollar (2004), Dalgaard, Hansen, and
Tarp (2004) and Roodman (2004). Recently, ClemRaslelet, and Bhavnani (2004) addressed the issue
by defining “short impact aid” to distinguish aidrfwhich a growth response may be expected. A tecen
paper by Dalgaard and Hansen (2005) reports higirn® to foreign aid in a cross-country analysis
comparable to the micro level evidence referrealtove.

8 See Solow (2001) for a thought provoking and \ezitycal reference.



own if the aim is to address the question whatiaitbws do for growth. The CGE
models typically optimize within given constraintgjt aid inflows lift these constraints
and thereby tend to lead to higher output. Differesults may emerge if distortions are
incorporated in the model, but the CGE models arany case stylized versions of the
world that cannot take all relevant aspects intmant. Thus, it is hardly a credible proof
in practice that “aid works” if it can be shown kit a CGE model that aid leads to
higher output. Instead, these models may be mos&ulus testing different types of
policies and comparing outcomes, but this appraadiardly what is called for in our
case.

We have noted that the analyst needs a well-defioedterfactual to get quality
results, and new techniques have emerged to iglecrtefdible control groups such as
impact randomization and propensity score matctiRagvallion, 2001). The problem
with these techniques is that they are approprgtly if the impact of aid can be
guantified, e.g. as an increase in enrolment dficdm from a clearly defined group. This
condition is often not satisfied for policy reformas programme aid, technical assistance
or institutional development. At present there arempts under way to extend these
techniques to (at least a partial) evaluation atmeaid or general budget support. We
will build on those in our proposal below.

Econometric time-series country studies of indialdaountries have not been
used extensively in the recent aid evaluationditae. To do this there is need for long
time series data to run unit root tests, tryingfedldnt specifications and estimation
techniques. The risk of getting unusable or indigamnt results is at present very high, the
basic problem with this type of country specifiadies being constraints on the degrees
of freedom and difficulties in finding cointegragimelationships. It might be worthwhile
to test whether such analyses can produce usalési,ebut we are a priori doubtful, so
this is not what we are aiming for at present.

More comprehensive, but less formal, country evaunastudies have also been
carried out over the years. For example, a setudfiess was done by SASDA in the
1990s (Bigsteret al. 1994a, 1994b, on Tanzania and Zambia) and ane#tef country
studies was carried out by White (1994) on the wmemwnomic impacts of aid. Other

studies have looked at the impact of structuraligtdjent, here meaning policy impacts



in addition to the amount of aid and how it is dp&ihite (1999) reports on a series of
studies, which were done to evaluate the impagiroframme aid funds. They tried to
trace how programme aid affected macroeconomic eggdes such as imports and
government spending, and from this an effort waderta infer the impact on growth. It
is generally acknowledged it is very hard to esshbhn appropriate counterfactual at the
country level. For example, with regard to the gsial of the impact of funds and policy
White (1999, p. 93) states: “...econometric estimatiof meaningful economic
relationships at the required level of disaggremmatis virtually impossible”. What is
applied is an “ad hoc approach which starts bytifleng aid in a consistent set of
internal (government finance) and external acco(ipégance of payments). From that
starting point a “no aid” counterfactual set of @aats is constructed.” From this set of
data one then attempts to get some idea aboutngidcts. These impacts refer to factors
that are taken to be important for growth, but eaanot identify the direct impact on
growth or poverty reduction. While clearly of ingst to the evaluation literature these
types of studies all suffer from the problem ofvieg unaddressed the challenge of
clearly defining a counterfactual.

Still, White (2005) provides two arguments for coyrcase studie3The first is
that although they abandon being representative alew for more for depth. A case
study can go deeper into a variety of issues thanat be addressed effectively in a desk-
based portfolio review. The second argument is thatapproach used by for example
the OED of the World Bank is not based on caseiesudlone. Instead it combines a
number of approaches, and as such is a mixed agprddis kind of approach is
probably what Edgreret al. had in mind. We find such studies interesting, breé
concerned whether they will produce novel resalig] results that measure aid impacts
with enough (causal) precision to have decisiveaichiin the aid evaluation debate. Still,
in the next section we will look at some interegtand ambitious comprehensive studies

to see what can be learnt.

° White (2005) also argues that there is scope faamsdies, which aggregate performance from differ
studies. He notes the such analysis involves sigsstnamely: (1) define the problem; (2) collea th
relevant studies to be reviewed; (3) screen thdiesufor quality; (4) standardize the indicatorsl @ode
them; (5) produce a synthesis measure; and (6@pressults.

10



4. Comprehensive Evaluations

Comprehensive in-house evaluations are carried byutall individual donor
agencies, and the amount of this kind of work issnee. It is therefore beyond the scope
of this paper to try to summarize it here. Insteael will focus on two types of
evaluations which contain elements that seem pdatiy relevant in our search for
methods for evaluation of the impact of total ODAamely World Bank Country
Assessments, and the ongoing multi-donor evaluadiogeneral budget support. We
highlight that the choice of these two examplesctviare “donor driven”, and the way in
which they are described, is not meant to ignosads of who should ideally “drive” the
evaluations to make them as pertinent and insiblaéu possible. This is as clearly
illustrated by the comments made by participantthat Stockholm seminar on 10-11
November 2005. It is a difficult topic on which tkeis at present no consensus. We
merely use the two examples below as illustratiminthe kinds of concerns, which any
comprehensive evaluation must address one wayeattter.

The World Bank Country assessments are comprelendit they do not
evaluate the recipient’s overall development prec@hey start by defining a set of
objectives, typically a sub-set of the Client’s di@pment objectives. Then it is assumed
that the outcome of the assistance programme &rdeted by thgoint impact of four
agents: (a) the Client; (b) the Bank; (c) partnarsl other stakeholders; and (d)
exogenous forces (e.g., events of nature, intemaltieconomic shocks, etc.). The Bank’s
evaluations have three dimensions (triangulatiam)their evaluation to check for
consistency in the results. They are “(&raducts and Services Dimensjamvolving a
“bottom-up” analysis of major programme inputs-lsaand aid coordination; (b) a
Development Impact Dimensiomnvolving a “top-down” analysis of the principal
programme objectives for relevance, efficacy, ootepsustainability, and institutional
impact; and (c) arttribution Dimensionin which the evaluator assigns responsibility
for the programme outcome to the four categorieaatdrs.” In evaluating the outcome
(expected development impact) of an assistancergmuyge, the OED gauges the extent
to which major strategic objectives were relevamd achieved. OED utilizes six rating
categories for outcome, ranging from highly satiey to highly unsatisfactory. It also

considers some dimensions of institutional develpnmpact and sustainability.
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This type of analysis is a sort of mixed approashdscussed above, and this
could be one possible model from which to startettgving a framework for the
evaluation of total ODA. Yet, the reservations veel labove still apply.

Apart from the World Bank Country assessments,rsadium of donors is in the
process of completing one of the most ambitiousiuaw@mns that have so far been
attempted. This is the evaluation of the generdgetisupport (GBS) programmtsThe
purpose of the evaluation is according to its Teohfeference to “evaluate to what
extent, and under what circumstances (in what cguobntexts) GBS is relevant,
efficient and effective of achieving sustainablgauat on poverty reduction and growth”.
The aim is thus to establish a link from the aidh® impacts. It is therefore in the present
context relevant to uncover how the analysis wasiorthe total of seven country cases
studied.

The study uses an evaluation methodology (LawsdnBaoth, 2004) which was
especially developed for the study. In accordanitk the assessment towards which we
are inclined, the framework paper acknowledges tha generally not possible to
identify the contribution of individual donors. Tiamework applies the standard DAC
criteria of relevance, effectiveness, efficiencypacts, and sustainability. A logical
framework is used to analyse the sequence of effiectn inputs to immediate effects
(activities) outputs, outcomes, and finally impa@&s this study attempts to deal with the
whole chain from inputs of aid resources to ultienampacts. GBS is considered to have
three types of effects, namely flow-of-funds effe@nacroeconomic effects, budgetary
effects), institutional effects (changes in owngrsplanning and budgetary processes),
and policy effects (changes in macro-policies, @egblicies, and cross-cutting policies).
The evaluators aim to disaggregate the GBS inputsad as the poverty impacts. The
interrelationships involved are shown in intricageisality maps.

The studies first describe the aid context andebaution of the GBS in the
countries concerned. Then the evaluators discust af problem areas, including the
relevance and sustainability of GBS in additioth® effects on:

* Harmonisation and alignment.

9 In what follows, the abbreviation PGBS, which @retimes used, has consistently been shortened to
GBS.
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» Performance of public expenditures.
* Planning and budget systems.
» Policies and policy processes.
* Macroeconomic performances.
» Delivery of public services.
» Poverty reduction.
They, finally, provide a set of recommendationstfe individual country.

Under each heading a set of relevant facts is ptegdirst. This is followed by
assessments against predetermined evaluationiayriéerd in each of these assessments
information from various secondary sources andrmémts was used. Answers are
ranked with regard to the strength of the effectd the degree of confidence in them.
Finally, there is a discussion of principal cauyathains and counterfactuals.

We have above drawn attention to the counterfagitalem, which we see as
both critical and fundamental in any evaluationreise. Also the budget support study
framework discusses at length the counterfactuablpm, and it is acknowledged that it
is hard to address effectively. What is done indgbwial country analyses is typically to
assume a continuation of older structural adjustntgpe of programmes or assume
concentration on project aid as counterfactual &ges. The counterfactual results are
largely based on broad assessments by knowledgpablgde, and not on quantitative
estimates of impacts. It was very hard in the stiodglirectly attribute observed changes
to the GBS. It is argued that the most importanpaot to uncover would ideally have
been on poverty reduction, but this is at the s@ineearea in which it is hardest to
separate causal effects out and attribute outpahgds to GBS or other factors. To
formulate a counterfactual for the impact on tasgéte empowerment is also very
difficult.

Like in the World Bank assessments, the GBS tea@rseto its analytical
approach as triangulation. Varied data sourcesised to identify effects. The time span
covered is three years. Overall, the key probleth wWiis set of evaluations has been to
define a plausible counterfactual, and the analykibe counterfactual was restricted to
considering the plausibility of well-constructedseahistories. It seems clear that the

evaluators cannot say anything in quantitative seasmito how the GBS affected poverty.
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Accordingly, the preliminary synthesis report acktexiges that “we cannot confidently
track distinct (separately identifiable) PGBS ef$eto the poverty impact level in most
countries” (IDD et al., 2006, p. 9).

The evaluators also discuss other problems inioeladb the measurement of
impact. One question raised with regard to instihal impact is whether the GBS was
introduced because the country had set up a relalyogaod system or the system was
set up because of the GBS. It is argued that itsisally possible to make a reasoned
judgement about what GBS financed, but we fing ihard to argue that the GBS study
really manages to deal effectively with the coulaigtual issue and the fungibility
problem.

Again, we would like to reiterate that we do nohcde that this analysis is
uninteresting. In fact, this is an important cdmition to the work of donor agencies in
the evaluation area. A lot of useful insights aemeyated in many dimensions and this
should not be overlooked within the broad set ohsaipursued by carrying out aid
monitoring and evaluation. All we want to bring is that no really “hard”
guantitative results on impact emerge from the sasdéies. The technique for measuring
the link from GBS to impacts is analytically wead the link from total ODA to final
impacts is tenuous.

5. Motivation of the Proposed Study

The original idea behind the proposal to do anyamabf the impact of total ODA
was, as we understand it, to do an analysis atdahetry level which would look (i) at all
aid inputs in its many different forms and origiasd (ii) analyse the process through
which these aid inputs operate, all the way tolfimgacts. Against the background of
our discussion above of available research metlgis we find that such a full-scale
approach is somewhat overambitious, if the ides@tion of the causal aid-impact chain
is assigned the key role to which we have alsaleliu In addition, we believe it would
generally be hard to analyse or maybe better ifyemonvincingly the impacts of
individual donors; and even if this were feasilies is arguably not central to the stated
objectives. We understand these as being to anallgaé works, rather than to find out

who was responsible.
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Taking a general view at how aid may affect outcertiere are several ways of
looking at this and various mechanisms on whichathayst can focus. (a) Aid provides
financing. This continues of course to be an imgudripotential channel of influence of
aid on growth and poverty reduction and it washat\tery core of the original rationale
for aid. This area is however by now well-troddeaund. Much has been done in terms
of understanding what aid can and cannot do inghispective. (b) Aid also interacts
with recipient country policies as well as with iggl implementation and institutions.
Themes that have featured in the debate in thiardegre for example the effects of
attempts at institution building, the impact ontitegions of donor proliferation (Bigsten,
2005), and the risks identified by Platteau andp@eq2003) of elite capture. We believe
that the highest return in this area of investmatwvould be from concentrating on the
different ways in which aid and policy may interaad on how aid interplays with policy
implementation. Consequently, this will be one be tthemes we suggest for the
evaluation (Section 6). Secondly, the ultimate aimaid is its impact on welfare in its
various dimensions. We have noted that there atéendi methodological limits on what
can be done, but we also acknowledge that thia sr@a where much needs to be done.
We therefore propose a second stage in the analyBeye an attempt is made to apply
statistical impact evaluation techniques in a naymprehensive fashion than what has
been done before (Section 7). This will not coMkagpects, and issues of causality keep
looming in the background, but it may extend the akavailable statistical techniques
beyond what has so far been done in comprehensigkiations. This would be a
challenging undertaking, and one that could poddigtiprovide novel evidence on the
impact of aid.

The proposed evaluation, unlike most other evatnasiudies including the GBS
study, will take a long-run perspective. Many of #ffects assumed to be caused by aid
will only emerge over a long period of time. Anatlextension relative to earlier work,
such as the GBS evaluation, is that we open uphtrevaluation of the impact of total
ODA, including all types of donor-recipient relatghips.
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6. TheEffect of Aid on Policies

Whether and to what extent donors influence ecoagnlicies in aid recipient
countries and how donors and recipients interatiane open questions. Kanbur (2000)
provides a telling overview of the difficulties plursuing policy change through donor
conditionality, and the issue appeared to be sktithen Burnside and Dollar (2000)
showed econometrically that there wag effect of aid on policies. This conclusion
quickly entered into conventional wisdom, but tbbustness of the Burnside and Dollar
results has since been questioned by many comroentdine critique has reopened the
possibility that donors do in various ways managaftect policies in a way considered
desirable by donors.

Such influence need not be tied directly to aidhia financial sense of the word.
Indeed, many studies of conditionalig.the Aid and Reform in Africatudy edited by
Devarajanet al. (2001), have argued that in cases where donors in8uential it was
typically by supporting reformers in the early pba®f domestic policy debates. In those
cases aid mattered, but the contribution was ettlhl rather than financial. This is
likely to bias the statistical analyses of condhitity: inevitably such studies use (net)
disbursements as the appropriate measure of ael fitay thereby miss part (possibly
the most important part) of the impact of donorgolicies.

It might seem that the issue could be easily sktileinvestigating whether in the
period considered policies were indeed changetiéndirection advocated by dondts.
However, for aid to have influenced policies tlE®nly a necessary condition. It is by no
means a sufficient one, as many other changes s going on. This is best seen by
noting that if a donor tries to affect policy refothere are in principle four conceivable
outcomes?

* The reforms were (independent of their intrindiamacteristics) not adopted,

so donor efforts have obviously failed.

1 We highlight that in making this statement we dn take sides in the ongoing debate about whether
polices pursued through conditionality were indéesl "correct” ones in order to promote developnant
not. It is however a fact that aid interacts witligy formulation and implementation and we beliévis
important to uncover this interaction more compietean done before.

2 This section draws on Gunning (2000, 2001).
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» The reformsvereadopted but this would also have happened withmltin
this case donor efforts had in reality no effectéhese the government would have
adopted the policy changes desired by donors anyway

* The reforms were adopted and would not have bedwpted in the

counterfactual case (without aid or donor pressube} the effect is only

temporary: the reforms are ultimately reversedsTfithe outcome predicted by
time inconsistency models of conditionality: thecipgent government has no
incentive to maintain the reforms when the aid roats

* The reforms are adopted and sustained and thisdwoed have happened

without aid.

Clearly, the donor is only truly effective in thest case in affecting policy change
in the direction desired by the donor. Aid achiemething in this dimension in the first
and the second case (although only in the first caghis obviously so), while in the third
case aid only impacts temporarily. Regression amalguns into an obvious limitation
here: it can establish whether aid flows are ac@mga by policy reforms, and it may be
able to establish whether reforms are reversed.tlstapproach cannot convincingly
distinguish between situations where aid was ins¢ntal or only incidental to policy
reforms. Regression evidence of a link betweenaad policy at best shows that a
necessary condition for effective conditionalityseisfied.

Case studies have sometimes attempted to overdus@rbblem by using in-
depth, country-specific information to construatradible counterfactual. However, here
too there is a methodological problem: donors hawmeincentive to exaggerate their
influence over policy changes while the governnmgptcally (but not always) has the
opposite tendency. Hence case studies may be biassther direction, depending on
which policy accounts they rely on.

Many governments simply do not adopt the reformvediaed by donors (the first
possible outcome suggested above). For exampllee ifinal phase of the Kaunda regime
in Zambia, the government reached an agreement thghIMF on a programme
“designed to create a diversified and market-oedr@conomy” (internal IMF document,
as quoted by Botchwest al, 1998, p. 95). The Kaunda government had no iitterdf
creating such an economy. Indeed, price controle ieemally abolished but continued
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to be enforced, and efforts to accord a larger tolehe private sector were resisted
effectively (Botchwe\et al. 1998). More recently, again in Zambia, the governtriong
resisted donor pressure to privatize copper minbere are also many examples of aid,
far from inducing reforms, actually delaying thebevarajaret al. (2000), document this
for the Democratic Republic of Congo, Kenya, Nigeend Tanzania.

There is also evidence of reforms being adoptechbubecause of donor pressure
(the second possible outcome suggested above)ielnarm donors made an important
contribution by informing the policy debate but weapparently virtually powerless to
force through reforms against the wishes of théaittes. As van Donge, White, and
Nghia (1999, p. 33) stress: “The pace and directibnreform is determined by
Vietnamese politics.”

The case studies literature also documents maegscahere reforms were
“‘owned” by the government, so donor pressure was essential. At one extreme,
reforms were even undertaken without donor involetnas was the case in the early
phases of liberalization in Burkina Faso, Eritiglnzambique, Uganda, and Vietham. In
Uganda key reforms (abolishing price controls, rillizing the foreign exchange market,
privatization) were all undertaken on governmentitidtive. While donors,
understandably, like to take credit for the suca#ggforms in Uganda, there have been
very few cases of substantial disagreement on yadisues between donors and the
government (Ddumba-Ssentamu and Dijkstra 19999Mp92). Kasekende and Atingi-
Ego (1999) argue convincingly that Uganda’s deasim the past cannot be attributed to
donor pressure, and much of the recent developnmektganda would seem to reinforce
this view.

This is not to say that the involvement of donarsthese countries was not
important and/or potentially helpful; it often waut the contribution of donors was to
help build the case for reform through policy dale rather than to buy reform with aid.
In addition, donor support eased the implementatfareform programmes.

The third possible outcome, involving policy revdss has been especially
common in Africa. “Programme interruptions” (in n@sses involving policy reversals)
were the main concern in the IMF internal evaluatiof its Extended Structural

Adjustment Facility (IMF 1997). A well-known case the liberalization of maize
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marketing in Kenya, a reform that was repeatedlgentaken, with each attempt ending
in a policy reversal. Oyejidet al. (1999) document that trade liberalizations havenbe
reversed in seven out of 10 African countries, angncases (including Kenya) more than
once.

In the fourth possible outcome conditionality ieefive in the sense that donor
pressure was essential and the reform was sustaiiesl case seems fairly rare. In an
exhaustive evaluation of Swedish programme aid ohdéhe few examples is the
liberalization of Mozambique’s cashew market—a mefchat donors effected despite
strong government objections (White 1999; Gunni®@® McMillan, Roderick, and
Welch 2002).

When analyzing the impact of aid on policy we sdaubt be confined to looking
at policy formulation but also consider the policgplementation aspect. We cannot
confine the analysis to considering whether padi@ee put on the books or not, but we
must also investigate how they are implemented affett public-sector management.
Donors affect recipient governments via the transfe resources, policy dialogue,
conditionality, and the like. Aid can facilitate pementation by releasing the
government from revenue constraints, enabling gttengthen domestic institutions by
paying higher salaries to civil servants. It casoaprovide technical assistance and
training and be used to build legal systems andwadg offices. The character of the
aid relationships will influence the extent to whigolicies are successfully implemented.

Bigsten (2005) reviews the available evidence therabout how the aspect of
donor coordination affects outcomes and concluldasit is hard to isolate the effect of
donor coordination policy management. It is difftco estimate the contribution of one
factor in a very complex institutional set-up, esply within a single country, which is
what we are considering in the proposed total OBANs" The common approach to the
problem of identifying a counterfactual is crossHotry regressions. Knack and Rahman
(2004) did an empirical cross-country analysis loé impact of donors on recipient

administrative quality. The econometric results prp their hypothesis that aid

13 Johnson and Subramanian (2005) say that “therecarsiderable uncertainties in our knowledge about
how institutional change can be promoted, if dtafld Kraay (2005) notes that we know relativettjdi
about how to tackle the governance issues in Africa
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undermined the quality of government bureaucracyenseverely in recipient countries
where aid was fragmented among many donors. Thiatogstudy cannot use such an
approach, but will have to find other ways.

The study we propose will use a case studies approghe alternative of the
statistical methodology of impact evaluation is enoigorous, but is not realistic in the
present context. When the supposed effects of eed eaonomy-wide it is clearly
impossible to construct a strict counterfactuakréhis no control group left. In the
absence of a statistical methodology the evaluadepends critically on the quality of
the informal methodology used for constructing aunterfactual. We propose that
political scientists play an important role in dédishing what might have happened in the
absence of aid. In the case studies literaturé#ises for the counterfactual is often not
more than a series of assertions. This is clearbatisfactory. The case studies will have
to make extensive use of policy documents andviges with key participants to build a
convincing counterfactual for the policy and poliayplementation analysis. This would
be one of the two distinguishing characteristicthefstudy.

The second characteristic is the use of the 4-téasmomy. Whereas much of the
literature focuses on the rather crude questiorsdmd work?” the country authors will
have to place their study within this taxonomy.sThill give a much richer view of the
way aid works (or does not) than has been commahenaid effectiveness literature.
Finally, inspiration in preparing the study could derived from a recent study where
conditionality is revised, including a review ofrmepts, experiences and lessons (see
Koeberle et al. 2005).

7. Statistical Impact Evaluation
An important source of confusion in discussiondropact evaluation is that the
term is used in two different senses, denotingeeithe methodology used or the result
being evaluated. In the latter case impact evaloatiiies to assess to what extent an
activity has had “impacti,e. whether it has succeeded in reaching ultimateldpueent
objectives such as reduced poverty, malnutritiomfamt mortality. In this usage impact
is contrasted with inputs and intermediate resoftslonor-supported activities (in the

jargon: outputs and outcomes). Many donor ageraes recently started to move away
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from their traditional focus on these intermediegsults and are investigating to what
extent they can evaluate interventions in termheir ultimate impact. This new focus is
at least in part a response to political pressoirestablish “aid effectiveness” in a more
convincing way.

When used in the second way impact evaluation gl formal comparison of
results for a “treatment group” and a “control gejuhe difference between these results
is attributed to the intervention. There is in tbése no presumption that the results being
evaluated are final (“impact”) rather than interna¢el For example, the analysis could
focus on school enrolment, an intermediate reswther than literacy. To avoid
confusion we will use the term statistical impagalaation for this case, and we note that
if the focus is on ultimate results then the eviadunais also impact evaluation in the first
meaning of the term.

Ideally, one would compare results for the sameugrevith and without
“treatment”. However, no group can as already dised above be observed at the same
time in both situations. This is the fundamemeluation problenmeferred to in Section
2. It forces the evaluator to construct a controuig in such a way that the results for this
group can be used as the results for the hypotiatase where the “treatment group”
would in fact have received no treatment. Rathantbomparing the same group with
and without treatment at the same time (which srdble but impossible) the evaluator
compares results for two different groufs.

The simplest application of this idea is the rantdation which is at the heart of
experimental designs. For example, in testing nadicugs, participants are assigned
randomly to treatment and control groups. Randosigament implies there is no reason
to suppose that there are any (statistically sicgmt) differences between the two groups
prior to the experiment. The control group therefaffers an appropriate basis for
comparison: if any significant differences in resubetween the two groups are found
then these differences can be attributed to thaaimed

4 The hypothetical nature of the counterfactuabimstimes used as an argument against statistigadm
evaluation. This is not well taken; as Mrs. Thatchsed to say: there is no alternative. The suggest
(implicit in this critique) that one can do withoatich a hypothetical construct ignores the evalnati
problem.
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Quasi-experimental methods have a long history aticp evaluation. For
example, while traditional evaluations of employingmolicies relied heavily on
before/after comparisons (did a group of unemployed jobs after a training
programme?) it became clear that such comparisaifisred from a selection effect: if
candidates self-selected themselves into the pmageathen their finding jobs need not
reflect the impact of the training. Possibly, thagko signed up for the programme
differed from other unemployed in ways which wollave made them more likely to
find jobs in the absence of the programmes. Cleartyaditional (before/after) evaluation
would be meaningless. Labour market research éstall a strong tradition of rigorous
statistical impact evaluation to construct conungecounterfactuals for such cases.

In development the use of such evaluation methsdsadre recent, but the last
decade has seen numerous applications in evalsatibsocial safety nets, schooling
programmes targeted at the poor, health intervestiand even rural empowerment
programmes?> As in the case of labour market evaluations, wnrtis area has moved
from its initial research focus to practical apations. One of the most famous papers in
this field describes an evaluation of primary sdimgpactivities in Kenya and this was
initiated by a small NGO. NGOs and bilateral andtitaieral donor agencies as well as
aid receiving countries are beginning to experinvattt such methods.

A central issue in such evaluations is the avditglmf baseline data. When such
data are available one can address the fundamamtialem of unobserved differences
between the treatment and control groups. Rathaer theasuring differences at tirhe
(after “treatment”) between the two groups one osasure for both groups changes
over time (differences between the situation atttnand an the time of the baseline
observation). Impact can then be assessed as ftheedce between the two groups in
those changes over time (“differences in differsiiaa “double differencing”). While
policy makers are understandably reluctant to ihueghe collection of baseline data
there is a growing awareness that without suchsimvent prior to a policy intervention
assessing the effect achieved will be very difficimilarly, policy makers are
increasingly aware that where implementation ofirgervention is gradual (e.g. 25%
coverage of the villages concerned in the firstry88% in the second year and so on)

15 An excellent (and very entertaining) introductisrRavallion (2001).
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there is a strong case for using random assignmietée. that since intervention is gradual
in any case, the usual moral objection to randaoisaoes not apply: if one is not going
to extend the treatment to the entire target grogf@antaneously anyway one may as well
assign the initial beneficiaries randomly.

Statistical impact evaluation presupposes that bwhtreatment and its possible
effects are well defined. For example, the treatmmight be a project offering cash
transfers to poor households conditional on thent{naed) school enrolment of their
children. Given the project’'s objective its impastthen obviously to be measured in
terms of enrolment of children in the target groGQpearly, development interventions
usually fall into this category of specific acties with obvious success indicators. If
donors support such activities then they can uagsstal impact evaluation. But, of
course, there may be fungibility: the project eesddl may not be what the donor in fact
financed.

However, increasingly donors are moving from prbjaid to sector support or
general budget support. This shifts the evaluatjoastion to a much higher level of
aggregation, a level for which the techniques afistical impact evaluation have not
been designed. This is particularly relevant inghesent context since the DAC concern
is to establish the impact tdtal aid.

This raises the question whether statistical impaatuation can be employed at a
higher aggregation level than that of an individpabject. The key issue here is the
enormous heterogeneity of the activities undertakgna recipient government with
donor support. One approach is to measure the impfaaid through cross-country
growth regressions. Inter-country variance is theed to estimate the impact (in terms of
changes in poverty, income or economic growth)tdltaid (or its various components).
Implicitly, the experience of other countries i®rthused to construct a counterfactual
whereby one controls as much as possible for caantry differences other than those
in aid receipts.

This is an active (and somewhat controversial) afegesearch. Results are far
from settled; indeed much of the work in this aiiags to pass tests of robustness.

The alternative is to apply statistical impact eadion but in such a way that

conclusions can be drawn at a higher level of aggien than that of the individual
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project. This is the approach we suggest be puréarethe purposes of the evaluation
activity in reference.

It should be emphasized that this is largely virg®rritory. While the
methodology for statistical impact evaluation a¢ throject level is reasonably well
established there have yet been no attempts tegafgrthe results. The Dutch evaluation
agency IOB is initiating a number of feasibilityudtes at the sector level. The current
proposal is an extension of that initiative. They kdea is, first, to select a sample of
activities representative for the aid-supportedvads to be evaluated; secondly, to
apply statistical impact evaluation to each of gample activities; and, thirdly, to
aggregate the results to arrive at an assessmenpatt at the aggregate level.

The first step, drawing a representative samplen igself a major exercise. It
requires a detailed description of the aid-suppbegetivities in the period considered.
One of the 10B feasibility studies focuses on Duscipport for the education sector in
Zambia. This will involve a detailed desk study detablish what Dutch aid in the
education sector was used for.

It should be noted that a key assumption underpgnithis approach is that the
effects of individual activities are additive. Thss obviously, a strong assumption since
it rules out non-linearities and in particular raetion effects and these are likely to be
important in practice. For example, preventiveltheaneasures (such as vaccination
programmes) are typically highly non-linear, withagply declining marginal returns
when coverage is extended to a larger a largeropaéine population. Similarly, the extent
to which farm households can benefit from priceeases for the crops they sell depends
on the extent of market integration and transpost< As a result, the impact of pricing
policies on rural poverty will depend on infrastiwre and competition policies so that
there are interaction effects. There is no inhemsd@ason why non-linearities and
interaction effects cannot be accommodated buetisea practical limitation: the sample
size would have to increase. We would thereforep@se to start with the simplest

(linear) specification. That this involves an imgot limitation should be kept in mirf.

1% This limitation is not specific to what we propo#eapplies to most evaluation methods. An exaepis
the cross-country regression methodology which -aggregating over different activities - in prineip
allows for interaction effects between them.
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This first step involves a choice of aggregatiovele The logic of the focus on
total aid of the DAC initiative would seem to implyat the appropriate level is that of
the country. Whether this is indeed appropriat@nismportant topic for discussion at the
Paris meeting. In many cases (e.g. when aid isngiae general budget support)
evaluating all aid amounts to evaluating the impzfcall government activities in the
country concerned. To establish such impact withamfidence clearly would require a
gigantic effort. One might prefer a series of setdwel evaluations (extending the work
initiated by 10B) in a number of different counsiever an economy-wide (multi-sector)
evaluation (which would have the advantage of dagetotal aid but might have to
remain limited to a single country because of res®wonstraints). This is a trade-off
which needs to be considered at the Paris meeting.

The second step is to apply statistical impactwatadn to each of the activities in
the sample. Here there two key questions. First, meeds to consider whether the way
the activity has been implemented allows one tasha convincing control group. As
noted above, this is straightforward when randotiiea has been used (either
intentionally or by accident, the case of “natueaperiments”), but this is rare. More
commonly, the programme has been implemented segienor partially so that
treatment and control groups can be identified. M@y, non-randomness implies that
the two groups may differ systematically in othexys than in having received treatment
or not. Whether one can adequately control for ¢high methods such as propensity
score matching) depends on the answer to the sepgegtdion, that of data availability.

Where baseline data have been collected these ewy t© be complemented
with new (post-intervention) data. In some cas@say be possible to use existing survey
data if these allow the identification of treatmemtd control groups. An evaluation
would start with a pilot phase focusing on datailatdity issues so as to establish the
feasibility of statistical impact evaluation. Threecise might have to be aborted after
this phase, if it turned out that an evaluation wapossible without massive data
collection efforts.

Project-level statistical impact evaluation typigafocuses on the question
whether the project has had a (statistically sigaift) impact. To make the results of

different project evaluations commensurate theyehavbe comparable both in terms of
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inputs and of outputs. The former implies that sastst be measured, the second that
the evaluators must attempt a sensible aggregatven possibly quite heterogeneous
impact measures such as poverty or malnutrition.

Given the results of the second step, the fingb,séggregating the results, is
relatively straightforward. This reflects the lim#ya assumption discussed previously.
The end result is a statement of the form “pubiersling (possibly limited to particular
sectors) in country X reduced poverty by so mucht'.is important to note that this
statement is not aid-specific. Under general budgesector approach) the contribution
of aid to this impact is simply given by its shardotal public expenditure.

A corollary is that the information generated bgls@an evaluation should be of
great interest to the government of the recipienintry. After all, if the sample is truly
representative what is evaluated is effectivenelsgshe whole set of government
activities. This should in our view increase thegbility to ensure real collaboration and
avoid the perception that the evaluation is “dodoven”. In line with this we propose
that rather than donors selecting countries as stagkes, recipient countries should up
front indicate whether they are interested in cossioning such an evaluation. The final
selection of case studies from the group of coesteaxpressing such interest would be
made in such a way as to make the sample as repagge as possible for total aid. In
effect, recipient countries would be invited torsigp for a statistical impact evaluation of
their (aid supported) development activities.

Statistical impact evaluation has strengths andknesses. Its main strength is its
use of a rigorously constructed counterfactual gnedstatistical testing of many of the
underlying assumptions. Traditional impact evahmtimethods can be equally
“quantitative”, but evaluators then apply lowerrstards when deciding what qualifies as
counterfactual. For example, quite often the (iciplicounterfactual is the treatment
group prior to the treatment. Clearly, observedngea over time can be due to many
factors other than the treatment considered. Brespecially pertinent when long periods
are considered. If one does not control for, sdyanges in the country’s external
environment then attribution becomes highly proldgm Applying statistical impact
evaluation to a whole sample of activities rathemt evaluating a single activity has an

additional advantage: it will reveal differencesreturns between various government
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activities. For example, some types of schoolinggpammes may turn out to be much
more effective than others. The evaluation is timormative not only on the average
return on educational spending, but also on whdtieportfolio of activities within the
sector is efficient. This is important: if efficienis rejected then there is scope for raising
effectiveness by expanding some activities at ¥perse of others.

There are also disadvantages. First, preciselyusecthe approach attempts to
correct for all factors which might have influencde observed outcomes, it is data
intensive. However, in some cases the necessasyldate already been collected for
other purposes, e.g. for poverty assessments. &gcothe evaluation establishes
whether (and to what extent) an intervention wéscéfe, but not why. This will have to
be investigated separately, with different methodi@s. In terms of the drugs testing
analogy, it will indicate that the drug is effedjvbut it does not identify the active
ingredient. This must be brought out separately,weibelieve careful reflection based
on the above results could be added, which wouldl ltréng the aid debate forward.

The fungibility critique implied a fundamental écism of evaluation at the
project level. This was one of the factors thattiedncreased programme lending at the
sector of national level. Donor agencies are watre that at its logical extreme (when
an individual donor has no influence over the aiéis undertaken by the recipient
government other than by relaxing the budget camg)rbudget support implies that an
evaluation can no longer be donor-specific. Thifisckor collective action. Donor

collaboration in evaluation, as envisaged by theCD#erefore makes eminent sense.

8. Structure of the Proposed Study

Summing-up, we propose a study of the impact @ toDA with two parts. As
the first part we propose an analysis of policyichand implementation, and as the
second part a broad-based application of statistigaact evaluation. The steps in each

case study would be as follows:
Part 1

1) The study starts with a brief description of amagvents in the period

considered (as long a time period as possiblegembly all the way back to
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the introduction of aid into the country) and oetkey outcomes, such as
changes in poverty.

2) The study should include a discussion of patiegnges, how policies were
decided, the nature and extent of accountability] Bow policies actually
implemented compared to stated objectives. Thisbeilargely descriptive.

3) An assessment of the extent to which donorspaidy makers agreed or
disagreed (by period) is also required.

4) When donors and government are in full agreer(eamd act accordingly)
the role of aid is essentially financing (not taligood policy countries have
imperfect access to capital markets). The impaauch aid can still be low,
e.g. because of cumbersome donor procedures.

5) If there is not full agreement the study hastbcate where the case fits in
the taxonomy of the previous section.

There are no simple rules for how to build the detfactual for this part of the
analysis, but as pointed out above the researdaerging out the study would have to
rely on policy documents, donor files and intengewith key participants. This can be
useful only if it is based on a careful analysighef ideology, perceptions and incentives
(and changes therein) of donors and recipients.

If the case study can argue convincingly which ledse four cases applies it
thereby answers the question: was aid effectivdhanging policies and implementation?
It should be noted that this does not establishirtigact on welfare: the policies may
have been bad and we do not know precisely how thrdvanslates into poverty
reduction etc.

The case studies should recognize that the way afiects policies and
implementation depends on the full set of aid mitidal For example, channelling aid
through a multitude of projects (as opposed toefaample budget support) may put too
many demands on poorly staffed institutions, thegreimdermining policy reform,
implementation or both.
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Part 2:

1) First, a representative sample of governmeiites is drawn to be evaluated.
The selection of these activities is a major exser@nd requires a careful investigation
into the availability of useable data.

2) Application of statistical impact evaluation t@aques to all the activities in the
sample.

3) Aggregation, discussion and reasoned extendidheoresults with a view to
generalization and identification as much as ptéssibpotential causal effects that have

been at work.

9. Concluding Remarks

It is a widely agreed aim in the aid evaluatiomriiture and practice that it is
desirable to come up with sensible and academisaliynd and convincing responses to
guestions such as:

» Does aid work?

* Does aid help promote growth?

* Does aid reduce poverty?

* Is aid reducing inequality (in its many dimensichs)

* Does aid delay or promote economic reform?

* Etc.

There is at present no simple way of coming up witar cut answers to these
guestions, which are going to be broadly acceptabid this is so whether the analyst
operates within a cross country or a single cas#ystontext.

First, it is extremely difficult to evaluate aidrass countries and in specific contexts.
This is related to (at least) three sets of im&dd and highly complex — and as yet still
contentious issues: (i) growth and poverty in depelg countries, (i) governments and
institutions in aid receiving countries, and (iijstitutional characteristics and (real)
motives of aid donors. Professional people diffetheir reading and understanding of
these relationships and adjacent policy implicatioAccordingly, evaluations of aid

impact and how they are interpreted more broadhfikely to differ as well.
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Second, ideological preferences are particulamgngt in the aid area. Think for a
moment about all the differences and discussioas éRist about economic policy in
developed countries. These differences are nosigagficant when aid to poor countries
is in focus.

So, in real life (including the present situatiampices have to be made between (i)
the academic approach, which can/will invariably“sleot down” as “unrealistic”, “too
complicated”, “black box” etc. due to the simpliig assumptions that are necessarily
required; or (ii) the generalist approach, which oa its side always be “shot down” due
to the issue of “the counterfactual/causality”, #scon-scientific methods. We honestly
believe there is no easy answer here. In praatice,or the other approach is chosen in
aid evaluations, depending on circumstances. Choreey over time and sometimes a
balancing act between the two is pursued. Sometreasnsight emerge in the process
and the studies pursued come up with something aedv convincing based on the
strictest scientific principles; but many timesaaled policy-influence of research has
little to do with academic rigorousness and the wmawhich the analysis is carried out.
At times, the evaluator is simply fortunate to coanpewith a message that fits well with
what “people like to hear” or happen to “believe'tight (at a particular point in time).

In sum, it needs to be made clear up-front whetiherdesire to have a study of aid
and aid impact in a case is broadly meant to predustudy that is “a really good and
intuitively stimulating full dimensional story”, #dm which something can hopefully be
learnt one way or the other in the aid communityywbat is desired is “a more cautious
scientific piece of work”, which may be less stiiirhg to the broad community than to a
more narrow group of specialists. These two appresoften go hand-in-hand; but there
is no way of promising this up-front. This is inethery nature of the research process.
So, a strategic choice is needed.

We have suggested in this paper to take an appribeths admittedly somewhat
narrower than what was originally proposed by Edg{2004). In this sense we are
proposing the second route identified above. Taikects our belief that ultimately the
challenge in the aid evaluation literature is toneoup with analyses that adhere as
closely as possible to established academic pitegif his does not however mean that

this is the only way to go forward in this areamiilti-facetted approach where different
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pieces of a puzzle, which is not going to be solirethe short run, are looked for is
clearly required. We conclude by noting that the &weas identified in this proposal for
further work are in our assessment two criticattyportant and potentially promising

pieces of the aid evaluation puzzle.
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