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What is Foreign Aid? Some 
Definitions

2

¨ Foreign aid is the mechanism through which rich countries transfer 
resources to poor countries

¨ The system that facilitates this is often referred to as the 
“international development system”. Comprised of various actors:
¤ Multilateral Institutions: The World Bank, Regional Development Banks 

(Example: African Development Bank), United Nations Development 
Programme, etc.

¤ Unilateral Govt. Agencies: US Agency for International Development 
(USAID), UK Department of International Development (DFID)

¤ Non-governmental Organizations: MercyCorps, Oxfam, Catholic Relief 
Services

¤ For-profit Social Enterprises: Sanergy, Jahudi Kilimo, many others
¤ For-profit Contractors: Chemonics, Development Alternatives Inc. (DAI), 

Management Systems International (MSI) 
¨ The process foreign aid supports is “international development”



Two Broad Modalities of Aid
3

¨ Traditional: Goes to recipient government
¤ Helps budget and increase public spending on 

infrastructure and public services

¨ “Newer Trend”: Worry of corruption in the 
government ⟹ Aid Channeled directly to domestic 
civil society organizations (community groups and 
domestic NGOs)
¤ Concern: Does this weaken the state?



Past Trends in Aid: Who Donates? 
4

approximately 4.65 billion USD in 1960 to 180 billion USD in 2013. (All values in this article
are reported in constant 2009 USD.) In total, ODA from OECD DAC members sums to
approximately 3.5 trillion USD for the 54-year period.

Figure 2plots disbursements for the top 10donor countries. (Throughout this section, ranks for
donors and recipients are defined according to 2013 aid flows.6) It shows that the United States
gives the most on average. Until the mid-1990s, the trend in total ODA was driven by Japan and
European countries such as Germany and France. Since then, the trend has been driven by the
United States. Among the top donors, only Saudi Arabia is not a member of the DAC.

Figure 3 plots aid given by the top 10 non-DAC member donors. It shows that total aid from
non-DAC members was high during the 1980s, peaking at approximately 20 billion USD. This
mainly resulted from aid fromArab countries such as Saudi Arabia, the UnitedArab Emirates, and
Kuwait. Non-DAC aid declined significantly to approximately one billion USD in the late 1990s
and rosemoderately since 2000 to approximately five billionUSD.The latter rise is drivenby Saudi
Arabia.

I also note that foreign aid from China has increased dramatically in recent years. AidData
estimates that annual Chinese ODA has risen almost sixfold, from approximately 300 million
USD in 2000 to approximately two billionUSD in 2013. This balancemakes China comparable to
SaudiArabia in terms of the level of foreign aid given in the same years. Compared toDACdonors,
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Figure 2

Total official development assistance (ODA) and ODA from the top 10 donors, 1960–2013. A top donor is
defined according to ODA disbursement in 2013. Data taken from OECD table DAC 1, flows by donor/
QWIDS.

6Because the number of donor countries increased over time, using 2013 aid flows to define the ranks avoids excluding
countries that later became donors. For consistency, I also use 2013 flows to define the top recipients.
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Past Trends in Aid: Who Receives?
5

Table 2 lists the 10 countries that receive the highest annualODA for each decade. The patterns
for the composition of top recipients over time are very different from those of the top donors in
that there is significant change over time. A casual glance suggests that the top recipients are
countries that are politically important to the top donor countries. For example, Vietnam features
in the top 10 in the 1970s during the peak ofAmerica’swarwithVietnam.China features in the list
in the 1980s and 1990s, during the early reform era. Iraq andAfghanistanmake the list after 2000,
during the War in Afghanistan (2001–present) and the Iraq War (2003–2011). I discuss the
empirical evidence on the strategic interests of donors more in Section 4.

Aid is more equally distributed across recipient countries than across donor countries. The
highest recipient receives 1–2.5 times more aid than the second highest recipient and 2.2–9.3 times
more aid than the tenth highest recipient.

Table 3 is analogous toTable 2, except that it defines ODA as a percentage of GDP. As before,
small island nations are excluded. This list is more stable in that it mainly features sub-Saharan
African countries. The distribution of aid is also relatively equitable. The top recipient receives
approximately 1.2–1.7 times more aid than the second highest recipient and 2–4.5 times more aid
than the tenth highest recipient.

Another way of examining aid from the recipients’ perspective is to measure aid in per capita
terms. Table 4 lists the top 10 aid recipients in terms of average annual per capita ODA flows for
each decade. The list comprises mostly countries from the Middle East, sub-Saharan Africa, and
Latin America. As with Tables 2 and 3, the composition changes over time.
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Figure 4

Official development assistance (ODA) received over the period 1960–2013 by the top 10 recipients in 2013.
A top recipient is defined according to ODA disbursement in 2013. Data taken from OECD table DAC 2,
flows by recipient/QWIDS.
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Research on Correlations (Rajan and 
Subramanian 2008)

6



Controversies
7

¨ Rich giving resources to the poor seems straightforward: 
Transfers of wealth to the poor should result in development in 
poor countries, right?
¤ Relieve credit constraints of governments ⟹ Improved public services 
⟹ Improvements in infrastructure and human capital ⟹ Growth

¨ Worries
¤ Possible risk of Dutch disease (Aid increases exchange rates, makes 

imports cheaper, domestic industries that compete with international 
firms lose competitiveness)

¤ Theory suggests possible risk to political instability
n Increases returns to holding power, raises stakes over control of the govt. ⟹

more conflict over power
n More funds in the government ⟹ more chance for corruption and abuse

¤ General, anecdotal, sense that it hasn’t been that effective
n A lot of aid has gone from the rich to the poor countries over the last 50 

years and many of those countries are still poor. Does it really work?



Which Story Dominates is an Empirical 
Question that is Hard to Study

8

¨ Does foreign aid affect growth and development and 
how much is hard to answer with correlational research:
¤ Reverse causality: More aid goes to the poorer countries ⟹

negative correlation
¤ Omitted variable bias: Aid is driven by various ties between 

countries that are hard to measure:
n Political alliances
n Business alliances
n Diplomatic and military objectives of rich countries
n Many others are plausible

¨ Controversy on the literature
¤ See Qian (2015) in the syllabus pages 301-304

n “The empirical literature on the impact of foreign aid is perhaps among the most 
controversial in development and growth economics.”



Some Recent(ish) Findings
9

¨ Rajan and Subramanian (2008): No robust 
evidence for a relationship between aid and 
growth. Conclusion: aid system should be rethought.

¨ Bitzer and Goren (2018): Strong relationship 
between World Bank project and nearby economic 
activity (measured in night light luminosity). 

¨ Nunn and Qian (2014): US food aid prolongs 
conflicts in sub-Saharan Africa

¨ Rajan and Subramanian (2014): Aid adversely 
affects competitiveness of domestic manufacturing



Huge Recent Policy Controversy 
10

¨ Often taught as the “Sachs-Easterly Debate”
¤ Jeffrey Sachs (Columbia University)

n Argues for (much) more foreign aid in a “big push” to end poverty
n Supported by celebrities (Bono, Bob Geldof are prominent examples)
n Lays this out in his book The End of Poverty: Economic Possibilities for 

Our Time (2005)
n Tries to provide examples of this with the “Millennium Villages 

Project”
n Further reading on the Mill. Villages and Sachs: The Idealist by Nina Munk

¤ William Easterly (The World Bank and NYU)
n Argues that foreign aid is a reinvention of colonial conceits and 

doesn’t work. Highly critical of Sachs, Bono, Geldof and others
n Lays this out in his book The White Man’s Burden: Why the West’s 

Efforts to Aid the Rest Have Done so Much Ill and So Little Good 
(2007)

n If that title doesn’t make his view clear, he followed it up with The Tyranny of 
the Experts: Economists, Dictators, and the Forgotten Rights of the Poor (2014)



Huge Recent Policy Controversy 
11

¨ These books are for popular audiences. They 
aren’t academic work in economics
¤ Debate is partially due to the lack of clarity in the 

academic research over foreign aid’s efficacy



More Recent Readings on the 
Effectiveness of Foreign Aid

12

¨ Danbisa Moyo’s Dead Aid: Why Aid is Not Working 
and How There is a Better Way for Africa (2010)

¨ Abhijit Banerjee’s and Esther Duflo’s Poor 
Economics: A Radical Rethinking of  the Way to Fight 
Global Poverty (2012)



Backing Up/Shifting Gears
13

¨ You can think about foreign aid as a type of 
redistribution of wealth
¤ Let’s ask a more basic and related question: Does 

redistribution help the poor at an individual level.

¨ Weirdly, this basic question hasn’t been studied 
very rigorously until relatively recently

¨ Focus of a large new literature on “cash transfer 
programs”



Gertler et al. 
14

¨ Research Question: Do cash transfer programs 
have an effect on living standards? If so how much?



Background
15

¨ Two types of cash transfer programs:
¤ (1) Conditional
¤ (2) Unconditional

¨ Perhaps obvious and uninteresting: Of course 
more money will help the poor, but…

¨ Worry: cash transfer programs are a temporary 
benefit and don’t provide support for longer-term 
economic success 



Policy Background 1/2
16

¨ Mexico establishes Oportunidades CCT in 1997
¤ Goal: Break intergenerational transmission of poverty
¤ Provides cash to qualifying parents to invest in education for 

their children
¤ Largest CCT interventions in the world

n 5.8 “beneficiaries” in 2010
n 4.5 billion USD distributed in 2010

¨ Operates in rural areas and urban areas
¤ Rural areas are isolated, 50-2500 population, 89% 

engaged in farming, 7% have small business, 1.2% have 
formal credit institution



Policy Background 2/2
17

¨ Benefits:
¤ Cash given to female head of the household
¤ Conditional on children attending school and obtaining 

preventive medical care, and attending health-related 
seminars called pláticas

¤ 2 types of transfers:
n (1) 90 pesos per month, received by all households if they 

get preventive medical care
n (2) Education scholarships, only for households with children 

attending school ≥ 85% of the time



Experimental Design
18

¨ Randomized Control Trial (RCT)
¤Oportunidades phased into communities randomly in 

1998 across 7 states
n Treatment: 320 communities
n Control 186 communities

¤ Data collected every 6 months through 2000 and then 
again in 2003



Measuring Investment
19

¨ 3 Primary measurements
¤ (1) Ownership of productive animals (cows, chickens, 

sheep, pigs rabbits) and draft animals (donkeys, mules, 
horses, oxen) (measured in total market value of 
animals owned)

¤ (2) Amount of land used by the household (measured in 
ha)

¤ (3) Participation in some small business activity (=1 if 
participates, =0 otherwise)



Model
20
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OLS Results
21
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Table 2— Oportunidades Impact on Agricultural Assets

Draft
animal 

ownership
= 1

(OLS)

Production 
animal 

ownership
= 1

(OLS)
Land use 

= 1
(OLS)

Value of
 draft

animals
(in pesos)

(OLS)

Value of 
production 

animals
(in pesos) 

(OLS)

Number of 
hectares

used
(OLS)

(1) (2) (3) (4) (5) (6)
Panel A. Sample: October 1998 to November 1999
A1. Unconditional sample (N = 33,103)
 Treatment = 1 0.042*** 0.036** 0.031 65.124** 186.830*** 0.062

(0.014) (0.015) (0.019) (25.291) (66.995) (0.059)
 Mean dependent variable (control households) 0.246 0.705 0.585 304.066 1,125.756 1.235
 Probability same effect for all waves ( p-value)a 0.929 0.375 0.632 0.125 0.103 0.749

A2. Conditional sampleb

 Treatment = 1 0.026** 0.056** 0.050** 104.947* 208.420*** 0.031
 (0.011) (0.026) (0.023) (56.695) (73.479) (0.087)
 Observations 21,796 5,948 13,612 11,279 27,107 19,171
 Mean dependent variable (control households) 0.107 0.453 0.327 741.923 1,279.164 1.802
 Probability same effect for all waves ( p-value)a 0.818 0.454 0.937 0.060 0.112 0.920

Panel B. Sample: November 2003

B1. Unconditional sample (n = 10,244)
 Treatment = 1 0.031 0.020 0.027 138.700** 72.491 −0.039

(0.020) (0.018) (0.017) (64.847) (86.687) (0.167)
 Mean dependent variable (control households) 0.292 0.738 0.670 629.055 1,418.382 2.477

B2. Conditional sampleb

 Treatment = 1 0.039* 0.047 0.038 185.141* 75.025 −0.282
(0.019) (0.035) (0.027) (111.156) (97.832) (0.210)

 Observations 6,725 1,772 4,108 3,511 8,460 5,939
 Mean dependent variable (control households) 0.152 0.545 0.446 1,306.504 1,574.968 3.189

Panel C. Sample: Oct 1998 to Nov 1999 and Nov 2003

C1. Unconditional sample (n = 43,344)
 Treatment = 1 0.042*** 0.035** 0.032 65.954*** 179.405*** 0.076

(0.014) (0.015) (0.019) (25.477) (67.067) (0.060)
 Treatment × November 2003 = 1 −0.014 −0.017 −0.005 62.405 −110.088 −0.170

(0.015) (0.018) (0.017) (61.748) (81.144) (0.166)
 Mean dependent variable (control households) 0.257 0.713 0.605 381.200 1,195.237 1.528

C2. Conditional sampleb

 Treatment = 1 0.027** 0.056** 0.051** 110.201* 201.611*** 0.051
(0.011) (0.026) (0.023) (57.486) (73.557) (0.087)

 Treatment × November 2003 = 1 0.009 −0.008 −0.012 44.162 −135.772 −0.395*
(0.014) (0.031) (0.024) (102.855) (91.922) (0.208)

 Observations 28,520 7,720 17,720 14,788 35,564 25,107
 Mean dependent variable (control households) 0.118 0.474 0.355 878.403 1,349.875 2.133

Notes: Standard errors clustered at the community level in parentheses. Outliers trimmed at the top 1 percent of 
the value of animals and land ha distributions by wave. Subsample of households with complete information on 
all dependent variables. Values of draft and production animals are expressed in October 1997 pesos. All regres-
sions include the following controls: wave dummies, head’s and spouse’s age, age squared and baseline education 
dummies, head’s ethnicity (language), baseline household size, dummies controlling for household demographics 
at baseline, baseline assets (number of draft and production animals, ha of land, farm size, home ownership, dirt 
1oor and electricity), and baseline community characteristics (community organizations, distance to urban center 
and wages).  

a p-value of the test of equal treatment effects by wave, obtained from regressing each outcome variable on a set 
of treatment × wave dummies (and all regressors above).  

b Models A2, B2 and C2 are conditional on not having any assets at baseline (y97 = 0) for dummy variables (probability of having an asset type); and conditional on having a positive level of the asset at baseline (y97 > 0) for 
continuous variables (amount of asset type).

*** Signi2cant at the 1 percent level.
 ** Signi2cant at the 5 percent level.
  * Signi2cant at the 10 percent level.
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E. Long-Term Effects

We next test for sustained program impacts from the initial investments made 
by treatment households during the experimental period and discussed above. To 
this end, we estimate equation (1) for the cross-section of data from 2003, almost 
four years after control households were incorporated in the program. If differences in 
initial investments made by treatment households almost four years earlier (during the 
experimental period) are sustained over time, then we would expect the coef!cients 
on treatment to be similar to those reported in panel A of Table 2. On the other hand, 
if the investment effect is temporary and control households “catch up” in their level 
of investment, then the difference in investment levels between treatment and con-
trol households should become smaller over time, and eventually offset the previous 
investment effect. In this case, we would expect no differences between the original 
treatment and control groups four years after controls were incorporated.

Results are reported in Table 2, panel B. We observe signi!cant differences in 
draft animal ownership and the value of draft animals even four years after the 
incorporation of controls. For a majority of the other outcomes, the estimated coef-
!cients are large, though we lose precision and do not have statistical signi!cance. 
In fact, the magnitudes of most long-term effects are very similar to the short-run 
effects estimated in panel A. For some dependent variables, they are even larger. 
For example, the probability of draft animal ownership on the conditional sample is 
25.6 percent higher for original treatment households compared to original controls 
in 2003. Draft animals may be particularly important for agricultural productivity.

As a robustness check, and to increase precision, we test whether the estimated 
long-term effects in panel B are signi!cantly lower than the short-term estimates 
in panel A. We implement this test by adjusting the speci!cation in equation (1) to 

Table 3—Oportunidades Impact on Microenterprise Activity

Micro 
enterprise

= 1
(OLS)

Handcrafts
= 1

(OLS)

Carpentry 
and 

construction
= 1

(OLS)

Sewing 
clothes
= 1

(OLS)

Making
food for 
sale = 1
(OLS)

Repair 
artifacts or 
machinery 

= 1
(OLS)

Other 
activities

= 1
(OLS)

Sample: October 1998 to November 1999 (N = 33,103)
Treatment = 1 0.033** 0.029** −0.002 0.000 0.001 −0.000 0.007*

(0.015) (0.012) (0.004) (0.001) (0.001) (0.000) (0.004)
Mean dependent variable
 (Control households)

0.049 0.016 0.007 0.006 0.003 0.000 0.017

Probability same effect for all waves 
 ( p-value)a

0.800 0.494 0.833 0.761 0.244 0.845 0.551

Notes: Standard errors clustered at the community level in parentheses. Same subsample of households as in Table 
2. All regressions include the following controls: wave dummies, head’s and spouse’s age, age squared and base-
line education dummies, head’s ethnicity (language), baseline household size, dummies controlling for household 
demographics at baseline, baseline assets (number of draft and production animals, ha of land, farm size, home 
ownership, dirt 3oor and electricity), and baseline community characteristics (community organizations, distance 
to urban center and wages).

a p-value of the test of equal treatment effects by wave, obtained from regressing each outcome variable on a set 
of treatment × wave dummies (and all regressors above).  

*** Signi!cant at the 1 percent level.
 ** Signi!cant at the 5 percent level.
  * Signi!cant at the 10 percent level.
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controls. Finally, while the proportion of households taking loans for productive 
purposes is very low (0.6 percent of control households), participation in the pro-
gram has a signi!cant effect of 0.4 percentage points (66.7 percent) on the probabil-
ity of taking this type of loan. We take these !ndings as indicative that the increased 
investment in productive assets documented in the previous section resulted in an 
increase in agricultural income.

V. Long-Term Living Standards

Having shown that Oportunidades bene!ciaries invest some of the transfers in 
productive activities and that income from agricultural activities increases in the 
short run, we now turn to asking whether these investments improve long-run living 
standards. Speci!cally, the returns on investments should yield a higher stream of 
income and consequently increase consumption in the future, such that improved 
living standards are maintained even after the transfers stop.

We examine the long-run impact of the program on living standards using data 
from the 2003 follow-up survey, and test whether the consumption level of house-
holds in the original treatment group is higher than in the original control group, 
four years after control households were incorporated into the program. If increased 
consumption is !nanced exclusively from the Oportunidades transfers, then the con-
sumption level of the control group should rise to be equal to the treatment group 
once the control group begins to receive bene!ts. If on the other hand, treatment 
households’ investments in income generating activities raised long-term income 
(that leads to increased consumption), then these households would continue to have 

Table 4— Oportunidades Impact on Agricultural Income, Agricultural Production, and Credit

Total
agricultural 
income Aa 

(OLS)

Total 
agricultural 
income Ba 

(OLS)
Produce
corn = 1
(OLS)

Produce 
beans = 1 

(OLS)

Animal 
products 
sold = 1
(OLS)

Productive 
loans = 1 

(OLS)
Sample: October 1998 and May 1999
Treatment = 1 2.358** 2.808* 0.023 0.020* 0.017* 0.004**

(1.150) (1.635) (0.021) (0.012) (0.009) (0.002)
Observations 21,414 10,458 22,369 22,369 22,369 22,350
Mean dependent variable
 (Control households)

24.624 22.980 0.476 0.079 0.120 0.006

Standard deviation dependent variable
 (Control households)

28.763 28.214 0.499 0.269 0.325 0.080

Notes: Standard errors clustered at the community level in parentheses. Same subsample of households as in 
Table 2. All regressions include the following controls: wave dummies, head’s and spouse’s age, age squared and 
baseline education dummies, head’s ethnicity (language), baseline household size, dummies controlling for house-
hold demographics at baseline, baseline assets (number of draft and production animals, ha of land, farm size, home 
ownership, dirt 2oor and electricity), and baseline community characteristics (community organizations, distance 
to urban center and wages). 

a Total agricultural income A is expressed in monthly per capita adult equivalent (1 child = 0.73 adults) units, 
and is measured as the sum of total crop sale revenues, the value of animal sales, and total home production. Total 
agricultural income B additionally includes the value of sales of animal derivatives, which is only available for 
October 1998. All income values are expressed in October 1997 pesos. Outliers trimmed at the top 5 percent of the 
distribution of the dependent variable.

*** Signi!cant at the 1 percent level.
 ** Signi!cant at the 5 percent level.
  * Signi!cant at the 10 percent level.
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B. Consumption Results

We !nd that household per capita consumption in 2003 is 10.84 pesos higher for 
original treatment households, and this difference is statistically signi!cant (!rst 
column in Table 5). This impact amounts to a 5.6 percent increase in consumption 
for treatment households, even 4 years after controls started receiving program ben-
e!ts. While we do not have agricultural production for the 2003 survey round, we 
do have home-produced consumption. We also !nd a signi!cant increase in home-
produced consumption (signi!cantly different from 0 at the 10 percent level), which 
is consistent with a sustained increase in agricultural productivity (second column 
in Table 5).

C. Alternative Income Pathways

In columns 3–7 of Table 5, we explore alternative income pathways, above and 
beyond investments, that could explain the difference in 2003 consumption levels. We 
!nd no differences in 2003 Oportunidades transfers, income from the PROCAMPO 
farm subsidy, net private transfers, income borrowed, and wage income between 
original treatment and control households.

Related literature also suggests that these other pathways are unlikely, as the pro-
gram at best reduced income from these sources. In fact, while there is no evidence 
that the CCT program affected labor supply of adults during the experimental period, 

Table 5—Long-Term Consumption and Income Sources

Consumption
(OLS)

Home
production

(OLS)
Oportunidades 

transfers
(OLS)

PROCAMPO  
transfers
(OLS)

Total private 
transfers
(OLS)

Amount
borrowed
(OLS)

Outside  
wages
(OLS)

(1) (2) (3) (4) (5) (6) (7)
Sample: November 2003
Original treatment 10.836** 2.038* −1.724 0.153 −0.006 0.066 4.068
 household = 1 (4.832) (1.091) (1.328) (0.400) (0.340) (0.138) (6.215)
Observations 10,166 9,984 9,977 9,441 9,673 9,632 8,754
Mean dependent variable 
 (control households)

193.715 12.398 49.448 4.575 3.213 1.070 154.411

Standard deviation 
 dependent variable 
 (control households)

118.345 22.531 30.794 11.781 20.344 9.637 134.508

Proportion dependent 
 variable > 0

— 0.510 0.906 0.281 0.154 0.090 0.660

Notes: Standard errors clustered at the community level in parentheses. Consumption is expenditures and includes 
home production. PROCAMPO is a public farm subsidy. Total private transfers include the total household  amount 
received from neighbors, relatives, and friends. Amount borrowed includes money borrowed over past 12 months 
from all formal and informal loans, regardless of whether loan has been repaid. Outside wages include wages from 
working in a nonfamily business for all household members. All income variables are monthly, and expressed in 
October 1997 pesos and in per capita adult equivalent (1 child = 0.73 adults) units. Households in the top and bot-
tom 1 percent of the consumption distribution have been excluded. All regressions include the following controls: 
wave dummies, head’s and spouse’s age, age squared and baseline education dummies, head’s ethnicity (language), 
baseline household size adult equivalent, dummies controlling for household demographics at baseline, baseline 
assets (number of draft and production animals, ha of land, farm size, home ownership, dirt 2oor and electricity),  
and baseline community characteristics (community organizations, distance to urban center and wages). Outliers of 
income variables trimmed at the top 2 percent (top 5 percent for outside wages).

*** Signi!cant at the 1 percent level.
 ** Signi!cant at the 5 percent level.
  * Signi!cant at the 10 percent level.
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¨ Attrition: 
¤ About 10% for the treated and control groups
¤ Authors argue this isn’t a worry because attrition was 

similar across both groups
¤ Doesn’t seem to be correlated with observable 

characteristics


