Title: The Impact of Foreign Aid in Africa: A case study of Botswana and Somalia

Author: Mary Izobo; iaghebakuizobo@Iluc.edu

Abstract:

Globally, Africa is the biggest foreign aid recipient. Every year, billions of dollars are
sent in as foreign aid and development assistance to Africa with the aim to alleviate hunger,
end poverty, foster economic development, democratic governance, and the rule of law without
jeopardizing the peace of these countries.! Unfortunately, little to no improvements have been
made in terms of socio-economic or political development in the areas of rule of law and
democratic governance as Africa remains the poorest continent in the world according to Gross
National Income (GNI) and the Human Development Index (HDI).? This paper uses Botswana
and Somalia as case studies to find clarity on why intended results have or have not been
achieved considering the vast amounts of money received in foreign aid for development.
Research shows that the positive impact of foreign aid is often marred by bad governance,
weak rule of law, high levels of corruption, absence of strong democratic institutions, lack of
accountability and information control by government officials.? This was reiterated by James
Wolfensohn, the former World Bank President when he stipulated that “corruption, bad

policies and weak governance will make aid ineffective.”
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Introduction

Several countries in the world today participate in the process of foreign aid either as
donors, recipients or as both donors and recipients. The impact of foreign aid in donor and
recipient countries is largely unsettled in theory and data analysis and this is because of the
various arguments for and against the benefits of foreign aid.> Many economists believe that
foreign aid is synonymous to economic growth because it complements and supplements
national resources as well as provides additional financial resources which assist in
ameliorating a country’s economy and political environment.® On the contrary, others argue
that foreign aid can replace national savings and also promote aid dependency, which can, in
turn, hinder economic and investment growth.” These scholars assert that foreign aid promotes
aid-dependency while serving as a side source of income to political elites in recipient countries
determined to ensure their dominance of the political and economic scene to avoid losing the
side source of income.® This is so, particularly in Africa, where foreign aid has been used to
foster the interests of the influential elites instead of being used to develop the economy and
promote the rule of law and democratic governance. Therefore, it is perceived that foreign aid
in Africa encourages corrupt, highly inefficient, ineffective governments, hinders economic
and investment growth, stalls democracy, and the respect for rule of law as well as unstable
economic policies.

Despite existing arguments for and against the impact of foreign aid in most countries,
it is undeniable that foreign aid is a crucial source of financial resources and holds the potential
to play an important role in the promotion of rule of law, democratic governance and in turn

economic development. Foreign aid driven with clear development agendas have a high
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potential to improve rule of law, create strong democratic institutions, strengthen policies and
assist governments with low revenues that are committed to development. In addition, rule of
law initiatives sustained by foreign aid can put an end to violent conflicts, alleviate the woes

of post-conflict societies, advance economic development, promote and protect human rights.®

Foreign aid dependency in Africa

Foreign aid started in 1947 with the institution of the Marshall Plan, after the Second
World War (1939 — 1945). What began as an initiative with economic and political interests
by the United States of America to provide economic assistance in rebuilding Europe after the
Second World War turned into economic and political development interests as well as a
humanitarian cause.® However, some analysts contend that the idea of foreign aid was formed
on the notion that it is arduous for low-income countries to develop economically without help
from the developed countries. This is likely the reason why Easterly, an economist specializing
in development, called foreign aid the “white man’s burden”.!! According to Easterly, “the
White Man’s Burden” was derived “from the West’s self-pleasing fantasy that ‘we’ were the
chosen ones to save the rest, where the White Man offered himself the starring role in an ancien
regime version of Harry Porter.”*? This basically means that even though developed countries
are what they are today without any form of assistance, developing countries are unable to do
the same.

Easterly argues that aid has done more harm than good as there is substantial evidence

that showed that foreign aid programs hold back countries and make them dependent. The
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author of this research paper believes that Easterly’s argument is logical as undoubtedly,
foreign aid has made a lot of African countries dependent. Several African countries are unable
to carry out any of its fundamental functions such as the institution of newly established
structures, the maintenance of basic systems and services or the provision of necessary public
services and infrastructures, without foreign aid, administered in the form of projects or
technical assistance.’® Half of these countries’ annual budgetary commitments go unfulfilled
because donor countries have enabled a “cozy accommodation with dependency”.’* Even
though all aid-dependent countries in Africa are low-income countries, some low-income
countries are not as dependent on aid as others, indicating that aid dependence is not a result
of poverty as many believe.!®

High levels of dependency on foreign aid by most African countries has led to a lot of
antagonism against foreign aid. These antagonists contend that foreign aid, whether in the form
of conditional loans or Official Development Assistance (ODA), is supposed to be mainly
beneficial to the recipient countries, but oftentimes, foreign aid has done more harm than good
despite the donors’ good intentions. This is because foreign aid is often misused by
bureaucratic and corrupt governments. Research shows that corrupt governments receive as
much financial assistance as governments with lower levels of corruption.® This should not be
the case as foreign aid should be used as a tool to threaten or halt an undemocratic and/or
corrupt regime and reward those that show improvements or good will in improving

governance and the rule of law.
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Foreign aid has often led to dependency by numerous African countries because the aid
given does not operate in a vacuum. Extraneous political and institutional factors must be taken
into consideration when examining the effects of aid as these can hinder any positive impacts.t’

The impact of foreign aid on African countries

Foreign aid enables governments to strengthen their institutions by providing
educational and technical support aimed at building strong legislative, executive, and judicial
systems to enhance the effectiveness and efficiency of governance.!® Foreign aid can further
improve governance and respect for the rule of law by reducing corruption through the
management of a country’s expenditure and revenue creation in a legitimate manner.'®
Although the original motive behind foreign aid is institutional reform including rule of law
reform, the promotion of democratic governance and fostering economic development, on the
other hand, foreign aid can also pose a challenge to rule of law and democratic reforms. This
is because when foreign aid is provided to autocratic governments, it creates a larger pool of
resources for government officials and political elites to fight over for their selfish and personal
gains, which may be detrimental as it may hinder the adoption of policy reforms and stable
policies.? Therefore, it is believed that the conflicts, political instability, ballooning debt, civil
wars, and coup d’états that have occurred in Africa over the past five decades may have been
as a result of foreign aid, which has afforded these countries the financial means to carry out
the aforementioned atrocities.?

In addition, higher levels of foreign aid destroy the quality of governance, as calculated

by rule of law indicators and corruption because foreign aid is viewed by corrupt leaders as a
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tool for power.?? Therefore, individuals, lacking sincere intent to use the funds for reform or
development, will aim to remain in power to gain control of the funds. Knack stipulated that
aid bolsters coup attempts and political instability because receiving aids and controlling the
government is profitable, thus reducing the likelihood of the promotion of rule of law and
democratic governance.?® Political elites of these countries in Africa have little or no
motivation for reform as huge amount of money in the form of foreign aid provides numerous
fringe benefits to them such as salary increments, luxurious vehicles and houses that would
ordinarily be unavailable or scarce.* As a result, rule of law reforms are shunned because of
the afore-mentioned benefits so as to remain on the status quo.

In light of the above, it is believed that foreign aid increases corruption as many African
leaders divert foreign aids to their private foreign bank accounts or use the foreign aid to fund
projects specifically for the political elites.?> Even though there have been arguments that
foreign aid can reduce corruption by managing a country’s finance and reform its public
administration, empirical analysis shows that countries that receive more foreign funds show
higher levels of corruption.?® In addition, high levels of foreign aid are perceived to block rule
of law reforms and governance amelioration. For instance, the high cost of transaction that
accompanies aid, multiple donors, their different agendas and projects can cripple institutions
rather than improve them.?’

The subsequent section aims to shed light on the effects of foreign aid in the promotion

or hindrance of the rule of law in two African countries — Botswana and Somalia.
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Case study of Botswana and Somalia

Somalia is one of the foremost recipients of foreign aid in the world with over USD 55
billion received from 1991 till date and paradoxically, remains one of the poorest countries in
the world.?® Somalia has always been dependent on foreign aid since its independence in 1960.
Foreign aid has brought problems to Somalia such as the violent rivalry for control over large-
scale food aid, which is partly responsible for the government’s collapse in Somalia.?® Foreign
aid in Somalia has also fueled corruption and incapacitated Somalia’s economy. % In 2011, the
Public Management Unit disclosed that approximately USD 30 millions in government funds,
as well as USD 70 million from Arab donors, had gone unaccounted for from Somalia’s
treasury.3! In addition, the United Nations Group on Somalia and Eritrea (SEMG) reported that
70 percent of foreign aid allocated for development between 2009 and 2010 had been
embezzled.®> SEMG also disclosed that 80 percent of the foreign funds transferred to the
Central Bank of Somalia were taken out for personal use.>® These incidents amongst others,
drove Somalia to be the most corrupt nation according to the Corruption Perception Index from
2014 till date, where Somalia ranks 180 out of the 180 countries in the world that were surveyed
in 2018.3* The Government of Somalia has taken advantage of the dire situation to misuse
foreign aid for personal gain rather than putting it toward bettering the conditions of its
populace, its institutions, and strengthening its rule of law.®

Corruption aside, there are issues of political instability that continue to occur in
Somalia. For the last 18 years, Somalia has had nine official presidents, eighteen official prime

ministers and regular change in government officials, all struggling for a piece of the ‘foreign
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cake’.®® These constant changes in government have led to various economic policies that do
not align with donors priorities and there exists a lack of competence and strategic initiatives
to carry out the said economic policies by successive governments.>” The political instability
has also caused gross unaccountability for the funds received.®® This is an example of how
foreign aid is usurped by the corrupt ruling and political elites, as the majority of the foreign
funds are constantly squandered by the corrupt leaders and do not reach the intended
beneficiaries. Unfortunately, foreign aid continues to be sent to Somalia every year, thereby
encouraging the corrupt initiatives and practices of Somalian leaders.3®

Foreign aid, when in the hands of the right people supported by strong institutions, can
enable government to strengthen the democratic and rule of law institutions in their countries.
Turning to Botswana, foreign aid has played and continues to play a significant positive role.
Botswana is commended for being one of Africa’s success stories in terms of good governance
characterized by political stability, people-serving and incorruptible leaders, as well as an
effective economic system.*® According to the Corruption Perceptions Index of 2018,
Botswana is ranked 34 out of 180 countries on corruption.*! The supportive environment in
Botswana, enabled development initiatives to thrive and as a result, aid dependency started to
drop.*? In Botswana, aid dependency dropped from 100 per cent in 1970 to between 40 to 60
per cent in the late 1970s, less than 15 per cent in 1992 and in 1997, foreign aid had declined

to a mere three per cent.*® This steady decline in dependency was achieved through good
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governance, incorrupt practices, political stability and shrewd economic management. As a
result, the author of this research paper agrees with Bell that foreign aid can produce maximum
results as long as it is linked to maximum self-dependency.** Botswana’s development and
economic growth after independence would have been impossible without foreign aid,
however, Botswana has strong institutions in place to carry out its development priorities and
government policies as enshrined in its National Development Plans promulgated every 5 to 6
years.*® For instance, foreign aid received by the Government of Botswana is coordinated
centrally and then fused into the overall national budgeting and development planning process
which is at the heart of Botswana’s aid management system.*® One of Botswana’s main
achievements regarding foreign aid is its relationship with donors. This relationship allows
Botswana to encourage individual donors to focus on particular government priorities to avoid
a duplication of efforts and projects.*’ Botswana keeps a precise data and knowledge
management of its donors and as a result of this knowledge, the Government of Botswana pairs
the donors with the necessary development proposals informed by public expenditure.*® The
Government of Botswana is known to be firm in bargaining with donors and often reject aid
that does not align with their principles which include a high priority given to rural
development and self-sufficiency.*® By ensuring that the foreign aid is incorporated into
Botswana’s development plans, Botswana has greater collective ownership over its uses and
outcomes. *° Therefore, foreign aid has helped Botswana get to its desired results faster. In fact,

by 1998, Botswana was declared an upper middle-income country by the World Bank.>! By
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virtue of Botswana’s successful development history, donors are reducing and even eliminating
their assistance to Botswana, where there is a general consensus that Botswana can financially

do without foreign aid because of Botswana’s increased Gross Domestic Product (GDP).>?

Conditionality related to the provision of aid
After an examination of the impact of foreign aid in Botswana and Somalia, it is worthy
to note that foreign aid in itself is not a problem but the circumstances, method of distribution,
and use by the recipient country is the problem. In addition, foreign aid on its own does not
have a positive impact unless the recipient country’s environment is stable. Therefore, to put
an end to the negative effects of foreign aid, it is imperative that there should be conditionality
linked to the provision of aid. Research shows a consensus that conditionalities on aid
allocation can minimize or eradicate the potential for negative impact of foreign aid. In a
statement by Douglas Hurd, a British Politician known for his fiscally conservative views, in
June 1990, affirmed that good governance is synonymous to economic development and
economic development can only be achieved through a honest and efficient government,
observance of the rule of law and political pluralism.>® Douglas Hurd added that>*
Countries which tend towards pluralism, public accountability, respect for the rule of the
law, human rights, market principles, should be encouraged. Governments which persist
with repressive policies, corrupt management, wasteful and discredited economic
systems should not expect us to support their folly with scarce aid resources which could
be used better elsewhere.
Political conditionality can have an impact on national politics, particularly when there

are pressures from within for reform; additional foreign pressures can further exacerbate

tensions or have the intended positive impact. For example, donor pressure encouraged former
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President Kenneth Kaunda of Zambia to legitimately seek political power through multi-party
elections and transferred power to the opposition party when he lost at the polls.>® Aid
conditionality has also worked in countries like Ghana, Uganda, and Ethiopia, where
conditioned aid significantly lessened and controlled the misuse of aid resources.>® Linking
conditionality to aid when it comes to political and economic reform is absolutely necessary to
improve the effectiveness of aid.>” Thus, it is important that conditionalities are attached to
foreign aid before they are given to the recipient countries. Conditions for aid are not new as
conditionalities were used by the Bretton Wood Institutions when handing out foreign loans to
developing countries to encourage them to establish and enhance their democratic institutions.
These conditionalities set by the Bretton Wood Institutions were based on performance
standard, criteria, and policies that countries borrowing funds had to meet before the financial
resources were released to them.®® Some have argued that this conditionality has somewhat
failed but this is outside the scope of this research paper. Aid conditionality can stifle corruption
and strengthen the general rule of law and governance. Particularly, when foreign aid is only
given to countries that have solid democratic institutions in place, or, when it is given to
countries that make a commitment to carry out rule of law and democratic reforms, whereby if
these countries fail, they will be sanctioned and the foreign funds terminated.>®

An example of foreign aid conditionality was carried out by the British terminating aid
to Somalia as punitive actions for its persistent abuse of human rights on its citizens.®

However, many countries in Africa are disgruntled with aid conditionality viewing it as a
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violation of national sovereignty.®! Although conditionality has been generally accepted, there
are reservations that it would not work in practice as complying to political conditions may be
difficult. Therefore, it is important that conditionalities tied to aid should be negotiated with
the recipient country to ensure the recipient country’s buy-in rather than a unilateral imposition

by the donor (donor government coordination/agreement).

Conclusion

Despite donors’ original intentions when distributing aid, high levels of corruption
within recipient governments, poor democratic institutions, onerous conditionalities and fiscal
imprudence have made foreign aid a curse rather than a blessing for several African countries.
The 2005 Paris Declaration on Aid Effectiveness described that a focus on donor
harmonization, country ownership, alignment with the recipient country’s national
development strategies, accountability between donors and countries are effective ways to
increase the positive impact of aid. %2 Instead of directing foreign aid to countries lacking
strong democratic institutions, economic sanctions should be used to motivate governments
and political elites into political and economic reforms. As a result, aid conditionality when
applied correctly, can improve the chances of political and economic development because
adherence to aid conditions can open doors to additional development assistance.®®

Lastly, aid promotes development in already functioning political systems like in the
above-mentioned case of Botswana. Injecting aid into a unified national planning and
budgeting system has proved productive in Botswana’s aid management system. Botswana has
used aid resources positively because of its ownership of several financed and implemented

projects, which were attained through excellent bargaining skills and economic advantage
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produced by its flourishing economy.% Possessing relevant democratic and rule of law
institutional structures may not be enough to create a positive impact for foreign aid; rather,
good management and strategic planning of foreign aid can be the determinant to the successful
impact of foreign aid on a nation. Although awarding foreign aid to countries with the above-
mentioned requirements may substantially lessen the pool of qualified recipients, in order to
meet its key objective, this paper argues that it is necessary. Therefore, foreign aid
conditionalities placed on countries with weak institutions ensures that governments use the
foreign aid for designated reforms because failure to comply will result in sanctions.

The author of this paper contends that foreign aid alone without the presence of strong
democratic institutions in a country will lead to corruption, thereby, forfeiting the original
motive for which the aid was given. Therefore, if aid is given to countries without strong

democratic institutions, there must be conditions attached to it to create a positive impact.
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