Eliasson, Johan (2005) “Aid and Trade Go Hand-in-Hand; Improving One Requires Improving the Other” Polscithinking, vol. 2

The United States ranks last among the world's 28 top foreign aid donor countries, and its foreign assistance levels have dropped dramatically over the past 10 years. The United Nations Human Development Report 2003, a wide-ranging report that includes both fascinating country statistics and a questionable development ranking of 137 nations, put the United States well below Denmark, the Netherlands, Japan and even Spain and Portugal on the list of the biggest foreign aid donor countries relative to the size of their economies. In response to the UN report Ed Fox, assistant administrator with the U.S. government's Agency for International Development (AID) argued that this is an inappropriate way to measure foreign assistance; a commentary deserving of some discussion.

Some would argue that looking at the actual dollar figures, where the $9.9 billion annual U.S. foreign assistance ranks third after the EU’s at $14.5 billion (bilateral aid as well as EU coordinated aid), and Japan's $13.5 billion, is preferable since “a billion is a billion” irrespective of how great a percentage of one’s wealth the sum constitutes. Others emphasize foreign aid relative to the size of economy; the U.S. is devoting 0.1 per cent of its gross national product (GNP) to help the world's poorest countries. This is less than any other industrialized nation, and when compared to Denmark (1.06 % of GNP), the Netherlands (0.84%), Norway (0.80%), Sweden (0.65%), or even Germany at 0.27% the U.S appears, in the words of  James Wolfensohn, former head of the World Bank, “stingy” (NPR, 2005). Moreover, U.S. foreign aid has by this measure been cut by 40% half over the past decade as conservatives in Congress persuaded many moderates in that foreign aid has been mismanaged, misdirected and squandered through handouts to corrupt foreign leaders. Point well taken, numerous corruption regimes have received support as stability and political support has outweighed humanitarian need and efficient use of aid. 

Yet the process is entirely misconceived and the target of criticism needs to be placed in context. Ideologically, a conservative administration should favor free trade and advocate the virtues of the free market place, thus requiring states to reform in return for aid. Indeed, this was initially the signals sent from the White house and Congress; trade, not aid were the buzz words. The requirements put for by the administration post-9/11, that well-performing governments receive American support, has remained largely empty rhetoric. How else are we to explain support to Pakistan and Kenya? Political favors and support for the war on terrorism has overshadowed real need; and in some cases exemplary governments, who have turned the tide on war and corruption, have remained starving for support (Ethiopia being one example). It should be noted that President Bush announced at an U.N. anti-poverty summit in 2002 that U.S. aid would include an additional $5 billion a year to the world's poorest countries over the next three years. Under Bush's proposal, this 50 %increase in U.S. aid -- which was subject to congressional approval -- would be tied to ”good governance'” policies in recipient countries; the result: only half of this money materialized.

The aforementioned is by now means only an American politics phenomenon, the Europeans are no saints either (see below), but given the grandiose rhetoric of international assistance, and conspicuous proclamations of “good governance” as pivotal for receiving U.S. aid, the results look particularly hollow from the American perspective.

Unlike the European reluctance to embrace and benefit from the enormous potential of globalized trade and market access, one would expect the ideological predominance of conservatives in Washington should favor the enforcement of good governance aid, and, see this as the quintessential way out of aid-based assistance. Trade not aid should ring loud and clear. However, Washington's protectionist line has hardened, with retained subsidies for airbus, offshore tax breaks for U.S. corporations, a protectionist farm subsidies bill, steel tariffs, rice subsidies and now threats of scandalously high tariffs on Chinese imports if China fails to “adequately adjust its currency exchange rate” (as well as its textile export regimes), in accordance with U.S. preferences. According to reports “Officials acknowledge they were shocked by a 67-33 Senate vote earlier this month to allow consideration of a bill championed by Democratic senator Charles Schumer that would impose a 27.5 %tariff on all Chinese imports if China did not revalue in the next six months.”(Financial Times, 2005). The point here is that not only has aid been stymied, trade is also prevented from flowing in accordance with market rules. Hence, U.S. foreign aid deserves to be reexamined with a new perspective, because, as it stands, poor countries are getting neither enough aid nor enough free trade. The latter would not only benefit states now relying on western aid, but also American exporters. 

It also deserves to be mentioned that the EU is doing little better. While its foreign aid is far higher than its American counterpart, and EU Trade Commissioner Peter Mandelsohn rebuffed attempts at imposing restrictions on Chinese textile imports, the EU has levied so many import restriction on “sensitive” products (read: heavily subsidized agricultural and manufactured products) that the benefits of trade agreements between the EU and third countries are often severely limited and lopsided. With rising unemployment and stagnant growth the European political elite, led by French President Chirac and German Chancellor Schroeder, has succumbed to domestic pressure for protectionism, rejecting a service directive from the European Commission that would have greatly helped to improve the business climate in the EU, and thus the potential for growth. Likewise, most EU member states retain non-tariff barriers on capital and labor mobility, which, combined with increasingly stringent immigration policies, are only worsening the long-term economic forecast for what EU leaders meeting in Lisbon, Portugal, in 2000, proclaimed would be “the most competitive market place in the world.”(Summit Declaration, 2000). This growth would enable EU members to realize their jointly proclaimed goal of devoting .7% of GDP to foreign aid; thus far only attained by three member states.


From the receiving end of western aid and trade policy decisions, the consensus in the development community has been that aid should in deed be concentrated on relatively well-run countries. This is critical for the longterm objective of pulling quasi-states from destitution to stability and prosperity; the politically fragile states contain 30 % of the people living on less than a dollar a day. From 1990 to 2002, their gross domestic product per head was broadly flat. Without economic growth, extreme poverty will not be eliminated from the world; but economic growth requires good governance, which will not materialize absent pressure from the most important external donors. Pressure must include incentives such as free-trade agreements as well as –at least temporarily—continued aid, in return for real reforms. 

The rich world is thus perpetuating poverty and fragility, inhibiting development and prosperity. This argument is made by Mick Moore of the Institute of Development Studies in Sussex in a review of Francis Fukuyama's book on state building (Rich World, Poor World, Cornell University Press, 2004). Professor Moore lists five sources of vulnerability that emanate directly from the rich world: the supply of convenient and well-hidden places to stash loot; the willingness of global powers to defend bad rulers of countries that supply valuable natural resources; the ease with which combatants can obtain weaponry; the vast wealth that can be generated by selling prized commodities (such as oil, diamonds or, worst of all, illegal drugs) to rich country markets; and the willingness of companies to bribe those in power in poor countries (citing Wolf, 2005). He also goes on to show how very little, if anything, is done to curb these deficiencies. 

The developed countries could and should do better in terms of assisting developing nations, both directly and by way of opening their markets to less developed states’ exports, but again, there also needs to be demands placed on less developed countries (LDC). LDC’s protective tariffs must be phased out within set time limits to ensure the eventual materialization of a truly global free trade market, as originally envisioned in the WTO’s Uruguay round and now carried forth in the so-called Doha round. LDC governments must also be held accountable to democratic principles and rule of law. Professor Moore is correct in that human life, dignity and freedom are more important than the rights of dysfunctional states to do what they see fit with their people; in other words, states unable to perform the functions of a state do not deserve to be left alone. This means force should remain a last option. However, more importantly, rich states must act to 

minimize the damage they do, often unwittingly, to the poor. There is a moral obligation to make payments of royalties transparent, end bribery, stop selling weaponry and change self-defeating policies of drug prohibition. In all such ways, we should try to make it more difficult for crooks and thugs to steal from - and brutalize - hapless populations (in Wolf, ibid).

Thus, if richer states adhere to their share of the bargain and live up to commitments to fair and free trade, increased aid, coupled with appropriate demands on LDCs for reciprocation, many problems of poverty and associated instability would be alleviated, and protectionist concerns in the U.S. Congress and the EU could be better addressed.
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