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We investigate the effects of short-term political motivations on the effectiveness of for-
eign aid. Specifically, we test whether the effect of aid on economic growth is reduced by
the share of years a country served on the United Nations Security Council (UNSC) in
the period the aid is committed, which provides quasi-random variation in aid. Our re-
sults show that the effect of aid on growth is significantly lower when aid was commit-
ted during a country’s tenure on the UNSC. This holds when we restrict the sample to
Africa, which follows the strictest norm of rotation on the UNSC and thus where UNSC
membership can most reliably be regarded as exogenous. We derive two conclusions
from this. First, short-term political favoritism reduces the effectiveness of aid. Second,
results of studies using political interest variables as instruments for overall aid arguably
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estimate the effect of politically motivated aid and thus a lower bound for the effect of
all aid. JEL codes: F35, F53, O11, O19.

Keywords: Aid effectiveness, economic growth, political instruments, politics and aid,
United Nations Security Council membership.

“UNSC membership offers a quasi-experiment to assess the impact of unconditional aid.”

(Bueno de Mesquita and Smith 2010)

The debate on whether or not foreign aid is effective in promoting growth in re-
cipient countries is ongoing and heated. Some papers find aid to be effective
(Galiani et al. 2014), while others show that the effectiveness of aid is conditional
on policies or institutions (Svensson 1999, Burnside and Dollar 2000). Still others
find that aid has no effect on growth at all (Rajan and Subramanian 2008; Nowak-
Lehmann et al. 2012). Arguably, much of this controversy is due to the lack of an
accepted identification strategy. Endogeneity between aid and growth looms large,
and no consensus exists in the academic literature as to which of the many papers
contributing to the debate convincingly address the identification problem.1 In this
paper, rather than suggesting a new identification strategy to estimate the effect of
aid on growth, we narrow the lens and investigate whether an important type of
aid – aid given for political reasons – is less effective than other types of aid.

Specifically, this paper investigates whether foreign aid given to temporary mem-
bers of the United Nations Security Council (UNSC) is less effective in promoting
growth than aid given at other times. We discuss a number of reasons why donors’
motives for giving aid can influence its effectiveness.2 As we explain in more detail
in section 2, if donors are motivated purely by self-interest, their allocation decision
might not take into account the way the recipient uses the aid. Donors may then
fail to include growth-promoting policy conditions or waive them in case of non-
compliance. Additionally, favoritism might allow projects to be pursued where im-
portant preconditions are not met or might reduce the time and resources devoted
to the preparation of a project. The recipient might choose to use disbursed aid for
purposes other than development if punishment for non-compliance is less likely,
resulting in inferior growth outcomes on average. What is more, a politically moti-
vated allocation of aid may result in the approval of lower-quality aid projects in
favored countries instead of more promising projects elsewhere.

We exploit temporary membership on the UNSC to identify how geostrategic
donor motives change the effect of aid on recipient country economic growth. As
we detail in Section 3, temporary membership gives countries a powerful voice
on the international stage. Such power is associated with benefits. Kuziemko and

1. Dreher and Langlotz (2015) provide a detailed discussion.

2. A handful of studies consider the impact of donor characteristics on aid effectiveness (Bobba and

Powell 2007; Headey 2008; Kilby and Dreher 2010; Bearce and Tirone 2010; Minoiu and Reddy 2010;

Bermeo 2011). None of these studies provides a convincing identification strategy.
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Werker (2006) show that temporary members receive a substantial increase in
foreign aid commitments from the United States in years they serve as temporary
members of the UNSC. This pattern holds for a broad range of donors, as shown
in Dreher et al. (2009a, 2009b) and Vreeland and Dreher (2014): The United
States, Japan, Germany, as well as multilateral organizations such as the
International Monetary Fund, the World Bank, the Asian Development Bank,
the African Development Bank, and UNICEF, where major shareholders can to
some extent steer the organizations’ funds in line with their geopolitical interests.
We test whether and to what extent the aid received during a country’s tenure on
the UNSC affects growth differently compared to aid given at other times.

We test the effect of a recipient country’s geostrategic importance on the effec-
tiveness of aid in promoting growth by adding UNSC membership and its inter-
action with aid to specifications that are otherwise identical to Clemens et al.’s
(2012) first-difference permutations of Burnside and Dollar (2000). Specifically,
we interact aid disbursements with nonpermanent UNSC membership at the
time the aid was committed. Our approach thus resembles a difference-in-
difference strategy, where we identify the differential effect of aid on growth as
temporary membership on the UNSC varies.3 The estimated effect of UNSC
membership on aid effectiveness is causal to the extent that the difference in
growth between members and non-members of the UNSC following changes in
aid cannot be attributed to changes other than receiving more aid. The appropri-
ateness of this approach is supported by Bueno de Mesquita and Smith (2010),
who show that economic growth is not significantly different in countries at
times they are elected to the UNSC compared to other times.4 Pre-UNSC growth
trends indicate that the common-trend assumption is reasonable in our analysis.

While aid itself is arguably endogenous to contemporaneous growth, we are in-
terested in the interaction of aid with UNSC membership rather than the effect of
aid. UNSC membership is allocated quasi-randomly with respect to growth, aid
and other potential determinants of aid and growth (Bueno de Mesquita and Smith
2010; Dreher et al. 2014b). We thus assume that UNSC membership is exogenous
to (future) growth and interpret the coefficient of the interaction term causally.
More specifically, while the causal interpretation of the effect of aid on growth rests
on the assumptions in Clemens et al. (2012), we do not have to rely on these as-
sumptions to interpret the differential effect between politically motivated and other
aid in a causal way. We explain this in more detail below. In a nutshell, omitted
variables would have to be related to growth and to the interaction between UNSC
membership and aid, and follow a very specific time-structure to affect our results.

3. This follows Dreher et al. (2013), who investigate the effect of recipient countries’ geostrategic im-

portance on the evaluation of World Bank projects. Their results show that for projects approved during

times of macroeconomic crisis temporary UNSC membership reduces the probability of a positive evalua-

tion upon completion.

4. Bueno de Mesquita and Smith (2010) show that temporary members grow more slowly as a conse-

quence of serving on the UNSC and argue that this reflects the negative effects of aid. They do not include

aid in any of their models however.
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We perform placebo tests for different timings and a series of tests that include po-
tentially important omitted variables. None of this changes our conclusions.

Based on a sample of 54 countries over the 1974–2009 period, we find that
the effect of aid on growth is reduced by UNSC membership (see section 4). This
result holds when we restrict the sample to Africa, which follows the strictest
norm of rotation on the UNSC and thus where UNSC membership can most reli-
ably be regarded as exogenous (Vreeland and Dreher 2014) and is robust to a
battery of other tests.

Our results have at least two important implications. First, to the extent that
aid is given for geostrategic reasons, it should not be considered “development”
aid. It might be effective in achieving the donors’ geostrategic objectives, but it is
less effective than other aid in promoting developmental outcomes such as
growth. Including such political aid in the category of development aid is likely
to blur the potentially measurable effects of “true” development aid and is likely
to add to frustration in the populations of donor countries granting the aid, ulti-
mately reducing even those parts of aid that could be effective in raising growth.

The second implication of our results concerns the instrumental variables schol-
ars use to identify the effect of aid on growth. A large number of studies base their
analysis on instruments that proxy the geopolitical importance of a recipient coun-
try to the donor, implicitly or explicitly generalizing the Local Average Treatment
Effect (LATE) to be representative of all aid, rather than political aid exclusively.5

If geopolitical aid or aid given to recipients with political leverage more generally is
less effective than other aid, the literature using political connections as instruments
would not provide evidence of the ineffectiveness of overall aid, but rather of aid
given to politically important countries. Their estimates would represent a lower
bound for the effects of overall aid, which could explain the lack of a positive effect
of aid on growth in a large number of studies (e.g., Rajan and Subramanian 2008).

I . A TH E O R Y O F PO L I T I C A L L Y MO T I V A T E D AI D

It seems intuitive to assume that politically motivated aid is less effective than aid
mainly given to promote development.6 As Rajan and Subramanian (2008: 655)
point out, however, “to characterize strategic aid as ‘bad’ aid is mixing motives
and consequences.” According to Dreher et al. (2013), there are indeed good rea-
sons why politically motivated aid may be just as effective as other forms of aid.

5. The number of papers is too large to cite them all. A number of recent papers use (changes in) vot-

ing alignment between the donor and recipient in the United Nations General Assembly (e.g., Aurore and

Maurel 2013; Bjørnskov 2013; Midtgaard et al. 2014; Creasey et al. 2015). Others use temporary mem-

bership in the United Nations Security Council, which is the focus of our paper (Christensen et al. 2011;

Drometer 2013; Breitwieser and Wick 2016).

6. Consider as example Morgenthau (1962, 303, as cited in Werker 2012): “Bribery disguised as for-

eign aid for economic development makes of giver and recipient actors in a play which in the end they

may no longer be able to distinguish from reality. In consequence, both may come to expect results in

terms of economic development which in the nature of things may not be forthcoming.”

4 DREHER, EICHENAUER, AND GEHRING

 at U
niversitaet Z

uerich on A
ugust 1, 2016

http://w
ber.oxfordjournals.org/

D
ow

nloaded from
 

Deleted Text: ,
Deleted Text: <sc>t</sc>
Deleted Text: <sc>p</sc>
Deleted Text: <sc>m</sc>
Deleted Text: <sc>a</sc>
http://wber.oxfordjournals.org/


Cold War donors, for example, may have wanted not only to curry favor with their
client states, but also to help their allies succeed economically. A case in point, the
East Asian Tigers received tremendous amounts of politically motivated assistance
during the Cold War that does not appear to have impeded their economic devel-
opment. Once an aid allocation decision has been made, the donor’s aid bureau-
cracy must deliver the aid. The bureaucrats may want to implement effective
programs regardless of the motivations of the donor, so that the existence of politi-
cal favoritism in the allocation of aid need not imply its ineffectiveness. What is
more, at any given time there may be a plethora of unfunded investment projects
with similar potential effectiveness. Choosing among these projects according to
political criteria may not necessarily reduce the average effectiveness of aid.

However, Kilby and Dreher (2010) and Dreher et al. (2013) stress that there
are also strong reasons to expect that politically motivated aid is indeed less ef-
fective than average aid. The first is that a politically motivated allocation of aid
may result in the approval of lower-quality aid projects in favored countries in-
stead of more promising projects elsewhere. This presumes that the allocation de-
cision is made in the presence of declining marginal returns, and political
motivation results in projects with lower returns getting priority.

A second argument supporting the hypothesis of ineffective political aid is
that politically motivated projects reduce the motivation of the donor and/or re-
cipient to invest as much in the success of the project as they would otherwise.
On the donor side, bureaucrats will arguably take account of their employer’s in-
centive structure to some extent, as that might help them to advance in their ca-
reers or just spare them tedious work. To the extent that developmental
outcomes do not enter the employer’s utility function, less effort might be spent
on the ground to promote developmental objectives. Favoritism might thus allow
projects to be pursued where important preconditions are not met or might re-
duce time and resources devoted to the preparation of a project (Kilby 2013,
2015). From the recipient’s perspective, aid inflows may delay important policy
reforms that would, among other things, also promote economic growth.

Focusing on the IMF and the World Bank, Stone (2008), Kilby (2009), and
Nooruddin and Vreeland (2010) suggest that political favoritism undermines the
credibility of conditionality, rendering it ineffective. Dreher and Jensen (2007)
find that the conditions attached to loans given to political allies of the IMF’s
most important shareholders are less stringent. The results of Nielsen (2013)
show that donors punish nonallies when they violate human rights by reducing
aid but not their political allies. This does not imply that politically important
countries necessarily follow unsound economic policies. Sometimes donors and
recipients agree on policy; some recipient governments even invite policy condi-
tionality (Vreeland 2003). Other times, governments may follow a different
policy course than that recommended by the donor and still be successful. At
other times, however, politically important recipient countries may be unable or
unwilling to follow the donors’ conditions even though their economy would
benefit from the proposed adjustments.

The World Bank Economic Review 5
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Political motivations may also reduce the effectiveness of aid through a more
subtle channel: Faye and Niehaus (2012) show that politically motivated aid
might help facilitate political business cycles, as donors provide more aid to their
political allies prior to elections. Aid thus helps incumbent governments to distort
their economy, which can reduce growth rates directly (after the short-term stim-
ulating effect of expansionary electoral policies evaporates). More importantly,
this type of aid makes it more difficult for voters to select the “best” politicians,
as they receive distorted signals of competence. What is more, election-related
aid can be seen as a valuable prize, increasing the number of incompetent politi-
cal actors who enter the political stage or even leading to coup d’états (Werker
2012). This can on average lead to less competent politicians and might thus re-
duce growth rates. Finally, Bobba and Powell (2007) suggest that aid-receiving
allies might feel more obliged to spend politically motivated aid in the donor
country than recipients of developmentally-oriented aid, even if goods and ser-
vices could be bought at a lower price and/or higher quality elsewhere.

In summary, while it is theoretically unclear whether political aid has a different
effect, there are many good reasons to expect that it is less effective than aid intended
to promote development. We therefore turn to the empirics to answer this question.

II . DA T A A N D ME T H O D

Our proxy variable for geostrategic importance is a measure that has been shown
in previous research to induce political favoritism: temporary membership on the
UN Security Council. Ten temporary members are elected by the UN General
Assembly, while five members serve on a permanent basis. Temporary members
serve two-year terms, which are not immediately renewable. A number of studies
show that temporary members of the UNSC receive substantial increases in aid,
arguably due to the powerful geostrategic positions these countries enjoy during
their tenure on the Council. Donors who have been shown to increase aid to
members of the UNSC include the United States (Kuziemko and Werker 2006),
Germany (Dreher et al. 2015), and Japan (Vreeland and Dreher 2014), as well as
a number of multilateral organizations whose major shareholders have a sub-
stantial say over the allocation of resources and can to some extent sway these
organizations’ decisions according to their political interests (Vreeland and
Dreher [2014] provide a summary).

Even if formally elected by the United Nations General Assembly (UNGA),
most decisions on who gets elected to the UNSC are made at regional caucuses,
where norms and rules differ between regions.7 Dreher et al. (2014b) and
Vreeland and Dreher (2014) investigate these rules. They show that African na-
tions typically rotate; Latin America and Asia hold competitive elections where

7. In around 80 percent of the elections only one country—nominated by a specific region—runs for

election (Vreeland and Dreher 2014). Decisions at the regional caucuses are thus crucial in these elections.
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regional hegemons win most often; Western Europe mixes rotation and competi-
tive elections; and since the end of the Cold War, Eastern Europe shows no sys-
tematic pattern. Though which countries get elected to the UNSC is not strictly
random, hardly any variable reliably predicts the timing of membership across
regions. As Dreher et al. (2014b) summarize their results, “UNSC election ap-
pears to derive from a compromise between the demands of populous countries
to win election more frequently and a norm of giving each country its turn. We
also find evidence that richer countries from the developing world win election
more often, while involvement in warfare lowers election probability. By con-
trast, development aid does not predict election.” We control for GDP per capita
and (internal and external) conflict either in all models, or in our tests for robust-
ness, while the effect of population size is hardly relevant in first differences.
Controlled for the variables in the model, UNSC membership can thus be consid-
ered exogenous to growth. Arguably, the rotation among African countries pro-
vides the most reliably exogenous variation on when countries serve on the
UNSC across our sample period.8 We make use of this exogeneity by replicating
our results for Africa.

To allow comparability with existing research, our analysis closely follows the
approach in Clemens et al. (2012), adding our variables of interest to their mod-
els. Clemens et al. show that the most prominent previous attempts to control
for the potential endogeneity of aid rely on invalid instruments. Instead of sug-
gesting more valid ones, they address the potential endogeneity of aid by
differencing the regression equation and lagging aid, so that it can reasonably be
expected to cause growth rather than being its effect. Thus, they assume that the
main (short-term) effects of aid on growth occur, on average, one four-year-
period after its disbursement. We base our analysis on their permutations of
Burnside and Dollar (2000)—the study that arguably gained most attention in
the recent literature on aid and growth. While we believe (as do Clemens et al.
2012) that OLS regressions are superior to two-stage least squares regressions
with questionable instruments, we stress that our estimate of whether aid affects
growth could be biased in either direction,9 and we refrain from interpreting the
aid-growth relationship as causal. Instead, we focus on how temporary UNSC-
membership causally changes the effect of aid on growth.

In terms of timing, we follow Clemens et al. (2012) and assume that disbursed
aid on average takes one four-year-period to become effective in increasing or de-
creasing economic growth.10 We also assume that bottlenecks in the donor and

8. For Africa, Vreeland, and Dreher (2014) find representation to be more likely for those countries

with higher debt service payments, larger GNI per capita, greater voting alignment with the United States

in the UNGA, and more corruption, controlling for country fixed effects. We control for these variables ei-

ther in all regressions or in the robustness section.

9. For example, donors might grant more aid to a new reform-oriented government. Increased growth

resulting from these reforms could then spuriously be attributed to the increases in aid. On the other hand

donors might give more aid to countries where they anticipate shocks to reduce future growth rates.

10. As summarized in Headey (2008), aid affects growth most substantially 5–9 years after it has been
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recipient administrations prevent aid committed from being disbursed immedi-
ately, so that the bulk of aid committed in one four-year-period is disbursed one
period later, on average.11 In accordance with these assumptions about the tim-
ing of the aid disbursement and growth effects of aid we are interested in growth
rates two periods after UNSC membership. We illustrate the timeline derived
from our considerations in Figure 1 (but also test different timings below).

We expect that aid committed in period (t�2), which is disbursed in period
(t�1), is less effective in promoting growth in period (t) for countries that are
UNSC-member during period (t�2). Figures 2–4 provide a first impression of the
data. Figure 2 shows total aid commitments (in constant 2000 million US dol-
lars) from all DAC-donors for four-year-periods, to countries that either do not
serve in any of the periods shown in the figure, serve one, or serve two years of a
period on the UNSC.12 We also show the amount of aid UNSC members re-
ceived in the period before serving on the UNSC (i.e., period t�3) and the first
period in which they no longer serve (t�1). As can be seen, aid commitments are
substantially larger for countries that have served one or two years out of a four-
year-period on the UNSC, compared to countries that do not serve. They are
also larger for UNSC members compared to what these same countries received
in the previous period and to what they receive in the period after they have been
on the UNSC (these differences are statistically significant at the one-percent
level).

Figure 3 focuses on net aid disbursements (also in constant 2000 million US
dollars) one four-year-period after a country has been on the UNSC. For com-
parison, the figure also shows aid disbursements for countries that have not been
on the UNSC in any of the periods shown in the figure, as well as disbursements
at the time the country is on the UNSC (i.e., UNSC (t�2)), and two periods later
(UNSC (t)). The figures support the hypothesized pattern: While commitments
increase in the contemporaneous four-year-period of membership (t�2); the ac-
companying disbursements increase in the period following UNSC membership
(t�1). Thus, aid commitments during UNSC membership indeed seem to be dis-
bursed on average one period later. Both commitments and disbursements move
back to their initial levels in periods (t�1) and (t), respectively, increasing our
confidence in this time structure. Overall, the effects coincide with UNSC mem-
bership, and disappear after the temporary member loses its extraordinary geo-
political importance.

disbursed, on average. If aid is disbursed evenly over time, the average positive distance between a dollar

being disbursed and growth in the contemporaneous four-year-period is 16 months (Roodmann 2007;

Headey 2008). Headey thus lags aid by one four-year period, so that the average positive distance between

disbursements and their potential effects is five years and four months.

11. For example, a 1999 report of the British House of Commons’ Select Committee on International

Development reports a delay between European Commission aid commitments and disbursements of al-

most five years (cited in Odedokun 2003, 7). See OECD (2003) for an in-depth discussion of reasons for

delayed disbursements.

12. This is in line with Bueno de Mesquita and Smith (2010).
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Figure 4 shows mean yearly growth rates of per capita GDP for different lags
of UNSC membership. The first bar displays the growth rates for countries that
are not members of the UNSC. The other bars show the growth rates for differ-
ent lags of UNSC membership: Growth during UNSC membership, one period
before, one period later, two periods later, and three periods later. The figure
shows that compared to countries not on the UNSC, temporary members subse-
quently experience lower growth rates.13 As expected, growth is lowest two pe-
riods after UNSC membership. Also note that growth rates are substantially
higher one further period later (tþ1). This pattern is in line with our hypothesis
that the increased aid committed in period (t�2) during temporary UNSC mem-
bership (figure 2), which is disbursed in large parts in period (t�1) (figure 3), has
an adverse effect on how aid affects growth in period (t) (figure 4). While these
descriptive statistics imply no causality, their pattern lends support to our story.

Next we turn to our econometric specification. According to Clemens et al.
(2012), the appropriate method to test the effect of aid on economic growth ac-
counts for the non-linear effect of aid through a square term, removes country

FIGURE 2. Total Aid Commitments and Temporary UNSC Membership
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4-year periods, 1959-2009, excluding Russia and China 

61 never members, 87 members

Notes: The figure shows total aid commitments, where “t” refers to the period
we expect the aid to impact on growth. “No UNSC” refers to countries that are
not temporary member of the UNSC in any of the periods shown; “t�2” is the
period of temporary UNSC membership. We show aid committed while coun-
tries serve on the UNSC either one or two years of a four-year period (in “t�2”),
the amount of aid committed to those who will serve on the UNSC in the next
period (“t�3”) and those who have served in the previous period (“t�1”).
Source: Own calculations; see supplemental appendix S1 for variable definitions
and sources.

13. This is in line with Bueno de Mesquita and Smith (2010).
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fixed-effects through first-differencing, and lags aid by one period. As they argue,
this minimizes potential misspecification due to reversed causality between aid
and growth, and omitted variables bias.14 This is also our preferred estimation
strategy. Following Clemens et al. (2012) our reduced-form empirical model is at
the country-period level:

DGrowthi;t ¼ a þ bDAidi;t�1 þ cDðAid2
i;t�1Þ þ dUNSCi;t�2

þ fDAidi;t�1� UNSCi;t�2 þ DX
0

i;tgþ D�i;t (1)

where Growthi,t is a country i’s average yearly real GDP per capita growth over
period t. Aidi,t-1 denotes the amount of aid (as a percentage of GDP) disbursed in

FIGUR E 3. Total Aid Disbursements and Temporary UNSC Membership
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4-year periods, 1959-2009, excluding Russia and China.

61 never members, 87 members

Notes: The figure shows total aid disbursements, where “t” refers to the period we
expect the aid to impact on growth. “No UNSC” refers to countries that are not
temporary member of the UNSC in any of the periods shown; “t�2” is the period
of temporary UNSC membership. We show aid disbursed while countries have
served on the UNSC in the previous period for either one or two years of a four-year
period (in “t�1”), the amount of aid disbursed to those who serve on the UNSC in
the current period (“t�2”) and those who have served two periods ago (“t”).
Source: Own calculations; see supplemental appendix S1 for variable definitions and
sources.

14. In addition, they seem to prefer a measure of early-impact aid over all aid. This measure has been

shown to not be a robust predictor of growth (Rajan and Subramanian 2008; Bjørnskov 2013). What is

more, a major drawback with this measure is that disaggregated aid disbursements are not available for

the entire period, so that disbursements have to be estimated based on commitments. We therefore prefer

to focus on overall aid. However, we replicate the analysis using early-impact aid instead of all aid below.
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the previous period; UNSCi,t-2 indicates the share of years country i was a tempo-
rary member of the UNSC two periods before.15 As we expect that aid commit-
ments are, on average, disbursed one period later, we twice-lag the share of
temporary membership on the UNSC (UNSCi,t-2). All regressions include the
complete set of (time-variant) control variables used by Clemens et al. (2012),
which we denote Xi,t.

16 These variables are GDP per capita in the first year of
each period, Assassinations, the interaction of Ethnic Fractionalization with
Assassinations, M2/GDP (lagged), Policy, and period dummies.17 Our preferred
specification also includes aid squared to test decreasing returns to aid, again fol-
lowing Clemens et al. (2012). Finally, D�i;t is the error term which we allow to be
heteroskedastic and arbitrarily correlated within countries.

FIGURE 4. Mean GDP Per Capita Growth Rate in Percent (in Period t) and
Temporary UNSC Membership
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Notes: The figure shows GDP p.c. growth (averaged over four-year periods), ac-
cording to whether or not countries have served as temporary members of the
UNSC, where “t” refers to the period we expect the aid to impact on growth.
“No UNSC” refers to countries that are not temporary member of the UNSC in
any of the periods shown; “t�2” is the period of temporary UNSC membership.
Growth rates are lowest two periods after membership (in “t”).
Source: Own calculations; see supplemental appendix S1 for variable definitions
and sources.

15. We exclude the permanent UNSC members Russia and China from the analysis.

16. Our supplemental appendix S1—available on this journal’s website—reports the sources and defi-

nitions of all variables, while we show descriptive statistics in appendix S2.

17. The policy index is based on measures of budget balance, inflation, and openness to trade. The

original Burnside and Dollar (2000) study also includes time-invariant variables that are removed here (as

in Clemens et al. 2012) through taking first-differences.
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Three potential concerns about our identification strategy deserve attention:
First, one could argue that UNSC membership should be included in differences
instead of levels. To us, it seems intuitive that the level rather than changes in
UNSC membership conditions the effectiveness of changes in aid. Nevertheless,
our results are robust to first-differencing the share of UNSC membership, as we
show below. Second, it could be argued that temporary UNSC membership
should be interacted with aid squared as well. Political motivation would then
not only change the level of the marginal effect of aid, but also its slope. Such an
interaction effect, however, is not significant in our models (the p-value being .99
in our preferred specification) and of a very small magnitude. As its inclusion is
not compelling in terms of theory and complicates the interpretation of results,
we do not include it here. Note however that this choice does not affect the
results.18

A third and important concern is the potential endogeneity of aid. However,
our coefficient of interest is the interaction between aid and UNSC membership
(f in equation (1)). This coefficient can be estimated consistently under a set of
assumptions that do not require aid to be exogenous. Following Bun and
Harrison (2014) and Nizalova and Murtazashvilli (2016), appendix S4 provides
a formal presentation of these assumptions.

The first assumption is the exogeneity of nonpermanent UNSC membership,
conditional on the variables in the model. The second is that the endogeneity of
aid due to any omitted variable bias must be independent of UNSC status. More
specifically, we assume that any bias resulting from the (potential) endogeneity
of aid (in t�1) is the same in countries on and off the UNSC (in t�2). Both as-
sumptions find support in previous research. Bueno de Mesquita and Smith
(2010), Dreher et al. (2014b), and Vreeland and Dreher (2014) test the possibil-
ity that countries that become politically or economically more important over
time receive more aid, have a higher probability of being elected to the UNSC
and have higher rates of economic growth simultaneously. Temporary members
of the UNSC might be able to draw attention to their legitimate developmental
needs, giving them access to additional funds that are unrelated to political mo-
tives. These authors find that election to the UNSC is hardly related to variables
that also affect the amount of development aid a country receives or that system-
atically affect growth across regional caucuses. We tested whether growth differs
in the period before countries enter the UNSC compared to all other periods. It
does not (p-value: .47).19 We tested whether economic volatility differs between
countries on and off the UNSC. To the extent that the economies of countries
elected to the UNSC are more volatile, such volatility could reduce the effect of
aid on growth. The variance of economic growth of countries on and off the
UNSC does not differ (p-value: .58). Finally, we make use of the varying regional

18. See table S3.7 and figure S3.1 in our supplemental appendix S3.

19. This also holds two or three periods earlier, making the “common-trend assumption“ plausible

(see column 2, row 1 of table 2).
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norms in how members get elected to the UNSC introduced above. As empha-
sized in Vreeland and Dreher (2014), rotation of seats in the African region most
strongly conforms to the assumption of randomly assigned membership status.
We therefore replicate our regressions focusing on a sample of African countries
and confirm our main results. Overall, conditional on the variables in our mod-
els, it seems reasonable to assume that UNSC membership provides exogenous
variation in the geopolitical importance of a country for the two years of
membership.20

Of course, the exogeneity of temporary UNSC membership does not guaran-
tee that membership has no effect on growth two periods later through channels
other than aid. The existence of alternative channels would not affect the consis-
tency of the estimated interaction term except in the case that such an omitted
variable is also correlated with aid in a manner consistent with our timing. While
we control for several potential determinants of growth that UNSC membership
could most plausibly affect in the robustness section, it is impossible to rule out
that other such variables exist. However, changes in these variables would need
to change the effect of aid on growth in order to threaten our results. While a
large number of variables have been suggested to increase or decrease the effec-
tiveness of aid, many of these interactions have been shown to be fragile (e.g.,
Doucouliagos and Paldam 2009). But even if the effectiveness of aid depends on
omitted variables that change due to temporary membership on the UNSC, we
can still test whether UNSC membership causally changes the effectiveness of aid
(though a differential effect of aid would then be caused by changes in external
circumstances rather than by changes in the quality of the aid).

This would no longer be the case if donors allocate their aid in response to
UNSC membership in a way that depends on omitted variables that in turn affect
growth. For example, donors might allocate more aid to countries experiencing
economic downturns when these countries are UNSC members, so that the endo-
geneity of aid due to economic downturns would depend on UNSC status.
Dreher et al. (2012) test whether the effect of UNSC membership on the number
of (World Bank) aid projects depends on borrowing countries’ need. They find
this not to be the case. To further test the importance of potentially omitted vari-
ables in our regressions, we follow the approach of Altonji et al. (2005). We
compare the relative impact that unobserved variables would need to have on
our coefficients of interest compared to observable variables to make the interac-
tion of UNSC membership and aid indistinguishable from zero. To this end, we
include the interactions of temporary UNSC membership with variables

20. Alternatively, we can replace the assumption that nonpermanent UNSC membership is exogene-

ous with the less restrictive assumption that any channel by which future growth affects UNSC status is in-

dependent of aid. More specifically, we would have to assume that any bias resulting from the (potential)

endogeneity of UNSC (t�2) is independent of DAid (t�1). While this assumption is more lenient than as-

suming exogeneity of UNSC membership, it comes at the cost that the coefficient of UNSC membership it-

self is no longer estimated consistently. What is more, we are convinced of the exogeneity of UNSC

membership, so we report this modified assumption for completeness only (in appendix S4).
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indicating economic and political crises (as well as the respective variables in lev-
els) to our preferred specification.21 The coefficient of interest becomes larger
rather than smaller and more precisely estimated. Overall, we consider a viola-
tion of our identifying assumptions unlikely.

To convince the reader of the reliability of our estimations, we control for a
large number of variables in addition to those used in Clemens et al. (2012) which
could potentially affect how UNSC membership changes the effect of aid on
growth, and follow the time pattern we suggest: (changes in) the share of foreign
direct investment, trade, and imports in recipient countries’ GDP, various facets of
institutional quality including internal and external conflict, and voting alignment
with the United States in the UNGA. Controlling for these variables further
increases our confidence that the difference-in-difference-like estimation we sug-
gest identifies a causal difference in the effect of aid on growth depending on
UNSC membership.

II I . RE S U L T S

Table 1 shows the main results, covering the 1974–2009 period. All data are aver-
aged over four years. The dependent variable is the average annual growth rate of
real GDP per capita; aid is measured as net Official Development Assistance
(ODA) as a percentage of GDP.22 When we do not account for diminishing re-
turns to aid by including aid squared, the coefficient of the interaction term is neg-
ative and significant at the five-percent level (column 1). When we include aid
squared, the interaction becomes significant at the one-percent level (column 2).23

According to column 2, for any increase in DAid, the effectiveness of this change
in aid disbursements decreases with the share of the period the recipient country
has spent on the UNSC two periods before (i.e., when the aid has been commit-
ted). The causal effect of a one percentage point increase in aid as a percentage of
GDP on yearly economic growth is 0.64 percentage points higher if the recipient
has not served on the UNSC compared to if it has served two years (i.e., 1/2 of the
four-year period). Compared to the average growth rate of about 1.34 percentage
points in our sample, this is a substantial reduction of almost half the average
growth rate. The results thus support our hypothesis that aid committed during
times of short-term political importance is indeed less effective.

21. Specifically, we include interactions with debt (as share of GNI), short term debt (as share of total

external debt), GDP per capita at the beginning of each period, and assassinations to our baseline regres-

sion. Detailed results are available on request.

22. The original source for GDP per capita growth is the World Bank’s World Development

Indicators; ODA is total net ODA in current US$ from table 2 of the OECD’s Development Assistance

Committee in percent of GDP in current US$, taken from the World Development Indicators (see the

Technical Appendix to Clemens et al. 2012). Data for the 2006–2009 period are from Minasyan (2016)

and World Bank (2016).

23. We also tested whether the effect differs when we only take important years of UNSC membership

into account, as suggested in Kuziemko and Werker (2006). The results remain unchanged.
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Figure 5 shows the marginal effects for the model of column 2 and the corre-
sponding 90%-confidence intervals. The marginal effect of changes in aid on
changes in growth depends on the magnitude of the change in aid and on mem-
bership on the UNSC. As the marginal effects depend on DAid and D(Aid2), any
quantitative interpretation obviously depends on whether the coefficients of these
variables are estimated consistently, and thus on the identifying assumptions in
Clemens et al. (2012). As can be seen, the effect declines for higher values of
DAid, reflecting diminishing returns to aid.24 The aid-growth relationship is posi-
tive for countries that have not served on the UNSC when aid has been commit-
ted,25 while being largely insignificant for countries that have served one year,
and significantly negative for those who served two years. For a country receiv-
ing the median amount of aid (1.59 percent of GDP) the estimated effect of this

TABLE 1. Politically Motivated Aid and Growth, OLS, 1974–2009

(1) (2) (3) (4)

DAid (t� 1) 0.116 0.473** 0.142 0.345
[0.085] [0.208] [0.139] [0.329]

DAid squared (t�1) �0.010** �0.006
[0.004] [0.006]

UNSC (t�2) �1.384 �1.368 �1.737 �1.732
[0.832] [0.836] [1.216] [1.247]

UNSC (t�2)* DAid (t�1) �0.981** �1.289*** �1.446*** �1.547***
[0.429] [0.379] [0.295] [0.338]

DGDP p.c. at start of period �3.607* �3.731** �1.472 �1.770
[1.904] [1.801] [4.068] [3.745]

DAssassinations �0.198 �0.184 0.695 0.486
[0.179] [0.169] [0.942] [0.969]

DAssassinations * DEthnolinguistic
Fractionalization

0.337 0.307 �3.610 �3.172
[0.341] [0.327] [3.354] [3.417]

DM2/GDP �0.003 �0.004 0.043* 0.039*
[0.016] [0.014] [0.024] [0.020]

DPolicy 0.923*** 0.940*** 0.918** 0.913***
[0.160] [0.165] [0.330] [0.324]

Sample All All Africa Africa
Adj. R-Squared 0.171 0.190 0.139 0.142
Number of Observations 393 393 145 145
Number of countries 54 54 24 24

Notes: The dependent variable is growth of real GDP per capita and covers the 1974–2009 period.
All regressions use averages over four years, include variables in first differences (except for the
UNSC variable) and include period dummies. Robust standard errors in brackets (clustered at the
recipient country level): * p<0.10, ** p< 0.05, *** p<0.01.
Source: Own calculations; see supplemental appendix S1 for variable definitions and sources.

24. The marginal effect of a change in aid is linear in the lagged difference and in the twice-lagged level

of aid (see appendix S5).

25. This holds unless the change in aid exceeds 10 percent of GDP.

16 DREHER, EICHENAUER, AND GEHRING

 at U
niversitaet Z

uerich on A
ugust 1, 2016

http://w
ber.oxfordjournals.org/

D
ow

nloaded from
 

http://wber.oxfordjournals.org/


FIGUR E 5. Marginal Effect of Changes in Aid Disbursements on Changes in
Economic Growth, 1974-2009
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Notes: Marginal effect of changes in aid disbursements on changes in economic
growth conditional on varying temporary UNSC membership and the control
variables (based on Table 1, column 2). The histogram shows the distribution of
DAid in the regression sample: The upper and lower lines show the 90% confi-
dence interval with dots representing individual observations. Note that the sig-
nificant interaction term in the regression shows that these marginal effects differ
significantly from each other. The derivation of the marginal effects can be found
in supplemental appendix S6.
Source: Own calculations; see supplemental appendix S1 for variable definitions
and sources.
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aid on growth is 0.72 when the country has not served on the UNSC, but �0.21
when the country has served one year on the UNSC, and �0.30 when it has
served two years. The negative consequences of the donors’ political motivations
are thus not only statistically but also economically significant.

Columns 3 and 4 of table 1 reproduce the regressions focusing on Africa only.
African nations follow the strictest norm of rotation on the UNSC among all re-
gional election caucuses, making the exogeneity of UNSC membership particu-
larly hard to challenge (Dreher et al. 2014b). The coefficient on the interaction
term is negative and significant at the one-percent level independent of whether
we exclude aid squared (in column 3) or include it (in column 4). We also tested
whether the effect of UNSC membership on the effectiveness of aid is different
for Africa, compared to other regions of the world. We find this not to be the
case, at conventional levels of significance (p-value: 0.69).26

The results so far are in line with our proposed timeline. However, this does not
preclude the potential importance of other sequences between membership on the
UNSC and aid disbursements. Thus, table 2 reports results where we replicate the
regressions of column 2 in table 1 using alternative timelines to examine whether
and to what extent other possible sequences are supported by the data.

We test whether the effectiveness of aid disbursed in periods (t), (t�1), and
(t�2) is affected by UNSC membership in periods (tþ1), (t), (t�1), and (t�2).
For example, if aid disbursed to UNSC members would prove to be less effective
in the period of membership (rather than one period later), an explanation could
be that contemporaneous membership affects compliance with conditionality
and thereby makes the aid less effective. While table 2 shows the coefficients and
standard errors of the interaction terms only, note that the respective aid, aid
squared and UNSC variables are included in each regression (as are the re-
maining control variables). As can be seen, the only significant coefficient is
the one following our previously proposed and theoretically most likely time-
line (Aidt-1*UNSCt-2) that we show here for comparison. The regressions thus
support our proposed timeline, and our considerations behind it. The table
shows that this also holds when we focus on future UNSC membership, which
we included here as a placebo test.

We further test the robustness of our results in a number of ways. First, we re-
place the share of years a country has served on the UNSC with a binary indica-
tor variable for a country’s presence on the UNSC. Second, we first-difference
the UNSC variable rather than including it in levels. Third, we lag all control var-
iables by one period rather than including them contemporaneously. Fourth, we
employ early-impact aid as defined in Clemens et al. (2012) instead of all aid.

Fifth, in light of the identifying assumptions discussed above, we include a
number of additional variables (as changes between (t�2) and (t�1)) which

26. Figure S3.2 in appendix S3 shows the marginal effects. To the extent that the effects of UNSC

membership on aid effectiveness are homogenous across regions this indicates that selection on unobserv-

ables in the other regions is of no significant amount.
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could potentially induce omitted variables bias. Most importantly, we control
for changes in the institutional environment by including the International
Country Risk Guide’s (ICRG) variables measuring Bureaucracy Quality,
Corruption, Democratic Accountability, Ethnic Tensions, External Conflict,
Government Stability, Internal Conflict, Investment Profile, Law & Order,
Military in Politics, Political Risk Rating, and Religious Tensions. One at the
time, we also include imports of goods and services (as a share of GDP), trade
(as a share of GDP), Foreign Direct Investment inflows (as a share of GDP), the
recipient country’s voting alignment with the United States in the UN General
Assembly, and debt service (as share of GNI). Controlling for these additional in-
fluences considerably reduces any remaining risk of omitted variable bias. As our
final test for robustness, we employ Clemens et al.’s (2012) permutations of
Rajan and Subramanian (2008) instead of those of Burnside and Dollar
(2000).27

The results are shown in table 3. They show that our main result is unaffected
by all of these additions. The robustness of our results to the inclusion of a large
number of variables increases our confidence that the main specification above
does not violate the identifying assumptions, so that the estimates above are
consistent.

Finally, we turn to explanations for our results. As we have discussed in
Section 2, the previous literature identified a number of transmission channels
for individual donors. Dreher et al. (2013) show that political motives reduce the
quality of World Bank projects. Also for the World Bank, Kilby (2015) reports
that political allies are allowed to start projects with inferior preparation. Stone
(2008) finds that political favoritism undermines the credibility of IMF
conditionality.

In order to test these transmission channels in our broad sample of donors, we
would require data on aid conditionality and compliance with these conditions,
project success, and time and resources invested in project preparation. These
data do not exist for a broad sample of donors. Data exist, however, on different
aid modalities and the sectoral composition of aid across recipient countries that
are on the UNSC and those that are not. Previous research argues that the effec-
tiveness of aid depends on the sector the aid is given to and the modalities
through which it is delivered (Bjørnskov 2013). To the extent that UNSC mem-
bership affects composition and modalities,28 the effectiveness of aid would
change.

Table S6.1 in appendix S6 reports the amount of aid committed to individual
sectors while countries have been temporary members of the UNSC compared to

27. In a previous version of this paper we estimated all main models in this framework and also show

regressions using those of Bueno de Mesquita and Smith (2010). See Dreher et al. (2014a) for details.

28. Bayer et al. (2014) provide initial evidence. Their results show that countries prefer to work with

UN agencies rather than the World Bank in implementing projects under the Global Environment Facility

while being on the UNSC.
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other times (in constant million 2011 US$), for the 1973–2011 period. There are
substantial differences between those countries on the UNSC and the rest. When
we perform a simple t-test for equality of a certain category’s share in total aid
committed to UNSC members and nonmembers we find that the share increases
significantly in 7 of the 26 sectors, and decreases in one sector. For example,
UNSC members receive larger general budget support (þ46%), more aid for
other social infrastructure (þ105%), more food aid (þ59%), but less emergency
aid (�39%). According to Nunn and Qian (2013), US food aid increases the risk
of civil conflict. Bjørnskov (2013) shows that a category of aid that includes
emergency aid increases growth. Both increases in food aid and reductions in
emergency aid are thus likely to reduce the effectiveness of aid.

TABLE 3. Tests for Robustness

Coefficient of interaction Observations

(1) UNSC dummy �0.626*** 393
(2) UNSC in first-differences �0.384** 393
(3) Control variables lagged �1.012** 359
(4) Early impact aid �1.470* 354
(5) Including all ICRG institutional measures �0.975** 214
(6) Including Imports/GDP �1.254*** 378
(7) Including Trade/GDP �1.261*** 378
(8) Including FDI/GDP �1.125*** 317
(9) Including voting with U.S. in UNGA �1.260*** 385
(10) Including Debt/GNI �1.397*** 367
(11) Rajan/Subramanian �1.365** 351

Notes: The dependent variable is growth of real GDP per capita and covers the 1974–2009 period.
All regressions use averages over four years, include variables in first differences (except for the
UNSC variable, which is estimated in first differences in row 2 only) and add additional controls as
indicated. All regressions include the corresponding aid, aid squared, and UNSC terms and, except
for row 11, the same control variables as column 2 in table 1. Row 1 includes a binary indicator for
temporary UNSC members instead of the share of years, while row 2 includes the share of UNSC
membership in first differences rather than in levels. Row 3 lags all control variables by one period.
Row 4 substitutes (net) Aid with (gross) “Early impact” aid as defined in Clemens et al. (2012) and,
following their models, also includes repayments/GDP and (repayments/GDP) squared. We interact
the linear “Early impact” and the repayment term with the UNSC variable. Row 5 includes the
International Country Risk Guide’s (ICRG) variables (Bureaucracy Quality, Corruption,
Democratic Accountability, Ethnic Tensions, External Conflict, Government Stability, Internal
Conflict, Investment Profile, Law & Order, Military in Politics, Political Risk Rating, and Religious
Tensions), all of which are available since 1984 only. Row 6 includes the (lagged) first difference of
Imports of goods and services (as a share of GDP), row 7 adds Trade (as a share of GDP), row 8
Net Foreign Direct Investments inflows (as a share of GDP), row 9 adds the recipient country’s vot-
ing alignment with the United States in the UN General Assembly, and rows 10 includes total debt
service (as a share of GNI). Row 11 focuses on Clemens et al.’s (2012) permutations of Rajan and
Subramanian (2008). Their control variables are Aid Squared, Initial GDP/capita, Initial Policy,
(log) Initial Life Expectancy, Institutional Quality, (log) Inflation, Initial M2/GDP, Budget Balance/
GDP, Revolutions, and period dummies; all data are averaged over five-year-periods. Variations in
sample size arise from incomplete information on the additional variable(s) included. For each of
the above tests for robustness, appendix S3 shows full results for the aid and UNSC variables and
their interaction. Robust standard errors (clustered at the recipient country level): * p< 0.10, **
p<0.05, *** p<0.01.
Source: Own calculations; see supplemental appendix S1 for variable definitions and sources.
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Strong differences also arise when we focus on the aid modality (as we show
in table S6.2 in appendix S6). The results indicate increases in all types of aid for
temporary members of the UNSC. In particular, budget aid increases by 192%
during UNSC membership, while the increase in project aid is 95%. Loans in-
crease by 137% and grants by 32%. The increases of these types of aid in a re-
cipient’s overall aid are all statistically significant at the five-percent level. Note
that budget support is the type of aid that offers most flexibility to the recipient
government and is thus particularly attractive to use for political reasons. To the
extent that these different types of aid affect economic growth differently, the dif-
ferent composition of aid could also explain the effect that we identified.

IV. CO N C L U S I O N S

In this paper we addressed the question of whether a recipient country’s short-
term geopolitical importance reduces the effectiveness of the development aid it
receives. We made use of a straightforward proxy for the geopolitical importance
of a country. Specifically, we exploited the quasi-random variation in aid dis-
bursements resulting from the recipient being of extraordinary geopolitical im-
portance during its temporary membership on the UNSC. The previous literature
has shown that temporary members of the UNSC receive substantial increases in
aid (Kuziemko and Werker 2006; Dreher et al. 2009a, 2009b). To the extent
that political motives for the allocation of aid negatively affect its consequences,
the aid a country receives while serving on the UNSC should be less effective on
average. The literature also shows that the time spent to prepare aid projects, the
number of aid conditions as well as punishment of non-compliance with such
conditions differ for politically important aid recipients. Overall, we therefore
expect aid given to countries of short-term political importance to be less effec-
tive in promoting growth than aid given at other times.

Rather than suggesting our own econometric model, we augment Clemens
et al.’s (2012) permutations of Burnside and Dollar (2000) with our exogenous
measure of politically motivated aid. Our results show that aid committed while
a recipient is a member of the UNSC is less effective in increasing economic
growth. This holds when we restrict our sample to African countries, which fol-
low the strictest norm of rotation for UNSC membership.

While we did not aim to test whether aid is effective, but rather, whether aid
effectiveness is reduced due to the short-term political importance of recipients,
our findings have direct implications for the existing and future aid effective-
ness debate. To the extent the reader accepts the regressions presented in
Clemens et al. (2012) as a causal test for the effectiveness of aid, our results im-
ply that overall aid increases growth, while aid given to countries at the time
they are of geopolitical importance is insignificant or harmful to growth. In
any case, aid to important countries is less effective than aid given at other
times. Political motives channel more aid to temporary UNSC members whose
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subsequent growth rates might increase to the extent that the marginal effect of
aid remains positive. This increase could however come at the cost of reduced
aid and larger losses in growth elsewhere, inducing UNSC-related cycles in
growth.

An important implication of our results relates to the identification strategy in
the previous aid effectiveness literature, much of which tries to identify the causal
effects of overall aid by instrumenting for aid using political variables. Our re-
sults show that geopolitical variables are of limited use as instruments for overall
aid when “political aid” is different. More specifically, our results suggest that
the estimated effects of politically motivated aid—often reported as the effect of
all aid in previous studies using such instruments—represent the lower bound of
the true effect of all aid.

In terms of increasing the effectiveness of aid, there are arguably two possibili-
ties. First, the giving of foreign aid could be separated from political motives, so
that it truly becomes “development aid.” Given the incentives of donors to use
aid to achieve their geopolitical goals this is unlikely to happen. Second, re-
searchers should identify the exact channels through which geopolitical motives
reduce the effectiveness of aid. The choice of a suitable remedy would depend
upon which of the channels outlined above is responsible for the reduced effec-
tiveness of aid. We leave such analysis for future research.
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