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1 Introduction

Giving aid to poor developing countries is a central foreign policy tool of western nations,
and increasingly rising powers such as China. While much research seeks to identify domes-
tic factors in donor and recipient countries that drive aid provisions, we know surprisingly
little about a persistent and prominent feature of donor-recipient relationships. Individual
countries frequently act as lead donor for a given recipient country, sometimes by them-
selves, sometimes in cooperation with other donors. These lead donor-recipient relationships
sometimes last for decades. Their relevance for overall aid policy is reflected in the fact that
the international aid community often expects lead donors to shoulder a larger burden than
others when dealing with problem states. Examples of this include the US role in Haiti,
British leadership in Zimbabwe, and the — now diminished — role of France in Rwanda.

Lead donorship differs from other forms of aid provision on two dimensions. First, lead
donors have longstanding ties with recipient countries. Second, this relationship is exclusive,
i.e. no or few other donors vie for the role as top aid contributor. This is why studying lead
donorship is different from work that seeks to identify domestic causes of aid policy. Lead
donorship only persists if other donors do not seek the top spot for themselves.

In order to systematically explore the causes of lead donorship, I draw on public goods
and oligopoly theory. We can identify two basic mechanisms that would allow a single donor
to remain the top contributor to a given country over long periods of time. First, donors
could have aligned preferences, or a donor could seek to obtain benefits from giving aid that
other donors do not care about. In this situation, lead donorship will naturally arise from
a lack of competition. If others do not care, the one donor who cares will automatically
become the lead donor. If others share the goal of the lead donor, but this goal has public
good properties, higher costs or weaker preferences will prevent them from joining into the

lead donor’s effort.
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The second mechanism operates if donors have opposing preferences. If they use aid to
compete for private benefits, we need to explain why an individual donor would be able to
secure those goods exclusively for itself over long periods of time. A possible explanation is
that donors collude to limit competition among themselves. In an oligopoly, the exclusive
nature of the donor recipient country relationship directly results from an explicit or implicit
agreement, between donors to respect each others’ spheres of influence.

In order to identify which causal pathway best explains the empirical patterns of lead
donorship I use the following strategy. To learn more about the phenomenon on a descriptive
level, I identify cases of lead donorship drawing on the criteria of long-lasting donor-recipient
ties and exclusive donor-recipient relationships.

In the next step, I statistically test whether lead donorship can be explained by the
presence of cooperative behavior between donors. This involves two steps. I first need to
differentiate between aid with private and public good properties. As lined out above, the
logic of strategic interactions between donors is quite different in the two scenarios. Drawing
on the existing aid literature, private good aid has the potential to generate private benefits
for the donor through facilitating political favors by the recipient government. This type
of aid is typically not project bound but either enters the recipient’s general budget, or is
designated to go towards administrative entities. In contrast, public good aid supports goals
that have non-excludable properties. This category includes broader developmental goals
such as lower child mortality, increased literacy rates, and the like.

After categorizing private and public good aid, I estimate the probability of whether a
recipient country has a lead donor in a given year. I use this estimate in the next step to test
whether aid allocation patterns result from cooperative behavior or not. To this end, I fit a
modified spatial autoregressive model (SAR) of aid allocations. The SAR setup allows us to
explicitly model strategic interconnections in the aid allocations of donors. Specifically, we

can incorporate connectivity weights that correspond to lead donorship and equal burden
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sharing, and estimate to what extent aid allocation decisions depend on how much aid other
donors give. In this context, the predicted probabilities of lead donorship are used to model
which of the two strategic structures is more likely to drive aid allocation decisions. This
analysis is performed separately for private and public good aid.

In the following, I first introduce a novel theory of lead donorship, and derive testable
hypotheses. I then introduce my measure of lead donorship. The empirical analysis is
divided into two parts. The first directly explores the determinants of lead donorship, and
the second part tests hypotheses about aid allocation behavior that follow from the theory.
I draw on data from the five OECD top donors and 118 aid recipient countries from 1974
to 2006. I find that preference asymmetries and economic interests are a good predictor of
lead donorship and that strategic interactions between donors play an important role in how

lead donorship arises.

2 Theory

The literature that seeks to explain aid allocation decisions is too large to cover comprehen-
sively. Authors have looked at the role of donor preferences such as geo-political interests
(e.g. Alesina and Dollar 2000; Stone 2006; Dreher et al. 2008), and economic self-interest
(Younas 2008). Others have researched the effects of recipient country properties such as po-
litical and economic institutions (Alesina and Weder 2002; Bandyopadhyay and Wall 2007),
adherence to human rights norms (Neumayer 2003), and internal armed conflict (Balla and
Reinhardt 2008). Yet another strand of the literature looks at shared properties of donors
and recipient countries, such as colonial ties (Alesina and Dollar 2000).

The goal of this study is not to add another element to the collection of factors that de-
termine the allocation of foreign aid. Instead, it focuses on a recurrent yet under-appreciated

pattern of foreign aid practice. Some donors act as top contributors to individual countries
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over long periods of time. This form of lead donorship is consequential on several dimensions.
Exclusive interactions can lead to close ties between aid officials of the donor country and the
recipient country bureaucracy, raising the potential for corruption and inefficiencies.! Also,
lead donorship generates expectations in the international community with regard to policy
leadership towards recipient countries. For example, despite the francophone roots of Haiti,
in the late 1980s and 1990s France steered clear of greater involvement in the country’s crisis
because of long-standing American engagement in the country (Pezzullo 2006).

The phenomenon of lead donorship has received scant academic attention. An extensive
search only produced one piece that explicitly deals with the topic. Lebovic (2005) argues
that donors benefit from being the largest aid contributor beyond the payoff associated with
a given level of aid. In other words, lead donors receive a bonus for being in the top position.
This raises several important questions. If it is lucrative to be the top donor, why do other
donors not compete for this position? Under this premise, how can we explain the rise and
persistence of long-lasting lead donorship?

To answer these questions, we need to move beyond the notion that the largest aid
provider is automatically a lead donor. Lead donorship can be characterized by two prop-
erties. First, it is in essence a longitudinal phenomenon. It is precisely the ongoing and
exclusive commitments that some donors have towards select recipient countries that make
them worth studying. Germany, for example, has served as top donor to Iran in either the
number one or two position for 23 years between 1974 and 2006, starting in 1978 and run-
ning all the way to 2006. During this time, Iran underwent the Islamic Revolution, fought
a deadly war with Iraq, and was subject to the destabilizing regional effects of the two
American-Iraqi wars. In the face of this variety of circumstances, we want to explain the

steadfastness of Germany’s aid commitments.

! This criticism has been repeatedly leveled against the French aid efforts in Sub-Saharan Africa, that are
deemed to rely too heavily on personalistic networks stemming from colonial times (Gabas 2005).
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A second aspect of lead donorship is the exclusivity of the relationship between a donor
and a recipient country. Going back to the previous example, the German commitment to
Iran was not only characterized by its longevity, but also by a lack of competition from
other donors for Germany’s top spot. This forms an important part of the puzzle of lead
donorship. If donors use aid to secure private benefits they should face pressures to compete
with each other. To the extent that this is true for Germany’s engagement in Iran, we need
to explain why such competition did not materialize. If, on the other hand, Germany’s
engagement in Iran mainly produced benefits with public good characteristics, we need to
explain why Germany remained a top donor and did not succumb to incentives to free-ride
on the efforts of other donors. We will develop a theory of lead donorship that provides
plausible explanations for both scenarios below.

At the other side of the spectrum that defines exclusive donor-recipient country ties lie
those countries that attract much support from the international donor community. These re-
cipient countries have a great number of engaged donors which alternate as top aid providers.
They frequently receive much attention from the global public as a result of humanitarian
needs or political crises. Examples include Rwanda after the 1994 genocide and Zimbabwe
during its current decade-long descent into economic dissolution and political violence. Broad
support can also result from aspirational motives. Botswana has attracted much support
as a role model for political stability and economic progress in Sub-Saharan Africa. Similar
support went to South Africa after the fall of Apartheid and Lebanon after the end of its
civil war.

The longevity and exclusiveness criteria can overlap if long-standing donor-recipient
country ties go hand in hand with broad support from other donor countries. For example,
Cambodia’s tragic story of internal violence and occupation has garnered sympathy and wide
support from the international donor community, with 8 different Western nations taking

the top contributor position between 1974 and 2006. Nonetheless, the US has filled a role
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as largest-or second largest provider of aid during 19 years, both prior to the Vietnamese
occupation, and as sponsor of the peace process in the late 1980s and thereafter.

Below I will use the longevity and exclusiveness dimensions to develop a measure of lead
donorship. Before doing so, we need to introduce our theory of lead donorship, and review

the motives that drive the aid policies of the five top donors.

2.1 A Theory of Lead Donorship

When thinking about long-lasting leadership roles in the provision of public aid, we have to
distinguish two principal scenarios. In the first scenario, leaders have aligned incentives, and
aid is used to produce public goods. In the second scenario, aid helps to secure benefits that
are exclusively enjoyed by the donor.

Let us start with the public goods scenario. It is worth reemphasizing that public goods
in the sense used here are not the same as publicly provided goods such as better roads,
schools, and the like (though such infrastructure aid may help produce public goods). The
public good properties of aid we are interested in arise from the donors’ perspective. This
means that donors who give aid to foster things like economic development, reduce infant
mortality, increase literacy, etc., cannot exclude other donors from enjoying success in these
areas. Nor does the value of these development achievements decrease if the number of
donors taking an interest in them grows. Together, these two properties are the classic
criteria for the existence of a public good.

The insight that international aid given for development purposes forms a public good
was first formulated by Olson and Zeckhauser (1966). While their piece is better known for
its explanation of asymmetric contributions in military alliances, their causal logic underlies
our argument about the source of lead donorship if aid has public good properties. The
authors show that if contributors enjoy differences in marginal returns on contribution to a

public good, the contributor with the largest marginal returns carries the largest burden. In
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the context of aid with public good properties this implies that the donor with the greatest
marginal returns on giving aid will end up as lead donor.

Strictly speaking, differences in marginal returns on aid can result from two different
sources. One is variation in the costs of providing aid, the other variation in tastes for
development. In practice, this distinction is quite inconsequential. What matters is that
donors value helping some developing countries more than others. We have clear anecdotal
evidence that this is the case. In former colonial powers, such as Britain and France, there
exist lobbies that advocate for an ongoing involvement in former colonies. Another factor
are ethnic minorities from the donor country that live in former colonies. For example,
Germany’s engagement in Namibia since its independence in 1990s seems mostly due to
the small German minority living in the country, rather than to the country’s brief spell as
German colony at the turn of the 19th century.

In a public goods situation with asymmetric marginal returns on the provision of aid, lead
donorship essentially arises as a result of free-riding. Free-riding leads to an under-provision
of public goods. This is suboptimal from a social welfare perspective. Attempts to overcome
collective action problems and coordinate aid programs have been a subject of the aid debate
and donor efforts at least since the early 1980s (Aldasoro et al. 2009).

Successful coordination between donors will reduce asymmetries in aid provision. The
observable implications of this relationship between asymmetric aid contributions and donor
coordination are the following. If a lead donor exists, this is indicative of a relative lack of
coordination. We therefore should be able to detect free-riding behavior (i.e. substitution
effects) or only weak complementarities in aid provision. The absence of a lead donor is
indicative for coordination. Therefore, we should see complementarities in aid provision
that are significantly stronger than in the lead donorship case.

Next, we consider the situation in which donors use aid to secure private benefits. The

notion that donors use aid to attain goals unrelated to development is so old as foreign aid
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itself. We will review some of the diplomatic and economic uses of aid that the literature
has identified below.

A central feature of the private uses of aid is that donors who try to obtain the same
sort of benefit should be locked in competition which each other. While scholars of political
economy have recognized that in the domestic arena competing interest groups can use
money to influence policy outcomes (Grossman and Helpman 1994), the obvious parallel in
the aid realm has been ignored so far. Competition prevents the rise of a lead donor. This is
because competing donors have incentives to match the top contributor’s aid commitments
and thus ensure their share of the pie.

Lead donorship under competition for private benefits therefore can only arise in two
ways. First and trivially, if donors do not seek to obtain the same kind of benefits there will
be no competition. Second, if donors are able to reduce competition between themselves,
they will be collectively better of. They therefore have incentives to try to coordinate their
aid allocations. This type of coordination is the equivalent of collusion in oligopoly theory
(e.g. Varian 1992, chapter 16). Lead donorship therefore arises as a result of explicit or
implicit collusive agreements to carve up exclusive spheres of influence for individual donors.

The observable implications of these theoretical considerations are twofold. First, in
the absence of lead donorship we have competition between donors. Since competition
implies that donors match each others’ aid contributions, in this situation we should see
complementarities in aid provision. On the other hand, lead donorship is indicative of
collusion. In the presence of a lead donor we therefore expect that complementarities in aid
provision will decrease or substitution effects arise.

Of central conceptual importance is our ability to distinguish between aid with public
goods character and aid allocations that serve to secure private benefits. To help us make
this distinction in an informed fashion, and to gather the building blocks for a statistical

model of lead donorship, the next section reviews some of the historic driving forces behind
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aid programs.

2.2 Motivations for Giving Aid

As we have seen in the previous section, donor preferences play an important role for lead
donorship. If preferences and the resulting cost-benefit analysis are asymmetric, donors who
give aid to foster development face collective action problems that give rise to lead donorship.
Conversely, donors who use aid to secure private influence are locked into competition with
each other only if they share preferences for the same goods. Lead donorship then will arise
in an attempt to limit this competition.

Given this important role of preferences, if we want to model instances of lead donorship
statistically it is necessary to account for similarities and asymmetries in donor preferences.
In this section I review what drove the aid programs of the five largest providers of bilateral
aid, the US, Japan, France, Germany, and the UK. We will take a brief look at each of those
donor’s aid policies.

After its early years as diplomatic tool in the Cold War, US foreign aid was and continues
to be characterized by a duality of diplomatic and development purposes (Lancaster 2007,
p. 79). Carol Lancaster identifies the countries in which American aid has been used for
primarily diplomatic purposes as Israel, Egypt, and other countries of the Middle East,
Cambodia, the Philippines, and El Salvador, Nicaragua, and Honduras. Motives for support
ranged from fundamental strategic goals in the Middle East, over concerns about left-leaning
popular movements in Central America, the need to secure support for military bases in
South-East Asia, to post-conflict reconstruction in Cambodia, and starting in the 1990s, the
former Yugoslavia and again Central America.

The duality of American aid currently finds expression in institutional innovations such
as the Millennium Challenge Corporation that aims to strengthen the development aspect

of American aid. At the same time, the Pentagon plays an increased role in distributing
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official American development aid (upwards of 20%), with an eye to support governments
that deny terrorist organizations safe haven (Brown and Patrick 2007).

While some works argue that the US employs aid to influence voting behavior in the UN
general assembly (Dreher et al. 2008, but see Stone 2006), there is relatively little evidence
that US aid is geared towards fostering commercial interests. However, American aid tying
practices remain opaque, as the US has stopped reporting the relevant numbers in the early
1990s.

Of all five donor countries, French foreign aid policy most directly grew out if its colonial
experience. There is little dispute that from its inception, French aid was overtly diplomatic
in purpose and designed to maintain a political sphere of influence in Sub-Saharan Africa.
However, this also resulted in personalistic ties between France and its client states that
frequently were used to benefit French industries through non-competitive bidding, and aid-
financed development projects (Lancaster 2007, p. 154). Serious organizational reform was
only tried in 1998. However, the new structures appear unsuccessful in isolating diplomatic
influence on French aid decisions (Lancaster 2007, p. 159), a fact that is underlined by the
largely unchanged composition of French aid in the post-Cold War period (Quinn and Simon
2006; Gabas 2005).

Japanese aid policy has been commonly attributed to commercial motives. Until the
1970s, aid also served Japan to rehabilitate relations with its regional neighbors. The oil
shocks together with agricultural shortages caused by a US export embargo on soybeans
lead to a reorientation of aid towards securing access to raw materials. For example, Japan
began to undertake aid financed infrastructure projects in Arab oil producing countries and
in Brazil (Lancaster 2007, p. 116 f.). In the 1980s, Japanese aid strongly increased. It started
to be directed also towards overarching Western diplomatic goals, for example in the Middle
East. Despite widespread suspicion of the opposite, it appears that Japan also significantly

reduced its tying practices during this time (Lancaster 2007; Tuman et al. 2009, p. 120). Still,
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Japanese aid practices traditionally have put an emphasis of infrastructure and equipment
purchases. This also did not change after new policy fields such as environmental aid gained
prominence. Overall, the enduring combination of regional political goals, concerns about
access to raw materials, and a mode of aid giving that at least potentially benefits Japanese
industries makes the Japanese aid program the most commercially oriented of all five major
Western donors.

Neither the UK nor Germany had economic or strategic interests driving their aid pro-
grams in a regionally concentrated fashion as those of the US, France or Japan. In its early
days, West Germany gave aid in support of overall Western diplomatic goals, but also to
benefit German export industries (Lancaster 2007, p. 171 ff.). Special diplomatic status had
German support for Israel. Despite early professionalisation of aid practices through the cre-
ation of a fully dedicated ministry of development (Bundesministerium fiir Wirtschaftliche
Zusammenarbeit, BMZ), a focus on infrastructure projects remained an important facet of
German aid policies throughout the 1970s and 80s. German aid drastically decreased during
the 1990s in reaction to budgetary constraints resulting from the need to finance German
unification. Beginning in the late 1990s, developmental goals moved to the center stage of
German aid programming.

Similar to the French case, British aid developed out of the country’s colonial experi-
ence. Unlike France though, Britain did not use these historic relationships to satisfy global
political ambitions. Instead, successive governments emphasized Britain’s moral obligation
for the development of its former dependencies. Under Margaret Thatcher, the government
announced it would change aid practices to pay more attention to Britain’s commercial in-
terests. But there was little following through in terms of policy (Cumming 2001, p. 74
ff.). Despite the persistent development orientation, British aid retained one of the high-
est tying rates of the five donor countries (Cumming 2001, p. 90), which directly benefited

British industries and service providers. This changed under Tony Blair’s Labour govern-
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ment. British aid increased manifold, as general budget support gave more flexibility to
recipient governments (Seldon 2007, p. 559), and aid tying was formally ended as a policy

practice.

2.3 Operationalizing Donor Preferences

As the preceding overview has shown, we can categorize the main motives for giving aid as
diplomatic, economic, and developmental. The next step is to operationalize measures that
will allow us to capture those preferences for the statistical analysis. Let us look at economic
interests first. The historic record shows that two areas of economic activity played a role
in aid programs, export promotion and building relationships with oil producing countries.

The case for export promotion is relatively straightforward. The focus of Japanese and
German aid programs on infrastructure aid, past British aid tying practices, and French
insider dealings with African client countries all point towards the promotion of domestic
exports. In addition, all five countries are producers and exporters of major capital goods
and durable consumables, such as planes, machinery, and cars, and thus compete for export
markets. Beyond this anecdotal evidence, a recent piece by Younas (2008) finds that exports
of capital goods are associated with increased aid flows from donor countries, controlling
for a wide variety of recipient country properties. We can measure exports from donor to
recipient countries using the readily available Comtrade database (United Nations 2009).

What relationship should we expect between trade flows from donors to recipient coun-
tries, and the incidence of lead donorship? Donors that use aid for export promotion should
compete for influence. This, in turn, will increase incentives to limit competition through
collusion. We therefore should expect that higher exports are associated with an increased
incidence of lead donorship.

There is some anecdotal evidence that donor countries, in particularly Japan, have used

aid to improve relationships with oil producing countries, but the case is less clear-cut.
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It is certainly true that the economies of all five donors in our analysis were and remain
dependent on foreign oil imports. However, oil is traded on an international spot market
that does not discriminate against individual buyers on political grounds. It is therefore not
immediately apparent why donor countries would seek to use aid to influence oil producing
countries. However, there is a direct mechanism that has the potential to drive donor policy.
Even though all of the six largest private oil companies are multinationals, three of them
have histories as national champions of their European countries of origin (Royal Dutch
Shell, BP, and Total S.A.). All oil majors, including the US based ExxonMobil (the largest
global oil major), Chevron (number 4), and ConocoPhillips (number 5), generate massive
benefits in form of taxes and employment opportunities for the countries where they have
their headquarters. Since decisions about new oil concessions in producer countries are often
political in nature (Yergin 1991), donor governments that are home of multinational oil
companies have incentives to provide political support for these companies.

More anecdotal evidence for the relevance of oil for aid policy comes from the behavior
of China on the international aid scene. China, a relative parvenu as donor, openly uses its
bilateral aid to secure oil concessions. For example, in 2004 China secured rights to a portion
of future Angolan oil output by giving the Angolan government a comprehensive loan and
aid package worth $2 billion (Hanson 2008). Western donors do not use such open means to
exert influence, but concerns for supply security will exert pressure on them to pay attention
to Chinese actions on this front.

What relationship does our theory predict for oil imports and the incidence of lead
donorship? As in the case of trade, donors are locked into competition with each other if
they use aid to influence oil producing countries. This, in turn, will increase the incentives
to collude. Higher imports from an oil producing country therefore should increase the
probability that this country has a lead donor. Data on oil imports and exports is also

available from the Comtrade database.
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Let us now turn to diplomatic and strategic interests. With the possible exception of
France, the five donors in our analysis have enjoyed closely aligned foreign policy preferences
during the Cold War and beyond. However, due to its unique military strength, the US
plays an exceptional role in projecting military power worldwide. In particular in the Pacific
region, the permanent presence of US troops continues to produce regional strategic stability,
benefiting Japan in particular. A similar effect can be attributed to the US troop presence
in the Middle East in the wake of Iraq’s invasion of Kuwait.

America’s worldwide military engagement arguably reflects its relatively lower marginal
costs in projecting power abroad and providing regional stability. To capture the asymmetry
in the American cost-benefit calculus for providing this public good, we can look at the
number of troops stationed in individual aid recipient countries. To the extent that the
ability to provide military might also translates into a cost advantage for providing aid, we
should expect more US troops to increase the probability of US lead donorship.

Historically, the US has claimed Central and South America as its zone of influence, albeit
mostly without supporting this claim with a troop presence. There is no reason to believe
that any of the other four donor countries in the analysis harbors desires to exert a similar
influence in the region.? America’s preeminence therefore is an expression of asymmetric
diplomatic preferences between the US and the other major donors.

In order to capture these asymmetries, I rely on a geographic definition of the American
zone of influence. This is in line with historic announcements of American politicians, going
all the way back to the Monroe Doctrine from 1823. In addition, there are no readily
available other measures that come to mind. For the statistical analysis I narrowly limit
the American zone of influence to include Mexico and the states of Central America. This

seems reasonable since large states in South America such as Brazil often have defined their

2In fact, it was arguably the conscious British disengagement from the Caribbean in the late 19th century
that averted military confrontation between the then declining British Empire and the rising USA.
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interests in active dissociation from American policy.

The argument with regard to the French sphere of influence in Sub-Saharan Africa is
similar. The value of this political connection to French policy makers did arise from the
unique history and continuing economic and security ties between France and her former
colonies. No other donor could gain the same political benefits from simply increasing aid to
countries in the French sphere of influence. To illustrate this, economic policy ties between
France and its client states include the CFA Franc zone, which currently pegs the currencies
of 14 African countries to the Euro (originally the French Franc) and is underwritten by the
French treasury. This arrangement has helped reduce the costs of stationing French troops
in some of these countries, which form the backbone of an ongoing security cooperation.
Accordingly, the French engagement in Sub-Saharan Africa is an expression of asymmetric
preferences between France and the other donors.

As measure of the French sphere of influence we include all countries that are former
French colonies. An alternative would be to use membership in the CFA France zone, but
this can generate problems in some statistical settings.?

Britain did not maintain a sphere of influence as clearly defined geographically and in
political purpose as the French. However, we have seen that parts of the British aid program
were driven by a sense of moral responsibility towards former colonies. This motive for giving
aid, in conjunction with large minority groups from former colonies living in the country,
arguably give Britain a higher marginal utility for helping its former colonies than other
donors. We therefore include a measure in the analysis that identifies recipient countries
that were former British colonies.

From the inception of its aid program, Japan used aid as tool to achieve political rec-

onciliation with the countries in Asia that had suffered under its occupation. While not

3When estimating lead donorship on a donor-by-donor basis, the CFA dummy variable perfectly predicts
cases where France is not a lead donor. This approach was used in an earlier version of this paper.
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comparable to the relatively clear-cut spheres of influence of the US and France, Japan
therefore had a unique diplomatic motivation to give aid to Asian countries. This, too,
constitutes an asymmetry in donor preferences. These ties also found expression in close
commercial cooperation. However, we are interested in the role of trade on lead donorship
for its own sake. I therefore use another geographic dummy variable as measure of special
Japanese preferences. The variable includes all countries of South-East and South Asia.*
What should we expect for the four spheres of influence with regard to the effect on lead
donorship? Obviously, our assignation of areas with asymmetric donor preferences was in
part made through observing donor actions. This is particularly true for France in Africa
and Japan in Asia. However, in neither case did we determine what counts as sphere of
influence by looking at aid alone. Still, we expect that the asymmetry in preferences makes

it more likely that lead donorship arises within these spheres of interest.

3 Empirical Analysis

3.1 Patterns of Lead Donorship

In the following, I develop a scheme that categorizes aid recipient countries along the lon-
gitudinal and exclusiveness dimensions discussed above. As a measure of long-lasting donor
commitments, I count the number of years from 1974 to 2006 that a specific donor took
the top or second place position in providing aid. As measure of exclusiveness, I count the
number of different top contributors a recipient country did have over the same time period.

Tables 1 to 3 report how the countries in the sample break down. In table 1, we have
a list of countries with individual long-term top aid contributors. The donors held the top
contributor position more than 50% of the time, or 16 out of the 33 years in the sample. This

group of recipient countries also fares strongly on the the exclusivity dimension. Table 3 lists

41 count Pakistan as part of the Middle East.
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the countries that have a large number of different top contributors (> 8). Not surprisingly,
there is no overlap between the countries in tables 1 and 3, with one exception.” We therefore
label the countries represented in table 1 as cases of strong lead donorship.

A quick glance at the list shows that strong lead donorship to a large extent corresponds
with the spheres of diplomatic and economic influence identified in the aid literature. In the
US case, the American government acts as strong lead donor mainly in Central America,
and for select Southern American and Caribbean countries. This is in line with the strong
historic American claim to this area as sphere of exclusive diplomatic influence. In addition,
US support of Israel, Egypt, and Jordan underlines the long-standing strategic American
commitments in this region. The only African country in which the US acts as strong lead
donor is Liberia. This commitment speaks to the shared history of resettling freed American
slaves from the US to Liberia. It is remarkable that no Asian country made the list of strong
American lead donorship. American strategic interests in the region do not seem to require
stronger aid engagements.®

In the case of France, the list of strong lead donorship countries maps exceptionally well
onto the French sphere of influence in Sub-Saharan Africa. It includes all but two current
members of the CFA Franc zone,” and covers a large number of former French colonies in
West and Central Africa. The only case of strong French lead donorship outside Sub-Saharan
Africa is Morocco, which also is a former French colony.

Japan is overwhelmingly engaged as strong lead donor in South Asia and South-East Asia.
The list encompasses all large countries in the region, including China, India, Indonesia, and

the Philippines. Japan’s lead donorship behavior fits well with the description of its aid

®The exception is Madagascar. France acts a number one donor 19 out of 33 years, with the remaining
12 years split between 7 other donors.

6The reason for this is probably that Japan, as strong American ally, substituted for American lead
donorship in the region.

"The exceptions are Equatorial-Guinea and Guinea-Bissau, which joined the CFA Zone only in 1985 and
1997 respectively.
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Table 1: Largest Donor > 50 % of Time

Donor Recipient
USA Americas
Bolivia Haiti
Dominican Republic Honduras
Ecuador Jamaica
El Salvador Panama
Panama Peru
Guatemala
Middle East/Maghreb
Africa Egypt
Liberia Israel
Jordan
France Africa
Benin Cote d’Ivoire
Burkina Faso Madagascar*
Cameroon Mali
Central African Republic Mauritius
Chad Niger
Comoros Senegal
Congo (Brazzaville) Togo
Djibouti
Gabon Middle Fast/Maghreb
Guinea Morocco
Japan Asia
Bangladesh Myanmar
China Nepal
India Philippines
Indonesia Sri Lanka
Laos Thailand
Malaysia
Maldives Americas
Mongolia Paraguay
UK Americas Africa
Belize Malawi
Saint Kitts and Nevis
Germany Middle East/Maghreb

Iran

Countries marked with * have 8 or more top aid contributors as
defined in table 3.
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program as driven by the desire to secure regional economic influence. The only country
outside Asia for which Japan plays a strong lead donor role is Paraguay. This relationship
does not easily fit strategic or security interest based explanations. In addition, Japanese
trade relations with Paraguay largely mirror those of the other four major donor countries.®

There is only a handful of countries for which Great Britain or Germany serve as strong
lead donor. Great Britain supports three relatively small former colonies. Their size and
location make it unlikely that this is due to strategic interests. Germany is engaged in Iran.
Historically, Germany has enjoyed relatively good relations with Iran. Of course, Iran is also
a major producer of oil. For both countries, their restraint in taking strong lead donorship
roles is in line with a lack of well-define spheres of diplomatic or economic influence.

Overall, table 1 gives an impression of strong lead donorship as driven by strategic and
commercial interests, that center on specific regions. Important donors such as Germany
and Great Britain that do not have such clearly pronounced spheres of influence do not act
as strong lead donors.

How does the picture change if we slightly relax the exclusivity requirement? To answer
this question, I also look at second biggest aid contributions. Maintaining the longevity
criterion, table 2 lists the countries that have one and the same donor acting either as largest
or second largest aid contributor for 17 out of 33 years under consideration (ignoring cases
of strong lead donorship). A substantive number of the countries that meet this criterion
failed on the wider exclusivity requirement because they attracted support from 8 or more
other top donors. These countries are marked with an asterisk. I call the instances of lead
donorship in table 2 moderate lead donorship.

The picture of moderate lead donorship emerging from table 2 is mixed when compared
to the patterns of strong lead donorship. There is only a small number of countries that

matches the diplomatic and economic spheres of influence described above.

8However, a tiny Japanese minority exists in Paraguay.
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Table 2: Largest or Second Largest Donor > 50 % of Time

Donor Recipient

USA Africa Americas Middle East/Maghreb
D.R. Congo Belize Afghanistan*
Ethiopia Costa Rica Lebanon*
Gambia* Guyana Oman
Guinea Pakistan
Sierra Leone Asia
Somalia Cambodia*
Sudan Philippines
Swaziland South Korea

France Middle East/Maghreb  Oceania Africa
Algeria Vanuatu Burundi
Lebanon* Equatorial Guinea
Mauritania* Americas
Tunisia Mexico

Japan Americas Middle East/Maghreb Oceania
Brazil Pakistan Fiji

Syria*

Asia
Bhutan*

UK Africa Americas Asia
Ghana Dominica India
Kenya* Grenada
Uganda
Zimbabwe*

Germany Middle East/Maghreb — Africa Americas
Egypt Togo Brazil
Israel
Syria* Europe
Jordan Turkey

Countries marked with * have 8 or more top aid contributors as defined in table 3.
This table omits countries listed in table 1.
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Looking at the US, an active engagement with a number of Sub-Saharan African countries
emerges. This engagement is not easily explained by economic self-interest. The affected
countries are among the poorest on earth. However, they shared a role as pawns in the
positioning between the superpowers during the Cold War. Thus, strategic interests did
play a role for some of the sample period. Yet in most cases, the US retained top donor
status after the end of the Cold War, which is not easily explained by strategic or economic
self-interest. On the other hand, US engagement as moderate lead donor in Asia fits its
long-standing strategic interests in the region, particular with respect to South Korea and
the Philippines.

The largest group of states for which France acts as moderate lead donor consists of former
colonies located in the Maghreb region. This is in line with the strategic motives of French aid
provision on the African continent. French support for Mexico was particularly pronounced
during the Latin American debt crisis in the 1980s and coincides with a temporary surge of
French oil imports from Mexico. Growth of French exports to Mexico was relatively anemic
compared to the competition from the US, Germany, and Japan, and only outdid British
exports.

Only a handful of countries received moderate lead donorship support from Japan. Pak-
istan and Syria likely made the list because of Japanese support for Western strategic con-
cerns in the Middle East. Brazil was and remains Japan’s largest trading partner in Latin
America, though its exports are less than German and American numbers.

British moderate lead donorship is completely directed towards former colonies. Again,
there are no obvious commercial, economic or diplomatic interests that drive this policy.

Finally, Germany is engaged as moderate lead donor in a number of Middle Eastern
countries. As in the case of Japan, this can be seen as support for general Western concerns
about stability in the region. In addition, Germany’s support for Israel results from the

unique historic ties between the two countries. Like Japan, Germany is also a moderate
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lead donor to Brazil, which is Germany’s largest trading partner in Latin America. Two
idiosyncracies are Germany’s support for Togo, which briefly was a German colony in the
early 20th century, and its role in Turkey. Turks form the largest group of immigrants in
Germany, suggesting motives for aid provision that go beyond strategic and regional security
concerns.

It is interesting to note that a number of recipient countries have both a strong and
a moderate lead donor. These countries are Israel (USA and Germany), the Philippines
(Japan and the US), Belize (USA and Britain), and Togo (France and Germany). Except
for perhaps Israel, all of these pairings fall into the sphere of influence of the strong lead
donor, with the moderate lead donor sharing historic ties with the recipient country.

The countries with moderate lead donor that fail on the exclusivity criterion are not
easily categorized. They include countries in post-conflict situations such as Lebanon, former
poster children of colonial independence such as Zimbabwe, but also key players for regional
strategic relations such as Syria.

We now turn to the countries on the other end of the exclusivity spectrum. Table 3
lists those countries that during the 33 years in the sample received aid from 8 or more
different top donors. Choosing a cutoff of eight is guided by the empirical distribution of the
number of top contributors in the sample, and thus arbitrary to some degree. The variable is
distributed approximately normal, with the median lying at 5, and the 75th percentile lying
at 8 (the maximum is 10). Thus, we label 25 percent of recipient countries in the sample as
having a large number of different top donors.

A look at table 3 shows a heterogenous picture. The list contains a number of oil exporting
countries, such as Venezuela, Nigeria, [raq and Lybia. Others were of significance for strategic
reasons during the Cold War (many of the African countries, but e.g. also Cambodia, Cuba,
and the former Yugoslavia). Finally, the countries in the Middle East were of strategic value

to all Western donors.
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Table 3: Recipient Countries with Eight or More Different Top Contributors

Region Country

Americas
Argentina Nicaragua
Barbados Trinidad and Tobago
Chile Uruguay
Colombia Venezuela
Cuba

Africa
Botswana Nigeria
D.R. Congo Rwanda
Gambia* Tanzania
Kenya* Zambia
Lesotho Zimbabwe*
Madagascar*

Asia
Bhutan*
Cambodia*

Middle East/Maghreb
Afghanistan* Libya
Iraq Mauritania*
Lebanon* Syria*

FEurope

Former Yugoslavia / Serbia Malta

Countries marked with * also have lead donor as defined in tables 1 & 2.
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Table 4: Remaining Countries With < 7 Top Contributors

Region Country
Americas
Bahamas Saint Lucia
Africa
Guinea-Bissau South Africa
Asia
Taiwan Singapore
Vietnam

Mziddle FEast
Saudi-Arabia  Bahrain

Yemen Qatar

Kuwait United Arab Emirates
Furope

Albania Cyprus

It remains to take a look at the residual category, countries that neither had a strong or
moderate lead donor, but that also did not generate enough donor interest to have a high
number of different top aid contributors. Fifteen such countries are in the sample. They are
listed in table 4.

The biggest homogenous group of countries in the residual category are the big Arab
oil producers of the Middle East. While all of them received some aid at some point in
the sample, neither of them enjoyed broad aid support or had a lead donor. There are not
many similarities between the remaining countries. Taiwan and Singapore were already on
the way to economic success during the sample period. South Africa did not receive any
foreign aid before 1987. Both Albania and Vietnam were firmly lodged in the Eastern Bloc
during the Cold War, even though they were not members of the Warsaw Pact.® However,

while Albania only started to receive Western aid after 1988, Vietnam received Western aid

9 Albania formally withdrew from the Pact in 1968, having withheld support since 1961 as reaction to the
Sino-Soviet split.
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throughout the sample period.

The discussion of our categorization scheme allowed for impressionistic evaluations of the
possible causes for lead donorship. The overall picture shows that strong lead donorship is
an important feature of the American, French and Japanese spheres of influence. However,
donor preferences are only part of the explanation for persisting lead donorship. Britain
and Germany also act as strong lead donors in a few cases, and moderate lead donorship
maps less well onto the spheres of influence. To understand how donors are able to persist
as top contributors we need to take strategic interactions into account. We will do this in

the following statistical analysis.

3.2 Statistical Setup

In this section we take a more systematic look at the sources of lead donorship. The goal
is to develop a statistical setup that will allow us to test the theorized relationship between
strategic donor interactions and lead donorship. Our argument about the effects of strategic
interactions on donor aid allocations points to three empirical quantities of interest. These
are aid allocations, lead donor patterns, and whether aid has private or public good charac-
teristics. Which of these variables are endogenous, which are exogenously determined? To
answer this question it will be useful to revisit the logical structure of the argument.

We have argued that strategic interactions between donors have quite distinct conse-
quences dependent on whether aid is used to secure private benefits or contributes to a
public good. What both scenarios have in common is that aid allocations and resulting
lead donorship patterns arise as a result of donors anticipating other donors’ actions, and
optimally adjusting their own aid policies. In other words, aid allocations reflect equilibrium
behavior. We will maintain the assumption that the empirical record reflects equilibrium
behavior throughout the empirical analysis, for three reasons.

First, this assumption allows us to gain explanatory leverage from our theory. Without
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this assumption, we are left without clear empirical predictions. Second, while real world
political actors such as aid agencies can make mistakes, there are a multitude of mechanisms
providing incentives to avoid perpetual suboptimal behavior. These incentives include re-
source scarcity, political oversight, and professional recognition. Thirdly, since observed aid
policies and the phenomenon of lead donorship are stable over long time periods, it seems
sensible to conclude that these observations are not the result of a random walk.!”

What follows from the assumption that aid allocations are observed equilibrium behavior
for the empirical analysis? While aid allocations result endogenously from the actors’ best
response calculus, the logic of game-theoretic deduction implies that we need to treat game
type and equilibrium selection as exogenously fixed. The game type is whether aid is given
to serve public or private good purposes. Equilibrium selection refers to whether donors
choose to cooperate or give aid in a non-cooperative fashion.

In terms of the statistical analysis, this means that we need to model aid allocations as
a function of both, the type of aid provided (public vs. private good aid), and the presence
or absence of a lead donor. The exogeneity of equilibrium selection allows us to model lead
donorship and the type of aid provided without accounting for allocated amounts of aid.

I incorporate these features into the following econometric setup. To differentiate between
aid that goes towards public goods and aid that generates private benefits, I divide the sample
into two parts. As measure of aid with private good characteristics I code all aid that is
channeled through existing recipient government agencies. Codings are based on sectoral
data provided by the OECD-DAC’s Creditor Reporting System (CRS, OECD 2009). Aid
has private good characteristics if it allows donors to garner political favors from recipient
governments. [ argue that this is more likely if aid is not bound to a particular project, but

is either given as general budget aid, or directed towards building administrative capacity.

10These arguments do not preclude the possibility that aid agencies act suboptimal from a welfare per-
spective, or that aid policies are subject to dynamic interactions. Such arguments are best dealt with in an
equilibrium framework, and imply a more complicated model of policy making.
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Since these aid moneys are under complete purview of the recipient government, accounting
mechanisms are relatively weak, which means the money can be used as payoff for political
favors. In contrast, aid that is spent on concrete projects, as well as aid that is not channeled
through recipient government hands, cannot easily be diverted to pay off government officials.
I therefore code public good aid as all aid that is given directly as project aid, or through
NGOs.

This distinction between private and public good aid is certainly not the only possible
option. Another measure of the private goods character of aid that comes to mind is the
tying status of aid. I have used this measure elsewhere (Steinwand 2009). But the fact that
the US stopped reporting aid tying practices in the early 1990s sharply limits the temporal
domain of this measure. In addition, an imputation strategy for missing US tying data is
only plausible for the early 1990s. This is because the end of the Cold War caused Western
donors to reevaluate their aid policies, and those changes began to shape policy outcomes in
the late 1990s.

Arguably, there are also other ways to divide the data based on the sectoral breakdown
found in the CRS. However, scholars have just begun to explore the wealth of information
contained in sectoral aid data (e.g. Bermeo 2008). What is more, the small literature that
explicitly deals with the private and public goods characteristics of aid looks exclusively at
aggregate aid levels (Mascarenhas and Sandler 2006). The measurement strategy employed
here, while possibly imperfect, breaks conceptual ground.

I use a logit setup to model lead donorship. The logit equation generates predicted
probabilities of lead donorship. I use these predicted probabilities in turn in the aid allocation
equation to identify which equilibrium donors play. Because equilibrium selection comes
logically prior to aid allocation decisions, the lead donor and aid allocation equations form
a fully recursive system of equations (Greene 2003, p. 395 & 397). This means we can

estimate sequentially the probability of lead donorship, and then use the generated predicted
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probabilities as independent variable in the aid allocation equation. Since the sequential
approach leads to incorrect standard errors in the second step, I choose to estimate both
equations simultaneously in an MLE framework.

The aid allocation equation is a modified Spatial Autoregressive (SAR) model (Anselin
1988; Franzese and Hays 2007b). In Steinwand (2009), I have shown the similarity between
a structurally derived estimator of an impure public goods games and the SAR model.
Here, 1 use a more general setup that does not represent any particular game structure.
Instead, it allows us to statistically detect complementarities and substitution effects in
simultaneous donor aid allocation decisions (Franzese and Hays 2008). In the context of aid
given for private benefit, complementarities can be interpreted as evidence of competition,
while substitution effects are evidence of collusion. In the public goods scenario, substitution
effects are evidence of free-riding, while complementarities show the presence of coordination
between donors.

To allow for both an equilibrium with and without lead donor, I include two endogenous
elements in the SAR setup.!! I interact each element with the predicted probability that the

donors play this particular equilibrium. The resulting equation has the following form:

Y. =pE(Zi )WY+ pa (1 — E(Z; 1)) WaYi + X8 + €, (1)

where the Y;; is a 5 x 1 column vector of aid allocations from the five donor countries in
the analysis to recipient country ¢ in time period . The endogenous element capturing
the lead donorship situation is p,E(Z; )WY, where E(Z;,) is the predicted probability
of lead donorship, W; is a 5 x 5 matrix of strategic connectivity weights wy, ; described in
detail below, and p; is the estimated connectivity parameter for the lead donor situation.

It takes on positive values for complementarities in aid provision and negative values for

' The inclusion of two different endogenous structures does not present a problem in terms of estimation
(Franzese and Hays 2007a).
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substitution effects.!? The endogenous element capturing non-lead donorship equilibrium
play is pq (1 — E(Z;;)) W,Y; ;. The probability of no lead donor is 1—E(Z; ;), the complement
of the estimated probability of lead donorship. Parameter p; captures complementarities and
substitution behavior in this equilibrium. Its interpretation is equivalent to p;.

The weight matrices W, and Wy are made up of weights wy, ;, where j indexes the row
donor, and k indexes the column donor. The choice of connectivity weights is one of the
central tasks the analyst faces in specifying an SAR model. Unless connectivity weights are
explicitly derived from a strategic model,'3 there is necessarily an element of arbitrariness in
this decision. I follow a simple intuition in making this choice. In an equilibrium with lead
donor, donors pay more attention to the actions of the lead donor than to other non-lead
donors. In an equilibrium without lead donor on the other hand, donors put equal weight
on the actions of all other donors.

To justify this, consider first the public goods situation. Here, the lead donor enjoys
lower marginal costs of providing the public good,'* which induces it to give more than
other donors. Thinking about equation (1) as a system of best response functions, we can
capture this difference in the marginal utility calculus by giving the lead donor greater
relative connectivity weights.!® In the private goods scenario, lead donorship results from
collusion. It is the substance of the collusive agreement that the lead donor enjoys privileged
political access to recipient governments. It therefore seems natural that other donors pay
special attention to the lead donor’s actions.

The following example features the weight matrix W, for the lead donor equilibrium,

with donor number 3 acting as lead donor. In the statistical analysis, the matrix reflects the

12Gince I use connectivity weights that sum to 1, and E(Z; ;) is bounded above at 1 (resembling a weighted
average), parameter p; is naturally bounded between -1 and 1.

13See Steinwand (2009)

140r, equivalently enjoys a greater marginal utility from consuming the public good.

15To see why, consider equal connectivity weights for all donors. In this situation, the best response
functions of all donors would be identical, which would lead to symmetric aid allocations, and lack of lead
donorship.
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actual lead donor for each recipient country and year.!®

W, (2)

I
SO ks [ = O
=D = D o=
NI~ O NN~
D~ O I =

O DR D Oy =

Each row j reports how aid allocations of donor j are affected by aid allocations of column
donors k = 1...5.17 The weights wy,; sum to 1 across rows. The disparity between the
strategic impact of the lead donor and other donors is captured in the difference between
connectivity weights for the lead donor w;3 = %, j # 3, and connectivity weights for other

%, j # 3,k # 3. In addition, the lead donor itself assigns equal weight to the

donors w; =
actions of all non-lead donors, ws = %, k # 3.
For cases without lead donor, we have no theoretical reason to give different strategic

weights to different donors. Accordingly, the weight matrix reflects a symmetric arrangement:

1 1 1 1
0 3 7 7 1
1 g 111
t 1 41
Wa=13 701 g (3)
11191
4 4 4 4
1111
4 4 4 4

With all elements of the statistical setup in place, we can now turn to the data.

3.3 Data

As mentioned above, all aid data is taken from the OECDs Creditor Reporting System
(OECD 2009). The raw data cover the years 1974 to 2006. However, we lose four years due

to the lag structure of the dependent variable that I discuss below. The data structure are

16For reasons of clarity of exposition, I suppress subscripts i and ¢ for matrix W;.
1"Note that wj; = 0, i.e. aid allocations are not reflexive.
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donor-recipient years. We start with a balanced panel with 19740 observations, arranged in
33 years, with 118 recipient countries and five lead donors. Due to taking lags and missing
data on independent variables, the actual analysis uses 13160 observations, with 109 recipient
countries. Panels are unbalanced.

The econometric setup features three different dependent variables. The first is lead
donorship, a binary variable, the second and third are are aid allocations with private and
public good characteristics.

Let us start with the lead donorship variable. In the descriptive part of the analysis
we utilized the entire history of aid prov