BRBRORZ 224 D) AR b Y

Three Models of the Foreign Economic Aid
Allocation : Preliminary Analyses for the Case of
China

EEE

HARE: BRIk KFEEXZEY

~EH: 2007-07-09

F—7—NK (Ja):

*—7— K (En):

{ER3E : Hoshino, Eiichi, £%F, 3&—
A—=ILT7 KL R:

Firi&:

http://hdl.handle.net/20.500.12000/534




TkEE 45505 (1993) 374

Three Models of the Foreign Economic Aid Allocation:
Preliminary Analyses for the Case of China

Eiichi Hoshino

There are two opposing views on determinants of foreign aid-giving (the
donor interest and the recipient need), while there are no consistent
findings among previous empirical investigations, which brings us some
puzzlements: for example, if a donor allocates its foreign economic aid in
order to satisfy its own selfish interest, why did some studies find posi-
tive correlations between the recipient need and the aid-giving? The au-
thor attempts to answer the questions by modeling the economic aid
allocation of non-superpower donors and estimating parameters of the
models for the case of the PRC, and suggests the alternative model of
the community of interest. It does not assume that a donor has a pure
humanitarian motivation, but claims that a donor responds to develop-
ment need within a realm of the donor interest for efficient use of its
limited resources. Preliminary examinations of the data set encourages
to further study the third model to test its hypothesis: the China's aid
allocation is accounted for both but more by the donor interest and less
by the recipient need, when they are controlled for each other.

This paper is a part of my on-going dissertation research which is aimed
(1) to model foreign economic aid allocation by the People’s Republic of China
to the Third World countries, (2) to empirically estimate parameters of the
models, and hence (3) to test three models which attempt to explain the bi-
lateral economic aid allocation of non-superpower dénorsz the donor interest,
the recipient need, and the community of interest models. The paper concen-
trates on part (1), shows some results from preliminary examinations of the
data set collected for the project, and suggests the importance of having an

. 1
alternative model: the community of interest.

(1)



373 Three Models of the Foreign Economic Aid Allocation

1. Objectives of Foreign Economic Aid

Simply speaking, there are two opposing views of foreign aid-giving. Some
argue that “aid” is in fact merely an instrument used by the donors for their
own selfish advantage, for example, to dominate and control the recipients
(Weissman et al. 1975). Others argue that the donor governments have
already accepted some sort of obligation for the welfare of the less fortunate
members of their own societies and, then, would and should (or in fact do)
apply the same principle to the welfare of other societies in other parts of the
world (Pearson 1969)?

Regardless of their opposing views, there is a tendency to argue that the
effect 6f aid on the recipient’s development will be the greatest if political fac-
lors are kept Lo a minimum and if aid is allocated mainly on the basis of eco-
nomic criteria. Studies focused on the contribution that aid can, in principle,
benefit the recipient country,tend to examine the effect of aid-giving on eco-
nomic growth inequality? while studies of the politics of foreign aid tends to
inquire the objectives aid-giving and to try to explain the given economic aid

allocation by such objectives, mostly based on the national interest argument

lI would like to thank ] David Singer and Daniel M. Jones for giving me an oppor-
tunity to use the new alliance data set (1816-1980), and to Peter Van Ness for his
offer for me to use his Chinese economic aid data set (1949-1974). The first version of
this paper was presented at the joint meeting of the International Studies Association
and the British International Studies Association in London (March 28-April 1, 1989).
I would like to thank the participants of the panel for their comments.

"See Riddell (1987) for extensive discussions on the moral case for the aid and its
critics.

3For example, Bornschier ef al (1978), Chase-Dunn (1975), Griffin and Enos (1970),
Kick and Conaty (1983), Papanek (1973). Rubinson (1976, 1977), Stevenson (1972),
Stoneman (1975), and Szymanski (1 976).

(2)
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of foreign policy behavior or less often, from the humanitarian motivation or
the recipient’s development need argumentj

In terms of the objectives of bilateral foreign aid, almost all scholars share
the claim that the donor’s self interest is a mojor factor in its aid allocation,
while there also are two opposing views in dealing with the recipient's eco-
nomic development as one of the donor’s foreign policy objectives. Some argue
that foreign aid is “a sophisticated instrument of control” (Weissman ef al.
1975, p. 11) and “is designed to promote the foreign policy interests of the
donor” (McKinlay and Little 1977, p. 59). Here, the ultimate objective of the
donor is to convert superior economic power into political influence on the re-
cipient's domestic and foreign policies and, therefore, the development as a
objective is just a rhetoric or is an instrumental objective from which only
the donor can receive benefits. Another argument proposes that the re-
cipient's economic development is one of the donor’s foreign policy objectives
and the donor’s self interest is pursued through the effort for and realization
of recipient’s developmentﬁ

In empirical studies, both arguments were simplified into two incompatible

4For the donor interest arguments in multilateral aid studies, see Frey and Schneider
(1983), Frey (1984), and Rowe (1978); for counter-findings, see Maizels and Nissanke
(1984). First Chinese multilateral aid was Lo Laos in 1978, while China’s multilateral
aid is only a small portion of its aid-giving. In 1980, for example, China donated about
$5 million to 2 number of UN.-affiliate or other international organizations (Copper
1981), while its bilateral aid commitment was more than $300 million in the same year.

5For the first argument, Hayter (1971), Liska (1968), Mende (1972), Payer (1974),
Sobhan (1982), Weissman et al. (1975), and White (1974). For the second argument,
for example, Ghosh (1984). Healey (1971), and Meier (1968).

(3)
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models: the donor interest and the recipient need models. In terms of the
donor interest model, the following are argued to be plausible donor objec-
tives in bilateral economic assistarxce(:i (1)‘to promote export to recipients and
to enhance donor’s economic interest, (2) to keep or gain influence in recipient
countries, especially (2b) to buy support for the policies of the assisting coun-
try in the UN and other international forums, and (3) to promote donor's
security interests. Thus, the donor interest model predicts that donors allo-
cate their foreign aid according to these selﬁ interests. The recipient need
model usually utilizes a generic index of per capita GNP and some other in-
dicators of development needs and predicts that donors allocate their aid as
supplemental resources according to the recipient’s needs for development.

A series of works by McKinlay (1979) and McKinlay and Little (1977,
1978, 1979) tested each of the donor interest and the recipient need models
separately for the U.S, the U.K, France, and Germany and found the former
model is supported. On the influence relationship, Rai (1980) studied the UN
voting behavior and claimed that the US aid works as an inducement and the
Soviet aid is given or withdrawn as a reward or a punishment.

Although these findings seem to confirm the conventional view of the
donor interest model, there are some inconsistent findings and objections
against their test of thé recipient need model (Healey and Coverdale 1981,
Mosley 1981). Wittkopf (1972) found evidence that recipient need was sig-
nificant in the aid allocations of the UX., France, and West Germany, though

he concluded that the data were not conclusive. When assigning the per capita

6
See, for example, Griffin and Enos (1970), Healey (1971), Mende (1974), Mikesell
{1968), Nelson (1968), and White (1974).

(4)
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GNP as an endogenous variable to the model and measuring the dependent
variable as the total aid amount from DAC countries, Mosley (1981) found
that the recipient need model cannot be rejected and is gaining in explanatory
power over time. On the UN voting studies, Moon (1985) convincingly argued

that the previous findings supporting the influence argument were spurious,

Table 1: Summary of Previous Findings

Independent Variables | Supporting Mixed or Non-significant

Trade and Investment | Rowe (1978) USA McKinlay and Little (1977) USA
Wittkopf (1972) McKinlay and Little (1979) USA
McKinlay (1979) FRN, GFR McKinlay (1979) USA, UK

Maizels and Nissanke (1984)
Horvath (1976) CHN
Influence Wittkopf (1972) Wittkop{ (1972) USA
/Political Interests McKinlay and Little (1978) UK
Rowe (1978) USA

Horvath (1976) CHN

Dudley and Montmarquette (1976)
Maizels and Nissanke (1984)

/JUN. Voting Roeder (1985) USR Moon (1985) USA
Rai (1972) USA USR Kato (1969)
Rai {1980) USA USR Keohane (1966)
Wittkopf (1973) USA Wittkopf (1973)

Alpert and Bernstein (1971)
Alpert and Bernstein (1974)
Singer and Sensenig (1963)
Ellis and Salzberg (1965)
Security Interest Wittkopf (1971) USA Wittkopf (1971)
McKinlay (1979) USA, UK, FRN McKinlay (1979) GFR
Maizels and Nissanke (1984)
McGuire (1982) USA
Recipient Need Wittkopf (1972) UK, FRN, GFR McKinlay (1979)

Mosley (1981) McKinlay and Little (1977)
Dudley and Montmarquette (1976) McKinlay and Little (1978)
McKinlay and Little (1979)
Maizels and Nissanke (1984)
Gang and Lehman {1986) USA

(5)
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when controlling for non-bargaining foreign policy behavior of defense treaty.

If a donor allocates its foreign economic aid in order to satisfy its own
selfish interest, why do some studies find positive correlations between the
recipient need and the aid-giving? If there is supposed to be an influence or
exchange relationship between the aid-giving and the recipient’s behavior,
why do some find non-significant correlations between the aid allocation and
the compliance? Or, if the recipient need model cannot be rejected, what
accounts for the observed non-significant correlations between the aid alloca-
tion and the recipient need?’

The key for solving this puzzle is found in the idea that, as Moon (1985)
suggested, the foreign policy behavior of aid-giving is an activity which con-
stitutes less of the exchange process and more of the community of interest,
and that the donor, especially the non-superpower donor, expects less com-
pliance or changes in the recipient’s behavior and rather reinforcement of the
recipient’s current policy favorable to the donor. It does not assume that a
donor has a pure humanitarian motivation, but claims that a donor responds
to development need within a realm of the donor interest for efficient use of
its limited resources. It does not deny that the “aid-influence” link works, but
it implies much less confidence in the ability of the non-superpower donors to
fine tune the foreign and/or domestic policies of other nations without a prior

and massive penetration of their economic and political systems. Thus, the

"Similar concerns are expressed in Gang and Lehman (1986), and different ways of
solving this puzzle are found in Dudley and Montmarquette (1976), Maizels and
Nissanke (1984), and Schneider and Frey (1985). Also, see Riddell (1987) for his argu-
ment on a false dichotomy of morality and self-interest.

(6)
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plausible alternative explanation should take hoth the donor interest and the

8
recipient need in its model of foreign aid allocation.

2. Chinese Foreign Economic Aid

The split between the donor interest and the recipient need argument is
more obvious in the Chinese foreign aid literature. But, in the case of China,
there is an opposing view against the donor interest model which is more ex-
treme than one found in the literature in general. Bartke {1975, p.9) claims it
is unfair to argue that “China sought to attain political aims by offering such
aid....what distinguishes China from other donor countries is her guiding prin-
ciple that economic aid must not bring economic profit to the donor.” Certain-
ly, China is seemingly unique in its generosity in foreign aid-giving. Even
though the PRC itself is a developing country, it has committed nearly $6.5
billion ir aid to non-Communist Third World countries during the period of
1956-1985; China surpassed the Soviet Union as the major Communist aid

0 ‘
donor in 1971. Viewed in terms of average grant ratio for the years of 1957-

aIt is worth it to note that this study is not intended to explain why donors use aid
rather than other more conventional or cheaper instruments of foreign policy. In order
to explain aid decision in this sense, “one would have to demonstrate, not only that the
return to the donor in the form of advantages won exceeded the cost to the donor in the
form of aid, but also that he could not secure these same objectives by some other
cheaper means"” (White 1974, p.130). In this direction, one would be required to elabo-
ratg much more complicated expected utility calculations.

If it is allowed to compare the Chinese aid commitment toward the non-communist
Third World countries with the ODA disbursement of OECD donors, China places 7th
in 1965, 3rd in 1970, 4th or 11th in 1975, 14th in 1980, and 17th in 1985. It is re-
ported, however, that more than 50% of aid promised during 1964-76 have not been
delivered by 1977 (Zhonghua Renmin Gongheguo Jingji Dashiji 1984).

(7)
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1974 calculated by Horvath (1976), China is the highest among international
donors with 70-80%.

The dichotomy of the recipient need and the donor interest is inmappropri-
ate for the Chinese case as well since it is claimed that the economic develop-
ment of China’s friendly countries, in itself, is in China’s self interest: “The
Chinese Government always bases itself on the principle of equality and
mutual benefit in providing aid te other countries.. Through such aid the
friendly new emerging countries gradually develop their own national eco-
nomy, free themselves from colonial control, and strengthen the anti-imperial-
ist forces in the world. This is in itself a tremendous support to China” (Zhou
En-lai 1964). Chinese officials after the Cultural Revolution also assert that
Chinese foreign aid has been provided under the guidance of the Eight Princi-
ples, which includes Zhou's statement above (Wei 1981).

Hutchison (1975) argued that such a Chinese official view, broadly speak-
ing, was true, but there seem to be further tangible benfits. The donor in-
terest argument is suggested for China's case‘.u Horvath (1976) intended to
examine the hypothesis that China extended economic aid in order to expand
and consolidate its influence in terms of the volume of international trade; as
a result, he tested only the effects of aid but not its determinants. He also ex-
amined the influence proposition in terms of the transformation of a reci-
pient’s national economic regime and found positive effect of given Chinese

aid, though his indicator cannot differentiate the Chinese model from the

Soviet model.

10
For example, Copper (1976, 1977, 1978), Eckstein (1966), Hutchison (1975),
Larkin (1975), and Yu {1980).

(8)
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Since the inconsistent findings observed in current literature seem to come
from the heterogeneity among donor countriest1 it is interesting to ask the fol-
lowing questions: Are these objectives equally important for China to choose
target recipient countries? Do particular objectives explain most of the varia-
tions in Chinese foreign economic aid allocation? How is China different from
or similar to other donor countries in this respect‘? Answering these questions
contributes to solving one of the major puzzles in the study of Chinese foreign
policy (Kim 1984, p.7): “How unique and particularistic or general and com-
mon is Chinese foreign ﬁolicy behavior compared with other nations?”

Additionally, China’s unique outlook in its foreign aid-giving leads us to
ask the following questions: In a uni-rational actor of decision-making
framework, with what objectives did China allocate its foreign economic aid to
particular countries which cannot assist China so much in a conventional
military sense, or even be considered as ideological allies? What objectives
were relatively important among others? Did the relative importance of each
objective in China’s foreign aid decision-making change over time and differ
over geographic areas?

The last question is concerns the time factor, which might be the source 6f
observed inconsistent findings. It is adequate to ask if changes in the foreign

policy line of the donor country affects its foreign aid allocation through

11McKinlay {1979) reported that the U.S. foreign aid is sensitive to its security and
power political interests, while French aid is related to its trading interest as well as
its security interest, and only security interest for the U.K. and only trading interest
for Germany. Hoadley{1980) also established that small state donors such as Australia,
Canada, or Scandinavian countries have behaved in different ways in contrast with
those large state domnors.

(9)
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changes in relative importance of major foreign policy objectives. Such a
question also contributes to solve the other major puzzle in the study of
Chinese foreign policy (Kim 1984, p.7): “How consistent or changeable is
Chinese forefgn policy behavior compared over time?”

The existing literature on Chinese foreign economic aid includes only
analyses of official policy statements, collections of aid statistics, and studies
of Chinese assistance to individual countries).z So far, there is no comprehen-
sive published analysis of Chinese foreign aid. Thus, this proposed study can
stand as a heuristic case study (Eckstein 1975) for the theory of foreign eco-

13
nomic aid split between the donor interest and the recipient need arguments.

3. Three Models of Foreign Aid Allocation

In order to solve the puzzle addressed in section 1, I propose to establish
an alternative model, the community of interest model, and to test it. At the
same time, I will test the community of interest model against the two conven-
tional models: the more popular donor interest model and the less favored re-
cipient need model. This research is designed to compafe these three models
in the case of China's aid allocation based on the following sets of assump-
tions.

Assumptions of Rational Unitary Actor

“For example, Bartke (1975), Copper (1976), Muller (1967), Weinstein (1975),
Weliglstein and Henriken (1980).

The split of arguments is more obvious for the case of China; China is the only ma-

jor non-superpower donor which was not examined in a systematic manner before; and

China is one of two Communist major donors, which the theory of foreign economic aid
should be able to account for.

(10)
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A donor government is a rational unitary actor who uses aid to promote the
donor’s foreign policy objectives]f Those objectives consist of one or more of
following four dimensions: security concerns, economic interests, prestige con-
cerns, and recipient's development. The priority of these objectives may
change over time according to changes in the donor’s foreign policy line
which are caused by changes in domestic and international systemic condi-
tions. The rationality assumption does not tell us anything about how govern-
ments form their preferences, but means, rather, that they try to maximize
their utilities given their preferences. The unitary actor assumption combined
with the foreign policy objectives argument implies that a decision of aid-
giving is not unintentional and that it is useful to conceive of a state as a set
of roles and institutions which holds a particular judgment about the well-
being of the society as a whole (Krasner 1978)1.5

It is also presumed that the donor government has a systematic set of
criteria for target indicators in choosing recipient countries among Third

World countries according to the donor's policy objectives and its evaluation

of aid effects. Such indicators consist of national, dyadic, and systemic char-

4 . . .

Thus, I do not examine the decision making process of economic aid allocation in
this study. See White (1974) and Tendler (1975) for description of the process and
Moﬂey {1985) for modeling the process.

If the aid-giving is unintentional we can expect the distribution of aid is rather at
random. In the case of China during the period of 1956-85, 11 out of 111 countries
{about 10%) received 57.4% of total aid commitment: $1113 to Kampuchea, $703 mil-
lion to Pakistan, $587 million to Tanzania, $346 million to Zambia, $307 million to
Nepal, $255 million to Sri Lanka, $241 to Burma, $206 to Sudan, $204 to Somalia,
$200 to Congo, and $189 to Mauritania, Thus, it is reasonable to assume that at least
China’s aid-giving is purposeful rather than unintentional (For counter-argument, White
1974, p.131).

(11)
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acteristics of possible recipients. Criteria for target indicators can be the
level or the change of indicators, while choice of such criteria depends on
choice of alternative explanations. The .effects of foreign aid is viewed as
changes in target indicators which are caused by changes in the domestic and
foreign policies of recipient governments. These policy changes can be ex-
plained in different ways: through a structure of dependence; by resulted or
expected economic growth; or just as a “bribe” (Morgenthau 1962). The de-
pendence argument is attractive for particular donors such as superpowers or
major powers, but not so attractive for small donors. Both arguments, of de-
velopment and bribe, are plausible, and it is possible that different govern-
ments react to the foreign aids with different motivation.

Thus, the probability that a country is assigned as a recipient is system-
atically related to the donor’s foreign policy objectives and its evaluation or
expectation of aid effect; and the donor's decision-making of foreign economic
aid allocation is a function of the national, dyadic, and systemic characteris-
tics of a possible recipient.

The basic presumptions described above are kept among the three models,
and these three models can be briefly described by the following six aspects:
(1) basic characteristics and donor type, (2) working mechanism of condition-
ing, (3) donor obj‘ectives and recipient development needs, {4) “aid allocation
—* recipient behavior” link, (5) “recipient reaction — aid allocation” link, and
(6) predictions.

The three models share some agreements on the second and third
aspects. They agree that donors and recipients have preferences about the

foreign policy behavior of other states sufficiently compelling to warrant the

(12)
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expenditure of financial resources, or to motivate different levels of com-
pliance or reactions, and that both governments react to each other in refer-
ring to their preferences or objectives. The models agree that donors allocate
their aid in referring to their foreign policy objectives. They also agree that
foreign aid can be used as a conditioning tool in one or more of following
ways: (a) INDUCEMENT — eliciting stimunlus for inducing desirable behavior
of others, (b) THREAT — threat of withdrawing such stimulus in order to
prevent deviant behavior, (¢) REWARD — positivly reinforcing stimulus for
keeping desirable behavior, and (d) PUNISHMENT — withdrawing such sti-
mulus in order to stop deviant behavior. They differ, however, in assuming
and explaining how these factors are working in the context, which result in
their different predictions.

Donor Interest Model

(1) There is a bargaining between aid allocation and compliant behavior:
the donor-recipient relationship is defined as an exchange relationship. The
model is not explicit about the donor type to which the model is applicable,
while most of the supportive findings are on superpowers or major powers.

(2) Conditioning mechanism can work in every way: as inducement, threat,
reward, or punishment. Particular donors may tend to use conditioning tools
in particular way.

(3) Aid allocation directly responds to donor objectives and donor govern-
ments allocate their aid not in response to the degree of recipient's develop-
ment needs but in response to their own selfish interests.

(4) Foreign aid allocation results in compliant behavior of the recipient

governments, where donors exercise their influence over the weaker states.

(13)
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The conditioning tools of weaker states (compliance and/or reliance) is suffi-
ciently flexible to calibrate their behaviors to the desires of the stronger
states. The model does not assume domest.ic constraints of recipients.

() Conditioning tools of donors are sufficiently flexible so that the strong-
er states can calibrate rewards and punishments to the weaker states’ degree
of compliance,

{6) There should be significant correlations between changes in aid alloca-
tion and changes in the recipient’s level of compliance in both directions along
the dimensions of donor objectives. There should be no significant correla-
tions between recipient’s development needs and aid allocation.

Recipient Need Model

(1) There is a shared objective between donors and recipients, whose cen-
tral content is the recipient’s development which is expected to produce
favorable situations for donors in recipient countries. The model is not ex-
plicit about the donor type to which the model can be applied, while most sup-
portive findings are on non-superpower donors.

(2) Conditioning mechanism of aid-giving works asystematically or else it
is a minor factor in explaining the do‘nor-recipient relationship. When donors
allocate their aid according to the recipient’s development performance, it may
be said that rewards and punishment are working, though economic develop-
ment is not the result which recipients can flexibly control as a conditioning
device. When donors allocate their aid in response to the recipient’s develop-
ment effort, it may be said that threats and inducement are working, though
most theoretical literatures, being inclined to the recipient need argument,

does not claim that donors use their aid as a conditioning device over reci-

(14)
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pient’s development policy.

(3) Aid allocation is not directly responsive to donor’s foreign policy objec-
tives but is responsive to development needs since donor objectives are ex-
pected to be materialized through regipient's economic development.

{4) Economic aid allocation does not result in compliant behavior of the re-
cipient government. Recipient development, as the central content of the
shared objective, cannot be the conditioning tool of weaker states because the
development is not sufficiently flexible; the weaker states cannot calibrate
their behaviors to the desires of the stronger states by this tool.

{(5) Donors do not use economic aid as a conditioning tool and, therefore,
there is no link between recipient reaction and aid allocation.

(6) There should be significant correlations between recipient's develop-
ment needs at t-1, and aid allocation at time t, and no systematic relationships
between donor objectives and aid allocation.

Community of Interest Model

(1) There is a community of interest between donors and recipients, whose
central content is a limited consensus or mutual benefit on the particular for-
eign policy issues, whether foﬁnd by chance in cases of non-superpower
donors or produced by dependency in cases of superpower donors. The con-
strained consensus médel {(Moon 1985) can be defined as a special case of the
community of interest model only between the dominant states and the depen-
dent states, and only for the broad foreign policy orientation issue. The com-
munity of interest model is basically applied to major powers or small donors

when they do not or cannot establish dependency situations with their re-

cipients,

(15)
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(2) Conditioning mechanism of rewards and punishment is working non-
superpower donors can only reinforce desirable behaviors and punish de-
viance. Conditioning mechanism of inducement and threat can be used only by
donors who concentrate a significant amount of foreign aid to a single re-
cipient.

{(3) The model agrees with the donor interest model in that aid allocation is
responsive to donor objectives but only in limited ways, and with the re-
cipient need model in that donors respond to development needs but only
within a realm of donor objectives for efficient use of their limited resources.

(4) The model is less confident about donor capability to influence and to
change recipient’s behavior through aid-giving. It, therefore, anticipates that
recipient behaviors are less responsive to the changes in aid-giving. There
could be less stable consensus on the particular foreign policy issues such as
trade and security concerns of donor governments, but they would be more
like spontaheous or operant behaviors. The model agrees with the constrained
consensus model (Moon 1985) in that domestic constraints are working and
such changes in the broad foreign policy orientation issues are only sensitive
to regime changes, but it is not necessarily the only source of changes in the
particular foreign policy issues.

(5) Aid allocation is sensitive to the level of recipient’s of compliance and
to the changes of desirability in recipient behaviors: Thus, only rewards and
punishment, not inducement or threat, are the major working conditioning
mechanisms.

(6) There should be significant correlations between aid allocation at time

t and the desirability in recipient behaviors relating to donor objectives at

(16)
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time t-1. There should be no significant correlations between aid allocation at

time t-1 and changes in recipient’s reactions at time t. The model also expects

that correlations should appear between the recipient development needs at

time t-1 and aid allocation at time t after controlling for the recipient level of

desirability for donor objectives at time t-1.

Selected Hypotheses of Economic Aid Allocation

The following hypotheses will be tested in the case of China’s economic

assistance. They state the most crucial predictions of the models using same

sets of independent variables: (a) the donor interests, (b) the recipient’s de-

Table 2: Three Models of Economic Aid Allocation

Donor Interest

Recipient Need

Community of Interest

Model Model Model
Empirical Studies
— supportive many some a few
— rejective some some none
Basic Character exchange or shared objective community of interest
bargaining {development) (FP issues)
Donor Type both (superpower/{both (non-super- both (dependent
major power donors) |power donors) consensus model for
superpower donors)
Conditioning inducement none
threat
reward reward
punishment punishment
Donor Objectives |working working thru working
development
Development Need |not working working working in part
Aid — Reaction yes no - |no
Reaction — Aid yes no yes

(17)
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velopment needs, and (c) both the donor interest and the development need.
Hypothesis 1: Donor Interest Model

(Hla) The more desirable a country is in terms of the donor interest
(China’s economic, legitimacy, and/or security concerns), the more likely that
country is an active aid recipient.

(H1b) There is no systematic relation between the country’s development
need (per capita GNP, smallness of the economy, and/or physical quality of
life) and China's choice of a target recipient country.

(Hlc) The probability of China's aid commitment is accounted for by the
variations in the donor interest, not by the development need, even when they
are controlled for each other.

Hypothesis 2: Recipient Need Model

(H2a) There is no systematic relation between the donor interest and
China’s choice of a target recipient country.

(H2b) The greater the development need of a country, the greater the
chance that the country is an active aid recipient.

(H2c) The probability of Chiha’s aid commitment is accounted for by varia-
tions in the development need, not by donor interest, when they are controlled
for each other.

Hypothesis 3: Community of Interest Model

(H3a) The more desirability of a country in terms of the donor interest, the
more are chances that the country is an active aid recipient.

(H3b) The greater the development need of a country, the greater the
chance that the country is an active aid recipient.

(H3c) The probability of China’s aid commitment is accounted for both by

(18)
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variations in the donor interest and by variations in the development need,
when they are controlled for each other.

The hypotheses described above are expressed using the variables dis-
cussed in the following section. They are tested over time, several time

16
periods, and across different regions.

4. Preliminary Examination of the Data Set

Following reports are results from preliminary examination of the data set,
which I believe suggest utility of the community of interest model to explain
the determinanis of Chinese economic aid allocalion. First, we look at each
variable and correlations between aid allocation and recipient need or donor
interest variables, then turn to discriminant analyses using three models‘.7
Dependent Variable

Economic aid or economic assistance is defined as financial flows from a
government in one country to a government in another country at concession-

al rates of interest and repayment which consists of grants, loans, official ex-

port credits, and other long-term capital. It excludes military assistance, pri-

"“The development need hypothesis in H2b and H3b does not claim that China aids
the poorest of the poor more, but does mean that the poorest of the poor have better
chances to receive China’s aid whatever the amount is. See Appendix for more formal
presentatxon of the hypotheses, predictions, and models utilized for hypothesis testing,

The general criteria for selecting the Third World countries are: non-European,
non-communist, materially poor, and located in Asia, Africa, or Latin America. Com-
munist countries or national liberation movements are excluded from the sample mainly
because of the serious lack of data. The period of research is from 1956 to 1985, since
China’s economic aid to non-Communist Third World countries have started in 1956.
See Appendix for a list of countries and of data sources for dependent and independent
variables.
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vate investment, and other means of assistance such as preferential entry into
markets.

The active aid recipient is a country which is reported to be receiving
non-negligible amounts of economic assistance from a donor in a particular
year. Operationally, it is a country to which a donor has committed its eco-
nomic assistance, which amounts to more than 0.5 million US dollars, without
completing or suspending that aid. The dependent variable (ART) is 1 when a
country is an active aid recipient and 0 when it is not.

Unfortunately, the Chinese government does not publish figures regarding
aggregate aid commitments, so several separate sources must be used to com-
pile a comprehensive set of statistics for this study. Then, it is required to
cross-check over available sources in order to maintain reliability of the data.
The decision to use the nominal data of China’s aid allocation is made because
the aid amount delivered ié neither available nor reliable, and the aid amount
committed is not a suitable index for each year. The aid commitment data in-
stead of disbursement will be used in further analyses based on five periods
of the Chinese foreign policy line.

As we see in Figure 1, China’s economic aid activities in terms of its
commitment amount (AEC) vary from time to time and were very extensive in
1970's. Only 1964, 1983, and 1984 show some extra activities. If we ignore
1975's $1 billion commitment to Kampuchea, skyrocketing increase in the
early 70’s is the most remarkable change in its rises and falls. This picture,
however, changes when we look at the aid commitment as a percentage of gov-
ernment expenditure (AEP, see Figure 2). It tells us that the previous picture

is overestimating activities after the mid-70's and underevaluating them in

(20)
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the early 60’31.’3
Figure 1: Chinese Economic Aid 1956-85
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Figure 2: Aid Amount as Percentage of Government Expenditure
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mIn 1975, the central committee of Chinese communist party decided the total aid
amount (including communist countries) should be less than 5% of the government ex-
penditure, and the ceiling was lowered to 4% in 1977, when the central committee also
approved a report that the total new commitment should be around one billion yuan
(8538 million), See Zhonghua Renmin Gongheguo Jingji Dashiji (1984).
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Figure 3: Aid Recipients, Third World Countries & System

Members 1950-85
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There are five periods (Figure 3) we can identify in terms of the number
of active aid recipients (AR). In the late 1950’s, the number of AR was only
around five, while it increased to 21 by 1965. During the late 60's, the num-
ber of AR did not increase at alll,9 although there was a sharp increase from
20 in 1970 to 58 in 1978. Since then the number of AR did not change so

20

much. Thus, one haif of the Third World countries and one third of all sys-

21
tem members are now China's aid recipients .

wThere were some aid discontinuances during the Cultural Revolution; Burma 1966-
70, Central Africa 1966-75, Ghana 1966-71, Indonesia 1966-present, and Kampuchea
19';‘00-74.

There are three aid suspensions during this period: Afghanistan 1980-present,
Kax%puchea 1979-present, and Laos 1979-present. :

Periodization used in Figure 8 corresponds to the China’s foreign policy lines,
while it interestingly fits well with these five periods,

(22)
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Figure 4 shows regional distributions of active aid recipient, while Figure
5 shows the amount of aid commitment. A sharp increase in African aid re-
cipients in 1970's made Africa (south of Sahara) the region where China has
been most active in its economic aid. Its share among AR exceeded 50% in
1972 and it is 65% since then. While the number of Asian active aid re-
cipients has been relatively stable throughout the period studied, its share of
aid amount promised is considerably large. This second largest share of 40%

compares to the African share of 45%.

Figure 4: Chinese Economic Aid Recipient 1955-85
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Figure 5: Aid Amount by Region 1956-85
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These characterizations of China’s 30 year aid activities promise the fruit-
fulness of further analyses by period and by ::agiou,' while this paper limits it-
self within a general examination of its sample as 3 whole.

Indicators of Recipient Need

Development need is defined in economic term as an exiernal support and
a domestic effort required for a country to achieve its ideal state (in a short
run) in construct’ . its economy and society: economic requirement “for
obtaining the good life” (Goulet 1968, p. 299) — sustenance of life, esteem or
recognition, and freedom from oppression (Chilcote 1981) It is measured
along the following three dimensions:

(1) GND: a difference between *he leve of target GHP per capita (approxima-
tion by the lowest per capita GNP among DAC couniries) and the level of real
achievement by the country,

(2) ESZ: smallness of the economy (approximation by population), and

(24)
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(3) PQL: need in terms of the physical qualily of life (life expectancy and li-
teracy rates).
Indicators of Donor Interest

Donor interest is a utility which is expected to be maximized through for-
eign economic aid-giving. It is operationally defined along the foilowing three
dimensions: trade interest (TDM), international legitimacy concerns (FRD),
and security interest (BCHN).

Trade interest is a benefit which is gained through bilateral export and
import. It is the acquisition of foreign exchange and products so vital to inter-
nal development. Trade interrest is measured by a total amount of the bi-
lateral trade as a proportion of the country’s world trade amount.

International legitimacy concern is a concern of prestige on the level of
acceptance of a donor as a legitimale state in the international community,
which relates to a donor's diplomatic status. Operationally, it is defined by
the status of official diplomatic relations among a country, the ROC, and the
PRC.

Security concern is a self-preservation concern of sovereignty over land,
people, and wealth, which is satisfied by using military measures, showing
these intentions, or concluding military treaties with other actors in the inter-
national system. It is measured by a level of similarity in a country’s alliance

22
patterns with China.

22Militzu-y alliance is categorized into four types: defense pacts, nonaggression pacts,
ententes, and no alliance. Similarity is measured as Kendall's 7» coefficient by con-
structing a four-by-four contingency table for each pair of a country and the
PRC for each year (Bueno de Mesquita 1981, pp. 111-118).
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Correlations with Lagged Independent Variable

The following three figures show correlations between the variable of ac-
tive aid recipient at year t and each independent variable at year t-1. It is
noticeable from Figure 6 that the variables for recipient needs are not strong-
ly correlated with China’s aid allocation in the first half of the period studied.
It is worth noting, however, that the development néeds, in terms of GNP per
capita, and of physical quality of life, could account for 15-35% of variations
in China’s selection of aid recipients after 1973. Also, the need in GNP per

capita constantly accounted for more than 10% of the variations.

Figure 6: Correlations with Aid Recipient 1956-85 (Recipient Needs)
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In Figure 7,it appears that the variables for donor interest correlates more
strongly with Chinese aid allocation. In most years, each variable accounts for
more than 10% of variations in the active aid recipient variable and more
than 30% for the variable of international legitimacy concerns, which steadily
increased until its peak in 1971 (the year the PRC recovered its representa-
tive status in the United Nations). It declined slowly since then. Trade in-
terest was strongest in the early years (more than 25% of variations
accounted till 1966) and decreased into 10-15% after the early 1970’s.
Security interest shows more up-and-down’s. It accounts for less than 10% of
variations in Chinese aid allocation in the late 50’s and late 60’s, and more
than 15% in early 60’s and most of the 70's {(missing in the 1980’s).

Figure 8 summarizes these tendencies by pooling yearly data into periods:
1956-59, 1960-65, 1966-70, 1971-77, and 1978-85. In the late 1950’s and
Figure 7: Correlations with Aid Recipient 1956-85 (Donor Interests)
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60’s, the need in GNP per capita was the third salient variable among six,
while in 70’s and early 80's, it obtains the second highest correlations. The
need in terms of physical quality of life .was ranked almost third in 1971-77
and clearly third in 1978-85. Thus, casting a glance at the mainly cross-
sectional correlations, we are encouraged to pursue further analyses under

the community of interest model.

Figure 8 : Correlations with Aid Recipient 1956-85 (Pooled Period)
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23Chinese foreign policy lines can be analyzed by examining its political-strategic
policy and international economic policy. China’s assignment of the main enemy is the
best indicator in political-strategic policy: the United States for 1950-65 (including
transition for 1958-65), both superpowers for 1966-1970, and the USSR. for 1971-
85. In terms of the economic component of Chinese foreign policy, three periods can be
identified: integration into the socialist camp world economy for 1950-59 (including
transition for 1958-59), self-reliance for 1960-77, and integration into the capitalist
world market for 1978-present. Taking both components into consideration results
these five periods. See Van Ness (1984).
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Discriminant Analysis

Figure S compares performances of three sets of variables corresponding
to three models, using the percentage of correctly classified sample by dis-
criminant analysis as the indicator of performance. It is not surprising that
the community of interest model shows better performance among the three
sets of variables since it can utilize six variables to classify the sample while
the other two use only three. What is worth noting is the relatively high per-
formance of the recipient need variables in early years and in late 1970’s
and the slowly declined performance of the domor interest variables after

1971. In some later years, the recipient need variables classify active aid re-

Figure 9: Discriminant Analysis 1956-81
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Figure 10; Comparing Performance of Three Modeis in
g Discr‘ijminant Analysis {Pooled Sample)
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24
cipients and non-recipients even better than the donor interest variables.

Pooling yearly data into one whole period, Figure 10 shows the overall
performances of three sets of variables. It also tells how much three sets of
variables correctly classify each of active aid recipients and of non-recipients.
The recipient need variables show better performance in correctly classifying
non-recipients, while the donor interest variables are better in choosing active
aid recipients. The community of interest model variables show the average
performances both in identifying active zid recipients and non-recipients
among three sets of variables, which results in a slightly better performance

of the community of interest variables than of the donor interest variables.

24
See, for an alternative explanation, Mosley's (1981) argument on the bargaining
power of recipient countries, especially of the more disaster-prone (generally the
poorest) countries, based on budgetary incrementalism arguments.
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Examinations of yearly data also show similar tendencies. In Figure 11 for
the recipient need variables, this set of variables correctly classifies non-re-
cipients better than active aid recipients, except after 1973 when both groups
are similarly well-identified. In Figure 12 for the donor interest variables, it
appears that active aid recipients are correctly classified better than non-re-
cipients, except before 1965 which probably caused by the fact that the pro-
portions of active aid recipients are only marginal and that the decisions of
choosing recipients are not systematically related to these variables. Vari-
ables for the community of interest model show the similar tendencies, in
Figure 13, with that of the donor interest model, but the dominance in correct
classification of active aid recipients is not as clear as in the case of donor in-

terest variables.

Figure11: Discriminant Analysis by Recipient Need Model
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5. Conclusions
Implications for Theory and Policy

Of the three models proposed, these results support the community of in-
terest model. The decision of dropping the candidate recipients from a list of
active aid recipients is better explained by the recipient need model regard-
less of the donor interest model’s high preformance in indentifying the active
aid recipients. These key elements exist in the community of interest model.
In the decision of China's aid-giving, the logic of each model shoud be merged
into the model of the community of interest.

When a group of decision makers in a non-superpower donor country
(whose resources are not spent in vain or used to establish dependent re-
lationships) are assumed Lo be a rational unitary actor, they should take the
recipient need into consideration, specifically, when to drop countries from a
list of candidate recipients. Non-superpower donors may only support the
government sharing the community of interest or make its power bases more
stable; they cannot fine-tune the foreign and/or domestic policies of the re-
cipient government. Therfore, they have liitle to gain from giving limited re-
sources away to unneedy recipients even if the community of interest exists
with that nation. Preliminary examination of the data set collected for my on-
going dissertation research shows that decisions in Chinese economic aid
allocation are best suited by the community of interest model.

Direction of the Study

Even though the preliminary examinations of the data set encouraged the

pursual of the community of interest model, the data analyses in this paper is

limited. First, the dependent variable of active aid recipient is a good indica-
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tor for examining the decision of choosing target countries while it cannot
account for the decision of allocating given resources among countries (recall
the share of Asian countries in terms of active aid recipients and of aid
commitment amounts). Analyses for aid commitment amount will be done in
the on-going research. Secondly, the discriminant analyses in this paper did
not test three models against three hypotheses, in particular, they did not ex-
amine significance levels of variables in each model. Proper ways of testing
hypotheses are the use of probit analysis for the active aid recipient variable
and tobit analysis for the aid commitment, which is planed in the on-going
study. Thirdly, in order to test the effect of changes in recipient characteris-
tics on aid allocation or of changes in donor behaviors on recipient reactions,
we need o utilize the first differentials of variables. This will also done in
the on-going study.

The proposed project will add more systematic findings to our present
knowledge of Chinese foreign economic assistance as well as of Chinese for-
eign policy toward Third World countries and foreign economic aid in
general. First of all, since economic assistance constitutes the important
dimensions of Chinese foreign relations (Hutchison 1975), the findings of this
study would enhance our understanding of Chinese foreign policy in general,
especially in relations with Third World countries, and supply a “missing
chapter” (Bobrow and Chan 1984, p. 46). Secondly, this study will partly re-
spond to three major puzzles in the study of Chinese foreign policy (Kim
1984, pp. 5-8): consistency over time, uniqueness or generality compared
with other nations, and the gap between policy pronouncement and policy per-

formance. Finally, the findings of this project as a heuristic case study will

(34)
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also enhance our understanding of the phenomenon of international economic
assistance in general, especially when compared with the existing empirical

and theoretical literalures on major donors.
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USACDA. World Military Expenditures and Arms Transfers, 1968-1977
(ICPSR 7780).

World Bank (annual) Worid Development Report. New York: Oxford University
Press.

E. Operational Definitions of Independent Variables

Indicators for Recipient Need

Development Need 1. Need in terms of per capita GNP: GND

GND = (Target GPC - GPC) / target GPC
GPC = GNP per capita
Target GPC = Lowest GPC among DAC countries

(40)



FE KA 45505 (1993) 334

Development Need 2. Smallness of the economy: ESZ
ESZ = 1 - POP / large POP
POP = Population
Large POP = Largest POP among the Third World countries
Development Need 3. Physical quality of life: PQL
PQL = (LET + LIT)/ 2
LET = (Target LEX - LEX) / target LEX
LEX = Life expectency
LIT = (Target LIR - LIR)/target LIR
LIR = Literacy rate
Indicators of Donor Interest
Donor Interest 1. Economic interest: TDM
TDM = TCH / TWD
TCH = Gross amount of trade {export and import) with the PRC
TWD = Gross amount of trade with the rest of the world
Donor Interest 2. International legitimacy concerns: FRD
FRD = 2 if (DRC = 1 and DRT = 0)
FRD = 0 if (DRC = 0 and DRT = 1)
FRD = 1, otherwise
DRC = Diplomatic Relations with PRC
DRT = Diplomatic Relations with ROC
Donor Interest 3. Security concerns: BCHN
BCHN = Similarity of alliance pattern with the PRC for each region.
(See Appendix B and footnote 22)
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