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Abstract:
This paper is a time series analysis of the determinants of foreign direct investment inflows
regarding the country of Brazil over the past 34 years. Brazil has seen rapid change throughout
their country over the past few decades, and it now is one of the most popular hosts for foreign
investors. GDP growth, trade openness, taxes, political instability, energy imports, and inflation
are all as possible significant determinants of FDI inflows in Brazil that this model analyzes. The
results show that inflation, trade openness, and political instability are the most significant
variables when it comes to understanding FDI inflows.
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1.0 Introduction
Foreign Direct Investment (FDI) is one of the main factors and catalysts of economic
growth around the world, especially in the developing nations. FDI is defined as the source of
acquisition of managerial control by a business enterprise of a foreign country over a business
activity in a host country (Rehman et al., 2012). FDI is one of the most powerful and influential
instruments when it comes to upgrading developing nations from their current economic status. It
contributes greatly to a competitive business environment, it elevates efficiencies, and enhances
industrial and technological development (Mohan, 2007).
The importance of FDI cannot be overstated when it comes to its economic effects of a
developing nation. Throughout past few decades, we have seen a great increase in the FDI
inflows of Brazil, one of the 5 countries within BRICS, who are known for their economic
emergence. As Brazil has seen a great amount of foreign investment since the 1980’s, it is vital
to look at the causes and purpose behind the spike of foreign investors in this nation.
It is important to understand that foreign investors do not just casually decide that they
would like to invest into foreign countries and economies. There must be certain characteristics
and factors present that will entice these foreign investments throughout the host country’s
government structure and policies, as well as the current economic state. Using Brazil as a host
country for foreign investment as a percentage of Gross Domestic Product (GDP), it has been
evident that throughout their progress of developing, they have made the necessary policies
changes and have set up the necessary infrastructures to have some of the highest growing FDI
inflows of any country to this day.
The growth of FDI in Brazil throughout the past few decades has been strong and steady.
The major surge of FDI that was evident in this emerging economy was during the second half of
this past decade starting in about 2007 through to the present. Going back prior to 2007, we see a
major increase in inflows of FDI into Brazil throughout the 1990’s right at the turn of the 20th
century. Brazil encountered a great amount of debt crisis throughout the 1980’s which played a
major role of policy change in the 1990’s which helped attract foreign investment. This policy
change had many different aspects to it, but what headlined the change was a major shift in
adapting more neo-liberal policies such as reduction in protective tariffs and economic
privatization (Baer and Sirohi, 2013). Moving forward, Brazil is now the most popular host for

FDI in Latin America and the Caribbean regions as it has shown the most promise and has kept
investor’s confidence high.
These characteristics of Brazil’s government, its policies, and their economy serve as the
determinants of FDI inflows. Understanding the trends of these Brazilian variables used in this
study will be absolutely critical in order to fully grasp the determinants of foreign direct
investments.

2.0 Trends
Figure 1 shows the inflows of the foreign direct investment into the country of Brazil
spanning throughout the past 3 decades. This chart clearly shows the great increase of foreign
attraction into the region especially throughout the past 20 years. This figure is being measured
in billions of U.S. dollars, and as one can see, foreign investment peaks in 2012 at almost $80
billion.

Figure 1: FDI Inflows to Brazil

Source: World Bank Development Indicators

Figure 2 illustrates the measurement of Brazil’s Gross Domestic Product in U.S. dollars
since 1980. Even though this data is not complete throughout the past few years, the purpose of
this chart is to prove the statement that FDI is a significant catalyst of economic growth in a
country. With a country with strong inflows of foreign investment, an economy can grow and
flourish with that investment brought to the region. Evidently, as the FDI inflows have really
taken off for the most part in Brazil since the beginning of this current century, so has their
economy.

Figure 2: GDP in U.S. Billion Dollars

Source: World Bank Development Indicators

Figure 3 shows the political instability of the Brazilian government throughout the 20th
century and up to the current date. This measurement is based off autocratic and democratic
indexes where there is a scale from -10 to 10. With a number in the negatives, that country has
more autocratic and instable characteristics than democratic and stable, and that gap widens as
the number gets closer to -10. Vice versa, with the positive end of the scale, as a country
approaches 10, it is becoming more democratic and stable (Marshall and Gurr, 2013). Brazil has
experienced a great amount of government change and the fluctuations in this chart accurately

illustrates that. However, since the 1980’s, Brazil has become increasingly democratic as they
have recorded a strong 8 throughout the past decade. This measurement is significant in the sense
that as a government becomes more stable it will increase foreign investors’ confidence in
making these risky investments.

Figure 3: Polity IV Report 1980-2012
10
8
6
4
2
0
1980
-2

1985

1990

1995

2000

2005

2010

-4
-6
-8
-10

Source: Polity IV Project found at www.systemicpeace.org

Figure 4 clearly shows where the FDI inflows have been coming from throughout the
past two to three decades. Even though the data captured in this economic paper ranges from
1980 to 2012 and this table only dates back to 1995, it still is an effective piece. As mentioned
earlier in this study, Brazil’s FDI inflows did not take off until the early 1990’s, thus Figure 4
measures the relevant years. At five year intervals including 1995, 2000, and 2005, this figure
shows the U.S. has been the leading contributor to Brazil’s FDI inflows for the significant
duration of this data series.

Figure 4:

Source: Brazilian Central Bank

3.0 Literature Review
Mohan (2007) exams the close relationship between FDI flows with liberalization on
economic growth. This study stresses that FDI inflows is the key catalyst to economic
development in many different developing nations. FDI is one of the leading variables which has
a positive and strong impact on economic growth. It is stated that international trade openness of
a country is also key to economic growth. Trade openness and flexibility attracts foreign
investment, thus having a positive impact on economic growth.

A study of the determinants of FDI in Pakistan by Rehman et al. (2012) shows that there
is a positive correlation between political stability and FDI. Political stability is the single most
important factor to FDI as political instability completely erodes all confidence of investors
which would reframe them from investing internationally. Trade openness and flexibility is also

a very important factor in FDI inflows as the host country needs to be allowing and welcoming
of the investments. Rehman et al. (2012) study is where the root fundamentals of this study
comes from.
The study by Tuman and Emmert (2003) stresses the importance of market reforms and
increased privatization is key to FDI inflows. They use data from 1982 through the early 2000’s
to show that a looser government control, reduced or eliminated trade barriers, privatized stateowned enterprises, and different market oriented reforms have allowed for the strong surge of
FDI into Latin America, in particular Brazil.
Baer and Sirohi (2013) studied the role foreign direct investment plays in the
development of different nations such as Brazil and India. They provide great insight about the
different government policies and economic infrastructures that promote foreign investment and
help stimulate growth. Their analysis explains how Brazil’s movement away from high
government involvement and into a more privatized economy and country allowed them to solve
their debt crisis from the 1980’s and promote the first real jump of foreign investment in the
1990’s. They also provide great analysis on the different types of foreign investment, its quality,
and how that makes a significant impact of how effective that investment will be on the host
country. However, this paper’s main focus is Brazils shift into a neo-liberal model and how
foreign investors’ confidence is crucial.
Ranjan and Agrawal (2011) provided a panel data analysis on the determinants of FDI
into the BRIC countries and the results show that market size and potential is one of the biggest
factors for attracting foreign investment. The study suggests that the larger the market and the
more potential it has will attract more foreign investment versus smaller, underdeveloped
countries. This study also suggests that India and China are more promising economies, but
Brazil is not far behind them. Some of the strongest and most significant variables for attracting
FDI to Brazil are the trade openness, its geographical position, and the low labor costs.
Nunes at at. (2006) also ran a panel data regression to study the determinants of FDI. This
study captures data from fifteen different Latin American countries with the data ranging in the
years of 1991 through 1998. As this study ran multiple regressions with a wide range of
explanatory variables, the most statistically significant variables were macroeconomic stability
and the trade openness of the economy. The study also mentions that they firmly believe political

stability or judiciary impartiality would be significant factors worth looking at, however, they did
not due to data accessibility.

4.0 DATA AND EMPIRICAL METHODOLOGY
4.1 Data
The study uses data from the World Development Indicators website for all of the
variables except POLITY IV. The source used for this data was the Polity IV Project: Political
Regime Characteristics and Transitions, 1800-2012 and the lead investigator is Director Monty
G. Marsha. The data collected for this study ranges from 1980 to 2012 and the summary of the
statistics for the data are provided in Table 1.

Table 1: Summary Statistics

Variable Obs.
Mean
Std. Dev. Min
Max
FDI
32 1.786359155 1.4363152 0.12866546 5.084403071
GDP%
32 2.762718263 3.3703557 -4.3933572 9.110960152
ENERGY
32 21.54571337 10.334044 4.09842321 43.48378819
POLITY IV
32 6.181818182 4.1265493
-4
8
INFLA
32 357.8627154 712.40981 3.19859189 2947.73293
TAX
32 1.01516E+11 9.538E+10 3861310000 3.65932E+11
OPEN
32 0.20653648 0.0449645 0.14390878 0.289732315

4.2 Empirical Model
Following Rehman et al. (2012), this study adapted and modified some of the
independent variables used. We have eliminated the REER variable and have added TAX and
INFLA to the study. The model could be written as follow:

FDI = βₒ + β1 GDP% + β2 ENERGY + β3 POLITY IV + β4 INFLA + β5
TAX + β OPEN + Ԑ

FDI is the only endogenous variable in the model as it is the measure of the annual inflow
of FDI in Brazil divided by the GDP.
The independent variables consist of six variables which can all be found in Appendix A
and B which provides the data sources, acronyms, brief descriptions, expected signs, and
justifications for using the variables. All of the data collected was from the World Development
Indicators with the exception of the POLITY IV variable. The first variable used, GDP%,
represents the GDP growth as a percentage in that given year. The second variable is labeled as
ENERGY which measures the amount of next energy inputs. This means that if the statistic is a
negative value then the country is a net exporter. Furthermore, this statistic measures the energy
use of a country less production, which both are measured in oil equivalents. The third
independent variable in this model is POLITY IV. This is the only variable where the data was
not collected from World Bank Development Indicators. This data was collected from the
POLITY IV Project. It measures the political instability of a country with a range of -10 to 10. A
value of -10 indicates that the country is extremely autocratic, and a value of 10 indicates that the
country is extremely democratic. This is a great proxy for measuring the political stability and
competitiveness. The stronger the number is, the more confident foreign investors will feel in
investing into this country given their political structure, stability, and regulations. The fourth
variable INFLA measures the inflation in that given country. Inflation as measured by the
consumer price index, which reflects the annual percentage change in the cost to the average
consumer of acquiring a basket of goods and services that may be fixed or changed at specified
intervals, such as yearly (WBDI). The fifth variable TAX is a measurement of the net taxes on
products in current U.S. dollars. These net taxes are the sum of all production taxes less any

government subsidies. Production taxes are those taxes payable by the producer that relate to the
production, sale, purchase, or the use of all the goods and services. The sixth independent
variable used in this study is OPEN which measures the openness to trade of the particular
country. This was calculated by adding all the Exports (in current U.S. dollars) and the Imports
(in current U.S. dollars) and dividing that total by GDP.
The expected signs of the six exogenous variables follow:
GDP% (+)

ENERGY (-)

POLITY IV (+)

INFLA (-)

TAX (-)

OPEN (+)

5.0 EMPIRICAL RESULTS
The empirical estimation results are represented in Tables 2 and 3. The projected Pvalues and the results in Table 2 show that the POLITY IV, INFLA, and OPEN factors are the
most statistically significant at a 95% confidence level.
This means that political stability, inflation, and trade openness are the most statistically
significant determinants for FDI inflows into Brazil throughout the time series studied. As
predicted, since the POLITY IV variable is significant we know that the political structure and
stability has a great effect on foreign investors’ decisions on to where to invest. The positive sign
tells us that the more stable the government gets FDI inflows will increase with it. The INFLA
variable that represents the inflation and rise in consumer prices in Brazil is also significant,
however with a negative coefficient sign. This means that as INFLA increases, FDI inflows will
decrease. This was part of our expectations since inflation leads to unpredictability in prices
which could hinder a potential investor’s confidence. OPEN, which measures the trade openness
of Brazil, is the third significant variable as seen in Table 2. With the positive sign, it can be
determined that as a country becomes more active in trade and loosens those barriers, it becomes
a more attractive environment for investors. The results of these three variables being the most
significant are backed up and legitimatized by much of the research and from the other models
studied. Rehman et al. (2012), which studied of the determinants of FDI inflows and which this
model is mainly replicated from, concludes that political stability and trade openness and
flexibility are the two most important and statistically significant factors to FDI inflows and
ultimately economic development.

As those three were the only significant variables, it leads the rest to being statistically
insignificant at this confidence level. GDP annual growth had a negative coefficient sign which
goes against most economic studies, especially Mohan (2007). However, since this factor was
insignificant and given the confidence intervals, it cannot be determined that this is accurate.
With access to data before 1980, the study would have been more statistically confident that
GDP growth is a significant determinant of FDI which follows most themes in other economic
papers.
Given a 95% confidence interval, the ENERGY factor was not significant and carried a
negative sign, however it was closer to the cutoff. As stated in Appendix A, ENERGY is the
measurement of the net energy inflows into Brazil. Rehman et al. (2012) study sheds light on this
trend, and argues that the negative sign of energy inflows indicates that as the availability of
energy decreases over the years which results in increase in its imports. This increase in the
imports is causing a negative impact on FDI inflows, however it was not found to be statistically
significant (Rehman et al., 2012).
The variable TAX, which presents the total amount of production taxes paid by the
producer less any subsidiaries, was not found to be statistically significant either at the 95%
confidence interval. TAX was a variable that was included in the Rehman et al. (2012) model,
however the study predicted that this variable would have a negative sign. This implies that as
the taxes investors would have to pay during production in Brazil decreased, the amount they
would invest would increase. Even though this model found that to be the case, it was not a
statistically significant factor.

Table 2: Regression Results

Table 3 which is shown below, projects 0.575 for the R-Squared value of this regression.
This means that with the data and endogenous variables given, approximately 58% of the
fluctuations in FDI inflows can be explained by the data that ran in the regression. This table also
projects a moderately strong RR which can range from -1 to 1. At 0.76, the trend of this data
would be closely correlated to the positive trends of the FDI inflows over the 32 year span in
Brazil.
Table 3: Regression Statistics

5.0 Conclusion
In summary, this study has shown various variables that can account for and be
determinants of foreign direct investment into Brazil. As these independent variables all have
somewhat closely correlated trends to that of FDI inflows, the variables range regarding how
significant they are at 5% as a determinant of FDI inflows. The three most statistically significant
variables are the measure of political stability, inflation of consumer prices, and trade openness.
The significance of the POLITY IV variable and its positive coefficient tells us that when the
country is regarded as more stable, foreign investors’ confidence will increase regarding returns
and success of a foreign investment in that host country. The statically significance and negative
coefficient of the inflation variable tells us that as prices rise in the host country, it becomes a
more unpredictable environment for an investment. Trade openness and flexibility is the third
statistically significant variable and its positive coefficient allows us to believe that as a country
becomes more active and flexible in trade, it also becomes a more popular environment to host
FDI. All three of these assumptions are all supported and common throughout the other studies
this model is based off of and research done. Brazil has the necessary credentials and

environment to host FDI as the positive trends are proven. From an economic standpoint,
currently policy recommendations would suggest that Brazil is a safe environment to host
foreign investments. Given the current state of their democratic government and their economic
characteristics, an investment would be safe and wise. Going forward, a continually stable
government, stable prices, and continually being active with international trade, Brazil should be
more attractive to foreign investors and it allow investors’ confidence to grow.

Appendix A: Variable Description and Data Source
Acronym

Description

Data Source

FDI

Foreign Direct Investment inflows as a

World Bank

percentage of GDP

Development Indicators

Gross Domestic Product annual percentage

World Bank

growth

Development Indicators

Net Energy Imports estimated as energy use

World Bank

less production

Development Indicators

Political Stability, picture of political situation

Polity IV Project

GDP%

ENERGY

POLITY IV

of a country on an annual basis
INFLA

TAX

OPEN

Inflation measured as an annual percentage

World Bank

change in consumer prices

Development Indicators

Net Taxes on all products in U.S. dollar less

World Bank

subsidies

Development Indicators

Openness of an economy measured as: Imports Calculated using data
+ Exports / GDP (Current U.S. Dollar)

from World Bank
Development Indicators

Appendix B: Endogenous Variables and Expected Signs
Acronym

Variable Description

What it captures

Expected
sign

GDP%

GDP growth

Size of the country
Larger countries attract more

+

FDI
ENERGY

Net energy imports

The availability and reliability
of the infrastructure facilities

-

regarding power and telecomm
POLITY IV

Political stability

Political stability of the country
Stable government increases

+

investors’ confidence
INFLA

Inflation growth

Percent change in consumer
prices

-

Rise in prices create uncertain
outlook
TAX

Net taxes

Sum of all product taxes paid by
producer less any subsidies

-

Profit demotivate for FDI
OPEN

Trade openness

Trade openness and flexibility
of country

+
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Determinants of Foreign Direct
Investment in Brazil
BY MAT THEW DUGUAY

Introduction
•Foreign Direct Investment: source of acquisition of managerial control by a business enterprise
of a foreign country over a business activity in a host country
•FDI is a powerful and influential instrument in upgrading developing nations
•It contributes to a competitive business environment
• Elevates efficiency
• Enhances industrial and technological development

•Great catalyst

Brazil
•BRICs

• Known for their economic emergence
• Emerging vs. developing

•Brazil has seen a great amount of foreign investment inflows since the 1990’s
•Significant spike in FDI inflows during the last half of this past decade
•FDI inflows peaked in 2012 at $76 Billion
•Over the most recent years, nearly 46% of FDI inflows has been in services sector, 35% in
industries, 19% in agriculture and mining (Hiratuka, 2010).

FDI Inflows into Brazil
• There was a major debt crisis in the 1980’s
• In order to get out of crisis, government
implemented many reforms and changes
• Shift to privatization
• Adapting more neo-liberal policies
• Reduction in protective tariffs
• These serve as the vague determinants of
the increase of FDI inflows
• Brazil is now the most popular FDI host
country in Latin America

Who is Investing?
• Over the past 2 decades,
U.S. has been the largest
contributor to Brazil’s FDI
inflows

GDP in US $Billions

FDI is a true catalyst for economic development and growth

Political Stability
• Investors’ confidence is
critical
• This is evident through most
studies

Literature Review
•Mohan (2007) examines the close relationship between FDI flows with liberalization on
economic growth. This Study stresses FDI inflows is a key catalyst to economic development
•A panel analysis was done on the determinants of FDI throughout BRICs and study shows that
market size and trade openness are most significant factors by Ranjan and Agrawal (2011).
•Rehman et al. (2012) show a positive correlation between political stability and FDI
• Trade openness and flexibility is also critical
• Fundamentals of my study’s economic model is based off of this study

•Baer and Sirohi (2013) study the role FDI plays in development of different nations

• Their analysis explains how Brazil’s movement away from high government involved has benefited FDI
inflows
• Investor’s confidence is critical

Also studied papers by Tuman and Emmert (2003) and Hiratuka (2010).

Data and Empirical Methodology
FDI = βₒ + β1 GDP% + β2 ENERGY + β3 POLITY IV + β4 INFLA + β5 TAX + β OPEN
+Ԑ
•Times Series
•Data ranges from 1980 through 2012
•FDI is the only endogenous variable and is a measure of FDI inflows / GDP
•All data comes from World Development Indicators and POLITY IV Project

Variables and Expected Signs
GDP%: GDP growth +
ENERGY: Net energy imports –
POLITY IV: Political stability +
INFLA: Inflation growth –
TAX: Net Taxes –
OPEN: Trade openness +

What it Captures…
•GDP%: Size of the country/economy
• Larger countries attract more FDI

•ENERGY: The availability and reliability of the infrastructure facilities regarding power and
telecommunications
•POLITY IV: Political stability of the country

• Stable government increases investor’s confidence

•INFLA: Percent change in consumer prices
• Rise in prices create an uncertain outlook

•TAX: Sum of all production taxes paid by producer minus any subsidies

• Less available profits the less desirable this area will be to host a foreign investment

•OPEN: Trade openness and flexibility of a country

Empirical Results

• At a 95% confidence level, POLITY IV, INFLA, and
OPEN are the most statistically significant factors

• The R Squared tells us that approx. 58% of the
fluctuations if FDI inflows can be explained by the
data that was ran in this regression

What does this mean?
•Since POLITY IV is significant we can infer that political structure and stability has a great effect
on foreign investors’ decisions on where to invest
• The more stable the government, higher confidence from investors, thus more inflows of FDI

•The P-value of INFLA and its negative sign tells us that inflation and the rise in consumer prices
has a significant negative impact on FDI
• Inflation leads to uncertainty and unpredictability prices which will decrease investors confidence to
invest

•Since OPEN is significant and has a positive sign, we can conclude that the more active the
country is in trade and the more flexible they are, the more desirable they become to foreign
investors

Conclusion
•This study has shown various variables that can potentially account for and be determinants of
FDI inflows into Brazil
•At the 5% level, the most statistically significant variables measured inflation of consumer prices,
political stability, and trade openness
•These variables prove that confidence is a critical factor for potential foreign investors

• According to this study and regression, potential investors need to be confident on stable prices, a
politically stable and sound government, and confident in Brazils flexibility and openness to trade.

•With the research done and the trends studied, Brazil contains the necessary factors to keep
them a popular host country to future foreign investors

The Debt Crisis of
Greece
By Matthew Duguay

Greece Economic History


Joined EU in 1981



Entered Euro Zone in 2001



Hosted Summer Olympics in 2004



Athens and other major cities have been a great tourist attraction for decades



Fiscal discipline and responsibility has never been a major concern or issue



Greece has been living beyond its means for decades

Causes of Debt Crisis


Debt Crisis began in 2008-2009



Public spending has been outrageous



No fiscal discipline



Wages in public sector have increased 50% from 1999 to 2007



Difference between spending and income completely spiraled out of control



Debt from 2004 Olympics in Athens



Impacts from economic crisis across whole world

Conditions Since the Crisis


In May of 2010 EU and IMF provided a bailout package valued at about $ 140
Billion



They provided a second bailout in 2012 of about $150 Billion



A vast majority of Greece’s private-sector creditors agreed to write off about
75% of debt Athens owed them



EU has demanded drastic spending cuts, tax increases, labor market and
pension reforms



Prime Minister Samaras is elected in 2012


He asks for “breathing space” and no more bailouts

What is Happening today…


Feburary of 2014: Prime Minister Samaras announces a surplus of about $1
Billion




Living standards and unemployment now primary issues

Hopes this will increase optimism on Greece’s outlook and might spark more
debt write offs


Government still owes about $324 Billion



April of 2014: Pension funds, banks, and other big money managers are
investing billions in Greece debt



This return to the bond market after 4 years of being shunned shows optimism
that the nation is finally recovering

Greece Going Forward


Confidence is now critical aspect



Bond market is now starting to go




Unemployment and Living Standards still major issue






Fiscal discipline now under control

Unemployment 28% at end of 2013

Economy currently experiencing deflation


CPI fell 1.5%



Scary because it encourages consumers to hold off on purchases as prices decrease



Forces producers to cut prices



Effect on wages

Many different moving pieces and new obstacles rising
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Aid, Debt Relief, and
Trade: An Agenda for
Fighting World Poverty
Matthew Duguay
Jonathan Skaza

Agenda
1.

Summary of Case

2.

Foreign Aid

3.

a)

Trends

b)

Lit Review

c)

Effectiveness vs. Efficiency

d)

Fighting Disease

Debt Relief
a)

Pros vs. Cons

4.

Trade

5.

Conclusions

6.

Discussion Questions

Brief Summary of Case
2006 G8 Conference


Central themes: energy security, education, fight against infectious diseases



Aid and trade of ‘secondary concern’



Bono: “Overall, there is one cheer on debt, half a cheer on AIDS, and boos and wolf-whistles for what is
happening on trade”



Countries that obtained debt relief in 2006 had an extra $1 billion to spend on worthwhile programs



Aid extended by G8 nations in 2005 averaged 0.27% of GNI; UN target of 0.7%



In 2006, total ODA in real terms declined for first time since 1997



World leaders acknowledged the importance of aid for trade to help developing countries



Lack of progress in removing trade barriers for US, EU, and others

HIPC-a group of approximately 39 developing countries with high levels of
poverty and debt overhang which qualify for special assistance from the IMF and
the World Bank

Net ODA and Official Aid Received in Heavily indebted poor countries (HIPC)
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Is Aid Effective?


Poverty would be higher in the absence of aid (McGillivray, 2005)



Aid’s impact on growth depends on policy regimes of recipient country
(Burnside & Dollar, 1997, 2000, 2004; Collier & Dollar, 2001, 2002; Svensson, 1999;
Collier & Dehn, 2001; Collier &Hoeffler, 2002)



Aid works regardless of policy regimes (Amavilah, 1998; Durbarry et al., 1998;
Hansen & Tarp, 2000, 2001 (to name a few))



Depending on the democratization of the recipient, aid is positively associated
with the level of well-being (HDI) (Kosack, 2003)



In general, aid results in higher public expenditure (McGillivray, 2005)



Aid is subject to diminishing returns (Durbarry et al., 1998; Collier & Dollar,
2002; Collier & Hoeffler, 2002; Hansen & Tarp, 2000, 2001; Dalgaard & Hansen,
2001; Hudson & Mosley, 2001; Lensink & White, 2001; Dalgaard et al., 2004)

Prevalence of HIV in Heavily indebted poor countries (HIPC)
(% of population ages 15-49)
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Under-5 Mortality Rate in Heavily indebted poor countries (HIPC)
(per 1,000 live births)
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Is Aid Efficient?

Donor
institutions
make
proposals for
aid packages

“The Current Model”

Recipient
countries make
a plan on how
to use aid based
on amount of
money given

NGOs receive
funding and
then implement
plans to fight
against their
specific issues

Is Aid Efficient?


According to Sachs, we should first learn what developing countries hope to
accomplish and how much money they need to accomplish their goals



Goals should be aligned with MDGs



“actual transfer of funds must be based on rigorous, country-specific plans
that are developed through open and consultative processes, backed by good
governance in the recipient countries, as well as careful planning and
evaluation”



Knowledge sharing from developing countries to lesser developed countries

Debt Relief


2006 marked a strong year in debt relief



There has been great progress with the outcomes of relieving debt



It has allowed:


Free health care in Zambia



Construction of better roads for farmers in Ghana



Food for 3.5 million people hit by a drought in Tanzania



The hire of 50,000 teachers to enroll 3.5 million more children into school in
Nigeria

Case Study: Debt forgiveness or reduction in Developing Countries in Middle East & North
Africa (current US$)
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Pros of Debt Relief


Fight world poverty



Allows impoverished nations to allocate their resources in more efficient ways



Countries that obtained debt relief in 2006 had an extra $1 billion to spend on
worthwhile programs



Political influence could be a possible motive

Cons of Debt Relief


Moral hazard



Decreases motivation



Encourages bad loans



In many cases with the poorest of poor countries, feeding them money and
relieving debt isn’t the best solution


Attack the fundamental problem



Prevent for the future



World Bank in 2003

Trade


Trade is what has really been lacking compared to debt relief and financial
aid



“Overall, there is one cheer on debt, half a cheer on AIDS, and boos and
wolf-whistles for what is happening on trade.”



HIPC



Domestic vs. International debate



Agriculture based economies

Conclusion


2006 G8 Conference shed light on strengths and weaknesses



Aid effectiveness vs. efficiency


Overall, literature leans toward effective



Diminishing returns



Arguably inefficient



Pros and Cons of Debt Relief



Room for improvement in spurring trade in developing nations


Developed P.O.V. vs. Developing P.O.V.

Discussion Questions




What is the most efficient way to help an impoverished country grow
economically?
Should the US devote more resources to helping lesser developed countries?

