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Abstract

The effectiveness of aid is heatedly debated in academia and policy circles. Annually, billions
of dollars are transferred from industrialized countries to developing countries, both out of
altruistic and more practical concerns. Can aid from Norway, a wealthy country with apparently
few strategic interests, and a great deal of political consensus in support of aid matter positively
towards achieving better political governance among recipient countries? Using data on
bilateral- and good governance aid, with a pooled, time-series, cross-sectional dataset from
1980-2018 consisting of 129 developing countries, I assess if Norwegian aid can reduce bad
governance. Good governance is measured as the absence of political corruption and state
violations of human rights. The results show that while aid from other DAC-donors has a
negative impact on governance in aid receiving countries, Norwegian aid, at least to some
extent, shows clear positive effects. However, the substantive impact of Norwegian aid is
minimal when accounting for selection effects and endogeneity, ultimately suggesting that
Norwegian aid is perhaps following good governance rather than causing it. While these
findings do not directly support aid optimists, they nevertheless challenge the arguments about
“dead aid” form Scandinavia. Furthermore, Norwegian taxpayers can rest assured that their

money is not unduly benefiting the corrupt.



Sammendrag

Effektiviteten av bistand diskuteres stadig i akademia og politiske kretser. Arlig overfores
milliarder av dollar fra industrialiserte land til utviklingsland, bade av altruistiske og mer
praktiske bekymringer. Kan bistand fra Norge, et velstdende land med tilsynelatende fa
strategiske interesser, og en hey grad av politisk konsensus for bistand telle positivt for & oppna
bedre styresett blant mottakerlandene? Ved & anvende sammensatt data pé norsk bistand (bade
bilateral bistand og bistand til godt styresett) med tidsserier og tverrsnitt fra 1980 til 2018,
bestdende av 129 utviklingsland, evaluerer jeg hvorvidt norsk bistand kan redusere dérlig
styresett. Godt styresett males som fravaret av politisk korrupsjon og statlige brudd pa
menneskerettigheter. Resultatene viser at selv om bistand fra andre donorer som er en del av
OECDs utviklingskomité har en negativ innvirkning pa styresett i bistandsmottakende land,
viser norsk bistand, i det minste til en viss grad, klare positive resultater. Likevel vises det at
ndr man inkluderer tester pa seleksjon og endogenitet, er den substansielle virkningen av norsk
bistand ekstremt liten, noe som tyder pé at norsk bistand kanskje folger godt styresett fremfor
a forarsake det. Selv om disse funnene ikke direkte stetter bistandsoptimister, utfordrer de
likevel argumentene om “ded bistand” fra Skandinavia. Videre viser resultatene at norske

skattebetalere i det minste kan vere trygge pa at pengene deres ikke unedig gagner de korrupte.



Preface

This thesis is my final academic work as a student enrolled in the Master’s degree program in
Social Science with Teacher Education at the Norwegian University of Science and
Technology. Social science is a common core subject for all primary, lower secondary, and
upper secondary education programs in Norway. One of the primary purposes of social studies
is to teach pupils about “cultural diversity around the world, past and present”. Both civic life,
politics and democracy, and international affairs are highlighted as main subject areas in social

science curriculums.

In the Master’s degree program in Social Science with Teacher Education, the thesis can focus
on either the educational portion of the degree or the disciplinary part, which, in my case, is
political science. Because of the broad focus of social science in Norwegian schools, I chose to
concentrate on the political science portion of my degree in my thesis, writing about efforts to
eradicate worldwide poverty with development aid. This focus seemed to unite both aspects of
my degree, as knowledge of world inequality is relevant regardless of what path I take in my

future working life.

I want to thank my supervisor, Indra de Soysa, for his indispensable advice and guidance during
this process. Writing a thesis during the outbreak of COVID-19 has not been the most
straightforward task. Yet, with his supervision, things have worked out wonderfully. For this, I
am genuinely grateful. I also wish to thank my brilliant partner, Kjetil, who has kept my hopes
and morale up through this entire process. Lastly, my friends and family also deserve a huge

thank you for supporting me in whatever I choose to do.



Acronyms and abbreviations

CcC Control of Corruption indicator by the World Bank

CPI Corruption Perceptions Index by the Transparency International
DAC The Development Assistance Committee

GDP Gross Domestic Product

GNP Gross National Product

GNI Gross National Income

HR Human rights

NOK Norwegian Kroner

Norad The Norwegian Agency for Development Cooperation

NRK The Norwegian Broadcasting Corporation

ODA Official Development Assistance

OECD Organization for Economic Co-operation and Development
OHCHR Office of the United Nations High Commissioner for Human Rights
SDG Sustainable Development Goals by the United Nations

SSB Statistics Norway

UN United Nations

USD United States Dollar

V-Dem Varieties of Democracy Institute

WDI The World Bank’s World Development Indicators

WWII World War II
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1 Introduction

For the first time, two scholars in development economics, Abhijit Banerjee and Esther Duflo,
who study the effect of aid on the poor won this year’s Nobel prize in economics. This suggests
that aid as a subject might be gaining a central place in the economic sciences even if it has
been high politics since the end of World War II. Foreign aid is a broad subject, and donors of
aid are often motivated by different objectives. In some cases, aid is used as a “political
currency”’, where donor states “buy” friends, power, or a voice on the global arena with their
aid monies. Such behavior has been visible several times throughout history, such as during the
Cold War, where a bipolar order saw two rival superpowers using foreign aid as an inducement
to gain allies (Griffin, 1991; Pharo, 2018). In most other cases, however, rich governments
across the world view aid with altruistic intentions, and wealthy donors try their best to fulfill
the hopeful aspirations of international policy agendas. The United Nation’s (UN) “Sustainable
Development Goals” (SDGs) is one example of such agendas, where rich nations donate large
sums of money to the developing parts of the world, hoping to decrease poverty and improve
human development.' Foreign aid’s effectiveness for reducing poverty and achieving ambitious
priorities is, in fact, highlighted in each of the UN’s 17 SDGs, which is adopted by every
member state of the UN. Yet, the effectiveness of aid is still heavily debated (Sachs, 2005;
Easterly, 2006; Stiglitz, 2002; Moyo, 2010).

Critics of aid argue that among other adverse outcomes, aid creates dependency and fosters
corruption, and despite donors’ efforts to do good, helping makes things worse (Easterly, 2006;
Moyo, 2010; De Mesquita & Smith, 2011; Edwards, 2015). Others see aid as the only tool
available to close the growing gap of inequality between the rich and poor, and in order to
eradicate poverty as a whole, those who can have to help those in need. One way to help, as
highlighted by SDG 16, is by raising the effectiveness of governance in aid recipient countries,
which can be done through aid targeted towards good governance (OECD, 1997). Per Easterly
(2006: 117-8), this targeted focus of aid is quite new. Not more than ten years ago, donors

seldom discussed how to best transform governments in recipient countries.

Since then, donor talk radio has been full of chatter about “good governance”. However, donors have
still not figured out what to do to make good governance happen, or how to be selective about whom

they give their money [ ... ] The gangsters are still getting plenty of aid. (Easterly 2006: 117-118).

! In 2017, bilateral aid transfers from the Development Assistance Committee (DAC) donors to developing countries exceeded $121 billion
(World Bank, 2019). In that same year, over 768 million people, or apx. 11% of the world’s population, were living in absolute poverty
(Ferreira, Lakner & Sanchez-Paramo, 2017).



In an attempt to contribute to an extensive literature that seeks to discover solutions to a
seemingly never-ending problem, this study focuses on the relationship between foreign aid
and governance. More precisely, the study assesses the effects of Norwegian good governance
aid and total bilateral aid on good governance in 129 developing countries from 1980 to 2018.
While there are undoubtedly several ways to define and measure good governance, the term is
in this context defined as the absence of political corruption and state violations against citizens’
human rights. Human rights cover physical integrity rights or fundamental human rights to be
free of physical harm or political activity. As good governance functions as an essential part of
this thesis, the term will be further explored in both the theoretical chapter (chapter 2) and the
methodological chapter (chapter 3). In all, the thesis contains five chapters, that are described

below.

The first chapter, chapter 1, functions as an introduction to the study’s theme, which is aid.
Here, the concept of aid is defined, followed by a description of how most aid programs are
organized today. Then, the reasons for examining Norwegian aid in particular are revealed. I
also clarify why it is more beneficial to examine aid results generated by one specific country,

even when most other research looks at Scandinavian aid combined.

Chapter 2 has a theoretical focus. Here, the broad literature that is available on the debate of
foreign aid is presented. Both aid optimists and aid critics are introduced. The chapter also
discusses why some aid programs seem to work while others fail. Furthermore, the theoretical
chapter explores targeted aid programs, as the aim of the study is to assess Norwegian aid’s
results on good governance. Looking specifically at good governance targeted aid is therefore
necessary. This in-depth focus will hopefully create some context for the four hypotheses that

follow, thereby guiding the analysis of the study.

Chapter 3 looks at the chosen methodology, where I describe model specification and data.
Instead of having two separate chapters for the results and analyses, the results are both
presented and discussed simultaneously in the following chapter, 4. This way, the reader is
hopefully guided through all relevant findings in a comprehensible way, thereby obtaining the
answers to the main question: “Does Norwegian aid reduce bad governance?”. The last
chapter, 5, presents a conclusion, where the main findings are summarized, while potential

unanswered questions are highlighted.



1.1  Whatis aid?

In its purest form, aid functions as a synonym for charity: a wealthy donor, usually a state,
transfers money to someone who needs it, most often a developing country. In reality, however,
aid is more complicated. In the book Dead Aid, aid is defined in three separate forms;
humanitarian—, charitable—, and systematic assistance (Moyo, 2010: 7). Humanitarian
assistance, or emergency relief, is provided as a response to disasters (ibid). In 2018, Norway
provided more than NOK 4.1 billion? in emergency aid through various channels (Norad, 2019).
Charity-based assistance occurs when people donate money to charities that further distribute
the funds to recipients, while systematic assistance includes both bilateral and multilateral
transfers (Moyo, 2010: 7-9). Bilateral aid is, not surprisingly, funded through bilateral
cooperation where money, goods, equipment, or expertise is offered directly from one state to
another. Multilateral aid is provided through multilateral organizations such as the UN and the
World Bank and contributes to an international “joint financing of global obligations in a

rational way” (Norad, 2020b).

1.1.1 Systematic aid from DAC donors

Official development assistance (ODA), or international assistance, is the form of systematic
aid most commonly discussed. The Development Assistance Committee (DAC) manages ODA,
a committee of 30 member nations organized under the OECD, the Organization for Economic
Cooperation and Development. The 30 nations of DAC provide the majority of the world’s
official aid (OECD, 2016: 239). Norway has been a member of DAC since 1962, and in 2018,
Norway contributed with USD 4.3 billion in “net ODA” (OECD, 2019a: 89). This contribution
represented 0.94% of Norway’s gross national income (GNI). Only surpassed by Sweden and
Luxemburg, Norway was, in 2018, the largest DAC donor relative to GNI, and the tenth-largest
when looking at the total amount of aid provided (OECD, 2019b). The country is one of five
DAC members to have met the UN target of 0.7% of GNI in aid, having spent approximately
1% of GNI on ODA every year since 2009 (OECD, 2018: 367).

1.2 Why Norway?

The history of Norwegian aid began in 1952 with the Fund for Underdeveloped Countries,
where NOK 10 million was granted to increase the efficiency and quality of the fishing industry
in the region of Kerala in India (Norad, 2012; Pharo, 2015). The slogan for the grant was to

2 Apx. 512,5 million 2018-USD
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“help the people to help themselves”, yet Norwegian policy-makers also wished to strengthen
the non-communistic, Western position in Asia, while promoting Norwegian foreign politics as
well (Pharo, 2015). NOK 10 million might not be a substantial grant by today’s standards, but
in 1952, Norway’s decision to act as a financial donor of aid was considered radical. Not only
was the country still rebuilding after the destruction of WWII, but until 1952, Norway was also
a recipient country of aid (ibid; Borchgrevink, 2004: 164). In fact, Norway received around
USD 450 million through the Marshall Plan from 1948 to 1952, an amount which was about 20
times as large as what the country donated during the first ten years as an aid donor
(Borchgrevink, 2004: 164). Still, the decision to become a donor was considered a success, and
the Fund for Underdeveloped Countries thus initiated a significant Norwegian commitment to
developing countries. This commitment has been of massive importance for the Norwegian
image and visibility. By becoming a donor of aid, “Norway truly climbed the ladder of power

and advanced from being a small state to becoming a middle power™ (Toje, 2010: 211).

Today, Norway is internationally known as a promoter of peace, and as a prominent donor of
aid (Tvedt, 2007). The stated overall goal of Norwegian aid policy is to “save lives and ease
suffering”. The policy is “motivated on the basis of altruism”, where possible foreign political
interests (if any) come second (The Ministry of Foreign affairs, 2016: 29; 2008: 11). This
“concern with purity” has, per Simensen (2003: 275, in Borchgrevink, 2004: 164) been present
within Norwegian development assistance since the beginning, and aid has, to the extent that is
possible, been kept separate from other interests and motives. In 2009, the Norwegian aid
budget alone was NOK 26.2 billion*, a sum that exceeded Fiji’s total gross domestic product
(GDP) of that year (Toje, 2010: 211). Norway is among the most generous donors of aid, and
societal consensus concerning moral engagement is high. A poll from 2017, conducted by
Statistics Norway, showed that nine out of ten Norwegians are positive towards helping the
poorer countries of the world financially (SSB, 2018). In other words, aid is an essential
component of Norway’s foreign political priorities and a vital part of Norway’s self-image
(Tvedt, 2007; Toje, 2010). Toje (2010: 211) claims that Norway is “exceptionally suited for

solving problems on a global scale by international sentiment and a willingness to pay”.

While Norway is mostly affiliated with altruistic and generous donor behavior, the country’s

policies are still questioned in certain academic circles. Baés (2016), Sverdrup (2016), and Toje

* Own translation from Norwegian to English.
4 Apx. 3 billion 2018-USD

11



(2010) are among those who dispute whether Norwegian development assistance truly is driven
by moral intentions alone, while Moore (et al. 1999), Easterly and Williamson (2011) comment
on the conditionality and naivety of Scandinavian aid. Debating whether or not Beés (2016)
and his companions are right in their critique of Norwegian altruism is perhaps beside the focus
of this thesis. Still, their arguments do raise some interesting questions. If they are mistaken,
and Norwegian development assistance truly is “motivated on the basis of altruism”, “too much
good” can still generate poor results, as pointed out by Moore (et al., 1999), Easterly and

Williamson (2011). Without strategic purpose, the Norwegian government might lose leverage

over the recipient governments, thus weakening conditionality.

Furthermore, too much generosity can become a burden for the poor, as aid creates the
opportunity for recipient governments to accept and use aid money rather than reform. In
NRK’s TV series “The Good Will” from 2010, Suma Kaare —the leader of the MS Training
Centre for Development Cooperation in Tanzania, argues that foreign aid donations to her
country have created a weak, dependent government (NRK, 2013: 07:45-09:10). As a result,
government officials seem to feel as if their legitimacy is derived from aid money, and not from

the support of their people.

When you have the Norwegians coming here, giving support to health, the government doesn’t feel
obliged to meet its obligation [...] That’s when you’re creating opportunity for misuse of public
funds. Because people now are focusing on money from the Norwegian government, and not money

from the government of Tanzania. (ibid).

As highlighted by Moore (et Al. 1999), such donor behavior can reduce accountability in
recipient countries, which in turn can lead to “the gangsters” getting large shares of aid money
intended for the poor (Easterly, 2006: 117-8). This argument is supported by Easterly and
Williamson (2011), who blame the high political consensus of aid in Scandinavian countries
for obstructing effective accountability. Scandinavian countries can be too quick to support
corrupt regimes, which in turn means that Norwegian aid money may foster corruption, rather

than hindering it.

Norway thereby makes for an interesting donor to study, as the views on the aid policies of the
country are twofold. On one side, it is reasonable to believe that aid from Norway can help

reduce corruption and violations against human rights in aid recipient countries. The country is

12



a generous donor who bases aid policies on altruism, where saving lives and easing suffering
is the number one priority. On the other side, too much societal and political consensus, and too
little strategic purpose might result in “lazy thinking”, consequently creating dependence and
preventing reform. Moreover, whatever the intentions of the donor, easy money from aid can
corrupt the recipient governments, undermining the cause of development indirectly. This study

examines this critical question.

1.3 Why not examine all Scandinavian countries?

As illustrated through Easterly and Williamson’s (2011) arguments on lazy thinking, Norway
is often associated with the other two Scandinavian donors. Several articles speak of
Scandinavian aid combined, and the three countries® are seldom examined individually (Alesina
& Weder, 2002; Alesina & Dollar, 2000; Neumayer, 2003; Easterly & Williamson, 2011). As
a result, the patterns and effects of Norwegian aid are merged with those generated by the other
two Scandinavian countries, thus making it difficult to isolate the results created by the
individual countries. From an international perspective, where aid is examined economically in
macro-level studies, referring to the individual Scandinavian countries as one group makes
sense®. The aid policies carried out by the Scandinavian countries differ significantly from those
of other major donors, yet the policies between the Scandinavian countries are very similar.
These similarities are evident both in generosity, allocation, and the stated overall goals of aid
(Gates & Hoeftler, 2004). The three Scandinavian countries also have an objective of openness
with regards to aid budgeting and allocation, and open national portals with continuously
updated data on the individual countries’ aid projects are available online (Norad, 2014). In
other words, the three Scandinavian countries are very similar in their donor behavior compared

to other donor countries, maintaining a high degree of transparency.

However, this thesis does not seek to evaluate donor behavior and aid allocation (as previously
mentioned research do), where referring to the Scandinavian countries as a single group can be
defended. Instead, this thesis aims to analyze whether or not aid from one specific donor reduces
bad governance in all aid-receiving countries compared with those that do not. In other words,
this study examines the “outcomes” among recipient societies, regardless of the intent and

priorities of the donor. While the Scandinavian countries behave similarly when compared to

5 Norway, Sweden, Denmark
¢ Alesina & Dollar (2000) also include the Netherlands and Canada in their aggregation of «Scandinavian
countries»
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the other donors of aid, there are visible differences in aid strategies if the countries are only
compared to one another. For example, numbers from the countries’ aid databases from 2018
show that while all three countries donated large shares of aid to war-torn countries like Syria’
and Afghanistan, Norway placed Brazil® third, while Denmark and Sweden prioritized Tanzania
(Norad, 2020a; Openaid.se, 2020; Openaid.dk, 2020). While this illustration does not directly
concern the motivation of this thesis, it does demonstrate that the three Scandinavian countries
have different political agendas and priorities when allocating aid. This makes it meaningful to
focus on one donor country only and examine the outcomes on the grounds where the donor
chooses to locate. Given the importance of political conditions on the ground for the
effectiveness of aid on development, this study focuses directly on how Norwegian aid effects
political corruption and state violations against citizens’ physical integrity rights, or

fundamental human rights to be free of physical harm or political activity.

7 Syria placed first for Norway, second for Denmark, while 7th for Sweden, who prioritized African countries.
8 Brazil received apx. 86 million USD from Norway compared to apx. 3.2 million USD from Denmark, and apx.
1.8 million USD from Sweden
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2 Theory

This chapter will present theory and previous empirical work deemed relevant in order to
answer the question of Norwegian aid’s effect on reducing bad governance. As there are many
opposing opinions on whether or not, and how, aid works, the initial section of this chapter will
present the most established voices of the aid debate. Here, Easterly (2006), Moyo (2010),
Stiglitz (2002), and Sachs (2005) will be given the most attention, but other scholars like
Edwards (2015), Collier (2007), Banerjee and Duflo (2011) are also included. Furthermore, this
chapter will also examine why some aid projects work while others fail. Mosely’s (1986) micro-
macro paradox and Pedersen’s (2001) Samaritan dilemma function as possible explanations for
answering these questions. As this thesis focuses specifically on aid targeted towards creating
change in governance, a brief clarification of targeted aid and good governance is also included.
Acemoglu and Robinson’s (2012) emphasis on inclusive institutions highlights the importance
of good governance in order to create growth both in the economy and human development,
which is why their work is given a section of the chapter. Lastly, corruption and violations
against human rights are further examined, as these two challenges are, in this study, presented
as the definitions of what “bad governance” is. The chapter ends with four individual
hypotheses that create the foundation for the following analyses. Here, the effects of Norwegian
good governance aid and total bilateral aid are tested towards creating change in governance in

129 developing countries.

2.1  The aid debate

After many decades, the debate on development aid remains heated amongst scholars,
policymakers, and the general public alike. Should governments of industrialized countries
spend billions of tax-payer’s dollars annually to help citizens of poorer countries? Does aid help
the poor, or does it only help the rich within poorer countries? Or are there more effective ways
to close the gap of inequality between countries? The questions are as vast and many as there
are opinions, and nearly a century later, we are still no closer to a definite answer. In his
historical perspective of development aid, Edwards (2015: 277) mentions three distinct camps
in the debate of aid effectiveness. The first belief he presents is that of those who are optimistic
and argue that foreign assistance should be increased in order to reduce poverty (Stiglitz, 2002;
Sachs, 2005). Second, there are those who have the opposite outlook. They consider foreign aid
to be ineffective, deeming that it does more harm than good (Easterly, 2006; Moyo, 2010). The

third, and last group, ask for new ways of thinking about the effectiveness of aid:
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In their view, the acrimonious debate between the Easterly and Sachs factions has missed the boat
[...] economists and other social scientists need to think in terms of concrete problems that can have

specific answers, rather than foreign assistance in general (Edwards, 2015: 308).

By presenting the main arguments of the aid debate, this chapter will both illuminate the
academic field in which this thesis belongs, and highlight the importance of more targeted

studies of development aid, as the quotation above inquires.

2.1.1 The optimistic outlook on aid

Since the end of the second world war, aid flows have risen by billions of dollars. International
policies, such as the UN’s 0.7% GNI goal, highlight the importance of industrialized countries
donating a certain amount of their GNI each year to help developing countries of the world
financially. If aid critics are to be believed, and aid does not work, then why do the governments
of industrialized countries keep on giving, while aid flows continue to increase? This chapter
provides a brief insight into the more optimistic voices of the aid debate. Still, as most research
does not conclude that aid in general works, the chapter only covers the most optimistic results
of some works and scholars. A more in-depth review of both sides of the debate would be
necessary in order to fully capture the complexity of the dense empirical work that is available
on aid effectiveness. In other words, it is crucial to keep in mind that while there are more and
less optimistic beliefs on the effectiveness of aid, very few scholars view the world of aid as

“black and white”, where there exists one particular approach or solution to poverty.

According to McGillivray, Feeny, Hermes, and Lensink (2006), the debate on aid effectiveness
experienced a shift after the 1999-release of the World Bank’s report “Assessing Aid: What
Works, What Doesn’t, and Why” (Arvin, 1999). The report concluded that aid works “to the
extent that in its absence, growth would be lower” (McGillivray et al., 2006: 1031). While aid
research pre-1999 produced either contradictory or inconclusive results, “all research”
published after the Word Bank report agreed with its general findings; aid works in a sense, yet

the contexts in which it works is unclear (ibid).

“Aid optimist” Joseph Stiglitz (2002) shares the concerns of aid critics like Easterly (2006) and
Moyo (2010) who worry about the economies of developing countries. However, Stiglitz’s

belief in aid is not “dead.” According to him, the world’s poorest countries are making little to
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no progress economically: “out of the fifty countries where per capita incomes were lowest in
1990 [...] twenty-three had lower average incomes in 1999 than they did in 1990”. This lack of
economic growth is one of the main reasons why he believes that aid is still very much needed
(ibid). One of Sachs’s (2005) solutions to Stiglitz’s (2002) concern, is that rich countries should
provide more aid. The UN’s 0.7 percent GNI goal is in Sachs (2005: xxxiii) belief too small to
make a big difference, especially when few countries reach the set goal. They argue for a “big

push” to get poor countries on a growth path again.

Ravallion (2013: 191) discusses the impact of redistribution (progressive income taxation), as
some economists argue that poor countries can improve their distribution of income only by
becoming richer. He finds that redistribution is possible, but only among the middle-income
countries where the GNP per capita is above USD 4000 (ibid: 191-4). For the most
impoverished countries, redistribution is not an option, as taking from the rich and giving to the
poor would require tax rates higher than 100 percent. Ravallion (2013) thus concludes that
foreign aid, accompanied by rapid growth, is the only solution to overcome global poverty

(ibid). In other words, aid is still a necessity in order to overcome global poverty.

Collier (2007), Banerjee and Duflo (2011) claim that aid can make a massive difference if’
provided properly (Edwards, 2015: 308). This argument is supported by critics of aid as well,
as they often tend to blame governments’ (both donors’ and recipients’) obstructing policies for
aid’s ineffectiveness.” Easterly and Williamson (2011: 28) refer to selectivity practices
emphasized by the Paris Declaration of 2005 when stating that aid is more effective at reducing
poverty when it goes to 1) the poorest countries, 2) to democratically accountable governments,
and 3) to less corrupt governments. However, poor countries are more likely to have corrupt
governments, thereby making it difficult for aid agents to strike a balance (ibid). Banerjee and
Duflo (2011) urge economists like Easterly (2006) and Stiglitz (2002) to evaluate specific
programs and their effectiveness, rather than debating aid in general. Lessons from concrete aid
policies can “go a long way towards improving aid programs; it would help millions of people

to get out of their poverty traps” (Edwards, 2015: 308).

® Chapter 2.1.2 will discuss this further, where the arguments of aid pessimists are looked at in detail.
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Overall, their view is that “details matter.” Poverty and underdevelopment are not so much the result of
geography, politics or grand conspiracies that resulted in failed “institutions,” as they are consequences
of policies that go wrong due to their complexity, incomplete information, and missing markets. Official
assistance, if properly provided, can make a huge difference; “small changes can have big effects.” And,

official aid, if properly disbursed, could finance a large number of effective “small projects.” The key,
)o.

then, is to know how to dispense official aid properly (Edwards, 2015: 308-9
2.1.2 The pessimistic outlook on aid
One of the more influential pessimistic voices in the foreign aid debate is William Easterly
(2006: 17-19). He blames the failure of aid on a group of people referred to as “planners,” or
bureaucrats, who distribute aid from a “top-down” perspective (Easterly, 2006: 5-7). When the
planners behind the distribution of aid have little information about what is needed “on the
ground,” feedback about why some projects fail, while others succeed, does not reach the
decision-makers (the planners). Whether the donated money goes to those in need or ends up
in the pocket of a corrupt government official is impossible to know in such cases, thus making

it difficult for the planners to learn from experience (ibid).

To solve this problem, Easterly (2006: 5-7) asks for “searchers”, otherwise known as business-
or nonprofit entrepreneurs, who have an understanding of specific societies and the needs they
are trying to overcome. If there are too many planners, and too few searchers, aid will seldom
work. New ways of organizing the distribution of aid, is ,therefore, one of Easterly’s many
concerns regarding aid (ibid). Dambisa Moyo (2010) supports Easterly (2006), arguing that aid
has done more harm than good in her continent, Africa. She compares countries that have
received aid with those who have refused, claiming that the “aid-rejecters” have prospered
economically. In contrast, the ones receiving help have become over-reliant on aid (Moyo,
2010). The continuous donation of money from wealthy countries has resulted in a never-
ending circle of aid, where developing societies end up relying on grants, rather than focusing

on building and strengthening their economy (ibid).

According to Seligson (2013: 3), the poor countries of the world are demanding better treatment
from the wealthy nations. As a response, industrialized countries provide foreign aid, but due
to “limited funds”, worldwide inequality is still growing. More often than not, efforts in the

form of development aid “have failed or fallen far below expectations” [...] “Even when

10 The bold text in the quotation is highlighted by the author of this thesis.
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programs have been effective and nations have seemed well on the way toward rapid growth,
many of them nonetheless continued to fall farther and farther behind the wealthy countries”
(ibid: 3). The critics of aid, such as Easterly (2006) and Moyo (2010), thus argue that the
processes of development are not “supply” driven but “demand” driven, as illustrated by
Seligson (2013). In the minds of the critics, the optimistic idea of the “big push” does not work
compared with the opposing “pull up” idea, where the poor countries themselves can get things

moving, provided the right kinds of institutions that increase better governance come into place.

2.1.3 Why do some aid programs work, while others do not?

Several more empirical works have evaluated the effectiveness of aid, where aid is found to be
less efficient than desired, especially if evaluating aid in macro-level studies where success is
associated with outcomes such as economic growth or the improvement of human development.
Mosely (1986) refers to the micro-macro paradox when discussing previous empirical work,
where aid effectiveness is debated. He claims that while data from microeconomic studies on
aid are showing encouraging results, macroeconomic data, on the other hand, cannot find a

positive relationship between aid and growth in aid recipient countries (Mosely, 1986: 22).

There is a sharp discrepancy between macro-and micro-level measures of the effectiveness of
overseas aid. Many operations have been conducted which are successful in their own (rate of return)
terms, but if the patient has not died there is a lack of evidence that aid inflows are making him any

better (Mosely, 1986: 26).

Mosely’s (1986) patient-analogy can be interpreted in multiple ways. First, there is no way of
knowing what would have happened if the “patient”, or the aid recipient country, did not get
help in the form of aid. Thus, there is also no way to conclude whether or not aid is the
explanation of why the patient is “still alive”. A second interpretation, that better explains the
different outcomes of micro-and macro-level studies, is that aid often tends to function as a
“respirator”, keeping the patient alive, but only artificially. As soon as the respirator is
disconnected, or when donors of aid withdraw from a country, nothing has changed, as aid has
not, in fact, created growth and development, but only temporarily subdued the original

problems of the patient.

More macro-level studies support Mosely’s (1986) findings, concluding that the relationship

between aid and development outcomes is often insubstantial and unclear (Boone, 1995;
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Burnside and Dollar, 2000; Easterly, Levine & Roodman, 2003; Raghuram & Subramanian,
2005; Bourguignon & Sundberg, 2007). Referring to foreign aid programs as an unprecedented
economic experiment, Boone (1995) finds that while aid seems to benefit the wealthy, and
increase the size of government in recipient countries, it does not, however, increase general
economic investment and growth. Nor does it benefit the poor by improving human
development indicators. Still, he claims that aid may be useful if it is connected to political

conditionality, or if it is used in more “narrow cases where aid is non-fungible” (1995: 34).

Burnside and Dollar (2000: 847) share this view, claiming that aid would be more effective if
it “were more systematically conditioned on good policy”. Their findings show that aid can
work in some countries, with satisfactory economic policies. Still, the neediest recipients of aid,
where people are the poorest, rarely have such policies in place. In fact, they often suffer from
distorted economies and governmental corruption, thus making it difficult for aid programs to
have any effect at all (ibid: 848). This view corresponds with Burnside and Dollar’s (2000: 848-

9) additional finding, where aid also seems to increase government spending:

We find that bilateral aid, in particular, has a strong positive impact on government consumption.
This result is consistent with other evidence that aid is fungible and tends to increase government
spending proportionately, not just in the sector that donors think they are financing. That aid tends
to increase government consumption, which in turn has no positive effect on growth, provides some

insight into why aid is not promoting growth in the average recipient country (ibid: 848).

Pedersen (2001) discusses the Samaritan’s and the prisoner’s dilemma when analyzing donors
of aid and their accompanying recipient governments. He, much like Easterly and Williamson
(2011)!, argues that altruistic donors can become counter-productive in their efforts to help the
poor and that their aid policies often tend to increase poverty and income distribution in poor
countries (Pedersen, 2001: 694). These results are attributed to the mindsets of government
officials in recipient countries, who, through subduing citizens’ income levels, thereby
perceiving themselves as being extra disadvantaged, can increase their aid budgets (ibid). While
this might not be in the best interest of the recipient governments, they — much like their donors,

become stuck in a dilemma, having to choose between aid and development.

! As highlighted in chapter 1.2 and 1.3
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Recipient governments are, in reality, encouraged to cut down on their poverty-reducing efforts and,
thereby, worsen the income distribution because there exist foreign aid organizations eager to help
the poor. The government knows that the more poverty an altruistic donor organization observes,
the more aid it will give [...] From the recipient governments’ point of view the resulting equilibrium
reflects the prisoner’s dilemma they are confronted with. They would both have wanted a more even
domestic distribution of income given the amount of aid they obtain. However, each government
knows that if it chose a more even distribution [...] it would lose some aid. That situation is

considered even worse (Pedersen, 2001: 694, 700).

Perhaps Edwards (2015: 305) has a point when he claims that the aid debate, its academics, and
the donors are using “the wrong yardstick to measure performance and success”. Instead of
focusing on targeted solutions and specific outcomes, both donor nations and academics of aid
are too general in their behavior. While academics are busy arguing whether aid works on a
general level, donors tend to emphasize how much funds they have spent, as if more money
spent equals better results. In the pessimistic view of aid, Easterly’s (in Edwards, 2015: 305)
claims that foreign aid works for everyone but the poor can thereby seem reasonable, as it “takes

$3,521 in aid to raise a poor person’s income by $3.65 a year”.

2.2 New ways of thinking about the effectiveness of aid

While aid optimists and aid pessimists mostly disagree, especially on whether aid, in general,
should be increased or not, they do still seem to agree on some matters. Aid might not work to
the desired extent today, especially not for those who need it to work the most. Still, it can
work, if only better administered. So how can this be done? According to Collier (2007),
Banerjee and Duflo (2011), a way of “providing aid properly with clear motives”, is to target
aid to be used for specific purposes. Instead of providing large shares of “general” bilateral aid,
aid can be targeted towards improving specific parts or sectors of society, such as trade,
education, health, environment, or governance — which in turn may increase economic growth
and human development. As the connections between development, democracy, and human
rights are widely recognized and debated, this thesis assesses the effects of good governance
targeted aid. In order to get a better understanding of the main concerns of the study, section
2.2.1 will consequently explore the motivations for targeted aid, specifically those related to
good governance, which in turn will lead to section 2.2.2, which further emphasizes the

importance of institutions.
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2.2.1 Targeted aid and good governance

In a document by the Norwegian Ministry of Foreign Affairs (2018), titled “Norway’s
Humanitarian Strategy”, the Norwegian government highlights the significance of treating
different developing countries and their specific challenges as individual cases when
distributing aid. “Situations vary considerably. In order to meet the actual needs of the people
affected, the response must be tailored more specifically to the context” (The Norwegian
Ministry of Foreign Affairs, 2018: 12). This “tailored aid strategy” is more commonly referred
to as fargeted aid. In his article on targeted aid and capture'?, Winters (2010: 10) argues that
more precisely-targeted foreign aid projects are more likely to be successful in terms of
reaching the set developmental goals without becoming subject to capture for three reasons:
“first, it is easier to overcome the collective action problem and organize smaller groups;
second, smaller projects have clearer lines of accountability; and third, it is easier to monitor

outputs in more delimited projects” (ibid).

Here, the second argument, related to accountability, is perhaps the one that gains the most
support from both aid optimists- and pessimists alike. If an aid project is supposed to go to a
specific sector of society, like good governance, the project’s purpose is more precise.
Representatives on both sides “can more easily be held accountable and therefore are more
likely to feel consequences from dissatisfied citizens in the event of improper or incomplete
project implementation” (Winters, 2010: 12). Still, while targeted aid is by many viewed as the
right way to reach the desired goals of development aid, targeted aid might also result in less
desired outcomes (Eggen, 2013). If donor countries become too focused on improving specific
sectors of the recipient countries, they often demand the same focus from the recipient
governments, which in turn can lead to other sectors becoming less effective as they now

receive less attention (ibid).

A sector which is deemed as highly relevant in order to improve both human—and economic
development, is good governance — the main focus of this thesis. While there are many ways to
define good governance, this study leans on the OHCHR’s'® (2020) definition that highlights
well-functioning institutions, where the realization of human rights, free of abuse and

corruption, is guaranteed. In other words, good governance is here seen as the absence of

12 Winters (2010) uses the term capture when referring to corruption in aid programs
13 Office of the United Nations High Commissioner for Human Rights

22



governmental corruption and governmental violations of citizens’ human rights.'* When

discussing why aid does not work, Easterly (2006) emphasizes the importance of governance:

Not only does bad government have a lot to do with the low economic growth in poor countries,
there is also evidence showing that bad government has a lot to do with the countries being poor in

the first place [...] Badly governed countries are poor countries (Easterly, 2006: 116).

Norad (2011a) underlines the importance of aid being targeted towards good governance by
claiming that understanding the challenges, dynamics, and power relations of the government
in a recipient country is vital in order for aid to sufficiently work. As such, they deem that “aid

policies should be customized to fit the context and power distribution they are intended for”

(ibid).

2.2.2 Institutions matter, but which matter the most?

As a considerable amount of official development assistance is provided from government to
government, the need for accountable institutions, especially in recipient countries, is
highlighted by many in order to obtain successful development outcomes (Svensson, 2006). If
a recipient government suffers from inefficiency or corruption, aid money that was projected
towards decreasing poverty might never actually reach the poor (Acemoglu & Robinson, 2012).
This is one of the reasons why well-functioning institutions in aid recipient countries are
accentuated as essential in order to make aid work by both aid optimists — and pessimists.
Whether institutions are well-functioning is also associated with the initial economic state of a
country. While “good institutions” can lead to the empowerment of people, and escalate
economic growth, “bad institutions” might explain why countries are poor in the first place

(Auer, 2007; Easterly, 2006: 116).

Acemoglu and Robinson (2012) highlight the importance of institutions in developing
countries. They claim that political and economic institutions in a country can either be
inclusive, and encourage economic growth, or extractive, and become “impediments to
economic growth” (ibid: 83). Inclusive institutions are here seen as institutions that are
sufficiently centralized and pluralistic. In contrast, extractive institutions occur when these

conditions fail, thereby concentrating power in the hands of a narrow elite who often extract

!4 The term good governance is further explored in chapter 3.1.1, in relation to the main variables of the analysis.
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resources from the rest of society (ibid: 81). According to Acemoglu and Robinson (2012),
countries fail when they have extractive institutions. This means that the condition/choice of a
country’s institutions can be directly affiliated with the reasons for the success or the failure of

that country (Acemoglu and Robinson, 2012: 83).

In his article published in Development Policy Review, Booth (2011) provides a review of the
most established theory on institutions, where the relationship between institutions and
economic progress is debated. He argues that over the past twenty years, we have learned four
things concerning the importance of institutions, some which challenge the views of Acemoglu
and Robinson (2012). His first point is that cross-country regression analysis and comparative
case studies actually find that the quality of a country’s institutions seems to be a more
important factor when explaining economic growth in income per capita than any other factors
(Booth, 2011: 7). Second, while we understand that institutions matter, we still cannot claim
that we know what the “right” institutions are. Thus, we should not use the history of

industrialized countries as a template for developing countries.

Indeed, prescribing for poor countries the institutions which now prevail in those (industrialized)
countries, at the end of their process of development, is equivalent to ‘kicking away the ladder’ with

which countries climbed up in the past (Booth, 2011: 7).

This leads to the third point, which highlights the importance of distinguishing between a
country’s long—and medium-term needs. Good governance measurements and economic
outcomes show a clear correlation in cross-country regression covering the whole world.
However, when covering only poor and middle-income countries, results are “far more
ambiguous” (Booth, 2011: 7). This indicates that what the Western world sees as “good
governance” might not be the best fit for all countries and cases, especially not when trying to

make the initial, and most crucial changes, where decreasing poverty is the number one priority:

As confirmed by recent developmental successes in East and South-East Asia, the institutions that are good
for obtaining growth and reducing poverty in the poorest countries may be quite different from the ‘best
practice’ arrangements that have proven their worth in moving forward from middle-income starting-points

(Booth, 2011: 7).

Lastly, if institutional change and improvement are to happen in the developing countries of

the world, it will most likely happen as a result of domestic changes caused by social and
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political reform, rather than by the hand of outsiders and their monies. Rather than trying to
shape the institutions of poor countries to fit the industrialized standards, donors of aid could
instead build on the institutions that are already in place, and settle for “good enough

governance” to overcome the most crucial issues (Booth, 2011: 19).

2.3  Institutional challenges, corruption and violations of human rights

While Acemoglu and Robinson (2012: 450-2) may favor inclusive institutions over “good
enough” institutions, they also have concerns regarding outsiders’ money, as they believe that
only a small amount of aid budgets actually reaches the poor. “The idea that rich western
countries should provide large amounts of “developmental aid” in order to solve the problem
of poverty [...] is based on an incorrect understanding of what causes poverty” (ibid: 452-3). If
the objectives of foreign aid are to decrease poverty, and if economic growth in a country is
dependent on inclusive institutions, then providing aid to extractive institutions will, per
Acemoglu and Robinson (2012: 453), not help the poor at all. Giving aid to extractive

institutions may create further problems, and even increase poverty and inequality.

One explanation as to why these negative outcomes can happen when money is donated to
extractive institutions, is that people with political power in these developing countries “will be
able to set up economic institutions to enrich themselves and augment their power at the
expense of society” (Acemoglu & Robinson, 2012:80). In other words, while inclusive
institutions benefit nations, extractive institutions are a better choice for the corrupt, meaning
those who are willing to win at the expense of others. In this chapter, I will attempt to address
the topic of corruption, as corruption is one of the most severe obstacles to overcome, both for
the donor — and the recipient countries of aid. Additionally, I will also include a section on the
importance of human rights, as fighting corruption and increasing human rights often go hand

in hand in many aid initiative policies.

2.3.1 Corruption in developing countries

In a report on corruption and human rights in third world countries, the European Parliament
defines corruption as “the abuse of entrusted power for individual, collective, direct or indirect
private gain” (European Parliament, 2017: 5). Corruption is a global phenomenon that ranges
from small- to larger-scale efforts affecting both individuals, like government officials, and

systems, like political, economic, and legal institutions (ibid). Corruption can also be caused by
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a failure of said institutions, implying that the circle of corruption in less developed countries
can be reciprocal, as corruption leads to weak functioning institutions, and weak functioning
institutions lead to more corruption. High levels of corruption also lead to low rates of human-
, social-, and economic development, and as corruption is present in a society, poverty and

inequality among the population increases (ibid: 6-8).

Each year, corruption alone costs the EU between €179 billion and €900 billion in GDP
(European Parliament, 2017: 8). In the United Nations Convention against Corruption, Kofi
Annan claims that while corruption is present in both rich and developing countries, the effects
are more destructive in the developing world. Governments in developing countries lose their
abilities to provide basic services due to corruption, thus leading to inequality and injustice.
Corruption may also discourage foreign aid and investment (The United Nations, 2004: iii).
However easy it may be to link corruption and bad functioning governments in theory, the EU
report underlines the difficulty of measuring corruption in practice, as it usually involves illegal
activities deliberately being covered up. Working on strengthening the protection of human
rights is, therefore, stressed as a valuable instrument in combating corruption worldwide

(European Parliament, 2017: 8).

The Norwegian government shares concerns regarding corruption in developing countries,
claiming that corruption and the abuse of power prevents effective use of a developing
country’s recourses, while also preventing economic growth (The Foreign Relations committee,
2014). Support for establishing and strengthening institutions and good governance is therefore
viewed as crucial by the Norwegian government, in order to promote sustainable development
in many poor countries. Good governance is also a requirement for efficient utilization of
development assistance, which is why both good governance and the fight against corruption
have been “among the highest priority areas for Norwegian aid” (The Foreign Relations

committee, 2014).

Alesina and Weder (2002: 20) empirically test whether corrupt governments receive less
foreign aid than non-corrupt governments. They conclude that corrupt governments receive
more foreign aid, especially if aid is scaled by the size of the public sector of the receiving
country. The donation of aid to corrupt governments might still not occur due to the presence
of corruption itself. As Easterly and Williamson (2011: 28) point out, the most impoverished

countries who are in the most need of aid often have a more substantial presence of corruption,
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leading donors to provide aid regardless. Alesina and Weder (2002: 20) also found differences
in donor behavior. Scandinavian donors, like Norway, who are the most generous in per capita
terms seem to reward less corrupt receivers. In contrast, the US seems to favor democracies,
but do not pay attention to the quality of the government (ibid). Notably, Easterly and
Williamson (2011) and Alesina and Weder (2002) disagree about how Scandinavian aid might

encourage corruption, which highlights the need for a new study with the latest data.

2.3.2 Good governments respect their citizens’ human rights

Many argue that what matters for true economic development is not aid money, but real
freedoms and rights for people to pursue their self-interested economic activity (Easterly,
2006). Governments that block these basic human rights also constrain economic activity by
practicing favoritism and monopoly for vested interests. Human rights are defined by the UN’s
Universal Declaration of Human rights as a set of rights for all human beings regardless of
nationality, race, language, religion, sex, age, or any other individual status or preference (The
United Nations General Assembly, 1948). The declaration, consisting of 30 articles, underlines
the importance of equality and the rights to life, liberty, and security (ibid). Neumayer (2003:
650) states that many donors of aid claim to account for the respect of human rights in recipient
countries when making allocation decisions. In his study, he clarifies the difference between
political and civil rights and personal integrity rights. Personal integrity rights are, per
Neumayer (ibid), closer to the core of human rights, where citizens are to be protected from
imprisonment, disappearances, torture, political murder, and other forms of politically
motivated violence. Indeed, where governments are bad, one would expect to see people
dissenting, which ultimately leads to crackdowns on people’s rights in the mentioned forms

above.

Tvedt (2007: 68) claims that Norway’s aid policy of giving a certain percentage of the GDP to
developing countries each year is conditioned by the policy having a set of “positive goals” that
everyone can support. He labels the aid policy as a “national charity project” where phrases
such as “against poverty”, “for peace” and “for human rights” function as easily supported
positive goals. This makes political decisions regarding aid budgets and allocation easier to
perform for the policy-makers. As long as they mean to do good, public support is provided.
According to Toje (2010: 210), Norway sees itself as an embodiment of universal values —

values like human rights. Neumayer (2003: 663) tests if the respect for human rights has an

effect on donor behavior in aid allocation. His results are mixed; while respect for citizens’
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civilian and political rights seem to play a role in whether a country receives aid or not, the
respect for personal integrity is insignificant for most donors. Norway provides more aid to
recipients with a higher respect for civil and political rights but also less aid to the recipients
with a higher respect for personal integrity rights (Neumayer, 2003: 663). My analyses

readdresses these concerns with newer, more updated data.

2.4  Hypotheses

Based on the presented theoretical background on the aid debate, targeted aid and good
governance, institutions and their challenges such as corruption and human rights violations, I
present four hypotheses constructed to empirically test the effectiveness of Norwegian aid, in

order to answer the question: “Does Norwegian aid reduce bad governance?”.

H1: Norwegian bilateral aid increases corruption in recipient countries

Easterly and Williamson (2011) claim that aid is more successful if given to the poorest
countries. However, the level of corruption is higher in poor countries, and Norway and other
Scandinavian countries are apparently too generous to bad governments, leading to misuse of
aid rather than genuine reform (ibid). While the Norwegian government claims to prioritize the
fight against corruption and seem to reward less corrupt governments (Alesina and Weder
2002), Norwegian government officials have little incentive and small chances to know where
money ends up after aid is transferred. If taking the skeptics of aid into account, it seems
possible that while the intentions are good, Norwegian bilateral aid can end up increasing

corruption in receiving countries by encouraging corruption because of aid.

As the presence of corruption also leads to inequality and injustice, the respect for human rights
is expected to be low in a country where the government abuses their entrusted power for
economic gain. If we believe that Norwegian bilateral aid increases corruption, it is only logical
to assume that we will also see a low or even decreasing rate in the respect for human rights in

such aid receiving countries. Thus, my second hypothesis is;

H2: Norwegian bilateral aid decreases government respect for human rights in recipient

countries.
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Edwards (2015) highlights the importance of details in aid policy, and shows that failure of aid
programs are as much the results of over-complex plans based on incomplete information, as
they are of grand thoughts of the uselessness of aid. If aid is appropriately provided, as Edwards
(2015), Banerjee and Duflo (2011) discuss, it will work — and a way to make it work is by
targeting it towards specific purposes. In many cases, good governance correlates with
economic growth (Auer, 2007; Acemoglu and Robinson, 2012; Booth, 2011). It is therefore
likely that;

H3: Norwegian good governance aid reduces corruption in recipient countries

and that

H4: Norwegian good governance aid increases government respect for human rights in

recipient countries.
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3 Methods and data

This chapter of methods and data describes the approach used to test the hypotheses from
chapter 2.4. The first section of this chapter identifies the model employed to address the
hypotheses, followed by a description of all included variables. The second section presents the
challenges in estimating the models correctly because the complicated nature of the data
employed, thus providing a proper understanding of the estimation method is critical. The final
section describes the robustness tests used to ensure that the obtained results are not simply an

effect of chance.

3.1  Model specification and data

As the purpose of this study is to examine the effects of Norwegian good governance aid and
total bilateral aid, a quantitative approach became the most suitable methodical choice.
Quantitative research methods are characterized by using statistical approaches to examine
large samples, and obtain results that can be described as objective and unbiased (Wormnzs,
2002). In order to answer the central questions on the effects of Norwegian aid, [ have used a
pooled, time-series, cross-sectional dataset (TSCS). TSCS data consists of measurements of the
distinctive variables in each country at a given time (cross-sectional), while also being repeated
over time (time-series), and organized accordingly. Pooled refers to the collection of data
among aid recipient countries measured at different points in time. The dataset covers roughly
129'° developing countries at various stages of development in the period from 1980-2018 (38

years).

3.2  Dependent variables

In the analysis, the effects of Norwegian bilateral- and good governance aid are measured by
looking at the change in two selected aspects that are present in the governments of the aid
recipient countries: corruption and the respect for human rights. Each variable will be presented
separately, but first, a brief review of the two variables’ eligibility as measurements for the

effects of aid is provided.

3.2.1 How do we measure the effects of aid?
An essential element to keep in mind when deciding on dependent variables is the concept one

aspires to measure. While I seek to assess the effects of aid, I do not wish to measure all effects

15 For a list of countries in the sample, see Table 1 in the appendix.
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of aid. Neither is my objective to conclude on the overall debate of whether or not aid, in
general, is “successful”, especially not in the economic sense where the eradication of poverty
is the over-all goal. My wish is merely to comment on what effects Norwegian bilateral — and
good governance aid have on Norway’s ability to reduce bad governance in aid recipient
countries. Unlike a complex phenomenon such as economic growth, which is subject to many
variables located outside the influence of recipient governments, such as global business cycles
or the oil price, reform towards good governance is a choice made by a recipient of aid. So, in
order to achieve this wish, knowing what good governance means is helpful, as this knowledge

ultimately also tells us what bad governance is, which serves as the foundation of this thesis.

According to UNESCAP!¢ (2009) major donors are increasingly basing their aid and loans on
conditions that ensure “good governance”. Where the term governance refers to the process of
decision-making, the government is one of the key actors in this process. As such, good
governance simplified refers to a government that is making good decisions (UNESCAP, 2009:
1). OHCHR!7 (2020) says the following when discussing good governance:

[...] there is a significant degree of consensus that good governance relates to political and institutional
processes and outcomes that are deemed necessary to achieve the goals of development. It has been said
that good governance is the process whereby public institutions conduct public affairs, manage public
resources and guarantee the realization of human rights in a manner essentially free of abuse and

corruption, and with due regard for the rule of law.

As the absence of corruption and the presence of a government’s respect for the human rights
of its citizens seem crucial to ensure good governance, these two aspects are chosen as the
dependent variables of this analysis. Both variables are presented individually in the two

following sections.

3.2.2 Corruption

The first dependent variable in this study is government corruption, which, as specified in
chapter 2.3.1, is defined as “the abuse of entrusted power for individual, collective, direct or
indirect private gain” (European Parliament, 2017: 5). While the links between corruption, bad

functioning governments, and the lacking growth of human development are well established
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