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Preface and Acknowledgements

From the first earth summit in Stockholm in 1972 to the 2005 G-8 meeting in
Gleneagles and the 2006 climate change negotiations in Nairobi, the issue of
how foreign aid can damage or protect the global environment has been the
source of protest, legislative debate, and reform efforts at development agen-
cies around the world. Repeated complaints by environmentalists and by sci-
entists raise pointed questions: has foreign assistance actually been ‘greened’
as many donors claim? Are aid agencies still funding ‘mega-projects’ with
severe negative environmental consequences like roads, dams and lumber
mills in rainforests? Are donors increasingly financing environmental protec-
tion and clean-up as they have promised? Is environmental foreign assistance
flowing to the places of greatest environmental need? What explains patterns
of environmental aid allocation—is it received by countries with the greatest
environmental problems? Is it being used to offset the impact of other types of
aid, or addressing geopolitical, rather than environmental concerns? Which
countries give and get environmental aid, and why?

Despite a smattering of NGO reports and numerous scholarly case studies,
we still lack a complete and coherent account of whether aid has changed in
response to new information, increased criticism, other factors, or at all. The
lack of knowledge about environmental aid has been exacerbated by three
related factors. First, previous scholars have not yet collected and analyzed
all the available data on bilateral and multilateral environmental aid. Extant
studies are based on incomplete information; therefore, their inferences may
be incorrect. Instead, different groups of scholars have often looked at either
multilateral or bilateral aid, rather than analyzing both types simultaneously.
Second, when both types of aid are analyzed within a single study, scholars
typically have relied on small samples or country studies that obscure the
broader patterns that emerge when analyzing the full population of donors
and a longer time series. Third, because donor organizations have their own
criteria for identifying and counting what is and what is not environmental
aid (and these criteria often change over time within a given organization),
it has been very difficult to make comparisons across donors or over time. In
the past, there has been no systematic way to track changes in the amount or
allocation patterns of environmentally damaging aid, which funds primarily
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infrastructure, agro-business, energy, and extractive (e.g. mining and drilling)
industry projects that may fall into a number of sector categories. While
prior studies provide tantalizing and important hints about the allocation
and environmental impact of aid, they present an incomplete picture of
development assistance worldwide.

In this book, we rectify these shortcomings by gathering, categorizing,
and analyzing development projects from over fifty official donors (sovereign
governments, multilateral grant-making agencies, and multilateral develop-
ment banks) to more than 170 recipient countries for the twenty years where
the data are most complete and reliable (1980-99). We employ the Project-
Level Aid (PLAID) database to describe trends in aid allocation. The PLAID
database now comprises over 428,000 individual projects and we continue to
expand the database. We employ a systematic and replicable coding system
that classifies every aid project in terms of its likely impact on the natural
environment. No comparable dataset has ever been constructed, either by
academic researchers or a donor organization. We analyze this dataset using
straightforward rankings and analysis of trends, eighteen comparative case
studies of nations and sectors, and econometric models in order to better
understand where environmental aid (and traditional aid) is going and why.
Thus, this study breaks important ground by providing not only descriptive
data about long-term trends in environmental aid, but the first systematic
statistical analysis of all bilateral and multilateral environmental aid to date.

The focus of this book is primarily on issues of aid allocation. However,
we strongly believe that purpose-specific measures of aid allocation are a
vital component to understanding aid effectiveness. The PLAID database will
provide a valuable resource to those interested in evaluating the effectiveness
of specific types of aid (e.g. health, infrastructure, education, democracy-
promotion, as well as environmental). The empirical study of whether, how,
and to what extent the receipt of foreign aid influences development out-
comes is fraught with challenges. An emerging consensus among develop-
ment researchers suggests that future research should ideally evaluate the
impact that specific types of aid have on specific development outcomes.
However, because analysts lack complete and systematic categorizations of
aid flows by sector, we have witnessed a surge of econometric work on the
relationship between total aid flows and outcomes like economic growth and
poverty alleviation.! Such research designs cannot gauge the effect that spe-
cific types of aid have on their stated objectives.? Aid that targets biodiversity

1 Boone (1996); Burnside and Dollar (2000a, 2000b); Hansen and Tarp (2001); Easterly et al.
(20044, 2004b); Collier and Dollar (2002); Easterly (2003); Roodman (2003). All these studies
assume that aid is largely fungible. Conversely, Tierney (2003) argues that the fungibility of
aid varies dramatically with the type of aid given.

2 For recent efforts to solve this problem see Fitzgerald and Sloan (2006); Bermeo (2006);
and Clements et al. (2004).

vi



Preface and Acknowledgements

protection or sewage treatment surely affects economic growth, infant mor-
tality, and, indeed, biodiversity, differently than road construction, electricity
grids, and oil derricks do. However, scholars have thus far had no way of sub-
jecting such hypotheses to empirical tests with comprehensive and accurate
data. It is our hope that the PLAID database and the methodology employed
in this book will bring analysts a step closer to understanding the effects of
development assistance, from start to finish.

We have worked across disciplinary lines to produce a book that will
appeal to a broad audience. This collaborative research has broadened our
individual viewpoints and in this book we have approached the problem of
understanding aid without the usual disciplinary blinders. At times, we have
had predictable debates about topics such as the terminology that should
be used throughout, the level and type of empirical analysis, and the target
readership of the book. Our final goal is a compromise that seeks to translate
the academic content of this book to a broad readership. Therefore this book
is designed to be useful to environmental and development practitioners,
policy-makers, students, and researchers in economics, political science, envi-
ronmental studies, geography, and sociology. We seek to inform debate on
international environmental policy, but also believe the case of foreign assis-
tance for the environment provides an opportunity to test hypotheses derived
from work in international relations and economics, as well as illustrate the
utility of new data for cross-national research on development assistance. Far
from the last word on the matter, we are well aware of the exploratory nature
of this study and how individual cases might diverge from the overall patterns
this analysis reveals. The models and theories in this book are intended to
raise important issues, synthesize numerous academic theories, and provide
some of the first empirical evidence on a range of questions surrounding
development assistance and the environment.

The compilation and analysis of the PLAID database that forms the back-
bone of this book has put us in the debt of many people, most of all
our amazing students who were instrumental in developing this resource.
A team of fantastic students worked at William and Mary over four years,
and we are deeply grateful to all of them: Charles Adair, Ken Baldassari,
Julie Brockman, Erica Chiusano, Jeff Crowley, Keith Devereaux, Elizabeth
Dewey-Vogt, Jessie Di Gregory, Morgan Figa, Rachel Fitzgerald, Josh Geiger,
Alexander Goodspeed, Mike Goudey, Tina Ho, Ryan Hodum, Lauren Howard,
Emily Hughes, Miranda Hutten, Charlotte Jackson, Marc Johnson, Scott
Johnson, Ian Keene-Babcock, Amelia Kissick, Sarah LaVigne, James Long,
Doug McNamara, Summer Marion, Caitlin Moorman, Rosalind O’Brien, Scott
Parks, Brad Potter, Ryan Powers, John Rogers, Katie Ross-Kinzie, Laura Sauls,
Klaus Schultz, Corey Shull, David Sievers, Megan Smith, Kaity Smoot, Nino
Stamatovic, Emily Thompson, Lauren Triner, Erin Ward, Jack Warner, Joanna
Watkins, Josh Wayland, Mary Kate Weaver, Mike Weissberger, Melissa White,
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Brendan Williams, Heather Winn, and Dana Wojno. We would also like to
recognize both the help and enduring patience of our information technol-
ogy support, especially David Reed and Will Armstrong. Chris O’Keefe, Josh
Loud, Kaeli McCall, Rich Nielsen, and the rest of the team at Brigham Young
University provided crucial assistance in boosting the quality and quantity
of data on several multilateral funding agencies. We also owe a tremendous
debt of gratitude to Sue Peterson, Carl Strikwerda, Gene Roche, and others
in the William and Mary administration who have given us the continued
feedback, support, and assistance needed to get the PLAID project off the
ground. Sarah Caro and Jennifer Wilkinson at Oxford University Press have
been a pleasure to work with and extremely understanding of our rolling
deadlines. Dan Neilson gave us tremendously detailed comments and raised
a host of questions that improved the manuscript immensely. We owe our
greatest single debt to Jess Sloan who read the entire book more times than
any human should have to endure. Jess corrected errors, reconceived the
organization of the book, and managed the egos and the prose of four authors
from different disciplines. She is a gem.

This book benefited greatly from feedback that we received at professional
conferences and invited talks where individual chapters were presented or
where our coding procedures and data protocols were subjected to probing
questions from both scholars and practitioners. Specifically, we thank Arnab
Basu, Julia Benn, Sarah Bermeo, Tim Biithe, George Carner, Marty Finnemore,
Jeff Frieden, Valerie Gaveau, Clark Gibson, Joanne Gowa, Jean-Louis Grolleau,
Tami Gutner, Peter Haas, Barak Hoffman, Robert Keohane, David Lake, Maria
Carmen Lemos, Tammy Lewis, Eric Lief, Matt McCubbins, Phillip Mann,
Helen Milner, Dick Morgenstern, Eric Neumayer, Dan Nielson, Phil Roeder,
Steve Rothman, Justin Tingley, Erik Voeten, James Vreeland, and Kate Weaver.

Finally, we would like to thank our families for their love and support
through the endless meetings and late nights this project demanded of us.
A special thanks to Jen Tierney for the delicious barbecues that accompanied
many of these ‘working’ meetings.

Of course, all the hard work in the world would have done little without the
generous funding and support we have received over the years. Key funding
for the PLAID project has come from National Science Foundation grant #SES-
0454384, which supported much of three years of data compilation. Addi-
tional private funding from Benjamin Berinstien provided critical support for
meetings, field research, and research assistance. Student summer funding was
provided through the Andrew W. Mellon Foundation support of the Envi-
ronmental Science and Policy program at William and Mary; further funding
was granted through William and Mary’s Roy R. Charles Center. Additional
funding for student research and meetings was provided by Brigham Young
University. The book was completed while Roberts was funded in part by
a fellowship as James Martin 21st Century Professor at Oxford University’s
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Environmental Change Institute and a Faculty Research Assignment from the
College of William and Mary. We want to thank the Economics, Government,
Public Policy, and Sociology departments at William and Mary for space
and resources over these several years, in which the PLAID team expanded
and spread across several offices and computer labs. In Sociology, we thank
especially Dee Royster and Dianne Gilbert, and at Oxford University, we thank
Diana Liverman, Jane Applegarth, and Sue King.

Our goal is to provide a useful resource for understanding and improv-
ing the role of foreign assistance in protecting the global environment and
improving the lives of people living in both developed and developing coun-
tries. The recent report from the Intergovernmental Panel on Climate Change
suggests that the stakes for current and future generations are even higher
than when we launched this project many years ago. We hope that what
follows is both interesting, informative, and makes a small contribution to
our understanding of a very large problem facing this generation and future
generations.

Of course, we are entirely responsible for any errors that remain in this
manuscript, and the views expressed in this book are those of the authors and
do not necessarily represent those of their employers.

Williamsburg, Washington, DC, and Oxford
July 2007
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1

From Rio to Gleneagles: Has Aid
Been Greened?

A Brief History of Environmental Aid

In the summer of 1992, the Brazilian army patrolled the freshly scrubbed
streets of Rio de Janeiro to safeguard 30,000 visitors arriving from 172 coun-
tries. Kings, Premiers, Presidents, and Prime Ministers had all flown in for
one of the largest gatherings of state leaders in history: the United Nations
Conference for Environment and Development, known as the Earth Summit.
Inside the official conference site, dignitaries discussed the world’s ecological
challenges, debated the links between environment and development, and
fought pitched diplomatic battles over proposed solutions to those issues.
Outside, at Flamengo Park, thousands of NGO activists held parallel events;
building networks, issuing statements to the press, and adding to the pressure
already felt by the conference participants.

In the months preceding the Earth Summit tension between developed
and developing countries ran high. Environmentalists and voters in Western
countries pressured their elected officials to ‘do something’ about issues like
deforestation in the Amazon, ozone depletion, and global climate change.
But with some of the richest stores of biodiversity, natural resources, and
carbon located in poor countries, the potential for environmental damage
was greatest in places outside the sovereign control of Western governments.
A central dilemma facing negotiators was to determine how less developed
countries could be encouraged to act on issues that were often far below secu-
rity, development, health care, and education on their domestic agendas. An
even deeper conflict existed: fencing off forests and controlling carbon emis-
sions would almost certainly slow developing countries’ economic growth,
especially in the shorter term.

The ‘Grand Bargain’ at Rio was that wealthy countries agreed to underwrite
the participation of less developed countries in any global environmental
accord to come out of the meetings. Most developing countries, however,
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feared this new concern for environmental protection would ‘crowd out’
foreign aid for basic human needs and economic development. Drawn up
jointly by developed and developing countries, a document called Agenda
21 was designed to break this impasse. Agenda 21 was a 700-page plan for
‘sustainable development’ that sought to bring poor countries into environ-
mental agreements while simultaneously supporting their economic devel-
opment. Chapter 33 of Agenda 21 states that ‘The implementation of the
huge sustainable development programs. .. [would] require the provision to
developing countries of substantial new and additional financial resources.’
The estimated cost of implementing Agenda 21 was $561.5 billion a year,
with the global North bankrolling $141.9 billion (or 20 per cent of the total
cost) with low or no-interest concessional lending and developing countries
footing the rest of the bill.! Of the assistance to developing countries, about
$15 billion a year was supposed to be devoted to global environmental issues,
with the rest targeting more localized sustainable development programs
within developing countries.?

The Rio debate reflected the tensions that surfaced during the years of
preparatory conferences leading up to the event. A year earlier, developing
country governments issued the strongly worded Beijing Ministerial Decla-
ration on Environment and Development. The document identified poverty
as the main driver of environmental degradation and argued for ‘a special
Green Fund [to] be established to provide adequate and additional financial
assistance’ to developing countries.® In the Kuala Lumpur Declaration on
Environment and Development signed 29 April 1992, developing countries
argued that ‘funding should be provided in addition to, and separate from,
Official Development Assistance (ODA) target commitments by developed
countries. A specific and separate fund for the implementation of Agenda
21 should be established.” Additionally, the Beijing Declaration called for the
Fund to ‘cover the costs of the transfer of environmentally sound technologies

1 United Nations Conference on Environment and Development (1992: section 4,
chapter 33). A few recent studies provide the data and economic analyses that explain these
figures. Water-related diseases are estimated to cost the global economy US$125 billion
per year, while alleviating such diseases would cost from US$7-50 billion per year (Gleick
1998; also see UNEP Global Environmental Outlook). With respect to global climate change,
Grubb estimates that the global South will require financial transfers of $100 billion a year
(Grubb 1990: 287). Hayes and Smith (1993: 166) put the figure at $30 billion a year. Victor
(1999) claims a funding mechanism for climate change that actually slowed the rate of
warming would be somewhere in the range of tens or hundreds of billions of dollars. See
also Luterbacher and Sprinz (2001); Schelling (2002); Barrett (2003b).

2 Robinson (1992) puts the number at over $125 billion in concessional financing, from
which the $15 billion was to address global issues.

3 Sjoberg (1999). This Fund would specifically target those problems that were not covered
by specific international agreements, such as ‘water pollution, coastal pollution affecting
mangrove forests, shortages and degradation of fresh water resources, deforestation, soil loss,
land degradation and desertification.’
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and the costs for building up national capabilities for environmental pro-
tection and for scientific and technological research.’* The assistance would
range from support for national park creation to improvement of power plant
efficiency to sustainable forestry efforts in the tropics.

In Rio, developing country governments proposed that funding to the
Global Environmental Facility (GEF) be tripled and a special ‘Earth Incre-
ment’ be added to the World Bank’s development assistance funds in
order to ‘provide virtually free environmental aid to the very poorest
nations.”> Under all of these proposals, developing countries stressed that
‘new and additional’ funds would need to exist, so that environmental
protection funds would not be diverted from existing development aid
budgets.

Yet shortly after the agreements were signed at Rio, the ‘Grand Bargain’
between the global North and South began to unravel. The ‘Earth Increment,’
which was supposed to be a 15 per cent boost in International Development
Association (IDA) funding to the World Bank, failed to materialize.® The pro-
posed tripling of GEF funds proved to be a political non-starter, especially for
the United States. Because of the strong pushback from donor governments,
the Green Fund, which would support local Agenda 21 projects, also became a
casualty of the negotiating process. When developing countries—as a second-
best solution—attempted to integrate issues of local and national environ-
mental concern into the GEF's mandate, which was originally designed to
fund global environmental protection, fierce Northern resistance quashed
their efforts.”

Thirteen years later, in the summer of 2005, the leaders of the G-8
countries—the United States, Germany, France, Britain, Italy, Japan, Russia,
and Canada—met at the Gleneagles golf resort in Scotland. British Prime Min-
ister Tony Blair, who was serving as G-8 president in 2005, set two priorities for
the G-8 meeting: a substantial increase in aid, especially for Africa, in order
to ‘make poverty history,” and more progress on addressing global climate
change. Despite the focus on poverty, environmental aid was again showcased
at Gleneagles to demonstrate Western governments’ commitment to global
environmental issues. The G-8 made promises to help poor countries more

4 Sjoberg (1999: 27). See ‘Beijing Ministerial Declaration on Environment and Develop-
ment’ (A/46/293). It was adopted by 41 developing countries in Beijing on 19 June 1991.

S Lewis (1992: A6). This idea was publicly supported by then-World Bank President Lewis
Preston.

% Donor governments also delivered only a fraction of the bilateral environmental funding
promised at Rio. Fairman and Ross (1996).

7 Another early indication of the West’s reluctance to commit to more environmental
aid came during negotiations on desertification, when donor governments argued for a
‘Global Mechanism’ that would mobilize and coordinate existing funds, rather than provide
additional funds (Najam 2004).
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readily access clean energy technologies in the Gleneagles Plan of Action.® To
a roaring crowd outside the Gleneagles meeting, rock superstar Sting echoed
Blair, urging world leaders to address global climate change and to boost aid
for Africa. Sting vowed that the world would pay attention, and would not
accept leaders who broke promises on foreign aid. ‘Every step you take, every
vow you break, we’ll be watching you...’ he sang. Once again, it seemed
environmental aid would soon be on the rise.

Yet after only three years, it appears that Gleneagles may be Rio all over
again. Besides being almost an exact repetition of promises made in 1992,
the Gleneagles declarations were very similar to those made at the first
Earth Summit held in Stockholm, Sweden, three decades before. The 1972
Stockholm Declaration included a Resolution on Institutional and Financial
Arrangements, which called for an ‘Environmental Fund’ that would assist
developing countries in their efforts towards sustainability.” While the same
measures have been called for repeatedly over the past thirty-five years, it is
not clear how much real progress has been made in transferring resources to
developing countries in order to mitigate, prevent, or remediate damage to
the environment.

Despite numerous and substantial promises, little research exists on how
much environmental money is new, and whether the promises of previous
environmental summits have been met. Since the mid-1980s, MDBs like the
World Bank have been harshly criticized for funding road-building, mining,
and dams which displace large numbers of people. How much do contem-
porary aid flows reflect these traditional funding patterns? If aid designed to
address environmental issues has increased, which countries are receiving the
most? Why? Which donor governments give the most? Which multilateral
donors are the ‘greenest?” What explains these trends? In order to begin to
answer these questions and others, we need a more complete picture of aid
and the environment, as well as rigorous analysis of what might explain these
patterns. This book takes an important step toward painting that picture and
conducting that analysis.

8 It read: “We acknowledge the valuable role of the Global Environment Facility in facil-
itating co-operation with developing countries on cleaner, more efficient energy systems,
including renewable energy, and look forward to a successful replenishment this year, along
with the successful conclusion of all outstanding reform commitments from the third replen-
ishment.” G-8 leaders also pledged to ‘explore opportunities within existing and new lending
portfolios to increase the volume of investments made on renewable energy and energy
efficiency technologies consistent with the MDBs’ core mission of poverty reduction...’ (G-8
Gleneagles 2005).

9 Haas et al. (1992). The ‘Resolution on Institutional and Financial Arrangements’ from the
1972 Stockholm conference recommended that this Fund finance programs such as regional
and global monitoring, assessment and data-collecting systems, environmental quality man-
agement and research, and public education.
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Why Study the Environmental Impacts of Aid Allocation?

Each year, billions of dollars flow from Western governments to private orga-
nizations and governments in developing countries for the stated purpose of
addressing environmental problems. Why do donors provide environmental
aid to developing countries? Are donors concerned with the environmental
‘rate-of-return’ they receive on their aid investment? Are they buying political
cover at home, or interested in achieving geo-strategic and commercial aims?
What are the likely implications of aid allocation patterns for the alleviation
of local, regional, and global environmental problems?

The stakes in this debate are enormous. Approximately 1.6 million people
die prematurely every year from indoor air pollution, and 1.7 million people
die prematurely every year due to unsafe water, sanitation, and hygiene.!©
Lead exposure, urban air pollution, and pesticide poisoning claim more than
a million additional lives annually. At the same time, millions of hectares of
forests are lost each year to clear-cutting, burning, and desertification, while
biodiversity is in rapid decline both on land and in the oceans. After fifteen
years of painstaking global climate negotiations, most scientists consider the
Earth’s climate to be edging perilously close to a tipping point.!!

The study of environmental aid is important not only for these substantive
reasons, but also because it provides new empirical terrain in which to test
hypotheses developed in the fields of international relations, comparative
politics, and development economics. In many respects, environmental aid
represents a ‘least likely’ case for a successful international financial transfer.'?
According to mainstream theories of international cooperation, successful
interstate financial transfers are more likely to occur when donor governments
and recipient governments are willing and able to honor their policy commit-
ments.!'® For recipients, this often entails making policy adjustments to create
an enabling environment so that foreign assistance can have its intended
effect. For donors, this means reducing funds when recipients renege on
policy reforms that are necessary for the success of the financial transfer.!* Yet

10 UNDP (2006). 11 IPCC (2007); Roberts and Parks (2007a); Shellenhuber (2006).

12 Eckstein (1975) explains that a case is least likely when it is used to test a theory under
conditions that would be least likely to prove the theory correct.

13 Keohane and Nye (1993); Haggard and Moravcsik (1993); Tierney (2003).

14 There are a number of reasons why donors might be unwilling or unable to cut off
funding. If a donor country possesses intense preferences for a collective good like global
environmental protection, it may be unable to credibly threaten environmental aid with-
drawal from countries of global or regional environmental significance. For example, in
Indonesia, ‘donor governments were so pressed to find projects to appease strong “save the
rainforests” movements within their own countries that they were unable to coordinate their
efforts to bargain collectively with the Indonesian government for macro-policy changes.
Already deluged with aid projects for rainforest protection, the Indonesian government could
afford to reject loans with conditionality aimed at reforming commercial logging policies’
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environmental aid transfers rarely occur under such circumstances. Typically,
recipients are more interested in addressing their own local environmen-
tal issues than in the regional and global problems donors want them to
address,'> and may well lack the institutional capacity to put external funds
to good use. Consequently, donors are often put in the awkward position of
needing to fund an international public good when recipients have insuf-
ficient institutional capacity for successful implementation. In these cases,
donors might undermine the effectiveness of an environmental aid transfer if
they are unable or unwilling to provide predictable funding to well-governed
countries or withhold funding from non-credible partner countries. !¢ As such,
the study of environmental aid may hold valuable lessons for students of both
development and international cooperation.

In one of the path-breaking works on this topic, Institutions for Environ-
mental Aid, Robert Keohane concludes that ‘constraints on [donor-recipient
partnerships] are strong.’!” Recent World Bank data on project success rates
lend strong support to this conclusion. Across nine sectors, environmental
projects were the least successful projects in the World Bank’s FYO1-FYO3
portfolio. Only 25 per cent of Bank-financed environment projects during
this period received a ‘satisfactory’ project outcome rating, compared with
100 per cent of education projects, 86 per cent of health projects, and 87
per cent of infrastructure projects.!® Given such challenges, why would donor
governments continue to allocate increasing amounts to environmental pro-
grams?

One possible explanation is that environmental aid can be effective under
certain conditions. Concessional finance has, after all, proven essential to
securing the participation of Southern governments in several international

(Connolly 1996: 339). Easterly offers a different explanation for the same phenomenon:
‘Most donor institutions are set up with a separate country department for each country or
group of countries. The budget of this department is determined by the amount of resources
it disburses to recipients. A department that does not disburse the loan budget will likely
receive a smaller budget the following year. Larger budgets are associated with more prestige
and more career advancement, so the people in the country departments feel the incentive
to disburse even when the loan conditions are not met’ (Easterly 2001: 116). Van de Walle
(2000: 4) also points out that donor agency ‘staff may well lack the discipline not to lend to
marginally deserving or temporarily virtuous countries if professional advancement continues
to be related to the size of one’s portfolio of projects.’

15 Connolly (1996: 330) rightly argues that ‘the provision of financial transfers for envi-
ronmental problems typically amounts to an attempt to persuade recipient countries to do
something that donor countries consider a priority rather than to provide the resources that
would enable recipients to take the environmental actions of highest priority to them’. The
central problem, according to Heltberg and Nielsen (2000: 276), is that poor nations sit on
‘another segment of their welfare function where they have higher marginal utility of wealth
and lower marginal utility of environment as compared to donors.’

16 This is of course far from an exhaustive list of all the factors that reduce the effectiveness
of environmental aid. See the chapters that follow.

17 Keohane (1996). 18 World Bank (2005c).
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environmental agreements.!” For example, the Montreal Protocol Fund
played a central role in creating virtually universal participation by paying
poorer countries to replace ozone-damaging chemicals with newer ones.?’
This ensured they couldn’t lose by signing. The resulting cooperation has
facilitated significant reductions in the global production and consumption
of ozone-depleting substances compared to a counterfactual world with no
financial transfer.?! The ozone treaty has been held up as a potential model
for other subsequent environmental agreements.

It is also possible, however, that environmental aid is no different from
other types of foreign assistance: increasing and decreasing for reasons com-
pletely unrelated to environmental protection. Donor rhetoric about altruism
and public good provision may simply be window dressing for aid with
geopolitical and commercial motives, or used to buy political support at
home. Barbara Connolly and her colleagues argue that ‘donors do not always
provide aid in order to solve environmental problems. Often, aid programs are
about solving political problems. So why do donors bother? It is possible that
donor governments, or some elements within them, sometimes care more
about the appearance of doing something to solve international environmen-
tal problems than about finding genuine solutions to the problems.’?> We
explore these various explanations of donor motivation in the chapters that
follow.

Studying aid allocation provides crucial information about how tax dollars
are actually spent, as well as insight into donor and recipient preferences. In
addition, aid allocation can tell us a great deal about aid effectiveness, even
when effectiveness is not tested directly. If donors are selective in the agents
they employ to allocate aid—by investing in a credible domestic aid agency
or delegating development assistance to a respected multilateral organization
or an NGO—and the recipients they choose to fund, we should expect these
same donors to be concerned about the implementation of aid projects to
ensure that their money is not wasted or misused. Is environmental aid given
primarily to countries with governments capable of delivering public goods
and implementing sound policies? Does it differ from non-environmental
aid in this respect? If so, such an allocation pattern would speak directly to

19 Roberts and Parks (2007a); DeSombre (2000a); Sell (1996); Barrett (2003a); Ferroni and
Mody (2002); Kaul et al. (1999, 2003); Barrett (2003b); Adam and Gunning (2002); Stiglitz
(1999); Albin (2003); Kanbur et al. (1999a); Anand (2004); Arce and Sandler (2002); Peterson
and Wesley (2000).

20 Barrett (1999a: 216).

21 DeSombre (2001). Side payments to developing countries have proven equally important
in a number of other international efforts to protect the environment (Weiss and Jacobson
1998).

22 Connolly (1996: 333). The pessimistic view of Todd Sandler and James Murdoch closely
resembles the argument made by Connolly: ‘[T]The Montreal Protocol may be more symbolic
than a true instance of a cooperative equilibrium’ (1997b: 332).
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the likely effectiveness of these two different types of aid.?®> Throughout the
rest of the book, we will explore whether environmental aid has the same
characteristics as development aid in general, or whether it is allocated to
more capable recipients, and is thus potentially more effective at achieving its
stated purposes.?*

Gaps in Understanding Aid Allocation and the Environment

Since the Rio Earth Summit in 1992, scholars and policy analysts have pro-
duced a number of books and articles on the topic of environmental aid
to developing countries. The lack of comprehensive data on aid projects
from both bilateral and multilateral donors, however, leaves these analy-
ses incomplete. In order to address sectors, donors, recipients, regions, and
other attributes of interest, researchers need detailed information on each aid
project across the complete range of donors and recipient countries. Until
now, those data did not exist. The lack of good data is made worse by the habit
among some scholars of making generalizations based on only a few cases.?
Mitchell and Bernauer remind us that ‘conclusions drawn from qualitative
case studies are often difficult to generalize, and such research can only test

23 In a broad assessment of environmental aid effectiveness, Connolly writes that ‘donor
interests dominated the agenda-setting phase, [but] recipient interests become much more
critical determinants of effectiveness in the implementation phase. In fact, recipient political
commitment is probably the key constraint on the implementation of pro-environment
policy reforms (1996: 334)."

2% Neumayer (2003a, 2003b); Kenny (2006); Burnside and Dollar (2000a, 2004); Radelet
et al. (2004). Burnside and Dollar’s much-celebrated (2000a) study concludes that aid would
be effective if it were allocated to countries with sound institutions and good policies. The
entire basis of the Millennium Challenge Account and (much earlier) the IDA is that aid will
have a real, measurable impact on its goals if it is channeled to the right places. Collier and
Dollar (2002: 1477, emphasis added) ‘estimate that...aid as currently allocated sustainably
lifts 10 million people per year out of poverty. The same volume of assistance, allocated
efficiently, would lift an estimated 19 million people out of poverty. Thus, the productivity
of aid could be nearly doubled if it were allocated more efficiently.’

25 Examples from the environmental aid literature include Chatterjee and Finger (1994);
Connolly (1996); Lofstedt and Sjostedt (1996); Young (2002); Congleton (2003); and Lewis
(2003). The work of Chatterjee and Finger (1994) is illustrative. As part of a larger litany of
criticisms, they suggest, “The purpose of most loans and of many grants is to generate profit
for the donor country and its industries. Much of the profit generated from aid stems not
simply from the lucrative construction contracts for building roads, dams, and factories, but
also from the commodities and labor exploited as a result of this new infrastructure.” This
generalization is quite plausible (and we provide some additional support for this claim later
in the book), but it is not an inference that follows from analysis of an unbiased sample
of a large number of aid projects. As King et al. (1994) explain, case studies are useful for
tracing causal processes, generating hypotheses, and establishing the scope conditions of
more general theories. However, no matter how compelling the case studies, they cannot
alone bear the weight of the broad theoretical generalizations found in the works cited above.
On issues of external validity and causal inference see King et al. (1994); Dessler (1999); Sprinz
and Wolinsky-Nahmias (2004); Brady and Collier (2004).
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the causal relationships between a relatively few [independent variables] and
one [dependent variable] at a time.’2¢ Through case studies and small-n quali-
tative research, scholars have learned a great deal about a few well-studied sec-
tors, agencies, and donor governments, as well as comparative foreign policy
in general. In doing so, they have begun to untangle complex causal processes.
Yet, we still lack a complete and coherent account of the causes and conse-
quences of environmental assistance to developing countries as a whole. If we
cannot first describe the overall pattern of aid allocation, we cannot under-
stand how it affects the natural and human environment on a global scale.

Although numerous, efforts to fill this empirical gap have been neither
systematic nor comprehensive. In 1998, a team of researchers at the World
Resources Institute’s International Financial Flows and the Environment
project reported that most data are aggregated by donors into their own
arbitrary categories, ‘thereby failing to provide much guidance for strategic
planning related to particular environmental issues or areas of geographic
interest.” Similarly, the Intergovernmental Panel on Climate Change found
in 2001 that ‘data are simply not collected and analyzed in a manner that
informs policy makers interested in the issue.” The European Commission
reported that ‘along with other donors, [we face] a number of difficulties in
calculating the precise amount of environmental expenditure. There is no
generally accepted definition of an “environmental project” or of the envi-
ronmental component of an integrated development/environment project.’
They concluded that their ‘statistical system does not enable an environmen-
tal analysis of aid flows.”?” Connolly, Gutner, and Bedarff (1996) echo this
concern: ‘[A]vailable data are highly distorted by the lack of any common
definition of what is or is not “environmental assistance”.’?8

Fairman and Ross (1996) reflect the general sentiment of most environ-
mental aid scholars when they skeptically state that, ‘Although funders have
increasingly embraced the rhetoric of sustainable development, it is not clear
how much their words represent a real change in beliefs and values.’” We
would add that, more important than beliefs and values, rhetoric doesn’t
always correlate with changes in actual lending and grant-giving behavior.
Even if beliefs and values regarding the environment change, environmental

26 Mitchell and Bernauer (1998: 14). 27 European Commission (2006: 133).

28 Connolly et al. (1996: 286). Peter Haas in 2004 argued that quantitative data collection
efforts have not improved much since the publication of the Keohane and Levy book. ‘As a
social scientist, how do you systematically study an issue—environmental politics—for which
we have no good data? The data that we do have just stinks.” Quoted from panel discussion
at the American Political Science Association meeting, Chicago, September 2004. In email
communication, Barbara Connolly expressed skepticism about measurement efforts in this
area, arguing that donors are ‘internally inconsistent in what they classify as “environmental”
aid, and comparisons across donors are even more precarious’ (Barbara Connolly, email
communication with authors, 2003).

29 Fairman and Ross (1996: 39).
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protection and remediation in the developing world still costs an enormous
amount of money. Especially in democratic countries, funding increases have
a long series of checks, balances, budgets, committees, agencies, and other
political and institutional hurdles to pass. Thus, while our empirical analysis
in this book includes a series of case studies for illustrative purposes, our
inferences rely primarily on changes in actual environmental aid allocation
over time and across donors and recipients. We believe such systematic quan-
titative analyses provide a necessary complement to the existing literature on
aid and the environment.

Despite the fact that there is now a body of scholarship on environmental
aid, the existing literature has offered few generalizable findings. Research
designs that allow for a comparison of the relative weights of alternative expla-
nations are pursued infrequently, and testable propositions are rarely exposed
to empirical disconfirmation.?® For example, it remains unclear whether and
to what extent environmental aid donors are concerned with crafting efficient
aid contracts, making symbolic gestures to constituents, getting money ‘out
the door,” or pursuing geo-strategic and commercial interests. Some scholars
argue that environmental aid donors have good intentions and are primarily
motivated by the environmental rate-of-return on their aid investment.3!
Others reason that the environmental policy preferences of voting citizens in
Western countries are the primary determinant of support for environmental
aid budgets.??> Another group of authors contend that environmental aid is
given for reasons that have little to do with actual environmental improve-
ment. Connolly et al. (1996) suggest that ‘non-environmental incentives,
such as export promotion or appeasing domestic political constituencies by
creating the appearance of significant action, figure prominently in donors’
decisions to provide [environmental] aid.”** While there are good reasons
to think that both of these factors are important, it is difficult to judge
which of them matters more, whether they are among the most important,
and if so, under what conditions. Answering these questions requires both

30 In the mid-1990s, Breitmeier suggested why such research has been lacking: ‘For under-
standable reasons, case selection in most studies [on international regimes] has been driven
by practical considerations instead of methodological requirements. Moreover, the choice
of both dependent and independent variables for systematic attention in these small-n case
studies has failed, in general, to produce a cumulative and consistent set of information
on an agreed-upon set of important variables. Each study, in practice, has tended to select
idiosyncratic variables, or operationalize common ones in radically different ways. As a result
of these limitations, the study of international regimes stands out as somewhat peculiar in its
absence of systematic, large-n studies making use of quantitative methods, methods which
have advanced the state of the art in almost all other areas of political science’ Breitmeier
et al. (1996: 1). Also see Moravcsik (2003).

31 Lofstedt (1995); Hassler (2002); Sell (1996); Parks and Tierney (2004); Darst (2001, 2003).

32 Keohane and Levy (1996), Connolly (1996: 332-3), Sjoberg (1999), Streck (2001), and
Nielson and Tierney (2003).

33 Connolly (1996: 339).

10



From Rio to Gleneagles

a systematic, global analysis as well as the closer look provided by case
studies.

The existing literature is similarly divided on which recipients receive more
environmental aid and why. Some scholars argue that donors favor recipient
countries that are willing and able to implement sound environmental poli-
cies; others contend that donors are most interested in helping countries with
low levels of environmental concern and capacity. Connolly (1996: 328), for
example, argues that in order to enhance national concern for environmental
protection and strengthen weak environmental institutions environmental
aid is often used to specifically target those countries with poor environ-
mental policies. Yet the picture is mixed. Michael Ross (1996: 180) claims
that ‘[plartly due to its reputation for corruption, the [Philippine] Forest
Management Bureau. . . received little [environmental] assistance.” Elsewhere,
Connolly (1996: 291) suggests that ‘Poland, the Czech Republic, Slovakia,
and Hungary have received far more [environmental] assistance than other
countries...in part because they were the first to initiate broad reforms and
have stronger institutional capacity compared with their neighbors.’3* There
is surprisingly little consensus on who receives the greatest share of environ-
mental aid: those furthest behind or those making the greatest strides forward.

Donor countries face a variety of specific choices when considering the
allocation of aid. Donors make some of these decisions sequentially and
others simultaneously. Similarly, while some decisions are institutionalized
in multi-year contracts, others are re-negotiated on an annual basis or even
more frequently. More specifically, donors must decide what type of aid to give
(grants or low-interest loans for project or budget support, etc.), how much to
give, which agent should deliver the aid and manage the projects (national
donor agencies or multilateral organizations like the World Bank or the UN),
which countries should receive the aid, and within recipient countries which
public or private institutions should receive the aid.

To date, no theoretical framework has been employed to analyze
the feedback loops and linkages between these various stages in the
environmental aid transfer process. Yet the literature suggests that the
effectiveness of environmental aid is endogenous to allocation decisions—
meaning decisions by states and international organizations on the
amount and type of environmental aid to give are influenced by the
expected environmental ‘rate-of-return’ on their investments.*® Some have
suggested that environmental aid will be less effective when industry and/or

34 DeSombre and Kauffman (1996: 120-1) also suggest that donors are highly selective in
the types of projects that they approve for implementation. In fact, the authors write that ‘it
is this function of the Fund that is the most surprising and worthwhile’ (1996: 120).

35 Dollar and Levin (2004); Neumayer (2003c); Adam and Gunning (2002); Martens (2001);
Milner (2006); Ross (1996: 180); Gibson (1999); Nielson and Tierney (2003); Parks and Tierney
(2004).
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environmental lobbying groups ‘capture’ policy at the agenda-setting stage of
the decision-making process. Others argue that bilateral environmental aid is
less effective than multilateral aid because delegation to an independent agent
enables donors to achieve scale and scope economies; gather, interpret, and
disseminate costly information to overcome coordination and collaboration
dilemmas; and facilitate collective decision-making. Some also see multilateral
donors as better able to resolve disputes, make credible commitments, and
‘lock-in” unpopular reforms.3® Others claim that the formal decision rules
of multilateral development banks enable them to provide more effective
aid than multilateral grant-making agencies.?” Another body of literature
identifies the criteria by which aid is allocated among recipient countries as
a key determinant of environmental aid effectiveness.*® Whether the type of
donor and the formal decision rules within such multilateral donors affect
environmental aid allocation is explored in Chapter 8.

Understanding Environmental Aid:
The Principal-agent Framework

What motivates increases and cutbacks in the environmental aid budgets
of donor countries? Why do some environmental aid donors channel funds
through multilateral agencies, while others use their own bilateral agencies?
Why do some recipient countries get more environmental aid than others?
Why are some types of environmental aid more effective than others?
Although most scholars deal with each of these questions using distinct
analytic frameworks, these decisions by donors do not necessarily operate
independently of each other. Therefore, we argue that it is important to have
a single explanatory framework that can accommodate the wide range of con-
siderations facing the key actors involved at each stage of the aid allocation

36 For example, Milner (2006) argues that ‘states...appear to give foreign aid to gain
influence over recipients (a private benefit) but find themselves, collectively, giving too much
aid to some and not enough to others—thereby hindering the overall goal of development.
Although states still want to preserve some private benefits by allocating aid themselves, they
have delegated some aid functions to I0s to help overcome this lack of coordination.” In
other words, states may look ‘down’ the decision tree at their menu of options and choose to
delegate in the interest of cost efficiency or political expediency. Though agents often hide
information, conceal actions they have taken, or use their delegated authority to undermine
their political masters, principals reserve the right to re-contract, nullify violated contracts,
employ oversight mechanisms, institutionalize administrative checks and balances, and so
on. See Martens et al. (2002); Congleton (2003); Nielson and Tierney (2003); Boulding (2004);
Hawkins et al. (2006); Milner (2006).

37 Peterson and Wesley (2000); Kaul et al. (1999, 2003); Anand (2004).

38 Ross (1996). ‘Credible’ governments—those governments with the demonstrated will-
ingness and ability to honor their policy commitments—are hypothesized to offer donors a
higher rate-of-return on their environmental aid investment than non-credible recipients.
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Figure 1.1. Nested principal-agent relationships in aid allocation bargaining process

process. We employ a variant of the strategic choice approach—principal-
agent theory—that focuses attention on the causes and consequences of
different choices made by donors in the aid allocation process. This book
models the environmental aid allocation process as a series of nested games
between strategic actors.?

The game is based on bargaining. Vertical bargaining takes place between
constituents and their elected representatives within donor countries and
between elected leaders and aid agency bureaucrats. Horizontal bargaining
occurs between different domestic interest groups within donor countries,
as well as between donors and recipients in the international arena. Finally,
bargaining occurs between recipient countries and donor institutions, as
recipients may not accept what donors may prefer, and vice versa. Ultimately,
environmental aid allocation is a function of all these bargaining games. The
outcome within any one game is a function of that particular game, plus those
preceding or following it.

One way to think about the process of foreign aid allocation is as a series of
principal-agent relationships.*® While potentially very complex, this delega-
tion chain contains some key relationships for understanding environmental
aid allocation and is represented in Figure 1.1 above. Voters in donor coun-
tries delegate authority to elected officials to make public policy, including
allocation decisions about foreign assistance. Political leaders often find it
beneficial to further delegate authority to specialists who are better equipped
to make informed choices about aid allocation and then implement those
decisions. Typically, this means tasking an existing government bureaucracy
within the executive branch with this job, or creating a new organization to

39 See Bergman et al. (2000); Martens et al. (2002); Gibson et al. (2005); Nielson and Tierney
(2003); Milner (2006).

40 Following Hawkins et al. (2006), we define delegation as ‘a conditional grant of authority
from a principal to an agent that empowers the latter to act on behalf of the former. This grant
of authority is limited in time or scope and must be revocable by the principal.’
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carry out this function. Elected officials could alternatively choose to delegate
allocation decisions to a multilateral agent such as the World Bank, UNDP, or
the GEFE.*! Finally, aid agencies—either domestic or multilateral, depending
on the preceding step—decide which potential recipient countries will receive
how much and what type of aid. This requires aid agencies to negotiate coop-
erative aid contracts with potential recipients, since the development agency
requires, at a minimum, the consent of the recipient government to operate
within the territory of that state. As UK Secretary of State for International
Development Hillary Benn said in response to a question about whether his
government would withhold £50m from the World Bank: ‘T've got a choice
on where [ want to put my aid money. I could put it in our bilateral agency or
in multilateral institutions. Donors will make a choice on where it will make
the most difference.’#?

A Roadmap for the Rest of the Book

This book is divided into nine chapters. In Chapter 2, we document the
broadest trends in environmentally damaging, environmentally neutral, and
environmentally beneficial aid over the last two decades. We find that in
a relatively short period of time, donors have substantially cut funding for
development projects that damage the environment, while modestly increas-
ing assistance for environmental protection/remediation, and steeply ramp-
ing up ‘do-no-harm’ projects that fall somewhere in between. Additionally,
we examine four types of environmental aid in greater depth, allowing us
to explore the causal mechanisms that purportedly drive aid allocation. We
begin with two issues of global concern: biodiversity loss and climate change.
First, we review the growing literature on biodiversity hotspots and explore
the extent to which funding labeled as biodiversity aid actually flows to
regions where species loss is most critical. Next, we examine the broadest
trends in funds to address climate change, an issue that has been the subject of
a decade of debate around three funds created to support the Kyoto Protocol.
As aid for climate adaptation and mitigation activities could soon eclipse all
other environmental aid, we return to this issue in the book’s conclusion.
The last two case studies take a closer look at aid for local environmental
issues, which recipient governments often deem the most critical. Land use

41 After these basic decisions about delegation have been made, there are often numerous
additional delegations from both bilateral and multilateral bureaucracies to other government
bureaucrats, research scholars, private contractors, or non-governmental organizations that
implement projects on the ground. We do not analyze such agency relationships in this book
but other scholars have used a similar principal-agent framework to do so. See Cooley and
Ron (2002).

42 Hillary Benn. Speech at the University of Oxford, Global Economic Governance Series,
October 2006.

14



From Rio to Gleneagles

and desertification have arguably created the greatest numbers of environ-
mentally related deaths over the past two decades. Yet we find this type of
aid is relatively neglected and funding does not appear to be flowing to the
places where it is most needed. Finally, since great proportions of deaths and
illnesses in the developing world are also related to unsafe drinking water
and contaminated waterways, we explore the patterns in aid for water and
sanitation projects. In all four of these environmental issue areas we employ
quantitative and qualitative data to illustrate a broad picture and gain insights
into some important details of the environmental aid sector. Comparing the
needs assessments made at Rio in 1992 for each environmental sub-sector
with actual funding received in the 1990s shows that there is a huge gap
between the ‘prescription’ of scientists and the actual ‘dosage’ of environ-
mental aid delivered. Funding for water nearly reached the prescribed dose,
but funds for desertification, climate change, and biodiversity were just 2, 4,
and 7 per cent of what experts said was needed, respectively. Shifting priorities
in environmental aid at the end of our study period showed climate change
and biodiversity aid increasing, but water and land aid dropping. These case
studies lay some groundwork and highlight the need to understand what is
driving the allocation of environmental aid.

In Chapters 3 and 4, we analyze an important bargain in the aid allocation
process by empirically evaluating how donors allocate environmental (and
other) aid among recipient countries. The sharply conflicting ideas on what
drives aid referred to above have dramatically different observable implica-
tions and consequences for future support of Western environmental aid
budgets. In Chapter 3 we present the major trends in which countries receive
the most environmental aid by ranking recipients in the 1980s and 1990s
and then looking at the top ten recipients and their top donors. By taking a
closer look at five different recipients, China, India, Brazil, Egypt and Kenya,
we attempt to understand the rise and decline of environmental aid in each
country’s national context. China and India were at the top of the list of
recipients as developing nations with huge populations and quickly rising
economies, and shared the same major donors of environmental aid. Brazil
and Kenya are both of biological importance to donors with their rainforests
and ‘charismatic’ fauna. Egypt lacks both of these, but receives great amounts
of environmental aid because it is a geopolitical keystone in its region, espe-
cially to the United States. The chapter raises the core question of whose needs
get met—donors’ or recipients’?

Chapter 4 is the core of this book: this is where we build and test statistical
models to evaluate which recipient countries get environmental aid and why.
We model inter-recipient environmental aid allocation as a two-step process.
In the first so-called gate-keeping stage, a donor country or multilateral agency
decides whether or not to give a recipient country aid. Once a recipient
country has passed the gate-keeping stage, the donor government then gives
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a portion of its overall aid budget to the recipient country in what is called
the allocation stage. Limited dependent variable models allow us to measure
the impact of donor and recipient characteristics on environmental (and non-
environmental) aid allocation in ways that account for the peculiarities of aid
data.

Our results from Chapter 4 suggest that the extant literature on aid alloca-
tion and effectiveness has over-generalized its conclusions. While many types
of aid are allocated in a dysfunctional manner, there is little evidence that
environmental aid allocation fully conforms to this pattern. Some hypotheses
based on an ‘eco-functionalist’ distribution of aid (that environmental aid
goes where it is needed most) are supported. However, they do not explain the
overall pattern of environmental aid allocation: national income, population
size, and colonial history are also good predictors of who receives environ-
mental aid. Contrary to the expectation that political loyalty (as measured
by voting with the donor country in the United Nations General Assembly)
would bring more aid to certain recipient countries, the opposite was true.
Overall the picture was more heartening than many analysts would suggest:
bilateral donors overall were more responsive than multilateral donors to a
recipient country’s global and regional environmental significance, policies
and institutions, and poverty level. Bilateral aid for global environmental
issues also appears to be more responsive to factors signaling the project’s
likely success. We conclude that environmental aid flows are generally not
well understood because the scholarly literature has lacked sufficient data
on aid flows or systematic empirical tests of competing hypotheses, and we
suggest important areas for future research in this area.

In Chapters 5 and 6 we examine which donor governments spend the most
on foreign assistance for the environment and why? Total environmental aid
from bilateral donors skyrocketed in real terms during the 1980s and 1990s,
from $5.8 billion in the first five years of the 1980s to $27.4 billion in the
latter half of the 1990s. Meanwhile, funding for aid projects with overall
negative environmental impacts declined significantly over the 1990s, from
about 45 per cent of grants and loans to just over 20 per cent. The net effect
of these two trends is considerable; at the beginning of the 1980s, bilateral
donors on average gave eleven times as much money for dirty projects as for
environmentally beneficial ones. By the early 1990s, this ratio was below 4 : 1,
and by the end of the decade it was 2 : 1. By the late 1990s, no major bilateral
donors were out of line with this standard, and some were even funding
more environmental projects than dirty projects. Descriptive statistics reveal
that some governments spend under 5 per cent of their total aid budget on
environmental programs, while others give three times that amount. Chapter
5 ranks the donors on their ‘greenness,” and then looks at five major bilateral
donors in more depth: two leaders (Denmark and Germany), two laggards (the
UK and the US), and Japan, which, in a single decade, went from laggard to
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global leader in total environmental aid. The Second World War and the Cold
War factor strongly in the disparate histories of these donors, but this analysis
shows an important convergence in their behavior towards the environment,
shaped of course also by their internal politics and institutional issues.

In Chapter 6, we describe the political market for environmental aid in
wealthy countries, and draw on principal-agent theory to explain cross-
national patterns in environmental aid donation. We empirically evaluate
whether citizens of developed countries authorize and financially empower
their elected officials to resolve specific regional and international environ-
mental problems, or whether they find their primary motivation in a broader
set of values. We also test for the impact of interest group influence by
environmentalist, dirty industry, and green technology lobbies. Additionally,
we examine political institutions that may promote or hinder the passage
of environmental policy in general, and environmental foreign aid policy in
particular. Hypotheses tying aid allocation to high GDP per capita and ‘post-
materialist values’ are supported, but they are better able to explain the fall in
‘dirty’ aid than the rise in environmental aid. Environmental lobbies appear
to be reducing the share of aid allocated for ‘dirty’ projects and increasing
‘green’ project amounts for global public goods like biodiversity and climate
change, but they may also be reducing funding shares for water projects. The
most perplexing finding is that strong national environmental policies are
negatively related to environmental aid expenditures. These issues arise again
in the final three chapters of the book.

In Chapters 7 and 8 we examine the arrangement between donor govern-
ments and their own bilateral aid agencies, and choices related to the dele-
gation of development assistance to multilateral institutions. We investigate
why some countries choose to delegate more to multilaterals and whether
this tendency varies across environmental and other types of aid. Chapter 7
documents the relative ‘greening’ of the major multilateral aid agencies.
While multilateral organizations have tended to give somewhat more envi-
ronmental aid than bilateral agencies, their overall ‘greening’ occurred later,
and appears significantly less complete than the bilateral aid agencies. That
is, most still provide four times as much funding for infrastructure likely to
harm the environment as for specifically pro-environmental projects. We rank
the ‘greenest’ multilaterals, and then go on to examine the greening process
within the World Bank, the Asian Development Bank, and the OPEC Fund for
International Development. Fifteen multilateral agencies gave over $75 billion
in environmental aid over the two decades, but the group of donors providing
environmental aid is extremely concentrated: five multilateral agencies gave
90 per cent of all funds. This suggests why a few agencies get so much atten-
tion from environmental and human rights campaigners and the media. The
World Bank occupies the rest of this chapter, since this single agency is respon-
sible for a third of all environmental aid and has led others in approaching the
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issue. The cases provide a striking contrast, describing the creation of the first
major international agency for addressing the global environmental needs of
developing countries, the Global Environmental Facility, and the OPEC Fund
for International Development, whose funding choices reveal a different set
of priorities.

Chapter 8 seeks to explain why donor governments delegate the allocation
and implementation of billions of dollars worth of environmental aid to
multilateral agencies. Again, we draw on principal-agent theory and argue
that states often out-source the allocation and delivery of environmental aid
to resolve free riding issues and other collective action problems. In partic-
ular, we test the hypothesis that states delegate environmental allocation
and implementation responsibilities to international organizations in order
to enhance the credibility of their own policy commitments. We also sub-
ject a series of alternative hypotheses to empirical scrutiny. We suggest that
donor governments with small or ineffective bilateral aid agencies may be
more likely to delegate authority to a multilateral agency. Countries with less
bargaining power in the international arena, such as those with small popula-
tions or small economies, may also prefer multilateralism, as it leverages their
influence over recipient countries. Additionally, multilateral agencies may
offer economies of scale and scope and cost advantages when implementing
environmental projects relative to bilateral aid agencies.

Chapter 8 also explores the factors that drive donor governments to support
certain types of multilateral agencies, based on the agency’s environmental
expertise, track record, and formal decision-making rules. As expected, smaller
countries use multilaterals for specialized issues like the environment, and
larger donors use multilaterals more for ‘dirty’ projects, perhaps as a way to
avoid criticism from local environmentalists. The findings on a series of expec-
tations about more selective bilateral donors delegating based on recipient
performance were mixed, and contrary to our expectations, high overhead
costs in bilateral agencies were not associated with higher levels of supra-
national delegation. Overall the picture was quite complex and extremely rich
in implications for future research and policy.

In Chapter 9 we conclude by revisiting our core questions, and consider the
policy implications of the previous chapters’ findings. We discuss the future of
environmental aid, focusing on the surge in funding for developing countries
to adapt to climate change. At the time of this writing, the Kyoto Protocol’s
special funds for climate change adaptation and mitigation activities are just
beginning to function, and the core questions of this book remain very rele-
vant to that debate. A final point concerns the effect of reducing dirty aid and
increasing environmental aid on the social development of the poorest states.
There are many ‘lost’ countries that receive little aid of either type, and often
these are the most needy and vulnerable countries. Ideally aid helps address
environment and development issues, and by doing so is more effective. Yet
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the reality is that sometimes aid will successfully address only one mission.
Finally, the idea of measuring where environmental aid is needed most is a
contested one; even under ideal circumstances it is difficult to evaluate the
performance of the donor community. While we readily acknowledge the
methodological difficulties of such analysis, in this concluding chapter, we
underscore the importance of continuing to systematically measure how aid
is being allocated. Our final task in the book is to lay out a dozen ‘principles’
that we believe should guide the allocation of environmental aid. We hope
this research spawns critiques and methodological improvements; it is by no
means the last word. With billions of dollars and enduring environmental
problems at stake, we believe the issues addressed here will require substantial
research in the future.
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Billions for the Earth? Patterns
of Environmental Assistance

Has aid been greened since the promises made at the 1992 Rio Earth Summit?
In order to accurately describe what has happened over time and across
donors, and in order to evaluate the political claims and scholarly theories
about aid and the environment, a comprehensive project-level database cov-
ering the universe of development finance is needed. As briefly described in
the Preface to this book, we have developed such a database, cataloguing and
categorizing over 428,000 individual aid projects from all major donors over
three decades from 1970 to 2000. The ongoing goal of the Project-Level Aid
(PLAID) database project is to collect and standardize data on every individual
development assistance project committed by official donors since 1970.
This chapter provides a concrete description of the trends in aid and its
likely environmental impact. We briefly describe how the dataset was built
and how projects were categorized by likely environmental impact. We then
describe how aid has changed since 1980, contrasting aid that tends to have
positive environmental impacts with the far greater number of projects which
tend to have negative impacts. More detail about the dataset can be found in
the notes to this chapter, the Appendices, and the extensive documentation
available on the PLAID website. Our analysis, which focuses on aid com-
mitments, shows a significant greening of foreign assistance. It also suggests
that while donors experienced significant environmental reform throughout
the 1980s and 1990s, the behavior of multilateral donors remained relatively
unchanged through the mid- and late 1990s. The second half of the chapter
begins the effort of disaggregating ‘environmental aid.” We first track project
funding for international and local environmental issues over time. We then
examine two types of environmental projects in each of these categories.
First, we analyze land degradation and water projects. The experience of these
two sectors differs dramatically: water projects attract over two-thirds of all
environmental aid, while desertification and land degradation consistently
receives very little despite repeated appeals from scientists and international

20



Billions for the Earth?

agencies. The second set of environmental aid sub-sectors contrasts the rapid
rise of funding to protect biodiversity in the late 1990s with much more
expensive projects to reduce greenhouse gas emissions—both issues of global
concern but which potentially constrain national and local development
plans.

The analysis in the second half of the chapter required that we search the
some 39,000 projects that have been individually coded as ‘environmental’
and sort these by issue area. We performed this query using three techniques:
(1) keyword searching of project descriptions, (2) analysis of OECD DAC
dataset sector codes, and (3) follow-up research using the documents of
donors and recipients.! These sectoral datasets were analyzed for trends in the
number of projects and total funding amounts over two decades, the largest
donors and recipients, and for the type of projects most common in these
sub-sectors. We subsequently surveyed primary documents and secondary
literature to identify and analyze the largest and most common types of
projects within each sector.

These funding patterns raise some of the main research questions of this
book. Do donor and recipient interests coalesce around certain types of envi-
ronmental aid projects? If so, is this where we can expect the most environ-
mental funding to flow? When donors’ and recipient interests do not align,
do recipient countries accept external assistance grudgingly? How do these
factors impact the effectiveness of different types of environmental assistance?
Finally, we evaluate whether the ‘objective’ requirements of environmental
protection are being met. For this task, we compare actual funding with
the Agenda 21 estimates of need published at Rio in 1992. The disparities
between projected need and actual funding are large (and revealing) between
the different sectors of environmental aid. However, before turning to the
most basic descriptive statistics, we describe how we built our dataset and the
methodological decisions we took to categorize projects.

Building the PLAID Dataset; Categorizing Aid Projects by their
Likely Environmental Impacts

The PLAID database provides the most extensive coverage to date of projects
financed by donor governments and international organizations (IOs). The

! We employed these three methods in order to ensure that we could identify the entire
population of cases within each sector. We found that any list of potential keywords captured
a large percentage, but not all projects in that sector. For example, not every project where
‘water’ appears in the title or project description is actually a water project. Conversely,
some water projects will not include ‘water’ in the title or the description. In order to create
these four sectoral datasets we went through the project documents, annual reports, and
the secondary literature. Each relevant project was then sorted into one of the four sectoral
datasets.
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data are compiled from a range of official sources, including the OECD CRS
database and annual reports and project documents from both bilateral and
multilateral aid agencies. Additional variables have been created specifically
for the PLAID database in an effort to standardize traditionally problematic
fields in existing datasets (such as country names and dollar amounts). Our
primary purpose is to provide scholars with a comprehensive tool to test
hypotheses and understand trends in (overall and purpose-specific) develop-
ment assistance both across countries and over time. However, such knowl-
edge can also help inform policy-makers within donor governments, ensuring
that these substantial sums of money can be directed through aid agencies and
toward recipients where they can do the most good.

The majority of the PLAID data were obtained from the Organization for
Economic Cooperation and Development’s (OECD) Creditor Reporting Sys-
tem (CRS). The CRS data are the original source for 76.7 per cent of the
project records in PLAID, covering the years 1973-2001.2 The vast majority
of the data taken from the CRS are bilateral aid projects, although small
portions of the multilateral aid data are also from OECD sources. The CRS data
rely on information from surveys that donor governments and multilateral
organizations submit through the CRS about their aid projects each year. This
reliance on donor reporting causes the OECD database to be incomplete, in
particular for the early years of the CRS system.? The remaining 100,054
records included in the PLAID database were gathered directly from donor
organizations. A significant portion of foreign aid comes from multilateral
organizations that are not covered or covered incompletely in the CRS data.
To fill these gaps, we collected project-level data from many multilateral
organizations directly (including some that have periodically reported using
the CRS system) for increased accuracy.* This increased coverage is important
because while bilateral funders provided 77 per cent of total donor projects

2 OECD (2002b).

3 For a list of the specific gaps in coverage see Appendix A. These data were provided by
OECD staff in July of 2003.

4 The following is a complete list of independently collected multilateral donors as of
January 200S5: African Development Bank (AFDB), Asian Development Bank (ASDB), Carbon
Offset (World Bank Group), Caribbean Development Bank (CDB), Council of Europe Develop-
ment Bank (COEB), European Bank for Reconstruction and Development (EBRD), European
Investment Bank (EIB), European Union (EU), Global Environmental Facility (GEF), Inter-
American Development Bank (IADB), Inter-American Investment Corporation—IADB Group
(IIC), International Bank for Reconstruction and Development—World Bank Group (IBRD),
International Development Association—World Bank Group (IDA), International Finance
Corporation—World Bank Group (IFC), Islamic Development Bank (ISDB), Montreal Proto-
col Fund (MPF), Multilateral Investment Fund—IADB Group (MIF), Multilateral Investment
Guarantee Agency—World Bank Group (MIGA), Nordic Development Fund (NDF), Nordic
Investment Bank (NIB), North American Development Bank (NADB), OPEC Fund for Interna-
tional Development Rainforest Trust (World Bank Group), United Nations Children’s Fund
(UNICEF), United Nations Development Programme (UNDP), United Nations Population
Fund (UNFPA).
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between 1970 and 2000, they provided less than half of the total money
flowing from official sources.

The PLAID database covers the vast majority (perhaps over 90 per cent) of
official commitments to development assistance projects 1970-2000.° For the
purposes of this book, we define development assistance as loans or grants
from governments, official government aid agencies, and inter-governmental
organizations (IGOs) with the promotion of the economic development and
welfare of developing countries as its main objective. With the exception of
certain debt reorganization commitments, at least 25 per cent of a loan must
consist of a grant in order to be considered official development assistance
(ODA). However, PLAID also includes loans at near-market rates if these loans
are designed for the broad purpose of fostering development. Our data include
commitments that offer finance to developing countries in the form of grants,
mixed loans and grants, loans at discretionary rates from multilateral agencies,
loan guarantees at market rates, technical assistance, and sector program aid
transfers.®

In the PLAID database, we have categorized all development projects as
likely to be positive in their environmental impact, environmentally neutral,
or likely to have negative environmental impacts, which we describe in short-
hand as ‘dirty.” Each project was assigned one of five values, from the most
environmentally beneficial to the least: Environmental Strictly Defined (ESD),
Environmental Broadly Defined (EBD), Neutral (N), Dirty Broadly Defined

S PLAID contains observations of money flows from donor entities to recipient countries
for specific purposes. In the majority of cases, this means that a row of our data corresponds to
a donor giving a recipient money in a particular year for a specific project, or one row of data
per project. Under two conditions it is possible that a single project may appear multiple times
in our data: when multiple donors give to the same project, or when a single donor commits
new money to the same project in more than one year. If the original project was scheduled to
be disbursed in yearly increments or periodic tranches over multiple years, this is captured on
a single project line. However, on some occasions donors commit additional funds to existing
projects. As these represent new funding commitments and separate funding decisions, they
are listed as distinct projects. This means the following: assuming that each row in PLAID is a
unique project will lead to an overestimate of the number of development projects. In some
instances, PLAID allows users to track projects having multiple donors. For the large majority
of our data it is impossible to know for sure whether each row is indeed a unique project. This
drawback is characteristic of all large multi-donor databases currently in existence. Assuming
redundant projects are coded into sectors consistently, summing commitment dollar amounts
across donor, recipient, and year will lead to a good measure of a donor’s commitments to
particular recipients for a given year.

6 The PLAID database does not include data from non-governmental organizations (NGOs)
or contributions from private investors, banks, or foundations. The development assistance
information in PLAID also does not currently include military aid from either bilateral or
multilateral donors. The following is a list of the types of financing which PLAID does not
currently include: Military equipment and services; military stock of debt; aid flows from non-
governmental organizations; private long-term capital; grants by private voluntary agencies;
member’s contributions to multilateral agencies; loans made out of funds held in the recipient
country; foreign direct investment (FDI), un-guaranteed bank lending, portfolio investment.
Some or all of these data may be included in future iterations of the PLAID database.
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(DBD), and Dirty Strictly Defined (DSD).” We provide a brief description of
each value here. A full listing of specific criteria is available in Appendix A.

Environmental Strictly Defined (ESD) projects are those that one
might expect to have an immediate positive impact on the environment.
Such projects usually have clear, measurable goals and criteria for success
with immediate environmental impacts. We consider these projects to be the
most beneficial to the environment. ESD projects include projects targeting
energy conservation, biodiversity protection, soil conservation, watershed
protection, reforestation, access to clean water, and air pollution mitigation.

Environmental Broadly Defined (EBD) projects include those projects
that have less definable, longer-range positive environmental effects than ESD
projects or are preventive in nature. Such projects do not have an immediate
or direct positive impact on the environment, but tend to be good for the
environment over a longer time period. Examples of EBD projects include
energy efficiency, industrial reforestation, family planning, desalinization,
genetic diversity, sustainable development, and Agenda 21 projects.

In addition, all environmental projects (ESD and EBD) in the PLAID data-
base are divided into two categories: Green and Brown. Green projects
are designed to address global and regional environmental problems, such
as biodiversity loss and trans-boundary air pollution. Brown projects, on the
other hand, address local problems such as land erosion, sewer systems, and
water pollution. This designation is described in greater detail below.

Neutral (N) projects include those projects that one might expect to have
no immediate environmental impact or projects with positive and negative
effects that can be expected to roughly balance out. These projects generally
come in one of four forms.® First, many of them are economic in nature—
promoting free trade, providing balance of payments support, helping small
and medium enterprises, or promoting exports. Second, many environmen-
tally neutral projects assist the health and education sectors. Third, a large
number of neutral projects finance telecommunications and telecommuni-
cations infrastructure. Finally, many neutral projects provide emergency aid
for disasters such as floods, earthquakes, and droughts. Such projects have
negligible or uncertain environmental impacts and are therefore considered
neither beneficial nor harmful.

7 Some projects could not be coded due to missing or unintelligible descriptions. In such
cases, we left the variable Env_Impact value blank. Depending on the research question, one
may or may not want to include these ‘blank’ projects in the denominator when calculating
percentages or conducting analyses. For discussion see Nielson and Tierney (2005).

8 Before classifying any particular type of project we did research in the secondary litera-
ture, consulted ecologists and environmental economists, and debated whether they gener-
ally had a neutral environmental impact. For instance, many telecommunications projects
include the installation of telephone poles. However, the environmental impact from these
projects is so small, inconsistent, and often indirect that they do not belong in the same class
as truly ‘dirty’ projects.
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Dirty Broadly Defined (DBD) projects are those projects that will
likely have a moderate or long-term negative impact on the environment.
Overwhelmingly, these projects finance the agricultural sector. We recog-
nize that different crops can have very different environmental impacts.
However, information on the specific type of agriculture being financed
was unavailable for the majority of the projects. Since most agricultural
projects have a moderate negative effect on the environment we code all
agricultural projects as DBD. DBD projects also include projects related to
biotechnology, electricity generation and distribution, engineering, forestry,
hydroelectric power, and mass transportation projects. While the term ‘dirty’
comes with negative connotations, we use it merely as shorthand, not because
we believe that all such projects are ‘bad.” We simply have not found a
better shorthand term for ‘likely to create negative environmental impacts
overall.’

Finally, Dirty Strictly Defined (DSD) projects are those that one might
expect to severely and immediately harm the environment. These projects
may strip the environment of irreplaceable natural resources, as in the case
of extractive industries (i.e. mining or logging old growth forest), or severely
pollute/degrade the environment, with immediate measurable implications;
examples include road and air transport, as well as heavy industry (such as
fertilizer, tire, and brick-making factories).

There were three broad guidelines taken into consideration when coding
for the environmental sector.” First, our coding rules disregard the positive
intentions and/or humanitarian dimensions of projects. A project’s poten-
tially positive overall impact on a recipient’s population is analytically distinct
from a project’s environmental impact. For instance, agricultural projects

° Every coded row in the PLAID database was coded individually for our environmental
variables by at least two members of the research team. Researchers were trained on a set
of practice projects using our coding criteria, available in Appendix A, and were only able
to begin coding after they reached an 85% accuracy threshold. Subsequent tests for PLAID
1.1 put coder accuracy at above 95% for every single coder. Each project was then coded
at least twice by separate researchers to establish inter-coder reliability. Projects that did not
receive matching codes were referred to a senior researcher for a final decision before being
added to the master database. However, many projects in the database contain only very
brief and generic descriptions, and a few contain no description at all. Projects with short
descriptions or which included only project titles were coded based on this limited informa-
tion, while projects with no descriptive information received no code for our environmental
variables. This decision makes our estimate of environmental aid very conservative, since
a project description must specifically indicate that a project is environmental for us to
code it as such—information which is not often included in short or incomplete project
descriptions. If one calculates the total number or the percentage of environmental projects
(or project dollars) with the total number of development projects in the denominator, then
one undercounts the number of projects and the dollars spent on environmental foreign
aid. However, since projects with no descriptions tend to fall early in the time series when
there were fewer environmental projects being committed, we expect that excluding blanks
from the denominator will overestimate the proportion of environmental projects and project
dollars.
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are coded as DBD. While agriculture projects frequently benefit citizens
within the recipient country by raising incomes or providing sustenance, on
average they negatively impact the country’s natural environment through
habitat conversion, increased erosion from tilling, synthetic fertilizer and
pesticide use, etc. Thus, they are classified as dirty. Not all good develop-
ment projects are good for the natural environment. The reverse is also
true. Hence, for this variable we focused on likely environmental impact,
rather than other positive or negative development impacts on the recipient
country.

The second guideline addresses the issue of multi-sector projects. Many
development projects address multiple purposes and cover multiple sectors
(e.g. a project with one component helping the environment and another
harming it). For these projects it isn’t usually possible to aportion funds to
each sector. Therefore in multi-sector projects, the code of the project is the
value falling between the values we would normally assign to each sector. For
instance, a rural education project that included the construction of schools
and the financing of teacher education (which we categorized as neutral) and
contained a bridge-building component (which we called DSD) designed to
enable the transportation of school children from outlying areas would be
coded as DBD, since this category falls between DSD and Neutral on our ordi-
nal scale. However, multi-sector projects with adjacent codes, such as projects
with split DBD and DSD components, were given the dirtier code, in this case
DSD, in the interest of reporting a conservative estimate of environmental aid.
Projects with both ‘dirty’ and environmental purposes often balanced out to
‘neutral.’

Our final guideline concerns the intentions of the donor government or
multilateral organization financing the project. Intentions were ignored in
our coding rules. Instead, values were assigned based on the expected envi-
ronmental impact of the project as described.!® Although information on
donor intent is available in some instances and would undoubtedly be of
use in ambiguous cases, the lack of information on donor intentions for the
vast majority of projects forced us to exclude this information while coding
for the environmental impact of a project. Instead, we attempt to capture
the likely impact of the project if implemented as described in the project
documents.

10" Since we accept that knowledge cannot directly impact the environment, we conceivably
could consider any project funding research as neutral. However, we assume that most
research informing a particular sector probably supports that sector. Further, typically research
aimed at improving the environment is described as such in project descriptions. Therefore,
all research was coded with the sector it informed. The same was done for investment,
education, construction, and administration projects, which when specified as belonging to a
particular project type were coded with the sector they contributed to (e.g. mining education
was considered mining, DSD).
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Trends in Environmental Aid: 1980-1999

Assembling the PLAID dataset revealed that data quality and completeness are
significantly worse before 1980 and after 2000. We would encourage readers,
for this reason, to be cautious of claims based on very recent aid data, since
they may be incomplete.!! As such, our analysis in this book focuses on the
1980s and 1990s, allowing us to analyze a significant time period and assess
the impacts of the Rio de Janeiro Earth Summit, reform at the World Bank,
and other important events. Figure 2.1 documents the broadest trends in envi-
ronmental aid over our study period. While far more environmental projects
are undertaken by bilateral aid agencies, environmental aid from multilateral
development banks (MDBs) and other multilateral agencies substantially out-
strips bilateral contributions in absolute dollar amounts. Both bilateral and
multilateral commitments for projects with positive environmental impacts
have been increasing since the 1980s, although bilateral commitments peaked
in 1996, and multilateral commitments peaked a couple of years earlier and
fell more sharply at the end of the decade.

Figure 2.2 shows the aggregate trends in dirty, neutral, and environmental
aid from 1980 to 1999. Dirty aid shows a modest decline over the period,
having risen in the late 1980s from around $30 billion a year to over
$40 billion before falling back in the late 1990s below $30 billion. The rise
in environmental aid appears much more modest when placed in this larger
context, remaining only a small fraction of total aid despite the large increase
in percentage terms over time. The most striking trend is the steep rise in
environmentally neutral assistance: neutral aid doubles from $20 billion a
year in the early 1980s to about $40 billion by the early 1990s, and then
jumps to over $60 billion by the late 1990s.

These broad trends obscure some dramatic changes in the overall picture of
environmental aid allocation. Creating a ratio of dirty aid to environmental
aid (Figure 2.3) supports the argument that there has been a major shift in
aid’s likely environmental impact. As the 1980s began, dirty projects received
ten times the funding of explicitly pro-environment projects on average. By
the end of the 1990s, the ratio was only about three to one. As illustrated
below in case studies of national agencies like USAID and DFID, bilateral
funders greened their aid portfolios earlier and more thoroughly than mul-
tilateral funders (Chapters 5 and 6 address bilateral funding changes, 7 and 8
report on changes in the multilaterals). The World Bank, Asian, Islamic, and
African Development Banks have also greened substantially over these pivotal
decades by this composite measure, but continue to give about four times
as much for dirty projects as environmental projects. Yet interestingly, they

11 We are currently creating PLAID 1.2, which updates the time series, includes even more
donors, and fills in gaps in PLAID 1.1 where new data have become available.
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Figure 2.1. Total flows of environmental aid, 1980-1999, comparing all multilateral and bilateral donors

Note: Data shown utilizes only categorized aid data; see Appendix for details.
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Figure 2.2. Total aid flows, bilateral and multilateral agencies combined, 1980-1999, comparing total funding for projects with likely
positive environmental impacts, likely negative impacts (‘dirty’), and those neutral or uncertain in impacts

Note: Data shown utilizes only categorized aid data; see Appendix for details.
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effectively stopped greening their portfolios in 1992, the year of the Rio Earth
Summit.!? While aid has been partly greened, the change has come gradually
and sporadically, and with major differences in the efforts of different donors.

Types of Environmental Aid: Green and Brown

Does environmental aid from the industrialized world primarily target
international or local environmental issues? As described briefly above, all
environmentally friendly projects—those which received an ESD or EBD
designation—were also coded into one of two environmental aid type cat-
egories designed to indicate the scope of the project: Green and Brown. A
Green code designates projects that address global or regional environmental
problems, and encompasses projects that positively affect environmental out-
comes outside the recipient country. They either enhance or preserve global
environmental resources and include projects that address climate change,
CFC emissions, and biodiversity, or address regional issues such as trans-
boundary air and water pollution. Brown codes indicate projects that focus
primarily on local environmental issues and which improve environmen-
tal outcomes or reduce environmental degradation in a specific country or
locality. These most often include drinking water treatment, soil erosion, and
sewerage projects. By a significant margin, the most common types of brown
projects deal with sanitation issues.

Figures 2.4 and 2.5 show the net total of green and brown aid projects in
the PLAID database. Brown aid dwarfs green aid in aggregate terms—both
for bilateral and multilateral donors, and both for the 1980s and the 1990s.
While rates of giving among donors for both brown and green projects were
relatively flat in the 1980s, a sharp increase in both types of aid occurred
in the first half of the 1990s. Largely because of water projects after the Rio
Earth Summit, brown aid rose from about 5 per cent of all aid to about 9
per cent in the mid-1990s, returning to earlier levels in the last two years
of the decade. At the same time, green aid went from just 1 per cent of all
aid during the whole 1980s to around 3 per cent in the 1990s. Over time,
green aid is becoming a larger proportion of environmental aid, expanding
from a fifth at the beginning of the 1980s to about a third in the last years
of the 1990s. Together, green and brown projects constituted about 12 per
cent of all foreign assistance for about six years: 1993 to 1997. In all other
years, environmental aid was less than a tenth of all foreign assistance.

12 This assumes that stand-alone projects are a good measure of the degree of greening at
the multilaterals. If, as some MDBs claim, they are ‘mainstreaming’ environmental aid into all
of their lending, then our measure displayed here may underestimate the degree of ‘greening’
in MDB portfolios.
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Interestingly, bilateral agencies have always been more dedicated to green
issues than multilaterals, and this difference increased in the 1990s. In
Chapters 5 and 7, we explore what is driving these changes through case
studies of Germany, the United States, and Japan, and of multilateral agencies
like the World Bank.

Contrasting Fates: Green and Brown Environmental Aid Sectors

Donor and recipient governments use aid to address very different ecological
and political problems. Annual reports and websites of donor agencies fre-
quently feature locals standing by rainforest parks and reforestation projects,
but do these images represent the reality of environmental aid? We suspect
that donors often want to fund projects that are less than perfectly aligned
with the preferences of host country governments. But what is the concrete
outcome of this tension? Whose priorities are funded and where does the
money actually go?

To conduct this part of the analysis, we examined environmental aid
projects in four sectors: water, biodiversity, land degradation, and climate
change. These projects include two different sectors categorized as green envi-
ronmental issues (biodiversity and climate change) and brown environmental
issues (land degradation and water). We attempt in this section to understand
who the big funders and recipients are in each sector, the types of projects that
received funding, and what changes occurred with respect to funding levels.

Assistance for biodiversity protection and climate change, we argue, should
be more attractive to voters in wealthy donor countries because of its prop-
erties as a global and regional public good. However, this type of assistance
generally offers few direct and ‘targetable’ benefits to politicians or their con-
stituents in recipient countries. Water and sanitation projects, on the other
hand, tend to be favored by developing country governments because of their
localized health benefits and the fact that large infrastructure projects can
provide opportunities to steer profitable contracts to loyal companies (that
can reciprocate with campaign contributions) and employ large numbers of
relatively unskilled and poor workers. Water and sanitation projects can also
lead to lucrative contracts for Western construction, equipment, and consult-
ing firms, creating a political constituency for such support within donor
countries. As such, we expect there to be significant funding for water and
sanitation projects. Funding to control land degradation represents a more
ambiguous case. On one hand, politicians in developing countries may use
such aid to dole out political patronage, especially to rural regions that have
proven their loyalty to the national leadership. In Brazil, for example, rural
laborers and farmers are reported to have historically traded their political
support for small material pay-offs from politicians often linked to wealthy
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landowners, who receive government subsidies. On the other hand, projects
designed to control local land degradation in developing countries offer few
direct benefits to voters in wealthy countries, and may garner less support
from voters and interest groups in Western donor countries.

The following two figures show these four environmental sub-sectors and
how they have changed between 1980 and 1999 (Figures 2.6 and 2.7). As
expected, funding for water and sanitation outstrips funding for the other
environmental sub-sectors. Biodiversity and climate change projects are more
numerous than projects that target land degradation. In the remainder of
this chapter, we explore these four sectors in detail to illustrate the divergent
preferences and strategies of the different actors in the aid allocation process.
We first compare the two local environmental brown issues, water and land
degradation, and then move on to the green issues. In each section, we briefly
compare how the need for aid in these sectors was expressed in the Agenda
21 document at Rio in 1992. We then move on to compare how much aid
they have actually received, for what types of projects, in what countries,
and from which donors. Each of these sections concludes with preliminary
theory-building on why some issues receive funding or not, placing them
into the framework of donor and recipient interests that we began to develop
in the first chapter. These case studies provide a glimpse into the world of
environmental aid, complementing the qualitative and quantitative evidence
to come, and the econometric models in subsequent chapters.

Brown Funded and Brown Forgotten: Water and Land
Degradation Projects

In order to describe the most significant trends in environmental aid, the
data suggest that we start with water projects. There are many reasons for
international assistance to focus on water and sewage provision to developing
countries, but key questions arise about where the money flows and why.
The basic facts are startling: every year, 1.7 million people die unnecessarily
from unsafe water and sanitation, and the vast majority of these deaths are
children.!® Untreated sewage, illegal dumping of trash, soil contamination

13 Limited access to these basic public services undermines economic growth and poverty
reduction by increasing illness and death, reducing labor productivity, shrinking the size
of the working-age population, delaying the demographic transition, and increasing the
cost of health care for low-income families (United Nations Development Program (2006);
Markandya (2005); Cole and Neumayer (2006); Fay et al. (2005); Esrey et al. (1991); Cutler
and Miller (2005); and Gundry et al. (2004)). Low levels of access to water and sanitation also
influence levels of educational attainment, gender equality, and environmental sustainability.
In areas with inadequate water supplies, children—particularly girls—are often denied an
education because they must spend a significant amount of time fetching water for their
household. Many others are deterred by the lack of separate and decent sanitation facilities in
schools. UNDP estimates that 443 million school days are lost every year due to water-related
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Figure 2.6. Count of aid projects by type of environmental aid, 1980-1999
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from industrial facilities, and unchecked urban growth stress freshwater
resources.'* Many of these issues can be addressed at a reasonably low cost,
through information and hygiene campaigns, spigots, chlorination, filtration,
and solar disinfection technologies.!> Cutler and Miller estimate that the
benefit-to-cost ratio of investing in clean water technologies may be as high
as 23:1.16

Land degradation is also reaching dangerous levels throughout the devel-
oping world: almost three-quarters of Africa’s farmland suffers from severe
nutrient depletion.!” Central America and the north-east of Brazil are severely
degraded; China has an annual soil erosion rate of five billion tonnes a
year, and losses due to desertification are affecting more than a quarter
of the country.’® At the time of the Rio Earth Summit in 1992, it was
estimated that desertification affected nearly 70 per cent of all fragile dry
lands, approximately one-sixth of the world’s population, and one-quarter
of the world’s total land area.'” Land degradation has led to sharp declines in
agricultural productivity, more frequent flooding and drought, malnutrition
and food insecurity, mass migration and armed conflict, as well as ecosystem
breakdowns.?° Yet there are cost-effective interventions for improving soil

illnesses. Women also forgo significant opportunities for income generation, education,
and leisure due to water collection responsibilities Cosgrove and Rijsberman (1998); UNDP
(20006).

4 In 2006, 1.4 billion people resided in river basins where water consumption has out-
stripped recharge rates UNDP (2006).

15 Curtis and Caimcross (2003); Varley et al. (1998); Caimcross (2003); Han and Hlaing
(1989); Huttly et al. (1997); Wilson et al. (1991); Hoque et al. (1995); Shahid et al. (1996);
Checkley et al. (2004); Clasen et al. (2004); Reiff et al. (1996); Center for Global Development
(2006); Esrey (1996); and Jalan and Ravallion (2003). Donors and host country governments
can also improve water service delivery by introducing greater competition into the water
sector, stepping up efforts to meter water supply connections, improving the integrity of
regulatory systems, and adjusting water subsidy policies to reduce the upfront cost of getting
connected to a water network. See World Bank (2003); World Bank (2004b). In Argentina,
private competition led to a significant decline in child mortality from infectious and parasitic
diseases, and had a disproportionately beneficial impact on the poorest regions because those
without a connection to the water network gained the most from network expansions. See
Galiani et al. (2005).

16 Cutler and Miller (2005). 17 Dugger (2006).

18 Datong n.d.; People’s Daily (2001).

19 Desertification is defined there as ‘land degradation in arid, semi-arid, and dry sub-
humid areas resulting from various factors, including climatic variations and human activ-
ities.” FAO (1993).

20 Sanchez et al. (2005); Levy et al. (2005); André and Platteu (1998); Niemeijer and Mazzu-
cato (2002); Urdal (2006); Meier and Bond (2006). Sub-Saharan Africa loses 3% of its agricul-
tural GDP every year to land degradation. It also costs the Indian economy $2.4 billion, or 1%
of GDP every year UNEP GEO (2003). In China, where environmental degradation accounts
for losses of 3-15% of GDP a year, land degradation has been identified as the single most
costly environmental problem Varley (2005). Research also suggests that land degradation is
particularly threatening to poor people and vulnerable groups. The rural poor depend heavily
on the land for water, food, fiber, and firewood, but often lack the knowledge, tenure security,
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health and combating land degradation including erosion control, sediment
recapture, fertilizers, green manure, fertilizer trees, crop residues, and water
conservation.?!

At the Rio Earth Summit in 1992, the international community esti-
mated that approximately $6.1 billion a year of water and sanitation assis-
tance would be needed to satisfy global needs.?> More recently, UNDP
has argued that ‘[aJchieving the Millennium Development Goal target of
halving the proportion of people without access to water and sanita-
tion would cost about $10 billion annually for low-cost, sustainable tech-
nology,” and ‘[u]niversal access would raise this figure to $20-$30 bil-
lion, depending on technology.’?® To address the problem of land degra-
dation, Agenda 21 estimated that about $18.2 billion would be needed
every year from the international community on grant or concessionary

and financial resources needed to make long-term investments in its productivity Vedeld
et al. (2004).

21 Sanchez et al. (2005: 107). Agro-forestry fertilizer trees can increase maize yields,
reduce the spread of weeds, recycle soil nutrients, and increase the water-holding capacity
of the soil. In addition, farmers can sell surplus wood to generate extra income, as well
as reduce the burden on surrounding natural forest areas Sanchez et al. (2005: 204-5).
Donors have achieved some significant successes in this sector. The Red Soils Project used
China’s many small eroded or barren areas to integrate livestock crops, land conservation,
and water conservation practices into a sustainable framework. The Loess Plateau Project,
in a similar fashion, has reduced soil erosion and improved local watershed management.
According to the World Bank’s Operations Evaluation Department, the Loess Plateau Project
in China ‘has been one of the most successful erosion control programs in the world,
using indigenous ecological engineering to allow efficient use of watershed resources and
reverse soil deterioration.” Another example of a successful donor-funded intervention is the
Uttar Pradesh Sodic Lands Reclamation Project, which used gypsum to increase productiv-
ity of sodic soils, improve drainage, and introduce improved seed varieties and fertilizers
to increase cropping intensity from 37% to 230%. It also used satellite Remote Sensing
Application technology to determine the best places to farm, resulting in more efficient
agriculture and rising incomes. The project is called an ‘unqualified success’ by one IEG
report, because it ‘has struck at the heart of the environmental dilemma in India: how to
alleviate poverty without further damaging the environment’ Ringskog and Chow (2002:
11-12).

22 The Agenda 21 agreement mentions it twice: in chapter 18, ‘Protecting the Quality and
Supply of Freshwater Resources,” and chapter 21, ‘Environmentally Sound Management of
Solid Wastes and Sewage-Related Issues.” Chapter 18 stresses the importance of adequate
water supplies for economic development and calls for ‘holistic management of freshwater
as a finite and vulnerable resource.” Its overall objective, to satisfy the freshwater needs
of all countries for their sustainable development, was estimated to cost just $115 million
annually. Chapter 21 outlines four waste-management program areas, two of which relate
to water and sanitation: ‘Environmentally Sound Waste Disposal and Treatment,” concerned
with fecal matter treatment and disposal, and ‘Extended Waste Service Coverage,” concerned
with sanitation in poor urban areas. These programs were anticipated to cost the interna-
tional community $6 billion annually, with additional costs being borne by the developing
countries themselves.

23 United Nations Development Program (2006).
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terms.?* Counterpart funds were expected to exceed international commit-
ments.

The previous paragraphs indicate that land degradation and water quality
are very serious environmental problems, but where are the actual funds
flowing? Foreign aid agencies financed 7,660 water and sanitation projects,
amounting to $78 billion, between 1980 and 2000, or about $3.9 billion
a year.2> All other environmental causes received just $51 billion over the
same period. Overall, bilateral donors spent $31.7 billion to finance 6,682
water projects from 1980 to 1999,2° while multilateral donors funded 980
much larger projects totaling $46.2 billion.?” This figure is well below the

24 Chapters 12 through 14 of Agenda 21 discuss the various aspects of land degradation.
Agenda 21 outlines six program areas and justifies the annual cost to remedy each problem.
First, ‘strengthening the knowledge base and developing information and monitoring sys-
tems for regions prone to desertification and drought’ was predicted to cost $175 million
per year. Second, ‘[cJombating land degradation through, inter alia, intensified soil conser-
vation, afforestation and reforestation activities’ was tagged at $3 billion per year. Third,
‘[d]eveloping and strengthening integrated development programmes for the eradication of
poverty and promotion of alternative livelihood systems in areas prone to desertification’
was tied to global goals of combating poverty and promoting sustainable agriculture. These
were estimated by the Secretarial at $15 billion a year and $450 million a year in foreign aid
needed, respectively. Fourth, ‘[d]eveloping comprehensive anti-desertification programmes
and integrating them into national development plans and national environmental plan-
ning’ was priced at $90 million annually. Fifth, ‘[d]eveloping comprehensive drought pre-
paredness and drought-relief schemes, including self-help arrangements, for drought-prone
areas and designing programmes to cope with environmental refugees’ was expected to cost
$1.2 billion. Finally, ‘encouraging and promoting popular participation and environmental
education, focusing on desertification control and management of the effects of drought’
was listed at $500 million. The estimated cost of enacting the Agenda’s program to combat
desertification and drought as outlined in chapter 12 is approximately $5 billion a year.
In addition, chapter 13 carries a price tag of about $1.95 billion for Sustainable Mountain
Development. Although its program overlaps somewhat with that of chapter 21, the program
for Sustainable Agriculture and Rural Development under chapter 14 would cost an additional
$5.075 billion per year. Adding chapter 11, Combating Deforestation, with a price tag of
approximately $6.2 billion, brings Agenda 21 projections to a total cost of about $18.2 billion
per year for land degradation. United Nations Conference on Environment and Development
(1992).

25 The annual number of water projects rose overall from 123 in 1980 to 935 in 1990. After
a slow but steady increase throughout the 1980s, the annual number of projects skyrocketed
in 1992 to over 400, and continued to increase rapidly throughout the 1990s. Annual funding
increased overall from $2.4 billion in 1980 to $4.2 billion in 1999, but unlike the number of
projects, the increases were not consistent from year to year.

26 Ppatterns of aid from bilateral donors were somewhat different from the patterns seen in
multilateral donors. The number of projects funded annually by bilateral donors increased
steadily from ninety-one in 1980 to 881 in 1999, with an especially large spike after the Rio
Summit. The annual level of bilateral aid increased 200% over the period, climbing from $600
million in 1980 to $1.8 billion in 1999. Annual bilateral aid peaked in 1996 at just over $3
billion.

27 The number of water projects funded by multilateral agencies increased much more
modestly, but they were larger on average in terms of money spent. Over the two decades,
multilateral projects increased from thirty-two in 1980 to fifty-four in 1999, and annual aid
increased from $1.8 billion in 1980 to $2.3 billion in 1999. In the 1980s, multilateral donors’
giving patterns showed far more variability than bilaterals’, but in the 1990s, both displayed
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$6.1 billion level of annual funding called for in Agenda 21 or the UNDP’s
$10-30 billion. However, in the years following the publication of Agenda 21
(1993-9), the average annual amount of water aid rose to $5.6 billion—only
$500 million short of the original estimated amount needed.?

By contrast, funds to combat the destruction of soil resources are only
trickling in from the aid community. There were only 1,537 land degrada-
tion assistance projects between 1980 and 1999, with an allocated total of
approximately $4.6 billion over the entire period. This is a small fraction of
the annual funding needs identified in Agenda 21: about 2 per cent of the
annual Rio goals. Of all environmental aid given in the twenty-year period
covered here, aid to address land degradation represents only 3.23 per cent.?’
Despite continued warnings about land degradation, it appears to be a very
low priority for donor countries.

A closer look at who is funding what in these two program areas is instruc-
tive. The World Bank is by far the largest water donor, having lent approx-
imately $25 billion over the twenty-year period. Japan gave $11.7 billion to
fund 504 projects over the two decades, one of which cost almost $1 billion
and was the largest project in either decade by a wide margin. By comparison,
Germany and the United States—the next two largest bilateral donors—gave
$5.2 billion and $3.5 billion, respectively. The top multilateral donors for both
decades were the IBRD, IADB, and IDA, with $18.9 billion, $10.2 billion, and
$5.5 billion, respectively.

The average cost of a bilateral water project was $4.7 million, while the
average cost of a multilateral water project was ten times that—$47.1 mil-
lion. Bilateral and multilateral agencies also finance different kinds of water
projects, with multilaterals (especially the development banks, see Chapters
7 and 8) funding large infrastructure projects (many with loans) and bilateral
agencies funding smaller local projects (many with grants). The late 1990s saw
a surge in the number of water projects at the same time as a decrease in total
water aid, suggesting that in recent years, these types of smaller, grant-funded
projects have become more prevalent. Bilateral and multilateral donors also
support different countries. The top three recipients of bilateral water aid were

much the same pattern, with a rise in the mid-1990s followed by a decline in the late 1990s
back to pre-Rio levels.

28 Funding spiked in the mid-1990s following Rio when the $6 billion goal was met for
five consecutive years, but after the high of $6.5 billion in 1996, water aid levels dropped
precipitously back down to pre-Rio levels, despite the continued increase in the number of
projects.

2% Signs of progress in closing this funding gap are few. The United Nations Conference
on Desertification (UNCOD) adopted an action plan in 1977 to combat desertification in the
1980s. However, the PLAID data show that in the 1980s only about $1.1 billion (about $100
million a year) was appropriated to land degradation as a whole, amounting to only 2.85% of
total environmental aid. In 1991, UNEP concluded that ‘the problem of land degradation in
arid, semi-arid and dry sub-humid areas had intensified, although there were “local examples
of successes.”’
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Egypt, India, and China, while the top three recipients of multilateral water
aid were Brazil, Mexico, and China. Overall, Brazil was the top recipient of
water aid, with $6 billion over twenty years, virtually all of which came from
multilateral donors. China barely reached the top ten for water aid recipients
in the 1980s, but shot to the top of the list in the 1990s, and unlike Brazil, a
significant portion of this aid came from bilateral donors.*°

Land degradation aid hovered near or below $100 million a year until 1987,
when two large projects boosted the traditional annual totals. That year, the
IADB Fund for Special Operations provided $75 million for a reforestation
project in Ecuador and the ADB gave $49 million for a reforestation project in
Cote d'Ivoire. In 1990, a $350 million afforestation project funded by the
World Bank’s IDA—over four times larger than any previous project—was
given to China. The years following the Rio Earth Summit in 1992 suggest
that the issue of land degradation was overshadowed by other concerns. Land
degradation aid fell in 1993 to around $260 million and followed a roller-
coaster ride of highs and lows over the next six years, with aid dipping to $178
million in 1996 and peaking in 1997 at $575 million. Looking back at twenty
years of project-level data, the shifting size and types of land degradation aid
projects reveal much about donors’ intended goals. While there are a handful
of large land degradation projects, notably to China and India in the early
1990s, most aid given to countries comes in quite small packages averaging
$2.4 million in the 1980s and $4.1 million in the 1990s. For example, a
1996 project from Canada to Haiti for $3.9 million sought to promote ‘soil
degradation control.” A project from Denmark to Zimbabwe for $2.3 million
was designed to increase ‘productivity in community land in five districts in
eastern Zimbabwe through sustainable use of forests and trees.” These projects
suggest narrowly targeted interventions with limited funds.

Although land degradation assistance makes up only a small portion of
environmental aid, there are a handful of donors who have made the issue
a priority. The largest bilateral donors in the 1980s were the United States,
Sweden, and the Netherlands. In the 1990s, Japan, Germany, and the United
Kingdom were the leading donors. Japan is a particularly interesting case, as it
donated only 2.4 per cent of total land degradation aid in the 1980s, but was
the largest land degradation aid donor by the end of the 1990s, with 27.2 per
cent total land degradation funding. As we document in Chapter 5, China’s
dust storms seriously affect Japanese air quality, and these storms are the direct
result of land degradation.

The pattern of multilateral aid for land degradation is one of very incon-
sistent attention,®' and while multilaterals make up 41 per cent of total land

30 Mexico saw a similarly large increase from the 1980s to the 1990s, from $810 million to
$3.6 billion, funded almost entirely by multilateral donors.

31 The ASDB gave in 1986, 1988, and 1989 while the IDA only gave in 1980, 1983, 1987,
and 1989. The AFDB donated in 1980, 1985, and 1987, while the IADB only gave in 1981. In
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degradation aid, they usually did so in large, one-time projects, unlike bilateral
donors who gave in smaller projects over a number of years.??> Over the
1980s and 1990s, the greatest recipients of land degradation aid were China
(15.5 per cent of all land degradation aid), India (11.6 per cent), and the
Philippines (9.2 per cent).3

Shifting Brown Aid Priorities

The observed pattern of water aid allocation raises an important question:
If donors have effectively filled the ‘financing gap’ for most of the 1990s,
and resource mobilization is a key constraint to success, why have we not
witnessed more significant improvements in the provision of water and sani-
tation services worldwide?3 Research suggests that donors have achieved lim-
ited success in the water and sanitation sector largely because of poor pricing
policies, corruption, political targeting of public expenditure, insufficient buy-
in from local communities, weak citizen—state accountability mechanisms,
and low levels of capacity within recipient countries.?> According to the World
Bank’s own measures of project success, ‘the [water and sanitation] sector
continues to rank last or next to last relative to other sectors.’3°

the 1990s, the ASDB donated in 1992, 1996, 1999, at which time the IDA only gave in 1990,
1991, and 1999, and the AFDF only put money toward land preservation causes in 1992 and
1994. There is no quantitative pattern to the aid being given by these organizations in these
years. In fact, no more than twenty projects were given by any of these donors in order for
them to appear in the top three donors in their respective decades. The only multilateral
organization that gives with any regularity to make an appearance in the top donors list is
the GEF, which donated twenty projects in seven of the ten years between 1990 and 1999.

32 While bilateral aid has accounted for nearly 60% of total land degradation aid 1980-99,
multilateral donors have also made substantial contributions. The largest multilateral donors
in the 1980s include the ASDB (21.04% of multilateral land degradation aid), the IDA
(10.25%), and the AFDB (6.87%), while in the 1990s the largest donors include the ASDB
(17.68%), the IDA (11.69%), and the GEF (3.09%).

33 In the 1980s, Pakistan (21.6%), Ecuador (6.9%), and China (6.0%) attracted the largest
percentage of land degradation aid, while China (18.70%), India (14.73%), and the Philip-
pines (7.07%) weighed in for top percentages in the 1990s. In the case of China, the largest
projection was a major $350-million afforestation loan from the World Bank’s IDA. In the case
of India, three Japanese projects were financed through the Overseas Economic Cooperation
Fund (OECEF), one in 1991 for $140 million for land use management work and two others in
1997 for afforestation projects totaling around $140 million and $120 million, respectively.
The Philippines received $130 million in aid for land reclamation in Cebu through a series of
large donations from the OECE. Pakistan shot up the recipients list thanks to a reclamation
project in 1989 for $145 million from the ASDB. The IADB Fund for Special Operations gave
Ecuador a $76-million reforestation project in 1987, pushing the country to the top three
recipients during the 1980s.

34 United Nations Development program (2006).

35 Davis (2003); Whittington (2003); United Nations Millennium Project, Task Force on
Water and Sanitation (2005); World Bank (2003); Isham et al. (1995); Isham and Kihkénen
(2002, 2003).

36 World Bank (2003: 11).
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Unlike broad-based public services like public education and health care,
water and sanitation infrastructure is a more ‘targetable’ good.” That is,
water and sewerage projects are highly visible, location-specific, and of imme-
diate benefit to specific communities.*® They also provide opportunities to
target jobs and steer large contracts to loyal companies that offer campaign
contributions.? Brazil’s Social Action in Sanitation Program, funded by the
IADB in the 1990s, is typical in this regard: ‘[The project] was conceived and
structured to generate double benefits...At the same time that it enabled
temporary solutions for critical unemployment problems, it increased the
coverage of sanitation services.’*? In 1997, the IBRD financed a massive project
in Wanjiazhai, China, in the northern Shanxi province that is home to three
of China’s fastest growing industrial areas. The project included not only the
physical structures needed to transfer and purify water from the Yellow River,
but also institutional reform in the agencies that manage water and resources
to halt industrial pollution and overuse of the local water supply. The project’s
total cost was $1.5 billion, $400 million of which was financed by the IBRD
loan. In addition to its primary purpose of alleviating water shortages, it was
also intended to be a source of jobs, much like the Brazilian project.

These project characteristics have important implications for the effective-
ness of donor assistance, because targeting of expenditures along political
lines can significantly reduce the overall productivity of such spending.*!
Another key constraint is that many households in developing countries have
un-metered private connections to water networks, and are charged a flat
rate, regardless of how much water they consume. This provides no incentive
for water conservation and leads to wasteful consumption of clean water.
Inefficient and inequitable water subsidy schemes have also undermined the
efforts of many donor agencies and host country governments. *?

37 Keefer and Khemani (2005); Robinson (2005); Ferejohn (1974); Bates (1981).

38 When deciding which provinces, clans, or villages will receive the benefit of the aid,
politicians often choose to reward loyalty to the governing party. According to Keefer and
Khemani (2005: 13, emphasis added), ‘[clompetitive elections were a regular feature of the
political landscape of Pakistan during the 1990s, but credible promises by political parties
or political leaders to voters were supported largely by clientelist relationships and related
to targeted transfers rather than broad public services. There is little evidence of political
competition on the basis of broad policy promises, nor of distinctions among the major
parties by their stances on broad policy issues. In this kind of environment, the provision
of broad-based public goods would be expected to be low and the provision of targeted
goods to be emphasized. Indeed, compared with countries with similar incomes per capita
and demographic characteristics (age and proportion rural), primary school enrollment in
Pakistan in 2000 was twenty percentage points less than would be expected. Access to potable
water, however, was twenty-five percentage points higher than expected. Investments in potable water,
particularly in rural areas where they consist largely of well-drilling, are particularly easy to target
and their benefits are immediately accessible and observable.” Also see World Bank (2002b); Keefer
et al. (2006); Moser (2005); Khemani (2004).

39 Wade (1991). 40 United Nations (1997).

41 Robinson and Torvik (2005); Keefer and Knack (2007).

42 Gémez-Lobo and Contreras (2003).
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Donors themselves may also be responsible for failed water and sanitation
projects if they are unwilling or unable to withhold, suspend, or terminate
assistance. Pressure to continue disbursements and complete projects can
come from very different quarters. Bilateral and multilateral agencies may face
political pressure from their domestic principals to reward geo-strategic allies
and trading partners, regardless of their commitment to sound development
policies. Contractors interested in ensuring the steady flow of aid may lobby
donors for continued disbursements.** Donors may want to avoid the public
embarrassment of being responsible for a ‘white elephant’ project that could
undermine their domestic support. There are also internal incentive structures
within donor agencies that promote rapid and continued disbursements. **

Why then does water and sanitation aid remain so popular among donors
compared to land degradation? One possibility is that the ‘poverty aversion’
of donors leaves them in a “Samaritan’s Dilemma”. That is, for donors who
are truly altruistic and motivated by reducing poverty and expanding access to
environmental services, it may be difficult to credibly threaten aid withdrawal
when recipients fail to meet agreed-upon performance targets, backtrack on
previous commitments, or adopt unhelpful policies that undermine a project’s
viability. Water and sanitation assistance may also be popular because, for
practical and political reasons, there is a high level of demand for these sorts
of projects among developing countries.*> The urban poor are more able to
organize and put pressure on politicians than rural poor and they represent
very easily mobilized blocks of voters. Since land degradation projects tend to
get implemented in rural areas, it is possible that there is less political demand
for such projects. Large sewerage projects in cities do not suffer from similar

43 Kanbur (2000).

44 TFasterly (2001: 116). Many donors are also guilty of adopting ‘top-down’ approaches
to project design that fail to elicit buy-in from local communities and account for local
knowledge and culture. In the area of rural water supply, Pritchett and Woolcock (2004:
198) identify three ‘systemic failures.” ‘First, decisions about the location and design of the
project were made on a “technocratic” and “expert” basis almost exclusively; there was
little effort to incorporate local knowledge. This led to insufficient knowledge about local
conditions being taken into account, leading to avoidable technological mistakes. This was
systemic in that improvement was not simply a matter of identifying better expert decisions;
failure was inherent in the design of projects that did not allow for or encourage beneficiary
engagement. Second, the assumption that there was a need produced a complete lack of
attention to what people actually wanted from improved water supplies—-i.e., to the demand
for improved water services. This meant that the systems often did not meet the demands of
the users, and hence there was little local commitment to the projects by the beneficiaries.
This low commitment led to low and improper maintenance, and chronic underfunding
and underprovision of recurrent inputs. Third, providers could abuse their discretion. The
difficulty of observing in detail the quality of the services rendered from either the benefi-
ciaries themselves (who were kept in the dark about costs) or from managers above (who did
not know about beneficiary satisfaction) meant that projects often had considerable “slack.”
These monies were often siphoned off in various ways to bureaucrats and politicians. There
were few pressures for cost-efficiency and actual delivery of services.’

45 Keefer and Khemani (2005); Moser (2005); Nielson and Tierney (2001).
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problems. It is also important to note that water and sanitation aid, unlike
some other types of environmental assistance, may provide lucrative contracts
for Western firms, creating a political constituency in donor countries for
continued assistance.

The strong support that water and sanitation aid enjoys stands in sharp
contrast to the response that land degradation has elicited from the interna-
tional community. Experts argue that low levels of land degradation funding
are linked to the broader North-South divide on desertification. Since the
Rio Earth Summit, industrialized countries have refused to accept developing
countries’ claim that desertification is a global issue, so rather than agreeing to
new and additional funding for land degradation, developed countries agreed
to create a Global Mechanism (GM) that would help coordinate existing land
degradation aid flows from bilateral and multilateral agencies.*® According
to Najam (2004: 150), ‘the desertification case represents an important role
reversal. Unlike most other global environmental negotiations where the
North is the one pushing for a treaty and the South is resisting on the grounds
that there are other more pressing global concerns that should be addressed
first, this was a case where it was the South calling for a treaty and the North
resisting for exactly the same reasons.” Our findings suggest that in these cases
funding will be allocated at a far lower level than needed.

Green, Global, and on the Rise: Biodiversity and Climate Aid

Isolated and modest efforts to create national parks and preserves in the
developing world existed prior to the 1980s, but the term ‘biodiversity’ was
invented by biologists in 1985 to implant the protection of species in their
ecosystems in the minds of policy-makers and the general public.*” In 1992,
Agenda 21 stated that while the campaign for biodiversity protection was
growing, it was falling short of levels that would ensure a sustainable global
commons: ‘Despite mounting efforts over the past twenty years, the loss
of the world’s biological diversity, mainly from habitat destruction, over-
harvesting, pollution, and the inappropriate introduction of foreign plants
and animals has continued...Urgent and decisive action is needed to con-
serve and maintain genes, species, and ecosystems.’*® Our findings suggest
that soon thereafter the political project for biodiversity preservation bore
more fruit. A decade after the term was coined, the tiny number of projects in
the 1980s with terms in their titles such as ‘Protection,” ‘Parks,” and ‘Reserves’
were replaced by hundreds in the 1990s with the new buzzword, ‘biodiversity

46 Najam (2004); Porter et al. (2000: 134).

47 Biologist E. O. Wilson is credited with first publishing a book with the word ‘biodiver-
sity,” a term he credits W. G. Rosen with inventing. The term was invented and disseminated
specifically to create more political will to protect species.

48 Chapter 15, UN Conference on Environment and Development (1992).
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preservation.’ The issue was successfully reframed as a global public good and
bigger sources of foreign assistance began to materialize.

A series of abnormally hot years and scientific observations in the late
1980s also suggested that human activity was driving changes in the global
climate.*® As described in the first chapter, this issue is close to a para-
digmatic case of global public good under-provision, where all people on
earth contribute to the problem and all suffer the consequences of collective
inaction. In the twenty years that climate change has been seriously debated,
deep tensions have emerged between developed and developing countries.
Scientists have warned of rising sea levels threatening low-lying countries and
small islands, spreading deserts that will jeopardize the survival of millions
farming marginally arid lands without irrigation, and devastating heat waves,
hurricanes, floods, and droughts that could potentially set some developing
countries back decades in their effort to build strong economies.>°

Developing countries are both particularly susceptible victims of climate
change and great potential contributors to controlling greenhouse gas emis-
sions.®! Lacking flood protection and secure food and water systems, poor
countries are the most vulnerable to climate disasters. They need assistance to
build expensive floodwalls and emergency response systems to protect their
populations from such disasters. At the same time, the booming economies
of China and India are rapidly increasing their energy consumption, and
will soon become the world’s largest sources of carbon emissions. Mitigation
comprises all human activities aimed at reducing the emissions or enhancing
the sinks of greenhouse gases such as carbon dioxide, methane, and nitrous
oxide. Some aid projects seek to prevent new carbon emissions, while others
focus on improving the efficiency of existing energy sources. Donor countries
have an incentive to seek carbon reduction opportunities in developing coun-
tries where doing so is cheaper than in industrialized countries. By contrast,
aid for adaptation to climate change tends to have local rather than global
benefits. Adaptation projects generally help developing countries prepare for
and cope with the detrimental effects of climate change, including coastal
erosion, desertification, and severe weather.

The prescriptions to solve these two environmental crises could not be
more different. Compared to other programs, the estimated cost in Agenda
21 of global biodiversity conservation seems low: roughly $1.75 billion
annually from the international community. Aid for biodiversity protection
usually involves creating and maintaining protected areas, such as national
parks and wildlife preserves, drafting legislation, and developing national
plans for conserving species diversity. By contrast, building high-technology

9 [pCC (2001, 2007); Houghton (1999).
50 IPCC (2001, 2007); Roberts and Parks (2007a).
Sl See for example Roberts and Parks (2007a).
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power stations and improving the efficiency of industry and transportation
infrastructure was expected to cost more than ten times as much. Measures
to reduce carbon emissions (and other emissions) by encouraging efficiency
and environmentally friendly alternatives to conventional development were
estimated in Agenda 21 to require $20 billion annually (in 1993 dollars) in
foreign assistance.

Our analysis of the 1,267 biodiversity projects during the 1980s and 1990s
revealed that only $2.35 billion in aid was allocated for biodiversity over the
whole period between 1980 and 1999, or about one-fifteenth of the Agenda
21 annual estimate of need ($120 million a year on average).%? However, only
$47 million was given between 1980 and 1989 (2 per cent). The remaining
98 per cent was transferred between 1990 and 1999. Annual project counts
and total funding rates increased from just one project and $339,224 in 1980
to 292 projects with funding of $311,650,735 in 1999. In the 1990s, bilateral
donors spent $825 million on 874 biodiversity projects, while multilaterals
donated almost $1.5 billion for 374 projects.>® The largest bilateral donor
of biodiversity aid over the period was the United States, which donated
$200 million, or 9 per cent of all biodiversity aid (with a sharp upward
trend in the late 1990s, reaching $67 million in 1999 alone). Unsurprisingly,
Brazil and Kenya received the most biodiversity aid over the period—most
likely because they possess high-profile ecosystems in the Amazon and game-
rich savannas. Other countries topping the list of hotspots per country and
ranking relatively high in aid dollars received included Mexico, Indonesia,
India, Costa Rica, Mozambique, and South Africa. These target areas for the
biodiversity protection also support some of the largest branches of the eco-
tourism industry. These descriptive patterns are consistent with a recent GEF
evaluation which shows a strong bias towards ‘mega-diverse’ countries.>*

Funding for climate aid projects was on a totally different scale, jumping
from $2.33 billion total in the 1980s to $8.4 billion in the 1990s.5% Even before

52 In order to isolate biodiversity projects in the database, terms were chosen to use
in keyword searches of the datasets. These included: Biodiversity, Bio-diversity, Biodiversi-
dad, Biodiversité, Protection, Conservation, Reserves, Nature Reserves, Parks, Nature Parks,
Shorebirds, Fauna, Flora, and Wildlife. As described above, after keyword searches proved
incomplete, we went line by line through each of the 70,000 environmental projects to
uncover the 1,267 biodiversity projects.

53 The largest donor of biodiversity aid is by far the GEF. Providing 33% of total biodi-
versity aid and 43% of total multilateral biodiversity aid, the GEF is the largest influence
on biodiversity aid trends. The reason for the GEF’s high level of involvement in biodiversity
stems from its responsibility to the Convention on Biological Diversity and resulting charters.
‘Biodiversity conservation constitutes one of the GEF’s greatest priorities. .. As the financial
mechanism for the Convention on Biological Diversity (CBD), the GEF helps countries fulfill
their obligations under the CBD.” Donations by other multilateral sources are insignificant in
comparison to the GEF and top bilateral donors. UNDP (2007).

54 Global Environment Facility (2005).

55 Almost all types of climate aid show a large jump from one decade to the next. Only
one type of project breaks the trend, geothermal power. Donors gave $1.04 billion in the
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the threat of climate change weighed on the minds of policy-makers, donors
funded energy efficiency, renewable power generation, forest fire control, and
other similar types of projects that are now classified as climate aid. A total
of $676 million was given for energy efficiency in the 1980s. In comparison,
donors gave $4.54 billion for energy efficiency during the 1990s. Donors also
increased their funding for renewable energy from $1.57 billion in the 1980s
to $2.95 billion in the 1990s. By dollar value, the largest multilateral donors of
climate aid during the 1990s were the Asian Development Bank ($2.3 billion),
the International Bank for Reconstruction and Development ($1.4 billion),
and the Global Environment Facility ($1.1 billion). The three largest bilateral
donors for the decade were Japan ($1.08 billion), the United States ($897
million), and Germany ($342 million). The GEF’s $1.1 billion in climate aid
was spread across 248 climate change projects through 1999. One hundred
and nine projects were ‘enabling activities’ that funded recipient efforts to
comply with their UNFCCC commitments by developing carbon inventories
and making plans for addressing climate change, totaling only $44 million. In
contrast to these relatively small projects, energy sector loans can be massive,
with values in the hundreds of millions of dollars.>°

Recipient governments play an important role in determining which cli-
mate projects are carried out. A striking example is one of the largest climate
aid projects in the PLAID database, a 1994 IBRD loan for $251 million towards

1980s and only $1.16 billion in the 1990s—a relatively moderate 11.5% increase. As well as
attempting to mitigate climate change, donors began in the very late 1990s to fund projects
for adaptation to its consequences. For the 1990s, the PLAID database only shows five projects
whose descriptions indicate a primary focus on adaptation. One such project funded by the
GEF was Caribbean-wide: a $7.4 million project for monitoring sea levels, assessing vulnera-
bilities, and planning for future policy implications of climate change. Global Environment
Facility (2002). Other projects have descriptions that mention making plans for adaptation
but not a primary focus on it. Some aid geared towards adaptation may very well not be
intentionally designed to address climate change impacts. Projects in response to natural
disasters, coastal erosion, and desertification may effectively be adaptation aid without being
classified as such. A USAID document speaks to the classification problem: ‘USAID works to
incorporate climate change adaptation planning into mainstream development assistance
activities. While strengthening the capacity of developing countries and countries with
economies in transition to prepare for and adapt to the impacts of climate variability and
change, the Agency focuses on existing projects in the water, coastal zone management,
and agriculture sectors.” This is increasingly the case with all aid agencies—'mainstreaming
adaptation’ is the new buzzword in the development community. USAID (2005).

6 However, often only a small component of such projects is directly relevant to lowering
carbon emissions or improving energy efficiency. For instance, the IBRD approved the largest
climate change project of the decade. In 1991, the IBRD made a commitment of $388 million
for heat supply restructuring in Poland. PLAID database information on the project does
not specify greenhouse gas control as an objective of the project, but a study on the Polish
energy sector by the World Bank does discuss the program. The study points to district heating
systems, centralized systems that provide heating for large residential and commercial areas,
the focus of the IBRD project, as one of the largest sources for carbon dioxide emissions.
The study also says that greenhouse gas reduction is an overall objective of the World Bank’s
energy program in Poland. United Nations (1994).
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the Leyte Luzon geothermal power plant in the Philippines. The plant alone
would have been more expensive to operate than a coal-fired plant, so the
recipient country had to be convinced that it was a worthwhile investment.
A $30 million supplementary grant from the Global Environment Trust Fund
(GET) financed one-third of the added expense of the facility. According to
the World Bank’s project documents, the GET grant played an important role
in convincing the Philippines government to undertake the geothermal plant.
The Bank estimated that the grant eliminated one metric ton of carbon emis-
sions for every $1.60 of GET funding.®” This case illustrates the contentious
issue of ‘additionality’: that aid should be used to persuade recipients to invest
in projects not likely to be undertaken in the absence of the subsidy. It also
explains why the Philippines was the third largest recipient of climate change
aid in the 1990s following India and China, which received, respectively,
$1.59 and $1.40 billion in climate change aid.

While one can imagine a variety of potential projects that would bring
benefits either to recipients (local needs) or donors (global concerns), many
of the projects being funded by donors (in the area of climate change and
biodiversity preservation) tend to address both global effects sought by donors
and local effects that benefit recipients. Forest fire prevention projects, for
example, create a global benefit by preserving carbon sinks and preventing
carbon emission from smoke, but also provide recipients with a means to pro-
tect the safety of their citizens and economic resources such as timber. They
can also be justified as protecting biodiversity. Energy efficiency projects make
more usable energy available to recipient countries while reducing greenhouse
gas emissions, and renewable energy projects are especially useful in rural
areas where stringing power lines from centralized power stations may not be
economically feasible. Setting up nature preserves is usually far more difficult
than most outsiders realize, since local peoples in or near the protected areas
are often cut off from key resources they need for food, fodder, fuel, fiber,
shelter, and trade. Even in areas with thriving eco-tourism opportunities,
locals seldom gain many benefits from Western-style parks.® The equivalent

57 United Nations Environment Programme (2002). This geothermal plant accounted for
a substantial portion of the $852 million the Philippines received in climate aid during the
1990s. During the 1980s, the Philippines actually received more climate-type aid than any
other country, $532 million. Brazil and Pakistan followed with $532 million and $361 million
respectively. China and India trailed far behind in the 1980s, coming in seventh and sixteenth
on the list of climate aid recipients.

58 F.g. Brechin et al. (2003); Neumann (2002); Roberts and Thanos (2003); Brandon
et al. (1998). At Komodo National Park in Indonesia, locals living within and nearby the park
indicated in a 1996 survey that they felt eco-tourism brought little to no economic benefit to
local economies as the tourism companies were foreign or non-locally owned. Elsewhere in
Indonesia, studies conducted in 1994 and 1995 at the Bunakin National Marine Park, Bogani
Nani Wartabone National Park, and Tangkoko Duasudara Nature Reserve found that ‘the ideal
symbiotic relationship between people enjoying sustainable resource use and protected areas
receiving support by resident environmental activists is not being realized.” Locals resented
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for climate change might be the planting of large agricultural or pasturage
areas with trees for carbon sequestration, or other more industrial projects
that offer few jobs to locals. These are classic cases of global public goods being
net liabilities for local peoples. Although there has been a recent push in the
development community towards ‘participatory’ development, several recent
studies show few social development benefits associated with the carbon trad-
ing mechanisms under Kyoto.° The Holy Grail of environmental assistance is
identifying the ‘win-win’ projects that help locals directly and protect global
public goods. Unfortunately, a significant number of critical projects serve
only one need or the other.

The Direction of Environmental Aid

In terms of meeting the Agenda 21 recommendations, climate funding repre-
sents only 4 per cent of the prescribed allocation, and biodiversity attracted
only 7 per cent of the prescribed allocation. Even worse is land degradation
funding, which appears to have received just 2 per cent of the suggested
amount (Table 2.1). If we want to understand why these environmental
crises have not been solved, Table 2.1 suggests one part of the explanation:
the necessary resources have not been provided.®® At the same time, donors
have generously bankrolled water and sanitation projects, and only modest
improvements occurred during the period in which the funding was pro-
vided.® This suggests that while funding may be a constraint, it is likely not
the most important constraint to improved environmental outcomes. Donors
have also placed a significant (and increasing) amount of financial support
behind the creation and maintenance of ‘protected parks.” Yet, new research
suggests that legally protected land may in fact be less effective at reducing
biodiversity loss than areas that are not legally protected.®® This reinforces
the point that funding is only one of the many ingredients needed to protect
the environment.

what they perceived as economic and political exclusion from the park management. In
addition to poor relationships with locals, Ross and Wall (1999) concluded that ‘natural
ecosystems are not being protected’ in these areas.

59 e.g. Ellis et al. (2007); Boyd et al. (2007); Cole and Roberts n.d.; Young et al. (2001).

60 See Bruner et al. (2004); Struhsaker et al. (2005). 61 UNDP (2006).

62 Using data on 163 forests in 13 countries, Hayes (2006) poses a serious empirical chal-
lenge to the assumption that legally protected areas are the optimal way to manage forests.
She finds that the ability of the users of the forest to make the rules is positively correlated
with vegetation density. An independent review of GEF-funded biodiversity projects also
found that ‘more than half of the completed protected area projects...reported few or no
biodiversity impacts, and other projects reported possibly negative impacts. For example,
in the Kerinci Sablat Integrated Conservation and Development project in Indonesia, the
greatest loss of forest cover during the project occurred in the two districts that received the
largest proportion of Village Conservation Grants’ (GEF 2005: 22).

51



Billions for the Earth?

Table 2.1. 1990s environmental aid by sector: comparison of agenda 21 prescriptions for
needed aid with actual dose delivered, four sectors.

Dose prescribed $b/yr Dose received $b/yr Percentage of dose received
Water 6.1 5.6 92%
Land 18.2 0.35 2%
Climate change 20 0.84 4%
Biodiversity 1.75 0.125 7%
Total 46.05 6.915 15%

These four case studies also reveal some interesting trends in funding for
environmental projects and the tensions between objective environmental
needs, donor interests, and recipient interests. Water aid dwarfs all other
environmental sub-sectors, and remains dominant through the twenty years
analyzed in this study. Climate change aid and biodiversity projects rise
sharply in numbers and amounts in the later 1990s, but funding to assist
poor countries in addressing the crisis of desertification and other types of
land degradation does not. Water projects remain popular among recipients—
perhaps due to the high visibility of the projects for politicians and their
ability to funnel this aid to domestic construction firms that support their
political campaigns. The increased funding for sewage treatment in 1993 was
at least in part attributable to the shock experienced by delegates at the Rio
de Janeiro Earth Summit visiting its bay and spectacular beaches regularly
contaminated with untreated sewage.

These brief sectoral studies provide some initial insights into the world
of aid allocation, but we will provide significantly more detail in the chap-
ters to come. Some analysis of these sectors suggests that biodiversity aid
tends to flow to countries with high numbers of biodiversity hotspots
as defined by groups like Conservation International and World Wildlife
Fund. These groups actively lobby donor countries for increased fund-
ing to these projects. However, large allocations to the water and sanita-
tion sector appear to conform more closely to geopolitical or commercial
interests. Again, land degradation is a major problem, but it garners lit-
tle aid except from some small European donors who, unlike larger bilat-
eral donors, appear less likely to use aid as a geopolitical tool. Biodiversity
and protected parks are attracting more funding over time, but it appears
sporadic and mostly since the term biodiversity gained notoriety in the
mid-1990s.

Climate aid, on the other hand, became prominent late in our study period,
in the early 1990s. In spite of its late start, this type of environmental for-
eign assistance may soon overshadow all other environmental sub-sectors,
with massive funding coming from Clean Development Mechanism (CDM)
projects under the Kyoto Protocol. The CDM allows wealthy countries who
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cannot meet their promised carbon emissions reductions under Kyoto to buy
carbon from developing countries by paying for projects like reforestation,
power plant energy efficiency, and capturing methane from landfills. The
CDM also will place a levy on these purchases, which will go into a fund for
the least developed countries, to assist them with ‘adaptation’ projects that
will help them deal with the consequences of climate instability. Since this is
such a potentially important and complex issue, we return to it in more detail
in the book’s final chapter.

Environmental aid is quite diverse in terms of who benefits from the
projects, who is funding them, and at what level they are funded. We have
seen a substantial rise in funding from both bilateral and multilateral donors
in the 1990s, but we have more work to do in order to understand which
donors are giving this aid, and to whom. We turn to this question next:
which countries are receiving the greatest amounts of environmental aid and
are these allocation patterns consistent with the greatest environmental needs
and opportunities for change? The sectoral studies in this chapter suggest that
more aid may be needed to address some environmental issues effectively—
the current flow of environmental aid makes only a small contribution
towards protecting biodiversity, increasing energy efficiency, and slowing land
erosion. The needs are great, and the funds are limited.
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Who Receives Environmental Aid?
Patterns of Allocation and Case Studies
of Five Major Recipients

Donor governments see the periodic funding replenishments of multilateral
aid agencies as their best opportunity to reform them, and the third replenish-
ment of the Global Environment Facility (GEF) in the summer of 2002 was no
exception. This time, the disagreement was over which countries were to be
favored in receiving environmental aid. In the United States, the Bush admin-
istration pushed for greater selectivity to steer GEF funds away from ‘corrupt
and inefficient governments.” As part of a wider effort to impose strict per-
formance requirements on multilateral aid agencies, the US Treasury offered
the GEF $70 million in additional support—over and above their standard
$107.5 million replenishment contribution—if the GEF could put in place a
‘transparent performance-based allocation system.” US negotiators argued that
the GEF should reward political, economic, and environmental reformers with
larger environmental aid allocations, and punish institutional ‘basket-cases’
and countries slow to implement environmental reforms by withholding
funds. John Taylor, Under Secretary of the Treasury for International Affairs,
said, ‘President Bush wants to ensure that the Global Environmental Facility
has the funding it needs to meet its program priorities and the policies in
place to use those funds effectively . .. and the policy reforms and performance
targets that have been agreed by donors, are vitally important steps forward
in meeting these critical objectives.’!

This ‘performance-based’ allocation plan sparked a heated debate between
donor and recipient governments over the future of environmental aid allo-
cation, and provoked conflict between the leader of the GEF, Mohammed El
Ashry, and the largest contributor to the GEF, the United States.? The very idea

1 US Department of the Treasury, Office of Public Affairs (2002).

2 According to a top GEF official, ‘The U.S. government basically blackmailed the GEF and
the other donor countries by saying, “you do it our way, or else we are pulling our money
out.”” Whether one describes the US policy as blackmail or as a member government of the
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of a performance-based allocation scheme prompted a furious response from
the developing countries of the G-77 and China. The loudest criticism was
that this kind of aid would become a political football and the funds would
not reach the places where they were needed most. The G-77 stressed that the
secret of the GEF’s success was its availability to all developing countries, and
any infringement upon that basic principle would benefit neither recipient
countries nor the organization as a whole. Any limits on recipient countries’
ability to access GEF funds, they argued, would ‘fundamentally [change] the
nature and the objectives of the GEF [and would] not be accepted by the
developing countries.’?

Some Western governments also expressed serious reservations about a
single-minded focus on countries’ environmental policies and institutions
as cues to the credibility of the recipient government’s commitment on
environmental issues. Germany'’s representative to the GEF stated that his
country would not agree to an allocation system based strictly on country
performance. In his words, ‘“To implement a GEF funded project accord-
ing to national indicators would undermine the unique global character
of the GEF. To forsake a project just because the host country is a bad
economic or political performer could affect the whole [of] mankind in
a negative manner.’* A coalition of NGOs staked out a similar position:
‘[The] GEF, based on its mandate, should be primarily focused on global
environmental priorities, rather than country performance for its resource
allocation.”®

Three Western governments—Canada, France, and the United Kingdom—
sided with the United States in favor of an ex ante performance-based alloca-
tion system, but Belgium, Germany, Denmark, and Switzerland argued that
such changes would violate the core principle of ‘equal opportunity to access
GEF resources.” Others supported a different sort of targeting, arguing that GEF
funding would be most effective in countries that have the greatest potential
to deliver global environmental benefits. As the Netherlands representative
put it: “The GEF, based on its mandate, should be primarily focused on global
environmental priorities, rather than country performance for its resource
allocation.”®

This public debate at the GEF offers a rare glimpse into the debates over
environmental aid allocation. It shatters the myth of G-7 homogeneity,
showing instead the variation in donor government beliefs about how their
environmental aid funds should be spent. It also illustrates key differences

GEF using its authority and resources to realize its policy goals is certainly debatable, but the
US did end up getting much of what it wanted to the dismay of GEF staff, most recipients,
and some donors. Personal interview (2005).

3 al-Nasser (2004). 4 Steinke (2004). 5 Global Environment Facility (2004c).

6 Van Voorst tot Voorst (2004).
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between many recipients and donors over rules that will shape subsequent
aid allocations. In the case of the GEF’s third replenishment, the United States
and its allies got much of what they wanted, and the GEF eventually agreed
to implement a performance-based allocation system. This reform could mark
a sea change in the way that donors allocate their resources, a hypothesis we
evaluate later in this book.

In this chapter, we explore the global allocation of environmentally
beneficial, environmentally neutral, and environmentally damaging foreign
assistance. The PLAID database allows us to compile the first systematic
ranking of recipient countries by amount of environmental aid received
during the 1980s and 1990s. We then briefly examine five major recipi-
ent countries in greater detail: China, India, Brazil, Egypt, and Kenya. We
quickly explore each country’s local, regional, and global environmental
significance; domestic environmental policies and institutions; role, pos-
ture, and reputation in international environmental politics; and environ-
mental funding sources and priorities. We also reflect on the relationship
between foreign aid and environmental protection. These case studies pro-
voke broader questions about why some countries receive more environ-
mental aid than others, a question we attempt to answer in the next
chapter.

Who Gets the Most? Allocation Patterns of Environmental Aid

If you asked someone with passing familiarity of environmental issues about
which countries likely receive the most funding from international donors
to address environmental problems, you would probably hear the names of
Brazil, Kenya, Costa Rica, Ecuador, India, and China. The first four countries
might make the list because of their world famous ecological resources and
national parks; the latter two because of their huge populations and urban
environmental problems. An environmentalist concerned about rising water
levels due to climate change might also mention Bangladesh and small island
states in the Pacific, or countries in Sub-Saharan Africa because of their severe
vulnerability to drought and desertification. How well do these speculations
match up with the facts?

Figures 3.1a and 3.1b show the total amount of environmental aid received
by the top ten recipients of the 1980s and 1990s. These totals are also disag-
gregated into aid that was given to address global (green) and local (brown)
environmental issues. Appendix B lists the total environmental aid received
by all 200 nations and groups of countries in the 1980s and 1990s. There are
several unsurprising countries on the leader list, such as Brazil, India, China,
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Who Receives Environmental Aid?

Indonesia, Mexico, and Bangladesh.” However, there are some surprising
entries that received over $1 billion in environmental aid in the1980s: Egypt,
Pakistan, South Korea, Turkey, and Algeria. Without well-known environmen-
tal crises or globally critical biological resources, environmental aid to these
countries would appear to be driven by their geopolitical importance to large
donor states—perhaps in the context of the Cold War or in their efforts to
influence security policy in the Middle East. China, which was not among the
top ten recipients of environmental aid in the 1980s, skyrockets to first place
with over $10 billion in environmental assistance in the 1990s. Major changes
from the 1980s to the 1990s include some significant dry spells: Pakistan,
for example, dropped from fifth to fourteenth in environmental aid; Kenya
dropped from eleventh to twenty-fifth; and Algeria fell from eighth to forty-
second. Among the next tier of recipients in the 1980s, El Salvador drops to
sixty-seventh, Dominican Republic drops sharply to eighty-ninth, Ethiopia
to sixty-first, and Haiti to seventy-first. Moving up significantly into the top
twenty-five are Mexico, Vietnam, Peru, Russia, Bolivia, and Ghana.

In the 1980s, about a fifth of environmental aid received was earmarked
for green environmental issues like biodiversity and climate change (see
Chapter 2), but there was substantial variation, with Turkey, South Korea,
and Algeria receiving only brown aid, and Bangladesh, Kenya, and Indonesia
getting considerable assistance for green issues. In the 1990s, while brown aid
continues to be the largest category, both China and India receive substan-
tially more green aid. In a marked change from the 1980s, all of the top ten
environmental aid recipients of the 1990s attracted at least some funding for
green issues.

Table 3.1Db lists the top ten recipients of environmental aid over the 1990s
and their top five donors.® With few exceptions, multilateral donors (espe-
cially the World Bank, ASDB, and IADB) give the vast majority of environ-
mental assistance to these countries. Over 8.1 billion of China’s $10 billion in
the 1990s is from three donors: the World Bank, ASDB, and Japan. The next
three recipients—India, Brazil, and Mexico—have a similar group of major
funders: the World Bank, Japan, and a regional development bank. Notably,
the World Bank is the largest or second-largest donor for many countries,
and its financial support often represents the vast majority of environmental
aid received by a country. Of Brazil’s $9.3 billion in environmental aid over
the two decades, $4.9 billion came from the World Bank alone. More than
a third of India’s $8.7 billion total came from the World Bank ($3.1 billion).

7 If receipts are calculated on a per capita basis, some of the smaller countries rise to the
top.

8 The last bar in Figure 3.1b for ‘Least Developed Countries’ does not indicate that this
is the cumulative amount to all LDCs. Instead, some donors did not specify the recipient
country and entered ‘LDC’ as the recipient. The total amount of money to all LDCs is certainly
higher than it appears in this chart.
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Indonesia was the fourth largest recipient with $7 billion in environmental
aid receipts, and Mexico totaled $5.4 billion. Two more countries—Egypt and
the Philippines—received more than $5 billion in environmental grants and
loans over the period, and four more captured more than $3 billion: Pakistan,
Turkey, Argentina, and Bangladesh. While it is not surprising to find China,
India, Brazil, Indonesia, and the Philippines at the top of the list of world’s
largest recipients of environmental aid, Egypt, Pakistan, and Turkey are a
bit more peculiar. US interests in the Middle East almost certainly explain
its huge donation to Egypt’s sewage system. A billion-dollar water supply
loan from the Japanese government, which provided lucrative contracts to
Japanese firms, accounts for Turkey’s inclusion in the top ten list.” Argentina
similarly received a number of large water supply and sanitation projects.
Mexico garnered $563 million for air pollution in its capital city, almost half
a dozen water supply and sanitation projects worth over $2 billion overall,
and was promised $406 million for a (failed) ‘Northern Border Environment
Project’ associated with NAFTA compliance.!® The lion’s share of Bangladesh'’s
environmental funding focused on riverbank and flood protection, an area
of desperate human and environmental need predicted to worsen with a
changing global climate.

Three final points can be made. First, in the listing of 1990s projects, the
‘Least Developed Countries’ appear in tenth place, with over $2 billion in
environmental aid allocated to this group of the world’s thirty-five poorest
countries. Unlike many other recipients, over 80 per cent of environmental
funding to this group of mostly African governments is earmarked for green
issues. This pattern of allocation is consistent with our conjecture that recip-
ients with geopolitical leverage are better able to secure more highly valued
types of assistance for brown issues. Second, Appendix B shows that in the
1980s, 143 countries and groups of countries received some environmental
aid, while in the 1990s the number rose by 66 recipients, to 199. Finally, to
return to our naive observer, they were nearly half-right. Some of the largest
and most bio diverse countries in the world are at the top of the list of major
recipients of environmental aid. However, several other countries appear to be
on the list because of the geopolitical support they offer to ‘patron’ states—
most notably, the United States and Japan. In what follows, we seek clear

° The single largest environmental project in the 1990s was Japan’s water supply loan to
the government of Turkey. It included a weir on the Melen river, a 150-kilometre transmission
pipeline, pumping stations, a water treatment plant, and a sea-bed crossing of the Bosporus.
A consortium led by a Japanese company was awarded the large consultancy contract and
another Japanese firm was contracted to build one of the water treatment plants.

10" According to the Operations Evaluation Department of the World Bank, ‘the Northern
Border Environment Project...was a substantial failure. Designed hastily in response to
environmental concerns among NAFTA opponents in the United States, the government
assigned low priority to the project, especially after the 1995 [financial] crisis, and 80 percent
of the loan was cancelled.” World Bank (2001b).
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Table 3.1. Top ten recipients and their top five donors, 1980s (3.1a) and 1990s (3.1b)

Donor Environmental Aid Donor Environmental Aid
(a) 1980s
1. BRAZIL $2,790,000,000 6. PHILLIPPINES $1,480,000,000
World Bank $2,020,000,000 World Bank $472,000,000
IADB $742,000,000 Japan $448,000,000
West Germany $21,000,000 ASDB $414,000,000
Canada $2,980,000 United States $135,000,000
Japan $1,200,000 Denmark $6,230,000
2. EGYPT $2,220,000,000 7.S. KOREA $1,440,000,000
United States $1,760,000,000 ASDB $550,000,000
World Bank $134,000,000 Japan $474,000,000
EU $119,000,000 World Bank $412,000,000
West Germany $52,300,000 OPEC $6,780,000
United Kingdom $46,800,000 Canada $138,000
3. INDIA $2,180,000,000 8. ALGERIA $1,200,000,000
World Bank $1,500,000,000 World Bank $1,100,000,000
The Netherlands $326,000,000 EU $90,200,000
Denmark $97,500,000 1SDB $10,700,000
United States $87,800,000
Sweden $77,100,000
4. INDONESIA $2,160,000,000 9. BANGLADESH $1,170,000,000
World Bank $1,050,000,000 United States $362,000,000
Japan $277,000,000 World Bank $249,000,000
ASDB $261,000,000 ASDB $241,000,000
The Netherlands $186,000,000 Japan $105,000,000
United States $144,000,000 West Germany $79,900,000
5. PAKISTAN $2,030,000,000 10. TURKEY $1,093,945,354
ASDB $1,250,000,000 World Bank $869,172,495
World Bank $257,000,000 W. Germany $210,656,560
Japan $184,000,000 France $7,655,395
United States $132,000,000 Italy $3,619,361
United Kingdom $68,200,000 UK $2,778,871
(b) 1990s
1. CHINA $10,100,000,000 Japan $464,000,000
World Bank $3,710,000,000 Germany $161,000,000
ASDB $2,440,000,000 GEF $139,000,000
Japan $2,070,000,000
Germany $546,000,000 4. MEXICO $5,210,000,000
Montreal Protocol $314,000,000 World Bank $2,090,000,000
IADB $1,650,000,000
2. INDIA $6,590,000,000 Japan $1,170,000,000
World Bank $1,620,000,000 GEF $103,000,000
Japan $1,480,000,000 NADB $101,000,000
ASDB $1,440,000,000
United Kingdom $646,000,000 5. INDONESIA $4,860,000,000
Germany $394,000,000 Japan $1,110,000,000
ASDB $1,020,000,000
3. BRAZIL $6,540,000,000 Australia $126,000,000
World Bank $2,970,000,000 United States $116,000,000
IADB $2,660,000,000 Italy $110,000,000

(cont.)
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Table 3.1. (Continued)

Donor Environmental Aid Donor Environmental Aid
6. PHILIPPINES $3,930,000,000 EU $122,000,000
Japan $1,930,000,000 Japan $95,400,000
World Bank $676,000,000 Italy $47,800,000
ASDB $631,000,000
United States $291,000,000 9. TURKEY $2,550,000,000
Italy $88,100,000 Japan $936,000,000
Germany $597,000,000
7. EGYPT $3,200,000,000 World Bank $524,000,000
United States $1,430,000,000 EU $297,000,000
World Bank $262,000,000 France $84,800,000
France $255,000,000
Germany $243,000,000 10. BANGLADESH $1,950,000,000
Japan $208,000,000 World Bank $647,000,000
ASDB $447,000,000
8. ARGENTINA $2,920,000,000 United States $275,000,000
IADB $1,570,000,000 Denmark $127,000,000
World Bank $980,000,000 Germany $115,000,000

Note: ‘Least Developed Countries’ would have been ranked tenth; however, due to its aggregate nature, the next
single largest state recipient, Bangladesh, is included.

comparative descriptions of environmental conditions and policy within five
key recipient countries, and a more complete understanding of how foreign
aid assists, or might assist, in addressing environmental problems in each
country. We begin by comparing the giants of China and India, and then
two nations of obvious biological importance, Brazil and Kenya. The final
case is Egypt, without exceptional needs for environmental aid but overall
the sixth largest recipient, capturing $5.4 billion over the two decades. These
five cases provide detailed and contextual insights into the allocation process,
which we attempt to understand more rigorously with an empirical analysis in
Chapter 4.

Five Major Recipients

China: ‘China Will Play if the World Will Pay’

There are few countries of greater global environmental significance than
China. It is the world’s most populous country and has one of the fastest
growing economies on the planet. China is home to roughly 10 per cent of
global flora and fauna, a leading global contributor to ozone depletion, and
the world’s largest consumer of coal.!! China has recently become respon-
sible for more greenhouse gas emissions than any other country in the
world, including the United States. China is also the source of numerous
regional environmental problems: acid rain falling on Japan and South Korea,

11 Bradsher and Barboza (2006).
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sandstorms affecting large swathes of north-east Asia, and water pollution
arriving on its neighbors’ shores. China also faces extraordinary domestic
environmental challenges. Seventy per cent of its seven largest rivers are
severely polluted; 85 per cent of its wastewater goes untreated; two-thirds of
its cities face crises of landfill management; one-third of the country suffers
from severe soil erosion; and it is home to sixteen of the twenty most pol-
luted cities in the world.'? In the mid-1990s, the World Bank estimated that
7.7 per cent of China’s annual GDP was lost to environmental degradation.'?
By 2006, the Chinese government itself revised that figure to 10 per cent of
GDP, or $200 billion, a year.'* The human toll is equally startling: an estimated
300,000-400,000 Chinese die prematurely every year due to air pollution.'
Unsafe water and poor sanitation claim many more lives. Water scarcity and
desertification are major problems, with water tables falling rapidly in the
north, per capita freshwater availability at dangerously low levels throughout
the country, and dust storms overtaking urban centers.!®

While there are only mixed signs of improvement on the ground, there
are early indications of policy changes to address many of these issues. Due
to increased public demand for environmental protection, growing aware-
ness of the economic costs associated with environmental degradation, and
sustained international pressure, the Chinese authorities have begun to take
environmental issues more seriously.!” The National Environmental Protec-
tion Agency (NEPA) was given ministerial rank in 1998 and renamed the
State Environmental Protection Agency (SEPA), and an impressive number
of environmental protection laws and regulations have been passed in the

12 Wonacott (2004); Chan (2004). 13 Pei (2002). Also see World Bank (2001a).

14 Fincher n.d. In 2001, the World Bank revised its earlier estimates, arguing that after one
takes into account the effect of acidification on croplands, lost work and medical bills from
waterborne disease and air pollution, unsustainable resource harvesting, and disaster recovery
costs, the total economic cost of environmental degradation in China is likely somewhere in
the range of to 8-12% of annual GDP (World Bank 2001a). Given these costs and China’s
average annual economic growth of approximately 10%, it is easy to understand why experts
believe that ‘China’s environmental problems have the potential to bring the country to its
knees economically (‘A Great wall of Waste’ 2004).”

15 Fincher n.d. The cost of air pollution alone is 2-3% of GDP according to Bolt et al.
(forthcoming).

16 According to an American Enterprise Institute (AEI) report, ‘groundwater has been badly
depleted, and surface water sources are equally overused. The Yellow river, for example, has
run dry every year since 1985 because of diversions; in 1997, it failed to reach the ocean for
226 days’ Hayward (2006).

17 French (2005); Cody (2005a, 2005b); Yardley (2005). Schwartz (2003: 72) cites a Hori-
zon Market Research company survey, conducted in November 2000 in ten Chinese cities,
which identified environmental protection as the highest priority of ordinary Chinese cit-
izens. Ranking below environmental protection were the following issues: unemployment,
children’s education, social order, corruption, economic growth, and social security for the
elderly.
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last decade.!® The government has successfully implemented a partial logging
ban and a tree-planting initiative to address deforestation, shut down 60,000
pollution-intensive small enterprises, set stringent vehicle fuel-economy stan-
dards that surpass those in the United States, and built wastewater treatment
plants at breakneck speed.!® Energy efficiency has also improved markedly
and the government has committed itself to continuing energy conservation
efforts: it plans to reduce the energy intensity of its economic growth by
20 per cent over the next five years.? Public expenditure on environmental
protection is also budgeted to skyrocket. Between 2001 and 2005, the author-
ities spent $17 billion a year on the environment. In July 2006, the Chinese
government announced plans to ramp up environmental protection spending
to $35 billion a year for the next five years—more than three times the amount
of environmental aid given annually from the donor community to all coun-
tries, and more than twenty times the amount of environmental aid given to
China each year.?! The magnitude of these expenditures raises a fundamental
question: what role can foreign aid play in environmental reform if the total
amount is dwarfed by China’s own spending on the environment?

A number of obstacles stand in the way of effective environmental protec-
tion in China. Most fundamentally, there is a lack of institutional capacity
within SEPA and its local branches (called Environmental Protection Bureau
or EPBs).2% SEPA has relatively few full-time staff at its headquarters in Beijing,
and generally lacks the institutional clout needed to effectively navigate inter-
agency processes.?> Many of the staff members within the local bureau lack
the requisite environmental expertise. But more importantly, while SEPA has

18 Economy (2004) argues that ‘[o]ver the past decade, however, the government has made
great strides on the legislative side, passing upwards of 25 environmental protection laws
and more than 100 administrative regulations, in addition to hundreds of environmental
standards. While the quality of some of these laws certainly could be improved, China’s
environmental lawmakers within the Environmental Protection and Natural Resources Com-
mittee of the National People’s Congress have demonstrated increasing sophistication in
their understanding of how to negotiate and draft a technically sound and politically viable
law. One of their relatively recent policy innovations has been to publish draft laws and
regulations on their websites to invite public comment. This is a dramatic change in the level
of transparency of the government.’

19 Bradsher and Barboza (2006); Hao and Wang (2005) also show in a recent article pub-
lished in the Journal of the Air and Waste Management Association that ambient air pollution
declined between 1990 and 2002.

20 Bradsher and Barboza (2006).

21 BBC News n.d. Vaclav Smil, an expert on environmental issues in China, argues that
‘the [Chinese] government pays more attention to the environment than was the norm in
virtually all western countries at comparable stages of their economic development.” Smil
(1997).

22 Schwartz (2003); Economy (2004).

23 According to Jorgen Erikson, Environmental Attaché for the Swedish International
Development Agency, who works with the myriad government agencies that coordinate and
implement policy on the environment in China, ‘SEPA is weak compared to the National
Development Reform Council...and there is a lack of implementation.” Watkins (2004: 77).
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nominal authority to order local EPBs to enforce regulations on the ground
(often at the expense of local governments), the EPB staff members are paid
by these same local governments! As Chen and Uitto explain, EPBs have been
placed ‘in a position to sanction their own alms giver.’?* Many EPB staffers are
also subject to intense pressure from companies trying to avoid environmental
regulation. Polluters offer bribes for lax enforcement, threaten regulators with
subtle and not-so-subtle threats, and seek tax breaks and other forms of
compensation for environmental fines. In addition, the incentives of local
staffers are often not aligned with the environmental protection objectives
being pursued at SEPA headquarters. With local governments placing great
emphasis on economic growth and unemployment, EPB staffers often view
strict environmental enforcement as limiting their opportunities for career
advancement. According to Lieberthal, ‘[m]uch of the environmental energy
generated at the national level dissipates as it diffuses through the multi-
layered state structure, producing outcomes that have little concrete effect.’

China is a powerful actor in global environmental politics.?¢ It is a major
contributor to many global environmental problems, and as such has the
potential to be a key part of any solution. As importantly, its threats of non-
cooperation are credible because of its natural inclination to pursue economic
development, industrial growth, and the expansion of a consumer middle
class at the expense of more regional or global environmental aims. During
ozone negotiations, Chinese negotiators bargained hard for environmental
assistance that would help them comply with their obligations under the
Montreal Protocol. They also sent clear signals that they would not participate
in an ozone regime without such compensation.?” A Chinese SEPA spokesper-
son warned, ‘The call for modernization is so irresistible that China will
continue to produce these ozone depleting chemicals.”?® He later cautioned
that ‘without the help of developed countries, [we] will continue to quickly
expand the use of harmful chemicals.’?’ The large increase in green aid to
China during the 1990s suggests that donors believed these warnings, and
that China has successfully negotiated financial support for a wide range of

2% While this book is not about principal-agent problems in China’s regulatory regime,
this example of incentive misalignment is striking and leads to predictable behavior of poor
enforcement. Chen and Uitto (2002: 72).

25 Lieberthal (1997). Kenji Someno, the Japanese diplomat charged with coordinating
Japan’s environmental aid to China, explains, ‘On the local level officials still think that
economic development is key, and they are willing to marginalize environmental issues.
While the central government may think the environment is an important issue, this does
not trickle down to the local government. SEPA is unable to monitor all of China because
of its large size and due to the fact that EPBs are not directly responsible to SEPA.” Watkins
(2004: 78).

26 China not only ably represents its own interests; it also plays a central role in formulat-
ing, articulating, and negotiating the interests and strategies of the G-77.

27 Sell (1996); DeSombre (2000a) 28 Sell (1996: 101). 29 Sell (1996: 103).
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environmental issues (Figures 3.2a and 3.2b). In fact, between 1990 and 1999,
China was the single largest recipient of environmental aid in the world.

Despite these large increases, China still received far more non-
environmental aid during this time period. The IBRD, China’s single largest
donor between 1980 and 1999, lent a total of $26.7 billion, of which
87 per cent was dirty and 8 per cent was environmental. The Asian Devel-
opment Bank and Japan, two of China’s five largest donors, demonstrated a
similar pattern: 11.9 per cent of Japanese aid was environmental, while 69
per cent was dirty; 24 per cent of ADB funding was environmental, while 67
per cent was dirty.3° While this could be an indication of the donor com-
munity’s environmental preferences, it may also reflect China’s extraordinary
bargaining power in global environmental politics and its ability to extract
concessions when bargaining over the type of aid to be allocated. This is a
point to which we will return in Chapter 4.

Despite these constraints, China has demonstrated that it is willing and
able to implement many of its international environmental commitments.
The ozone issue offers the clearest example. ‘Once it committed to complying
with the London Amendments to the Montreal Protocol,” writes Jimin Zhao,
‘the Chinese government moved quickly to satisfy procedural requirements
that called for China to establish institutions to organize protocol imple-
mentation.’3! However, according to Zhao, ‘China’s willingness to ratify the
agreement, and its eventual successful compliance, hinged critically on the
provision of financial assistance.’3? This is a key point on which there is almost
universal agreement. Elizabeth Economy, author of The River Runs Black: The
Environmental Challenge to China’s Future, puts it this way: ‘China will play, if
the world will pay.’®3

India: ‘You Have the Capability and the Money to Restore
What You Have Destroyed’

India, as the second most populous country in the world and one of just
twelve ‘mega-biodiversity countries,” is another major force in global envi-
ronmental politics.?* It is also the fourth largest producer of greenhouse gas
emissions in the world, and these are expected to grow by 70 per cent over the

30 Most bilateral donors followed Japan’s lead. Germany, for example, gave almost
$5 billion in total aid, of which 11% was for environmental projects and 78% for dirty
projects.

31 Zhao (2002: 332-3) continues, ‘[B]ly 1998, China was already below the protocol’s 2002
goals for freezing Halon production and consumption at average levels for the period 1995
to 1997; China also met the protocol’s requirement to freeze consumption and production of
CFCs beginning in July 1999 at the 1995 to 1997 average levels.’

32 Zhao (2002: 333). 33 MacFarquhar (1999). 34 Rajan (1997).
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next twenty years.?5 At the same time, India suffers from extremely high levels
of local environmental degradation: the World Bank estimates that India loses
roughly 4.5 to 8 percent of GDP to environmental damage every year.3°
India bears some similarity to China with respect to its approach towards
environmental aid, but there are also important differences between the two
countries.

Like China, India’s poverty, large population size, global environmental
significance, and local environmental needs make it an attractive candidate
for environmental assistance. Between 1980 and 1999, India was the largest
recipient of foreign aid overall, and the second largest recipient of environ-
mental aid. Its largest benefactors during this period included the World Bank,
Germany, Japan, the ASDB, the United Kingdom, and the United States. India
distinguishes itself from other recipient countries in that it closely monitors
and coordinates all of the foreign aid that it receives, including environmental
aid, and has a reputation for being quite discriminating in terms of the
governments or international organizations it will work with. Major donors
coordinate their assistance through the Aid to India Consortium, and the
government will exclude donors that seek to reorient India’s development
priorities.?” According to one World Bank staffer, ‘the government made clear
to [us], as well as to the International Monetary Fund, that it preferred to
follow its own pace in reforming the economy and that it did not see a role
for [us] in framing the agenda.” India is also known for being quite strategic
in its relationships with donors. The Cold War is a case in point: when US aid
began to decline, India compensated for the loss by accepting more assistance
from the USSR.

India’s policy priorities are governed by strongly statist ‘Five-Year Plans,’
which in turn have a significant impact on the environmental profile of its
foreign assistance portfolio. Under the government’s second Five-Year Plan
(1956-61), it prioritized heavy industry and increased agricultural productiv-
ity through petrochemical-intensive farming, and donor funding fell closely
in line with these priorities. Under the third Five-Year Plan, a similar pattern
of cooperation was observed. The World Bank’s IBRD gave 45 per cent of its
aid for railway construction, 21 per cent for the steel industry, 15 per cent for
broader industrial development, and 11 per cent for power generation. The
United States allocated 56 per cent of its support for food aid, 25 per cent
for industrial development, and 7 per cent to railway construction. The Soviet
Union allocated 40 per cent of its aid to the steel industry, 19 per cent

35 Hayward (2006).

36 Ringskog and Chow (2002: iii). The World Bank estimates that 59% of the economic
losses associated with environmental degradation are attributable to unsafe water and unsafe
excreta disposal, 20% to soil degradation, and 13% to air pollution.

37 Zanini (2001: 12).
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to oil and gas development, and 18 per cent to the power sector.?® In the
1980s, projects remained concentrated in heavy industry, agriculture, power
generation, and infrastructure.

A major shift from dirty projects to more social and environmental projects
occurred in the 1990s. ‘Dirty’ aid funding fell from 77 per cent of total aid
in the 1980s to 54 per cent in the 1990s. The numbers plunged at the end of
the decade. At the same time, environmental aid increased from 4 per cent
to 13 per cent. During this period India made significant strides in protecting
its own local environment and expanding access to environmental services.
The Indian government reports that access to drinking water and sanitation
services improved dramatically during the 1990s.3° The government also
committed itself to providing universal access to potable water and cleaning
up the country’s most polluted rivers by 2007. In addition, deforestation has
been reversed and the government is implementing plans to increase forest
and tree cover to 33 per cent by 2012.4° Most recently, India committed
to substantially increasing renewable energy as a share of total energy
consumption.

India’s environmental laws, regulations, and policies are linked in part to
the 1984 Bhopal disaster. In December 1984, a Union Carbide plant leaked
poisonous gas that killed and injured thousands of Indians. Estimates of
immediate deaths ranged from 4,000 to 100,000 people. Shortly thereafter,
the government upgraded the Department of Environment to ministerial
status, renamed it the Ministry of Environment and Forests (MOEF), and
granted it more expansive powers. The Environment Act of 1986—India’s
umbrella legislation on environmental protection—authorizes the central
government to take all necessary measures to protect the environment. The
MOEF works through the Central Pollution Control Board (CPCB) and the
State Pollution Control Boards (SPCBs), which ‘have the authority to cut
off the electricity and water supplies of polluting industries, launch pros-
ecutions, and initiate proceedings against top management so as to hold
them personally liable.’*! Nevertheless, the CPCB and SPCBs are widely
regarded as ineffective.#> They are underfunded and understaffed, and in

38 Fldridge (1970: 11-22).

39 Drinking water access reportedly rose from 82% to 90% in urban areas and from 65% to
90% in rural areas. Access to sanitation services also expanded: from 43% to 62% in urban
areas and from 5% to 20% in rural areas. World Bank (2006).

40 See National Development Council of India (2001) and Foster and Rosenzweig (2003).
The government of India has placed stringent controls on the use of forestland, including a
policy on compensatory afforestation, and this has resulted in a substantial increase in forest
cover. However, aggregate forest cover data obscure the fact that while plantation forest cover
has grown by an average of 6.2% a year between 1990 and 2000, natural forest coverage has
declined by an average of 3.8% a year.

41 Curmally (2002: 99). 42 pargal et al. (1997).
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many cases lack the equipment necessary to do their jobs.*3 Despite the fact
that SPCBs possess the legal authority to inspect enterprises at any time,
local scholars and environmentalists complain that these Boards only act
after complaints have been filed or accidents have occurred. More fundamen-
tally, the SPCBs’ threat of punishment for violations of environmental law is
not credible. Implementation and enforcement of environmental legislation
rests with the SPCBs, yet they have weak incentives to strictly enforce the
law. Indian states compete for investment and states with lower levels of
effective environmental regulation are typically viewed as more ‘business-
friendly.’*

India is among the most powerful developing countries in global environ-
mental politics: its negotiators are tough, articulate, and not easily persuaded.
For more than thirty years, India has strenuously argued that most of the
responsibility for global environmental problems lies with the industrialized
countries. During ozone negations, India’s Environment Minister Maneka
Gandhi was particularly blunt: ‘We didn’t destroy the layer. You did. I'm
saying that you [the West] have the capability and the money to restore what
you have destroyed.’* Like China, India refused to sign the Montreal Protocol
until rich industrialized countries agreed to underwrite their transition from
CFCs to non-ozone-depleting substances.*® India’s influence is evident in the
data: CFC-conversion projects make up the single largest type of environmen-
tal aid transferred to India in the 1990s (Figures 3.3a and 3.3b). Two hundred
and forty-two of the 1,012 environmental projects in India were related to the
production and consumption of CFCs.

Large dams have been the focus of much of the debate in India on the
impact of internationally funded aid on the environment. The Sardar Sarovar
Project, one of several dams being constructed on the Narmada River, is one
of the largest and most expensive projects ever to be initiated in India. It was
designed to irrigate 2 million hectares of land and provide drinking water
to over 40 million people in addition to supplying hydroelectric power. The
government argues that it will eliminate droughts in the state of Gujarat
and provide significant water resources to Madhya Pradesh and two other
states.*” The project was originally financed by the World Bank, with a ten-
year credit of $450 million initiated in 1985. However, under pressure from
local and transnational groups, the Bank conducted an Independent Review

43 Tt is estimated that India spends roughly 0.5% of GDP on environmental protection each
year. This is widely regarded as under-investment. In relative terms, India spends much less
than most other countries in the Asia-Pacific region. Asia-Pacific Forum for Environment and
Development (2002).

4 Gupta (1995). Statistical analysis by researchers at the World Bank also suggests that
there is no link between regulatory inspections in India and compliance with its environ-
mental laws and regulations Pargal et al. (1997).

45 Sell (1996: 104). 46 Rajan (1997: 61). 47 Ram (1995).
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in 1992, which criticized the dam for not adhering to India’s own 1987
environmental clearance standards and not adequately providing for reset-
tlement and rehabilitation (R&R) of the affected population. As a response
to this report, the Bank attempted to negotiate a new action plan for the
dam, taking these criticisms into account. However, rather than succumbing
to international pressure, India requested in March 1993 that the Bank end
their funding of the Sardar Sarovar project.*® The Indian government con-
tinued funding the project, though they did commit to continue the R&R
and environmental policies recommended by the Bank.*’ It is not clear to
what extent this policy shift is attributable to domestic and international
pressure, but donor agencies have certainly played a role in raising public
awareness and disseminating information about ‘best practices’, while local
politics shape the final outcome.>°

Whose Amazon? Brazil and Environmental Aid

Brazil is a high-stakes arena for environmental aid allocation, pitting external
desires to protect some of the world’s most unique natural environments
against sovereignty claims and the economic interests of subsistence farmers,
miners, ranchers, and agro-businesses. The Amazon is ground zero in this
fight: 58 per cent of Brazil is covered by the largest tropical rainforest in
the world, possessing two million species, or roughly half of the world’s
biodiversity. While governments and residents of wealthy countries argue that
its preservation is vital to human kind, Brazil’s government argues that these
same donor countries were the instigators of ecological ruin in the past and
have often failed to adopt similar environmental restrictions themselves.>!
Brazil’s Department of State claims that developed countries impose an unfair
burden on the country by demanding that the entire Amazon be preserved
and untouched, despite the fact that it is a tremendous economic asset. Tied
to that belief is the assumption that through exploitation of natural resources,
Brazil will set in motion a process of economic development that will generate
the financial resources needed to remediate environmental damage.

48 Only $150 million had been disbursed by the World Bank when the funding ended,
merely 0.23% of the $64.06 billion total estimated cost of the project.

49 Since then, dam construction has continued at a much slower pace and many families
have been resettled and economically rehabilitated, though there is continued dissatisfaction.
The government has even funded several environmental measures, including compensatory
afforestation, catchment area treatment, and preservation of cultural sites and protection of
wildlife. Independent Evaluation Group (2006).

50 International Environmental Law Research Center (2006). For instance, the local oppo-
sition group Narmada Bachao Andolan has achieved delays in construction and temporary
restrictions on the dam’s height, and even brought the case before the Indian Supreme Court
in March 2005.

51 Guimaraes (1991).
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There has been a long history of human habitation in the region, but until
the 1960s, Brazil’s massive Amazon Basin was protected by natural barriers to
economic development—disease, temperature, heavy rainfall, difficult access,
and its sheer size. However, in the 1960s, Brazil’s new military government
made securing the country’s boundaries in the area a top national security
priority.’? Through building highways, colonization projects, and military
installations along key parts of its Amazon borders and through its heart,
Brazil began what became a continent-wide land and resource rush. To accel-
erate this initiative, Brazil sought external aid from the World Bank and
regional development banks for five types of projects in the Amazon: roads,
colonization projects, mines, lumber mills, and dams. In the mid-1980s, the
huge Polonoroeste and Carajas projects became flash points for protests over
the negative environmental impacts of foreign aid. The main strategy adopted
by environmentalists and indigenous rights advocates was to attack these
projects through their external financers, and the World Bank was their top
target. To attack the Bank, they in turn targeted its largest financier: the US
Congress.>?

Years of sustained pressure have left a series of enduring legacies at the Bank:
a Sustainable Development Network which includes its own Vice President,
increased transparency, mandatory environmental assessments for projects, a
ban on projects that finance logging, and years of a blanket ban on funding
large dams. In the Amazon, the Bank shifted funding dramatically, providing
support for environmental management projects, such as the Rondoénia Nat-
ural Resource Management Project (PLANAFLORO) between 1992 and 1999,
and the demarcation of lands for Indians, rubber-tappers, and natural parks.>*
The Bank also began working in 1997 with the World Wildlife Fund (WWFE),
and in 2002, it teamed up with both the WWF and the Brazilian government
to make a dramatic announcement at the World Summit on Sustainable
Development in Johannesburg, South Africa: the government, the Bank, and
WWEF would be partners in a crash program to triple the amount of protected

52 Katzman (1975); Reis (1968).

53 Stephen Schwartzman of Environmental Defense told readers of the Sierra Club’s book-
let Bankrolling Disaster that they should petition and protest against the US government’s
appropriation to the World Bank. The huge dams for the Carajas area included a series along
the Xingu River, which cut through the center of the territory of the Kaiap6 Indians. With
support from the NGO group Cultural Survival, anthropologist Darryl Posey brought two
Kaiap6 Indians to testify to the US Congress about the likely consequences of this project. On
the successful effort of the US Congress to rein in the Bank, see Nielson and Tierney (2003).

54 For a quantitative review from that time, see Hecht and Schwartzman (1988: table
1); Keck and Sikkink (1998). Of course, the Bank had other reasons to reduce spending
in the Amazon. In most colonization projects, more than half of the government-settled
colonists had abandoned their land by 1988. World Bank-funded projects in the Brazilian
Amazon worth $700 million reached only 16% of their original productivity targets by 1989.
Ministerio de Fazenda, cited in Margolis (1989).
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lands in the Amazon over the next ten years, setting aside 50 million hectares,
an area roughly the size of Spain.>’

The World Bank’s increased focus on the environmental impacts of their
loans has had a much wider impact, as the Brazilian government has become
increasingly aware that it will not be able to access credit from official sources
without the perception that it is a responsible steward of its lands. In a trip
to Europe and the United States before taking office in late 1989, conser-
vative President-Elect Fernando Collor de Melo was startled by how many
heads of state were asking him about protecting the Amazon. His successor,
Fernando Henrique Cardoso, said in 1995 shortly after assuming office that
Brazil would not be able to obtain low-cost loans from such sources as the
World Bank ‘if we don’t have a sense that we are responsible before the rest
of mankind for preserving nature, for preserving indigenous culture.”>® The
Brazilian government has therefore had to walk a fine line in an effort to send
at least three sets of tailored signals to different audiences. First, to appease
environmentalists, it has tried to signal it is taking meaningful steps toward
preservation. To investors, it has signaled that it is still very much ‘open for
business.”S” And to avoid strident nationalist backlashes from critics who see
external pressure as part of a plot to keep Brazil from becoming a developed
country, the government has had to assert its sovereign right to control and
manage its own natural resources.*®

After another round of reports on deforestation and renewed campaign-
ing by environmentalists in Europe, President Kohl of Germany launched
a G-7 initiative in 1992 to ‘maximize the environmental benefits of Brazil’s
rain forest consistent with Brazil’s development goals, through the imple-
mentation of sustainable development approach...’s® The Pilot Program
to Conserve Brazil’s Rain Forest (PPG-7) was designed to bridge the divide
between Brazil and donor countries. It was the first major program aiming
to prevent rainforest destruction by improving development practices, not
just mitigating the aftermath or creating parks. Over the course of the 1990s,
the PPG-7 funded 181 small projects: 45 million hectares of indigenous
reserves were demarcated, four federal extractive reserves established, and

55 PBrazil et al. (2002). 56 Reuters News Service (31 Mar. 1995).

57 A 1983 report apparently prepared for the Brazilian government by consultants from the
Japanese International Cooperation Agency noted that the region around the Carajas mine
could draw investment, ‘seeing as how the industrialized countries are facing growing costs
of energy, labor, pollution, etc. and the conditions are extremely favorable to attract them.’
One group of Brazilian academics saw the huge undertaking at Carajas as an attempt by the
government to create the image of the country as open to foreign direct investment.

8 For example, speaking to a meeting of the Amazon Basin’s nine countries in 1989,
senior Brazilian diplomat Paulo Flecha de Lima described accusations about Brazil’s poor
environmental record in the region as part of ‘a campaign to impede exploitation of natural
resources in order to block [Brazil] from becoming a world power.” O Liberal (Belém), (14 Nov.
1989).

59 Indufor (2000).
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new participatory methods for project implementation integrated university
professors and NGOs as active participants.®® These projects went far beyond
technocratic management of forests: they sought to manage whole sets of
people in civil society groups, the private sector, and the state. They sought
to shift incentives and policies and build capacity to preserve biodiversity
and provide sustainable livelihoods in the states, focusing on agro-forestry
systems in suitable areas and ‘agro-ecological zoning.” Stakeholders, including
local, national, and international development and environmental groups,
were invited to participate in the project reviews.®! A new ‘environmental
control’ system (satellite remote sensing, GPS, and GIS) for the Amazon pro-
vides a more accurate picture of undocumented destruction of the rainforest
and has enhanced enforcement of development regulations.®? Because of the
complexity of the region and the ambitiousness of the project, the PPG-7
program was criticized for its reliance on multiple financing sources, which
led to lengthy negotiations, complicated contracting procedures, complex
cross-conditionalities, and significant disbursement delays.®®> However, the
long-term engagement of a group of external funders ultimately resulted in a
more constructive dialogue with the government of Brazil (and other relevant
stakeholders) on the future of the Amazon.

Outside of the Amazon, environmental protection in Brazil has trod a
bumpy path. Under military rule from 1964 to 1985, economic growth was
nearly always favored over environmental conservation. While Brazil’s lead-
ers publicly stated that environmental decisions played a role in develop-
ment, economic growth remained the principal objective. The creation of
Brazil's first environmental agency, the Special Secretariat for the Environment
(SEMA), was widely regarded as a token gesture. Brazil had previously passed
many statutes and laws for environmental protection in the 1970s, but they
were difficult for the smallest and poorest agency in the Brazilian govern-
ment to enforce.®* SEMA was never given the institutional tools to prevent

60 Aparecida de Mello (2005); Redwood (2005).

61 Redwood (2005: 103); Mancin (1998).

62 World Bank (2005); Chomitz and Wertz-Kanounnikoff (2005); Fearnside (2002, 2003).

63 PPG-7 could be seen as an example of ‘donor domination.” PPG-7 was spearheaded not
by Brazil but by Germany and its strong environmental NGOs. According to Hall (2005: 76)
and Indufor (2000: 246), PPG-7’s two most important objectives (reducing deforestation and
biodiversity protection) were directly dictated by the German government. The largest foreign
funders of PPG-7 are Germany (41%) and the EU (23%). Project design is provided through
two channels: the Rain forest Trust Fund (RTF) operated by the World Bank, and bilateral
co-financing projects. Funding from the bilateral side has been problematic: aid from Japan
and the United States was significantly smaller than anticipated. Over the first seven years,
only 25% of the overall commitment was actually used, and of this, 17% was related to
World Bank administration costs. The World Bank (2005) reports that of the twelve projects
identified in 1994, only five were actually launched. However the program was extended
and later considered a relative success in changing the tone of debate in the region towards
understanding the need for more careful development. See Killeen (2007); Redwood (2005).

64 World Bank (2005: 164).
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environmental degradation, only the power to respond to emergency envi-
ronmental situations. %

PLAID data confirms that the donor with largest number of environmental
projects in Brazil during the 1980s and 1990s was Germany. They not only led
the PPG-7 initiative, but were the second largest bilateral donor in total mon-
etary terms (the largest being Japan). The sharp increase in environmental aid
commitments seen in Figure 3.4a coincides with the 1992 Rio Summit and the
launch of PPG-7. Seeing the polluted Guanabara Bay that sits alongside Rio de
Janeiro, delegates to the conference were reported to have promised over US$5
billion to clean up sewage in Brazilian cities. As Figures 3.4a and 3.4b show,
this represented a huge increase in environmental funding to Brazil; yet after
three years, amounts fell back to their pre-Rio levels. Donors appear to have
focused their efforts elsewhere in the latter half of the 1990s.

Elephants Pull the Wagon: Environmental Aid to Kenya

Deforestation, soil erosion, poaching, population growth, and overuse and
degradation of water resources, directly impinge upon national welfare in
Kenya. Rapid population growth reduces the availability of resources; water
scarcity, deforestation, and soil erosion limit agricultural productivity; and
unregulated resource harvesting threatens the economic viability of the fish-
ing, forestry, and mining sectors. These problems interact with each other to
multiply their effects: deforestation destroys wildlife habitats, depleting the
wood resources that provide 80 per cent of Kenya’s energy, and undermining
Kenya’s water security since trees act as reservoirs for rainfall. Severely eroded
lands drive ethnic violence, which sometimes plays into the hands of author-
itarian rulers.® Biodiversity in Kenya also means big business in eco-tourism,
earning $300 million from wildlife-oriented tourism in 2001 (5 per cent of
GDP), $27 million in taxes, and generating one-tenth of formal jobs and a
large portion of the country’s foreign exchange.®’

Kenyan environmental policy dates back more than a hundred years to
when the British colonial authorities established reserves controlled by game-
keepers. While the gamekeepers promoted conservation, their purpose was
to preserve game, not the entire ecology of their reserves. By the 1950s,
Kenya had established national parks with more holistic preservation in mind.
In 1965, newly independent Kenya passed environmental legislation. Kenya
established the National Environmental Secretariat (NES) in 1974, under the
Office of the President, and as of 2002, the office had a staff of 109.%

65 World Bank (2005: 161). 66 Bocchi et al. (2006). 67 USAID (2007).

%8 In 1979, the NES was moved to the Ministry of the Environment and Natural Resources.
The Kenyan government reorganized its environmental bureaucracy once more in 1999 with
the Environment Management and Coordination Act of 1999. The National Environment
Council has become the new top environmental authority under the EMCA. The EMCA
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The Environment Management and Coordination Act of 1999 (EMCA) also
introduced several major reforms to the structure of Kenya’s environmental
bureaucracy and gave citizens the legal right to a clean environment and easier
standing to sue those who violate that right.

Despite the many environmental problems that exist in Kenya, two issues
in particular have attracted significant attention and funding from the donor
community: population growth and biodiversity protection. Kenya's rapid
population expansion seriously threatens the environmental sustainability of
its development. By the late 1970s, Kenya had one of the highest fertility
rates in the world, with each woman having an average of eight children
and an annual population growth rate of almost 4 per cent per year. Kenya’s
population expanded from 8.7 million people in 1963 to 28 million in 1996.
However, substantial progress in controlling population growth has been
made over the past few decades: the fertility rate dropped from 8 children
per woman in 1970 to 4.9 in 2005, and the annual population growth
rate declined from 3.8 per cent in 1980 to 2.3 per cent in 2005. For-
eign donors have claimed much of the credit: bilateral donors collec-
tively provided $221 million in population assistance between 1980 and
1999.%°

After populations of the African elephant fell from 167,000 in 1973 to
16,000 in 1989, Kenya became a strong advocate for implementing a total
ban on ivory trading. Prior to the ban in 1989, the then head of the Kenya
Wildlife Service (KWS), Richard Leakey, proposed raising funds by selling off
ivory stocks that the KWS had confiscated from poachers and acquired by
other preservation-friendly means. However, once a CITES (Convention on
the International Trade in Endangered Species) group concluded that only a
complete ban on the ivory trade could forestall the decline of the African
elephant population, Leakey reversed course. Instead of selling off the stocks,
Leakey burned a twenty-foot pile of ivory worth $3 million to highlight the
importance of a blanket ban on the ivory trade. Leakey’s ivory pyre and the
CITES trade ban helped stem the tide in the African elephant’s population
decline. The trade ban effectively wiped out all legitimate demand for ivory

also established the National Environment Management Authority as the primary agent
for implementing environmental policy. Along with organizational change, the EMCA has
reshaped policy.

% Only one multilateral donor gave population aid to Kenya, the IDA, which gave
$88.8 million, making the IDA the second largest population aid donor after the United
States with its $102 million commitment. The other donors of population aid to Kenya
were, in order of amount given, the United Kingdom, Sweden, Norway, Denmark, Canada,
Finland, and Germany. Kenya actually received more population aid after the imposition of
the “‘Mexico City Policy’ or ‘global gag rule’ in 1984. The Reagan era policy forced recipients of
United States federal funds to choose between performing abortions or losing their American
funding. For groups in Kenya, the policy’s impact did not have as profound an impact as in
other countries since abortion was banned by national law.
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and caused the price to plummet from $40-50 a kilo to $2-3 a kilo in 1991.7°
Here again, donors played a key role. Biodiversity funding totaled $125 mil-
lion for Kenya in the 1990s, making up 4.4 per cent of total aid. The majority
came in 1992 when donors funded biodiversity protection to the tune of
$83.2 million. Much of this funding was designed to strengthen the Kenya
Wildlife Service.

In total, international donors channeled $1.15 billion in environmental aid
to Kenya during the 1980s and $2.82 billion during the 1990s (Figures 3.5a
and 3.5b). In per capita terms, this represents a substantial sum of money.
Environmental aid constituted 13.6 per cent of total aid to Kenya in the
1980s, and 11.6 per cent in the 1990s. At the same time, the share of dirty
aid declined from 44.8 per cent to 38.7 per cent between 1980 and 1999. In
absolute terms, both types of aid increased by about 250 per cent. During the
1980s and 1990s, the top environmental aid donors included the IDA ($402
million), Germany ($306 million), and Sweden ($249 million). However, the
IDA also topped the list of dirty aid donors, giving $1.38 billion, followed by
Japan (§1.06 billion) and Germany ($506 million).

Aid to Egypt: Politics First, Economics Second, and Development Third

Egypt is quite a different case than Brazil and Kenya because of the high
geopolitical stakes and relatively low global environmental stakes.”! Egypt’s
geo-strategic importance is well understood and illustrated by US aid levels:
from 1980 to 1999, the United States contributed 44 per cent of Egypt’s total
aid and the same proportion of Egypt’s total environmental aid. In the 1980s,
the United States gave ten times more environmental aid to Egypt than did
the next donor, and in the 1990s, it gave four times as much (Table 3.1).

Egypt is not a country of great global environmental significance. It con-
tributes to less than 1 per cent of global carbon emissions and it possesses a
relative small share of global biodiversity. However, it does face very serious
local environmental problems. Due in part to its weak environmental policies
and institutions, Egypt loses an estimated 2.1 per cent of GDP to air pollution
ever year. Cairo’s air recently had the highest lead content in the world;”?
90 per cent of Egypt’s water continues to go untreated; 80 per cent of its
industrial wastewater goes unmonitored; and a third of its solid waste ends
up in uncontrolled landfills, canal banks, and drains. The Nile Delta faces
widespread flooding if sea level rises from climate change.

70 Leakey and Morell (2001).

71 Egypt’s contribution to global environmental problems is small. Its CO, emissions are
something on the order of 0.5% of global emissions; CFC production and consumption is
relatively minimal; it also houses a small fraction of global biodiversity.

72 World Bank (2005: 11).
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As part of the 1979 Camp David peace accords, the United States agreed
to provide approximately $1 billion a year in aid to Egypt. During the Cold
War, Egypt was also the first Arab government to abandon its alliance with the
Soviet Union and join forces with the West. However, in spite of the political
benefits associated with this relationship, there is a consensus among foreign
aid officials that this relationship has not been nearly as satisfying in terms
of achieving concrete development results. Nazih Ayubi (1989) argues that
the US government has had limited success with its foreign aid programs
because of its inability to draw a clear distinction between political support
and development assistance: ‘The motives of [American] aid to Egypt are
political in the first place, economic in the second and developmental third.
Politically, American aid is in some ways a celebration of the end of Egypt’s
divorce with Israel. Economically, it helps to promote sales of arms and grain.
Yet, mostly to preserve the image, it also has to pay some attention to Egypt’s
developmental needs.’”?

US foreign assistance programs to Egypt have a long history of difficulty and
frustration. In his testimony to the House International Relations Committee,
Jon Alterman, the Director of the Middle East Program at the Center for
Strategic and International Studies, put it this way: ‘The U.S. relationship
with Egypt has been mutually beneficial, but it has rarely been easy...It
is hard to be a long-time donor and see so little progress on a wide range
of issues into which we have been putting effort for decades. Similarly, it
is hard to be a long-time aid recipient and not come to treat the aid as an
entitlement.’’* Taher (2001) argues that when donor and recipient countries
have strong political ties, the recipient often dominates the relationship.”®
Alterman (2006) argues that US conditional aid contracts in Egypt are doomed
to failure because ‘there is just so much that the United States asks Egypt for
on Arab-Israeli issues, counterterrorism, military transport through the Suez
Canal, and so on, that American diplomats are unlikely to sacrifice near term
needs for uncertain long-term reward.’”®

Environmental assistance projects, like all other types of foreign aid, are
enmeshed within this difficult political environment. However, there are
several additional factors that limit the effectiveness of environmental aid
programs in Egypt. The Egyptian public has historically exhibited low lev-
els of awareness about environmental issues, and low levels of organized
civic environmental activism have led to minimal domestic pressure on the

73 Ayubi (1989). The huge global spike in neutral aid in 1991 is due to the United States
rescheduling Egypt’s official debt of $2.9 and $2.5 billion, respectively.

74 Alterman (2006). 7S Taher (2001).

76 Alterman (2006). According to Weinbaum (1986: 132), ‘With Washington committed to
authorizing more than U.S.$ 1 billion yearly in economic aid, it effectively denies itself an
important means of leverage over Egyptian economic policy. AID officials cannot with much
conviction threaten to withdraw or withhold funds from the government.’
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government to reform its environmental laws and practice.”” In 1982, the
donor community and the government of Egypt agreed on the need for
an environmental ministry and created the Egyptian Environmental Affairs
Agency (EEAA). The EEAA was created to work alongside national and interna-
tional development partners on designing and implementing environmental
policies geared toward sustainable development.’® However, the EEAA has had
less autonomy and policy-making authority than other less environmentally
friendly ministries, like the Ministry of Petroleum.”®

Figure 3.6a shows the massive ‘economic stabilization’ loans the US gave
Egypt in 1991, which dwarfs all other aid. The highest value green aid
project from 1980-99 was a $39 million project from Germany for ‘envi-
ronmental policy and administration management.” Only 10 per cent of
the United States’ total aid to Egypt was environmental: 1 per cent green,
and 9 per cent brown. The United Kingdom, however, gave 60 per cent of
its aid to Egypt for brown environmental issues. Denmark’s aid to Egypt
was 30 per cent environmental, with 16 per cent green and 14 per cent
brown. This evidence supports the conjecture that recipient countries with
close geo-strategic ties to donor countries tend to receive more brown aid
than green. Because of US political dependency on Egypt, Egypt appears to
have more bargaining power to elicit support for local environmental issues
over global ones (Figure 3.6b).

Conclusions

These broad trends and five case studies suggest some of the issues that the
wealthy countries must address when sending environmental aid overseas.
The list of largest environmental aid recipients conforms to what common
sense would lead us to expect: countries with large populations and rain-
forests, and countries with major environmental problems that affect donor
countries, top this list. Yet there are still anomalies. That Egypt was number
two in the ranking of 1980s recipients of environmental aid, and still seventh
in the 1990s, is best explained from a geopolitical perspective of the United

77 As in Brazil, Egyptian activism initially tended to come from well-educated, higher
socioeconomic classes who have less direct exposure to environmental hazards. Gomaa
(1997).

78 The EEAA currently receives funding from a wide array of sources: NGOs, bilateral
and multilateral donors, and the Egyptian government. At the urging of outside donors,
the EEAA’s board of directors includes representatives from the public and private sectors,
academic and scientific communities, and the NGO community.

79 Bell (2000: 217); and Nandakumar et al. (2000). Under a 1994 law, the EEAA was
restructured to give it more expansive powers, including the ability to draft laws, establish
environmental management plans, create and enforce environmental regulations, regularly
report environmental data, and serve as a central coordination point for environmental
protection initiatives.
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States attempting to exert influence in the Middle East. The appearance of
Turkey and Pakistan in the top ten also appears to be driven by geopolitics
rather than environmental need. That environmental projects are part of
‘high politics’ has not been well documented in previous literature, and we
return to these issues in the chapter on bilateral donors and in our empirical
analyses of who receives environmental aid and why. These points raise the
broader question of whether geopolitically motivated aid is more prone to
being wasted, as some critics contend.

China and India are central to the story of environmental aid’s rise over
the final two decades of the century. China’s environmental aid rose steeply
in the early 1990s, roughly five years after steep increases in dirty aid. While
China did not appear in the top ten list of environmental aid recipients in
the 1980s, it surpassed all the others by over 50 per cent in the 1990s. India’s
environmental aid nearly tripled over the period, from just over $2 billion to
$6.5 billion. China and India’s list of top donors is nearly identical: the World
Bank, ASDB, Japan, and Germany. Our very preliminary analysis suggests that
China is a country where foreign assistance is making an important difference
in encouraging the government to put environmental issues on the agenda.
Still, during the 1980s and 1990s, major donors such as the IBRD, the ASDB,
and Japan gave China seven times as much for dirty projects as they did for
environmental ones. ‘Dirty’ aid remained very significant in India until the
late 1990s, when it dropped markedly. Binding promises of environmental
aid have been critical to secure India and China’s participation in global
environmental treaties, and these countries’ tremendous leverage in global
negotiations will likely continue to grow. Whether aid promises will make as
much difference in the future, especially in China with its growing economy
and lending to Africa, remains to be seen. The question is especially salient on
climate change, in which some participation by China and India in a global
agreement is imperative.

For countries with precious environmental resources, such as rainforests
(Brazil) or ‘charismatic’ wildlife (Kenya), the debate over environmental aid
appears to be quite different. Westerners have responded to graphic images of
burning rainforests by pressuring the World Bank to suspend major projects
in the Brazilian Amazon. Still, Brazil has resisted efforts by outside agencies to
‘solve’ the Amazon problem. The PPG-7 program (funded by the G-7 nations
and coordinated by the World Bank) marked a new direction in attempting
to integrate development and environmental protection, and appears to have
been a partial success partly because it spent much of its effort supporting
civil society organizations and facilitating discussions about the future of the
region. However, bureaucratic red tape from coordinating donors slowed each
of the PPG-7 projects and the overall program significantly. Massive flows of
aid are now being discussed under the Kyoto Protocol to compensate Brazil
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and other rainforest countries for preventing deforestation. We return to this
issue in the concluding chapter of this book.

Kenya provides a striking case of environmental aid in Africa, where the
environmental issues include the difficult task of protecting wildlife while
addressing population growth and meeting human needs. The results are
mixed, but environmental aid from a different set of donors (including many
smaller European states) appears to be making a difference in addressing the
leading environmental issues there.

Through this description of initial trends in who receives environmental aid
and who does not, we have been guided by some expectations arising from
social science theories. For example, we expected countries with large stocks
of ‘natural capital’ (Brazil) and those whose development is most threatening
to global atmospheric stability (China, and to a lesser extent, India) to receive
more environmental aid and to be able to negotiate more effectively for the
types of aid they want. The same can be said for countries that attract aid
as allies in a volatile and strategic part of the world (Egypt). We expected
countries with such political leverage to more effectively negotiate for greater
amounts of environmental aid of the types that could support the needs
of local politicians and the constituents of political leaders, such as water
supply and sewage treatment projects. We can see some of these differences in
these case studies, but to test these hypotheses more systematically, statistical
analysis is needed. In the next chapter, we develop more formal hypotheses
and quantitatively test these conjectures using the full set of aid projects.
We also explain which kinds of recipient countries manage to secure more
or less aid of various types.
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4

To Areas of Need, Opportunity, or
Strategic Interest? Explaining Which
Countries Receive Environmental
Aid and Why

Who receives environmental assistance and why? There are conflicting claims
about why donors give environmental assistance to some countries and not
to others. The annual reports and websites of donor agencies often emphasize
the high levels of local environmental degradation experienced by their ‘part-
ner’ countries. Recipient governments, in contrast, publicly or privately com-
plain of a donor-dominated environmental agenda that focuses on regional
and global environmental threats and the small sub-set of countries associated
with them who reap the greatest share of donors’ largess. As seen in the
GEF story described in Chapter 3, many developing governments also take
issue with donor efforts to limit the provision of environmental assistance to
those countries with sound environmental policies, economic policies, and
government institutions. Yet the opposite claim is often made as well: that
donors use environmental aid to support nascent environmental institutions
and develop sound environmental policies where none currently exist. Critics
argue that environmental aid is no different from traditional foreign aid:
like non-environmental funding, it is channeled to military allies, strategic
partners, countries rich in natural resources to which donors seek access, past
colonial possessions, and key trading partners.

In this chapter, we examine the central question of this book: how donors
allocate development funds among recipient countries. The process of aid
allocation is complex and varies tremendously between each donor and recip-
ient; however, we believe there is much to be learned from an analysis of
broad patterns across all donors, recipients, and sectors. Beyond the purely
academic question of how aid is allocated, this research may help illuminate
the conditions under which successful outcomes follow aid. Understanding
why donors provide aid to some countries and not to others also informs
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our analysis of other links in the aid allocation chain—for example, how
development funds are allocated within sub-sectors and channeled through
either bilateral aid agencies or multilateral institutions. The financial and
environmental stakes are enormous, and the implications for efforts to reform
aid are clear.

Previous research on inter-recipient aid allocation has typically relied upon
truncated sets of aid data, and/or datasets that pool all recipients in single-year
cross-sectional analyses. We address these issues by creating a new database
for all loans and grants from each donor to each recipient, plus a series of
variables describing those recipient nations, for each year in the 1990s. Our
statistical models in this chapter use up to 15,000 donor/recipient dyads and
incorporate the total amounts of aid from all projects of a certain type in one
calendar year. We break that universe of cases down into analyses of patterns
for bilateral, multilateral, green, brown, environmental, and dirty aid. Our
analysis allows us to test a series of hypotheses informed by different theories
of why aid goes where it does.

Chapter 3 presented some descriptive statistics, a series of brief case
studies, and introduced preliminary hypotheses that might account for
observed inter-recipient aid allocation patterns. We saw that environmental
aid amounts appear to be directed to the big developing countries and ones
with globally important ecosystems, like the rainforests in Brazil or savannas
that support megafauna in Kenya, or large populations as in China and India.
But others, like Egypt, Turkey, and Pakistan, appear to receive large amounts
of environmental aid for largely geopolitical reasons. The case studies revealed
very different profiles in the use of environmental aid: some recipients tended
to receive aid for climate change, biodiversity, and other global issues, while
others received more aid for local issues like sewage, water, and desertification
prevention.

In this chapter, we present a series of formal hypotheses on inter-recipient
aid allocation, with a particular emphasis on environmental aid, and then
report whether the results from our models conform to our predictions. To
examine whether the various claims found in the literature carry over to
environmental aid, we employ multivariate regression analysis on our project-
level dataset that disaggregates development assistance into its constituent
parts. This type of analysis allows us to hold constant a whole host of factors
and measure the impact of single factors affecting allocation of aid across
numerous donors and recipients. Based on the most comprehensive set of
development projects in any study to date, we attempt to provide gener-
alizable conclusions about how aid is allocated. We also examine whether
these conclusions differ across types of donors (bilateral vs. multilateral) and
environmental vs. non-environmental (‘dirty’) aid.

To give the reader a preview of our results, we find that each school of
thought on environmental aid receives some support, but some findings do
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not support theoretical predictions. Some of the expectations based on ‘eco-
functional’ theory—that environmental aid goes where it’s needed most—are
supported. But the impact of these variables is substantively small—rather
national income, population size, UN voting affinity, and colonial history are
far stronger predictors. Bilateral donors give more aid to the poorest countries
than multilateral donors in the 1990s, and this pattern holds across all sectors,
including environmental aid. Surprisingly perhaps, bilateral aid agencies also
appear to do a better job targeting recipient countries with high levels of
environmental need, and rewarding countries with credible environmental
policies and institutions. As expected, bilateral donors tended to favor their
neighbors, their former colonies, and their commercial interests, but not
necessarily their close political allies, as measured by UN voting patterns.
We also note that there are differences in how environmental aid and more
traditional forms of assistance are allocated, but these differences are not huge.
Our findings have significant policy implications, an issue we return to in the
conclusion of the chapter.

Allocating Environmental Aid among Recipient Countries

The foreign aid literature—in political science, economics, and sociology—has
for five decades attempted to explain why some recipients attract extraordi-
nary amounts of aid and others receive nothing or relatively little.! Inter-
recipient patterns of aid allocation are interesting because they provide some
indication of donors’ underlying motives and priorities. Allocation patterns
also condition the effectiveness of aid. Burnside and Dollar (2000a, 2004), for
example, find that aid allocated along political lines has not led to higher lev-
els of economic growth.? Analysts also suggest that foreign aid is plagued by
recurrent problems. Aid tends to increase risky behavior by recipients (moral
hazard), favor poor performers (adverse selection), provide opportunities to
siphon off aid funds for other purposes (fungibility), promote corruption
(rent-seeking), weaken crebible threats by donors to withhold funds (credibil-
ity), and create a bargaining situation where the recipient knows much more
about the projects than the donors (asymmetric information).?

1 Schelling (1955); Morgenthau (1962); Pincus et al. (1965); Huntington (1970); Waltz
(1979); Baldwin (1985); Haggard and Kaufman (1995); Haggard and Moravcsik (1993); Keo-
hane and Levy (1996); Milner (2003); Hattori (2001); Neumayer (2003b); Bornschier et al.
(1978); Chase-Dunn and Rubinson (1978).

2 Alesina and Dollar (2000); Dollar and Levin (2004); Knack and Rahman (2004); Easterly
(2005); Heckelman and Knack (forthcoming); Knack (2004); Djankov et al. (2005); Boock-
mann and Dreher (2003); Kilby (2005).

3 In countries where there are good institutions and an ‘enabling policy environment,” the
conventional wisdom is that some of these problems can be overcome and aid can have a
modestly positive impact on growth and other development outcomes Radelet et al. (2004).
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After the Second World War, international relations scholarship gener-
ally treated foreign assistance as a quid pro quo, or an intergovernmen-
tal bribe (Morgenthau 1962; Baldwin 1985). International financial trans-
fers, in the view of most scholars, were made for reasons of political loy-
alty and national security, rather than for economic development, poverty
reduction, public health, education, and so on. Indeed, until the end of
the Cold War, most money flowed to strategic military locations, areas rich
in natural resources, newly independent colonies, and certain key trading
partners. Yet soon after the fall of the Berlin Wall, existing models of aid
allocation were unable to explain new types of aid that closely resembled
voluntary interstate cooperation. As international financial transfers for col-
lective good provision—particularly, debt relief, environmental protection,
infectious disease control, and structural adjustment—figured more promi-
nently in the portfolios of bilateral and multilateral donors, new patterns
began to raise new questions concerning donor (and recipient) motiva-
tions. Had benefactors and beneficiaries moved toward pursuing broader
shared interests that required and enhanced long-term policy coordina-
tion, unlike the earlier focus on more straightforward ‘aid-for-loyalty’—or
‘private good’—transactions? In the 1990s, new theorists—rational choice
institutionalists—attempted to explain this shift by characterizing foreign
assistance as an act of international cooperation that represented mutual
policy adjustment on the part of recipients and donors.* Aid, they argued,
could be understood as a ‘contract in which funders trade concessional
loans or grants for policy reforms in a recipient [country].”> Also crucial
for these institutional theories was the presence of underlying rules, princi-
ples, norms, and decision-making procedures to govern such resources-for-
reform swaps.® They emphasized that states could reduce transaction costs
and uncertainty, discourage reneging, and advance the shared interests and
absolute gains of all parties by establishing mutually acceptable ‘rules of
the game’ that would stabilize expectations. Rational choice institutionalists
therefore conceive of environmental aid transfers as inter-governmental con-
tracts that promote collective good provision. Importantly, the implicit eco-
functionalist assumption underpinning their causal logic is that donors who
distribute environmental assistance are genuinely interested in environmental
protection.

Nevertheless, many scholars continue to argue that political and commer-
cial factors primarily drive allocation decisions. Among many possible exam-
ples, commentators point to the fact that Turkey was promised large-scale
military and economic assistance in the run-up to the US invasion of Iraq in
2003. The US also generously rewarded Pakistan and Uzbekistan for assisting

4 Keohane and Levy (1996); Kaul et al. (1999, 2003). 5 Ross (1996: 186).
6 Keohane and Levy (1996: 5).
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their military efforts in Afghanistan. International financial institutions (IFIs),
which are in principle designed to provide collective goods like international
financial stability, are also routinely leveraged by their most powerful share-
holders when the geo-strategic stakes are high.” In 1998, for example, Pakistan
saw IMF loans disappear after testing a nuclear weapon in defiance of US
wishes, and then suddenly reappear at the beginning of the war in Iraq. One
leading analyst of international organizations has called the World Bank ‘a
source of funds to be offered to U.S. friends or denied to U.S. enemies.’® For
these reasons, our analysis contrasts these big loan-providing international
institutions with bilateral donors and smaller and more specialized multilat-
eral granting agencies.

Many of these analysts also argue that aid targeting the increased provision
of international public goods, such as global environmental protection, is no
exception. For example, Haggard and Moravcsik suggest that the West’s pri-
mary motivation for distributing $30-40 billion of assistance to former Soviet
bloc states after the Cold War was not democracy, economic growth, and
environmental protection—the stated objectives—but ‘privatizable’ benefits
advantaging special interests in donor countries. They also argue that ‘the lack
of any coherent justification for the creation of the EBRD... [suggests]...it
was an act of political symbolism rather than functional necessity.”’

Yet curiously, foreign aid is also credited with a number of important
successes: the post-Second World War reconstruction in Western Europe, the
eradication of river blindness and smallpox, the Green Revolution, the intro-
duction of family planning, and generalized improvements in life expectancy.
Since the fall of the Berlin Wall, bilateral and multilateral aid donors have also
strenuously argued that when aid is allocated and implemented properly, it
can help the international community address some of its greatest interna-
tional public good provision challenges: global and regional environmental
threats, terrorism, drug trafficking, international financial instability, and
infectious disease. From world leaders all the way down to the rank-and-file of
USAID, DFID, and the World Bank, the aid community now enthusiastically
embraces these dual goals of increased international public good provision
and aid effectiveness.

For example, the ‘Meltzer Commission,” established by the US Congress
amidst heated debate in 2000 over $18 billion of additional funding to the
International Monetary Fund, urged multilateral development banks (MDBs)
to redouble their efforts to provide undersupplied international public goods.

7 Thacker (1999); Stone (2002). 8 Wade (2002).

9 Haggard and Moravcsik (1993: 280), emphasis added. Marc Levy also ‘accept[s] the
argument made by Haggard and Moravcsik that the EBRD is a largely redundant exercise in
political symbolism, and suspect([s] that the decision to extend participation in the European
Environmental Agency to eastern governments was motivated in large part by a perceived
opportunity to garner similar symbolic laurels’ (1993: 332).
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Its authors argued for a sharper focus on the ‘treatment of tropical diseases
and AIDS, rational protection of environmental resources, tropical climate
agricultural programs, development of management and regulatory practices,
and inter-country infrastructure.’!'® G-7 Finance Ministers also underscored
the need for ex ante conditionality in 2000, calling upon ‘[MDBs to] empha-
size a selective, quality-oriented approach rather than a quantity-oriented or
profit-oriented one...[and] place [a] high priority on good governance.’!!
Again, at the Genoa Summit in 2001, G-7 countries stressed that ‘[MDBs’]
main priorities. .. should be to fight infectious diseases, promote environmen-
tal improvement, facilitate trade, and support financial stability.” They also
endorsed the idea that every MDB should ‘define more explicitly its role in
the provision of [IPGs] on the basis of its comparative advantages.’

The rise of these two objectives appears to be more than just talk. During the
1990s, especially, Western governments created a Montreal Protocol Fund to
provide incentives for developing countries to help protect the ozone layer;
a Global Environmental Facility that mobilizes funding to help developing
countries address a range of global environmental issues; a Global Fund to
Fight AIDS, Tuberculosis, and Malaria that seeks to combat disease through a
variety of innovative aid delivery mechanisms; and, in the US, a Millennium
Challenge Account that rewards poor countries based on their demonstrated
commitment to good governance.

Donors have responded to this growing skepticism and public scrutiny
about their underlying motives by shifting their focus toward ‘measurable
results’ and ‘experimentation.” The European Union and the UK’s Depart-
ment for International Development (DFID) have taken up outcome-based
conditionality, which makes the disbursement of aid contingent upon the
realization of certain outputs and outcomes—for example, the number of
children immunized, the number of girls that complete primary school,
or the achievement of certain public financial management benchmarks.
Shareholders of the World Bank have made funding of the International
Development Association (IDA)—the concessional lending arm of the World
Bank—contingent upon it achieving measurable targets, such as reductions
in the time and cost of business registration and increases in the number
of functioning household water connections, through the IDA-14 results
measurement system. The International Fund for Agricultural Development
(IFAD), the Asian Development Bank (ASDB), the Global Environment Facility
(GEF), African Development Fund (AFDF), the Caribbean Development Bank
(CDB), and other multilateral institutions have implemented performance-
based allocation systems, which reward countries with good macroeconomic
policies, successful records of project implementation, and sound public sec-
tor management institutions. The Global Fund to Fight AIDS, Tuberculosis,

10" Meltzer (2000). 1 G-7 (2000).
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and Malaria and the Global Alliance for Vaccines and Immunizations are
also experimenting with a variety of innovative aid delivery mechanisms.
In addition to these institutionalized mechanisms for international public
good provision, increasing amounts of aid are channeled through traditional
mechanisms to prevent drug trafficking, fight terrorism, resolve financial
crises, foster democracy, promote peace in war-torn regions, and achieve a
number of other interstate objectives.!?

We are therefore faced with competing explanations of what motivates
donors’ provision of aid for international public goods such as environmental
protection. On the one hand, many foreign aid experts insist that aid—in all
of its different forms—is manipulated for strategic and commercial purposes
and thus destined to not realize its stated objectives. On the other hand,
donor rhetoric, and to some extent behavior, seems to reflect a genuine
interest in putting aid dollars to their most effective use and addressing real
world problems, particularly undersupplied international public goods. To
adjudicate between these seemingly contradictory explanations, we take a
closer look at what drives environmental aid allocation, and test whether
these determinants differ at all from those of broader aid flows.

As a baseline, we offer a series of ‘eco-functional’ predictions against which
donor behavior can be empirically evaluated. That is, we treat environmental
aid as if it were being provided solely for the purpose of realizing its stated
objective: environmental protection. At the same time, we control for the
geo-strategic, commercial, and humanitarian motivations of donors, which
supposedly cut across all of the various types of aid that are channeled to
recipient countries. We first analyze what explains the inter-recipient alloca-
tion of environmental and non-environmental aid, and then among environ-
mental loans and grants we test whether these theories are more effective in
explaining green or brown aid (that addresses global or local public goods
issues, see Chapter 2).

The process of testing these hypotheses is quite complex: for the 429,000
individual aid projects in the PLAID dataset, we sum amounts given from
each donor to each recipient. Depending on the group of allocations we
are attempting to analyze, there are approximately 1,000 to 15,000 donor-
recipient-year observations. For each group of cases, we divide the policy-
making process of allocating environmental aid into two separate decisions:
Which countries get environmental aid? And of those countries who do
receive environmental aid, which countries get the most? The first decision,
which we call the ‘gate-keeping’ stage, raises the question of whether a country
will receive aid at all and is modeled with a binomial probit. The second
decision, the allocation stage, tracks the determinants of how much a recipient
country will receive using linear regression techniques. The resulting picture is

12 Kaul et al. (1999, 2003); Ferroni (2002).
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quite complex.!* We begin by attempting to build a theory of environmental
aid allocation and deriving a series of testable hypotheses.

Hypotheses of Environmental Aid Allocation

To investigate the factors affecting the allocation of development finance, we
offer a series of hypotheses drawn from a number of perspectives offered in
the literature. We first outline seven ‘eco-functional’ recipient-level character-
istics that might explain broad patterns in financial transfers to developing
countries for environmental protection. These include a recipient country’s
potential to deliver to global and regional environmental benefits, its local
environmental needs, the strength of its environmental policies and insti-
tutions, its commitment to environmental transparency, the strength of its
democratic institutions, the quality of its economic policies, and the overall
effectiveness of its government. We also test for the impact of population size
and poverty, and the role of donors’ geo-strategic, commercial, and historical
interests. For each hypothesis, we discuss some theoretical motivation found
in the literature and a proposed method of measurement. The actual mea-
sures we use to test these hypotheses are described briefly and listed in the
summary hypothesis Table 4.1. A crucial point to be made at the outset is that
many perhaps better variables were not available for the number of recipient
countries and years we wished to examine.

Hypothesis 1A: The receipt of environmental aid will correlate positively with
the global environmental significance of recipient countries.

Hypothesis 1B: The receipt of environmental aid will correlate positively with
the regional environmental significance of recipient countries.

First, for an efficient environmental aid contract to be written, we argue
donors and recipient must establish a shared interest. Their interests need not
be naturally harmonious, but both parties must stand to gain from cooper-
ation. Donor and recipient preferences, we argue, are less likely to coalesce
around issues of local environmental concern since they often (though not
always) lack the characteristics of a collective good. However, global issues
such as climate change and biodiversity loss, and regional issues, such as acid
rain and watershed management, yield significant benefits to both donors and
recipients and require collective action, so we would expect the probability of
a stable cooperative equilibrium to be higher for this sub-set of environmental
issues. We would therefore expect more environmental aid dollars to flow

13 The gate-keeping and amount distinction is more a statistical artefact for correctly
modeling limited dependent variables truncated at zero and need not parallel formal decision
processes by donors.
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Table 4.1. Summary table of hypotheses, variables, and findings, recipient allocation

Hypothesis

Variable

Description, Source

H1a: The receipt of environmental aid
will correlate positively with the
global environmental significance of
recipient countries.

H1b: The receipt of environmental aid
will correlate positively with the
regional environmental significance
of recipient countries.

H1c: Donors will target recipient
countries where environmental
quality is poor, and recipients
experiencing high levels of
environmental stress will have a
greater interest in securing
environmental aid.

H2a: Donors will reward countries
based on the strength of their
revealed environmental policy
preferences, as reflected in how
many major environmental treaties
they have ratified.

H2b: Donors will provide more
environmental assistance to
governments that provide credible
and verifiable information about
their policies and performance.

H2c: Donors will favor countries with
strong democratic institutions.

H2d: Donors will target governments
with a track record of delivering
reliable public services.

H2e: Donors will reward recipient
governments with ‘sound’
economic policies.

H3a: Donors will focus aid of all types
on their greatest trade partners,
including environmental aid.

H3b: ‘Loyal’ recipient countries will
receive more aid from bilateral
donors.

H3c: Nations that were previously
colonial outposts will continue to
receive significantly more aid of all
types.

H4a: Environmental aid will target the
poorest countries, since they face
greatest needs.

H4b: Large recipient countries will
receive more aid of all types.

Natural capital
index

Distance from
donor to
recipient

Water quality
index

Enviro. treaty
ratifications

CITES reporting

Democracy index

Government
effectiveness
index

Regulatory quality
index

Dyadic trade data

UN voting data

Colonial recipient

GDP per capita

Population

Natural capital score: 1225 (most natural
capital), O (least natural capital)
(World Bank)

Distance between donor and recipient
country center points using great
circle geometry (authors’ calculations)

Organic water pollution intensity
indicator, measured as kilograms of
organic water pollutant (determined
by bacterial biochemical oxygen
demand) emissions per day per worker
(World Bank, World Development
Indicators)

Percentage of the 9 major environmental
treaties ratified by recipient nation,
1969-99 (Roberts et al. 2004)

Percentage of requirements met under
the Convention on International Trade
in Endangered Species (CITES) (World
Resources Institute)

Institutionalized democracy: 10
(democracy), 0 (non-democracy) in
recipient nation (POLITY IV)

Government effectiveness estimate: 2.5
(highly effective), —2.5 (highly
ineffective) (World Bank Institute)

Regulatory quality estimate: 2.5 (high
regulatory burden), —2.5 (low
regulatory burden) (World Bank
Institute)

Total trade between donor and recipient
in each year (Total trade: imports +
exports) (Gleditsch 2002 and authors’
calculations)

Policy similarity of a given
donor-recipient dyad, as measured by
voting records in UN General
Assembly (Erik Gartzke and authors’
calculations)

Colonialism: 1 if recipient was a colony
of donor in 1945 (CEPII), else O

Gross domestic product (measured in
purchasing power parity) per capita
(World Bank World Development
Report)

Total recipient population for year
(Global Development Network (GDN)
database)
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to countries of global and regional environmental significance. For example,
Brazil and Indonesia may matter more to donors than Chad or Afghanistan for
environmental aid, even when holding all other factors that might explain aid
allocation patterns constant. We use the World Bank’s ‘natural capital index’
for the first hypothesis, and we calculated the distance from each donor to
each recipient country for the latter.

Hypothesis 1c: Donors will target recipient countries where environmental
quality is poor, and recipients experiencing high levels of environmental
damage will have a greater interest in securing environmental aid.

We further suggest that donors will target recipient countries where envi-
ronmental quality is poor. There are no doubt a whole host of variables
that condition the effectiveness of environmental aid—and thus a donor’s
willingness to give aid—but if donors are genuinely interested in improving
environmental protection, they will target those countries where they expect
their aid investment to yield the highest ‘environmental rate-of-return.” Fur-
thermore, recipients experiencing high levels of environmental stress will
have a greater interest in securing environmental aid contracts than recipients
with relatively undamaged environmental resources. Many variables were
possible here, but all lacked quality data for these recipients and years. One
of the most complete indicators of recipient environmental need was water
pollution levels, so we used the World Resources Institute and World Bank’s
compilation of organic water pollution intensity. The problems with this
indicator are discussed more fully in the concluding section of this chapter.

Hypothesis 2a: Donors will reward countries based on the strength of their
revealed environmental policy preferences, as reflected in the number of
major environmental treaties they have ratified.

The prospects for international cooperation also fundamentally depend
upon the credibility of state commitments. If a state’s willingness or ability
to implement an international environmental policy is weak, or even in
question, institutionalists would argue that cooperation is unlikely. Donors
will therefore be less likely to enter into aid contracts with recipients who
fail to demonstrate their willingness and ability to implement meaningful
environmental reforms.'* As Connolly suggests, ‘recipient countries’ political
commitment to environmental reforms stands out as a major explanatory

14 Kotov and Nikitina (1998) argue that the USSR was unable to secure external financing
for environmental protection during the Cold War largely because of credibility problems:
‘Unlike most other countries, the USSR had no agency devoted entirely to the environment
with authority to issue and enforce regulations. Environmental quality was simply too low a
priority for the government, which lacked the resources to invest in cleaner technology and
could not provide incentives for plants to behave differently. Underlying these failings, of
course, was the inability of a command economy to operate efficiently or to make significant
technological progress. Limited information about the environment, low levels of public
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factor for the success or failure of financial transfers.”!> As an admittedly
flawed proxy of revealed environmental policy, we use the percentage of major
environmental treaties ratified by recipient countries, an index on which we
have worked extensively in the past.!®

Hypothesis 2b: We expect donors to provide more environmental assistance
to governments that provide credible and verifiable environmental informa-
tion about their policies and performance.

Also critical to a recipient’s credibility is its willingness and ability to provide
donors with reliable information about its own behavior.!” Transparency is
an important determinant of interstate cooperation because it allows deman-
deurs to assess the intentions, capabilities, and past behavior of potential
cooperators and thus evaluate their trustworthiness.!® Trust reduces uncer-
tainty and transaction costs, enhancing the credibility of state commitments,
making defection more costly, and promoting stable expectations. Though
some states can certainly report false information, those who report less
environmental information may be viewed with greater suspicion and thus
receive fewer environmental aid dollars and contracts. Bad information is
better than no information because self-reporting opportunistic actors run a
higher risk of being detected and punished by donors, particularly in an era
of high resolution satellite, spacecraft, and aircraft imagery, which on some
environmental issues can provide ‘objective, unbiased, and transparent data
sources in a near real time basis.’"

The incentive to misrepresent one’s intentions, capabilities, or level of need
is also weaker in transparent countries since government officials are aware
that donors are better able to assess the credibility. Raustiala and Victor offer
anecdotal support for this hypothesis. In the Baltic Sea region, they report,
‘donors have focused on countries where transaction costs are lower and
domestic assurances are higher. Consequently, in the Baltic Sea regime donors
have favored Poland over Russia; the fraction of resources sent to Russia has
risen only slowly. In both the regime to limit dumping of radioactive waste
and the regime to protect the Baltic Sea, programmatic commitments and
activities, such as to report and analyze data, have improved knowledge about
national situations and made it easier to target aid.’? Since it requires serious
annual reporting to an international registry overseen by the independent
World Wildlife Fund, the CITES treaty on endangered species trade has been

concern, and even lower responsiveness by the central government to these public concerns
also contributed to this situation.’

15" Connolly (1996: 330). 16 Roberts (1996); Roberts et al. (2004).

17 Mitchell (1998); Florini (2000); Tierney (2003).

18 Abbott and Snidal (1998: 431) define demandeurs as ‘states...that have worked to
obtain commitments from others. .. in the face of strong resistance.’

19" de Sherbinin and Giri (2001: 3). 20 Victor et al. (1998: 675).
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widely used as an indicator of transparency and commitment to environmen-
tal treaties. Again, this is a potentially flawed indicator, but provides a start in
testing this proposition.

Hypothesis 2c: Donors will favor countries with strong democratic institu-
tions.

The recipient country’s political regime type may also be critical in aid allo-
cation of all types. Several authors have argued that states with strong demo-
cratic institutions are generally able to make more credible international pol-
icy commitments than autocratic states.?! Where open and responsive domes-
tic political institutions are in place, domestic audience ‘costs of defection’
are higher,??> and with re-election or consistency of party control weighing
heavily on the minds of elected representatives, ‘democratic leaders make only
the commitments that they can keep, and once made will tenaciously attempt
to comply with those commitments.’?® Conversely, where there are no clear
lines of political accountability, defection is relatively costless and therefore
common. Indeed, there is evidence that democratic leaders are better able to
carry out their military, trade, investment, aid, and debt commitments.?* One
alternative explanation of the positive relationship between democracy and
environmental aid is that ‘in democracies citizens are better informed about
environmental problems (due to freedom of the press) and can better express
their environmental concerns and demands (freedom of speech), which will
facilitate an organization of environmental interests (freedom of association),
which will in turn put pressure on policy entrepreneurs operating in a com-
petitive political system to respond positively to these demands (freedom of
the vote).” The team creating and updating the Polity IV dataset has developed
and tested a ten-point index of democracy that we believe is a fair evaluation
of this hypothesis.

Hypothesis 2d: Donors will target governments with a track record of deliv-
ering reliable public services.

If donors are genuinely interested in improving environmental protection,
we would also expect them to favor countries with politically insulated,

21 Lake (1992); Fearon (1994); Martin (2000). Also see Gaubatz (1996); Leeds (1999);
Mansfield and Snyder (2002); Shultz and Weingast (2003); Jensen (2003); Tierney (2003). Lisa
Martin’s book Democratic Commitments: Legislatures and International Cooperation is perhaps
the most thorough treatment of this popular hypothesis.

22 Fearon (1994).

23 Tierney (2003: 50). Implicit in the logic of this argument is that democratic leaders who
take on treaty obligations are willing and able to implement their commitments. If this is
indeed true and the empirical evidence matches up with theoretical expectations, there would
be greater reason to celebrate the current push for democratization in the developing world.

24 Lake (1992); Fearon (1994); Gaubatz (1996); Leeds (1999); Martin (2000); Mansfield and
Snyder (2002); Shultz and Weingast (2003); Jensen (2003); Tierney (2003).
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meritocratic bureaucracies that are capable of delivering public goods and
sound policies. Government effectiveness is widely cited as a key determi-
nant of effective environmental policy.?® Therefore, from a donor’s perspec-
tive, such countries represent safer investments than countries without such
institutions. We utilize the World Bank Institute’s Government Effectiveness
Index, from Kaufmann, Kraay, and Mastruzzi’s widely used ‘Governance Mat-
ters’ dataset. This index, used extensively by donors for allocation decisions,
combines ‘into a single grouping responses on the quality of public service
provision, the quality of the bureaucracy, the competence of civil servants, the
independence of the civil service from political pressures, and the credibility
of the government’s commitment to policies.’?¢

Hypothesis 2e: We expect that donors will reward recipient governments with
‘sound’ economic policies.

If donors are concerned about environmental rate-of-return on their aid
investments, we would also expect them to favor countries with sound eco-
nomic policies. In countries where the government regularly intervenes in
markets and distorts pricing structures, there is a strong possibility that the
selection and appraisal of public investment projects will be distorted. For
example, in countries where excess demand has been artificially generated,
donors may select inappropriate investments and overestimate the ‘optimum
attainable output capacity’ of their projects.?’” Where trade, investment, and
exchange rate restrictions are high, crucial project inputs may also be pro-
hibitively expensive or unavailable.?® Local firms seeking to provide comple-
mentary environmental goods and services will also do so more efficiently
in the absence of state controls on capital goods and other imported inputs.
From a more critical perspective, since the fall of the Soviet Union, the major
aid donors are capitalist countries, and especially during the study decade of
this chapter (the 1990s), ‘sound’ policies were widely seen as those which lim-
ited government ‘distortions’ of markets (called ‘the Washington Consensus’).
As Raustiala and Victor more moderately propose, ‘when domestic regulatory
and market institutions are poorly developed, it is especially difficult for
recipients to assure donors that financial transfers will be spent as intended.’?’
Alternatively, Roginko argues that more environmental aid flows to Russia
than other Baltic states because of the ‘greater political and economic stability
in the Baltic countries compared with the situation in Russia. Furthermore,
enterprise and municipal facilities in Estonia, Latvia and Lithuania are better
positioned to purchase foreign technology because their domestic currencies
are convertible.’3°

25 Esty and Porter (2005); Kishor and Belle (2004); Léautier (2006).

26 Kaufmann et al. (2003). 27 Isham and Kaufmann (1999: 155).
28 Kaufmann and Wang (1995); Burnside and Dollar (2000a).
2% Victor et al. (1998: 675). 30 Roginko (1998: 604).
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These hypotheses comprise our ‘eco-functionalist’ and ‘recipient credibility’
baseline. If donor provision of environmental assistance were indeed moti-
vated by a genuine concern to address real world environmental problems, we
would expect the empirical evidence to conform to these hypotheses that aid
flows to areas of environmental need and government competence. There is a
rich literature, however, making claims about the more general determinants
of foreign aid allocation, and we attempt to test some of these factors as well.

Hypothesis 3a: Aid will be correlated with trade between donor and recipient
countries.

Donors may also use aid as an export promotion tool.?! As we will see in
Chapter 5 on donor countries, companies with contracts from donor agencies
are a major domestic source of support for the foreign aid budget.3? It there-
fore stands to reason that if legislators want to be re-elected they will make
efforts to ensure that aid is channeled to the export markets of greatest inter-
est to those contractors. Environmental aid is likely not exceptional in this
regard. Robert Darst (2003) explains that at the European Bank for Reconstruc-
tion and Development ‘efforts to take a “hard line” [with underperforming
environmental aid recipients] have been regularly undercut by pressure from
donor states with politically influential nuclear engineering industries, such
as the United States and France.’*® Bilateral donors also face these pressures.
The US government is especially open about the link between aid and US
exports. A former USAID deputy chief in El Salvador is reported as saying that
‘the purpose of our aid is to get them to buy American products.’** According
to a report from the Japan Economic Institute, Japanese companies have also
been key players in the allocation of their country’s aid budget. In 1998, for
example, ‘a Keizai Doyukai (Japan Association of Corporate Executives) report
called for more grant and environmental funding, initiatives that would dove-
tail nicely with popular interest and support for environmental protection
policies at home and abroad.” Critics of the report argued that the export of
green technologies abroad was a major driver in the Keizai Doyukai push for
environmental aid.*® In the chapters examining bilateral donors (Chapters 5
and 6), we examine the strength and apparent impact of these ‘coalitions of
the green and greedy.” Here, however, we attempt to gauge whether they have
an impact on which countries are targeted for environmental aid projects.

31 Kanbur (2000).

32 Contracts won from bilateral and multilateral donor agencies create significant employ-
ment opportunities and additional income for Western citizens. The evidence is mixed on
whether this support for foreign aid affects the voting patterns of parliamentarians Fleck and
Kilby (2001); Milner and Tingley (2006).

33 Darst (2003: 20). 34 Quoted in Chatterjee and Finger (1994).

35 Altbach (1998). See also Chapter 5. Also see Dauvergne (2001b); Arase (1995); Evans
(1994); Forrest (1991); Evans (1999); Taylor (1999); Dauvergne (1997).
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Donors may also use foreign assistance to secure trade partners that can
provide the raw materials needed for their domestic industries. Schraeder et al.
argue that ‘[t]he top recipients of Japanese aid during the 1980s can be divided
into three types of trade categories: (1) important sources of raw materials
vital to Japanese industry, such as copper in Zambia and Zaire, uranium in
Niger, and chromium in Madagascar; (2) potential future sources of such raw
materials, including chromium in the Sudan and oil in Gabon; or (3) major
economic markets, such as Kenya and Nigeria, capable of absorbing Japanese
exports.” They continue to describe policy-making in Japan as a result of
concern about future access to African raw materials.3® The explosion of China
onto the scene after 2002 in loaning funds for African mineral extraction
appears to be a similar case. Aid-for-trade swaps of this type are believed to be
especially common among donors with few domestic raw materials, such as
Japan, but may also heavily influence countries with high domestic political
costs to internal resource extraction. To test this key hypothesis, we calculate
dyadic trade data between each donor and recipient nation for each of the ten
years in this chapter’s analysis.

Hypothesis 3b: ‘Loyal’ recipient countries will receive more aid from bilateral
donors.

One common hypothesis is that donor governments use their aid to buy the
political loyalty of other countries. The Reagan administration, for example,
maintained a policy of limiting foreign assistance to those countries that
supported US policy positions in the UN General Assembly.?” A number of
other donor countries, including Japan, Mainland China, and Taiwan, are
notorious for exchanging aid in political quid pro quos. Indeed, in 2001,
Japan was caught in a vote-buying scandal when the head of its fishery
agency openly admitted that the government had bribed countries with
promises of foreign assistance to support their pro-commercial whaling posi-
tion at the International Whaling Commission (IWC). New Zealand's Evening
Post reported: ‘Client nations such as St. Kitts and Nevis, Grenada and the
Grenadines...were wooed to IWC membership at Japan’s behest. All are
recipients of Japanese aid; to suggest they’ve any genuine interest in whales,
whaling and the Southern Ocean sanctuary promoted by New Zealand and
Australia stretches credulity.’®® Other, albeit sometimes less blatant, instances
of donor countries using aid to influence the positions of small or aid-
dependent recipients have abounded since the 1970s, so we include a test
of this important criticism in our allocation model. We often hear about some
of the worst cases, but do not know if the pattern is generalized and whether

36 Schraeder et al. (1998: 331).

37 Kegley and Hook (1991). Also see Keohane (1967); Kim and Russett (1996); Neumayer
(2003¢); Lai (2003); Thacker (1999); Wang (1999); Wittkopf (1973); Gates and Hoeffler (2004).

38 Eigen and Eigen-Zucchi (2003: 578-9).
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it holds up when other factors are held constant. To test this hypothesis we
used Erik Gartzke’s UN General Assembly voting records and calculated some
of our own for missing years.

Hypothesis 3c: Countries that were previously colonial possessions will con-
tinue to receive significantly more aid of all types.

Colonial countries retain connections with their former possessions long
after these ties are formally severed, and so we predict a continuing rela-
tionship between donors and countries which were colonial possessions as
recently as 1945. To test this we used a dummy variable (with values either 0
or 1) produced by CEPII, on whether the recipient was a colony in 1945.

Hypothesis 4a: Environmental aid will target the poorest countries, as they
have the least capacity to respond to environmental crises.

Finally, we consider the possibility that donors are responsive to the human
needs of recipients. The existing literature controls for the needs of recipients
for at least three reasons. First, if donors are at least to some extent motivated
by changing actual development outcomes, they can generally achieve a
greater rate-of-return on their investment if they focus on countries with
higher levels of need. Generally, the poorer a country is, and the more poor
people there are living within that country, the more opportunities there are
for donors to help. Many donors also have an explicit policy of systematically
favoring countries with the highest levels of need, and these often preceded
the drafting and acceptance of the Millennium Development Goals (which
set concrete global targets for reducing poverty, disease, etc.). Sometimes this
is self-imposed; other times it is externally imposed by overseers. The US
Congress, for example, has ‘tied the hands’ of its new bilateral aid agency,
the Millennium Challenge Corporation, by allowing it to only work with
countries with a gross national income per capita of $3,465 or less.?* The
World Bank goes a step further, using a statistical formula to allocate IDA
(International Development Association) funds that includes two variables
that account for the depth and breadth of recipient needs: per capita income
and population size.? It also stands to reason that recipient countries with

39 MCC is also legislatively prohibited from spending more than 25% of its resources on
lower-middle-income countries—those countries with a per capita income between $1676
and $3465. The remaining 75% must target low-income countries with a per capita GNI of
$1675 or below.

4 The IDA allocation formula is (POP x GNPy %125) x [(0.8CPIA +0.2PORT) x
(GOV/3.5)1%]20, where POP equals population size, GNP, equals gross national product
per capita, CPIA equals country policy and institutional performance assessment, PORT
equals portfolio performance, and GOV equals the average of five public sector management
indicators. The African Development Fund, Asian Development Fund, Global Environment
Facility, Caribbean Development Bank, and International Fund for Agricultural Development
all use similar allocation formulas.

106



To Areas of Need?

greater needs generally have a stronger interest in securing aid contracts than
those who are better off and able to access private capital markets without hav-
ing to deal with the hassle of donor conditionality, paperwork, and oversight.

As we've alluded to in previous chapters, environmental aid is somewhat
unique in that donors likely consider both human needs and more purely
environmental needs. It is also unique in that donors and recipients will
likely disagree about where the needs are greatest, as Chapter 2 explored in
some detail. Global issues, like ozone depletion, habitat preservation, and
climate change (what we call ‘green aid’), are typically perceived by poorer
countries to be much less pressing than providing safe drinking water, slow-
ing soil erosion, treating sewage, and reducing urban air pollution (human
environmental, local, or ‘brown’ issues).*! Connolly notes that this wedge
between Northern and Southern interests has put donor countries in the
difficult business of ‘persuad[ing] recipient countries...to take the environ-
mental actions of [lowest] priority to them.’#? This North-South divide has
important implications for patterns of environmental aid allocation. On the
one hand, donors have the money, and ‘money talks.” But developing coun-
tries also possess unprecedented bargaining power through their ability to
obstruct Northern efforts to protect the global environment. In this regard, we
might expect the South to extract political concessions—in the form of more
highly valued aid for economic, social, and local environmental issues—from
donors in exchange for their cooperation on global environmental issues. This
leverage can be strong because donors as a whole have formulated a mandate
to fund the world’s poorest nations. We test just how important this factor is
by using the World Bank’s standard indicators of gross domestic product per
capita corrected for purchasing power parity.

Hypothesis 4b: Recipient countries with large populations will receive more
aid of all types.

As an additional control variable, we test whether environmental aid tends
to be focused on countries with large populations. On the one hand, pop-
ulation size captures another important dimension of recipient need since
poor countries with more people pose larger-scale development challenges
and have huge ‘brown’ social environmental issues. On the other hand, the
largest developing countries (China, India, Brazil) have huge economies and

41 Roberts and Thanos (2003); Roberts and Parks (2007a). As discussed above and again in
Chapter 9, the Global Environmental Facility was founded to fund environmental projects
in poorer nations, and has in its mandate a focus on issues of global importance. But
increasingly, the line between local benefits and global ones has grown impossible to pin
down. The ongoing conflict over what can be defined as ‘adaptation to climate change’
funding shows how this is still a contentious issue Muller (2007).

42 Connolly (1996: 330). Additionally, on a number of key issues, rich nations have failed
to honor their international policy commitments. Najam (2002a, 2004a, 2004b); Bernstein
and Bluesky (2000); Baumert (2002); Porter et al. (2000); Jokela (2002).
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often times a national pride which might make them less willing to accept
international aid, especially when it comes with policy and programmatic
conditions. Environmental aid may be somewhat different than traditional
economic aid in this regard. In particular, environmental aid may be less asso-
ciated with the demands that recipient countries undertake economic reforms
under direction of IMF or other international lenders programs (widely known
as ‘structural adjustment’ programs). Large countries are generally less willing
to adopt these reforms than many smaller countries that have less leverage
with multilateral development banks and large bilateral donors. We utilized
the GDN database for population estimates for years between censuses.

The Empirical Aid Allocation Model

To help the reader understand our empirical aid allocation model, we will
provide a brief description of the econometric approach taken in this chapter.
Additional detail is provided in Appendix B and an online technical com-
panion document.*® To empirically examine how donor countries allocate
their environmental aid and whether their allocation rules depend in part on
environmental, economic, and political factors in the recipient country, we
use a statistical model designed to deal with the peculiarities of aid finance
data. A cursory examination of aid patterns over the last few decades reveals
that a significant proportion of countries receive no aid in given sectors for
long periods while others receive large amounts of aid consistently in the same
sectors. This empirical pattern lends itself to thinking about aid allocation
as a two-step process.** In the ‘gate-keeping’ stage, a donor country decides
whether or not to give a recipient country some positive amount of aid. Once
a recipient country has passed the gate-keeping stage, a donor country sets
aside a percentage of their overall aid budget for that particular recipient
country in the ‘amount’ stage.*> Consequently, when one asks how donor
preferences and recipient characteristics affect aid allocation, one needs to
think about how both of these factors affect the gate-keeping and allocation
stages of the process.

Using the PLAID database on international development assistance, for each
donor, recipient, and year, we construct the share of a donor’s aid budget
for a given year and environmental or non-environmental aid given to each
recipient country. This share of a donor’s aid budget is the variable our model
is attempting to explain. It is important to note that, by construction, this
variable treats all donors as equal, since we are attempting to describe the

43 See Appendix B.

4 Poe and Meernik (1995); McGillivray and Oczkowski (1991, 1992); Tarp et al. (1998).

4 One good example of this two-step process can be found in the Millennium Challenge
Corporation’s (MCC) annual country selection process, discussed above.
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behavior of the average donor, not just the big ones. There are advantages
and disadvantages to this approach. On the one hand, defining the dependent
variable in this way does not allow the allocation decisions of large donors to
swamp the allocation decisions made by smaller donors. On the other hand,
because we do not assign different weights to donors based on the overall
size of their aid budgets, the ‘generalizable’ conclusions that we attempt to
provide do not account for the relative significance of different donors. We
have examined the individual behaviors of donors in separate models when
possible, but for this chapter we are examining the impact of average donor
behavior on recipients. We test allocation patterns for all projects, environ-
mental projects, ‘dirty’ projects with likely negative environmental impacts,
environmentally neutral projects, and those addressing global ‘green’ issues
and local ‘brown’ projects, separately and together.

Using these calculated shares, many donor-recipient-year pairs correspond
to no aid given, since not all donors give money to all recipients every year.
Our model treats these donor-recipient-years differently than those combina-
tions receiving positive shares. In the gate-keeping model, we examine how
variables in Table 4.2 influence the probability that a recipient receives a
positive share of aid from a donor. In the amount stage, we examine how
the same factors influence the amount a recipient receives, conditional on
passing the gate-keeping stage.

Ultimately, we are interested in the combined effect of both the gate-
keeping and amount stages of the model. It is instructive, however, to consider
the interpretation of each. In the gate-keeping stage, the parameter estimates
we present should be interpreted as influencing the probability that a recipient
passes the gate-keeping requirement for each donor and year for that type of
aid. Therefore, a positive (negative) coefficient on, for example, a democracy
score indicates that as democracy increases (decreases) the probability of get-
ting some positive aid share increases (decreases). In the amount stage, coeffi-
cients influence the amount of aid given. These coefficients are estimated only
over those donor, recipient, type, and year combinations where a positive
share is observed. For example, a positive (negative) coefficient on gross
domestic product (GDP) per capita in the amount equation should be inter-
preted as increasing (or decreasing) the share of a donor’s aid budget given to
a recipient when its GDP per capita increases. To estimate the combined effect
of both stages of estimation, we use both models to estimate an ‘elasticity
score’ for each variable. This elasticity score evaluates how a change in that
variable influences the share of aid a recipient receives by changing both the
gate-keeping and amount stages of the model. This elasticity describes how
a 1 per cent change in an explanatory variable (like gross domestic product)
leads to an x per cent change in the share received.

An important innovation in our empirical work, and one we describe in
detail in Appendix B and the technical companion to this book, is the use
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of multiple imputation techniques for handling the missing data that are
a part of most international panel data studies. Recipient countries are by
definition poorer, and many have extremely weak data-collection capabili-
ties. Therefore, finding variables with complete time-series data can be quite
difficult. Prior work has either performed listwise deletion, a procedure that
removes observations with any missing values, using ‘pairwise’ deletion of
cases which can make models uncalculatable or unrealistic, or has imputed
missing data in unsystematic ways. While our work is less affected by the
selection bias associated with listwise deletion and ad hoc imputation, the
use of multiple imputation also introduces the uncertainty associated with
missing data in the estimation process. Missing imputed data are unknown
and therefore estimates and standard errors are subject to the researcher’s
uncertainty regarding the independent variable data. Recent research on the
use of multiple imputation indicates it is likely the best research tool for the
missing data problems abundant in most cross-national time-series analyses.
Rather than being a weakness in our research, our estimates include this uncer-
tainty over missing data and are therefore not overestimating the statistical
significance of factors influencing aid.

Results

Which countries receive environmental aid and why do some countries
receive more environmental aid than others? Is the allocation of environ-
mental aid among recipient countries any different from the allocation of
more traditional types of aid? How do bilateral and multilateral donors vary
in the way they allocate environmental aid among recipient countries? In
this section, we discuss the results from the two stages of our aid allocation
model. In each case, we examine differences across donor types (e.g. bilateral,
multilateral, MDB, MGA) and environmental aid types (e.g. green and brown).
We also report models of ‘dirty’ aid allocation as a check on whether the
drivers of environmental aid allocation are in fact unique to environmental
aid.

We present three sets of results. Because we see this work as the core of this
book’s contribution to the study of aid, we present the analysis in substantial
detail, some of which is avoided in future chapters. For each major donor
type, we include results from the gate-keeping equations (Tables 4.2a, 4.2b,
and 4.2¢), the amount equations (Table 4.3a, 4.3b, and 4.3¢), and elasticity
results (Table 4.4a, 4.4b, and 4.4c). While the two-step model is designed
to deal with limited dependent variable issues, we are ultimately interested
in the net effect of both the gate-keeping and the amount models. In this
regard, the elasticity results are the most useful results for interpreting the
overall impacts of recipient country effects, and judging the relative impact
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Table 4.2a. Gate-keeping stage predictors of allocation of environmental and ‘dirty’ aid to
recipient countries, 1990-1999

Hyp. Gate-keeping stage
Environmental Dirty
Bilaterals Multilaterals Bilaterals Multilaterals
Number of cases 14,912 5,493 15,299 6,304
Variable name
H1  Ln (natural capital 0.05** (2.08) 0.07**(2.91) 0.04* (1.68) —0.00(—0.25)
index)
Distance from donor —0.01*(—1.65) — 0.00(0.418) —
to recipient
Water quality —0.00(-0.00) —0.90*(—1.74) 0.33(0.52) 0.27(0.61)
H2  Enviro. treaty ratifs. 0.56** (2.59) 0.23(1.26) 0.22(1.20) 0.16(0.85)
CITES reporting 0.00**(2.17) 0.00(—0.93) 0.00** (1.97) 0.00(0.70)
Democracy index for 0.02(1.57) 0.01(0.81) 0.02*(1.81) 0.01(0.85)
recipient
Recipient gov't 0.21**(3.28) 0.20** (3.22) 0.16** (2.50) 0.12**(2.03)
effectiveness
H3  Importance of 0.01(1.58) — 0.01*(1.85) —
recipient in donor
trade
Recipient UN voting —1.06** (—9.24) — —0.43* (—4.07) —
with donor
Recipient was colony 0.67* (6.71) — 0.92* (7.06) —
in 1945
H4  Ln (GDP per capita) —0.34** (-7.48) —-0.21**(-6.61) —0.36™(—7.34) —0.24*(—7.82)
Ln (population) 0.15**(5.99) 0.05** (3.00) 0.14** (5.05) 0.08** (4.78)

Note: t statistics in parenthesis; ** significant at 5% level; * significant at 10% level.

of the hypotheses offered earlier in this chapter. The elasticity results have
the added advantage of normalizing the size of the effect of a particular
independent variable across all models and donor types considered. While we
do present results of the gate-keeping and amounts stages of estimation in this
chapter, we focus our discussion on the elasticity results in Table 4.4a, 4.4b,
and 4.4c, referring back to the component parts of the overall model when
appropriate.

It is important to note that the number of cases we model for the gate-
keeping stage (roughly 15,000 donor-recipient dyads) is much greater than
the share equation (between 1,800 and 5,000), since many countries did
not receive any aid of a particular type in a particular year. Consequently,
the number of observations falls below 5,000 for the share models in some
sectors. For example, in the MDB green aid regression there are only 223
dyadic combinations of multilaterals and recipients actually committing to
green projects in a given year. The impact of these smaller sample sizes is that
statistical significance is more difficult to achieve in the share amount models
of where aid flows.
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Table 4.2b. Gate-keeping stage predictors of allocation of green and brown aid to recipient
countries, 1990-1999

Hyp. Gate-keeping stage
Bilaterals Multilaterals
Green Brown Green Brown
Number of cases 14,100 14,912 6,146 5,468
Variable name
H1  Ln (natural capital 0.08** (3.20) 0.06**(2.19) 0.09** (4.02) 0.04 (1.44)
index)
Distance from donor ~ —0.01(—1.38) —0.02** (—3.04) — —
to recipient
Water quality —0.85(—1.44) —0.12(-0.19) —0.79(-1.45) —1.80* (—-2.92)
H2  Enviro. treaty ratifs. 0.83*(3.86) 0.16(0.77) 0.39**(2.26) —0.44*(—1.82)
CITES reporting 0.00** (—2.05) 0.00*(—1.94) 0.00(—0.87) 0.00(0.41)
Democracy index for 0.02%(1.81) 0.01(0.73) 0.01(0.81) 0.00(0.10)
recipient
Recipient gov't 0.24** (3.65) 0.22**(3.51) 0.18**(2.65) 0.21*(2.99)
effectiveness

H3  Importance of
recipient in donor

0.01* (1.78) 0.01(1.42) — —

trade

Recipient UN voting —1.21**(-10.57) —0.54**(-5.01) — —
with donor

Recipient was colony 0.39% (4.44) 0.66* (6.70) — —
in 1945

H4  Ln (GDP per capita)
Ln (population)

—0.31"(—8.31)
0.12* (6.12)

—0.34% (=7.12)
0.12* (4.57)

—0.22" (=6.91)
0.04" (2.18)

—0.22% (=5.20)
0.05% (2.24)

Note: t statistics in parenthesis; ** significant at 5% level; * significant at 10% level.

We first sought to test whether environmental aid tends to flow to the coun-
tries of greatest global environmental significance (H1la). Table 4.2a shows
that, at the gate-keeping stage, a country’s natural capital is positively related
to flows of bilateral and multilateral environmental aid.*¢ The natural capital
elasticity scores are also striking. The elasticity estimate is significant and
positive for green aid, but not for non-environmental aid. This suggests that
(a) donors are genuinely interested in using foreign assistance to provide
undersupplied international public goods, (b) not all aid allocation decisions
are motivated by geo-strategic and commercial factors, and (c) the procedures
used by donors to allocate aid for international public good provision are in
some measure different from the procedures used to allocate more traditional
types of foreign assistance. To interpret the relative importance of this finding,
consider the green elasticity estimate in the bilateral models presented in
Table 4.4a. A 1 per cent increase in a recipient country’s natural capital
score increases its share of green aid from an average bilateral donor by

46 Dirty aid from multilaterals does not appear to flow to countries of global environmental
importance.
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Table 4.2c. Gate-keeping stage predictors of allocation of environmental, ‘dirty’, green and brown aid to recipient countries from Multilateral
Development Banks (MDBs) and Multilateral Granting Agencies (MGAs), 1990-1999

Hyp. Gate-keeping
Environmental Dirty Green Green Brown
MDB MGA MDB MDB MGA MDB
Number of observations 5,493 1,846 6,203 4,299 1,846 5,160
Variable name
H1 Ln (natural capital index) 0.04* (1.64) 0.12**(3.19) —0.00(—0.30) 0.07**(=2.91) 0.12**(-3.223) 0.04(—1.436)
Water quality —1.19** (-2.220) —0.39(-0.36) 0.28(0.64) —1.42*(-1.76) —0.36(-0.39) —1.81"(-2.94)
H2 Enviro. treaty ratifs. —0.12(-0.61) 0.86* (2.32) 0.10(0.53) 0.12(0.49) 0.87**(2.35) —0.49 (—2.01)
CITES reporting 0.00(1.01) 0.00(0.61) 0.00(0.68) 0.00(1.26) 0.00(0.60) 0.00(0.42)
Democracy index for 0.01(1.16) 0.00(0.22) 0.01(0.85) 0.03**(1.99) 0.00(0.19) 0.00(0.04)
recipient
Recipient gov't 0.19**(2.66) 0.28**(2.78) 0.12(2.09) 0.11(1.10) 0.28**(2.81) 0.21**(3.05)
effectiveness
H4 Ln (GDP per capita) —0.23*(-6.17) —0.24** (—4.89) —0.24**(-7.80) —0.28** (—6.49) —0.24** (-4.92) —0.22**(-5.10)

Ln (population)

0.05* (2.48)

0.08* (3.10)

0.08** (4.83)

0.0244594(1.10)

0.08* (3.12)

0.05** (2.30)

Note: t statistics in parenthesis; ** significant at 5% level; * significant at 10% level.
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Table 4.3a. Allocation amount stage predictors of allocation of environmental and ‘dirty’
aid to recipient countries, 1990-1999

Hyp. Amount
Environmental Dirty
Bilaterals Multilaterals Bilaterals Multilaterals
Number of observations 3,489 1,439 4,943 1,799
Variable name
H1  Ln (natural capital 0.03(0.55) —0.09*(—-1.81) —0.02(-0.35) —0.11**(-2.09)
index)
Distance from donorto  —0.04** (—3.27) — —0.06** (—4.96) —
recipient
Water quality —0.80(-0.62) —3.81**(—1.99) 0.04(-0.034) —0.69(—0.424)
H2  Enviro. treaty ratifs. —3.30"*(-5.81) —1.73*(-2.79) —-2.16"*(-5.14) —0.60(—1.52)
CITES reporting 0.00(1.04) 0.00(0.87) 0.01*(2.83) 0.00(0.81)
Democracy index for —0.03(-1.42) 0.03(1.30) —0.02(-0.90) 0.03(1.26)
recipient
Recipient gov't 0.12(1.10) 0.13(0.81) 0.11(0.88) 0.20(1.25)
effectiveness
H3  Importance of recipient 0.02**(2.63) — 0.03** (4.92) —
in donor trade
Recipient UN voting 0.12(0.68) — —0.55* (—2.84) —
with donor
Recipient was colony in 0.41** (2.54) — 0.75** (4.69) —
1945
H4  Ln (GDP per capita) —0.33*(—3.43)  0.45**(4.59) —0.35**(—3.49) 0.12(0.91)
Ln (population) 0.28*(5.01) 0.54** (9.16) 0.32**(6.34) 0.59** (8.82)
Constant —6.69* (—4.77) —16.40** (—10.96) —7.40** (—5.42) —14.79** (—8.97)

Note: t statistics in parenthesis; ** significant at 5% level; * significant at 10% level.

0.23 per cent. For multilaterals, the equivalent relationship is: a 1 per cent
increase translates into 0.15 per cent more environmental aid.

It is also important to note that while the green aid elasticity estimate is sig-
nificant and positive, the brown aid elasticity estimate is not. As we expected,
green aid, which tends to target global public good provision, is systematically
channeled to countries of regional and global environmental significance. The
elasticity estimates reported in Tables 4.4a and 4.4b suggest that this positive
relationship for green aid holds across bilateral and multilateral donors.*’

Yet, when one looks at both the gate-keeping and amount equations,
natural capital is a positive and significant predictor of the probability of
receiving positive shares of aid from a donor in a sector, but is not signifi-
cant and positive in any of the amount equations. For multilateral agencies,
higher natural capital stocks actually lead to smaller aid allocations. Since the
elasticities, however, combine both model results, Tables 4.4a, 4.4b, 4.4c, and
4.4d report the net effect of both influences on aid. This effect is consistently

47 However, when we disaggregate multilateral agencies into the multilateral development
banks and multilateral grant agencies, we observe estimates that are positive but not signifi-
cant.

114



To Areas of Need?

Table 4.3b. Allocation amount stage predictors of allocation of brown and green aid to
recipient countries, 1990-1999

Hyp. Amount Amount Amount Amount
green brown green brown
bilaterals bilaterals multilaterals multilaterals
Number of observations 2,094 2,386 979 543
Variable name
H1  Ln (natural capital 0.05(1.16) 0.03(0.44) —0.02(-0.40) —0.06(—0.73)
index)
Distance from donorto ~ —0.04** (—2.56) —0.04** (—3.13) — —
recipient
Water quality -1.28(-0.92) —1.49(-0.86) —5.73**(-3.20) —2.74(-0.75)
H2  Enviro. treaty ratifs. —3.00** (-3.72) —3.97**(-6.97) —1.58**(-2.13) -0.65(—0.70)
CITES reporting 0.00(0.16) 0.00(0.74) 0.00(0.72) 0.00(0.62)
Democracy index for 0.02(1.04) —0.06** (—=3.03)  0.05**(2.34) 0.03(0.99)
recipient
Recipient gov't 0.12(1.08) 0.06 (0.38) 0.10(0.50) 0.07(0.24)
effectiveness

H3  Importance of recipient 0.02**(2.09) 0.02**(2.20) — —
in donor trade

Recipient UN voting 0.22(1.35) 0.03(0.10) — —
with donor
Recipient was colony in 0.54* (3.77) 0.13(0.64) — —
1945
H4  Ln (GDP per capita) —0.44** (-3.60) —0.16(—1.60) 0.33*(2.62) 0.46** (2.40)
Ln (population) 0.26** (4.78) 0.20** (3.19) 0.51*(8.30) 0.40** (3.93)
Constant —5.36" (—3.22) —5.78**(—3.44) —15.16**(—8.27) —13.26"* (—4.87)

Note: t statistics in parenthesis; ** significant at 5% level; * significant at 10% level.

positive and significant. Therefore, our first hypothesis is broadly but not
strongly supported: green aid allocation by bilateral donors is more responsive
to recipient country’s natural capital stocks than brown aid allocation and
non-environmental aid allocation.

Hypothesis 1b sought to evaluate the potential impact of a recipient coun-
try’s regional environmental significance. In the absence of a direct measure
of regional environmental significance (such as being upwind or upstream of a
donor), we employed a measure of physical proximity—the distance between
a potential donor and potential recipient. Given that many bilateral donors
have regional ‘spheres of influence,” we expected to observe a ‘regional effect’
across all aid sectors; however, we also predicted a stronger effect on environ-
mental aid because of the direct impact that regional environmental prob-
lems have on donor countries. While projects of an explicitly trans-boundary
nature were coded as ‘green’ projects (e.g. regional air pollution), we are also
mindful of the fact that many so-called ‘local’ environmental projects may
have significant effects that spill across borders (e.g. water pollution projects
in border towns and cities). The elasticity results in Table 4.4 show that the
joint effect of being located close to a donor country leads to higher total aid
flows. The magnitude of this effect is similar across the environmental, green,
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Table 4.3c. Allocation amount stage predictors of allocation of environmental, ‘dirty’, green and brown aid to recipient countries, 1990-1999

Hyp. Amount
Environmental Dirty Green Brown
MDB MGA MDB MDB MGA MBD
Number of observations 681 758 1,798 223 756 540
Variable name
H1 Ln (natural capital index) —0.09(-1.32) —0.05(-0.87) —0.11**(-2.10) —0.12(-1.24) —0.05(-0.83) —0.06(—0.71)
Water quality —2.51(-0.76) —3.06* (—1.69) —0.68(-0.42) —5.42(-0.96) —3.09%(-1.70) —2.75(-0.74)
H2 Enviro. treaty ratifs. 0.15(0.20) —2.34*(—3.53) —0.60(—1.51) 1.15(-1.82) —2.32*(-3.51) —0.58(—0.63)
CITES reporting 0.00(0.57) 0.00(0.40) 0.00(0.79) —0.00(-0.32) 0.00(0.37) 0.00(0.58)
Democracy index for recipient 0.02(0.66) 0.02(0.73) 0.03(1.28) 0.04(1.21) 0.02(0.73) 0.03(0.99)
Recipient gov't effectiveness 0.20(0.80) —0.00(-0.02) 0.21(1.34) 0.22(0.73) 0.01(0.03) 0.09(0.31)
H4 Ln (GDP per capita) 0.48* (3.09) 0.64** (5.60) 0.12(0.90) 0.35(—1.357) 0.647**(5.55) 0.46** (2.35)

Ln (population)
Constant

—15.02* (—6.49)

0.49* (5.35) 0.61* (10.20)

—20.02**(-13.23)

0.59" (8.84)
—14.75" (—8.98)

0.44* (3.60)
—11.59* (—2.71)

0.61* (10.12)
~19.98* (—13.08)

0.40" (3.91)
—13.21% (—4.83)

Note: t statistics in parenthesis; **significant at 5% level; *significant at 10% level.
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Table 4.4. Elasticity estimates of allocation of environmental ‘dirty’, ‘green and ‘brown’
aid to recipient countries, 1990-1999; (a) Bilateral donors; (b) All multilateral agencies;
(c) Multilateral development banks; and (d) Multilateral grating agencies

Hyp.

Variable name

(a) Bilateral donors

H1

H2

H3

H4

Ln (natural capital score)
Distance

Organic water emissions
Treaty percentage

CITES reporting
Democracy Index
Government effectiveness
Trade importance

UN voting affinity
Colony in 1945

Ln (GDP per capita)

Ln (population)

(b) All multilateral agencies

H1

H2

H4

Ln (natural capital score)
Organic water emissions
Treaty percentage

CITES reporting
Democracy Index
Government effectiveness
Ln (GDP per capita)

Ln (population)

(c) Multilateral development banks

H1

H2

H4

Ln (natural capital score)
Organic water emissions
Treaty percentage

CITES reporting
Democracy Index
Government effectiveness
Ln (GDP per capita)

Ln (population)

(d) Multilateral granting agencies

H1

H2

H4

Ln (natural capital score)
Organic water emissions
Treaty percentage

CITES reporting
Democracy Index
Government effectiveness
Ln (GDP per capita)

Ln (population)

Environmental Dirty
0.11 0.02
—0.45* —0.42*
-0.18 0.07
—0.20* —0.15*
0.45* 0.51*
0.03 0.03
0.19* 0.09*
0.06* 0.09*
—1.32* -0.78
1.48* 1.67*
—0.87* -0.71*
0.51* 0.46*
0.02 —0.12*
—1.09* —0.08
-0.11 —0.03
0.26 0.21
0.21 0.20
0.28* 0.19%
0.08 -0.16
0.63* 0.68*
—0.01 —0.12*
-1.09 —0.08
—0.01 —0.04
0.33 0.21
0.26 0.20
0.35*% 0.19%
—0.06 -0.16
0.60* 0.68*
0.01
—0.68
—0.18*
0.09
0.09
0.09
0.52*
0.64*

and ‘dirty’ sectors, and Tables 4.2b and 4.3b show that environmental gate-
keeping and aid amounts are negatively and significantly related to distance
from donor to recipient. It is much stronger, however, for the brown sector.
Our results therefore suggest that Hypothesis 1b is only partly supported.
Geographical proximity exerts a stronger effect on brown aid than on green
aid, and this difference is largely influenced by the gate-keeping stage of the
model. That is, donors were more likely to give brown aid to their neighbors,
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but not to give massively greater amounts of that aid to neighbors as opposed
to other recipient countries.

Our final hypothesis related to the environmental characteristics of recip-
ient countries (H1c) addressed the issue of local environmental damage. We
predicted that donors would discriminate in favor of countries with more local
environmental damage, and recipients would express greater interest in coop-
erating on such issues. We also predicted that brown aid would more closely
target local environmental issues than green aid. Our proxy measure, given
severe shortages of adequate time-series cross-national data, was water pollu-
tion levels, which has dangerous sampling bias problems. That is, countries
addressing their water pollution are the only ones where samples are being
widely taken and reported. In the end, our findings generally did not support
the hypotheses: all significant elasticity results are negative. This effect is most
striking for multilateral institutions. It appears that multilateral donors reward
recipients with low water pollution intensity, and this is particularly true for
multilateral development banks giving brown aid and for multilateral grant
agencies giving green aid. One potential explanation for this negative effect
is measurement error. While water pollution intensity is certainly related to
overall levels of local environmental damage, it is an admittedly imperfect
proxy. It is also possible that we observe this result because we are effectively
measuring the strength of a country’s environmental policies and institutions,
and multilateral donors discriminate in favor of recipient countries with some
degree of credibility.*® Bilateral donors had trends in the same direction but
which were not statistically significant. Again, the direction of causality can
be problematic with this variable, since funding can lead to more testing and
worse results.

The next set of hypotheses (H2a, H2b, H2c, H2d, H2e) addresses the issue
of recipient credibility—in particular, the strength of government institutions,
economic policies, environmental policies, and democracy. Much debate now
centers on whether these factors should be a top consideration in aid allo-
cation. Looking broadly at the findings, one important stylized fact that
emerges from the models is that donors appear to screen for credibility more
extensively at the gate-keeping stage than at the amount stage. That is, when
choosing partner countries, donors do seem to favor those with reasonably
effective governments, credible environmental policies and institutions, and
to some extent, democratic values and institutions. At the gate-keeping stage,
we also note that environmental treaty ratification is positively related to
bilateral environmental aid, but not to multilateral environmental aid. Look-
ing more closely, bilateral agencies especially target their green aid to countries

48 The World Bank and several regional development banks explicitly evaluate the quality
of a recipient country’s environmental policies and institutions when allocating their assis-
tance.
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that have ratified international environmental treaties. For multilateral agen-
cies, the lack of an overall effect is due to a significant positive relationship
between green aid and environmental treaty participation that is canceled out
by a significant negative relationship with brown aid. So, multilaterals seem to
channel environmental aid for local issues like water and desertification to
countries that have not ratified environmental treaties, but receiving green
aid from them may require participation in international treaties. Once a
recipient passes the gatekeeping stage, however, it appears that more funding
of both types (green and brown) flows to countries that have ratified fewer
treaties. This might be understood as an attempt to use environmental aid
to bring these nations into the ‘brotherhood of nations’ addressing these
global environmental problems. In an unreported set of models, we also
tested for the effect of ‘sound economic policies’ by substituting the World
Bank Institute’s Regulatory Quality Index for its Government Effectiveness
index (since they were highly correlated with each other). Countries with
what donors consider to be ‘sound economic policies’ appear to have a better
chance of receiving environmental aid.

This pattern should not be particularly surprising. Many donors publicly
advertise that they screen for recipient credibility at the eligibility stage of the
aid allocation process. Take for example the Millennium Challenge Corpora-
tion’s (MCC) annual country selection process, which Parks was responsible
for administering from 2005 to 2007. In its gate-keeping stage, the MCC
selects countries as eligible for assistance based on their income level and their
commitment to good governance, investments in health and education, and
sound microeconomic and macroeconomic policies. However, at the amount
stage, MCC allocates its funds based on a very different set of factors: the
budget constraint, the recipient’s population size, the quality of the recipient’s
proposal, and so forth.

Examining the elasticity estimates in Table 4.4, there are some important
sectoral differences in how donors actually screen for recipient credibility. For
example, bilateral donors as a group appear to be more responsive to recip-
ient credibility, as measured by these indicators of their level of democracy,
environmental transparency (CITES reporting) and government effectiveness.
There also appear to be different criteria in allocating green and brown aid
project funds. A country’s level of participation in environmental treaties has
a negative elasticity, indicating that environmental funds, and particularly
brown projects, are being channeled to recipients who have ratified fewer
environmental treaties. Interestingly, many of the findings for the environ-
mental sectors carry over to the dirty sector as well. That is, bilateral dirty aid
generally went to countries that ratified fewer treaties, even holding national
GDP/capita constant. The results for multilaterals were not significant.

In addition to recipient-level factors, we tested for the role of donor
self-interest. By definition, these factors are only relevant to bilateral donors.
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While donors clearly use multilateral agencies to advance their national
interests, these cannot be measured here. We predicted that donors would
reward their geo-strategic allies, neighbors, trading partners, and former
colonies with significant amounts of environmental and non-environmental
aid. While many of these factors were influential as evidenced by the elasticity
estimates, not every relationship existed in the direction we had predicted.
The trade elasticity is positive and significant for all sectors, though it should
be noted that the elasticity estimates are quite small compared to other
explanatory variables. Neighbors received more bilateral aid of all types.
Colonial ties also exhibited a strong and positive effect. The magnitude of
this elasticity measure needs to be interpreted differently than other variables
in our model, since a 1 per cent change in colonialism is a meaningless
concept. Even with this caveat, the significance of our results does suggest
that recent colonies receive large amounts of aid across all sectors, although
the effect is strongest for dirty aid.

We also tested the hypothesis that donors reward recipients based on
their political loyalty, using a measure of UN voting affinity. Voting in UN
General Assembly with a donor was, to our surprise, negatively related to
bilateral environmental aid and dirty environmental aid. This result does
not correspond to many other studies of aid allocation, but may be a result
of our time period analyzed. Again, our dependent variable is the share of
funding to each recipient for the average donor, and so ‘realist’ theories of
international relations, which perhaps apply most directly to large, influential
Western countries, may be counterbalanced by the effect of smaller Western
donors with major aid commitments to the poorest nations. Several studies
have shown that in fact aid does not always buy loyalty in UN voting. For
example T. Y. Wang has shown that US aid recipients only vote with the US
15-25 per cent of the time, but on votes of high importance to the donor
the correspondence rises substantially.*® Also, as the former Soviet Union
dissolved in the early 1990s, the opposite effect may have taken hold as
significant aid funds flowed to countries that did not traditionally vote with
Western donor governments. Interestingly, the effect of UN voting affinity is
not significant for the dirty sector and strongest in the environmental sectors.
One possible explanation is that as environmental problems were uncovered
in the former communist states, significant environmental funds were made
available to those countries. Yet another is that since these are aid/vote annual
correlations, donors seeking to bring future votes to their side might have sent
aid to those countries whose votes they did not have. Still, these results were
not as we predicted.

Finally, we included two variables that can be considered controls,
but which represent important factors influencing the allocation of

49 Wang (1999).
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environmental aid. Hypothesis 4a predicts more environmental aid flowing
to poorer countries, and Hypothesis 4b predicts that countries with large pop-
ulations get more environmental aid. Both of these hypotheses are strongly
supported in our models and there are some interesting differences across
donor types that are worth noting. Bilateral donors overall give aid to poorer
countries and this effect is stronger for environmental sectors than for the
dirty sectors. By contrast, multilateral agencies as a group do not appear to
systematically target poorer countries in any sector. When disaggregated into
the two broad categories of multilateral agencies, we see that the multilat-
eral grant agencies actually appear to target wealthier countries when giving
brown aid. All donors give more of their aid to more populous countries
(across all sectors).

Conclusions

In this chapter, we have uncovered some important findings: bilateral donors
appear to be more responsive to a recipient country’s global and regional
environmental significance, policies and institutions, and poverty level. Addi-
tionally, we have shown that of all the environmental sub-sectors considered,
bilateral green aid is the most responsive sector to factors signaling a project’s
likely success. These findings are important in light of the analysis to follow
later in this book. If bilateral agencies are more responsive to the factors we
believe should influence environmental outcomes, the question arises of why
countries ever delegate to multilateral agencies.

We also identified some important differences in the allocation of environ-
mental aid and more traditional types of aid. A country’s natural capital stocks
positively influence its probability of receiving environmental aid, but not its
probability of receiving non-environmental aid. A recipient’s regional signif-
icance also appears to be more relevant to the allocation of environmental
aid than non-environmental aid. Yet, in spite of all of the differences that can
be pointed out for any type of donor or sub-sector of aid, the weight of the
evidence points to allocation rules that are similar when considering where,
for example, to build a road versus an energy efficiency project. This could be
a signal that recipients demand packages of multi-sectoral aid before agreeing
to implement environmental projects. There is some anecdotal evidence that
supports this idea, but we believe this is an important area of future research.

Several interesting policy implications emerge from these findings. First,
for a citizen in a donor country that is interested in providing money for
effective environmental projects overseas, whether they have the potential
to deliver global environmental benefits or not, they may be more satisfied
in their own bilateral aid agencies. To our surprise, we did not find that
multilateral agencies were necessarily better at targeting environmental needs
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or institutional credibility during the 1990s. It could be that recipients have
more influence over the allocation decisions (or formulas) in multilateral
agencies, and have more leverage in resisting ‘ex ante conditionality’ (this
issue comes up at length in Chapters 7 and 8). The big picture, however, is
that for recipient governments, regardless of whether money is coming from
bilateral or multilateral institutions, having sound environmental, economic,
and government institutions pays off with respect to getting larger shares
of the foreign aid budget. The impact is greater on one’s chance of getting
any bilateral aid (the gate-keeping stage). In addition, proximity to a donor
on average leads to a higher likelihood of being the beneficiary of their
environmental largess, and this is particularly true for water projects and other
local environmental activities. Former colonial status and trade ties to donors
also raise a recipient’s odds of getting environmental aid.

Each school of thought on environmental aid, then, received some sup-
port with some qualifications. Some ‘eco-functional’ criteria were significant
predictors of which countries receive environmental aid. They are relatively
weak predictors, however, ranking well down the list behind national income,
population size, UN voting affinity, and colonial history. Domestic and inter-
national institutions like government effectiveness and participation in envi-
ronmental treaties were significant, but only modestly effective predictors
of environmental aid flows. There was also evidence that bilateral donors
were most responsive to democratic institutions in deciding where to allocate
green aid.

In the next chapter, we turn the question around, to examine environ-
mental aid from the donor side. Which countries give more environmental
aid and why? We look at the broadest trends and then briefly examine five
major donor countries to gain insight into the historical events and trends
that might explain increased willingness to send tax money abroad to address
environmental issues far from home. We then in Chapter 6 conduct addi-
tional analyses, building hypotheses to test what drives increases and cutbacks
in bilateral aid budgets.
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Which Donors Are the Greenest? Trends
in Bilateral Aid and Key Donor Profiles

For decades, donor governments have trumpeted all they were doing to help
the world’s poor, while creating opportunities for their own companies to sell
products and invest in recipient countries. The political coalition needed to
support a policy of sending taxpayer funds abroad has brought together actors
with very different interests: Cold Warriors seeking to pre-empt Soviet and
Maoist expansion, business leaders seeking economic opportunities, farmers
with surplus grain to sell, and a small army of development professionals who
ranged from bush camp nurses to urbane consultants and bureaucrats.! For
some in this coalition, improving the lot of the poor in developing countries
meant building roads, dams, mines, power plants, pipelines, and airports; for
others it meant building latrines, schools, and health clinics. Yet both groups
supported the idea that their country’s government should spend substantial
sums of taxpayers’ money in poor countries.

The budget for foreign aid is not stable: pressing domestic issues, wars
overseas, and the changing opinions of taxpayers often prompt policy-makers
to search through their budgets for something to cut. So when reports
come back to government appropriators about corruption or environmen-
tal problems associated with their aid projects, foreign aid budgets often
end up on the chopping block. Since the late 1980s, many Western vot-
ers and organized pressure groups have expressed a particular interest in
slowing rainforest destruction, biodiversity loss, species extinction, ocean
dumping, ozone depletion, and climate change, and do not want their tax
money funding the dams, mines, and pipelines that have been targeted
by NGO campaigners for their negative environmental effects. Both bilat-
eral and multilateral donors have faced harsh critiques for promoting large

! The ‘development project,” as Phillip McMichael called it, was supported by an evan-
gelical rhetoric of bringing light to the darkness and rescuing the world’s poor by bringing
markets, modern infrastructure, and social development projects McMichael (1995). Also see
Easterly (2007).
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infrastructure projects. Sustained pressure has led to policy reforms within
many aid agencies, greater project oversight, and a shift in resources towards
neutral and away from dirty aid projects. The big infrastructure projects that
are funded now undergo environmental impact assessments. Greater scrutiny
has also led to increases in assistance for environmental protection and
remediation.

As described in Chapter 1, donor countries at the Rio Earth Summit
promised substantial financial resources for environmental aid. President
George H. W. Bush declared, ‘We come to Rio recognizing that the developing
countries must play a role in protecting the global environment, but will
need assistance in pursuing cleaner growth. So we stand ready to increase
United States international environmental aid by 66 per cent above the
1990 levels, on top of the more than $2.5 billion we provide through the
world’s development banks for Agenda 21 projects.”?> Leaders from other
wealthy countries, facing similar domestic pressure to address international
environmental problems, vied in the international media to appear more
committed to environmental protection than their peers. Twelve members
of the European Community promised a $4.3 billion environmental aid pack-
age.® Canada pledged $115 million,* and Japan attempted to outbid every-
one by offering $7.7 billion in environmental assistance over the next five
years.’

However, many donor governments failed to follow through on their
promises. The reasons varied: recessions at home, new electoral coalitions in
power, or executive commitments that legislatures refused to ratify or sustain.
Other governments did a better job of honoring their promises. How can we
explain this variation in compliance with prior promises? What explains the
variation in the amount of environmental aid given by donor countries?

In this chapter, we document the broad trends in bilateral aid for envi-
ronmental protection. Utilizing the PLAID dataset, we report which donors
are greenest and where they target their assistance (sectorally and cross-
nationally). To understand why national aid agencies sometimes appear so
different in their approaches to environment and development issues, we
then turn briefly to five case studies of bilateral donors. We begin with two
consistently green donors: Denmark and Germany. We then examine two
countries that have increased their spending on environmental aid, but still
spend less than the average donors in per capita terms: the UK and the
US. Finally, we analyze the case of Japan—a donor that has substantially
increased its environmental aid commitments over the course of a decade

2 Harris (2001: 59). According to Chatterjee and Finger (1994), the US promise amounted
to $217 million above and beyond existing environmental assistance.

3 Lewis (1992: A6). 4 Weisskopf and Robinson (1992).

5 Haas et al. (1992); Lewis (1992: A6).
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to rise from one of the smallest to one of the largest environmental aid
donors. This chapter is meant to complement our analysis in Chapter 6,
where we develop and statistically test hypotheses that shed light on why
governments might give relatively more or less bilateral environmental aid.
Here, we explore the same terrain with qualitative evidence and descriptive
statistics.

Which Countries Are The Greenest? Patterns in International
Environmental Aid

Which governments are the most generous donors of aid for the environ-
ment? There are three obvious ways to measure the contribution of donors.
First, which country gives the most money each year? However, with this
measure, donors with large economies tend to dominate. Therefore, we also
provide a per capita ranking. But here still there may be a problem: govern-
ments that give large amounts of environmental aid on a per capita basis
may also be giving even larger amounts to non-environmental projects. So,
our third list ranks donor governments by the share of their total funding
earmarked for environmental projects. Using these various measures, we show
how trends in the allocation of environmental aid vary across donors and over
time.

Between 1980 and 1999, the PLAID dataset shows that bilateral donors com-
mitted $61.9 billion in environmental foreign assistance, out of $735.2 billion
of all aid given bilaterally. That is 8.4 per cent of all bilateral aid given for
projects with likely positive environmental impacts over the two decades.
Table 5.1a shows the rise in bilateral environmental foreign assistance: from
$5.8 billion for all donors in the early 1980s to $27.4 billion in the late 1990s,
an increase of 371 per cent. At the same time, while environmental aid is
clearly on the rise among bilateral donors, it is still a small fraction of most
donors’ aid budgets.

In terms of total dollars sent abroad to protect the environment, the United
States was first in the 1980s, giving a total of $3.8 billion (Table 5.1a). That
amount doubled to roughly $7.6 billion during the 1990s. However, the US
fell to third in total environmental aid during the second half of the 1990s, as
Japan's environmental funding increased fivefold: from $3 billion in the 1980s
to nearly $15 billion in the late 1990s. By the end of the 1990s, both countries
dedicated roughly 10 per cent of their funding to environmental projects
(Table 5.2). Germany rose from third to second place with environmental aid
increases of 379 per cent between 1995 and 1999.

Denmark had the greenest aid portfolio of any donor country, giving
13 per cent of all its aid for environmental projects in the five years of the
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Table 5.1a. Environmental aid in

real US$ 2000, major bilateral donors, 1980-1999

Rank Donor 1980-1984 1985-1989 1990-1994 1995-1999 Percent change
1 Japan $1,068,534,240 $1,943,895,506 $5,767,253,085 $8,852,993,035 728.5%
2 Germany $1,407,349,821 $2,268,802,983 $3,970,845,601 $6,708,761,445 376.7%
3 United States $1,865,238,929 $1,953,915,168 $3,144,500,663 $4,465,172,287 139.4%
4 France $275,821,108 $462,815,792 $1,032,409,962 $1,424,144,506 416.3%
5 UK $54,798,218 $241,554,890 $780,695,098 $1,112,516,103 1930.2%
6 The Netherlands $282,000,049 $652,636,931 $730,305,296 $1,098,221,055 289.4%
7 Denmark $170,270,057 $354,111,980 $556,344,040 $956,849,532 462.0%
8 Sweden $209,762,228 $433,249,541 $567,821,915 $443,517,299 111.4%
9 Australia $51,216,044 $48,754,756 $181,583,372 $422,282,656 724.5%

10 Norway $114,528,825 $180,922,566 $211,874,746 $371,366,695 224.3%

1 Canada $195,687,270 $357,989,307 $382,652,273 $345,352,192 76.5%

12 Switzerland $46,770,340 $164,560,921 $201,505,574 $305,678,917 553.6%

13 Austria $90,739 $72,357,156 $85,028,936 $238,542,054 262788.1%

14 Spain $0 $9,881,932 $69,120,991 $213,666,409 2062.2%

15 Italy $52,836,646 $512,082,093 $801,493,232 $198,936,864 276.5%

16 Finland $12,427,507 $208,764,699 $235,884,206 $159,016,152 1179.5%

17 Belgium $8,347,428 $4,232,094 $20,005,968 $94,879,459 1036.6%

18 New Zealand $8,155,846 $3,334,062 $0 $3,151,332 —61.4%

19 Portugal $0 $0 $0 $2,292,953 n/a

Total $5,823,835,294 $9,873,862,375 $18,739,324,959 $27,417,340,944 370.8%
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Table 5.1b. Environmental aid per capita, major bilateral donors, 1980-1999

Rank Donor country 1980-1984 1985-1989 1990-1994 1995-1999 $ Change
over period

1 Denmark $33.27 $69.10 $107.58 $181.26 $147.99
2 Norway $27.83 $43.19 $49.42 $84.26 $56.43
3 Germany $18.00 $29.08 $49.30 $81.86 $63.87
4 The Netherlands $19.72 $44.50 $48.13 $70.32 $50.60
5 Japan $9.02 $15.93 $46.42 $70.22 $61.20
6 Sweden $25.20 $51.52 $65.50 $50.13 $24.94
7 Switzerland $7.33 $25.14 $29.36 $43.11 $35.79
8 Finland $2.57 $42.32 $46.81 $30.95 $28.37
9 Austria $0.01 $9.54 $10.86 $29.93 $29.92
10 France $5.07 $8.31 $18.04 $24.46 $19.40
11 Australia $3.38 $3.00 $10.39 $22.80 $19.41
12 United Kingdom $0.97 $4.24 $13.49 $19.02 $18.05
13 United States $8.05 $8.06 $12.26 $16.38 $8.32
14 Canada $7.77 $13.46 $13.43 $11.53 $3.76
15 Belgium $0.85 $0.43 $1.99 $9.32 $8.47
16 Spain $0.00 $0.26 $1.77 $5.39 $5.39
17 Italy $0.93 $9.04 $14.09 $3.46 $2.53
18 New Zealand $2.56 $1.00 $0.00 $0.84 -$1.73
19 Portugal $0.00 $0.00 $0.00 $0.23 $0.23
20 Luxembourg $0.00 $0.00 $0.00 $0.00 $0.00
Total bilaterals $7.79 $22.05 $23.57 $33.36 $25.57




Which Donors Are the Greenest?

late 1980s, and nearly 22 per cent during the 1995-9 period (Table 5.1b).
By 1999, 42 per cent of Denmark’s total aid portfolio was earmarked for
environmental projects. This proportion was nearly three times that of the
next three countries, Germany, Austria, and Sweden, whose environmental
funding ranged from 12 to 15 per cent in 1999.% From the late 1980s to the
late 1990s, Germany tripled its environmental giving in absolute terms, from
$2.3 billion to $6.7 billion, which meant a doubling of the proportion of
its total portfolio going to the environment, from 7.5 to over 15 per cent.
New Zealand, meanwhile, was the only country to shift funds away from
environmental aid: allocating 17.6 per cent of its aid for the environment
in the late 1980s, but only 3.8 per cent in the late 1990s.” We have also
witnessed large increases in environmental aid spending over the last twenty
years by the Netherlands, France, Sweden, Italy, Austria, the UK, Canada,
and Denmark. In annual totals between 1990 and 1999, the top environ-
mental donors scaled up their funding from $2.9 billion to over $5 billion a
year.®

In per capita terms, Denmark’s $181 per capita is extraordinary: it is more
than double the per capita spending of any other donor country. Denmark has
led the pack in per capita spending since the early 1980s, and maintained that
lead—by a significant margin—through the end of the 1990s. However, by
the end of the 1990s, five other governments were giving over $50 per person
for the environment abroad: Norway, Germany, the Netherlands, Japan, and
Sweden. Eleven were giving over $20 per capita, nearly all in northern Europe.
Bringing up the bottom of the table are two donors we discuss in more
detail below: the UK and the US. The UK'’s per capita spending increased
from nearly nothing in the early 1980s, while the US fell from seventh place
to thirteenth place in the late 1990s. The next section will shed light on
these two countries and three per capita leaders: Denmark, Germany, and
Japan.

Another indicator of a government’s commitment to environmental aid
is the proportion of its total foreign assistance portfolio dedicated to envi-
ronmental projects. Table 5.2 shows how this ranking differs from total or
per capita spending. Again, Denmark, Germany, and Japan are at the top
of the list, but others such as the United States move up the list, from
thirteenth to seventh place. Looking at change over time, 17 of 19 donor
countries allocated a greater proportion of their aid dollars to environmental

® We look more closely at Denmark and Germany’s environmental aid portfolio later in
this chapter.

7 We note that for several years in the 1990s New Zealand did not report its annual aid
figures.

8 Beyond the bilateral funding, a similar amount was being pumped through multilateral
agencies like the World Bank, the UNDP, and the EU TACIS fund. We discuss these trends in
Chapter 7.
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Table 5.2 Environmental aid as percentage of total aid portfolio, bilateral donors, 1980-
1999

Rank Donor 1980-1984 1985-1989  1990-1994  1995-1999 Change
in %
1 Denmark 11.2% 12.8% 19.8% 21.9% 10.7%
2 West Germany 4.7% 7.8% 7.9% 15.6% 10.9%
3 Finland 5.7% 13.4% 11.8% 14.0% 8.3%
4 Japan 4.9% 5.0% 10.8% 13.8% 8.9%
5 Austria 0.0% 10.3% 8.1% 12.7% 12.7%
6 The Netherlands 6.7% 10.1% 10.4% 12.3% 5.6%
7 United States 5.3% 4.5% 7.9% 11.2% 5.9%
8 Switzerland 4.3% 9.2% 6.9% 10.1% 5.8%
9 France 3.4% 3.9% 7.0% 10.1% 6.6%
10 United Kingdom 1.3% 5.5% 11.1% 9.4% 8.1%
11 Australia 1.8% 2.0% 6.2% 9.3% 7.5%
12 Norway 10.1% 8.0% 7.4% 8.2% -1.9%
13 Sweden 5.7% 4.6% 6.4% 8.1% 2.5%
14 Spain 0.0% 1.3% 2.3% 5.7% 5.7%
15 Italy 2.7% 4.9% 9.2% 5.5% 2.8%
16 Canada 4.1% 4.8% 5.9% 5.4% 1.3%
17 Belgium 1.5% 1.3% 1.6% 3.9% 2.4%
18 New Zealand 6.6% 17.4% 0.0% 3.7% —2.9%
19 Portugal 0.0% 0.0% 0.0% 0.4% 0.4%

issues at the end of the century (New Zealand and Norway being the lone
exceptions).

However, the increase in bilateral environmental aid over time tells only
part of the story. Figure 5.1 shows the overall composition of bilateral aid,
including not only environmental aid but dirty and neutral aid as well.
In a relatively short period of time, bilateral donors have divested from
development projects that damage the environment: from about 45 per cent
of bilateral aid in the 1980s to about 20 per cent a year at the end of
the 1990s.° Meanwhile, environmental assistance increased from less than
5 per cent of aid to over 10 per cent in the 1990s.1° As for the ‘Earth
Increment’ discussed in Chapter 1, we find that much of the increase in
environmental aid indeed appears to be new funding, as the drop in dirty
funding is almost a mirror image of the increase in neutral aid, particu-
larly in percentage terms (Figure 5.2). Despite these clear increases in envi-
ronmental funding, it seems that bilateral donors are moving away from
infrastructure towards health, education, and other environmentally neutral
projects more than they are substituting environmental aid for dirty aid.!!

° The anomalous ‘blip’ in 1991 in ‘neutral’ aid was due to two huge grants from the United
States to Egypt for balancing their payments during a financial crisis (see Chapter 3).

10" See also Nielson and Tierney (2003, 2005); Gutner (2005); Keohane and Levy (1996).

1 1t is also possible that donors are increasingly ‘marbling,” or ‘mainstreaming’ environ-
mental concerns in the projects that we categorize as ‘neutral.” See Nielson and Tierney
(2003).
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The above figures and tables show that in general wealthy countries are
spending four times as much on environmental assistance as they used
to, and that much of the increase occurred in the early 1990s. Nearly
every donor has increased their environmental funding from the early
1980s to the late 1990s, and most increased their spending very substan-
tially. Perhaps more importantly, most donors scaled back their spending
on projects that would directly harm the natural environment. Yet, donors
vary substantially in terms of their overall commitment to environmen-
tal protection. We suggest two useful methods for illuminating such cross-
national variation. First, we closely examine the policies and procedures
of donor governments as they relate to aid allocation and project imple-
mentation. Second, in Chapter 6 we use statistical tools to account for
a variety of factors that are hypothesized to explain cross-national varia-
tion in environmental aid allocation. Our case study research and statis-
tical analyses complement each other to provide a deeper understanding
of what influences increases and cutbacks in Western environmental aid
budgets.

The case studies illuminate the particular histories of donor aid agencies
in these five donor countries and discuss the peculiarities of their national
political contexts. The countries we cover—Denmark, Germany, the United
Kingdom, the United States, and Japan—represent four of the top five
donors in terms of total funding, and five of the top ten governments that
spend the highest proportion of bilateral assistance on the environment.
Among the donors, there is substantial variation in per capita spending,
varying from Denmark’s $181 per person to $16 per US resident. Japan is
a surprising case of turnaround. It began as an average environmental aid
donor, but by the early 1990s, it was a leader in the environmental aid
community.

Two Leaders, Two Laggards, and One Surprise

Tiny Leader: Denmark’s Foreign Aid and the Environment

Denmark is the greenest donor government by almost any measure. Its envi-
ronmental assistance is embedded within the most generous aid program
among all the bilateral donors. Denmark is one of the only countries in the
world to have achieved the OECD target of donating 0.7 per cent of GDP
as Official Development Assistance by 1978.!2 Denmark’s focus has shifted

12 Since then it has consistently maintained one of the world’s highest rates of ODA per

GDP. According to OECD (2004: 11), it was the largest donor as a percentage of GDP from
1995-2002, giving over 1% in 2003, though in 2005 it fell to fifth, donating 0.81%. OECD
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drastically over time: in earlier years, it funded many physical infrastructure
and modern agriculture projects.!® Railroad and road-building, electrification,
factory development, industrial material supply, and fertilizer and insecti-
cide projects dominated the Danish aid portfolio from the 1970s through
the late 1980s. However, from 1989 through 1993, a marked shift can
be seen in Denmark’s approach towards social and environmental issues.
Despite its tiny population and relatively small economy, Denmark’s total
aid for the environment was fifth in the world in both 1990 and 1999, ris-
ing from $199 million to $274 million. From 1995 to 1999, the Danish
International Development Agency (Danida) allocated most of its resources
for health and education programs, environmental improvement, women’s
rights, governance, and debt forgiveness, with very few physical infrastructure
projects.

Overall, Denmark’s environmental aid increased dramatically from 1980
to 1999. In the 1980s, about 12 per cent of its aid fell into the categories
we coded ‘environmental.” In the 1990s, that number increased to around
20 per cent. In 1992, the year of the Earth Summit in Rio de Janeiro, the
number of Danish environmental projects doubled from 25 to 50. Denmark’s
dirty aid to environmental aid ratio averaged 8:1 in the early 1980s, but
dropped to 1:1 in the early 1990s and fell far below that in the late 1990s
(Figure 5.3a).

Denmark committed over $2 billion for 597 environmental projects
from 1980 to 1999. Its environmental aid tends to be concentrated
in the ‘urban environments’ category, reflecting a very human-oriented
environmental strategy. The other areas receiving significant funding
include natural resource management, sustainable energy, and ‘cross-cutting
initiatives’.14

When examining Denmark’s environmental projects in terms of the
local/global dimension, brown aid appeared to follow less of a defined trend
than green aid. Brown aid fluctuated between $20 and $70 million in the
1980s, and then rose to over $100 million for five years during the 1990s. In

(2006). Another unique feature of Denmark’s aid program is that it ranks first overall in terms
of aid quality on the Commitment to Development Index (CDI). The CDI gives good marks
on aid quality for low tied aid, selectivity (giving aid to countries with sound policies and
institutions) and focusing on larger projects rather than overloading recipients with many
small projects. Tarp et al. (1998: 4). Danish international development assistance emerged
in the 1940s, shortly after the Second World War, mostly under the auspices of the United
Nations. A formal Secretariat for Technical Co-operation with Developing Countries was
not created until 1962, pushed by formation of the OECD’s DAC, independence of former
colonies, and pressure from Danish businesses and NGOs. Tarp et al. (1998: 2-3). In 1971,
the Secretariat was renamed the Danish International Aid Agency, or Danida. Giving through
multilateral agencies continues to be a major aspect of Danish aid, but it has shrunk from
80% of aid in the early years to 50% in 2005 (see Chapter 4).

13 Tarp et al. (1998: 5). 14 Danida (2005: 40; 2003: 60).
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contrast, green aid, for issues like biodiversity and climate change, hovered
around $20 million until 1993, after which it rose to $40-50 million a year.
On average, the Danish government spent three times as much on brown
issues as on green issues, and this relationship did not change much over the
twenty-year time period (Figure 5.3b).

A major feature of Danish foreign assistance has been its focus on the least
developed countries (LDCs)—those countries with a per capita GDP of $760 or
less.!> Almost all Danish environmental aid over the years has gone to poor
countries in Sub-Saharan Africa and South-East Asia. Their main recipients
until 1999 were Bangladesh, India, Egypt, Tanzania, and Uganda. After our
study period in the mid-2000s, Denmark took an even sharper focus on poor
countries.!® In 2004, the biggest recipient of Danish environmental aid in
Africa was Zambia, with US$6.95 million in 2004, and its largest recipient in
Asia was Vietnam, with US$45.24 million.!”

Environmental aid to Vietnam provides an example of Denmark’s unique
approach. One of Denmark’s recent projects was a $6.4 million grant provided
in 2000-5 to strengthen sustainable environmental and social management
of marine resources. This was labeled a ‘cross-cutting’ project by Danida
because it aimed to protect biodiversity of marine life and mitigate environ-
mental damage, while at the same time focusing on ‘sustainable livelihoods’
by providing job training, micro credit, and community education in the
aquaculture sector. In 2000, Danida partnered with the World Bank to fund a
$65.6 million project in Vietnam to restore mangrove forests on the Mekong
coast. This project is representative of Danida’s programs because it was a
joint venture with a multilateral agency and, while clearly environmental,
a primary goal of the project was also to ‘give a boost to aquaculture and
improve quality of life.”18

In its attempts to ‘mainstream’ environment into all aid projects, Danida
in December 2006 revised its Environment Guidelines and published a new
‘Environmental Screening Note’ to be completed for every project brought
to its review committee.!® The form includes a checklist on whether a
program or project will damage the land, water, soil, or air, workers, or
communities. It requires project developers to consider whether the project
will be at risk from climate change in the medium or long term, and
whether it will ‘result in economic and sector policy initiatives includ-
ing production subsidies with direct or indirect impacts on the use of
natural resources and the environment.” It screens for a broad range of

1S In 2002, 0.52% of Danish GDP was given to LDCs. From the PLAID database we
calculate that between 1980 and 1999 $7.3 billion or 48% of their bilateral aid went to Sub-
Saharan Africa. According to Danida reports, an even larger portion goes to that region today
(US$554.38 million a year, or 54%). Danida (2005).

16 Roodman (2006). 17 Danida (2005: 40). 18 Fistenet (2006).

19 Danida (2006a).
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environmental impacts, and for whether recipient countries have adequate
capacity for impact assessment, management, budget, policy, and plan-
ning. It also requires that Danida attempt to coordinate with other gov-
ernments and multilateral agencies in assessing and managing the environ-
mental impacts of the project. While the proof is in implementation, the
Danida Environmental Screening Note represents a significant step toward
the consideration of both direct and indirect environmental impacts of
foreign aid.

The Green Party and the Greening of Aid in Germany

The Kreditanstalt fiir Wiederaufbau Bankengruppe (KfW), or the Reconstruc-
tion Credit Institute, is the organization through which Germany’s Federal
Ministry for Economic Cooperation and Development (BMZ) designs, exe-
cutes, and monitors international development projects on behalf of the Ger-
man government.?’ BMZ also contracts with the German agency for technical
cooperation (GTZ). In the 1980s, Germany’s aid portfolio was shaped by its
Cold War position on the frontline of the Iron Curtain. Its original purpose
was to give ‘money to reconstruction projects,’?! but President Adenauer of
West Germany quickly realized the easiest way to shed ‘Germany’s pariah sta-
tus after the Nazi atrocities and to rejoin the international community would
be by utilizing the country’s industrial capacity and economic potential’ to
benefit developing countries.??

Germany’s aid portfolio has greened significantly over the past two decades.
Environmental aid funding rose steadily between 1980 and 1995 (Figures 5.4a
and 5.4b), and then dramatically increased in the second half of the 1990s
from $1.4 billion to $6.7 billion (Table 5.1a). That represents an increase from
$18 to $82 per person per year (Table 5.1b). As a fraction of Germany’s aid
portfolio, environmental aid also increased from less than 5 per cent to over
15 per cent (Table 5.2). Together, these increases and a corresponding drop in
the funding of dirty projects led to a bumpy but persistent decline in the ratio
of dirty aid to environmental aid: from over 10:1 in the early 1980s to less
than 1:1 at the end of the 1990s (Figure 5.4a).

Until 1989, Germany channeled its environmental aid almost exclusively
to brown environmental issues, like water pollution and land degradation
(Figure 5.4b). Brown aid also increased steadily from 1982 to 1998, nearly
tripling by the end of the period from less than $100 million a year to
more than $400 million a year. Germany provided little assistance for green
projects, like biodiversity protection and climate change, until 1990. However,
by 1999, green aid rose to over $200 million a year. Due to a significant decline
in brown aid in the last two years of the 1990s, green aid had nearly overtaken

20 Griibacher (2004). 21 Griibacher (2004: 18). 22 Griibacher (2004: 207).
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brown aid at the end of the decade. The total number of environmental
projects funded by Germany increased from less than 100 in 1997 to more
than 400 in 1999. However, most of these green projects were small compared
to the large-scale urban brown projects financed by Germany during the same
period.

Environmental NGOs and the rise of the Green Party under Joschka Fis-
cher played key roles in this transition. When the Green Party joined the
Social Democrats to form a coalition government in 1998, the BMZ adopted
much stronger environmental rules and regulations. German environmen-
tal NGOs had always played an important role in German politics, but
the election of 1998 gave them increased access and leverage. Environmen-
tal NGOs were instrumental in pushing the German government to take
a leading role in the preservation of the Amazon rainforest (such as the
PPG-7, discussed in the Brazil section of Chapter 3). Today, all projects
within KfW Bankengruppe are subject to the agency’s Environmental Guide-
lines, which were written at the height of Green Party power.?> These
rules have been institutionalized and have so far not been watered down
by the more conservative government of Angela Merkel. While the num-
ber of environmental projects increased during the time when the Greens
shared power in government, the total amount of money dedicated to pro-
environment projects actually began to decline in 1998. This decline may
be attributable to a growing number of pilot projects in new priority coun-
tries, or to KfW Bankengruppe’s increased focus on local micro-development
projects.

KfW Entwicklungsbank claims that approximately 30 per cent of its cur-
rent loans are designed to protect the environment.?* Special attention is
given to countries with poor environmental track records through environ-
mental impact assessments. The German government has also given KfW
Entwicklungsbank the right to ease the repayment of loans for countries
that meet the qualifications of Heavily Indebted Poor Countries (HIPC).
This approach is an important innovation because KfW Entwicklungsbank
can provide debt relief if the country in question has already committed
the freed-up funds to environmental protection.?® However, proving that
freed-up funds were actually spent on environmental protection can be very
difficult.

One of KfW Bankengruppe’s five divisions is KfW Forderbank (KfW pro-
motional bank), which has recently developed a Carbon Fund available
for companies in Germany and the rest of Europe to purchase emission
credits due to the demands set by the Kyoto Protocol, potentially from

23 KfW Bankengruppe’s Environmental Guidelines were revised and strengthened in
October 2006.
24 KfW Bankengruppe (2006). 25 KfW Bankengruppe (2005a, 2005b).
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developing countries.?® In an effort to respond to criticism on the impacts
of the projects they have financed, another branch called KfW IPEX-
Bank includes environmental principles in its loan decision processes. The
bank policies require that it deny loans—to projects it would have previ-
ously funded—due to adverse environmental impacts. It has also sought
to finance projects that are environmentally friendly. Its new direction
is based on KfW Bankengruppe’s environmental principles that were cre-
ated in a 2003 declaration on environmental protection and sustainable
development.?’

KfW Entwicklungsbank boasts that it ranks first in the world in the
financing of renewable energies. It finances loans in ‘wind power and
hydropower plants as well as biomass, geothermal, photovoltaic and solar
thermal power.””® Wind energy in China is a particular focus for Germany,
which is not surprising given that German firms are among the world
leaders in developing wind energy technology.?® Fifteen projects from
1996 to 2000 were earmarked for renewable energy or energy efficiency
projects, totaling $441 million. China has received the most environmental
project commitments from Germany: 92 projects that account for just over
$1 billion.

According to the German government, from 1997 to 1999 loans to recipient
countries totaled €4.8 billion and included €1.3 billion for environmen-
tal and resource protection. PLAID data are consistent with this trend for
German development assistance as a whole: in 1997 and 1998, Germany
spent 26 per cent of its aid budget on environmental projects. In 1998, the
BMZ changed their development loan strategy. Instead of assisting some 120
developing countries, the BMZ directed KftW Bankengruppe to focus on 70 so-
called ‘priority partner countries.” Selection as a partner country is based on
economic, social, ecological, and political objectives and interests.?° In sum,
we observe a strong greening of Germany’s bilateral aid programs over the
past twenty years. Though never rising to number one on the list, Germany
has remained at number two on the top environmental donors list for over
twenty years.

Conservatives, Labour, and UK Bilateral Aid for the Environment

In the eyes of some observers, UK foreign assistance has come a long
way in improving the overall quality of its aid programs. According to a
2005 assessment, ‘[t]en years ago, DFID was considered a middle-of-the-pack

26 KfW Bankengruppe (2006). 27 KfW Bankengruppe (2006).

28 KfW Bankengruppe (2005a: 66).

2% In Chapter 6, we test the hypothesis that domestic environmental technology lobbies
increase the amount of environmental aid allocated by donor governments.

30 Federal Ministry on Cooperation and Development (2006).
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development agency. Today it is generally considered to be the best in the
world.”3! Indeed, the Department for International Development (DFID) is
known for its transparency and coherence, its sharp focus on poverty reduc-
tion and evidence-based policy-making, and its track record in building coun-
try capacity.

But how did the bilateral aid agency of the UK come to earn such a repu-
tation and what is its environmental profile? The historical origins of British
foreign aid can be traced back to grants provided to British colonies in the
1870s and formalized with the 1929 Colonial Development Act. The British
did not intend for colonial assistance to continue once colonies achieved
independence. However, Harold Wilson'’s Labour government came to power
in 1964 and, motivated by dire needs in the former colonies, pressure from
commercial interests, and the perceived need to contain communism in the
developing world, created the Overseas Development Ministry (the ODM).
The goal was to bolster India and the newly independent African countries,
which were important trading partners for Britain.3? Wilson envisioned a
high-profile agency, but his idea failed almost from the start. Budget cuts in
1965 targeted the ODM, and a 1972 study concluded, ‘aid’s poor performance
was due more to Labour’s political priorities than to economic difficulties.’3?
Foreign aid fell even lower on the priority list when the conservative Tory
government came to power in 1979.3*

In 1997, a Labour government was elected for the first time in eighteen
years, heralding major changes in British foreign aid. Total aid and envi-
ronmental aid increased significantly over the next decade. Between 1980
and 1996—the seventeen years in our study period under Conservative Party
rule—average aid amounts totaled about $1.2 billion (370 projects) per year,
with only $79 million (33 projects) a year in environmental aid (Figures 5.5a
and 5.5b). In contrast, during the three years of Labour Party rule in our study
period (1997-9), total aid averaged $2.78 billion (1,590 projects) a year with
environmental aid accounting for $272 million (168 projects) annually.3®
This surge in funding suggests that party politics play an important role in
environmental foreign aid decision-making.?® Comparing the late 1990s to
the early 1980s, the Labour government made the UK the donor country that
greened the most quickly, with a nearly 2,000 per cent increase in both the
total amount of environmental aid and in per capita terms in equivalent five-
year periods (Tables 5.1a and 5.1b). For some years in the early 1980s the ratio
between dirty aid and environmental aid is enormous: in 1982, the ratio was

31 Greenhill, cited in Barder (2005). 32 White (1998: 152). 33 Seers (1972: 9).

34 Morrissey (1998: 249); Hewitt and Sutton (1980: 5).

35 As explained above, all these figures have been converted into constant 2000 dollars,
which makes comparisons across time periods valid.

36 In 2004-5, the UK’s Official Development Assistance was $7.95 billion, a fivefold increase
from the 1980s.
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286 to 1; in 1981 and 1983, the ratio was undefined because zero projects
were categorized as likely to have positive environmental impacts. However,
after a few more years in the mid-1980s dominated by dirty projects, British
dirty/environmental ratios fell to levels below 4:1 and never rose to a higher
level.

The 1997 Labour government also made significant qualitative changes to
its foreign assistance programs. A new, cabinet-level Department for Inter-
national Development was created; poverty reduction was established as the
number one goal of UK foreign aid; social sector funding was prioritized; and
the government committed itself to focusing on fewer countries in order to
improve aid quality.?’

From 1980 to 1999, India received the largest amount of British environ-
mental aid (18.6 per cent of the total), followed by Bangladesh, Ghana, and
Tanzania. (It is also worth noting that all are former British colonies.) A 1997
White Paper also recommended that DFID should increase its environmental
aid budget and conduct more environmental assessments at the project design
stage.3® In addition, all aid was effectively untied on 1 April 2001.° This was
very significant because tied aid had reached 79 per cent in 1986 and British
industrial interests had favored large projects like dams, power stations, and
mining works, which were often in conflict with environmental objectives.*°

DFID’s Policy Information Marker System (PIMS) provides an informative
comparison with PLAID-coded data. DFID claims that during the 1990s
projects with positive environmental objectives accounted for roughly one-
quarter of bilateral expenditure. Our project-by-project categorization indi-
cates substantially lower numbers than PIMS, with closer to 10 per cent
of bilateral British aid likely having positive environmental outcomes in
the 1990s (Table 5.2). PIMS appears to overstate DFID’s environmental aid:
it counts projects across every sector with environmental improvement
components, even those with other primary objectives. In the PIMS sys-
tem, agricultural, forestry, and energy efficiency projects all automatically
receive an Environmental Protection (EP) mark, regardless of their over-
all environmental impact. In Chapter 2, we explained why such coding
rules by aid agencies are problematic.*! Our re-analysis of OECD sector
codes showed that forestry sector projects, for example, varied tremen-
dously in their likely environmental impact. ‘Forestry sector’ projects range
from clear-cutting to biodiversity reforestation projects. However, both PIMS
and PLAID numbers do agree that environmental aid has increased; PIMS
reports that environmental aid increased 2-3 times during the 1990s,
and PLAID shows a similar trend, with a huge increase from the early
1980s.

37 DFID (1997: 6-7). 38 DFID (1997: 50-8). 39 DFID (2001).
40 Hayter (1989: 75). 41 Flint (2000: 13-14).
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In the mid-1980s, DFID (then the ODA) began prioritizing environmental
issues because of international and domestic public pressure.*? Britain was
channeling over 10 per cent of its overseas development assistance through
the World Bank at that time, and tended to follow the Bank’s lead in for-
eign aid matters, including structural adjustment (requiring poorer coun-
tries to reduce debt and inflation by sharply cutting government spending,
including on social programs). However, domestic political pressure from
citizens and lobbying by NGOs pushed DFID to focus more on environ-
mental issues. DFID made a few small changes, such as the establishment
of a Natural Resources and Environment Department, staffed by twelve
advisers, in 1986. However, throughout the 1980s and mid-1990s, Britain’s
Conservative government was not as pro-environment as the US or the
World Bank, insisting that environmental conditionality be approached ‘with
circumspection.’*3

DFID reports from the early 1990s claimed that it was making strides in
its environmental assessment procedure for all projects, though it remained
‘lightweight and informal’ when compared to the stringent policies of donors
like the World Bank.** DFID’s first Manual of Environmental Appraisal (MEA)
was published in 1989. Under the MEA framework, only in the initial stages
of a project would environmental impacts be evaluated, with the submis-
sion of an Environmental Screening Summary. If the screening showed that
environmental impacts were significant, further action could in principle be
taken. However, a 2000 Environmental Evaluation Synthesis Study (EESS)
stated that ‘[none of the| project managers of the EESS sample projects [was]
able to identify a case in which use of the MEA had affected the design or
implementation of any DFID project.’*> Much like broad allocation patterns,
the policies regarding environmental assessment changed dramatically in the
mid-1990s.

The UK is unusual in its dedication to green environmental projects, spend-
ing nearly as much on them as brown environmental projects. Brown aid
saw two flush years in the 1980s, but then a sharp return to earlier levels
until the entirely atypical spike in 1992 of over $250 million. Green aid,
in contrast, rose in 1990 to over $50 million and remained at that level
until rising sharply again in 1998 to levels above those of brown aid. Across
different recipients of UK aid, the programs varied widely. For instance, in
Tanzania, Kenya, and Brazil, most environmental projects (72 per cent) were
green, involving forestry protection, biodiversity, and family planning. Brown
projects in those countries focused primarily on community natural resource

42 Several focus areas for DFID include humanitarian aid, of which the United Kingdom is
the largest bilateral donor in the world, education, and debt relief.
43 Hayter (1989: 91, 102). 4 Hayter (1989). 45 Hayter (1989: 18, 51-4).
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management and water and sanitation projects.*® However, in more recent
years, there are initial indications that DFID’s emphasis on the environment
has been eclipsed by a focus on poverty reduction.*’

The National Interest, Economic Growth, and Global Public Goods:
USAID and the Environment

The US Agency for International Development (USAID) was launched soon
after the Cuban Revolution in 1961, under President’s John F. Kennedy’s
‘Decade of Development,” as the main instrument through which the US
could influence developing country governments during the Cold War with
non-military aid.*® Since then, USAID has moved in and out of favor as a
tool used by the President and the US Congress to conduct foreign policy
or reward domestic constituencies. Under President Ronald Reagan, security
interests dominated the US government’s foreign aid strategy. To combat
emerging communist threats, significant funds were channeled to countries
like El Salvador, Guatemala, the Philippines, and Indonesia.*’ President Rea-
gan also advocated an explicit policy of linking foreign aid disbursements
to a country’s level of compliance with US interests in UN voting.>* As we
saw in Chapter 4, aid flows and UN voting patterns are not correlated in the
direction we predicted (that is, recipients vote against donors overall), so the
overall success of such political conditionality is open to question.

46 Yet in other countries, brown projects like ‘rural livelihoods’ and water and sanitation
were the main focus, including in India (65%) and China (61%); green projects in these coun-
tries tended to fund family planning and sustainable agriculture. This sector concentration
by country was deliberately designed to concentrate DFID’s limited resources Hayter (1989:
15).

47 For example, in the recent draft of India’s Country Strategic Plan (CSP), the environment
is not identified as a priority for the DFID program, as it was in the CSPs of the mid-1990s. The
DFID environmental aid to India that did continue beyond 1999 tended to be marbled with
poverty alleviation. For instance, approximately $30 million for the Karantaka Watershed
Development Project (KAWAD) was disbursed from 1998 to June 2005. Final evaluations of
the project stress its success in helping residents of the watershed to increase their incomes
and construct their own houses, although the original purpose involved sustainable man-
agement of the natural resources and protection of the watershed upon which 70% of the
residents depended. DFID (2003).

48 During the early years of USAID, project design was loosely based on W. W. Rostow’s
theory of economic development, which postulated that initial industrial take-off was the key
to development planning. Roberts and Hite (2007). In response to observations that economic
growth was not reaching the poor, the focus later shifted to economic equity and basic human
needs. Butterfield (2004: 315).

49 USAID was not the only bilateral aid agency involved in aid allocation for geopolitical
interests. For a discussion of the domestic politics of US aid to Central America allocated by
an understudied agency of the US government (the Inter-American Foundation), see Lyne
et al. (2006).

50 Kegley and Hook (1991).
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USAID addressed very few environmental issues before the 1970s.5! How-
ever, the UN Conference on the Human Environment in 1972 prompted
significant concern for environmental issues. Under President Carter’s direc-
tion, USAID’s forestry sector was tasked with leading the effort in envi-
ronmental protection. As with much early environmental work in poor
countries, initial projects during the 1970s mirrored domestic environmen-
tal concerns in donor countries. After a lawsuit was brought against the
agency in 1975 to force environmental impact analyses on US investments,
environmental compliance regulations were placed on USAID projects.>?
However, it was not until after the Rio Earth Summit that USAID
changed its environmental programs to include sectors beyond natural
resource management, such as urban pollution management and energy
efficiency.®

The US sent $11.4 billion abroad during the 1980s and 1990s for environ-
mental protection. Over $7.5 billion of that was in the 1990s (Table 5.1),
but the US was an early leader in giving a substantial proportion of its aid
to the environment in the 1980s. Environmental funding from USAID was
near $400 million a year until 1994, when it spiked at over a billion dollars.
Funding quickly fell back in 1995 and 1996, and only returned to its 1994
level after 1998 (Figure 5.6). The large decrease in 1995 corresponds with the
return of a Republican Congress that sought to cut spending, especially in
areas such as family planning and environmental protection.’* US funding
for green and brown projects (for global and local public goods, respectively)
was almost even for the 1980s. Both totaled about $200 million a year,
which was very unusual at that time (Figure 5.6b). After 1991, however,
green aid increased much faster than brown aid. Brown aid rose to roughly
$320 million through the 1990s, while green aid increased sharply (except
during the 1995 funding crisis), tripling to $1 billion in 1999. This increase
in the late 1990s made the US by far the world’s largest funder of green
projects.

USAID’s justification for environmental aid reflects the importance of
national self-interest in US foreign aid policy. As Tom Barry explains,

SI Butterfield (2004: 315).

52 Tvory (1992); USAID (2005). While environmental consequences must be identified
and considered for every USAID project, no one environmental consequence will ultimately
exclude a project from being funded. While USAID has strong environmental assessment
procedures, the high number of ‘opt out’ opportunities makes it easy for those who know
the details of the compliance mechanisms to get around the long decision process. Aid for
disasters, emergencies, and sensitive foreign policy issues are automatically exempt from envi-
ronmental compliance regulations. Only heavy industrial projects are required to go through
the entire environmental regulation compliance procedures, which involve environmental
impact assessments done both by USAID and independent contractors.

53 Harris (2001: 276).

4 Family planning also reaches its highest percentage of total environmental aid in 1994
(7.6%—$525,697,354) to drop again as well in 1995.
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‘[elnvironmental degradation and inefficient use of natural resources pose a
growing threat to the interests of the United States...The global challenges
of climate change and loss of biodiversity, combined with the consequences
of local environmental mismanagement, such as social instability and con-
flicts over resources, threaten America’s own economic and national security
interests.”>> Former USAID administrator Brian Atwood also made a case for
US environmental assistance by reaching out to commercial interests. He
once remarked, ‘Does it make any sense for America to turn away from a
$300 billion annual market in environmental goods? Without US support
for environmental programs, American firms will be losing their comparative
advantage. It makes no sense at all to drastically cut these funds and shoot our
own businesspeople in the foot.”® The next chapter allows us to test whether
allocation decisions of donors track with domestic economic interests, or
whether other factors highlighted in these case studies are more important
(such as political parties, the strength of environmental NGOs, or geo-strategic
interests).

From Laggard to Environmental Leader? Japan

Japan is one of the few donor countries that actually started out as an aid
recipient. While its economy was in ruins after the Second World War, its
recovery (aided by Western assistance) was so rapid that twelve years after
the war’s end, in 1957, it was prepared to begin giving aid itself. From
its inception, Japanese aid was significantly different from much Western
aid in its intent and implementation. While most Western aid has been
justified largely in altruistic terms—to raise living standards in less devel-
oped countries—Japanese aid has not historically had this objective. Its own
agency reports suggest as much.>” Some observers attribute this difference
to Japan’s lack of a religious tradition that emphasizes charity towards the
poor.®® For whatever reason, aid is conceived as a tool to help achieve
Japan’s foreign policy aims. Among these aims were acceptance by other
donor countries, mending political ties broken in the Second World War,
and fostering pro-Japanese attitudes in countries that exported raw mate-
rials to Japan or offered investment or export opportunities to Japanese
manufacturers. >’

This difference in intent also manifested itself in the type of aid given by
Japan. In 1957, when Japan first began to disburse aid, it focused on south
Asia as a region with large potential markets. From 1957 to 1964, 16 out
of Japan’s 21 loan agreements were with India and Pakistan, provided at a
fairly high interest rate of 6 per cent, and tied directly to purchases from
Japan.®® This set a precedent for the next few decades. During this period,

55 Barry (1996). 56 Barry (1996). 57 Rix (1989: 15). 58 Rix (1989: 16).
59 Rix (1989: 93, 17, 135); Arase (1995: 9). 60 Rix (1989: 137).
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Japan became one of the world’s top donors. Foreign aid paralleled its rise
as an economic superpower.’! However, Japanese aid became notorious for
being composed mostly of loans instead of concessional grants, securing
access to raw materials, being tied to purchases from Japan, focusing heavily
on strategic areas of Asia, and serving Japan'’s self-interest rather than the
needs of less developed countries.®? Japan argued that its vulnerability forced
it to use development assistance as a means to strengthen its international
economic capacity. Its aid agencies frequently report that as a recently indus-
trialized non-Western country Japan can share important lessons with other
developing countries and forge stronger links between the North and the
South.

More than any other major donor country, Japan has historically required
recipients to spend its funds on Japanese products or services in an
arrangement known as ‘tied aid.’®* From 1978 onward, Japan pursued a
general policy of untying loans, but in 1986 Japanese companies were still
winning 67 per cent of the ‘untied’ loan contracts.®® Faced with continuing
criticism over this practice, Japan’s Ministry of Foreign Affairs (MOFA)
made efforts in the 1990s to open up Japanese aid contracts to companies
from other countries. By that standard, the effort was successful: in 1999
Japanese companies won only 19 per cent of untied loan contracts.%
However, it had the unintended consequence of weakening support for
development assistance within the Japanese legislature. The loss of aid
contracts for Japanese companies reinforced the sense among the Japanese
business community that ODA was no longer important to their interests.®’
This, combined with the economic crisis of the late 1990s, contributed to
an unprecedented (for Japan) reduction in ODA that began in 1998 and
continued throughout the first half of this decade.

Japan’s concern for environmental aid dates from the mid-1980s, and was
a response to international and domestic criticism that its aid—focused as
it was on heavy industry—contributed seriously to global environmental

61 Arase (1995: 1). 62 Arase (1995); Rix (1989: 20).

63 However, some would argue that partly due to Japan’s near-complete inattention to the
needs of the LDCs that received its aid, this envisioned role never materialized. Rix (1989:
31).

64 Japan is also notorious for its complex and opaque system of aid administration. It
has never had a centralized aid agency or ministry; aid today is coordinated between some
thirteen cabinet-level bureaucratic actors, and technical cooperation, grant aid, and loan aid
are handled by separate organizations. The Japan Bank for International Cooperation (JBIC,
which was created in 1999 from the merger of the OECF and the Japan Export-Import Bank
JEXIM), currently funds aid that responds to Japanese commercial and political interests.
JICA, on the other hand, is responsible for aid that is more in line with international norms
and expectations. Arase (1995: 273).

65 Rix (1989: 109). Contractors for all grant projects had to be Japanese nationals, who were
likely to purchase Japanese goods for the project.

66 Arase (1995: 4). 7 Arase (1995: 4).
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degradation, especially the destruction of tropical forests.%® In 1986, Japan’s
Overseas Economic Cooperation Fund (OECF) published a report recom-
mending that aid include environmental impact assessment measures, a
recommendation that was echoed one year later by Japan’s Environmental
Protection Agency. This translated into diplomatic action at the Paris G-7
summit in 1989, where Japan made a major commitment to environmen-
tal aid of ¥300 billion (about $2 billion in 1990 dollars) over the next
three years. In September of 1989, Japan hosted an international confer-
ence on environmental protection in Tokyo. Japan identified its priorities
as forest protection, urban air pollution mitigation measures, and assisting
LDCs in managing their own environmental problems, in keeping with
the Japanese emphasis on ‘self-help.’® Before 1989, there was little men-
tion of the environment in the annual reports of the Japan International
Cooperation Agency (JICA). Reports after this date, however, all contain
strong language on the importance of sustainable development and envi-
ronmental priorities. The Rio Earth Summit in 1992 reinforced this trend,
with Japan identifying the environment as a central consideration in pol-
icy formulation and making a very significant new commitment to spend
¥1 trillion ($8 billion in 1992 dollars) on environmental projects over the
next five years. Japan also pledged to finance large-scale projects, such as
a $500 million loan in 1990 for air-quality improvement in Mexico City,
and aid middle-income countries that were the worst hit by environmental
degradation.

Yet, even when environmental assistance was at its peak, it was dwarfed
by the massive amount of Japanese aid allocated for dirty projects. Dirty aid
did see a gradual decline over the twenty-year period, from 71 per cent of
total lending in 1980 to 50 per cent in 1999, but even in the mid-1990s dirty
aid made up almost two-thirds of Japan’s total aid portfolio (Figure 5.7a).7°
One fluctuation came in 1991, when dirty projects comprised just 19 per cent
of the total Japanese aid budget. However, the next year they were back at
a normal level of about 56 per cent dirty aid. Annual reports from JICA,
while consistently emphasizing the need for environmental action through-
out the 1990s, never once mention the idea of cutting back on lending
to environmentally harmful projects. Japan did make attempts to mitigate
the destructive effects of projects such as dams, roads, and power plants by
sending teams of environmental experts to judge their impacts and ameliorate
some of their effects, but such economic infrastructure projects were too

%8 Rix (1989: 124); Dauvergne (1997); Kim (2006).

9 JICA (1993: 20); Rix (1989: 124); Kim (2006).

70 In this respect, Japan is still less environmental than European and American donors.
While Japan has dramatically increased its allocation of environmental aid, it has not reduced
dirty aid to the same extent as most other bilateral donors.
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firmly entrenched in Japan’s aid philosophy to substantially reduce them as
other bilateral donors have done.”!

Of the $17.6 billion in environmental aid given by Japan over these two
decades, about 2.5 times as much was given for brown projects as for green
ones (Figure 5.7b). The economic crisis in the late 1990s led to deep cut-
backs: environmental aid received less total funding and received a smaller
percentage of the funds that were available. Japanese aid organizations were
so overwhelmed with the Asian financial crisis that environmental issues were
not even mentioned in JICA’s 1998 annual report, despite having a designated
section for environmental issues in the previous nine years. Given these
trends, Japan’s position as a permanent leader in environmental aid is not
at all certain.

Conclusions

This chapter lays the groundwork for the formal hypothesis-building and
testing that we perform in Chapter 6. There we seek to explain the cross-
national patterns in environmental behavior that we have described here.
Some general trends are apparent, but the cases make clear that donors are
different in important ways. The five major bilateral donors described in this
chapter illustrate the importance of Second World War reconstruction in their
founding and structure. In the cases of Japan and Germany, the reconstruction
of their international standing as members of the global community was
a primary motivation. Japan’s foreign aid was for decades self-described as
securing access to resources and markets, especially in South-East Asia. The
importance of the Cold War in driving aid decisions for four decades (the
1950s to the 1980s) by all five donors cannot be underestimated, especially
since US Funding often flowed to frontline states and to projects that were
designed to demonstrate the advantages of capitalism and slow the spread of
Soviet and Chinese influence.

These cases also suggest the importance of domestic politics within donor
countries. As left and right parties gain control of the legislative or executive
branches and bring their particular visions and coalition of supporters, they
often change the amount and direction of aid. The long rise and influence of
Germany'’s Green Party created political pressure for its five main aid agencies
to fund environmental projects, and its aid is now among the greenest in the
world. In the UK, Labour’s election in 1997 brought significant increases in
environmental aid funding. After the study period of this book, Denmark’s
ruling Liberal Party’s long tenure ended in 2005, and both environmental
and development efforts now face sharp cutbacks. These cases suggest that to
understand green aid’s past and likely future, serious research is needed on

71 JICA (1996: 24); Kim (2006).
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the political coalitions that support and oppose the appropriation of taxpayer
money for foreign environmental assistance. In the next chapter, we seek
to develop and test a series of hypotheses on the role of environmental
technology sectors and environmental NGOs in creating the political condi-
tions for environmental aid to increase—what have been dubbed ‘coalitions
of the green and greedy.’

The sudden shift in Japan's aid in 1986-9 bears careful study, since it jumped
to the top of the list of environmental aid donors in a comparatively short
time period. Long a strategic donor that tied its aid to geopolitics, resource
extraction, and the purchase of Japanese products and services, Japan’s 1989
pledge of billions of yen in environmental aid at the G-7 summit in Paris
marked a huge shift in priorities. That Japan chose the Rio Earth Summit
in 1992 to announce another even larger goal suggested to some observers
that Japan was responding to outside criticism that its aid was mostly focused
on heavy industry and was a main cause of environmental degradation
in developing countries. However, the sudden reduction of environmental
projects in the late 1990s suggests that neither the Japanese government,
nor any supporting coalition, has institutionalized the idea of sustainable
development within the Japanese aid regime.

The overall trends and the five donor cases in this chapter demonstrate
that environmental aid has grown sharply in importance for bilateral agencies
over these two decades. In each case, the ratio of dirty project funding to
environmental project funding plummeted over these twenty years, marking
a significant reorientation of aid. Dirty aid was relatively flat in total dollars
spent over most of the period, but then dropped sharply in the early 1990s
and again in the late 1990s (Figures 5.1 and 5.2). The data also suggest the
immense impact of the 1992 Rio Earth Summit, bringing short-term bumps
in environment aid (including billions for sewage projects in Rio itself) and
longer-term increases. Indeed, environmental aid in the 1990s was three times
that of the 1980s.

The comparison of Britain’s internal accounting system for environmental
aid (PIMS) with our PLAID categorization suggests that we should be cau-
tious about accepting aid agency reports on what percentage of their aid
is ‘environmental.” In Britain’s case, projects whose main goals were not
environmental and whose overall impacts could actually be environmentally
damaging were counted as ‘environmental.”’?> Pressure on agencies to show

72 A serious measurement problem that we discuss in this book and in previous articles
has to do with marbled or mainstreamed environmental aid—where a traditional project
has environmental components, usually to mitigate some expected damage that will result
from the primary purpose of the project. Neither the PLAID database, nor any other empirical
effort of which we are aware, has definitively solved this measurement problem. This problem
almost certainly leads us (and other analysts) to undercount the amount of development
assistance that is spent on environmental protection or remediation. See Chapters 2 and 9 of
this book and also Nielson and Tierney (2003, 2005). Also see Powers (2008).
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they are ‘doing something about the environment’ (combined with relative
difficulty in monitoring agency claims) suggests why over-reporting might
be so prevalent. If donor governments have political incentives to convince
others that they are having a positive impact on the environment, then they
will be tempted to over-state their contributions. This reinforces the need for
independent and systematic reviews, like this one.

The current trend in foreign aid is to focus on Africa and to ‘make poverty
history’ by meeting the Millennium Development Goals (reducing poverty
and other social ills by half by 2015). British foreign aid remains focused on
poverty reduction, but there is growing pressure for the agency to consider cli-
mate change and other environmental issues. The former head of DFID, Clare
Short, gave a blistering speech to environmentalists at the World Wildlife
Fund’s Washington, DC, office in 2003. She argued that environmentalists
must move away from lobbying against individual development projects to
advocating sustainable development for the world’s poor. Nevertheless, DFID’s
funding profile has shifted in a way that is quite similar to most other bilat-
eral donors”: increasing attention to both green and brown environmental
issues.

Looking to Chapter 6, we test a series of hypotheses derived from the most
relevant theories about what might cause certain donor countries to spend
more or less on foreign aid for the environment. Chapter 6 is essentially
an exercise in comparative foreign policy analysis. To what extent are large
commitments to environmental aid in countries like Denmark and Germany
a reflection of strong preferences for environmental protection at home?
To what extent is it the reflection of wealth and post-materialist values?
How much variation is explained by coalitions of the ‘green and greedy’'—
environmental technology firms and environmental NGOs? Is some of the
pattern simply explained by the way budget decisions are made and whether
social groups are incorporated into corporatist decision-making structures? Do
geopolitical considerations shape environmental aid allocation in the same
way that they shape other allocation decisions? Informed by the trends and
brief case studies described in this chapter, we turn now to the development
of formal hypotheses and statistical tests of these alternative explanations.
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6

The Political Market for Environmental
Aid: Why Some Donors are Greener
Than Others

Chapter 5 highlighted the significant variation in donor countries’ commit-
ment to environmental protection. Some donors, such as Japan, have dra-
matically re-aligned their aid portfolios in the span of a decade to be more
responsive to environmental objectives. Other donors, such as Denmark,
have historically given large amounts of aid (as a percentage of GDP) and
consistently allocated a large proportion of their aid budgets to social and
environmental projects. Still others, such as the UK, have made significant
changes following an election. In this chapter, we use systematic evidence to
examine the issue of why some donor governments are more willing than
others to spend taxpayer funds on environmental protection in developing
countries.

We test four sets of possible explanations for why countries give bilateral
environmental aid, and for why they give relatively less aid with likely
environmentally harmful impacts (‘dirty’ aid). First, we test whether environ-
mental aid as a proportion of donor portfolios reflects their broader environ-
mental preferences, as revealed in domestic environmental policy, ratification
of international environmental treaties, and their compliance with these
treaties. Second, we test theories claiming that people change their values
when they have satisfied their basic human needs. In particular, we examine
the effects of wealth and ‘post-materialist values’ on the share of a donor
country’s aid portfolio earmarked for environmental and dirty projects. Third,
we explore a political economy approach to aid allocation that suggests the
relative strength of environmental NGO and industry lobbies in shaping the
environmental profile of aid portfolios. Fourth, we test propositions from new
institutionalist theory by examining whether environmental aid is influenced
by the number of checks and balances in government and whether there
is a corporatist or pluralist decision-making structure within a donor polity.
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In addition to examining institutions independent of societal preferences,
we explore the impact of left-wing and right-wing parties within legislative
institutions. Is the reputation for environmentalism among left-wing parties
reflected in the aid portfolios of their governments when in power? Do
left-wing governments allocate more money for environmental projects and
relatively less money to dirty projects than do right-wing governments?

The first set of hypotheses build upon the logic of principal-agent theory,
which suggests that voters in democratic states are ultimately empowered
to remove politicians that do not follow their policy preferences. In this
view, there is a ‘political market’ for environmental aid in wealthy countries,
and this market is shaped by the preferences of voters within each country.
We empirically evaluate two alternative hypotheses about aid allocation that
highlight very different political logics. In the first, developed country citizens
authorize and financially empower their elected officials to resolve specific
regional and international environmental problems that affect them. The
preferences of citizens for their government to spend relatively large or small
amounts on a clean environment should be revealed in the strength of domes-
tic environmental policy. So, governments with robust environmental protec-
tions at home will be rewarded electorally for distributing foreign aid that is
beneficial to the natural environment or minimizes environmental damage.
Conversely, governments with lax environmental regulations at home will
not face the same constraints when allocating foreign aid abroad.

In the second hypothesis, governments provide environmental aid in order
to reflect the post-materialist values of their citizens, even if those citizens
receive no direct benefit from the allocation. Ronald Inglehart has argued
that the world’s wealthier nations are increasingly ‘post-materialist’ in that
they value services and experiences over material products, and that demand
for an improved quality of life (including a clean environment) is superseding
demands for more material goods.! The basic post-materialism argument is
that when standards of living increase to levels where concerns for material
needs are diminished, citizens pay more attention to social and environmen-
tal issues (at least when it comes to voting). Inglehart and his colleagues have
conducted a number of cross-national surveys that allow us to explore this
idea empirically.

What drives and sustains Western environmental aid budgets? If Western
citizens are primarily motivated by post-materialist values, we would expect
their governments to promote environmental values abroad in an altruistic
and non-discriminatory manner. However, if Western support for environ-
mental aid is tied to specific trans-boundary environmental threats that affect
the interests of voters within donor countries, we would expect a more
selective allocation of environmental assistance—both among implementing

! Inglehart (1990).
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agencies and recipient countries. Are wealthier donors only willing to pay for
projects that address global public goods such as climate change, ozone, and
biodiversity that might affect them, or are they willing to fund more local
environmental projects, like the construction of drinking water and sewage
treatment systems or preventing erosion in poor countries? The analysis in
this chapter provides some evidence about how income and distinct national
preferences shape the aid allocation priorities, and thus disbursements, of
different donor governments.

We also test for the impact of interest group influence by environmen-
tal advocacy, environmental technology, and industry lobbies. Here again,
there are implications for the geographic distribution and effectiveness of
environmental aid. Recall from Chapter 1 that we model the aid allocation
decision as a series of nested principal-agent relationships where voters in
donor countries delegate authority to elected officials who then delegate to
aid agencies (either multilateral or bilateral). These aid agencies are then
authorized to negotiate aid contracts with recipients in developing countries.
If Western environmental NGOs play a determinative role at the agenda-
setting stage, then green environmental projects targeting global or regional
public good provision will likely be funded at the expense of locally focused
brown environmental projects favored by recipient governments. If social
justice or global poverty groups are more influential, or if industry groups
have more influence, then different trends should result. There is a new
‘green products and services’ branch of industry which stands to benefit from
the types of spending that environmental aid projects bring: wind turbines,
energy efficient technology, lower-input agricultural systems, sustainability
consulting and so on. Some estimates of the current and likely near-future size
of this industry are huge. These environmental industry groups may join with
mainstream environmentalists to create ‘coalitions of the green and greedy,’
strengthening domestic support for environmental aid budgets.

However the impact of these social groups on actual policy, budgeting,
and implementation depends on how their preferences and demands are
aggregated and mediated by domestic institutions within the state. Therefore,
our fourth set of hypotheses examines whether the domestic institutions—
party structures, institutional veto gates, and the corporatist/pluralist nature
of the policy-making process—structure the political market and therefore
measurably promote or hinder appropriations of ‘dirty’ aid and environmen-
tal projects of different types.

The analysis in this chapter empirically examines the impact of these factors
on aid shares of seventeen bilateral donors over the twelve years when the
data were best, 1988 to 1999. As it turns out, we were far more effective at
explaining the decrease in environmentally damaging aid, developing mod-
els that account for up to two-thirds of that ‘dirty’ aid. To preview what
lies ahead, we found that as wealth increases in donor countries, dirty aid
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decreases as a fraction of that country’s total aid portfolio. To a lesser degree,
the more prevalent post-materialist values were found to be in national sur-
veys, the less dirty aid donors gave. As political economy theories suggest,
environmental/green industry lobbying groups tend to reduce the share of aid
allocated to dirty projects, but only increase funding for global goods projects,
not local environmental projects. The factors influencing the environmental,
green, and brown sectors were not as clear overall, and our models were
not as effective in predicting aid shares. When we use a broad measure
of revealed government preferences for (domestic and international) envi-
ronmental protection, our results suggest that having better environmental
policies at home correlates negatively with spending on environmental aid
projects abroad. However, more direct measures of a donor’s international
environmental policy appear to correspond to increases in the share of aid
earmarked for environmental purposes. We also find that the strength of
a donor country’s environmental advocacy and technology lobby tends to
increase the share of aid allocated to green projects and decrease the share of
aid allocated to brown projects. We conclude by discussing the implications of
these findings and outlining a number of avenues for future research.

Hypotheses: Aid Reflects National Policy, National Wealth,
and Post-Materialist Values

We begin with a discussion about how voter preferences interact with donor
institutions to create a political market for environmental aid, building on
principal-agent theory. Citizens entrust their governments with many day-
to-day operational and oversight responsibilities, among them international
environmental concerns.? Citizens authorize and financially empower their
elected officials to resolve specific regional and international environmental
problems that affect them. Therefore, citizens and politicians do not ‘contract’
on the issue of environmental aid. Rather, their focus is on stabilizing the

2 To understand the ‘political market’ for environmental aid, one must consider both the
supply side and the demand side of the electoral marketplace. According to Douglass North
(1981), Barry Weingast (1995), and Mancur Olson (1993), the state is a functional response
to social needs of individuals living in a particular territory. Individuals would benefit from
things like law and order, justice, national defense, and environmental protection, but these
types of goods possess non-rival and non-excludable characteristics and are prone to market
failure. Thus, in the absence of verifiable and enforceable individual commitments to con-
tribute to these collective goods, each individual has an incentive to free-ride on the efforts of
others. Under these circumstances, ‘political markets’ often emerge. Citizens demand public
goods, but since they themselves are unable to provide them voluntarily, they collectively
‘hire’ an agent (Leviathan) to coerce the contributions of others through the mechanism
of contract enforcement. Such a delegation of authority promotes public good provision.
In the language of agency theory, principals (or citizens) require an agent (or state) with a
‘comparative advantage in violence’ to reduce their short-term incentives for defection North
(1981: 21).
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atmosphere, conserving biodiversity, protecting international waters, reduc-
ing acid rain, halting ozone depletion, and so forth.> Within these larger
negotiating sets, citizens grant their elected officials the formal authority to
transfer aid overseas when doing so advances their interests. In this frame-
work, foreign aid is conceived as one of many potential policy tools that an
elected leader might employ in pursuit of these interests.

This framework, which employs what we call the ‘revealed environmental
policy preference’ approach, departs from Milner’s (2006) aid allocation model
in an important way. Unlike Milner’s model, in this view the electorate’s
core motivation in distributing environmental as well as other types of inter-
national public goods is not altruism. Instead, citizens are assumed to be
concerned about their own welfare, which may be directly affected by inter-
national environmental problems. Citizens have good information about the
environment and have clearly defined preferences over environmental goods
and services, whether local, national, or global. Specifically, they demand
international environmental protection and authorize international financial
transfers in the interest of maximizing their own material welfare.* Again,
environmental aid is unique in that its explicit purpose is often regional or
global public good provision, which means that rich country citizens gain or
lose utility based on the effectiveness of the international financial transfer.®

This distinction is important because voters don’t get immediate feedback
when someone or some country is not contributing to environmental goods,
but eventually they will experience change if the global commons is damaged.
Much of the foreign aid literature assumes that there is a ‘severed feedback

3 Hassler (2002), Lofstedt (1994, 1995), Lofstedt and Sjostedt (1996), and Lewis (2003) all
suggest that specific trans-boundary environmental issues motivate citizens to pressure their
elected officials to use aid as a positive incentive to induce compliance with international
environmental agreements.

4 When delegating authority to politicians and government institutions, citizens are of
course not always able to get what they want. The politics of development assistance is a
series of multi-principal-multi-agent relationships in which the voters cannot fully contract
due to information asymmetries and high transaction costs. Therefore, the revealed patterns
of aid allocation may shed light on the preferences of the electorate, but differ significantly
depending on the nature of the good being pursued (international public goods vs. non-IPG)
and the potential aid delivery channel.

S It is not surprising that environmental aid programs often ride on the coattails of
public concern—particularly when public perceptions of vulnerability to global and regional
environmental threats build to a sharp crescendo. For example, toward the end of 1988,
Time Magazine ran an important issue on global environmental crises and awarded Planet
Earth the dubious distinction of ‘Planet of the Year.” The release of this issue coincided with
one of the worst heat waves and droughts ever to hit the United States, ominous reports
about a growing hole in the ozone layer, the release of satellite images of a burning Amazon,
and James Hansen’s famous congressional testimony on global climate change Bowles and
Kormos (1999). A year later, OECD parties to the Montreal Protocol acknowledged a need
for environmental assistance to developing countries. Shortly thereafter, wealthy countries
also requested that the World Bank consider establishing a separate funding facility for global
environmental problems, which eventually evolved into the GEF Keohane and Levy (1996).
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loop’ which separates the taxpayers who fund aid projects and the people
who benefit from them. Milner (2006), for example, argues that ‘voters in
the donor countries have an impossible time evaluating how aid is being
used in [recipient countries]. ... [T]he feedback loop is broken and the public
paying taxes for aid has little knowledge to use to reward or punish their
agents for foreign aid outcomes.’® Similarly, Martens et al. (2002) argue that
‘the most striking characteristic of foreign aid is that the same people for
whose benefit aid agencies work are not the same as those from whom their
revenues are obtained; they actually live in different countries and different
political constituencies.” Thus, unlike say taxpayer-supported local services
like policing or the postal service, ‘this geographic and political separation
between beneficiaries and taxpayers blocks the normal performance feedback
process: beneficiaries may be able to observe performance but cannot modu-
late payments as a function of performance.’’

One could argue that unlike traditional foreign aid interventions, the out-
comes associated with global public good funding are more observable and
thus more vulnerable to public scrutiny. If a World Bank construction project
in north-east Brazil is undermined by corruption or a USAID education project
in Malawi turns out to be a spectacular failure, for example, citizens of Western
countries have a limited ability to acquire such information and thus no rea-
son to hold their politicians accountable and demand better service delivery.
Politicians and donor agencies also have strong incentives to conceal failures
and showecase successes, creating even more ‘noise’ for ordinary citizens in
rich countries.® Yet, if a USAID project in Russia designed to eliminate the
production and consumption of ozone-depleting substances fails, Western
citizens—who themselves will eventually experience the effects of ozone layer
depletion—should be in a relatively better position to assess whether the
policies implemented by their government officials have been effective (in
the longer term and subject to international monitoring and Earth System
cycles). They certainly should care more.

However, financial transfers for international environmental protection
(and other international public goods) are different from traditional forms of
aid in that rich country citizens possess more and higher-quality information
about the impact of their giving. The informational environment that elected
officials and citizens have is better because citizens themselves are eventually
directly affected by damage to global and regional public goods, and they
want to know whether future disruptions are likely. If the international finan-
cial system becomes unstable, global terrorism increases, or the ozone layer
continues to decay, Western citizens suffer a direct utility loss and they often
know it. Even if they don't perceive a change in the public good, scientific and
policy networks, NGOs, and the media will loudly announce the failure and

6 Milner (2006), emphasis added. 7 Martens et al. (2002: 14). 8 Milner (2006).
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the coming disaster they fear. Therefore, voters are able to make more reliable
assessments about whether the aid policies pursued by their elected leaders
have been successful, and reward or punish them accordingly.’ For instance,
Swedish and Finnish citizens possess a significant amount of information
about the effectiveness of their acid rain reduction programs in neighboring
Baltic countries because they directly experience the effects of trans-boundary
air pollution.!® From this logic, we derive our first two hypotheses about
countries acting in foreign affairs as they do at home:

Hypothesis 1a: The intensity of a donor country’s domestic environmental
policy preferences will be positively reflected in the share of its foreign aid
budget dedicated to environmental issues.

Hypothesis 1b: The intensity of a donor country’s international environmen-
tal policy preferences will positively correlate with the share of its foreign aid
budget dedicated to ‘green’ issues.

Cross-national, longitudinal measures of national environmental policy
preferences are surprisingly difficult to obtain, even for the two dozen envi-
ronmental aid donors considered in this chapter. To measure a country’s
revealed preference for environmental protection, we use the Environmental
Policy Index (EPI), which ranks donor countries on twenty-two measures
of domestic and international environmental policy.!! The overall score is
an average percentile ranking of these measures; a higher score on the EPI
signifies a stronger revealed preference for environmental protection. We also
include two measures that more directly capture the intensity of a donor
country’s international environmental policy preferences. The first is a measure
of national ratification of a series of major environmental treaties over the
twelve-year period (treaties%; H1c). Higher scores indicate higher levels of
participation. The second indicator, developed from annual survey data of
business leaders on their perception of whether their government is serious
about complying with environmental treaties, is from the World Economic
Forum'’s Global Competitiveness Report (wefagr). A higher score on this seven-
point metric indicates a stronger revealed preference for international envi-
ronmental protection.

Voter preferences could also be motivated by a broader set of post-
materialist values. The strength of these values varies over time and across
countries. As incomes rise and survival become less of a concern, the relative
worth of market goods declines relative to scarce environmental commodities,

° This assumption is quite similar to the assumptions made in models of retrospective
voting where the electorate uses information about aggregate outcomes in order to make
judgements about incumbent officials Fiorina (1981).

10 Levy (1993); Hassler (2002, 2003); Albin (2003); Lofstedt and Sjostedt (1996); Lofstedt
(1995).

11 Nielson and Tierney (2003).
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leisure, the arts, and other non-market goods. The rise of post-materialism
may also signal a ‘value shift’ away from egoism and instrumental rational-
ity toward altruism, equality, and redistribution for its own sake.'? Alterna-
tively, it can be seen as another layer of wishes and concerns layered upon
survival and materialist ones. Again, Inglehart’s post-materialism hypothe-
sis has been criticized on many grounds,!® but it allows some insight into
whether attitudes are changing on value-based issues that might influence
voter willingness to fund environmental aid. If post-materialism affects voter
preferences in this broader way, we would expect elected governments to
respond to citizens’ environmental values abroad in a more altruistic and non-
discriminatory manner, as opposed to using environmental aid as a coercive
policy instrument or as a tool to reward political allies.!* Inglehart distin-
guishes between environmentalism deriving from ‘subjective cultural factors’
(i.e. post-materialism) and environmentalism that grows out of responses to
specific environmental threats that reduce material utility. We are able to
observe the allocation patterns made by donors for global public good aid
and more localized environmental aid (and other types of aid), so we can gain
some insight into this question.

Hypothesis 2a: The more post-materialist the median voter’s preferences, the
more environmentally friendly the donor country’s foreign aid budget.

Hypothesis 2b: Wealthier countries will be more willing to spend aid money
on environmental aid.

As an indicator of the prevalence of post-materialist values, we use Ingle-
hart’s World Values Survey. However, significant data limitations restrict our
ability to disentangle the post-materialist values of citizens from other fixed
effects associated with donor countries.!® Since Inglehart (1990) points out
that post-materialism and GDP per capita are highly correlated, and the
Environmental Kuznets Curve (EKC) literature argues that the intensity of
environmental preferences rise beyond a certain income threshold, we also
settled on GDP per capita (in PPP terms) as an admittedly imperfect second
test. 16

12 The term ‘post-materialism’ was coined by researchers employing the World Values
Survey. See Inglehart (1990); Brechin (1999); Rohrschneider (1988). Inglehart (1995: 63-4).

13 See e.g. Dunlap et al. (1993); Dunlap and Mertig (1995); Brechin (1999); Guha and
Martinez-Alier (1997); Bell (2004).

14 See Meyer et al. (1997) and Boli and Thomas (1999).

15 The limited periodicity of World Values Survey data is a severe constraint. The inclusion
of such data would effectively capture all fixed effects within a country and would not reveal
a reliable estimate of voter preferences for environmental concerns.

16 These data were taken from the World Bank’s World Development Indicators dataset.
The lack of good longitudinal data is part of the reason we use GDP per capita to test the
effect of post-materialist values.
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Alternative Explanations: Political Economy
and the Importance of Lobbies

The principal-agent framework is, of course, a radically simplified version of
complex social reality. There are many alternative channels through which
citizens articulate their interests: environmental and pro-industrial lobby
groups, political parties, protests, bribes, and market power. Donor govern-
ments also possess different institutions that structure the political market
and determine how individual preferences are aggregated and revealed.

While the linkages between special interest groups, the electorate, and
elected officials have been explored within a principal-agent framework, we
believe that treating lobbying groups as agents for citizens in donor coun-
tries is problematic because interest groups have no authority to demand
behavioral changes or to remove elected officials under any circumstances.
We therefore conceive of interest groups as actors in their own right (third
parties), but not principals.!” However, given the considerable debate in the
literature on the influence of special interest groups on environmental policy
and environmental aid, we consider them in our empirical models of donor
aid portfolios.'®

17" To be clear, principal-agent theorists do not deny that other forms of interest articulation
‘matter.” They merely suggest that election (or re-election) is the primary constraint facing
politicians. In the real world, politicians are rent-seekers and their utility functions are not
defined exclusively in terms of votes. In fact, Milner and Tingley (2006) demonstrate that
third parties have a substantive and statistically significant effect on the voting behavior of
elected officials in the US Congress. These third parties (campaign donors, unions, firms, etc.)
have no authority to remove elected officials, but they can certainly shape their calculation
of costs and benefits.

18 In attempting to explain the relationship between interest groups and politicians within
donor governments, many foreign aid analysts have drawn upon the insights of agency
theory Grossman and Helpman (1994, 1996); Fredriksson (1997); Damania and Fredriksson
(2003); Damania (2001); Bernheim and Whinston (1986). Murshed (2003) models competing
NGOs as multiple principals of a common agent—the executive, who is responsible for aid
policy. Damania (2001) similarly conceives of environmental lobbying groups as principals of
a single ‘government’ agent. Lahiri and Raimondos-Mgller (2000) also model ethnic lobbying
groups as principals in their own right and try to explain how these actors affect the distri-
bution of aid across the population of potential recipients. Each of these articles examines
important aspects of the political economy of aid-giving. However, the analytic assumption
common to all of these papers—that all actors with political influence should be modeled as
principals—is inconsistent with the core assumptions of agency theory. Much of the rigor in
agency theory stems from the fact that analysts can identify principals as those (individual
or collective) actors who possess the ‘residual rights of control’ within a hierarchical contract
with some agent that has been conditionally granted authority to act on behalf of the princi-
pal Williamson (1979); Lake (1996). While industry lobbyists and environmental NGOs may
well influence the behavior of the US President, and it makes sense to document and analyze
such influence, it does not follow that these actors have delegated authority to the President
to make policy. In the US context the constitution specifies the contract between voters (we
the people) and the President. Voters have the authority to elect the President through the
Electoral College and they also have the authority to periodically terminate that contract. In
economics, the principal is the actor that has the ultimate right over some piece of property.
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The authors of the seminal book Institutions for Environmental Aid suggest
that the political market for environmental aid is dominated by environ-
mental lobbying groups and (environmental) industry groups. Borrowing a
concept called ‘coalitions of the green and the greedy,’ first coined by Kenneth
Oye and James Maxwell, Barbara Connolly and her colleagues argue that
‘strong political coalitions of environmentalist and industry groupings within
donor countries. .. tend both to justify environmental aid budgets and drive
the selection of remedies for environmental problems.’!* The authors insist
that, above all else, governments are responsive to interest groups: ‘Without
strong political constituencies invested in the mitigation of trans-boundary
environmental problems or the export of goods and services made possible
by aid programs,” writes Connolly, ‘competing priorities within donor coun-
tries would eclipse environmental aid budgets.’?® General public concern is
discussed as a potentially important variable at various points throughout the
1996 Keohane and Levy volume; however, when the policy preferences of
citizens are discussed, it is only in conjunction with interest group influence.
As Connolly puts it, environmental aid can materialize in ‘ “Stiglerian situa-
tions,” where the public’s desire to improve the environment converges with
the self-interest of actors who gain tangible benefits from regulation.’?!

Of course, interest group influence in Western industrial democracies is not
limited to environmental lobbyists. One must also account for the potential
role played by groups representing industries that contribute to what we’ve
defined as ‘dirty’ environmental outcomes. Many corporations are directly
involved in the extraction, production, distribution, and consumption
of natural resources and therefore vigorously oppose environmental

In domestic politics, a large literature starts by identifying political property rights within
various political systems (typically enshrined in a constitution or some other role-defining
document). For example, see Romer and Rosenthal (1979); Cox (1987); Carey and Shugart
(1992); Pollack (1997); Lupia and McCubbins (1998); Lyne (2008). All these scholars take the
formal rules of accountability within the polity at face value and assume that voting citizens
possess such residual rights of control in liberal democracies. Roeder (1993), Shirk (1994), and
Bueno de Mesquita et al. (2003) make analogous claims regarding the delegation of authority
in non-democratic regimes. However, as all major donors of environmental aid are established
democracies, we are concerned only with the behavior of elected democratic governments.
Voters collectively can offer, abrogate, or rescind any contract they offer to politicians, and
they (or other agents they designate) possess the formal authority and discretion to ‘fill in’ the
unspecified parts of contracts offered to their agents Lake (1999); Grossman and Hart (1986).
Interest groups, by contrast, have no authority to demand behavioral changes or to remove
elected officials under any circumstances. We therefore conceive of interest groups as actors
in their own right (third parties), but not principals.

19" Connolly (1996: 331). See also Vogel (1995).

20 Connolly (1996: 330). In the case of the ozone layer, the prospect of government
regulation prompted key companies—for fear of shrinking profit margins and loss of market
share—to invest in chemical substitutes that would not exacerbate the problem Rothenberg
and Maxwell (1997); Levy and Prakash (2003). Also see Sonnenfeld (1999).

21 Connolly (1996: 331).
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regulation.?? For example, The New York Times refers to Exxon and Mobil
as ‘rich in cash, aggressive in style...[and] effective in pursuing their
agenda...at the highest level of government and through arm-twisting in
Congress.’”?® Corporate actors also channel influence through think tanks and
lobby groups like the US Chamber of Commerce the Competitive Enterprise
Institute,?* and public relations firms. In the run-up to global climate change
negotiations, US and EU energy firms waged a massive campaign to kill all
proposals for aggressive environmental reform.?® Mitchell (1993) has also
carefully documented how various corporate interests inserted themselves
into international oil pollution negotiations to ensure that the regime
would lack ‘teeth.” ‘IMCO [the Inter-Governmental Maritime Consultative
Organization] .. .immediately fell victim to “regulatory capture,”’ he writes,
‘and it became commonplace to think of the IMCO as a “shipowner’s
club.” "2° From the above discussion, we derive two predictions:

Hypothesis 3a: The stronger a country’s environmental lobby, the larger the
proportion of its aid budget that will target environmental protection (and
less to ‘dirty’ projects).

Hypothesis 3b/c: The stronger a country’s industrial lobby, the smaller the
proportion of its aid budget that will target environmental protection (and
more to ‘dirty’ projects).

The number and strength of lobbies are difficult concepts to measure. For
data on the number of environmental non-governmental organizations in
each country, we relied on Binder and Neumayer’s 2005 study, whose primary
data source is the World Environment Encyclopedia and Directory. Addition-
ally, we gathered data on the size of each donor country’s environmental tech-
nology market from 2001 OECD data. To capture the relative strength of these
lobbies in each donor country, we divided the total number of environmental
NGOs by the total population and multiplied that by the size of the envi-
ronmental technology market divided by the size of the economy. Potentially
more important than the environmental advocacy groups and environmental
technology lobbyists are the industrial lobbyists who would like to minimize
environmental aid, and see funding re-allocated from environmental projects
to dirty projects where they have a market advantage. As an indicator of
dirty industry lobbying strength, we use Henisz and Zelner’s (2006) ‘industrial

22 Rowlands (2001). Crenson’s landmark 1971 study The Un-Politics of Air Pollution was one
of the earliest attempts to document how entrenched corporate interests can suppress the
environmental ‘voice’ of the electorate.

23 Cited in Bruno et al. (1999: 6).

24 e.g. CEI has been reported to have received $2 million from Exxon-Mobil for climate
change ‘public education’ over seven years. Mufson (2007).

25 Paterson (1996); Levy and Egan (1998).

26 Mitchell (1993: 227). Also see Clapp (1998).

169



The Political Market for Environmental Aid

representation’ variable, which is measured as industrial consumption of
electricity as a fraction of total electricity consumption. Higher scores indicate
greater industrial representation. These indicators better approximate the size
of industry as a percentage of the national and global economy, but are
not particularly good at representing whether industry is well organized into
influence-peddling groups, an important avenue for future research.

How Institutions Shape Environmental Aid

Though not articulated in the environmental aid literature, deviations from
the preferences of the electorate may also follow from country-specific politi-
cal institutions that promote or hinder the passage of environmental reforms.
To tie this to the current discussion, the impact of lobby groups depends upon
the rules and norms of national political systems of what behavior is allowed.
The list of political institutions that could matter is potentially endless. We
concentrate on just three institutions that are likely to be especially salient:
political parties, veto gates/players, and corporatist policy-making processes.
Political parties, as institutional mechanisms of aggregating groups of
voter’s interests, can generate powerful forces that ‘pull’ policy away from
the preferences of the median voter. There are a number of reasons why this
may be the case. Depending on the electoral rules and the constitutional
rules within a polity, candidates may have strong incentives to seek support
from the party base rather than the median voter. For example, in winner-
take-all electoral systems, candidates who are located at the median for their
party may be electorally advantaged during primary elections. This leads to
nominees who are some distance from the median voter in the electorate. If
this happens in both parties, then the elected leader can shift policy toward
his or her ideal point to the degree that there are opportunities for slack
(hidden action and hidden information) that cannot be credibly punished.
Substantively, a defining characteristic of left-wing parties across advanced
industrialized democracies has been a stronger preference for environmental
protection and environmental regulation.?” These preferences are typically
codified in party platforms. Hence, when left-leaning parties are in power,
we would expect to see a policy shift in a direction that leads to greater
spending on environmental protection and more stringent environmental
regulations. The traditional electoral coalitions that support such policies will
also favor spending a larger share of the foreign aid budget on environmental
protection. To measure the relative strength of liberal political parties, we
rely on the Leftgs variable from Swank’s (2002) Comparative Parties Data Set,

27 Neumayer (2003a).
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which measures the number of left governing party seats as a percentage of all
legislative seats.

Hypothesis 4a: The more left governing party seats in the donor country’s
legislature, the larger the proportion of its aid budget that will target environ-
mental protection.

Donor governments also differ in terms of the number of checks and
balances that govern their policy-making processes. In political systems where
there are many veto players and veto gates, it is widely agreed that environ-
mental reforms—and reforms, more generally—are more difficult to imple-
ment.?® More veto players imply greater preference heterogeneity, so as the
number of veto players rises, environmental policy becomes more depen-
dent on political compromise and tends to drift toward a ‘lowest common
denominator.” Multiple veto players and veto gates also provide additional
points of access through which anti-environmental lobby groups can prevent,
dilute, or completely capture environmental regulation. Anti-environmental
interest groups are relatively more effective in this respect, since they tend to
be small, concentrated, and capable of overcoming collective action problems
among themselves. They also can generally garner larger pools of funding, and
can mobilize extremely persuasive corporate leaders, who can testify about
the severe costs associated with new regulations and their potential deci-
sions to relocate or close their operations.?’ Environmental interest groups,
in contrast, tend to be large, diffuse, and fragile in the face of collective
action problems.3® Therefore, anti-environmental groups appear to wield rel-
atively more influence than environmental groups in political systems with
many checks and balances. Further, since more veto gates will favor the
status quo policy, which is less environmentally friendly as we move back
in time, then veto gates should inhibit enactment of new environmental
regulations.

At the same time, checks and balances should not exert an unambiguously
negative effect on environmental policy. Multiple veto gates and veto players
may also have the effect of ‘locking in’ environmental policy reforms that
have already been approved and implemented. A robust system of checks
and balances may insulate environmental reforms from politicians with short
time horizons who seek to roll back prior commitments for political gain.
This point is especially important in Western democracies where many of
the most ambitious environmental reform programs occurred prior to 1988.
Although our analysis in this chapter does not begin until 1988, we would
expect donor countries to vary significantly over the 1990-2000 period in

28 Strem et al. (1998); Tsebelis (2002); Scruggs (2003).
2% e.g. Schnaiberg and Gould (1994); Kazis and Grossman (1990). 30 Scruggs (2003).
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terms of their ability to shield existing reforms from political manipulation.3!
When it comes to aid funding and agencies’ futures, we also expect significant
bureaucratic inertia and resistance to cuts and major reform. Following the
idea that the median voters should want environmental aid, especially to
protect global public goods, we hypothesize that:

Hypothesis 4b/c: The fewer checks and balances (or veto players) in the donor
country’s government, the larger the proportion of its aid, budget that will
target environmental protection.

For an indicator of the checks and balances that restrain government
behavior, we employ the checks measure from Beck et al.’s (2001) Database
of Political Institutions, which ranges from 1 to 18 (1 indicating few veto
players; 18 indicating many veto players). The number of veto players is also
tested in Hypothesis 4c using Tsebelis’s index of the number of veto players
in the political system.

A third institutional variable of potential significance is the presence and
strength of corporatist policy-making processes. Corporatist countries, such as
Austria, Norway, Sweden, Denmark, Finland, Germany, and the Netherlands,
are characterized as having ‘consensual’ policy-making processes that
promote the dissemination of reliable information, provide institutionalized
channels of interest expression upwards through large structures like unions
and business organizations, compensate losing firms, sectors, and social
groups, encourage government flexibility (and, by implication, policy
efficiency), and discriminate against particularistic interests. In contrast,
countries with more pluralistic, or ‘adversarial’ policy-making processes, such
as Canada and the United States, lack many of these attributes and therefore
may have weaker environmental policies. Crepaz (1995: 393) argues, ‘the suc-
cess or failure of environmental policies is intimately connected to whether
the system of interest representation is consensual and accommodative
(corporatism) or whether it is adversarial and competitive (pluralism).’

There are three possible causal mechanisms through which corporatism
may have a positive impact on environmental policies. First, in the consensual
style of corporatist decision-making, firms may voluntarily transmit valuable
and private information about their abatement costs to the government.
Scruggs (2003) and Crepaz (1995) argue that more reliable information
will then lead to more efficient environmental regulations, as policies are
continually updated on the basis of new information, avoiding much of the
deadweight loss associated with ‘one-size-fits-all’ solutions. By comparison, in
pluralist systems, where the policy-making process is more adversarial, every

31 Strgm et al. (1998) suggest that countries with more checks and balances have more
effective environmental legislation. For environmental legislation to have any real effect,
they argue, it must be applied consistently and implemented over the long term.
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actor has an incentive to withhold valuable information and disseminate false
information in order to disadvantage competing actors and hamper the state’s
efforts at regulation. Corporatist institutional arrangements may also promote
environmental protection through a ‘conflict management’ function.
As with many other reforms, environmental policy improvement can
generate ‘winners’ and ‘losers,” and according to Scruggs (2003), ‘corporatist
arrangements are noted for facilitating compensation for losers in economic
adjustment, thereby socializing some of the distributional costs of policies.’
These hypothesized corporatist advantages lead us to our next prediction:

Hypothesis 4d: Corporatist states will spend proportionally more of their aid
budget on environmental protection than non-corporatist states.

To address the corporatist/pluralist nature of the policy-making process, we
use Kenworthy’s (2003) indicator of corporatism, which measures the degree
of centralization in the wage-bargaining process. It ranges from 1 to 5, with 5
representing highly centralized wage bargaining and 1 representing highly
fragmented wage bargaining. This is an imperfect indicator of corporatist
policy-making, and risks being more adequate for understanding labor issues
than other regulatory issues—such as environmental protection.

The Empirical Model

To investigate how countries allocate aid across environmental, dirty, and
neutral sectors, we categorize all aid projects from seventeen bilateral donor
countries during the period 1988-99. Our model examines the determinants
of these sectoral allocations for each bilateral donor and year. We examine the
relative performance of each hypothesis outlined in this chapter in explaining
sectoral aid allocation patterns. As before, we refer the interested reader to
Appendix C and the online companion document for more details regarding
the modeling.

As with other models reported in this book, we measure environmental aid
as the sum of projects categorized as environmental strictly defined (ESD) and
environmental broadly defined (EBD). Likewise, we take dirty aid to equal the
sum of projects in the dirty strictly defined (DSD) and dirty broadly defined
(DBD) categories. Any project that received an ESD or EBD designation was
also coded as either green or brown. While the descriptive statistics in earlier
chapters cover more than twenty years of aid projects, the quality of data
for our independent variables limits us to the later half of that time series
for these econometric models. Therefore, in the results that follow we are
investigating the behavior of seventeen bilateral donor countries for twelve
years (1988-99). Data are lacking for some donors—years so the final N was
160 donor-year cases. Given this short time series and difficulties in finding
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donor-specific variables that explain sectoral aid shares, our results are hardly
definitive. However, they do provide an important initial test of theories on
why donors favor certain sectors in their aid portfolios.

Our models use multivariate regression techniques to isolate the individ-
ual effect of each variable listed in Table 6.1. We have estimated elasticities
directly, so a parameter estimate on gross domestic product of .5, for example,
indicates that a 1% increase in GDP leads to a 0.5% increase in aid in a given
sector for an average donor country. It is important to note that these esti-
mates control for all of the other factors in the model that might impact sec-
toral aid allocations. We offer several different modeling methodologies and
discuss how robust our estimates are across differences in model specification.

Results

In this section, we first evaluate why some bilateral donors are more willing
to fund dirty projects than others, and then evaluate why some donors spend
more money on environmental projects. The first major and unanticipated
finding is that our models explain much more of the variation in funding
for ‘dirty’ projects than they do for environmental projects. We explain with
these proxy measures of our four main hypotheses 40-65 per cent of the
variance in which countries have reduced their aid likely to damage the
environment, and 17-40 per cent of the variance in environmental aid.
To summarize the four somewhat differently specified models in Table 6.2,
they reveal the importance of national wealth, ‘coalitions of the green and
greedy,’” and post-materialist values within donor countries. In Table 6.3, our
hypotheses on the revealed environmental preferences of voters, as reflected
in national environmental policies and international environmental treaty
ratification and compliance, do seem to explain some of the environmental
aid allocations donors make. Surprisingly, many of the institutional variables
included in the model were not significant factors. Finally, holding everything
else constant, the ‘time trend’ variable confirms that there is a significant
negative trend over time in the proportion of aid given to projects likely to
cause damage to the environment, and positive but not statistically significant
trend in environmental aid (see descriptive trends in Chapter 2).

It is worthwhile, however, to systematically examine each of our hypothe-
ses in turn. The overall hypothesis of voters having preferences that are
revealed in actions of states as they dole out foreign aid gets some support
(Hypothesis 1). The Environmental Policy Index developed by Nielson and
Tierney (2003) had quite contradictory effects in two different techniques
of examining allocation of aid, but contrary to the hypothesis, most of
our models showed a strong and negative effect. One could interpret this as
evidence for strong substitution effects between in-country and international
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Table 6.1. Summary table of hypotheses, bilateral donor models

Hypothesis

Variable

Description, source

H1a: The intensity of a donor country’s environmental
policy preferences will positively correlate with the
share of its foreign aid budget dedicated to
environmental issues

H1b: The intensity of a donor country’s international
environmental policy preferences will positively
correlate with the share of its foreign aid budget
dedicated to ‘green’ issues

H1c: The intensity of a donor country’s international
environmental policy preferences will positively
correlate with the share of its foreign aid budget
dedicated to ‘green’ issues

H2a: The more post-materialist the electorate’s
preferences, the more ‘environmental’ the donor
country’s foreign aid budget

H2b: Wealthier countries will be more willing to spend
taxpayer money on environmental foreign aid

H3a: The stronger a country’s environmental lobby, the
larger the proportion of its aid budget that will target
environmental protection

H3b: The stronger a country’s ‘dirty lobby,” the smaller
the proportion of its aid budget that will target
environmental protection (and more to ‘dirty’ projects)

H4a: The more left governing party seats in the donor
country’s legislature, the larger the proportion of its aid
budget that will target environmental protection

H4b: The fewer checks and balances in the donor
country’s government, the larger the proportion of its
aid budget that will target environmental protection

H4c: The fewer veto players in a donor country’s
government, the larger the proportion of its aid budget
that will target environmental protection

H4d: Corporatist states will spend proportionally more of
their aid budget on environmental protection than
non-corporatist states

Environmental policy index EPI

Ln (percentage of treaties ratified)

Compliance with enviro. treaties (Wefagr)

Ln (world values)

Ln (GDP per capita)

Ln (relative size of enviro. lobby)

Ln (IGC—industrial lobby)

Ln (LEFTS)

Checks

Veto players

Corporatism

Environmental policy index: donor percentiles in twenty-two
measures of domestic and international environmental policy
outcomes. Nielson and Tierney 2003.

Percentage of environmental treaties ratified by donor in a given
year (calculated over Vienna, Kyoto, Heritage, UNFCC, Ramsar,
Law of the Sea, CITES, Cartagena, Biodiversity)

Government compliance with international environmental
agreements (z-score). Environmental sustainability index
2001/World Economic Forum Global Compet. Report

International survey of four items on attitude to consumption,
Inglehart, World Values Survey

GDP measured in purchasing power parity divided by population.
World Bank World Development Indicators

(Number of environmental NGOs/population) times (size of the
environmental technology market/size of the economy).
Neumayer and Binder 2005; OECD 2001

Industrial lobby strength (Henisz and Zelner 2006)

Measures the number of left governing party seats as a
percentage of all legislative seats. Swank (2002) Comparative
Parties Data Set

Checks and balances that restrain government behavior: 1
indicates few veto players; 18 indicate many veto players. Beck
etal. 2001

Number of veto players in political system. Tsebelis 2002.

Corporatist/pluralist nature of the policy-making process:
centralization in the wage-bargaining process. Kenworthy 2001.
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Table 6.2. ‘Dirty’ aid (projects likely to have negative environmental impacts) as a share of bilateral donor portfolios

Hyp. Variables Dirty aid
1 0OLS 2 0LS 3 fixed effects 4 fixed effects
H1 Donor environmental policy index [In(EPI)] — —0.35** (-5.25) — 0.51(1.45)
Percentage of environmental treaties ratified [In(Treaty %)] 0.09(0.67) 0.08(0.56) 0.11(0.71) 0.03(0.21)
Compliance with environmental treaties (WEFAGR) 0.01(0.15) — — —
H2 National wealth [In(GDP per Capita)] —0.33"*(-2.18) —0.35" (—3.95) —0.49** (—2.50) —0.21(-1.04)
Post-materialist values [In(World Values)] —0.80)(—1.47) —0.46(—1.13) —1.56(—1.39) —2.29** (—2.58)
H3 Strength of environmental lobby [Ln(Enviro Lobby)] —-0.07(-1.97) —0.03(-1.57) —0.29** (-2.25) —0.19*(-2.06)
Strength of industrial lobby [In(IGC)] 0.03(0.16) 0.15(0.95) 0.10(0.08) —-0.88(-1.02)
H4 Power of left in legislative branch [INn(LEFTS)] —0.06(—1.11) 0.02** (7.25) —0.05(-0.81) —0.05(-0.91)
Checks and balances [In(Checks)] — 0.20**(2.73) — 0.14* (2.26)
Corporatism — —0.05(-1.31) — 0.06 (0.62)
Veto players 0.07(1.57) — —0.03(-1.02) —
Time trend —0.04** (—2.98) —0.03** (—2.50) —0.03(-1.59) —0.04** (—-2.62)
Constant 83.84**(3.16) 59.1* (2.60) 58.70* (1.81) 78.15**(2.82)
R? 0.39 0.51 0.59 0.65
N 160 160 160 160

Notes: OLS and fixed effect models, 17 donor countries, 1988-1999 (**and *denote significance at the 5% and 10% levels respectively).
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environmental problems. That is, as more money is spent locally, less is allo-
cated to international problems. Participation in international environmental
treaties, whether in ratifying them or in complying with them, was not at all
important in whether countries used their foreign aid to support projects in
developing countries with likely negative environmental impacts. However,
in OLS regressions, it was an important predictor of aid earmarked for envi-
ronmental protection in some of our models. This supports H1b, and shows
a link between aid flows and international environmental diplomacy. Finally,
the one equation in which we tested the World Economic Forum index of
national compliance with international environmental treaties (wefagr) was
not effective at predicting lower levels of dirty aid, but does nicely correspond
to greater levels of environmental aid.

The wealth and post-materialism variables were consistent and strong pre-
dictors of an aversion to fund dirty projects (Hypothesis 2). These effects were
strong regardless of the way the model was specified and computed. Wealthier
countries allocate less money to dirty projects. Post-materialist values also
had strong and consistently negative effect on the proportion of aid a donor
country gives to dirty projects. This effect only rose to statistical significance
in one of the models, but the consistency of the negative relationship sug-
gests that there is some indication that countries with more prevalent post-
materialist values have bilateral aid agencies that avoid dirty projects more
than those with less prevalent post-materialist values. As for green, brown,
and environmental projects as a whole, there is little evidence that donors
are behaving in altruistic ways irrespective of material gains to voters in
donor countries. National wealth, interestingly, was positively related to green
aid shares, and negatively related to brown aid as a proportion of total aid.
Thus it could be that lower income donors are more sympathetic to the needs
of recipients, while wealthier ones want global issues addressed. (This has
been argued recently for the case of China as an emerging donor, which is
funding more of what recipients want without major conditions.) As a result,
the two cancel each other out in the total environmental aid category. Post-
materialism never rose to statistical significance in any of our environmental
models reported in Table 6.3.

Turning to our hypotheses on the impact of lobbying groups (Hypothesis
3), one central idea was that ‘coalitions of the green and greedy,” consisting
of environmental advocacy groups and environmental technology suppliers,
would push for more environmental aid, and especially for more green aid.
The rather complex indicator we used to test this multiplied a population-
adjusted index of the number of environmentalist groups in a country by the
relative size of the country’s environmental technology market. As predicted,
the size of these lobbies was associated with reductions in their country’s
dirty aid as a proportion of their total aid portfolio. While these coalitions
had little influence on increasing the overall environmental aid portfolio,

177



8/1

Table 6.3. Environmental projects as a share of bilateral donor portfolios

Hyp. Variable Environmental aid Green aid Brown aid
1 2 3 Fixed 4 Fixed 5 6
OLS OLS effects effects OLS OoLS
H1  Donor enviro. policy index (In) — —0.31**(—5.98) — 0.18(0.41) — —0.36%(—2.15)
Ln percentage of environmental 0.27(1.74) 0.29%2.42 0.15(0.89) 0.16(0.81) 0.31(1.47) 0.23(—.94)
treaties rat’d.
Compliance w/environmental treaties 0.17**(2.32) — — — 0.08(0.65) —
(whagr)
H2  National wealth [In(GDP/cap)] —0.06(10.45) —0.08(-0.79) 0.01(0.05) 0.02(0.05) 0.40** (2.24) 0.30** (2.48)
Post-materialist values (In) 0.16(0.30) 0.65(1.31) —0.72(-0.42) 0.20(0.12) —1.32(-1.47) —0.13(-0.17)
H3  Strength of environmental lobby (In)  —0.62** (-2.32) 0.01(0.35) —0.02(-0.11) —0.04(—0.18) 0.24**(2.98) 0.26** (2.88)
Strength of industrial lobby (IGC) —0.31(-1.28) —0.36(—1.21) —1.60(—1.56) —0.76 (—0.50) 0.35(0.96) 0.11(0.27)
H4  Left party strength (In) —0.01(-0.18) —0.00(—0.30) 0.04(0.37) 0.06(0.47) 0.13*(1.84) —0.02** (—2.83)
Checks and balances (In) — 0.17(1.38) — 0.06(0.58) — —0.14(-0.83)
Veto players 0.06(1.62) — —0.18*(—3.16) — 0.10(0.96) —
Corporatism — 0.06 (1.04) — —0.08(-0.65) — 0.08 (0.68)
Time trend —0.00(—0.03) 0.00(0.02) —0.00(—0.08) 0.00(0.02) —0.02(-0.97) —0.02(-0.75)
Constant —1.55(-0.05) —3.24(-0.12) 0.03(0.00) —4.65(—0.11) 38.30(0.84) 30.2(0.64)
R? 0.18 0.17 0.37 0.36 0.28 0.25
N 160 160 160 160 160 160

Notes: OLS and fixed effects models, 17 donors, 1988-1999 (**and *denote significance at the 5% and 10% levels respectively).



The Political Market for Environmental Aid

they do appear to have different effects on whether the environmental aid is
targeted at green or brown sectors. Coalitions of the ‘green and greedy’ exert
a positive effect on the share of aid allocated to green projects and a negative
effect on the share of aid allocated to brown projects. We expected Western
environmental NGOs to favor ‘green’ projects, but did not have a clear expec-
tation about how environmental technology lobbies would influence alloca-
tion patterns within the environmental sector. On the one hand, water and
sanitation projects and other brown issues can provide lucrative government
contracts. On the other hand, many donor countries have environmental
technology firms that specialize in things like scrubbers for industrial power
plants, wind farms, and other emission control technologies characteristic of
green projects.

Our admittedly flawed indicator of the size of the anti-environmental indus-
trial lobby produced unexpected results. Industrial lobby strength, (IGC), was
positive in one model and negative in another on the share of dirty projects
in donor aid portfolios (neither significant statistically), and for all types of
environmental aid it lacked significance but tended to have a negative impact.
There is little evidence that dirty industrial lobbies, as we are measuring them,
are playing a large role in sectoral aid allocation across countries. Again, this
area requires further research.

We also tested four institutionalist variables as part of Hypothesis 4, with
the idea that the way states are governed and organized will partly explain
sectoral aid allocation patterns. There is very little evidence from this analysis
that these particular and imperfect institutionalist variables are important
drivers of the sectoral aid allocations we consider. Leftist party strength in the
legislature had little impact on dirty aid allocation in three of the four models.
(The fourth was in the opposite direction to the others, which is troubling.)
Nor was there much of a discernible pattern in its effect on environmental
portfolio size (with one exception). Surprisingly, funding for ‘green’ projects
is significantly lower with left-leaning legislatures in power, and brown aid
barely increased. One possible explanation is that these parties are under
more pressure from labor and local environmentalists to spend their money
at home. Given the qualitative evidence from Chapter 5, we were surprised by
these results.

Countries with more checks and balances allocated a larger proportion of
their aid to dirty projects in two models, but the index of the number of
veto players was not a significant predictor of dirty aid allocation. In the
environmental sectors, more veto players led to lower levels of aid in one
model, while checks and balances had little effect on the proportion of aid
dedicated to environmental projects (there was more brown and less green
aid, but neither was significant statistically). Finally, our (labor-based) indica-
tor of corporatism showed no impact on either dirty aid or environmental aid
shares as a proportion of donor portfolios.
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The time trend variable shows that, all else equal, dirty aid is consistently
decreasing over time, while the share of funding for environmental projects
is positive but necessarily increasing steadily, holding all else equal. These
results support what we saw in the data in Chapter 3, and reinforce the notion
that one of the most important stories related to aid and the environment is
the displacement of dirty aid projects by social, educational, and civil society
projects (our neutral sector).

Summary and Conclusions

Our examination of bilateral aid trends in Chapter 5 showed a seismic change
in the total amount of aid and proportion of aid being re-allocated away
from ‘dirty’ and towards environmental projects over the twenty-year period
examined in this book in donor after donor. Environmental aid budgets
increase from between 100 to 700 per cent or more over just twenty years
in countries as diverse as Japan, the UK, Australia, and Spain. On average,
governments spent almost three times as much of their foreign aid budgets
on environmental projects in the late 1990s as they did in the early 1980s.
Some spent upwards of 12 per cent, while others spent less than 6 per
cent. Meanwhile, the proportion of funding spent on dirty projects dropped
sharply, from over 45 per cent a year in the early 1980s to near 20 per cent
in the late 1990s. Each of the five case studies showed massive changes in
donors’ aid portfolios over the twenty-year period.

In this chapter, we adapted and built a series of plausible explanations
for why donor governments might fund more environmental projects and
fewer dirty projects. Our hypotheses centered on whether sectoral alloca-
tions follow voter preferences, whether ‘green and greedy’ coalitions or anti-
environmental lobbies are affecting the nature of bilateral aid, and whether
leftist or corporatist governments would give relatively more for environmen-
tal protection. Some of our results were surprising. While we readily admit
that our models, with short time series and some weak proxy measures, are far
from definitive, they do provide some insight into how aid is channeled across
sectors and may present some mysteries for future research to sort out. Most
importantly, we found that the variables we tested were far more effective
at predicting the amount of aid countries allocate for dirty projects than
the amount allocated for environmental projects. It is worth recalling which
factors reduced dirty aid the most. National wealth, environmental advocacy
and environmental technology lobbies, and post-materialist values among
donor country populations were the most consistent factors reducing the
share of bilateral aid earmarked for projects likely to damage the environment.

There is a growing consensus in the literature that ‘green and greedy’
coalitions drive environmental aid financing. As Connolly puts it, “Without
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strong political constituencies invested in the mitigation of trans-boundary
environmental problems or the export of goods and services made possible
by aid programs, competing priorities within donor countries would eclipse
environmental aid budgets.’?? By testing competing theories head to head, we
find that such lobbies are only a partial explanation for the decline in dirty aid
and the rise in environmental aid. Further, our findings reveal some important
qualifications to the ‘green and greedy’ hypothesis. Table 6.2 showed that
coalitions of the ‘green and greedy’ were associated with declines in dirty
aid; however, their lobbying efforts may have contrasting effects on the two
types of environmental aid we identified. They were associated with a rise
in green aid, but a decline in brown aid. This suggests that it may be more
difficult to build a strong domestic coalition in wealthy donor countries for
the environmental problems of greatest importance to the developing world
(local issues like sewerage and erosion control). It is also important to note
that the overall impact on environmental aid was negative (but not statisti-
cally significant): the green and greedy lobby has not secured more funding
overall for environmental projects in developing countries. But where they
are strong, they have increased funding for foreign aid projects that benefit
the global environment. Our measure of industrial lobbying strength (IGC)
showed little impact on aid sectoral allocation.

Though our results in the second set of analyses were weaker overall, our
hypotheses on the revealed environmental preferences of voters—as reflected
in national environmental policies and international treaty ratification and
compliance patterns—were more consistently effective at explaining the rise
of environmental aid. Ratifying environmental treaties and compliance with
those treaties does predict the proportion of a country’s bilateral aid budget
that goes to environmental projects. However, attention by governments to
domestic environmental policy appears to actually reduce the amount spent
abroad on environmental projects, especially those assisting developing coun-
tries in addressing local issues like water quality. How should we interpret this
result? One possibility is that spending on environmental protection abroad
is seen wholly as an issue of foreign relations, entirely detached from national
environmental protection. For example, environmental aid might be given
solely to secure the participation of poorer countries in environmental treaties
(as has often been observed). It also could be a zero-sum game, where some
total amount is available in national government accounts for environmental
protection, and if more is spent domestically, then less can be sent abroad to
address issues there.?3 Both of these interpretations are consistent with the

32 Connolly (1996: 330).

33 While this interpretation is logically plausible, it is not consistent with what we know
about the budget process for development assistance in the largest foreign aid donors. In
those countries, aid allocation decisions are taken by different legislative committees and
bureaucratic agencies than are allocations for domestic environmental protection.
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findings that robust domestic environmental regulations are correlated with
lower allocations of environmental aid abroad.3*

A final interpretation of this finding is possible if one thinks about issues
like climate change: cutting emissions at home might be seen as reducing
the need to help poor countries curb their own emissions. In fact, many
citizens in developed countries see it as immoral to ask poor countries to clean
up their environment when citizens of wealthy countries have not cleaned up
their own act. This moral argument buttressed opposition to carbon permits
trading in the negotiations for the Kyoto Treaty, and is still being debated.
If this argument has any impact on foreign aid for the environment, then
doing more at home should mean that there is less of a need to send that
particular type of aid abroad.? If the normative mechanism is the operative
one here, then these same countries may be delivering a disproportionate
amount of social aid as well.3¢

Increasing national wealth did account for some of the rise in green aid,
but had little impact on the size of environmental aid overall. But as men-
tioned above, both national income and, to a smaller extent, post-materialism
correspond with a decrease in dirty aid. This drop in bilateral dirty aid, and
wealthier populations blocking dirty projects more effectively over time, may
have substantial impacts on poor countries. Developing countries generally
want more dirty aid, since it funds the key facilities they need for improving
their level of economic development: roads, power lines, power plants, mines,
factories, and so on. The prospects for such finance from official develop-
ment agencies in the West are increasingly dim given the preferences of
donor country citizens. The findings from the green/brown/environmental
side of the analysis have similarly grave implications for poor countries
hoping to address issues like land degradation and water supply. The rise of
environmental lobbying coalitions will reduce the bilateral funding available
to address these issues; protected parks and climate change will be better
funded.

These findings raise a series of other questions, such as whether donor
governments will turn to multilateral agencies to fund projects unpopular at
home, or contrarily, to implement their commitments to fund more envi-
ronmental projects in poor countries. This issue is examined in the next

34 Unlike the results reported here for bilateral donors, Nielson and Tierney (2006) show
that robust domestic environmental policies in donor states are associated with increased
voting for environmental aid in multilateral development banks. As Milner (2006) suggests,
perhaps these contrary findings can be explained by the notion that governments use their
bilateral aid agencies in order to pursue particular interests, but they attempt to realize
different goals through delegations of authority to MDBs and other multilateral agents.

35 Some economists argue that it is immoral to reduce carbon emissions at home, if doing
so somewhere else could be done much cheaper while improving human well-being there.

36 For a similar argument see Lyne et al. (2006). A new shift in the debate has been an
emphasis on aid for adaptation to climate change that we discuss in Chapter 9.

182



The Political Market for Environmental Aid

two chapters, where we first describe trends in multilateral environmental
and dirty aid (Chapter 7) and then evaluate a series of hypotheses about
why countries give these agencies particular types of aid allocation tasks
(Chapter 8). Though dismissed by some authors as of marginal importance,
multilateral agencies offer national governments solutions to many of the
contradictions inherent in addressing global environmental issues in a world
without a global state.
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Have the Multilaterals Been Greened?
Major Trends and Cases

Why Would Countries Delegate Authority
to Multilateral Agencies?

Multilateral aid agencies are lightning rods for criticism. Some Western
NGOs have suggested that international organizations are unaccountable and
engaged in activities that destroy the natural environment and impoverish
developing countries.! Government officials and grass roots organizations
from less developed countries complain about intrusive conditions placed
on projects and their own lack of control over what aid they receive and
who gets to run the projects. A growing number of policy-makers, academics,
politicians, and citizen activists also see multilateral aid agencies as ‘institu-
tional Frankensteins’ that have run amok and escaped the control of sovereign
countries.? Jonathan Cahn, writing in the Harvard Human Rights Journal,
characterizes the World Bank as ‘fundamentally unaccountable.”® Another
US commentator refers to World Bank funding as ‘a black hole into which
taxpayers pour billions of dollars for bad projects and pork-barrel contracts
for a few American firms.”* US Congressman Ron Paul has complained that
multilateral aid agencies like the World Bank are ‘a socialist giveaway that
hands out American taxpayers’ money to foreign dictatorships.’®

Despite these complaints, in terms of sheer volume multilateral devel-
opment finance overshadows bilateral aid. $1.3 trillion was distributed by
multilateral agencies between 1973 and 2001, while $1 trillion was spent

1 The role of NGOs is discussed at length in Fox and Brown (1998); Park (forthcoming,
2005).

2 Nielson and Tierney (2003); Hawkins et al. (2006).

3 Cahn (1993). Also see Krauthammer (2001); Thibodeau (1996). Wade (2002a: 217). Joseph
Stiglitz and William Easterly have also complained of the lack of accountability within the
Bretton Woods institutions, see Stiglitz (2002); Easterly (2001, 2002). As for the international
relations theorists, see Barnett and Finnemore (1999); Barnett (2003); Barnett and Finnemore
(2004); Babb (2003).

4 Thibodeau (1996). 5 US Congressman Ron Paul cited in Caplen (1999: 177).
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bilaterally during the same period. $25 billion in environmental aid was
channeled through multilateral agencies in the 1980s, and this amount more
than doubled in the 1990s. These facts raise an obvious question: why would
countries give money to agencies they may not be able to fully control, and
which members of their own governments openly criticize? Which countries
are more likely to hand over this control? Are there types of aid that govern-
ments are particularly interested in funneling through multilateral agencies
rather than allocating it themselves?

In the next section we present descriptive statistics on environmental aid
funds that are allocated by multilateral agencies. We specify which of these
International Organizations (IOs) deliver the most money, and which govern-
ments give the most to these organizations. We then present brief case studies
of four multilateral agencies which are major distributors of environmental
aid: the World Bank, the Asian Development Bank, the Global Environmental
Facility, and the OPEC Fund for International Development. We spend some
extra time on the World Bank, examining the struggle between the Bank and
the US Congress over environmental impacts of its funding, since these were
some of the most influential battles in the ‘greening’ of the multilaterals. Our
goal in examining the broad trends, rankings, and the qualitative cases is to
provide some historical context, to give readers a sense of the organizations
that are currently delivering the majority of environmental aid, and to raise
questions that we will address more systematically in Chapter 8. But first, we
turn to the broad patterns in who delegates and to whom.

Multilateral Environmental Aid: Major Trends

Multilateral aid agencies have made dramatic changes to their grant and loan
portfolios over the past two decades. The PLAID database allows us to get a
broad, systematic picture of the environmental implications of their work.
The first notable pattern, as described in Chapter 2, is that the environmental
profile of multilateral donors has shifted significantly over our study period
(Figures 2.1 and 7.1a). Dirty funding as a percentage of total multilateral
funding dropped almost in parallel to bilateral funding between 1980 and
1999. In the early 1980s, nine to fourteen times as much funding was spent
on dirty projects as environment projects. This ratio dropped quickly and by
1992 was near four to one (Figure 7.1b).

This is a substantial change, but critics point to an incomplete transforma-
tion.® Figure 7.1b shows that there has been almost no change in the ratio
of ‘dirty strictly defined’ (DSD) projects to ‘environmental strictly defined’
(ESD) projects (see Appendix A for definitions). Looking more closely at the

6 Salim (2004).

185



981

Aid (Billion US$ 2000)

45

40

35

30 A

25 +

20 A

154

10 4

Neutral Aid

‘Dirty’ Aid, Broadly Defined

\~ '~_/ -
\./ — \~¢—.\ /.§~
s . U i
~ Dirty Aid, Strictly Defined _~ =~ - \\
-
7 N_ -~ .

Environmental Aid, Strictly Defined

- ~ - -
-
___-’ PSS -~ m mowg

-~ . = == =" Environmental Aid, Broadly Defined

e L L. === — - N o — == NG
- — -
— . N ey o ™ S —

1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999
Year

Figure 7.1a. Trends in multilateral project allocation, 1980-1999




L

16

14 1

12

10 4

Aid Ratio
o]

‘Dirty’/Environmental

‘Dirty’ Strictly Defined/Environmental Strictly Defined

Figure 7.1b. ‘Dirty’/environmental aid ratio for all multilaterals, 1980-1999. Also shows ratio of strictly defined ‘dirty’ and strictly defined

1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999
Year

environmental projects



Have the Multilaterals Been Greened?

Table 7.1a. Environmental aid in US$ 2000, multilateral donors, 1980-1999

Rank Donor 1980-1984 1985-1989 1990-1994 1995-1999  Percentage
change
1 WORLD $5,588,058,943 $7,691,709,585 $14,665,802,797 $10,559,892,812  89.0%
BANK
2 ASDB $1,418,972,547 $1,803,241,680 $3,973,993,891 $5,033,251,647 254.7%
3 IADB $1,658,189,655 $2,613,754,366 $4,732,681,067 $4,339,777,893 161.7%
4 EU $592,459,001  $495,267,204  $995,055,607 $4,123,109,786 595.9%
5 GEF $0 $0  $818,695,919 $1,980,591,705 141.9%
6 MONTREAL $0 $0  $274,694,634  $656,025,872 138.8%
PROTOCOL
7 EBRD $0 $0  $101,654,758  $618,509,455 508.4%
8 AFDB $422,462,928 $609,387,276  $161,009,033  $241,587,314 —42.8%
9 NIB $0 $0 $49,018,272  $197,848,148 303.6%
10 ISDB $53,209,058  $52,169,509 $82,503,924  $194,256,056 265.1%
11 NADB $0 $0 $0  $101,306,311 N/A
12 OPEC $84,213,428  $27,421,009 $35,112,420 $85,711,732 1.8%
13 NDF $0 $0 $34,744,155 $70,874,418 104.0%
14 CDB $21,789,333  $39,000,028 $42,467,714 $57,403,201 163.4%
15 IFAD $0 $0 $17,826,414 $32,328,561 81.4%
Total 9,839,354,894 13,331,950,657 25,985,260,602 28,292,474,911 187.54%

Notes: Percentage change is calculated from earliest to latest five-year period.

composition of dirty aid, multilateral DSD aid rose slightly over the period,
from about $7 billion a year to about $10 billion a year (Figure 7.1a).
‘Dirty broadly defined’ (DBD) project funding was nearly flat over the two
decades at about $15 billion a year, falling somewhat in the late 1990s.

Table 7.1b. The greenest multilateral donors: donors with the highest percentage of total
aid classified by PLAID as environmental, 1980s and 1990s

Rank Donor 1980-1984 1985-1989 1990-1994 1995-1999 Percentage change
1 GEF 0.0% 0.0% 100.0% 99.9% -0.1%
2 MONTREAL PROTOCOL 0.0% 0.0% 97.7% 99.6% 2.0%
3 NADB 0.0% 0.0% 0.0% 91.7% n/a
4  NDF 0.0% 0.0% 13.7% 19.4% 41.7%
5 EU 4.6% 0.0% 6.0% 16.8% 266.7%
6 ASDB 8.4% 7.5% 12.6% 12.8% 53.0%
7 NIB 0.0% 0.0% 7.4% 12.7% 71.0%
8 ISDB 4.7% 3.7% 7.5% 10.8% 128.6%
9 OPEC 4.7% 5.0% 4.2% 9.3% 98.8%

10 IADB 7.1% 14.6% 14.7% 8.8% 24.1%

11 AFDB 13.7% 5.8% 4.7% 8.8% -35.9%

12 CDB 6.4% 8.4% 8.7% 8.6% 34.4%

13 EBRD 0.0% 4.3% 2.9% 7.4% 70.3%

14  WORLD BANK 5.7% 6.0% 10.0% 6.4% 13.9%

15 IFAD 0.0% 0.0% 1.4% 1.7% 21.2%

Total 6.12% 6.80% 10.85% 9.48% 54.98%

Note: Totals do not include first three agencies; the specialized environmental funds.
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Meanwhile, multilateral environmental aid nearly tripled, from $9.8 billion
in the first five years of the 1980s to over $28 billion in the late 1990s (Table
7.1a). Both strictly and broadly defined environmental aid rose markedly
during the period.” The most significant finding is the massive increase
in what we categorized as neutral aid: funding for health, education, and
other forms of support without direct environmental impacts. Multilateral
neutral aid rose from $8-10 billion a year in the early 1980s to over $20
billion a year in the early 1990s. By the late 1990s, multilateral neutral
aid had exceeded $30 billion a year, and by 1998, it topped $40 billion a
year.

In the case studies that follow, we argue that pressure from IO member
states and environmental campaigners has dramatically reshaped the funding
profiles of multilateral agencies. Funding to projects with likely negative
environmental impacts has been scaled back, while support for environmental
projects has increased.

We found that multilateral environmental aid is an extremely concentrated
sector: 90 per cent of it comes from just five major multilateral agencies—the
World Bank, the Asian Development Bank (ASDB), the Inter-American Devel-
opment Bank (IADB), the European Union (EU), and the Global Environment
Facility (the GEF). This underlines the importance of understanding (and
potentially reforming) these five agencies. The World Bank’s environmental
projects totaled over $13 billion in the 1980s, and then nearly doubled to $25
billion in the 1990s (Table 7.1a). This 89 per cent increase was far surpassed,
however, by the next ten or so major multilateral agencies. The EU increased
its environmental aid by nearly 600 per cent, the Nordic Investment Bank
(NIB), Islamic Development Bank (ISDB) and ASDB by 300, 265, and 255 per
cent, respectively. The IADB, Caribbean Development Bank (CDB) and Nordic
Development Fund (NDF) increased their environmental aid contributions by
164, 162, and 104 per cent, respectively. Only the African Development Bank
(AFDB) reduced its funding for environmental projects. Of the top twenty
donors of environmental aid at the end of the 1990s, eight were multilateral
agencies: the World Bank (allocating $38 billion over two decades), the IADB
($13.3 billion), the ASDB ($12.2 billion), the EU ($6.2 billion), and the GEF
($2.7 billion) topping the list (Table 4.1a). The greening of the EU, whose
environmental funding increased by a factor of seven over the two decades,
is generally underappreciated and ill understood. More surprising still is the
Islamic Development Bank, whose environmental funding increased from
$105 million to $276 million, a 265 per cent change.® This apparent ‘greening’

7" At the same time, environmental aid accounted for only one-tenth of total multilateral
funding at the end of the period, and the largest funder, the World Bank, gave only about 6%
to environmental projects (Table 7.1b).

8 This result is ‘surprising’ because most member states of the Islamic Development Bank
are not known for pushing environmental issues within international forums and the people
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of the major multilateral agencies took place more or less at the same time as
a series of new specialized environmental funds were being created: the GEF,
Montreal Protocol Fund, and the North American Development Bank (NADB).
The rise of the Global Environment Facility and the Montreal Protocol Fund
to $3.5 billion in the 1990s accounts for a substantial portion of the absolute
increase in environmental aid.

Four Major Multilateral Environmental Aid Donors

We now turn to four major multilateral aid agencies, and attempt with brief
case studies to highlight key points in their histories and outline some of the
broad trends in their grant and loan portfolios. We focus especially on the
World Bank, which accounts by itself for more than a third of all multilateral
environmental aid. We then move on to the second largest environmental
aid agency—the Asian Development Bank—and the highly specialized Global
Environment Facility, which was created in the early 1990s to deal specifically
with global environmental problems like biodiversity loss and climate change.
For a contrasting case, we also briefly examine OFID, the aid arm of the
Organization for the Petroleum Exporting Countries (OPEC).

Two Decades of Environmental Reform at the World Bank

The World Bank is by far the world’s largest environmental donor, allocating
some $13.3 billion to environmental projects in the 1980s and increasing
that funding to $25.2 billion in the 1990s, over a third of the total environ-
mental assistance from multilaterals. As such, the stakes are enormous and
this explains some of the controversy surrounding environmental aid at ‘The
Bank,’ to which we will turn again shortly.

But first, understanding the Bank’s importance and its recent greening
requires a bit of history. With Europe in ruins after the Second World War,
the International Bank for Reconstruction and Development (IBRD) was con-
structed to help the Western European countries rebuild and avoid further
conflict. With Europe well on its way to recovery by the late 1950s, the
Bank reoriented its mission towards helping developing countries stabilize
and build their economies. A concessional lending arm was created in 1960
to complement the IBRD: the International Development Association (IDA).
Together, the IBRD and IDA constitute the largest of the five parts of the World

living in those member states do not rate the environment as highly as their counterparts
in Western countries. Hence, a norm-diffusion theory, rather than a principal-agent one,
might help to account for this case as in Simmons (2005); McNamara et al. (2005). Clearly,
more work needs to be done on this interesting case. For one promising start see O’Keefe and
Nielson (2006).
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Bank Group. For decades, World Bank projects brought medicines, food, and
school supplies to the neediest countries. They also provided even greater
financing for infrastructure and production due to the belief that sustained
economic growth would be needed to treat more than the symptoms of
‘underdevelopment.”’ The World Bank loaned millions of dollars to developing
countries to build basic infrastructure: enormous hydroelectric dams which
flooded whole river valleys to create electricity, mines and plantations to
generate products which could be sold overseas, and roads, railroads, and
airports to facilitate market transactions. The World Bank continues to be a
major player in international aid, standing at the center of a complex universe
of dozens of bilateral and multilateral agencies that lend and grant billions of
dollars a year. These other donors often wait for the World Bank to commit
to a project as an initial credibility check before they offer their support. This
means that World Bank funding decisions often have far-reaching effects.’

In the early 1980s, for example, Brazil received $300 million in financing
from the World Bank to develop a huge mining region in the Amazon rain-
forest called Carajas.!® The iron was to be shipped by a new 600 km railroad
directly to a huge port, and along the way there were to be two dozen smelting
plants that would use charcoal from rainforest trees to turn some of the iron
into a semi-processed product called pig iron. The iron was to be alloyed with
bauxite from mines nearby using energy from a huge dam called Tucurui,
the construction of which flooded an enormous area of rainforest. Critics
called the Tucurui project ‘pharoic,” and tied the dam to Brazil’s unsupportable
international debt and ongoing financial breakdown.!! The $300 million from
the World Bank for Carajas catalyzed $1.5 billion initial funding in loans from
private banks and prospective iron buyers around the world.

The Carajas project was quickly dubbed one of the five greatest environmen-
tal disasters in the world by environmentalist critics, and a crush of attention
fell on Brazil and the World Bank. At the time, the Brazilian state-owned com-
pany that developed the mine (CVRD) implemented a series of measures to
deal with its immediate environmental impacts. They carefully ‘hydroseeded’
and replanted all the areas which were disturbed in the construction of the
mine and railroad to minimize erosion. Every day, water trucks constantly

° Foreign aid broadly—and environmental aid in particular—has been the subject of a
bitter struggle between environmentalists and the World Bank, with the US Congress serving
as the arena where much of the battle has raged. Two influential articles by Bowles and
Kormos (1995, 1999) have gone so far as to claim that ‘it is not an overstatement to say
that all major environmental reforms at the World Bank find their roots in an activist U.S.
Congress.” While this statement overlooks decades of activism by European environmentalists
and legislatures, briefly revisiting the key moments in the struggle between Congress and the
Bank shows a clear relationship between the directives of the former and the promised reforms
of the latter.

10" e.g. Bunker (1985); Hall (1987); Roberts (1992); Roberts and Thanos (2003).
1 Pinto (1982); others.
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circled and sprayed the mine to keep dust pollution down, and a 0.5 million
hectare nature preserve was established entirely encircling the mine. What
was not foreseen was the land rush and massive deforestation that occurred
all along the railroad and around the nature preserve, which critics said was
driven by the mine and should have been identified in the World Bank’s initial
environmental impact analysis, and addressed. 2

Leading environmental organizations such as Friends of the Earth UK, the
Environmental Defense Fund, Conservation International, and the Natural
Resources Defense Council brought some disturbing details to the attention
of the European Commission and the US Congress about a series of World
Bank-funded projects, including Carajas, and a major settlement project in the
south-western Brazilian Amazon called Polonoroeste. The EC threatened to
boycott the Carajas iron if the charcoal-burning pig iron smelters were built.
An ‘odd coalition of environmentalists and fiscal conservatives’ in the US
Congress also took up the issue.!® The Subcommittee on Foreign Operations of
the Senate Appropriations Committee in the mid-1980s, whose chair called a
series of hearings on multilateral bank lending, threatened to withhold fund-
ing for the Bank’s ‘replenishments’ unless it addressed detailed concerns about
its projects’ environmental impacts.!* In 1985, the Bank followed through on
its threat by suspending disbursements to the Polonoroeste settlement project
in the Amazon," and on 19 June 1986 the United States became the first
country ever to vote against a Bank project on environmental grounds. !¢

In the late 1980s—at a time when the media was filled with images of
the burning Amazon forest and concern about global warming was rising—
the US Congress became even more interventionist and began to pressure the
World Bank to overhaul its forestry and energy policies.!” The 1989 Interna-
tional Development and Finance Act (the IDFA) required US representatives
to the multilateral development banks to abstain from voting in favor of
‘proposed loans with potentially significant environmental impacts, unless
an environmental impact analysis has been made available at least 120 days
in advance.” In the IDFA was a critical amendment offered by Nancy Pelosi
from California. Under the ‘Pelosi Amendment,” the environmental impact

12 The gold rush at nearby Serra Pelada certainly could not have been foreseen, but many
of the other features of population growth around a mega project could have been.

13 Nielson and Tierney (2003).

14 Bowles and Kormos (1999); Nielson and Tierney (2003).

IS Nielson and Tierney (2003) note that after a five-month suspension, disbursements
resumed, but with minor modifications intended to mollify Congress.

16 Hugh Foster, Alternate Director from the US government, asked the Bank’s board a
pointed question on environmental protection before casting his negative vote on a massive
Brazil Power Sector loan: ‘How much confidence can we have that it will be carried out
conscientiously when the same Brazilian government institutions will be implementing a
series of environmental disasters at the very same time?’ Despite US opposition, the loan was
approved by the board Nielson and Tierney (2003); Bowles and Kormos (1995).

17 Bowles and Kormos (1999).
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statement had to be made widely available and US representatives had to
push for the creation of ‘Environmental Departments’ in all of the multilateral
development banks.'® A 1991 World Bank Forestry Policy resulted, which
entirely prohibited lending for commercial logging in rainforests.

The US Congress took an even more heavy-handed approach with respect
to energy sector lending, with detailed guidelines in 1988 and then bench-
marks against which to measure progress in 1990 and 1992. The goal was to
move MDBs away from large-scale energy supply projects and toward lending
designed to promote energy efficiency and ‘demand side management.” Then
World Bank President Barber Conable promised significant changes. By 1992,
the Bank had a new policy on energy lending designed to promote efficiency
and reform energy pricing to reduce consumption. But the Bank’s efforts
to implement the policies were openly questioned. A 1992 Senate report
concluded that renewable energy and energy efficiency projects did not figure
prominently enough in the Bank’s energy lending portfolio and that the Bank
continued to bankroll large-scale infrastructure without ‘adequate concern
for environmental and social consequences.”!’ A 1993 study by the Natural
Resources Defense Council and the Environmental Defense Fund concluded
that the Bank had complied with its own energy policies only two out of
forty-six times.?°

Matt McHugh, who was once a Democratic Congressman and later an
adviser for World Bank President James D. Wolfensohn, argues that the US
Congress has been particularly involved in foreign assistance debates because
it ‘is probably the least popular part of the budget politically...It’s always a
tough sell, especially when domestic programs are in danger for one reason
or another.’?! As hard as it is to gain constituent support for sending money
to help people overseas, the disclosure that this money might be harming the
environment or indigenous people can make such spending politically impos-
sible. These dynamics catalyzed an unusual coalition in the US of spendthrift
budget hawks, isolationists, environmentalists, and human rights groups. As
a result, extremely detailed requirements for ‘the greening of foreign aid’ were
forced on the Bank and other multilateral agencies through the 1980s and
1990s.

18 Bowles and Kormos (1995). The Pelosi Amendment’s passage pushed the Treasury
Department to take a strong stand on the environmental assessment issue, and in October
1991 the Bank announced a major revision to its statement on environmental policy Bowles
and Kormos (1999). World Bank President Barber Conable promised in 1987 that there would
be a 150% increase in forestry lending by 1989, and then in 1989 he announced that forest
lending would increase by an additional 300%. After a controversy over a forest sector loan
in Ivory Coast in 1990, which NGOs claimed would open 500,000 hectares of rainforest to
logging, the US representative and others on the World Bank board called for a moratorium
on all new forestry lending until a more environmentally minded policy was in place. Bowles
and Kormos (1999).

19 Bowles and Kormos (1995). 20 Bowles and Kormos (1999). 21 Phillips (1999).
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As the largest shareholder, the US government learned very quickly that
the most effective way to influence the Bank’s behavior is to threaten the
flow of its money.?? In 1992, the US Congress made $30 million of Global
Environment Facility (housed at the World Bank) funding conditional upon
reforms that would allow for public access to the GEF's project documents.
They also explicitly threatened to redirect the funds to USAID if the World
Bank did not institute the reforms by 30 September 1993. When the World
Bank failed to implement the reforms within the given timeline, funding
was re-programmed to USAID.?* Not surprisingly, the first US contribution
to the GEF was made contingent upon the new organization adopting specific
institutional reforms.

A second notable trend at the World Bank has been the rise of environ-
mental projects. This funding often accompanied the negotiation of Multilat-
eral Environmental Agreements (MEAs) signed during the 1980s and 1990s.
Funding was provided to developing countries so that they would adhere to
new rules set forth in treaties like the Montreal Protocol on ozone-depleting
substances, the Convention on Biological Diversity, and the Convention on
the International Trade in Endangered Species (CITES). However, it is not clear
whether this funding was used as an inducement or a reward for participation
in global environmental accords. This is an issue that we return to in Chapter
8. Even as some countries like the US resisted signing these treaties, they were
sometimes major contributors to voluntary funding facilities.

Three of the top five Bank recipients of environmental aid were the same
during the two decades, but there have also been some important changes
over time. In the 1980s, Brazil was first with $2 billion in environmental
aid, followed by India ($1.5bn), Algeria ($1.1bn), Indonesia ($1.0bn), and
Turkey ($0.9bn). In the 1990s, China was first with $3.7 billion, followed by
Brazil ($2.9bn), Mexico ($2.1bn), Indonesia ($1.7bn), and India ($1.7bn). The
largest recipients of World Bank environmental aid suggest the importance of
a country’s natural capital stocks and local environmental needs (Brazil, India,
China).

Through the 1980s, the World Bank almost exclusively funded brown
projects to address local environmental problems (Figure 7.2b). These include
major water supply and sewage projects, local air pollution projects, and
projects to help control erosion and flooding with better land management.
For a few years in the early 1990s, the Bank spent significantly more on green
projects addressing climate change and biodiversity protection. But this green

22 As we write this book, the UK is threatening to withhold £50 million from the World
Bank due to some of the conditionalities it places on countries who receive its funding.

23 Bowles and Kormos (1995). This example illustrates the fact that policy-makers do
weigh the pros and the cons of supra-national delegation and allocation funds along bilat-
eral/multilateral lines. In Chapter 8, we model the decision to channel aid bilaterally or
multilaterally.
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wave did not last long. The Bank quickly scaled back its support for global
environmental issues and increased its brown funding.?* Later in this chapter
we describe the rise of the Global Environmental Facility.?> One possible
explanation for the World Bank’s declining support for green environmental
projects is that the creation of the GEF to address global environmental issues
has allowed the Bank to return to its traditional focus on dirty and neutral aid.

Another possible explanation is the increasing use of trust funds. Since its
inception, the World Bank has allowed its members to create trust funds.
Generally, if the Bank cannot reach a consensus on a certain project, then a
single member country, and often a few countries, will bypass normal voting
procedures and create a trust fund. These trust funds are financed directly by
the shareholder countries, skirting the Bank’s budgetary process, but carried
out with World Bank resources. World Bank data suggest that individual mem-
ber countries are using the trust fund function more than ever. In 2004, the
Bank reported that it was supporting 903 different trust funds worth over $3
billion. In 2005 the Bank recorded an increase in trust funds to over $4 billion,
while the total number of programs that it supported through traditional
mechanisms dropped to 840.2% Trust funds range in value from $200,000
in smaller funds to $2.2 billion for the largest fund.?” In a sense, they offer
donor countries the best of both worlds. Donors can earmark funding for their
pet projects, while dumping the hard work of planning and implementation
onto multilateral agencies and insulating the funding from domestic political
pressures. Currently, the biggest donors to these funds are the United States,
Japan, UK, European Commission, and the World Bank Group itself. The
scope of the funds ranges from certain countries, regions (Africa receives 33
per cent of trust funds), or global public goods (20 per cent of total funds).
There appears to be an emerging trend within the Bank to choose trust funds
when a coalition is unlikely to form in favor of specific initiatives. Devesh
Kapur argues that this system of bypassing the Bank’s budgetary process is
essentially ‘off balance sheet financing.” He argues that, while effective, this
system undermines the structure of governance in the World Bank.28

The World Bank’s increases in environmental funding have been accom-
panied by a relative decline in dirty funding (Figure 7.2a). The broadest
indication of institutional greening, the dirty aid to environmental aid ratio
shown below, averaged 13:1 in the early 1980s, but dropped to around
5:1 in the mid-1990s. This is a substantial change, but the same ratio
is far lower for most bilateral agencies (Chapter 5), and dirty funding

2% However, even funding for brown issues has been unstable, rising to over $3 billion a
year after the Rio Earth Summit in 1992, but falling to just $1 billion in the last two years of
the decade.

25 The GEF has its Secretariat housed at the World Bank in Washington, DC, but remains
organizationally distinct from the Bank.

26 Financial Times (2004). 27 powell (2005). 28 Kapur (2002a).
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appears to be increasing as a share of Bank funding at the end of the
1990s.

In the mid-2000s, there was some indication that the pendulum of envi-
ronmental concern at the Bank and aversion to infrastructure and extractive
industry projects was swinging back the other way. An independent Extractive
Industries Review suggested in late 2004 that the Bank phase out all invest-
ments in oil and gas within just five years and switch to renewable energy.?’
However, the Bank’s management strongly criticized the report, calling its
recommendations unhelpful to poor countries, which they believed would be
better off if their resources were responsibly extracted. There is also growing
concern that developing countries will simply identify financiers with less
stringent environmental requirements to bankroll their dirty projects. In 2005
and 2006, under the leadership of Paul Wolfowitz, it appeared that the Bank
was placing a renewed emphasis on traditional infrastructure projects. The
Extractive Industries Review suggested that even with decades of safeguards
and reviews, the most modern extractive projects will create serious environ-
mental problems.

The Asian Development Bank

As the regional development bank for the Asia-Pacific region, the Manila-
based Asian Development Bank (ASDB) has historically focused on agriculture,
rural development and infrastructure, and more recently poverty reduction. 3’
The main operating principle of the ASDB is to finance specific projects or
lend money to other development entities which in turn finance individual
projects.®! Like the World Bank, the ASDB’s funding comes from bond issues,
member contributions, earnings from lending, and repayments of loans. In
2005, it lent a total of $5.26 billion.32

The origins of the ASDB lie in a 1963 resolution passed by the United
Nations body now known as the Economic and Social Commission for Asia
and the Pacific (ESCAP). It began operations in 1966 with an initial mem-
bership of thirty-one countries.3® Unlike other regional development banks,
the ASDB chose to involve developed countries from the start, in order to
secure the needed funding.** Developed countries had their own incentives
for forming the bank: Japan saw developing countries in Asia as potential
trade partners who could supply raw materials to the Japanese economy and
buy its goods. Despite initial hesitation to join the ASDB, the United States
wanted to use the ASDB to channel funds into the region to balance its
military presence in Vietnam.3> Unlike the African Development Bank and

2% Balls (2004c); Salim (2004); IFC webpage.

30" Guerrero (2003: 8). 31 Kappagoda (1995: 15).
32 Asian Development Bank (2007). 33 Asian Development Bank (2006).
34 Kappagoda (1995: 14). 35 Kappagoda (1995: 14).
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the Inter-American Development Bank, the ASDB avoided social lending and
emphasized productive sector loans from the very beginning.3°

However, between the 1980s and 1990s, the ASDB’s environmental pro-
file changed substantially. According to our systematic coding of the PLAID
dataset, its environmental project funding tripled—from $2.56 billion in the
1980s to $7.54 billion in the 1990s—at a time when its total funding doubled
to $58.6 billion (Figure 7.3a). Dirty aid declined as a proportion of ASDB fund-
ing over the period, from 76.3 per cent to 46.5 per cent.?” Neutral aid also rose
markedly, from 14.5 to 34.3 per cent, with peak levels of 70 per cent during
the 1997 financial crisis.*® Through 1991, dirty projects averaged ten times
the funding that environment projects received, but this ratio fell below five
from 1992 onwards. Since then, the ASDB has shown a remarkably consistent
ratio of three dollars for dirty projects for every one spent on an environment
project (Figure 7.3a). The ASDB increased its share of environmental funding
from 9 per cent of total lending to 13 per cent in the 1990s. Distinct trends
can be observed in different environmental aid sectors, with a noticeable rise
in green aid in the years following the Rio Earth Summit in 1992, while brown
aid has increased more consistently and currently makes up a larger share of
aid (see Figure 7.3b).

The ASDB is a major funder of water projects. In the 1980s, 73.6 per cent
of the ASDB environmental aid went to water sector projects. Climate change
and land degradation projects received 9.2 per cent and 9.3 per cent of envi-
ronmental aid in the 1980s, respectively, and until 1992, the ASDB did not
fund any biodiversity projects. In the 1990s, the share of environmental aid
earmarked for water projects declined to 43 per cent, while climate funding
increased to 30 per cent. Land degradation and biodiversity remained low
priorities (10 and 3 per cent, respectively).?* The largest recipients of ASDB
environmental aid 1980-99 were China (receiving 29 per cent of the ASDB’s
environmental aid), India (19 per cent), Indonesia (8 per cent), the Philippines
(19 per cent), and Pakistan (13 per cent). Environmental aid paralleled overall
aid from the ASDB: these were also the largest recipients of total aid from the
ASDB. In the past, ASDB aid was biased toward middle-income countries, but
with South Korea, Taiwan, and many other ‘Asian Tigers’ having ‘graduated’
from the lending program, a larger share of money now goes to the least

36 Pascha (2000: 170).

37 In absolute terms, dirty project funding rose from $18.9 billion in the 1980s to $29.8
billion in the 1990s.

38 The ADB gave $9.93 billion in aid that year instead of its usual five to six billion, of
which $6.98 billion went to environmentally neutral projects, including a $4.22 billion loan
for restructuring the South Korean financial sector. In the two years before, the bank had only
given about $1.6 billion for environmentally neutral projects.

39 In absolute terms, climate change aid increased 877% to $2.30 billion, land degradation
increased 211% to $739 million, and water aid went up by 73.5% to $3.25 billion.
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developed countries in the region.*’ Membership and voting structures show
a tension between large donor interests and developing country members, as
well as between countries from inside and outside Asia.*! The United States
and Japan have the most votes, each with 12.85 per cent of the voting share.*?
Japan has a traditional policy of maintaining parity with the US in terms of
shares, and they adjust their budgeting accordingly.*

The first proposal to consider environmental issues when approving ASDB
loans came in the form of a 1980 working paper titled Environmental Con-
siderations in Banking Operations.** The paper was supported almost entirely
by developed countries, while recipient countries expressed fear that envi-
ronmental concerns would become too strongly emphasized, leading to the
cancellation of important projects. One regional director said, ‘the critical
issue for developing member countries. .. is survival, and poor people in these
countries do not object to pollution if it means more jobs.”*> Japan was the
only donor not solidly in favor of creating a strict environmental assessment
policy. They tried to broker a compromise between the donor countries and
recipient countries by praising the paper but encouraging a cautious, moder-
ate policy.

Like most multilateral development banks, the ASDB has been targeted by
protests from environmental and social interest groups. The ‘NGO Forum
on ASDB’ is an Asian-based network of civil society groups that has criti-
cized several aspects of the ASDB, including its environmental impact.®
The ‘Forum’ has partnered with another ASDB critic, Greenpeace, in protest-
ing the ASDB’s perceived lack of commitment to fighting climate change.
Greenpeace held several protests against ASDB policies, including one where

40 Pascha (2000: 167).

41 The ASDB now has 65 member countries, 47 of which are located in the Asia and Pacific
region. These countries control 65% of the votes and subscribe to 63% of the ASDB’s capital;
in fact the charter specifies that regional countries must always control at least 60% of the
voting power, maintaining the ‘Asian’ character of the bank. But each country receives a vote
for every bank share they hold, so larger donors have more influence.

42 Asian Development Bank (2006).

43 Bgas (2000: 38). ASDB members are directly represented in the Board of Governors,
the ASDB’s highest authority; but since this body only meets once a year, most powers are
delegated to the Board of Directors. See Bgas (2000: 15). There are twelve seats on this board,
four allocated to non-regional and eight to regional members. The United States, Japan,
and China each have their own directors, while many other countries in close proximity
share the same director as shown on the ASDB Board of Directors webpage. A few large
donors including the United Kingdom, New Zealand, and the Scandinavian countries do
not have representation on the Board of Directors. See Strand (1999). The ASDB President,
elected by the Board of Governors, serves as the Chair of the Board of Directors, according
to the ASDB Organization webpage. Under an unspoken rule, the president has traditionally
been Japanese. See Guerrero (2003: 5). Thus, Japan and the United States have even higher
influence in the ASDB than their voting shares imply. A quantitative study by Krasner in
1981, for example, showed the correlation between Japanese interests and aid allocation was
high, between .5 and .88. Also see Kilby (2006).

4 Kappagoda (1995: 141). 45 Bgas (2000: 20). 46 Withanage (2006: 3).
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activists dressed as smokestacks blocked the exit gate at the ASDB’s Manila
headquarters.*’

The ASDB continued to expand its environmental infrastructure through-
out the decade. It hired its first two environmental specialists in 1981, created
a framework for environmental policy in 1986,% and in 1987 established an
environmental administrative unit. In 1990, the ASDB elevated this unit to
a higher status and made it the Office of the Environment; however, five
years later the office had only ten professionals.*’ The language of the ASDB’s
current Environmental Policy, adopted in 2002, is framed in the context of
poverty reduction, which reflects regional recipient interests. One section of
the policy reads, ‘Economic growth alone is no longer considered sufficient to
reduce poverty. The economic, social, and environmental policies that shape
the process of growth and development must also address the needs of the
poor and must ensure the sustainable use of resources on which continued
growth depends.”>° The 2002 Environmental Policy led to an increase in the
number of environmental specialist positions in the organization’s 2,000-
person staff: from fifteen to eighteen.>!

The Global Environment Facility

In 1989, in response to growing concern about environmental degradation,
Western governments charged the World Bank with creating an international
facility dedicated solely to environmental aid. The Global Environment Facil-
ity (GEF) was established in 1991 to financially assist developing countries
in four main focus areas: global warming, biodiversity loss, pollution of
international waters, and ozone layer depletion. The GEF began as a three-
year pilot program with $1 billion from donor governments to support the
implementation of major treaties like those on ozone, biodiversity, and cli-
mate change.>? Its start-up was plagued by intense ‘political, organizational,
and administrative conflicts among its major stakeholders—developed and
developing governments, implementing agencies, and interested nongovern-
mental organizations.”>® These conflicts stemmed from disagreements over
the GEF’s charter, the voting power of developed and developing countries,
and the role of NGOs.

47 Greenpeace (2006). 48 Bgas (2000: 19); Kappagoda (1995: 141).

49 Kappagoda (1995: 148); Bgas (2000: 18). The agency reports that its ‘Environmental
Community of Practice’ has seven members. Asian Development Bank (2006); Guerrero
(2003: 28). The Regional Sustainable Development Department (RSDD) now handles the
enforcement of the Environment safeguard policy.

0 Asian Development Bank (2002). 51 Asian Development Bank (2002).

52 Fairman (1996: 59). 53 Fairman (1996: 55).

203



Have the Multilaterals Been Greened?

Due to the eagerness of member states to ‘demonstrate the viability and
financial benefits of the GEF prior to UNCED’ (the Rio Earth Summit in
1992), pressure was put on the GEF implementing agencies to ‘accelerate
the process of identifying and proposing GEF projects.’>* The resulting ‘rapid
pace of portfolio development’ led to the creation of projects before the
planned selection criteria and ‘facility’s strategy’ could be incorporated into
the process.>> The scientific and technical advisory panel (STAP) ‘did not con-
vene until the spring of 1991, and did not complete its criteria development
work until after the third party participants’ meeting, when the majority of
pilot phase projects and funding had already been committed.”>® This explains
the major spike in funding and number of projects in 1991, levels that were
not experienced again until 1996/7.

The quality of GEF projects varied greatly as a result of ‘ad hoc’ project
development procedures, and some focal areas were worse than others. Fair-
man has analyzed water projects in some depth and concluded that ‘The GEF’s
international waters portfolio was particularly deficient in strategic think-
ing. Many projects were marginal modifications’ to World Bank projects.>’
Not only were projects poorly designed, he argued, but many did not even
address the cause of the problem.%® In an effort to keep the GEF alive, its
member states restructured it in 1992 as the interim financial mechanism
for the conventions on climate change and biodiversity, and in 1994, after
intense negotiations, it was established as its own permanent facility.%® The
concerned parties reached the following stipulations for governance rules of
the GEF: membership would be completely voluntary for both developed
and developing countries, with only a ‘de minimis financial contribution’.%
There would be no reporting obligations beyond those necessary for project
proposals.

The gruelingly complex administrative structure of the GEF was set up
to incorporate three international organizations. The World Bank would be
responsible for managing the finances of the GEF and implementing its large
environmental investment projects.®! The United Nations Development Pro-
gramme was charged with providing ‘technical assistance projects and coor-
dinat[ing] GEF activities with national environmental programs in recipient
countries.” Finally, the United Nations Environment Programme would serve
as a bridge between the GEF and the ‘UNCED [Rio 1992 Earth Summit] and

54 Fairman (1996: 62). 55 Fairman (1996: 62). 56 Fairman (1996: 62).

57 Fairman (1996: 63). 58 Fairman (1996: 63).

%9 Fairman (1996: 55, 65). In 1990 the World Bank, representatives of potential donor and
recipient countries, as well as UNDP and UNEP representatives agreed on four ‘core institu-
tional features of the GEF,’ which address each of the following: ‘status as a pilot program,
governance rules, administrative structure, and the GEF’s relationship to nongovernmental
actors.’

0 Fairman (1996: 60). 1 Fairman (1996: 61).
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convention processes; it would also organize and support an independent
scientific and technical advisory panel (STAP).”%? Seven other international
organizations, known as GEF Executing Agencies, were designated to ‘con-
tribute to the management and execution of GEF projects.’®® The GEF itself is
managed by a central governing council, comprised of member governments
who ‘represent 32 constituencies (16 from developing countries, 14 from
developed countries, and two from countries with transitional economies).’
The constituencies operate as an ‘independent board of directors, with
primary responsibility for developing, adopting, and evaluating GEF pro-
grams.’%* However, the GEF council only convenes biannually for a three-day
period, and handles some affairs by email and mail. Most decisions by the
council are reached by consensus.® If a formal vote is required, it is taken by
a double weighted majority of the total membership count and 60 per cent of
the total contributions. %

Another important point of contention within the GEF is ‘additionality’:
projects must be shown to be ones that would not have been undertaken
without GEF funding support. GEF grants have historically only covered the
‘incremental’ or added costs of ‘transforming a project with national benefits
into one with global environmental benefits.’®” In essence, the difference
in cost between a cheaper, dirtier project and a cleaner, more expensive
alternative is the ‘incremental’ cost. The ‘incremental cost’ values are also
used in project selection. When choosing between similar projects, those
with the lowest incremental cost are favored.®® The GEF's implementing
agencies initially had difficulty producing a ‘coherent methodology for calcu-
lating incremental cost,’®® which slowed the rate at which the implementing

2 STAP was to be responsible for refining the GEF’s ‘proposed overall strategy’ and for
suggesting project selection criteria.

63 These executing agencies include the African Development Bank, the European Bank for
Reconstruction and Development, the Inter-American Development Bank, the International
Fund for Agricultural Development, the UN Food and Agriculture Organization, and the UN
Industrial Development Organization.

64 Global Environment Facility (2006).

% The process of reaching a consensus is explained in paragraph 25(b) of the Instru-
ment: ‘Decisions of the Council shall be taken by consensus. In the case of the Coun-
cil if, in the consideration of any matter of substance, all practicable efforts by the
Council and its Chairperson have been made and no consensus appears attainable,
any Member of the Council may require a formal vote’ Global Environment Facility
(2004).

66 Global Environment Facility (2004: 16). 7 Global Environment Facility (1996).

%8 Global Environment Facility (1996). The GEF offers the following explanation of the
significance of incremental cost value in determining which projects to fund. ‘In general,
incremental cost is an important—but by no means the only—consideration in project
selection. Other considerations would be the program priority for projects of that type,
national goals, equity considerations, the likelihood of success, and the environmental and
social acceptability of the project.’

% Fairman (1996: 62).
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agencies were able to develop the early projects.”® Countries still argue about
the near impossibility of determining whether the global environmental ele-
ments of a project would have been pursued in the absence of GEF funding.”!

Figure 7.4 shows that after an initial round of funding for protecting inter-
national waters, very little funding has materialized for similar projects. Since
then, the lion’s share of the GEF’s funding has gone to climate change and
biodiversity projects. Each of the environmental sub-sectors received about
$200 million in each of the last four years of the 1990s (Figure 7.4). By
comparison, land degradation and water projects were negligible in their total
funding amounts. Still, the GEF remains a crucial part of the overall greening
of foreign aid. In its first fifteen years, the agency provided $6.2 billion in
grants, $20 billion in co-financing from outside partners, and has funded over
1,800 environmental projects.”?

The OPEC Fund for International Development (OFID)

For our last case, we sought a major multilateral aid agency with a different
profile and history than most of the others. The OPEC Fund for International
Development (OFID) is such an agency. It was created in 1976 by the member
states of the Organization of Petroleum Exporting Countries (OPEC), follow-
ing its conception at the Conference of the Sovereign and Heads of State of
OPEC member governments held in Algeria in 1975. At the conference, the
Solemn Declaration of the Sovereign and Heads of State was issued calling
for economic development in all developing countries. Today, membership
in the Fund is open to all OPEC member countries and currently all twelve
members of OPEC contribute to the Fund. The United Arab Emirates chairs
the Governing Board, while Saudi Arabia (35.0 per cent, over $1 billion),
Venezuela (17 per cent, over $0.5bn), and Kuwait (13 per cent, over $370
million) have given 64.5 per cent of OFID funds.”?

70 “The wide variety of problem and project types, and the pressure to produce project
proposals quickly, led to great variation in the use of the incremental cost criterion.” Fairman
(1996: 62); Global Environment Facility (1996).

71 The GEF council in July 2006 implemented the Resource Allocation Framework (RAF),
a ‘new system for allocating GEF resources to recipient countries to increase the impact of
GEF funding on the global environment.” Global Environment Facility (2006). Allocation
for resources under the RAF seeks to direct funds to ‘countries based on each country’s
potential to generate global environmental benefits and its capacity, policies and practices
to successfully implement GEF projects.” See Chapter 3.

72 Global Environment Facility (2006).

73 The others are Nigeria (8%, $244 million), Iran, UAE, and Libya (all around 5-6%
with donations between $160 and $170 million), Algeria, Qatar, and Iraq (each around 3%,
donating about $90-100 million), and finally Indonesia, Gabon, and Ecuador all give less
than 1% of the fund. OPEC Fund for International Development, 2006. Each member of
the board has one vote under the stipulation that they have met 70% of their pledged
funds. According to OFID, in 2005, Iraq and Iran had only given 48.7% and 33.0% of their
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Generally speaking, the environment has not figured prominently in OFID’s
history. Environmental aid constituted only a small fraction of the total aid
given by OFID. Over the 1980s and 1990s, PLAID coding shows that roughly
600 times as much was spent on environmentally damaging projects as on
environmentally beneficial projects; only in the 1990s is there any indication
of a gradual upward trend in environmental aid. The largest OFID-funded
environmental project was a sewage treatment project for Yemen in 1995 for
$14 million. There also appeared to be no simple relationship between the
price of oil and environmental aid-giving by the OPEC Fund. Environmental
aid did fall with the price of oil in the early 1980s, but then after five low
years, it rose again after the Rio Farth Summit in 1992 with some very high
but intermittent years. This was in spite of the continued low price of oil
(under $30 a barrel).

The programmatic focus of the OFID has shifted over time. Early in its
existence, development of energy and agriculture was the Fund’s primary
focus: developing domestic energy was a stated priority for OFID so that
recipient countries could cut back on imports.” OFID gradually diversified its
portfolio, with transportation projects gaining greater funding in the 1990s.
Agriculture also remained a high priority. The 2000 Caracas Declaration by
the member countries of OPEC was a reaffirmation of the goals outlined at
the founding conference in 1975. It stated that the ‘biggest environmental
tragedy facing the globe is human poverty.’7®

While OFID is primarily interested in economic development and poverty
reduction, it does recognize the positive environmental impacts that their
projects could have for recipient countries. For example, an OPEC promo-
tional video clearly outlines how improving energy efficiency in Sudan will
preserve trees and help prevent erosion by reducing firewood harvesting.
In another case, it recognizes the impact that soil erosion has on farm-
ing yields in Guatemala. Yet, its focus is clearly on people rather than the
environment itself.”® The Caracas Declaration also ‘asserted OPEC member
countries’ concern for the well being of the global environment and their
readiness to continue to participate effectively in the global environmental
debate.”””

pledged donations respectively and consequently these two countries did not enjoy a vote in
OFID (ibid.). There is only one non-OPEC country contributing to the Fund, Gabon. OFID
has three administrative bodies, the Ministerial Council made up of member governments’
Ministers of Finance or other representative, the Governing Board with one representative
of each member country, and the Director-General, appointed by the Ministerial Council for
five years. The Council meets once a year and has supreme power over the Fund’s general
activities. The board is charged with the general operations of the Fund while the Director-
General ‘conduct(s] the business of the Fund under the direction of the Governing Board’ and
appoints the Fund’s staff (OPEC 1981).

74 OFID (1981). 7S OFID (2001a). 76 OFID (2001a). 77 OFID (2001a).
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Conclusions

This chapter has shown how multilateral agencies provided developing coun-
tries with more than $75 billion in environmental aid between 1980 and
2000. Five agencies were responsible for over 90 per cent of the funding,
and the World Bank alone was responsible for one-third to one-half of
all multilateral environmental aid. Every multilateral agency made major
increases in their environmental funding over the period, and together
they nearly tripled their environmental funding. Still, they spent over four
times as much on projects with likely negative environmental impacts from
1980-99.

Our four case studies shed light on some of the history behind how these
agencies were formed, how they operate, and how they are considering (or
not considering) environmental issues. There are many areas of contention,
including how much they should spend on the environment, and what types
of environmental issues to fund. There is also endless wrangling and posturing
over national contributions to these funds, and who is keeping up with their
pledged donations. Nevertheless, the multilateral system still provides $3-4
billion in environmental aid each year.

Why do wealthy countries give substantial amounts of funds to agencies
they may not be able to control? The cases presented in this chapter suggest
some of the issues to be addressed in the hypothesis-testing part of our study
in Chapter 8. First, some founding donor countries may seek to institution-
alize voting arrangements that give them greater decision-making power on
major policy and project-level funding decisions. The case of the Polonoroeste
colonization project in the Brazilian Amazon suggests that donor countries
can impose reforms on multilateral aid agencies by using the ‘power of the
purse strings.” We also saw in the case of the GEF that member states favored
a policy of ‘re-delegation,” whereby implementing agencies with different
types of expertise are mobilized to perform specific tasks. As we discuss in
Chapter 8, this may reflect an underlying desire to exploit scale and scope
economies.

However, the fragility of multilateral efforts periodically shows through.
In 2005, for example, the Nordic Development Bank was closed when one
member government could not agree with the others about major policy
issues. This tension was also seen in the Global Environmental Facility case
study, when a poorly planned pilot phase led to substantial disbursements
without clear consultation and approval from donor and recipient govern-
ments. The years of negotiation over procedure and voting rights have led to
a far different agency.

Finally, it is difficult to over-state the importance of the World Bank in a
summary of multilateral environmental aid. The ASDB, and other regional
banks like the IADB or AFDB, follow the World Bank’s lead on many policy
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issues, including the environment. The crisis of confidence in the World Bank
over President Paul Wolfowitz and his eventual resignation in May 2007 has
led to broader soul-searching about whether the mandate and governance of
the agency is outdated. The case studies and summary statistics in this chapter
confirm that regional and issue-specific multilateral aid agencies depend upon
the World Bank’s leadership. In the next chapter, we attempt to explain why
donor governments delegate to multilateral agencies.
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Outsourcing the National Interest?
Delegating Environmental Aid
to Multilateral Agencies

Why do donor governments delegate some funding to multilateral institu-
tions rather than distributing it through their own bilateral aid agencies?
When delegating funds, why are some multilateral institutions preferred
over others? In this chapter, we investigate these two questions to further
illuminate the aid allocation process. The issue of supra-national delegation
is particularly relevant to global and regional environmental issues because
coordination is an essential part of addressing collective goods problems. As
shown in earlier chapters, international public goods entail problems where
need far exceeds the financial resources of even the wealthiest donor. This
makes unilateral solutions impossible. In addition, if a significant amount of
biodiversity or climate change aid were channeled through one donor’s bilat-
eral aid program, other donors could free-ride on those preservation efforts.
So there are prima facie reasons to coordinate aid allocation by delegating to a
multilateral agent. However, once a donor commits to disbursing aid through
a multilateral mechanism, that donor has far less authority to determine
where those funds are allocated and what type of aid will be delivered. So,
delegation to a multilateral agent implies both costs and benefits to individual
donor countries.

In this chapter, we identify and empirically evaluate hypotheses about why
and under what conditions donor governments delegate the task of environ-
mental aid allocation to multilateral granting and lending agencies. Build-
ing upon earlier analyses in this book, we suggest that donor governments
authorize and financially empower multilateral agents to perform certain
tasks that they cannot perform, or at least cannot perform as efficiently as
multilateral agents. Claims about multilateral aid agencies are numerous but
rarely subjected to empirical tests because of a lack of systematic, reliable,
and detailed data on the aggregate amount, sources, and destinations of
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aid.! As we have argued in previous chapters, environmental aid examined
at the project level provides an opportune testing ground for propositions
that span the fields of international relations, development economics, and
sociology. To investigate the decision to delegate to a supra-national agent,
we again use the PLAID database to discern which countries favor multilateral
institutions over their own bilateral aid agencies. Further, given the decision
to delegate, we examine which multilateral agencies receive more delegated
authority (in the form of more money) by donor governments. We examine
these questions empirically by evaluating a large set of multilateral and bilat-
eral agencies in our econometric models.

This chapter unfolds much like the two previous chapters with econometric
models (4 and 6). We first describe the substantial variation in the behavior
of donor governments. Some donor governments delegate the vast majority
of their environmental aid to multilaterals; others delegate very little. We
then articulate and test a series of potential explanations for why sovereign
states might task multilateral agents with allocating and implementing inter-
national environmental assistance.

Why Delegate?

Despite the billions of dollars entrusted to multilateral development agencies
every year, many commentators and scholars doubt the beneficial effects of
delegation to multilateral funding agencies and other international organiza-
tions (I0s). For many, multilaterals either don’t matter or they waste money
that could be better spent through bilateral aid programs. Four criticisms are
most prominent: that multilateral allocation decisions follow smoothly from
the preferences of the most powerful member states;? that multilateral devel-
opment banks and aid agencies are strategic tools of economically powerful
groups and are used to benefit Western corporations and banks at the expense
of recipient countries;® that multilateral behavior is pathological and largely
the product of ‘bureaucratic inertia’ or ‘organizational culture;’* and that

I See e.g. Kardam (1993); Kapur (2003); Boehmer-Christiansen (1999); Young (2003).

2 Robert Wade summarizes this realist view: ‘International organizations are like billiard
balls that move along the vector of the forces applied to them. They do not have preferences,
interests, authority of their own...autonomously of those of the powerful states.” Wade
(2004b). For exemplars see Krasner (1983) and Grieco (1988).

3 Gowan (2001); Parenti (1989); Pion-Berlin (1984); Payer (1982); Rowe (1978); Farnsworth
(1972). For similar perspectives on environmental aid, see McCully (1991); Chatterjee and
Finger (1994).

4 Weaver and Leiteritz (2002); Barnett and Finnemore (1999); Miller-Adams (1999); Kardam
(1993); Babb (2003); Nelson (1995). Barnett and Finnemore (2004) argue that ‘international
organizations are often repositories of expertise in their functional areas, and expertise is
often an important source of autonomy, authority, and legitimacy for these organizations.
There was no detailed knowledge about how to fix balance of payments problems before the
[IMF] was created; Fund staff created the basic flow model that is still used. So international
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multilateral aid agencies are inherently dysfunctional, due to the so-called
‘multiple principals’ problem, whereby principals (member governments)
with disparate preferences task their common agent with a wide variety of
objectives, and, in doing so, promote ‘mission creep,” ‘organized hypocrisy,’
and low levels of staff morale.®

These arguments have merit, but they overlook three critical issues that we
believe should be considered when analyzing multilateral aid allocation. First,
many of these arguments discount the demand among states for collective
goods, such as international financial stability, global environmental protec-
tion, infectious disease control, and the development of specialized knowl-
edge. As with the fight against polio or terrorism, piecemeal or unilateral
efforts to address global environmental problems are comparatively ineffec-
tive. Knowing this, some governments may attempt to coordinate their behav-
ior and/or delegate some decision-making authority to multilaterals.® Second,
and perhaps more importantly, these approaches overlook the possibility that
member states have created institutions to resolve collective action problems
among themselves while they are delegating authority to a multilateral.”
That is, while coordination among ‘multiple principals’ is difficult, especially
when their interests diverge, Multilateral Development Banks (MDBs) and
Multilateral Granting Agencies (MGAs) are formally accountable to what may
be more accurately characterized as ‘collective principals.” Multilaterals have
a single contract with a group of member states, rather than multiple del-
egation contracts with each member state.® These collective principals often
develop formal decision rules that help states to coordinate their authoritative
instructions and direct their multilateral agents to pursue shared goals. Third,
other political actors such as activist NGOs and recipient governments have
the power to shape choices about the allocation of development aid and the
implementation of development projects. NGOs and other third parties shape
outcomes by providing information to like-minded principals, by lobbying

organizations over time reshape the preferences of rich and poor states. They also have a
direct impact on borrowing countries. The Board has historically served as a de facto rubber
stamp for staff proposals precisely because decisions are being based on economic expertise.’

5 On ‘organized hypocrisy,” see Wade (2004a); Weaver (2008). On declines in staff morale,
see Fidler (2001); Rich (2000). On the multiple principals problem, see Easterly (2002);
Einhorn (2001); Pincus and Winters (2002). Wade (2001d) describes the World Bank as ‘a
great ship of the seas being pulled by tugboats in every direction at once.” Former Head of
the World Bank Environment Department Kristalina Georgieva also uses a boat metaphor to
describe the World Bank, but unlike Wade underlines the importance of bureaucratic inertia,
which speaks to the previous point. In a 2003 lecture at the London School of Economics, she
likened the Bank to the great Queen Mary: ‘You can turn the wheel really hard, but the boat
may not turn for a while.” Georgieva (2003).

6 Hawkins et al. (2006); Bradley and Kelley (2008).

7 On this topic, see Lyne et al. (2006).

8 For more on the distinction between collective and multiple principals see Lyne et al.
(2006); Copelovitch (2006); Lake (2006); Tierney (2008).
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governments within member states, and, increasingly, by serving on oversight
boards designed to enhance IO accountability.’ Recipient governments mat-
ter both as members of the collective principal that votes on development
projects and as actors that bargain directly with 1O staff on the nature of
specific projects that will be implemented (or not) in their own territory.'° All
three of these factors encourage donor governments and multilateral agencies
to behave differently than the conventional wisdom often assumes.

Multilateral aid agencies, we argue, allow donor governments to reap cer-
tain gains that would otherwise be unavailable through bilateral aid work.
Multilateral agencies often offer larger and better-trained staffs, greater techni-
cal expertise, lower administrative and coordination costs, more competitive
procurement rules, and attractive cost-sharing opportunities that enable inter-
national public good provision. Multilaterals (especially the World Bank) also
collect, interpret, and disseminate costly information about the credibility
of recipient (and sometimes donor) governments. In many cases, they also
have the formal authority to act upon that information in their substantive
operations.!! Therefore, in principle, multilateral aid agencies offer states
important opportunities to allocate aid money and implement aid projects
more efficiently than bilateral agencies. Since Western governments are sub-
ject to a wide variety of geo-strategic, commercial, bureaucratic, and domestic
political constraints, multilateral agencies may provide a way for like-minded
donors to issue credible threats that are necessary, but difficult or impossible
to implement bilaterally.!2

There are a large number of potential reasons why a donor country may
choose to delegate allocation authority to a multilateral agent, and different
states likely delegate for different reasons under different conditions. Sorting
through these potential causes requires empirical testing of the competing
propositions. The empirical work in this chapter establishes which actors
delegate most and illuminates the general conditions under which Western
countries favor supra-national delegation. We specify a multivariate model
that attempts to explain why governments delegate environmental aid to
multilateral agencies based on several core postulates, which we have formal-
ized into a series of testable hypotheses. These arguments and hypotheses can
be sorted into three basic groups:

° On accountability mechanisms that include NGOs see Park (2006); on third party
information see Raustiala (1997b); Lake and McCubbins (2006); on NGOs as lobbyists within
domestic politics see Fox and Brown (1998); Keck and Sikkink (1998); Udall (1998).

10 Lyne et al. (2006); Nielson and Tierney (2001).

11 Stone (2002) makes a similar argument about the role of the IMF in enforcing condition-
ality.

12 While they may not agree on the reasons, the overwhelming majority of IR scholars in
the US (73%) believe that multilateral development assistance is more effective than bilateral
aid in realizing its stated objectives. Among scholars who specialize in International Political
Economy, 86% believe that multilateral aid is more effective Maliniak et al. (2007).
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1. Delegation solves problems of scale and efficiency, especially for smaller
donors.

2. Delegation increases information provision.

3. Delegation to international organizations enhances the credibility of
donors whose ‘hands are tied’ at home.

Following this exercise, we attempt to explain whether and why govern-
ments channel more of their aid through Multilateral Development Banks
(MDBs), which give development loans at concessionary rates, or Multilateral
Granting Agencies (MGAs), which give development funds without expecta-
tion of repayment. The former group includes the large multilateral agencies,
like the World Bank, and the regional development banks (ASDB, AFDB,
EBRD, and the IADB). The latter group of MGAs includes some specialized
agencies like the Global Environmental Facility (GEF) and the Montreal Pro-
tocol Fund. When explaining whether donor governments channel money
through MDBs or MGAs, we test hypotheses that fall into three groups:

1. Donor governments delegate to multilaterals in which they have a high
voting share or capital subscription to maximize their influence over
agency allocation decisions.

2. In the interest of exploiting scale economies, donor governments favor
I0s with substantial technical experience and a demonstrated track
record of performance.

3. To strengthen their own credibility and increase environmental aid
effectiveness, donor countries delegate more authority to multilateral
institutions that discriminate in favor of recipient countries that both
have the potential to deliver global/regional environmental benefits and
are capable of effectively implementing environmental aid programs.

Some of the findings that follow are quite logical and predictable: donors
give more often and more funds to multilateral agencies with more technical
experience, more years in existence, and to multilaterals in which they have
greater voting shares. Those donor governments that focus their bilateral
environmental aid on countries with high natural capital give less to mul-
tilateral agencies for green aid, but more for brown aid. Donor countries give
brown aid bilaterally more often than green aid, which may allow them to
take direct credit with recipients and gain the geopolitical leverage in the
developing world from the former, while reaping PR benefits at home for
the latter. But many other findings are not so clear or obvious. The chapter
ends with a summary of the findings and a discussion of how ‘governance’
indicators became powerful conditions in the allocation of foreign aid. We
begin, however, by very briefly examining which countries delegate their aid
allocation to multilateral agents, and which keep it in house.
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Who Delegates Environmental Aid to Multilateral Agencies?

Who provides environmental aid to multilateral agencies and why? There is
tremendous variation in the proportion of donor governments’ environmen-
tal aid portfolios channeled through multilateral agencies. Some governments
choose to allocate and implement aid projects themselves, while others ‘out-
source’ nearly all their environmental funding to multilateral agents. In the
first group are Japan, Denmark, Switzerland, the Netherlands, and Germany—
countries that give less than 40 per cent through multilaterals (Figure 8.1). At
the opposite end of the spectrum are countries like Belgium, New Zealand,
Spain, and Italy, which provide over 70 per cent of their environmental aid
through multilaterals. Nine other donors lie between these extremes. But what
is most notable here is the lack of international consensus on how much
environmental aid to allocate through multilaterals.

In the broadest sense, governments that tend to delegate funds to multilat-
erals tend to delegate all types of aid to them: both dirty aid and environmen-
tal aid. The percentage of aid through multilaterals given for dirty aid explains
roughly two-thirds of the aid from countries through multilaterals for envi-
ronmental aid (bivariate correlation =0.65). In nearly every case, governments
delegated more dirty funding than environmental funding, and chose to give
a larger share of their environmental funds through bilateral agencies. Yet
this aggregate relationship hides interesting variation within environmental
aid. The delegation of dirty aid moves closely with aid for local ‘brown’
environmental issues (bivariate correlation =0.66), but not nearly as much
of ‘green’ aid for global environmental projects (bivariate correlation =0.39).
This is an important finding: national preferences for supra-national delega-
tion are reflected closely in dirty and brown aid, but not in green aid. This
suggests that a different logic is potentially motivating the delegation of green
aid to multilaterals.'3

Hypotheses on Delegation: Scale Economies, Information
Provision, and Credibility

One hypothesis on supra-national delegation is that groups of states agree to
contract with multilaterals to provide collective goods that they are them-
selves incapable of supplying (or could only supply at higher cost or less fully

13 In a complementary finding, Nielson and Tierney (2001) argue that brown aid (like dirty
aid) is more divisible and thus easier to use for the purpose of paying off domestic political
allies. Perhaps a similar dynamic is at work here. If donor governments are using foreign aid
to pay off their domestic constituents (contractors, construction companies, etc.) then brown
aid is a more effective tool for doing so, and giving it bilaterally imposes fewer constraints on
the government.
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than their multilateral agent).!'* Collective action problems refer to situations
where a group of rational actors seek to provide a collective good (like global
security, disease control, or protecting the ozone layer), but no single actor is
capable of doing so on its own.!> Many states typically benefit from such
a good, whether or not they contribute to its provision; thus, the classic
free rider problem arises and the good tends to be undersupplied.'® In the
absence of a centralized authority that can enforce contracts or enhance trust
of the individual states, every state faces a strong incentive to rely on the
contributions of others. One way to overcome this problem is to hire a semi-
autonomous agent with the ‘expertise, time, political ability, [and] resources
to perform [such] a task.”!” Below we focus on three benefits that might moti-
vate state delegation to aid-allocating and aid-implementing multilaterals:
scale economies, information provision, and credibility. From these general
propositions follow a number of observable implications.

Economies of Scale

Donor governments seeking to realize their international environmental pol-
icy objectives may task a multilateral agent with allocating and implement-
ing environmental aid in order to capture scale economies. If the cost of
delivering a unit of environmental protection is higher for a new entrant in
the environmental aid allocation regime (like a bilateral aid agency with no
experience or bureaucratic capacity in this issue area) than for a large extant
agency, then the government can save money by delegating to such an agent.
Increasingly, there does appear to be a pattern of delegation to specialized
multilateral agents with expertise in environmental issues. The World Bank,
for example, has at its disposal nearly 270 environmental staff professionals—
something no bilateral aid agency can offer (in terms of quality or quantity)
to donor country legislators interested in international environmental protec-
tion.'® The GEF also draws on a wide array of environmental experts, and re-
delegates its authority to implementing agents, like the United Nations Envi-
ronment Programme (UNEP), the United Nations Development Programme
(UNDP), and the World Bank (WB). These agencies are chosen on the basis
of their expertise in implementing small-scale and large-scale environmental
investment projects, developing ecosystem and resource management ‘action
plans,” and providing other forms of technical assistance.'® These agencies, in
turn, delegate most project implementation to NGOs, and consulting firms.
Multilateral aid agencies can also enable Western governments to more
efficiently realize their international environmental policy objectives by

14 Maizels and Nissanke (1984); Rodrik (1996); Parks and Tierney (2004); Martens (2005);
Milner (2006).

15 Ostrom (1990). 16 Olson (1994); Hardin (1982). 17 Hawkins et al. (2006).

18 Georgieva (2003). 19 Fairman (1996); Gerlak (2004b).
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lowering their administrative costs and coordination costs. For example,
states may seek a multilateral mechanism that allows them to pool resources
through a common agent to economize on administrative overhead costs.
Case study research on the activities of UNDP, the World Bank, USAID,
the EU, the Asian Development Bank in Kyrgyzstan, UNHCR in the Demo-
cratic Republic of Congo, the UN Protection Force (UNPROFOR), and the
European Community Monitoring Mission (ECMM) in Bosnia suggests that
‘donors...seek to fund projects, not administrative overhead, hoping that
this will push. .. contractors to rationalize procedures, demonstrate effective-
ness, and slash overhead...as a way to curb waste, improve professionalism,
and enhance project implementation.”?® This concern for efficiency in the
delivery of development assistance leads us to our first set of hypotheses
about the factors motivating delegation to multilateral agencies.?! We expect
this impulse to delegate will be greatest where the local costs are highest.
Our indicator of these local costs is the OECD’s measure of the percentage of
bilateral aid budget spent on administrative cost overhead.

Hypothesis 1: Donor governments with higher administrative costs in their
bilateral aid agencies will give more aid through multilateral channels.

Second, high coordination costs among bilateral donors may encourage
supra-national delegation. Asher argues that donor coordination around the
Indus and Mekong River Project required ‘a mechanism for reaching agree-
ment about who will do what.’”?> Multilateral agencies have historically

20 Cooley and Ron (2002: 11-12). Martens (2005), Radelet (2003: 10), Sandler (2002),
Seabright (2002), Kaul et al. (2003: 353), and Cassen (1994) come to similar conclusions.

21 That the efficiency of aid delivery is endogenous to policy-maker decisions concerning
aid amount, aid type, and the recipient of aid is clearly illustrated by the US government'’s cre-
ation of the Millennium Challenge Corporation (MCC). In this case the Bush administration
(and, to a lesser extent, Congress) performed an ‘end-run’ around USAID—an organization
criticized often for its high administrative costs, low staff-to-aid-dollar ratios, huge overhead
requirements, and general bureaucratic inefficiency. Citing USAID’s reputation for wasteful
spending, Senator Jesse Helms said, ‘If I had my druthers, I would reform AID out of existence’
Auer (1998). Helms subsequently proposed legislation to cut USAID’s staff size in half and
fold USAID into the State Department. His foreign relations spokesperson suggested that the
rationale behind these changes was simple: “We’ve got a proliferation of agencies that have
duplicative functions that waste millions and millions of taxpayer dollars every day’ cited
in Yeoman (1996). Concern for high administrative costs was also expressed in the Meltzer
Report and other documents that shaped the institutional design of the GEF and shaped
the debate about how to design the MCC. Radelet (2003: 10) argues that this concern for
efficiency is not limited to American legislators. Western policy-makers, more generally, are
concerned about the bureaucratic costs of delivering aid. According to a 1998 OECD report
on public opinion towards foreign aid, citizens are ‘typically more aware of its failures than
its successes...and concerned that aid is being wasted’ Smillie et al. (1998: 23). In a more
recent survey taken in October 2006 56% of Americans claimed that foreign aid should be
cut, while only 23% believed it should be increased Maliniak et al. (2007).

22 Asher (1962: 702).

219



Outsourcing the National Interest?

provided such consultative and informational functions.?® Centralizing the
additional tasks of allocation and implementation within multilaterals may
yield further efficiency gains. Many development professionals complain
about the scale diseconomies that arise with the proliferation of small, bilat-
eral projects.?* In the absence of delegation, each bilateral agency must pay
for its own staff salaries, travel, publications, facilities, project appraisals, data
collection, financial audits, and environmental and social assessments, thus
imposing higher delivery costs on recipient governments and Western tax-
payers. Attendance at donor coordination meetings also introduces significant
opportunity costs for government officials in recipient countries and for staff
members from the many development agencies.?® Centralizing authority for
aid allocation can eliminate some of these redundant costs.

Finally, multilateral agents can play a catalytic role in that they are able
to mobilize additional domestic and international funds.?® Levy points out
that ‘it is standard operating procedure for a development bank to serve as
lead institution for a particular project and then solicit co-financing from
other institutions.’”” Over the past thirteen years, the GEF claims to have
leveraged almost three and a half times its total contributions in additional co-
financing from multilateral agencies, regional development banks, NGOs, the
private sector, recipient governments, and charitable foundations.?® Between
1991 and 2003, the GEF received just under $4.5 billion in direct government
contributions, and during the same period, the organization mobilized $14.4
billion in co-financing. The same catalytic logic may apply to the World Bank,
the IMFE, the regional development banks, the Montreal Protocol Fund, and
the newly created Global Fund to Fight AIDS, TB, and Malaria (GFATM).
Collier et al. have termed this the ‘crowding-in’ effect of multilateral aid. They
argue that for every development dollar channeled through the World Bank'’s
IDA division, nearly two additional private investment dollars are catalyzed.?’

23 For instance, faced with the task of improving water management in the Aral Sea Basin
in 1994, the World Bank, UNDP, and UNEP helped coordinate the behavior of all the relevant
aid actors tackling the $470 million environmental protection task Weinthal (2002: 144).

24 As William Easterly puts it, ‘When you choose where to eat lunch, the restaurant next
door usually doesn’t force you to sit down for an extra meal. But things are different in
the world of foreign aid, where a team from the U.S. Agency for International Development
produced a report on corruption in Uganda in 2001, unaware that British analysts had
produced a report on the same topic six months earlier. ... Even small bilateral aid agencies
plant their flags everywhere. Were the endless meetings and staff hours worth the effort for
the Senegalese government to receive $38,957 from the Finnish Ministry for Foreign Affairs
Development Cooperation in 2001?’ Easterly (2002a). Also see Acharya et al. (2004); Knack
and Rahman (2004); Roodman (2006).

25 World Bank (1999). A recent report from the World Bank’s Operations Evaluation Depart-
ment (OED) indicates that government officials believe the burdensome task of constantly
attending coordination meetings prevents them from doing important work on the project
or sector under consideration.

26 Congleton (2003: 21). 27 Levy (1993: 329). 28 GEF (2003).

2% Collier et al. (2001).
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One rationale for delegation, then, is that Western governments can ‘punch
above their own weight’ by pooling their environmental aid resources within
a multilateral .3’

We expect this concern to be especially strong among small donor govern-
ments, where bilateral aid bureaucracies possess little bargaining power vis-a-
vis recipient governments due to the relatively small size of their projects and
programs. A similar argument can be made with respect to a donor country’s
relative geopolitical power. Milner (2006) suggests that ‘a country’s relative
power, as measured by the size of its GDP as a percent of U.S. GDP, may
indicate how much influence a country can wield on its own. Countries with
less relative power ... may be more likely to use multilateralism for giving aid
since this may increase their influence over recipient countries’ (Milner 2006:
27). From this principal-agent logic, we derive the following hypothesis:

Hypothesis 2: The smaller the donor country’s population, the greater the
proportion of its environmental aid budget will be spent multilaterally.

Information Provision and Credibility

The allocation of development assistance and the implementation of devel-
opment projects entail a series of relationships in which no complete contracts
exist between the actors to the agreement. No donor can specify every con-
dition and contingency in a contract with an implementing agent or with
a recipient government. Instead, some discretion is always inherent in such
contracts because of information asymmetries, high transaction costs, and
decision rules that usually require agreement among some group of states
within a collective principal.®! This makes the task of assessing recipient
intentions, capabilities, and behavior extremely costly for donors.?? Imper-
fect and incomplete information creates three significant problems for well-
intentioned donors: moral hazard, adverse selection, and fungibility.3* While
these problems cannot be eliminated, they can be ameliorated through dele-
gation to a multilateral agent.

Moral hazard refers to the fact that insurance can promote riskier behav-
ior.3* In the context of international environmental aid, moral hazard means
that recipient countries—especially those who are conscious of the intensity
of Western preferences for environmental protection—may face weak incen-
tives to undertake meaningful environmental reform on their own. Knowing
that donors will disburse environmental funding regardless of their behavior,

30 QOlsen (2002).

31 Martens et al. (2002); Nielson and Tierney (2003); Lake (1999); Ostrom et al. (2002).

32 Svensson (2000c). Reliable information should be especially important to eco-functional
donors since recipients face a number of incentives inimical to environmental improvement.

33 Boone (1996); Svensson (2000c, 2003). 34 Pauly (1968, 1974); Shavell (1979).
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recipients may delay reform as long as they can.® Since recipients possess
private information about their own willingness and ability to implement
meaningful reforms, donors also face a problem of adverse selection.®® Since
donors are incapable of fully monitoring their effort level, these information
asymmetries make it rational for recipient governments to exaggerate their
needs, bluff about their intentions to reform, and shirk after disbursement.3”
Therefore, it is impossible to ‘contract on the quality of a good’ (in this case,
development project outcomes) due to information asymmetries. 8

Finally, there is a third problem of fungibility, which means that recipients
may use funds for some purpose other than that which was agreed by the
donor. If a donor provides a recipient country with money for environmental
protection, this money may free up domestic resources currently spent on
environmental protection to be spent on something else—in the worst case,
say, a new palace for the ruling despot, a ballistic missile, or a highway
through a fragile ecosystem. In the end, even if a donor’s environmental
project is successful, there may be no net environmental benefit.*

Given these perverse incentives, donors genuinely interested in improv-
ing environmental outcomes in recipient countries may choose to empower
a multilateral agency to collect, analyze, and distribute costly information
about developing countries on their behalf. By centralizing this task, donors
can eliminate redundant monitoring efforts and reap significant efficiency
gains. The Montreal Protocol Fund, for example, includes a single oversight
mechanism that helps member governments to decipher who has ‘cheated’
by over-consuming or exporting ozone-depleting substances. Governments
report data on their production, consumption, and trade of ozone-depleting
substances to the Montreal Protocol Fund’s Secretariat, which in turn verifies
whether the information is correct and then distributes this information
to all member governments and the public.** The World Bank performs a
similar ‘watchdog’ function. Anne Krueger, former Chief Economist of the
World Bank, argues that one of the Bank'’s central functions is ‘to differentiate
carefully between countries where reforms are serious and stand a reasonable
prospect of success and those in which window dressing is used as a means of
seeking additional funding.’*! In this regard, many argue that the World Bank

35 Rodrik (1996: 31); Svensson (2003); Ranis and Mahmood (1992); Knack (2001, 2004);
Martens et al. (2002); Dollar and Svensson (2000).

36 pauly (1974). 37 Dollar and Svensson (2000). 38 Azfar (2002).

39 Feyzioglu et al. (1998); Boone (1996); Pack and Pack (1990); Tierney (2003b); Petterson
(2004). As Paul Rosenstein-Rodin, former Deputy Director of the World Bank’s Economics
Department, explained in 1949, “‘When the World Bank thinks it is financing an electric power
station, it is really financing a brothel.” More colloquially, the authors of the World Bank’s
Assessing Aid report suggest that ‘what you see is not what you get’ World Bank (1998: 60).

40 Barrett (1999, 2003b); DeSombre (2001).

41 Krueger (1998: 31); also see Rodrik (1996); Bird and Rowlands (1997, 2000, 2001b);
Tierney (2003).
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and other international financial institutions provide a ‘good housekeeping
seal of approval,’ or confidence signal, to the foreign aid and investment
‘market.” According to this logic, sovereign governments value multilaterals
for the informational functions they serve.*?

The need for a central information repository is directly related to the
question of how donors issue credible threats to recipient governments that
abrogate, backslide, or otherwise fail to implement their policy commitments.
But multilateral organizations do much more than provide reliable informa-
tion. The World Bank, for example, ‘finances massive development projects,
borrows on world capital markets, reviews state investment proposals, pro-
vides technical assistance and training in many disciplines, generates exten-
sive research and publications, and performs other substantive activities.’*3
What explains these additional operational tasks that these international
organizations perform? One plausible proposition is that states delegate aid
allocation and implementation authority to international organizations to
enhance the credibility of their policy commitments.

Indeed, states may seek to ‘tie their own hands’ ex ante—by delegating to a
multilateral agency—in order to insulate bilateral foreign aid commitments
from their own short-term interests or expected weakness of will in the
future.** Such ‘hand tying’ may be driven by at least three related causal
mechanisms with distinct observable implications: insulation against domes-
tic pressures within donor states, inability to credibly threaten withdrawal of
bilateral aid funds, and the Samaritan’s Dilemma.

First, donor governments may be interested in providing collective goods
within recipient countries—like development, growth, transition to a mar-
ket economy, environmental protection, or even the protection of human
rights—but face domestic pressure to support geopolitical allies, ethnic home-
lands of voters, or to open export markets with their bilateral aid programs.
Often one branch of government seeks to protect its budget priorities from
another. In the presence of strong domestic constraints, governments may
financially authorize I0s with the task of distributing aid with an eye toward
collective good provision.*® Since states’ geo-strategic and commercial inter-
ests often interfere with their ability to make credible threats to withdraw
bilateral aid, they may additionally delegate discretion to suspend financial
transfers when recipient governments renege or otherwise fail to comply
with their policy and programmatic commitments. As Connolly explains,

42 Multilaterals may also send important confidence signals to corporate non-state actors.
Bird and Rowlands explain that ‘[b]y negotiating an agreement with the Fund it is supposed
that countries can increase the credibility of policy reform and increase the willingness of
private capital markets to lend” Bird and Rowlands (2001b).

43 Abbott and Snidal (1998: 12).

4 Milner (2006); Balogh (1967); Martens et al. (2002); Stone (2002); Martens (2005).

45 Tierney (2003).
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‘intense competition among Western nuclear suppliers over major retrofitting
contracts and lucrative commercial contracts for the expansion of nuclear
power in the East undermines the resolve of Western governments to stick
to common conditionality policies.’#

This is consistent with the idea that states take the multilateral route when
‘the preferences of the agent [are] more extreme than those of the state itself,
so that left to its discretion the agent will adopt a policy that moves the out-
come in the direction the state knows it “should” go but cannot implement
itself.”*” In other words, if enforcing conditionality contracts comes at a high
domestic political cost, governments interested in collective good provision
may empower an international organization with the complementary tasks of
information provision and contract enforcement.*® Monitoring is important,
but so is policing, and issues like global climate change and biodiversity loss
require the participation of a large number of actors with highly heteroge-
neous preferences and strong incentives to free-ride. By hiring a single ‘police
department’ that enforces prior commitments, donors may be better able to
impose their collective will upon uninterested or opportunistic parties (recip-
ient countries) more efficiently than any single actor could individually.’

It follows that if donor governments have the domestic ‘policy space’ to
invest in recipient countries that offer a good return on their environmental
(green) aid investment, they will do so bilaterally.>® This will give them full
credit with their own constituents for funding such public goods. However,
if they are highly constrained at home due to geo-strategic, commercial, or
other politically salient factors, donor governments will delegate the task of
environmental (green) aid allocation and implementation to a multilateral
agent. These considerations lead us to our next two hypotheses, both of which
force us to create new indicators of donors’ bilateral behavior based on the
analyses in earlier chapters.

Hypothesis 3a: Donor governments that are able to target bilateral (envi-
ronmental) aid to recipient countries with sound institutions will give less
(environmental) aid through multilateral channels.

Hypothesis 3b: Donor governments that are able to target bilateral envi-
ronmental aid to recipient countries of regional and global environmental
significance will give less environmental aid through multilateral channels.

Both of these hypotheses are tested using ‘elasticity’ scores from our analy-
ses in Chapter 4.

46 Connolly (1996: 340). 47 Hawkins et al. (2003).

48 While such delegations are not permanent, they are politically costly to change. As many
principal-agent analysts suggest, principals can ‘lock-in’ a particular policy bias by delegating
to an agent with distinct preferences. Haggard and Moravcsik (1993); Hawkins et al. (2006).

49 Calvo (1995); Haggard and Moravcsik (1993). 50 See Radelet (2003).
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Second, multilateralism may also be attractive to donor states that are
unable to credibly threaten aid withdrawal from recipient countries because of
a ‘privileged [bilateral] relationship.’>! Consider for example the relationship
between the United States and Egypt, described in Chapter 3. For simplicity,
assume that the US has two foreign policy goals vis-a-vis Egypt. It would prefer
to see Egypt at peace with Israel and see the government improve its e