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ABSTRACT 

 

This paper examines the factors affecting the allocation of foreign aid from bilateral and 

multilateral donors to Latin America and the Caribbean (LAC) during the 2000s, with a 

particular emphasis on political ideology. An econometrics model that predicts the amount of aid 

that a country receives, based on indicators of "donor interest," "recipient need," and "good 

governance," was developed by the author. This paper finds that leftist governments receive 

fewer disbursements than those in the center and the right. These results apply for both bilateral 

and multilateral donors and are particularly relevant, given the region's so-called ―swing to the 

left‖ during the decade.  

This paper also finds that the allocation of aggregate aid in LAC is driven by ―donor interest‖ 

and ―good governance.‖ If bilateral and multilateral disbursements are analyzed separately, 

―recipient need‖ also plays a role in the allocation process. ―Donor interest‖ has a bigger weight 

in the determination of bilateral aid than ―recipient need‖ and ―good governance,‖ while 

―recipient need‖ is more important for multilateral aid. Less populous countries receive more aid 

per capita than more populous ones and multilateral aid does not necessarily flow to the 

countries that need it the most. 
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1. Introduction 

In 2000, Latin America and the Caribbean (LAC)
 1

 received almost $3 billion
2
 in 

Official Development Assistance (ODA)
3
 from the Organisation of Economic Co-

operation and Development (OECD) Development Assistance Committee (DAC) 

Member Countries and Multilateral Organizations. By 2009, aid to the region had risen to 

$9.3 billion. Some countries in LAC received more aid, while disbursements to others 

remained relatively unchanged. Bolivia, for example, received $6.4 billion
4
 in ODA from 

2000 to 2009, while Paraguay, a country with a similar income level per capita, received 

$1.3 billion in the same period.  

Why might some countries in the region have received increased aid, and not 

others? What drives the quantity of aid targeted to individual countries? More precisely, 

what are the explanatory factors of development aid in LAC?  

The empirical literature on aid allocation suggests that in some cases, aid levels 

are driven by the strategic, political, or economic interests of the donors. In others, they 

are motivated by the individual need of the recipient countries. The quality of the 

institutions and the protection (or disregard) of basic political and economic rights may 

also have an impact in the amount of aid that a country receives. All of these aspects are 

                                                 

 

1
 For the purpose of this paper, Latin America and the Caribbean is defined as the twenty-six borrowing 

member countries of the Inter-American Development Bank: Argentina, the Bahamas, Barbados, Belize, 

Bolivia, Brazil, Chile, Colombia, Costa Rica, Dominican Republic, Ecuador, El Salvador, Guatemala, 

Guyana, Haiti, Honduras, Jamaica, Mexico, Nicaragua, Panama, Paraguay, Peru, Suriname, Trinidad and 

Tobago, Uruguay, and Venezuela. 
2
 All figures in this document are presented in US dollars. 

3
 ODA is commonly referred to as ―foreign aid,‖ ―development aid,‖ ―development assistance,‖ or simply 

―aid.‖ Throughout this document all terms are used interchangeably. 
4
 This figure excludes debt forgiveness as part of the Heavily Indebted Poor Countries (HIPC) initiative. 

Calculations by the author.  
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encompassed in what has been referred to in the academic literature as donor interest, 

recipient need, and good governance. Using this framework of analysis, much has been 

written about foreign aid in the past. Yet very few studies have used multivariate 

regression analysis to explore the determinants of aid in LAC, focusing instead on aid 

practices from individual donors, concentrating on specific time periods in history, or 

devoting their attention to other world regions.  

One recent trend merits the use of multivariate regression analysis to gain a better 

understanding of aid flows in the region. Since the end of the Cold War, a handful of 

studies have looked at the relationship between political ideology and aid allocation. 

LAC provides an adequate setting to explore whether the ideology of a recipient country 

has any incidence on the amount of foreign aid that it receives. In the early 1990s, the 

region appeared comfortable embracing the tenets of the Washington Consensus. Latin 

America was supposed to enter an era of economic prosperity under the direction of 

centrist technocratic governments. The growing discontent among voters with the 

economic policies that had been put in place, among other factors, paved the way for 

Latin America‘s turn to the left in the 2000s (Castañeda, 2006). The elections of Hugo 

Chávez in Venezuela, Luiz Inácio Lula da Silva in Brazil, Néstor Kirchner and Cristina 

Fernández de Kirchner in Argentina, Tabaré Vázquez and José Mujica in Uruguay, 

Michelle Bachelet in Chile, Evo Morales in Bolivia, Rafael Correa in Ecuador, Daniel 



 

 

3 

 

Ortega in Nicaragua, and Mauricio Funes in El Salvador signaled an important 

ideological shift in the region.
5
  

Has this swing to the left had an impact in the distribution of aid among countries 

in LAC? Bearing in mind population and income differences, does political ideology help 

explain why some countries receive fewer disbursements than others? Are there 

substantial differences among bilateral and multilateral donors regarding the importance 

that they give to political ideology? Using the frame of reference that was introduced 

earlier, what other factors explain aid allocation decisions? This paper attempts to answer  

these questions using econometric analysis. The author created an econometric model 

that predicts the level of development assistance given to a country. The model is used to 

identify the determinants of aggregate, bilateral and multilateral aid given to LAC during 

the 2000s. Aggregate aid combines bilateral and multilateral aid and is sometimes 

referred to as total aid in other studies.  

 Section 2 of this paper provides background information on recent developments 

in foreign aid and describes the left in LAC. Section 3 includes a review of the 

determinants of aid allocation. Section 4 introduces the conceptual framework and data. 

The results and discussion of the empirical analysis appear in Section 5, followed by the 

conclusion in Section 6. Tables and information complementary to the study are 

contained in the Appendix.    

                                                 

 

5
 Chávez assumed office in February 2, 1999; Lula served between January 1, 2003 and January 1, 2011; 

Kirchner served between May 25, 2003 and December 10, 2007 and was succeeded by Fernández de 

Kirchner; Vázquez served between March 1, 2005 and March 1, 2010 and was succeeded by Mujica; 

Bachelet served between March 11, 2006 and March 11, 2010; Morales assumed office in January 22, 

2006; Correa assumed office in January 15, 2007; Ortega assumed office in January 10, 2007; and 

Mauricio Funes assumed office in June 1, 2009.  
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2. Background 

This section presents the latest international agreements on foreign aid and 

provides a brief description of the evolution of aid flows in LAC in recent years. It 

continues with a characterization of the left and an exploration of the similarities and 

differences that exist between Latin America‘s ―leftist‖ governments.  

2.1. Recent Developments in Foreign Aid 

In September 2000, leaders of the world came together at the United Nations 

Headquarters in New York to adopt the United Nations Millennium Declaration, which 

outlines eight international development targets that must be reached by 2015 (United 

Nations, 2010). Known now as the Millennium Development Goals (MDGs), they ―range 

from halving extreme poverty to halting the spread of HIV/AIDS and providing universal 

primary education‖ (United Nations, 2010). As recognition of the role that aid plays in 

this process, disbursements to the developing world have increased substantially.
6
 This is 

one of the reasons, and probably the most important one, why aid flows to LAC grew 

during the 2000s. Nonetheless, more aid does not necessarily mean that the MDGs will 

be met or that development outcomes can be sustained over time. For this to happen, 

donors and recipient countries must work together to make aid better. Efforts to improve 

the effectiveness of aid have resulted in two major international agreements, the Paris 

Declaration on Aid Effectiveness (2005) and the Accra Agenda for Action (2008). 

                                                 

 

6
 The array of domestic and external resource flows required to achieve the MDGs were identified in the 

Monterrey Consensus on Financing for Development (2002) (OECD, 2009).  
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 At the Gleneagles and UN Millennium+5 Summits in 2005, DAC member 

countries agreed to ramp up development aid in order to meet the specified targets by 

2015. Donors acceded to increase ODA from $80 billion in 2004 to $130 billion in 2010 

(OECD, 2009). It is important to note that while aid flows to LAC grew during the 2000s, 

based on the available funding for all recipients, the region received less aid than in 

previous decades. Considering that LAC is comprised primarily of Middle Income 

Countries, more aid has flown to regions of the world with lower income levels such as 

Sub-Saharan Africa and parts of Asia (Tezanos & Martínez, 2010). Table 16 in the 

Appendix presents the recipients of ODA in LAC by income level. 

 In a study about ODA in LAC since 1990, Tezanos and Martínez (2010) indicate 

that aid allocation in the region has been relatively progressive, proportionally being 

more beneficial to the countries with lower income per capita levels. Nonetheless, the 

distribution of aid per capita has tended to benefit the countries that have stagnated in 

reducing poverty (and not so much the countries that have experienced important 

setbacks, as the strategy of the MDGs would require) and those with smaller populations.  

 Countries in LAC receive aid from the 24 DAC members (23 countries plus the 

EU Institutions), Multilateral Organizations, and non-DAC donors. A table with the DAC 

members is provided in the Appendix, as well as a list of the Multilateral Organizations 

that provided ODA to LAC between 2000 and 2009. Aid flows were concentrated among 

eight bilateral donors (the United States, Spain, Germany, Japan, Canada, the 

Netherlands, France, and Switzerland) and three Multilateral Organizations (the 

European Commission, the International Development Association, and the Inter-

American Development Fund), which jointly contributed more than four fifths of the 
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funding. Within these donors, the United States was the largest financer in the region, 

followed by Spain and the European Commission (Tezanos & Martínez, 2010). 

Table 1 presents aid flows for each country in LAC from 2000 to 2009.
7
 As 

mentioned in the Introduction, in 2000 the region received almost $3 billion in ODA. 

During the first half of the 2000s, aid to the region exhibited an upward trend. In 2006, 

aid rose to an unprecedented $12.6 billion. The dramatic increase in aid flows during 

2006 was due to debt relief to a handful of countries under the Heavily Indebted Poor 

Countries (HIPC) initiative. The level of assistance came down somewhat during 2007 

and 2008, but reached $9.3 billion in 2009. 

 

 

(Continued in Next Page)

                                                 

 

7
 The Bahamas did not receive ODA during the period, as it is considered a High Income Country. 



 

 

 

 

Table 1 

Gross ODA Disbursements from DAC Member Countries and Multilateral Institutions to LAC, 2000-2009  

(Constant 2008 USD Millions) 

Country 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

Argentina 62.2 53.3 65.6 163.4 131.5 118.4 152.9 140.1 148.7 145.9 

Bahamas           

Barbados 2.5 0.8 2.1 4.0 6.1 3.6 6.9 11.2 7.0 12.2 

Belize 11.1 11.5 12.5 12.1 10.0 12.0 10.8 15.2 17.2 22.4 

Bolivia 349.0 862.7 1,305.3 946.3 1,288.5 701.2 2,740.2 544.2 578.7 734.8 

Brazil 510.5 432.8 410.2 459.3 409.8 455.3 399.5 471.5 587.7 599.2 

Chile 28.1 89.3 59.6 96.1 97.6 160.3 127.5 127.5 120.0 107.5 

Colombia 69.1 190.1 593.2 969.3 648.9 808.3 1,105.5 771.9 1,006.8 1,114.5 

Costa Rica 35.9 78.2 65.6 65.1 73.6 61.2 66.2 127.7 110.0 132.8 

Dominican Republic 97.4 123.2 199.6 176.5 170.0 174.0 235.4 257.3 239.4 211.0 

Ecuador 107.7 178.3 334.0 275.9 296.5 314.3 290.9 279.0 359.7 300.0 

El Salvador 128.3 290.9 241.2 229.3 265.8 274.4 216.7 235.7 278.3 342.5 

Guatemala 138.7 206.8 325.5 330.9 283.6 345.5 610.9 561.7 567.7 433.2 

Guyana 72.0 77.5 76.3 97.3 132.4 166.0 459.2 71.0 116.9 180.9 

Haiti 88.5 98.8 169.0 217.4 310.7 761.6 595.8 625.9 802.4 1,967.7 

Honduras 294.7 532.7 489.1 368.5 559.7 1,247.0 1,976.8 450.5 586.5 458.3 

Jamaica 88.6 132.2 137.1 84.5 166.0 144.0 130.0 104.8 151.1 194.0 

Mexico 27.7 93.0 224.8 214.0 196.2 302.4 357.4 258.3 276.4 299.5 

Nicaragua 385.4 1,288.0 502.9 900.5 1,624.4 767.2 2,037.2 700.8 690.3 797.8 

Panama 32.3 24.7 29.7 60.7 57.6 46.7 62.7 44.7 46.2 75.9 

Paraguay 59.4 77.7 64.6 130.4 133.8 111.8 126.9 169.0 182.3 212.3 

Peru 281.8 560.1 654.0 699.1 701.4 767.7 685.3 804.4 692.3 687.4 

Suriname 15.8 268.6 40.8 42.5 52.9 51.0 71.7 170.7 101.5 164.4 

Trinidad and Tobago 1.9 3.7 4.3 6.9 12.5 9.4 29.1 20.5 9.1 7.7 

Uruguay 12.8 18.2 13.1 21.7 19.8 31.4 28.6 47.5 41.6 72.3 

Venezuela 65.6 46.6 66.0 93.3 39.3 70.2 64.8 69.3 58.9 56.9 

Grand Total 2,967.1 5,739.6 6,086.3 6,664.7 7,688.6 7,904.9 12,588.8 7,080.3 7,776.6 9,331.0 

               Source: (OECD, 2010); analysis by the author. 

7
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2.2. The Left in Latin America and the Caribbean 

Castañeda (2006) defines the left as the ―current of thought, politics, and policy 

that stresses social improvements over macroeconomic orthodoxy, egalitarian distribution 

of wealth over its creation, sovereignty over international cooperation, democracy (at 

least when in opposition, if not necessarily once in power) over governmental 

effectiveness.‖ It should be noted that the left in LAC has taken many shapes and forms, 

ranging from the Communist regime of the Castro brothers in Cuba
8
 to the moderate 

socialism of Bachelet in Chile.  

Shifter (2011) explains that the literature differentiates between a ―moderate and 

pragmatic left‖ and a ―more populist and authoritarian grouping.‖ The former includes 

Lula‘s Brazil, Chile‘s Bachelet, Funes‘s El Salvador, and Uruguay under Vázquez and 

Mujica, while the latter is comprised by Chávez‘s Venezuela, Morales‘s Bolivia, Ortega‘s 

Nicaragua, and Correa‘s Ecuador. Recommending a more nuanced approach, he adds that 

scholars should look beyond the similarities and focus instead in the ―sharp differences‖ 

that exist within the two categories, highlighting that in some countries there has been a 

strong tendency toward pragmatism.  

Abente Brun (2008) offers an additional distinction between the nueva izquierda 

(the renewed left) and the izquierda nueva (the new left). The evolution of the former can 

be traced back to movements that emerged between the 1930s and the 1960s, established 

close ties with the working class and trade unions, and has resulted in political parties that 

                                                 

 

8
 Cuba is not a member of the Inter-American Development Bank. As such, it is not included in this study. 
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are very similar to today‘s European left. He argues that the renewed left is present today 

in Chile, Uruguay, Brazil, and Argentina, among others.  

In contrast, the izquierda nueva (the new left) is a more recent development and is 

characterized by a ―lack of organic ties with the working class and by reliance on an 

amorphous constituency.‖ These movements, Abente Brun claims, offer ―no real model 

of socioeconomic transformation other than utilizing state funds to build a clientelistic 

apparatus in the framework of an increasingly autocratic political system.‖ In the strict 

sense of the world, he expands, ―this is not the left,‖ even if these movements define 

themselves as such. Venezuela and Ecuador are examples of this new left. 

It is important to note that the political ideology of a particular government may 

or may not coincide with the political identity of public opinion in a given country. This 

is very much the case in Latin America. Using the indicator ―Orientation of Chief 

Executive‘s Party‖ of the World Bank‘s Database of Political Institutions, the number of 

leftist governments in the region increased during the 2000s. In 2000, seven out of the 

twenty-six countries included in this study were identified as ―Left.‖
9
 By the end of the 

decade, the number had risen to eleven.
10

 Meanwhile, political identity in Latin America, 

as reflected by a comparative public opinion survey conducted by Latinobarómetro, a 

Chilean organization, has hovered around the center: 

                                                 

 

9
 In 2000, Barbados, Brazil, Ecuador, Guyana, Jamaica, Mexico, and Trinidad and Tobago are identified as 

―Left‖ in ―Orientation of Chief Executive‘s Party.‖ Venezuela, which in the view of this author should have 

been coded as ―Left,‖ appears as ―No Information.‖ 
10

 In 2009, Argentina, Bolivia, Brazil, Costa Rica, Ecuador, Guatemala, Guyana, Nicaragua, Paraguay, 

Peru, and Uruguay are identified as ―Left‖ in ―Orientation of Chief Executive‘s Party.‖ Venezuela, which 

in the view of this author should have been coded as ―Left,‖ appears as ―No Information.‖ 
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A systematic review of left-right political identities from 1996 to 2009 

(…) clearly shows that most Latin Americans are clustered in the middle, 

which has remained relatively stable over time. A number of countries 

have moved slightly leftward, but overall the regionwide movement has 

been much more toward the center than to the left of the ideological 

spectrum. On a scale of 0 to 10, with 0 being the farthest left, no country 

fell below 4.0 for any year during this period—only one point left of the 

dead center (Shifter, 2011).
11

 

  

These findings coincide with research from Seligson (2007) using survey data 

from the World Values Survey (WVS) and the AmericasBarometer
12

, indicating that 

Latin Americans are actually slightly to the right of the world average. 

  

                                                 

 

11
 A table with the evolution of political identity in Latin America is presented in the Appendix. 

12
 The AmericasBarometer is a survey carried out periodically by the Latin American Public Opinion 

Project (LAPOP) of Vanderbilt University and a consortium of academic partner institutions, anchored at 

the Universidad de Costa Rica. 



 

 

11 

 

3. Literature Review
13

 

In a series of studies from the late 1970s, McKinley and Little provide the 

dominant framework for the econometric analysis of aid allocation, introducing the 

concepts of ―donor interest‖ and ―recipient need.‖ These notions encompass two 

diverging views on how aid is distributed from donors to recipient countries. On one 

hand, aid is allocated to fulfill the humanitarian needs of the receiving country; on the 

other, aid is used to advance the foreign policy interests of the donor (McKinlay & Little, 

1977). More recently, there has also been an interest among researchers to evaluate 

whether donors consider good governance in the recipient countries, broadly defined as 

the adoption of democratic values and practices, respect for human rights, and good 

public sector management, in their aid allocation decisions.  

Considering that donor interest is an ambiguous concept, researchers have used a 

variety of explanatory variables to include it in their econometric models. Some use 

dummy variables to measure colonial ties or geopolitical interests; others consider 

military aid, foreign investment, exports, or other commercial links. Recipient need is 

often measured with gross domestic product (GDP) or gross national product (GNP) per 

capita and other aspects of human development.  

There is no consensus in the literature regarding the determinants of aid 

allocation. Some empirical studies provide evidence of donor interest, recipient need, or 

good governance; a combination of donor interest and recipient need (for those studies 

                                                 

 

13
 This Literature Review draws on research conducted by the author for the Inter-American Development 

Bank during PPOL 910 – Curricular Practical Training. For more information see Estrada (2010). 
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that do not consider good governance); or some combination of all three elements. The 

results depend greatly on the research design, the donors and recipient countries 

considered, and the period of analysis. For example, in a widely cited study, Alesina and 

Dollar (1998) argue that the ―direction of foreign aid is dictated by political and strategic 

considerations, much more than by the economic needs and policy performance of the 

recipients.‖ On the other hand, Maizels and Nissanke (1984) argue that the recipient need 

model provides a reasonable explanation of multilateral aid.  

 As we will later examine, the difficulty of drawing on the literature to understand 

how donors allocate aid in LAC is that few empirical studies focus on the region, 

particularly in the post-Cold War era. Those that have been conducted often consider 

issues related to aid (its impact on economic growth, for example), but not necessarily its 

allocation, or are concerned about the practices of individual donors such as the United 

States and Japan or Multilateral Institutions such as the World Bank and the Inter-

American Development Bank. There is a vacuum in the literature in terms of identifying 

the determinants of aid flows in LAC at the aggregate level and exploring differences 

between bilateral and multilateral donors.  

 As Neumayer (2003) explains, in more recent studies there has been an interest in 

exploring whether good governance in the countries that receive aid is contemplated in 

donors' decisions. This concept ―comprises such things as democracy, respect for human 

rights, non-excessive military expenditures and the general quality of public sector 

management.‖ While many studies examine the role of good governance in aid 

allocation, one paper is worth mentioning here. In a study of the determinants of aid 

allocation by regional development banks and UN agencies, Neumayer (2003) finds that 
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respect for political freedom (political and civil rights) is associated with higher aid 

allocations by the Inter-American Development Bank and two UN agencies.  

 While much has been written about the determinants of aid allocation using 

multivariate regression analysis, few studies have actually looked at Latin America 

and/or the Caribbean in particular. Neumayer (2003) lists forty-three studies of this kind, 

out of which nine include variables referencing Latin America or the Caribbean and only 

three focus exclusively on the region:  

 Anyadike-Danes and Anyadike-Danes (1992) review the allocation of assistance 

from the European Community (EC) to members of the African, Caribbean and 

Pacific Group of States (ACP) 

 Grilli and Riess (1992) also examine the distribution and determinants of aid from 

the EC to ACP countries, but separate bilateral from multilateral aid 

 Arvin and Drewes (2001) focus their attention on German bilateral aid allocations 

and include a dummy variable for ACP countries 

 Cingranelli and Pasquarello (1985) study the relationship between human rights 

and the distribution of U.S. foreign aid, concentrating exclusively in Latin 

American countries 

 Poe and Sirangini (1994) examine the relationship between human rights and U.S. 

economic aid during the administrations of President Ronald Reagan, and include 

a dummy variable for Central American countries 

 Poe, Pilatovsky, Miller, and Ogundele (1994) revisit this subject, but narrow their 

attention to Latin America 
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 Apodaca and Stohl (1999) also explore the relationship between human rights and 

U.S. foreign assistance and include a dummy variable for Latin American 

countries 

 Gang and Lehman (1990) analyze U.S. bilateral aid allocations to Latin America 

through the Agency for International Development (USAID) 

 Neumayer (2003) studies the determinants of aid allocation by regional 

development banks and UN Agencies, as stated earlier 

 Four of the aforementioned studies on U.S. foreign aid examine the relationship 

between aid and human rights. Two additional studies on the subject, also with an 

emphasis on Latin America, are available: McCormick & Mitchell (1988) and Blanton 

(1994). From these studies, the one from Cingranelli and Pasquarello has been the most 

influential and suggests that human rights considerations have become institutionalized in 

the U.S. foreign aid distribution process. As a result, countries with better human rights 

practices are expected to receive more aid from the U.S. Gang and Lehman (1990) 

analyze U.S. bilateral aid allocations in Latin America through USAID and conclude that 

the agency has not conformed to a congressional directive from 1973 requiring it to 

provide economic aid ―to the poorest populations in the poorest countries.‖ 

 The EC claims to use ―democracy, respect for human rights and the rule of law, 

effective and accountable public sector management, low corruption and non-excessive 

military expenditures‖ as part of the criteria to allocate aid to ACP countries (Neumayer, 

2003). Grilli and Riess (1992) find that while the allocation of bilateral aid from EC 

countries to ACP countries was mostly aligned with the commercial interests of donors 
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until the late eighties, multilateral aid appears to have been allocated more according to 

the economic and social needs of recipient countries.   

There are no references in the quantitative aid literature concerning Latin 

American recipients and donors from both sides of the Atlantic. There are, however, two 

studies comparing the determinants of Japanese and U.S. official development assistance 

to Latin America: Katada (1997) and Tuman, Emmert, and Sterken (2001). Additionally, 

there are only two existing studies on aid to LAC at an aggregate level, although they are 

not concerned about the determinants of aid allocation: Tezanos, Madrueño, and Guijarro 

(2010) review the impact of aid on economic growth in the region and Tezanos and 

Llavador (2010) propose a new map for the allocation of international aid in LAC.  

In terms of the relationship between ideology and foreign aid, most studies have 

focused on the effects of ideology in the donor country, not in the recipient country. 

These studies have analyzed how aid allocation decisions vary depending on the ideology 

of the parties that are in power. In a paper  about the political economy of U.S. foreign 

aid, Milner and Tingley (2010) analyze how political ideology can help explain 

legislators‘ preferences toward aid. Brech and Potrafke (2009) examine the connections 

between the ideology of the donor countries and their preferences over foreign aid 

channels. As mentioned above, several studies explored the allocation of foreign aid 

based on ideological factors during the Cold War. Schraeder, Hook, and Taylor (1998) 

argue, for example, that ―ideology played an important role in the foreign aid regime of 

the 1980s.‖ On a study of the motivation and allocation criteria of food aid, Shapouri and 

Missiaen (1990) find that recipient need, political ideology, and economic export 

interests determine the distribution of US food aid. Chong and Gradstein (2008) examine 
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the determinants of foreign aid from the donors‘ perspective using citizen‘s political 

attitudes and the orientation of the political party in office, among other variables. No 

articles were identified in the literature that explore the effect of political ideology in aid 

allocation from the perspective of the recipient countries.  
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4. Conceptual Framework and Data 

The author developed an econometrics model to explain the pattern of aid flows 

from the OECD DAC Member Countries and Multilateral Institutions to LAC. The 

research question is similar to those addressed in past literature, in that it attempts to 

explain the quantity of aid assigned to a country, with the inclusion of an explanatory 

variable to gauge the effect of political ideology. The introduction of this section draws 

on the description of panel data analysis of Neumayer (2003). The data set consists of a 

longitudinal/panel data, which allows observation of the same units year after year. In 

this context, the following is the equation that explains the quantity of aid allocated: 

         
               

Time is represented by t, the recipient countries are indicated by i, y is the amount 

of aid, α is a constant and x’ contains the independent variables, β represents the 

coefficients to be estimated. The    represent country fixed effects; the    represent time 

fixed effects; and     is the error term. The introduction of the time-invariant individual 

country effects ―ensures that unobserved country heterogeneity, that is heterogeneity of 

countries that is not fully captured by the explanatory variables, is accounted for‖ 

(Neumayer, 2003).  

Time fixed effects are included to take into consideration the impact of business 

cycles, as proposed by Burnside and Dollar (2000). The use of country and time fixed 

effects is consistent with the model used by Trumbull and Wall (1994), which is one of 

only three studies identified in the literature that consider total aid. The remaining studies 

focus on either bilateral or multilateral aid or both, but not combined.  
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The study covers the 26 borrowing member countries of the Inter-American 

Development Bank. The list of countries is included in the first footnote in Section 1. The 

econometrics model considers the quantity of development aid received by a country as 

the dependent variable. A set of explanatory variables are included in the model to 

measure donor interest (this includes the variable to account for political ideology), 

recipient need, and good governance, and other aspects required for longitudinal analysis. 

Data for the independent variables come from various sources, as no data set includes all 

the variables used in the model. A detailed description of the sources of the data is 

provided later in sections 4.1 and 4.2. The data were combined to create a two-

dimensional panel data set that includes time and the individual characteristics of the 

recipient countries.  

Data were retrieved for the period between 1991 and 2009. The final period of 

analysis was changed to 2000 through 2009, given data restrictions and missing data for 

some of the dependent and independent variables.   

4.1. Dependent Variables 

Three different specifications are provided for an equal number of dependent variables, 

presented in Table 2. The full description of the variables and the source of the data are 

provided.  

 

 

(Continued in Next Page) 
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Table 2 

Dependent Variables 

Variable Name Description Source 

Aggregate Aid Aggregate gross disbursements of ODA from OECD DAC Member 

Countries and Multilateral Organizations to individual countries in LAC 

in constant 2008 USD millions (bilateral and multilateral ODA 

combined)  

OECD.StatExtracts, 

OECD 

Bilateral Aid Bilateral gross disbursements of ODA from OECD DAC Member 

Countries and Multilateral Organizations to individual countries in LAC 

in constant 2008 USD millions 

OECD.StatExtracts, 

OECD 

Multilateral Aid Multilateral gross disbursements of ODA from OECD DAC Member 

Countries and Multilateral Organizations to individual countries in LAC 

in constant 2008 USD millions 

OECD.StatExtracts, 

OECD 

 

This study distinguishes between aggregate, bilateral and multilateral aid because 

some researchers claim that the motivations of bilateral and multilateral donors are not 

the same. The regression results will indicate whether this is the case or not. Each 

specification has the same independent variables. Data on aid flows are available until 

2009, according to the latest release of the OECD Creditor Reporting System, made 

available on April 5, 2011. 

It should be noted that debt relief or cancelation provided by bilateral and 

multilateral donors to selected aid recipients is reported as aid by the OECD. The debt 

relief entries were removed for the Heavily Indebted Poor Countries (HIPC) in Latin 

American and the Caribbean (LAC), as they distort ODA figures.  

 The HIPC initiative included five countries in the Western Hemisphere: Bolivia, 

Guyana, Haiti, Honduras, and Nicaragua. These countries were eligible for full debt-

relief after completing a two-step process, a decision point and a completion point, which 

required meeting certain criteria established by the International Monetary Fund and the 

International Development Association. The following are the dates that the countries 

reached their decision and completion points: 
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Table 3 

HIPC Initiative in Latin America and the Caribbean 

Country Decision Point Date Completion Point Date 

Bolivia Feb-00 Jun-01 

Guyana Nov-00 Dec-03 

Haiti Nov-06 Jun-09 

Honduras Jun-00 Apr-05 

Nicaragua Dec-00 Jan-04 

Source: (International Development Association & International Monetary Fund, 2010). 

Debt cancellation (with a development motive) is reportable by creditors as a debt 

forgiveness grant on the OECD‘s Creditor Reporting System (OECD, 2002). Considering 

that the amount of debt that was forgiven to these countries by bilateral and multilateral 

creditors is substantial, the inclusion of these activities as Official Development 

Assistance may distort the regression results. In addition, the motivations that lead donors 

to forgive debt under the HIPC initiative are different from the ones that drive aid 

allocation decisions. For these reasons, all debt forgiveness entries for the 

aforementioned countries were eliminated from the dataset, from the year that the 

countries reached their completion point onward (in the case of Guyana, since the 

completion point date was December 2003, entries from 2004 onward were removed). 

Table 4 presents the disbursements of ODA to the countries that participated in the HIPC 

initiative including debt forgiveness. Table 5 provides the same information, but excludes 

debt forgiveness. 
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Table 4 

Gross ODA Disbursements from DAC Member Countries and Multilateral Institutions to 

Select Countries Including Debt Forgiveness of HIPC Initiative, 2000-2009  

(Constant 2008 USD Millions) 

Country 2001 2001 2002 2003 2004 2005 2006 2007 2008 2009 

Bolivia 349.0 862.7 1,305.3 946.3 1,288.5 701.2 2,740.2 544.2 578.7 734.8 

Guyana 72.0 77.5 76.3 97.3 132.4 166.0 459.2 71.0 116.9 180.9 

Haiti 88.5 98.8 169.0 217.4 310.7 761.6 595.8 625.9 802.4 1,967.7 

Honduras 294.7 532.7 489.1 368.5 559.7 1,247.0 1,976.8 450.5 586.5 458.3 

Nicaragua 385.4 1,288.0 502.9 900.5 1,624.4 767.2 2,037.2 700.8 690.3 797.8 

Grand Total 1,189.6 2,859.5 2,542.6 2,530.0 3,915.7 3,643.0 7,809.2 2,392.4 2,774.8 4,139.5 

Source: (OECD, 2010); calculations by the author. 

 

Table 5 

Gross ODA Disbursements from DAC Member Countries and Multilateral Institutions to 

Select Countries Excluding Debt Forgiveness of HIPC Initiative, 2000-2009  

(Constant 2008 USD Millions) 

Country 2001 2001 2002 2003 2004 2005 2006 2007 2008 2009 

Bolivia 349.0 649.3 647.4 838.7 744.4 657.4 669.7 545.0 575.7 734.8 

Guyana 72.0 77.5 76.3 97.3 82.3 114.7 129.2 71.0 116.9 180.9 

Haiti 88.5 98.8 169.0 217.4 310.7 761.6 595.8 625.9 802.4 1,110.9 

Honduras 294.7 532.7 489.1 368.5 559.7 525.4 388.8 400.8 586.5 458.3 

Nicaragua 385.4 1,288.0 502.9 900.5 570.9 561.4 693.4 700.8 690.3 797.8 

Grand Total 1,189.6 2,646.2 1,884.8 2,422.4 2,267.9 2,620.6 2,476.9 2,343.5 2,771.8 3,282.7 

Source: (OECD, 2010); calculations by the author. 

  

4.2. Independent Variables 

As mentioned earlier, a set of independent variables are included in the model to 

measure donor interest, recipient need, good governance, and other aspects that are 

relevant to this study, as suggested in the aid allocation literature. Considering that donor 

interest is an ambiguous concept, researchers have used a variety of explanatory variables 

to include it in their econometric models. Some use dummy variables to measure colonial 

ties or geopolitical interests; others employ military aid, foreign investment, exports, or 

other commercial links. Recipient need is often measured with gross domestic product 

(GDP) or gross national product (GNP) per capita and other aspects of human 

development. It is important to note that measures reflecting past colonial ties, which are 
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used in a variety of studies as donor interest variables, were not included in this model. 

Alesina and Dollar (1998) argue that colonial past is a major determinant of foreign aid. 

Nonetheless, all the countries under consideration were colonies and maintain important 

ties to their former colonial rulers, be it Spain, Portugal, France, or Britain. The risk of 

omitted variable bias as a result of this decision is not a cause of major concern. 

The variable that was selected to account for the political ideology of the recipient 

country is the orientation of chief executive‘s party, which was mentioned in Section 2. 

Table 6 provides the full description of the variables and the source of the data. 

 

Table 6 

Explanatory Variables 

Variable Name Description Source 

Orientation of Chief Executive‘s Party Orientation of Chief Executive's Party: 

right (1); left (3); center (2); no 

information (0); no executive (-999) 

Database of Political 

Institutions, The World Bank 

GDP per Capita Real GDP per capita (Constant Prices: 

Laspeyres), derived from growth rates 

of c, g, i 

Penn World Table 6.3 

Openness Openness in Constant Prices. Exports 

plus Imports divided by rgdpl. It is 

equivalent to the total trade as a 

percentage of GDP  

Penn World Table 6.3 

Exports Exports of goods and services 

(constant 2000 US$) 

World Development 

Indicators, The World Bank 

Foreign Direct Investment Foreign direct investment, net inflows 

(BoP, constant 2008 US$) 

World Development 

Indicators, The World Bank. 

Conversions from current 

USD to constant 2008 USD 

by the author 

Population Population, total World Development 

Indicators, The World Bank 

Life Expectancy Life expectancy at birth, total (years) World Development 

Indicators, The World Bank 

Literacy Rate Literacy rate, adult total (% of people 

ages 15 and above) 

EarthTrends, World 

Resources Institute (The 

Bahamas, Belize, Guyana, 

and Haiti); Central Bank of 

Barbados; World 

Development Indicators, The 

World Bank (all other 

countries) 

Infant Mortality Rate Mortality rate, infant (per 1,000 live 

births) 

World Development 

Indicators, The World Bank 

Political Rights Political Rights country rating. 

Political rights are measured on a one-

Freedom House 
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Variable Name Description Source 

to-seven scale, with one representing 

the highest degree of freedom and 

seven the lowest 

Civil Liberties Civil Liberties country rating. Civil 

liberties are measured on a one-to-

seven scale, with one representing the 

highest degree of freedom and seven 

the lowest 

Freedom House 

Economic Freedom Index of Economic Freedom, derived 

from ten components of economic 

freedom. Each of them is assigned a 

grade using a scale from 0 to 100, 

where 100 represents the maximum 

freedom. The scores are then averaged 

to give an overall economic freedom 

score for each country. The ten 

components of economic freedom are: 

business freedom; trade freedom; 

fiscal freedom; government spending; 

monetary freedom; investment 

freedom; financial freedom; property 

rights; freedom from corruption; and 

labor freedom 

The Heritage Foundation and 

The Wall Street Journal 

Government Effectiveness Government Effectiveness indicator. 

Measures ―the quality of public 

services, the quality of the civil service 

and the degree of its independence 

from political pressures, the quality of 

policy formulation and 

implementation, and the credibility of 

the government‘s commitment to such 

policies.‖ Measured in units ranging 

from about -2.5 to 2.5, with higher 

values corresponding to better 

governance outcomes 

World Governance Indicators, 

The World Bank 

Control of Corruption Control of Corruption indicator. 

Measures ―the extent to which public 

power is exercised for private gain, 

including both petty and grand forms 

of corruption, as well as "capture" of 

the state by elites and private 

interests.‖ Measured in units ranging 

from about -2.5 to 2.5, with higher 

values corresponding to better 

governance outcomes 

World Governance Indicators, 

The World Bank 

Gini Coefficient Gini coefficient. Ranging from 0, 

indicating perfect equality, to 100, 

indicating perfect inequality 

(alternatively, it is measured from 0 to 

1, depending on how the indicator is 

constructed). According to the World 

Bank, it is the ―most commonly used 

measure of inequality‖ 

All The Ginis Dataset, The 

World Bank 

Arms Transfers Total trend-indicator value (TIV) of 

arms imports from OECD DAC 

Member Countries 

Arms Transfers Database, 

Stockholm International 

Peace Research Institute 

Country Dummy Variables Country dummy variables to account 

for country-fixed effects 

N/A 

Year Dummy Variables Year dummy variables to account for 

time-fixed effects 

N/A 
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The classification of the explanatory variables in the aforementioned categories is 

presented in Table 7. 

Table 7 

Classification of Explanatory Variables 

Category Variable 

Donor Interest Orientation of Chief Executive‘s Party 

 Openness 

 Exports 

 Foreign Direct Investment 

 Economic Freedom 

 Arms Transfers 

Recipient Need GDP per Capita 

 Life Expectancy 

 Literacy Rate 

 Infant Mortality Rate 

 Gini Coefficient 

Good Governance Political Rights 

 Civil Liberties 

 Government Effectiveness 

 Control of Corruption 

Other Population 

 Country Dummy Variables 

 Year Dummy Variables 

 

4.3. Descriptive Statistics 

Table 8 provides the descriptive statistics for the dependent and explanatory 

variables, except for the variables that are categorical.  Frequency distribution tables are 

provided for the latter. Given the number of countries included in the dataset (26) and the 

number of years considered (19), the maximum number of observations per variable is 

494. There is a great deal of missing data for multilateral aid, particularly for the years 

prior to 1995 (and 2000 for some countries). Data on government effectiveness and 

control of corruption is only available for two years prior to 2000. 
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Table 8 

Descriptive Statistics 

Variable Name Obs Mean Std. Dev Min Max 

Aggregate Aid 452 182.89 226.67 0.05 1,287.95 

Bilateral Aid 451 156.40 195.34 0.05 1,176.54 

Multilateral Aid 291 41.70 59.85 0.24 408.29 

GDP per Capita 442 8,410.05 5,539.38 1,452.98 27,344.34 

Openness 442 82.04 44.51 13.61 222.29 

Exports 437 17,538,811,436.76 36,758,963,930.12 154,967,723.14 253,424,560,067.71 

Foreign Direct Investment 494 2,708,740,152.23 6,328,536,778.78 -3,065,946,070.93 45,058,156,303.77 

Population 494 19,262,927.34 36,895,768.63 194,000.00 193,733,795.00 

Life Expectancy 464 70.60 4.43 55.43 78.92 

Literacy Rate 71 88.74 8.75 52.00 98.70 

Infant Mortality Rate 182 25.02 14.33 7.00 92.20 

Economic Freedom 387 62.09 8.22 35.90 78.60 

Government Effectiveness 284 -0.13 0.68 -1.66 1.51 

Control of Corruption 284 -0.20 0.76 -1.79 1.56 

Gini Coefficient 200 54.11 6.54 37.15 75.40 

Arms Transfers 209 77.06220096 135.3795624 0 1106 

Note: Aggregate Aid, Bilateral Aid, and Multilateral Aid exclude Debt Forgiveness of HIPC Initiative. 

 

There are three categorical variables in the dataset, the orientation of the chief 

executive‘s party (see Table 9), the political rights country rating (see Table 10), and the 

civil liberties country rating (see Table 11). Each variable has 494 observations. 

 

 

(Continued on Next Page) 
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Table 9 

Frequency Distribution Table – Orientation of Chief Executive’s Party
14

 

Value Frequency 

Right (1) 231 

Center (2) 38 

Left (3) 134 

No Information (0) 90 

No Executive (-999) 1 

Total 494 

 

Table 10 

Frequency Distribution Table - Political Rights 

Value Frequency 

Highest Degree of Freedom - 1 132 

2 162 

3 121 

4 57 

5 12 

6 5 

Lowest Degree of Freedom - 7 5 

Total 494 

 

Table 11 

Frequency Distribution Table - Civil Liberties 

Value Frequency 

Highest Degree of Freedom - 1 69 

2 125 

3 203 

4 66 

5 23 

6 5 

Lowest Degree of Freedom - 7 3 

Total 494 

 

                                                 

 

14
 The following is the criteria used by the authors of the Database of Political Institutions to code party 

orientation: ―Party orientation with respect to economic policy, coded based on the description of the party 

(...) using the following criteria:  

Right: for parties that are defined as conservative, Christian democratic, or right-wing.  

Left: for parties that are defined as communist, socialist, social democratic, or left-wing. 

Center: for parties that are defined as centrist or when party position can best be described as centrist (e.g. 

party advocates strengthening private enterprise in a social-liberal context). Not described as centrist if 

competing factions ―average out‖ to a centrist position (e.g. a party of ―right-wing Muslims and Beijing-

oriented Marxists‖). 

0: for all those cases which do not fit into the above-mentioned category (i.e. party‘s platform does not 

focus on economic issues, or there are competing wings), or no information. 

NA: for those cases which there is no executive‖ (Keefer, 2010).  
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4.4. Model Specification 

In order to reduce skewness of the distribution, the following variables in the 

model were logged: aggregate aid, bilateral aid, multilateral aid, GDP per capita, 

openness, exports, foreign direct investment, population, and arms imports. Government 

effectiveness and control of corruption were recoded to go from 0 to 5 instead of -2.5 to 

2.5 for ease of interpretation. Linear extrapolation was used to supplement some of the 

missing observations for variables that have a clear upward trend, such as life expectancy 

and literacy rate, and a downward trend in the case of infant mortality rate. 

The correlation between aggregate aid and bilateral aid is very high (0.97), which 

is expected. Those variables go in separate specifications, thus is not a cause of concern. 

Life expectancy is also highly correlated with the infant mortality rate (-0.91). The sign 

of the correlation indicates that there is an inverse relationship between both variables. To 

avoid multicollinearity, the author has omitted infant mortality rate from the model. 

The correlation between government effectiveness and control of corruption is 

also very high (0.91). According to the World Bank‘s World Governance Indicators, 

government effectiveness measures ―the quality of public services, the quality of the civil 

service and the degree of its independence from political pressures, the quality of policy 

formulation and implementation, and the credibility of the government‘s commitment to 

such policies‖ (World Bank, 2010). Higher values correspond to better governance 

outcomes. In turn, control of corruption measures ―the extent to which public power is 

exercised for private gain, including both petty and grand forms of corruption, as well as 

"capture" of the state by elites and private interests‖ (World Bank, 2010). Similarly, 
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higher values also correspond to better governance outcomes. Since both variables are 

highly correlated, government effectiveness was dropped from the model. There are other 

measures of corruption that could be used: Transparency International‘s Corruption 

Perception Index (CPI) or the corruption index from the International Country Risk 

Guide (ICRG). Unfortunately the CPI was not designed for year-to-year comparisons and 

the corruption index from the ICRG is prohibitively expensive.  

The correlation between the Political Rights and Civil Liberties country ratings is 

also high (0.80). This is something that other researchers point to in the literature. In 

some studies both indices are added together or the average is used instead. The latter 

alternative was used for this study and is presented throughout the rest of this document 

as a proxy for democracy. 

Multicollinearity was corrected for variables for which the correlation is 0.8 in 

absolute terms or higher. Multicollinearity might also pose a problem for some variables 

that exhibit moderate correlation with GDP per capita: life expectancy (0.65), infant 

mortality rate (-0.70), government effectiveness (0.77), and control of corruption (0.70). 

As mentioned earlier, the infant mortality rate and government effectiveness were 

dropped from the model. That still leaves two variables that can be problematic, life 

expectancy and control of corruption; however, since measures of recipient need and 

good governance are needed for the model, both variables were preserved. Exports and 

foreign direct investment are also highly corrected, thus the latter was dropped as well. 

The Gini Index was eliminated due to missing data. Other variables for income inequality 

with enough observations to fit the dataset were unavailable. 



 

 

29 

 

The political ideology variable, orientation of chief executive‘s party, was 

recoded as a dummy variable, assigning ―Right‖ and ―Center‖ a value of 0, and ―Left‖ a 

value of 1. The correlation matrix for the recoded variables is presented in Table 12. 

All independent variables were lagged one year, considering that donors rely on 

figures from the previous one or two years to determine how much aid to give to a 

recipient country. As mentioned at the beginning of this section, the longitudinal analysis 

was conducted with country and time fixed effects to control for individual country and 

year effects. Corrections for heteroskedasticity and serial autocorrelation were also 

introduced. 

 

 

 



 

 

 

Table 12 

Correlation Matrix – Recoded Variables 

 (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (15) (16) (17) (18) 

(1) 1.000                  

(2) 0.972 1.000                 

(3) 0.743 0.630 1.000                

(4) 0.020 -0.050 0.108 1.000               

(5) -0.457 -0.474 -0.515 0.026 1.000              

(6) -0.408 -0.457 -0.201 0.008 0.178 1.000             

(7) 0.253 0.290 0.016 0.124 0.433 -0.366 1.000            

(8) 0.355 0.381 0.127 0.085 0.279 -0.430 0.877 1.000           

(9) 0.602 0.657 0.337 0.020 -0.251 -0.734 0.747 0.714 1.000          

(10) -0.174 -0.158 -0.353 -0.046 0.646 0.172 0.500 0.393 0.013 1.000         

(11) -0.280 -0.292 -0.351 0.071 0.562 0.082 0.366 0.383 -0.004 0.546 1.000        

(12) 0.188 0.179 0.358 0.023 -0.704 -0.284 -0.482 -0.348 0.101 -0.910 -0.555 1.000       

(13) 0.400 0.423 0.391 -0.038 -0.632 -0.433 -0.055 -0.023 0.462 -0.595 -0.438 0.651 1.000      

(14) -0.214 -0.181 -0.306 -0.340 0.517 0.157 0.133 0.241 -0.131 0.464 0.206 -0.488 -0.502 1.000     

(15) -0.473 -0.468 -0.423 -0.016 0.774 0.198 0.259 0.288 -0.310 0.513 0.443 -0.592 -0.759 0.713 1.000    

(16) -0.452 -0.451 -0.405 0.037 0.702 0.161 0.160 0.213 -0.338 0.517 0.433 -0.589 -0.757 0.629 0.908 1.000   

(17) 0.428 0.375 0.123 -0.168 -0.291 -0.219 -0.023 0.009 0.198 -0.209 -0.183 0.292 0.310 0.047 -0.118 -0.205 1.000  

(18) 0.199 0.234 -0.024 -0.040 0.114 -0.396 0.518 0.568 0.526 0.250 0.186 -0.259 -0.009 0.121 0.318 0.308 0.161 1.000 

Legend: (1) Aggregate Aid (log); (2) Bilateral Aid (log); (3) Multilateral Aid (log); (4) Orientation of Chief Executive's Party; (5) GPD per Capita (log); (6) Openness (log); (7) 

Exports (log); (8) Foreign Direct Investment (log); (9) Population (log); (10) Life Expectancy; (11) Literacy Rate; (12) Infant Mortality Rate; (13) Democracy; (14) Economic 

Freedom ; (15) Government Effectiveness; (16) Control of Corruption; (17) Gini Coefficient; (18) Arms Transfers.

3
0
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5. Results and Discussion 

The results of the three panel regressions are presented in Table 13 through Table 

15. The coefficient estimates and robust standard errors are provided. The independent 

variables that were found to be statistically significant are marked with asterisks. 

  

Table 13 

Model 1: Panel Regression with Aggregate Aid (Log) as Dependent Variable, 2000-2009 

GDP per Capita (log & lag) 3.576 

 (2.204) 

Openness (log & lag) 1.643 

 (1.616) 

Exports (log & lag) -2.060 

 (1.290) 

Population (log & lag) -13.69*** 

 (3.315) 

Life Expectancy (lag) 0.0683 

 (0.219) 

Literacy Rate (lag) 0.0860 

 (0.0593) 

Democracy (lag) 0.494** 

 (0.213) 

Economic Freedom (lag) -0.0253** 

 (0.0103) 

Control of Corruption (lag) -0.130 

 (0.280) 

Arms Transfers (log & lag) -0.00150 

 (0.0369) 

Orientation of Chief Executive‘s Party (lag) -0.464** 

 (0.156) 

Observations 60 

R-squared 0.409 

Number of Countries 14 

Notes: Country and time fixed effects used for all regressions. 

Coefficient of constant not reported. 

Robust standard errors in parentheses. 

*** p<0.01, ** p<0.05, * p<0.1 

 

 As mentioned earlier, for the purpose of this study, aggregate aid is bilateral and 

multilateral aid combined. Considering that bilateral aid comprises the bulk of the foreign 

aid that LAC receives, it is expected that some of the variables that are significant in the 

bilateral aid regression will also be significant in the results for aggregate aid. The 

regression results suggest that both donor interest and good governance drive the 
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allocation of aggregate aid, as reflected by the fact that economic freedom, the orientation 

of the chief executive‘s party, and democracy are statistically significant at the 5% level, 

while there is no indication of recipient need (see Table 13). In one of the few studies in 

the literature that consider aggregate aid flows, Neumayer (2003) does not find 

democracy to be statistically significant. Nonetheless, he finds that low regulatory burden 

is positively associated with aggregate aid flows. While low regulatory burden is not 

necessarily equivalent to economic freedom, the concept encompasses some of the same 

aspects. It represents ―the burden on business via quantitative regulations, price controls 

and other interventions into the economy‖ (Neumayer, 2003).  

Surprisingly, however, the sign of the coefficient of economic freedom is 

negative, which would suggest that as economic freedom increases, aggregate aid goes 

down. Population is statistically significant at the 1% level. The negative sign of the 

coefficient is consistent with the findings in the empirical literature. Isopi and Mavrotas 

(2009) report that the population variable is often significant and with a negative sign in 

studies of this kind, ―supporting the paradox that small countries receive more aid per 

capita than big ones.‖ The negative sign of the coefficient of the chief executive‘s party 

indicates that leftist governments receive less aggregate aid than governments from the 

center and right, supporting the hypothesis presented in this paper. The R-squared of 

0.409 indicates that 40.9% of the variation in the model can be attributed to the 

explanatory variables in the model.  

 

 

(Continued on Next Page)  
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Table 14 

Model 2: Panel Regression with Bilateral Aid (Log) as Dependent Variable, 2000-2009 

GDP per Capita (log & lag) 3.517 

 (2.104) 

Openness (log & lag) 2.024 

 (1.660) 

Exports (log & lag) -1.812 

 (1.266) 

Population (log & lag) -10.04** 

 (3.382) 

Life Expectancy (lag) -0.0696 

 (0.206) 

Literacy Rate (lag) 0.120** 

 (0.0500) 

Democracy (lag) 0.547** 

 (0.207) 

Economic Freedom (lag) -0.0251** 

 (0.0106) 

Control of Corruption (lag) -0.0838 

 (0.305) 

Arms Transfers (log & lag) 0.0115 

 (0.0346) 

Orientation of Chief Executive‘s Party (lag)  -0.498*** 

 (0.157) 

Observations 60 

R-squared 0.450 

Number of Countries 14 

Notes: Country and time fixed effects used for all regressions. 

Coefficient of constant not reported. 

Robust standard errors in parentheses. 

*** p<0.01, ** p<0.05, * p<0.1 

 

In terms of bilateral aid, donor interest and good governance also drive allocation 

decisions, but recipient need plays a role as well (see Table 14). The indicator for 

ideology is statistically significant at the 1% level and has a negative sign, reinforcing the 

hypothesis that leftist governments receive less foreign aid, in this case from bilateral 

donors, than those in the center or the right. In comparison to the aggregate aid model, 

the size of the estimate for orientation of the chief executive‘s party is larger in absolute 

terms. The signs of the coefficients for population, democracy, and economic freedom 

remain the same. The magnitude of the coefficients for democracy and economic 

freedom vary slightly, while the coefficient of population is much smaller on the bilateral 

aid model. The literacy rate is statistically significant at the 5% level. The positive sign 
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suggests that increases in this indicator yield larger ODA receipts. Despite the fact that 

one of the variables is suggestive of recipient need, the allocation of bilateral aid is better 

explained with the donor interest model, which coincides with research from Maizels and 

Nissanke (1984). The R-squared of the model is 0.450, which means that the explanatory 

variables are better predictors of bilateral aid flows than aggregate aid.  

 

Table 15 

Model 3: Panel Regression with Multilateral Aid (Log) as Dependent Variable,  

2000-2009 

GDP per Capita (log & lag) 5.491** 

 (2.386) 

Openness (log & lag) 2.822 

 (1.703) 

Exports (log & lag) -5.198*** 

 (1.400) 

Population (log & lag) -35.56*** 

 (6.122) 

Life Expectancy (lag) 1.813*** 

 (0.462) 

Literacy Rate (lag) -0.144 

 (0.145) 

Democracy (lag) 0.317 

 (0.230) 

Economic Freedom (lag) -0.0220 

 (0.0234) 

Control of Corruption (lag) -1.321** 

 (0.440) 

Arms Transfers (log & lag) -0.110 

 (0.0676) 

Orientation of Chief Executive‘s Party (lag)  -0.421* 

 (0.218) 

Observations 60 

R-squared 0.088 

Number of Countries 14 

Notes: Country and time fixed effects used for all regressions. 

Coefficient of constant not reported. 

Robust standard errors in parentheses. 

*** p<0.01, ** p<0.05, * p<0.1 

 

The results of third panel regression indicate that the allocation of multilateral aid 

is driven by donor interest, recipient need, and good governance (see Table 15). In this 

case, the orientation of the chief executive‘s party is statistically significant at the 10% 

level, but preserves the negative sign. While the magnitude of the coefficient in this 
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specification is smaller than in the ones for aggregate and bilateral aid, it suggests that the 

political ideology of the recipient country does have an incidence on aid disbursements 

from Multilateral Organizations. Leftist governments receive less multilateral aid than 

those from the center and the right. Exports, which are also a measure of donor interest, 

are statistically significant at the 1% level. Unlike the previous two specifications, 

economic freedom and democracy are not statistically significant.  

Two variables that represent recipient need play an important role in this model: 

GDP per capita and life expectancy. The sign of the coefficient of GDP per capita 

indicates that more aid goes to richer countries, which runs counter to the notion that 

development aid should be directed primarily to countries that are poor. Isenman (1976) 

found that when it comes to aid allocation, there is a bias against poorer countries. 

Neumayer (2003) explains that ―very poor countries often tend to receive less per capita 

aid than less poor countries. Only after a certain income threshold has been reached, the 

exact location which differs from donor to donor, do richer countries receive less aid per 

capita.‖ The results from this regression suggest that there is an income bias in 

multilateral aid to LAC.   

Control of corruption, which is included as a measure of good governance, is 

statistically significant at the 5% level. In terms of the estimate for population, it is much 

larger in magnitude than in the previous two specifications, but the sign is the same. It is 

important to point out that the R-squared in this model is 0.088, which is much lower than 

the previous two panel regressions. This denotes that the explanatory variables account 

for less of the variation in the dependent variable, when compared to aggregate and 

bilateral aid.      
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5.1. Limitations of the Empirical Research 

As is often the case with empirical research, there are methodological and 

conceptual limitations to this study. The specifications presented above allow for 

comparisons between aggregate, bilateral, and multilateral aid for recipient countries, but 

do not say much about differences between donors. This is due to the fact that the panel 

regressions only have two dimensions, recipient country and year. A direction for future 

research would be to utilize a three-dimensional panel that includes donors, such as the 

one proposed by Berthélemy and Tichit (2004), in order to extract conclusions about their 

individual behavior. 

A three-dimensional panel would have an additional advantage: the measurements 

of donor interest would provide a more accurate depiction of the relationship between 

donors and recipient countries. For example, in the model for bilateral aid, the exports 

indicator could be revised with figures of exports from individual donors to recipient 

countries. This would account for trade flows with more precision. Similarly, the 

variables for foreign direct investment and arms transfers could use data about foreign 

direct investment and arms transfers from the individual donors to the recipient countries 

respectively, instead of employing aggregate measures. Other donor interest variables 

that are widely used in other studies could be considered as well: number of transnational 

corporations; voting similarity at the United Nations; and the number of foreign military 

personnel in the country.  

As mentioned in Section 4, several variables were dropped from the model due to 

data availability. The small number of observations for the Gini index renders the 

variable useless. No adequate replacements to gauge income inequality were identified 
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either. Government effectiveness and control of corruption were highly correlated. To 

avoid multicollinearity, government effectiveness was dropped as well. The introduction 

of the measurement of corruption devised by the International Country Risk Guide would 

have been preferable, but the information is not available free of charge.  

There are a few potential criticisms one may have concerning this study. One is 

the potential inadequacy of the indicator used to measure political ideology. One may 

also argue that the concept of political ideology is too subjective to be narrowed down in 

a few categories, or that the orientation of the chief executive‘s party is not necessarily 

representative of the government style of the chief executive. The chief executive‘s party 

may have one platform, for instance, but the chief executive may decide not to follow the 

party‘s premises for certain issues. He or she may seek agreement with other parties in 

the government coalition (or even the opposition) to garner enough support in Congress 

for a particular bill.  

While all of these criticisms are worth noting, the variable represents the best tool 

available to measure political ideology, considering the use of a rigorous methodology 

that has been widely debated among scholars (Keefer (2010) provides a lengthy 

description of the methodology employed to code party orientation; additional 

information about the Database of Political Institutions is available at Beck et al. (2001)). 

Ideally, it would be preferable to have additional categories within the left to capture 

nuances within the so-called ―leftist‖ governments. For example, as mentioned in Section 

2.2, the literature distinguishes between a moderate and pragmatic left and a more 

populist and authoritarian one (2011). Likewise, Abente Brun (2008) differentiates 

between the nueva izquierda (the renewed left) and the izquierda nueva (the new left). 
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Two statistical limitations are also worth noting. The first one relates to the 

sample size. Despite the fact that data were obtained for 26 countries from 1991 through 

2009, due to data availability for some of the variables (multilateral aid, government 

effectiveness, control of corruption, and arms transfers), the period of analysis was 

changed to 2000 through 2009. Additionally, the statistical package dropped a large 

number of observations due to missing data. This is an important limitation of 

longitudinal analysis. The dataset was further restricted by the fact that the conversion of 

orientation of the chief executive‘s party from a categorical variable to a dummy required 

dropping the observations coded as ―No Information‖ or ―No Executive.‖ 

The second limitation is the potential endogeneity of some of the independent 

variables, particularly those intended to reflect recipient need. GDP per capita, for 

example, may be affected by the amount of aid. The impact of foreign aid on economic 

growth is a hotly debated issue among academics. In a seminal piece in the growth 

literature, Burnside and Dollar (2004) argue that ―aid spurs growth conditional on the 

quality of the institutions and policies.‖ Nonetheless, the controversy has not been settled 

and the methods suggested in the aid allocation literature to address this problem are 

inadequate for LAC. Neumayer (2003), for example, explains that instrumental variables 

can be used to correct for endogeneity. However, in the view of this author, none of the 

instruments he suggests can be adapted to the region. If present, endogeneity will bias the 

coefficient estimates. This is why it is a source of concern. Developing instruments for 

each of the potentially endogenous variables that are suitable for the Latin American 

context is another area of future research. 
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5.2. Policy Implications 

As detailed in Section 2.2, the left in LAC is not a homogeneous entity. Even 

within the groupings of leftist countries identified in the literature, there are broad 

distinctions. Donors should use a more subtle and nuanced approach as part of the aid 

allocation process, evaluating the policies and outcomes of the governments in the region 

and paying less attention to the rhetoric of some of the so-called leftist leaders. 

Seligson (2007) reminds us that the ideological variations among the presidents of 

the left are great. Lula in Brazil and Bachelet in Chile supported free trade and close ties 

with the United States, while Chávez employed (and still does) a rhetoric ―replete with 

praise of socialism and attacks on capitalism and the United States.‖ To provide another 

example, Kirchner‘s rhetoric in Argentina seemed ―populist‖ at times and had clear 

―leftist‖ elements, but his actions were actually more aligned with the center than the left.  

Shifter (2011) points out that the most moderate leftist countries have proven to 

be the most successful: ―They blend economic progress, social-equity gains, and 

democratic governance.‖ Brazil under Lula epitomizes the positive results of the formula 

of leftism with moderation and pragmatism. Despite Lula‘s background as a metal 

worker, former union organizer and militant of the left, his economic and social policies 

were not always in line with Brazil‘s radical left. 

These examples point to the fact that donors should move beyond the 

consideration of political ideology as a factor in the determination of aid disbursements. 

If leftist governments are able to deliver meaningful improvements in the lives of their 

citizens, then they should not be penalized with reduced aid flows.  
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6. Conclusion 

This paper examined the allocation of ODA from the OECD DAC Member 

Countries and Multilateral Organizations to LAC during the 2000s. The major 

contribution of this study to the extensive literature on aid allocation is that political 

ideology does help explain why some countries in LAC receive more aid than others. 

Since the end of the Cold War, very few studies have examined the relationship between 

political ideology and foreign aid. The ones available consider ideology at the donor 

country level, either focusing on citizen‘s political attitudes or on the orientation of the 

political party in office. This is the first empirical analysis that takes into account political 

ideology from the perspective of the recipient countries. The variable that was chosen to 

measure this concept, orientation of the chief executive‘s party, can also be used to trace 

the recent political evolution in the region. In 2000, only seven countries out of twenty-

six were identified as ―Left.‖ By the end of the decade, the number had risen to eleven. 

The swing towards the left has had all sorts of repercussions in the political landscape of 

the region. As this paper indicates, it has had an effect in the amount of ODA that some 

countries receive. Leftist governments do in fact receive fewer disbursements than those 

in the center and the right, which was the main hypothesis of this paper. These results 

apply for both bilateral and multilateral donors. Not surprisingly, however, the impact is 

more pronounced on the former, considering that political ideology is a measure of donor 

interest.  

This paper also found that the allocation of aggregate aid is driven by donor 

interest and good governance. If bilateral and multilateral disbursements are analyzed 

separately, recipient need also plays a role in the allocation process, although to a varying 
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degree depending on the type of aid being considered. Donor interest has a bigger weight 

in the determination of bilateral aid than recipient need and good governance, while 

recipient need is more important for multilateral aid. These results coincide with previous 

research that indicates that donor interest indicators better explain the allocation of 

bilateral aid, while the recipient need variables are more reflective of multilateral aid 

allowances. Population bias was detected in the three specifications presented in this 

paper, indicating that less populous countries receive more aid per capita than more 

populous ones. This finding is also consistent with the literature. The results also reflect 

an income bias in the distribution of multilateral aid. This means that ODA from 

Multilateral Organizations does not necessarily flow to the countries that need it the most. 
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Appendix 

 

Table 16 

ODA Recipients in LAC
1,2

 

(Effective for 2008, 2009, and 2010 Aid Flows) 

Least Developed Countries Other Low Income 

Countries 

(per capita GNI < $935 in 

2007) 

Lower Middle Income 

Countries and Territories 

(per capita GNI $936-

$3,705 in 2007) 

Upper Middle Income 

Countries and Territories 

(per capita GNI $3,706-

$11,455 in 2007) 

Haiti  Bolivia 

Colombia 

Dominican Republic 

Ecuador 

El Salvador 

Guatemala 

Guyana 

Honduras 

Jamaica 

Nicaragua 

Paraguay 

Peru 

 

Argentina 

Barbados 

Belize 

Brazil 

Chile 

Costa Rica 

Mexico 

Panama 

Suriname 

Trinidad and Tobago3 

Uruguay 

Venezuela 

Source: (OECD, 2009). 
1 Effective for 2008, 2009, and 2010 aid flows. 
2 The Bahamas is not a recipient of ODA. 
3 Trinidad and Tobago exceeded the high income country threshold in 2006 and 2007. It will stop being an recipient of 

ODA if it remains a high income country until 2010. 

As of April 2008, the Heavily Indebted Poor Countries (HIPC) in LAC are: Bolivia, Guyana, Haiti, Honduras, and 

Nicaragua. 

 

 

(Continued in Next Page) 
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Table 17 

DAC Member Countries 

Australia 

Austria 

Belgium 

Canada 

Denmark 

Finland 

France 

Germany 

Greece 

Ireland 

Italy 

Japan 

Korea 

Luxembourg 

Netherlands 

New Zealand 

Norway 

Portugal 

Spain 

Sweden 

Switzerland 

United Kingdom 

United States 

European Union Institutions 

Source: (OECD, 2010). 

 

Table 18 

Multilateral Organizations that Provided ODA to LAC, 2000-2009 

Acronym Name 

EU Institutions European Union Institutions 

GAVI Global Alliance for Vaccines and Immunisation 

GEF Global Environment Facility 

Global Fund Global Fund to Fight AIDS, Tuberculosis, and Malaria 

IBRD International Bank for Reconstruction and Development 

IDA International Development Association 

IDB Inter-American Development Bank 

IDB Sp.Fund Inter-American Development Bank Special Operation Fund 

IFAD International Fund for Agricultural Development 

IMF (SAF,ESAF,PRGF) International Monetary Fund (Structural Adjustment 

Facility; Enhanced Structural Adjustment Facility; Poverty 

Reduction and Growth Facility) 

Nordic Dev.Fund Nordic Development Fund 

OPEC Fund OPEC Fund for International Development 

UNAIDS Joint United Nations Programme on HIV/AIDS 

UNDP United Nations Development Programme 

UNFPA United Nations Population Fund 

UNICEF United Nations Children's Fund 

WFP United Nations World Food Programme 

WHO World Health Organization 

Source: (OECD, 2010); analysis by the author. 
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Table 19 

Left-Right Scale in Latin America, 1996-2009 

 

Source: Latinobarómetro as cited by Shifter (2011); responses to the survey question: ―In politics, people normally 

speak of ‗left‘ and ‗right.‘ On a scale where 0 is left and 10 is right, where would you place yourself?‖ 

*A single survey was conducted for 1999–2000. 

**This column represents the difference between the 2009 figure and the average of the preceding years. If the 2009 

figure is higher than the average of the preceding years, the country has shifted to the right; if lower, it has shifted to 

the left. 

***The Dominican Republic was included in the Latinobarómetro survey for the first time in 2004. 
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