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ABSTRACT 
 

The allocation of US foreign aid can be motivated by altruism, self-interest, 

or both.  These motivations can be different for military assistance or economic aid 

and can change significantly over time.  Thus, it is important to analyze US aid 

allocations not only in terms of the different types of aid but also within different 

time periods.  This paper examines the determinants of the allocation of US aid 

commitments over the period 1992-2006.  By disaggregating the aid data into 

economic and military aid, it is found that economic aid is influenced by both 

strategic and humanitarian motivations, but military aid is only directed by strategic 

interest.  By using five-year sub-samples, I confirm previous findings that strategic 

interests are particularly salient since September 11th, 2001, and humanitarian 

motivations have somewhat diminished during the same time period.        
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Section 1.  Introduction 

While US foreign aid is now presented to the public as humanitarian giving to 

the neediest nations1, it was not long ago that foreign aid was only given according to 

the �Cold War approach� based on narrow strategic objectives (Packenham 1973).  

Despite this stark change in rhetoric between the Cold War era and the present2, the US 

continues to commit considerable amounts of foreign aid to middle-income countries 

and strategic allies despite decades of back-tracking on promises of reform (Easterly 

2006).  Certainly altruism and the goal of eradicating poverty cannot entirely account 

for the billions of dollars in aid flowing to ineffectual governments mired in conflict 

such as Somalia, or relatively rich countries in important geo-political regions like 

Israel.  Self-motivated interests must play a role when blatantly using foreign aid to 

pursue security goals3 just as humanitarian motivations are undoubtedly important in 

giving aid to treat and prevent epidemics and third world diseases4. 

                                                                                                                                                                                                                                                                                                             

1 The Department of State explains its foreign assistance budget: �Since 2001, the Bush administration 
has nearly tripled official development assistance for two reasons: First, because moral obligation binds 
us. We cannot turn our backs on the millions of children who succumb to starvation and disease each 
day, or the citizens who toil under oppressive poverty, when the ability to help them secure a hopeful 
future is in our hands.� 
2 The 2006 National Security Strategy even admits previous US aid was mistakenly myopic: �Past 
foreign assistance to corrupt and ineffective governments failed to help the populations in greatest need. 
Instead, it often impeded democratic reform and encouraged corruption.� 
3 For example, Pakistan was secured as an ally in the �War on Terror� in part by transferring over a 
billion and a half dollars in military assistance since 2001 to the new President, General Musharraf, who 
was installed via a military coup. 
4 The Bush Administration committed billions in economic aid for the President�s Emergency Plan for 
AIDS Relief (Pepfar), and this is just one example of a major new humanitarian program.   
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Thus, it quickly becomes clear there are many diverse interests involved in the 

aid allocation decision-making process. These motivations may differ when we look at 

military aid or economic aid however, and more recently, the �War on Terror� also 

could have significantly affected these motivations.  While it is easy to think of 

anecdotal evidence as to why each motivation may hold true, it is more important to 

look at the different types of aid as well as how the allocation criteria may have 

changed in order to determine what motivations shape US aid allocation.  

Since the allocation decision is inherently a two stage decision � who receives 

aid and how much � a two step sample selection model is appropriate.  The first stage 

uses Probit to model the decision of who is eligible for aid and then Ordinary Least 

Squares (OLS) with a correction for selection bias estimates how much each eligible 

country receives in the second stage.  This empirical strategy was employed to 

examine total aid as well as economic and military aid separately, and then five-year 

sub-samples were used to examine different time periods for each type of aid. 

It was generally found that both humanitarian and strategic interests are 

important while commercial interests are not.  When the aid data was disaggregated, 

humanitarianism remained significant as an explanation for economic aid but not 

military aid; only strategic interests were important in explaining military aid.  This 

trend became more pronounced over time with the post-September 11th period being 
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increasingly cognizant of strategic interests.  Strategic interests also became stronger 

for economic aid while humanitarian interests diminished.  These findings confirmed 

previous studies which argued that geo-politics have played a larger role in US aid 

allocation since September 11th.  This study has additional explanatory power in that it 

shows the difference between types of aid as well as changing motivations over time � 

an approach noticeably missing in most previous aid allocation studies � and this 

provides a more comprehensive view of US motivations. 
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Section 2.  Background 

It is no secret that US foreign aid was determined by strategic and military 

interests in the period after World War II until the fall of the Soviet Union; ideology 

was the dominant factor in foreign aid decisions.  While recipient government support 

of capitalism was important, the willingness of the government to support the United 

States� containment policies was paramount (Schraeder et. al. 1998).  Repressive 

authoritarian regimes were often granted considerable amounts of foreign aid if they 

were deemed strategically important or were becoming friendly with the Soviets, such 

as Egypt under Nasser.   

The international relations of foreign aid was based on a Realist perspective � 

the assumption that the international system is anarchic and rational state actors pursue 

security by increasing economic and military capabilities to balance other actors� 

power � and the amount of aid a country received was determined by the power 

structure of the Cold War-era international system (McKinley and Little 1979).  Thus, 

power politics and geo-political interests ruled the decision-making process while 

issues of conditionality and effectiveness were of little concern, but this mode of 

thinking changed drastically with the fall of the Soviet Union.   

The power politics of the Cold War gave way to commercial interests and 

broader foreign policy objectives in the 1990s.  The US became more selective in their 
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aid allocation with an emphasis on sound economic policies (Berthelemy and Tichit 

2004), but still, the focus remained on self-interested motivations and the political goal 

of democracy promotion more than the humanitarian interests of recipients.   

International norms for donor countries strengthened recently due to pressure 

from academics and advocacy groups for ambitious development objectives such as the 

Millennium Development Goals (MDGs) to eradicate global poverty.  On the other 

hand, strategic interests became more important again after September 11th, and 

military aid increased in 2005 and 2006 (see Figure 1.).  It is conceivable that now 

more than ever humanitarian, commercial, and strategic motivations all play a 

significant role in US aid allocation.   

 

Figure 1. Amount of Aid Per Year
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Section 3.  Literature Review  

Studies on the economics of foreign aid generally fall into one of two strands of 

the literature: the effect of aid on growth or the determinants of aid allocation criteria.  

This study focuses on the latter with a specific focus on US foreign aid.  The broader 

aid allocation empirical work can be traced back to Dudley and Montmarquette (1976) 

and McKinley and Little (1979) who first examined the donor-interest/recipient-need 

model (Neumayer 2003c).   

Utilizing a Realist perspective, the literature defined donor-interest as 

exploiting the foreign policy implications of aid to pursue interests in the international 

political system.  Conversely, it borrowed from the Idealist perspective to define the 

recipient-need model as an equitable distribution of aid across poor countries according 

to each recipient�s relative need.  Later studies built on these foundations by sorting 

three possible motivations into each of the models: strategic and commercial concerns 

fit into the donor-interest (DI) model and humanitarian motives correspond to the 

recipient-need (RN) model, the so-called RN-DI framework. 

The general consensus of numerous studies5 was the US was only concerned 

with the power base of a country when determining its amount of foreign aid, and 

humanitarian criteria were not taken into consideration.  A more detailed analysis of 

                                                                                                                                                                                                                                                                                                             

5 See McKinley and Little (1979) for a historical Cold War perspective or Schraeder, Hook, and 
Taylor (1998) for a more recent take on the changes before and after the fall of the Soviet Union. 



 

7 

the differences between the Reagan and Carter Administrations by Lebovic (1998) � 

the only study found which analyzed economic and military aid separately � showed 

that while Carter didn�t tie economic aid to military aid in order to ensure the strategic 

cooperation of allies like Reagan did, the fungibility of unconditional aid resulted in a 

bribe no matter what the motivation for giving it.   

The fungibility problem is confirmed by a more recent and well-known study 

by Burnside and Dollar (2000) in which they find government consumption to be 

correlated with foreign aid.  Even though economic and military aid are given for 

distinctly different purposes, according to Harry S. Truman, they end up being �two 

halves of the same walnut�6 in the Cold War approach due to the inherent foreign 

policy considerations of all aid allocation decisions during this time. 

In contrast, Mosley (1985) argued the aid process was continually more social 

and less individualistic resulting in more international norms for aid.  Although there 

were no explicit social controls or compulsory norms, he observed a possible 

�bandwagon effect� where donors exerted peer pressure on each other to improve the 

aid allocation process.  

Evidence of increased pressures from the aid community for more altruistic 

motivations and stronger international norms manifested as the MDGs and calls for 

                                                                                                                                                                                                                                                                                                             

6 Quoted in Lebovic (1998).   
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increased aid effectiveness7.   Further potential evidence of this �bandwagon effect� are 

increased humanitarian efforts such as the Pepfar program in addition to other global 

health initiatives to combat malaria and tuberculosis.  Additionally, the newly founded 

Millennium Challenge Corporation (MCC) explicitly makes allocation decisions based 

on governance criteria8.  

In terms of actual dollars, spending on economic aid has increased dramatically 

since 2003, although much of this could have more to do with securing allies in the 

�War on Terror� than altruistic reasons.  As Canavire et. al. (2005) point out, strategic 

interests are still very much considered, particularly after September 11th (Langhammer 

2004).  They find that since 1998 and particularly since 2002 � not coincidentally the 

first full year of the military campaign in Afghanistan � the US and other major donors 

have begun to focus on post-conflict resolution.  This conclusion is supported by 

Collier (2007) who points out that post-conflict considerations were not widely 

adopted until after 2000.   

Canavire et. al. (2005) also conclude the US is neither poverty nor policy 

focused, despite the fact that the emphasis of US rhetoric and policy innovation has 

been on increased selectivity.  Although there is some evidence of lower per capita 
                                                                                                                                                                                                                                                                                                             

7 Examples include the Rome Declaration on Harmonization of 2003 and the Paris Declaration on Aid 
Effectiveness of 2005 among others. 
8 The MCC summarizes its allocation decision process as such: �Using objective indicators, countries 
are selected to receive assistance based on their performance in governing justly, investing in their 
citizens, and encouraging economic freedom. Because corruption undermines every aspect of 
sustainable development, MCC has made fighting it one of its highest priorities.� (About MCC 2009) 
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income recipients receiving more aid, the same conclusion is not reached for higher 

poverty incidence; Nunnenkamp et. al. (2004) conclude the US does not focus on 

recipients with higher numbers of impoverished people.  Furthermore, they claim the 

export-related self-interest of the 1990s still remains a significant factor in aid 

determination.   

The aid allocation literature generally supports the view that diverse interests 

are considered in the decision-making process.  The consensus seems to be that 

strategic interests remain important despite the end of the Cold War, but self-interests 

are becoming tempered by an ongoing �bandwagon effect� of stronger international 

norms, although this is debated.  Increasing humanitarianism in both rhetoric and more 

selective criteria for aid allocation is hampered by other donor interests which cause 

aid to be distributed to middle-income countries based on commercial and political 

interests (Collier 2007).  The current study will attempt to determine whether there 

have been changes in allocation criteria since the end of the Cold War, particularly 

since the beginning of the �War on Terror�.  
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Section 4.  Conceptual Framework and Hypothesis 

The motivating factors for the disbursement of foreign aid are sorted into three 

broad categories: humanitarian, commercial, and strategic.  These distinctions can then 

be aggregated into recipient-need (humanitarian motivations) or donor-interest 

(commercial or strategic motivations).  Prima facie, DI variables appear to be more 

important in US allocation decisions than RN variables, particularly in the 2002-2006 

period.  Therefore, the broad hypothesis is that DI will be significant for total aid, and 

RN will not.     

The hypothesis will be tested by operationalizing variables for each of the 

different motivations.  The RN variable will be income per capita which would be 

expected to have a negative relationship with aid if humanitarian concerns were salient, 

as more aid would go to poorer countries and less aid would go to richer countries.  DI 

variables will be trade with the recipient as a percentage of total US exports, military 

spending as a percentage of the recipient�s GDP, and a conflict dummy.  These 

variables are expected to have a positive, significant relationship with US aid as 

increased trade, military spending, and the presence of conflict would increase the 

amount of aid a country receives. 

In order to more exhaustively test the hypothesis, the dependent variable will be 

broken down into military and economic assistance in order to see if there is a marked 
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difference in the motivations for each.  It would seem likely that strategic interests 

would be more relevant in the allocation of military aid while humanitarian interests 

would matter more in economic aid decisions.   

Three five-year sub-samples will also be used to see if motivations have 

changed from the �Peace Dividend� years following the collapse on the Soviet Union, 

1992-2001, to the �War on Terror� years following the terrorist attacks of September 

11th, 2002-2006.  The hypothesis that donor-interest variables are more important will 

be tested for the entire period, but I will also test to see if there is a shift away from 

humanitarian and commercial objectives towards more towards strategic objectives (or 

vice versa) throughout the sample.  Evidence of military aid flows going increasingly 

to middle-income countries in Figure 2 supports this theory as well as the general 

increase in military aid flows after a period of decline in the 1990s. 
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Figure 2. Military Aid by Income Group
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Section 5.  Data Sources 

The dataset will include all countries which have data available for 1992 

through 2006 as foreign assistance data is only currently available through 2006.  The 

year 1992 is chosen as it is the first full year after the dissolution of the Soviet Union, 

and it allows for the data to be broken into three five-year sub-samples.   

Aid data are taken from the United States Agency of International Development 

(USAID).  GDP data come from the International Financial Statistics Division of the 

International Monetary Fund (IMF) and population and military expenditure data are 

from the World Development Indicators of the World Bank.  Export data are from the 

United States International Trade Commission, a federal quasi-judicial agency charged 

with the investigation of US trade matters, and the conflict data are from the University 

of Michigan�s Inter-University Consortium for Political and Social Research (ICPSR), 

a research organization intended to promote the social sciences. 

.    

   Dependent Variable 
The US Overseas Loans and Grants Greenbook compiled by USAID tracks US 

foreign assistance budgetary commitments defined as new grant obligations and loan 

authorizations in a given fiscal year.  They utilize disbursements or appropriations 

where obligations are not available.  Non-concessional lending is included in 
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Greenbook data but private loans guaranteed or insured by the US government are not.  

USAID presents the data in deflated terms (constant dollars) using the GDP Chain 

Price Index produced annually by the Bureau of Economic Analysis.   

These data are reported as either economic or military assistance.  Economic 

assistance includes funding from USAID, the Department of Agriculture, the 

Department of State, and �other economic assistance� from outside of these three 

agencies such as the MCC, Peace Corps, Iraq Relief and Reconstruction Fund, etc.  

Also included are voluntary contributions to multilateral organizations such as the 

International Development Association of the World Bank and the Africa 

Development Fund.  Military assistance is comprised of aid with non-economic 

development purposes; military aid with economic development as its stated goal is 

included in the �other economic assistance� category of economic aid.   

 

    Explanatory Variables 
An important principle in choosing explanatory variables is to use simple and 

readily available data.  The argument for simple indicators is that a relevant variable is 

one in which a policymaker is likely to use.  Whether these are appropriate for making 

sound decisions is not important (McGillivray and White 1993).  These indicators are 

also more likely to have less missing variables which could cause a harmful sample 
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selection bias if data are systematically missing.  Less developed economies are likely 

to have poor data availability which could cause this bias, therefore, common variables 

are preferred and specifications should be kept as simple as possible in order to 

maximize the sample size (Neumayer 2003c).   

In each regression, a population control variable will be used to tease out the 

effect of larger population countries receiving more assistance.  Also, a �small country 

effect� is commonly referred to in the aid literature in which smaller countries receive 

more aid per capita for various reasons (McGillivray 2003) such as increased visibility 

for donors, start-up costs associated with disbursing to a new country, as well as other 

explanations; an additional population quadratic term will attempt to account for this.  

Additionally, the quadratic population term helps to explain the decrease in aid to very 

populous countries where aid is seen to have very little impact due to the low per 

capita amounts as well as the low marginal return on each aid dollar.  

Each different assistance motivation will have a unique explanatory variable to 

test each of the distinct interests.  Humanitarianism will be tested using only a measure 

of economic outcomes � GDP per capita � the most common and widely used measure 

of economic well-being.  Easterly (1999) has shown there is a strong cross-country 

relationship between GDP per capita and �diverse indicators of the quality of life� so 

additional variables measuring social outcomes are unnecessary.  Furthermore, many 
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developing countries do not have such data available from common sources such as 

UNESCO and the World Bank.   

The IMF reports per capita GDP in Purchasing Power Parity (PPP) adjusted 

current dollars which can be converted to constants terms by using each country�s 

growth rate; the base year for the constant terms is 2000. Commercial motivations will 

be tested using export data from the USITC presented as each country�s imports from 

the US as a percentage of total US exports.  Strategic interests will be tested by using 

the percentage of the recipient�s GDP spent on military purposes in each developing 

economy as reported by the World Bank.  Finally, a conflict dummy is constructed 

from data compiled by the ICPSR in which a comprehensive list of conflicts around 

the world was compiled from media reports.   

 

Missing Values and Outliers 
Panel data of this nature does not come without limitations.  Certain countries 

have missing population figures or GDP data or other explanatory variables meaning 

these observations will be dropped from the regression analysis9.  In addition, outliers 

were trimmed that are more than three standard deviations beyond the mean in either 

direction, positive or negative; only observations more than three standard deviations 
                                                                                                                                                                                                                                                                                                             

9 Several important aid recipients lost observations for much of the sample such as Iraq and Afghanistan, 
but these observations would have been dropped anyway as outliers, because their high aid levels fell 
well above three standard deviations. 
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above the mean were dropped though as the lower limit fell below the minimum value 

for every variable.  This rule was applied to both dependent and explanatory variables.   

 

    Simultaneity and Lagging 
Two-way causality is a serious problem in this study which will result in biased 

estimates due to endogeneity if not dealt with appropriately.  For example, GDP affects 

the allocation of aid as a humanitarian criterion while it also (hopefully) stimulates 

economic development (Mosley 1981).  More directly, 93% of US aid in 2005 was 

tied10 (OECD 2008), which means only US goods and services can be used to provide 

assistance.  Therefore, as tied aid increases to a country, so does the amount of US 

exports to that country; aid and exports are simultaneously determined.   

Fortunately, in aid allocation models, donors determine their funding based on 

the information currently available which generally lags at least a full year behind11, 

and current aid cannot have an effect on previous years� income (McGillivray and 

White 1993).  Thus, a two-year lag is included for the continuous explanatory 

variables12 since decision-makers generally do not have more recent data available at 

                                                                                                                                                                                                                                                                                                             

10 This figure has decreased dramatically to just 26% by 2007 however.   
11 For example, annual data from 2004 was not published until 2006.   
12 A two-year lag is not entered for the conflict dummy as it is assumed information regarding conflicts 
is available immediately.  A one-year lag is included to account for the fact that the conflict can begin 
late in the year, and it takes time to budget and administer even emergency funding to a conflict 
situation.   
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the time of allocation for the next budget cycle (Neumayer 2003a).  As a result, the 

lagged nature of the explanatory variables mitigates any potential reverse causality.   
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Section 6.  Descriptive statistics 

Before beginning the empirical analysis, it is useful to scrutinize each variable 

and its relationship to the dependent variable before looking at its partial effect in an 

econometric specification.  The summary statistics of each variable used in the 

regression analysis are provided in Table 1.  A cursory discussion of these summary 

statistics for the disaggregated aid variables follows, and then subsequently, each 

explanatory variable is examined in detail to provide context for the econometric 

analysis in the next section.   

 

Table 1.  Summary Statistics   
Variable Observations Mean  Standard Deviation 
Total Aid* 1,708 66.7 130.8 
Economic Aid* 1,577 56.1 86.5 
Military Aid* 1,341 12.1 53.3 
GDP per capita*  1,925 6,818.3 7,421.7 
Exports**  1,922 0.28 0.60 
Military Expenditures^ 1,940 2.39 2.26 
Conflict^^ 1,952 0.15 0.35 
Notes: * variables are millions of 2006 USD; ** variable is percentage of US  
           exports; ^ is percentage of recipients' GDP; ^^ is a binary variable with  
           zero equal to no conflict and one equal to conflict. 

 

Dependent Variables      
It is interesting to note that economic aid per country was much larger than 

military aid per capita, and likewise, there were more countries receiving economic 

aid.  The average economic aid recipient received $56 million while the average 
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military aid recipient received only $12 million.  Just fewer than 100 countries 

received economic aid each year, but only about 84 countries received military aid on 

average in a given year.   

Also of interest is the large standard deviation of military aid � more than four 

times the mean � when compared to the standard deviation of economic aid relative to 

its mean.  Obviously there is significantly more variance in military aid than economic 

aid.  This is likely the consequence of a smaller number of countries receiving vastly 

different sums of military aid due to strategic calculations.  Economic aid is more 

evenly dispersed among more countries, which is supported by the fact that the 

maximum of military aid is greater than that of economic aid (even after outliers were 

trimmed) even though more economic aid was committed each year (See Figure 1).   

  Explanatory Variables 
Next the independent variables will be examined individually.  The Spearman 

rank correlations listed in Table 2 give a general expectation of how each variable 

affects the regression analysis, but further examination of each variable is warranted.  

When possible, the same disaggregation of the dependent variables which will be 

utilized in the regression analysis will also be used in descriptive statistics.  Hence, the 

relationship between these variables and economic and military aid will be shown as 

well as the change over time through the use of five-year sub-samples.  As a result, this 
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will give a general idea of how each variable interacts with each different type of aid 

and whether or not this relationship has changed over time.   

 

Table 2. Spearman rank correlations by type of aid  
Variable Total Aid Economic Aid Military Aid 
GDP per capita -0.36 -0.47 0.32* 
Exports 0.21* 0.14* 0.38* 
Military Expenditures 0.14* 0.09* 0.19* 
Conflict 0.21* 0.23* 0.01 
Notes: * signifies significance at the 1% level  

 

GDP 

As the Spearman rank correlations in Table 2 indicate, total aid and economic 

aid are progressive in its distribution, that is poorer countries received more aid on 

average, while military aid is regressive � richer countries received more aid all else 

equal.  Utilizing World Bank definition of income group classifications, it can be seen 

in Table 3 that lower-middle income countries received the most total aid, slightly 

more than lower income countries.  Upper-middle and high income countries received 

considerably less.   

Economic aid is even more progressive as lower income countries received the 

most aid and lower-middle income countries received just less than that.  High income 

countries did receive more than upper-middle income countries however.  A much 

different trend is seen for military aid in which lower income countries received the 
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least aid per capita and high income countries received nearly as much as the highest 

aid per capita group, the lower-middle.    

 

Table 3. Aid per capita (millions of 2006 USD) by income group, 1992-2006 
Income Group  Type of Aid 

Lower Lower-Middle Upper-Middle High Total 
Total 76.6 85.7 37.2 12.9 66.7 
Economic 69.6 67.1 18.1 24.8 56.1 
Military 5.6 16.4 13.4 16.1 12.1 

 

Whether or not a certain type of aid is progressive can be displayed graphically 

using a Lorenz curve.  In order to do this, each country is ranked according to income 

per capita and then the cumulative distribution of aid is graphed.  If aid was 

redistributive, the cumulative distribution of aid will lie above the 45 degree line 

(Berthelemy and Tichit 2003).  In the case of total aid (Figure 3) the cumulative 

distribution line for aid follows the 90 degree line pretty closely but is above it for the 

most part.  This means total aid is weakly redistributive which supports the conclusion 

drawn from looking at the average aid per capita for each income group.   
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Figure 3. Lorenz curve of distribution 
of GDP per capita and total aid 
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Over time, it appears as if the US total aid commitments have grown somewhat 

more progressive as well.  Table 4 shows that commitments to lower income countries 

increased in 1997-2001 even though the total aid per capita decreased.  Additionally, 

the lower income group became the largest recipient of aid per capita in the 2002-2006 

period surpassing lower-middle income countries.  The amount of aid per capita also 

decreased each period for high income countries while aid per capita grew each period 

for the lower-middle income group.  Even though the upper-middle income group 
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experienced a large jump in aid per capita in 2002-2006, it still remained well below 

the average total aid per capita.   

 

Table 4. Total aid per capita (millions of current 2006 USD) by income group 
Income Group  Period 

Lower Lower-Middle Upper-Middle High Total 
1992-1996 60.6 70.2 40.9 25.2 59.0 
1997-2001 61.1 75.8 20.1 13.4 53.6 
2002-2006 110.0 109.0 50.6 7.3 85.5 
 

As Table 3 showed, economic aid is even more progressive than total aid.  This 

is evident in Figure 4 as the economic aid cumulative distribution line is well above the 

45 degree line.   
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Figure 4. Lorenz curve of distribution 
of GDP per capita and economic aid
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Similar to total aid, economic aid has also grown somewhat more progressive 

over time.    Table 5 shows that the economic aid per capita committed to the lower 

income and lower-middle income groups has increased in each period.  On the other 

hand, the upper-middle income group received less aid per capita in 1997-2001 but this 

figure went back up in the most recent period.  The high income group experienced a 

similar trend but on a larger scale; economic aid per capita nearly halved in 1997-2001 

from 1992-1996 but then it increased by a factor of five after 2001.  Although the 

increase in aid the to upper-middle income group could partially be explained by the 
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larger amount of economic aid per capita being committed overall, the same cannot be 

said for the large increase going to high income countries; this must be explained by 

other factors such as commercial or strategic motivations. 

 

Table 5. Economic aid per capita (millions of current 2006 USD) by income group 
Income Group  Period 

Lower Lower-Middle Upper-Middle High Total 
1992-1996 59.2 51.7 20.6 13.5 49.0 
1997-2001 60.0 60.5 13.9 7.1 48.1 
2002-2006 91.2 85.5 20.5 36.3 68.8 

 

 

The Lorenz curve in Figure 5 provides more evidence that military aid is not 

progressive.  The cumulative distribution line is well below the 45 degree line which 

means richer countries are receiving more aid per capita than poorer countries.  This 

means a humanitarian motivation for military aid is not very likely.   
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Figure 5. Lorenz curve of distribution 
of GDP per capita and military aid
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Table 6 shows that military aid has become much less progressive throughout 

the sample.  In the 1992-1996 period lower income countries received the most 

military aid per capita.  This decreased by half in 1997-2001 and then again in 2002-

2006.  The decrease in 1997-2001 can be explained by the sharp decrease in military 

aid in general � the end of the Cold War is at least partially a cause.  Military aid per 

capita going to lower income countries still remained above the average for all groups 

until the 2002-2006 period however.   
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During the most recent period, aid per capita greatly increased in the middle 

income countries.  Although Table 6 does not give a clear story of changing 

motivations for military aid � humanitarian concerns are likely not important in any 

period to begin with � it is clear that lower income countries have received 

progressively less military aid and middle income countries saw a large increase in aid 

per capita during the most recent period. 

 

Table 6. Military aid per capita (millions of current 2006 USD) by income group 
Income Group  Period 

Lower Lower-Middle Upper-Middle High Total 
1992-1996 33.1 2.1 23.4 28.5 17.7 
1997-2001 15.3 2.0 8.2 8.8 6.6 
2002-2006 8.3 11.9 17.7 8.1 12.8 
 

      Export Share 

The Spearman rank correlations in Table 2 show that both economic and 

military aid had a significant, positive correlation with a recipient�s share of US 

exports.  This is the expected relationship, and it means commercial motivations could 

potentially play a role in US aid allocation decisions.  Surprisingly, the relationship 

between exports and military aid was nearly three times as strong as that of exports and 

economic aid.  When economic aid is broken down into sub-samples in Table 7, the 

correlation was no longer significant with exports; military aid on the other hand 
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remained significant although the correlation is the weakest in the most recent 2002-

2006 period.   

 

Table 7. Spearman rank correlations for economic aid 
Variable 1992-1996 1997-2001 2002-2006 
GDP per capita -0.33 -0.39* -0.50* 
Exports 0.07 0.11 0.08 
Military Expenditures 0.10 0.14* 0.08 
Conflict 0.15* 0.21* 0.23* 
Notes: * signifies significance at the 1% level  

 

Military Expenditures 

Military spending as a percentage of GDP would seem likely to have a strong 

relationship with aid if strategic interests were a motivating factor for the allocation of 

aid.  It would be expected that military aid was even more strongly influenced by 

strategic interests than economic aid.  This was the case in terms of the correlations 

shown in Table 2 where each type of aid had a significant positive relationship with 

military expenditures.  The relationship between military aid and military spending 

was more than twice as strong as economic aid.   

The relationship between military expenditures and economic aid was not as 

significant when looking at five-year sub-samples.  The only significant period for 

economic aid was 1997-2001.  Military aid remained significant through all three 

periods although a very different trend from economic aid was seen over time.  
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Whereas economic aid was only significant during the 1997-2001 period, that was the 

same period as when military aid has the weakest relationship.  The strongest 

relationship between military aid and military spending by recipients was during the 

�War on Terror� period where one would expect strategic interests to intensify if these 

were taken into account for military aid.   

 

       Conflict  

A similar relationship would be expected between conflict and aid as military 

expenditures if strategic motivations were important in aid allocation.  Although a 

similar significant and positive correlation is found for total aid, the disaggregated aid 

data tells a much different story.  While economic aid remained positive and 

significant, military aid did not.  Economic aid was significant for all three five-year 

sub-samples and the relationship grew stronger over time.  Military aid also grew 

somewhat stronger (from negative) but remained insignificant.  The vast differences 

between the allocation of economic and military aid with regards to conflict can be 

seen in Figure 6 and Figure 7.   



 

31 

0

20

40

60

80

100

120

Economic aid 
per capita 
(millions of 
2006 US $)

1992-1996 1997-2001 2002-2006
Period

Figure 6. Economic aid per capita by 
absence or presence of conflict

No conflict
Conflict

 

 

0

5

10

15

20

Military aid per 
capita 

(millions of 
2006 US $)

1992-1996 1997-2001 2002-2006
Period

Figure 7. Military aid per capita by 
absence of presence of conflict

No Conflict
Conflict

 

 



 

32 

The amount of economic aid per capita was larger for those countries mired in 

conflict than those who were not.  Conversely, military aid for countries in conflict is 

historically less on average, although military aid going to conflict countries increased 

dramatically in the 2002-2006 period, presumably due to intensified strategic motives 

for the allocation of military aid. Economic aid going to conflict countries also 

increased during this period, and although it nearly doubled, it was nowhere near the 

dramatic increase in military aid which increased by roughly a factor of five.  So 

although military aid had not gone to conflict situations throughout the 1990s, this 

changed in the most recent period.  Economic aid increased as well but this was the 

trend before this time; economic aid had always gone to conflict situations.   
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Section 7.  Empirical Strategy 

I use a two-step method with a correction for sample selection since the 

dependent variable is censored at zero � a donor can�t give negative aid � and there are 

likely two stages in the allocation decision-making process.  Others have used a two-

part model13 or a Type I Tobit14 but these methods are inferior for the purposes of this 

study15.  The problems with these models and the advantages of a bivariate sample 

selection estimator will be discussed below. 

One suggested method is a basic two part model using Probit in the first step 

and OLS in the second step. The main drawback of this model is it does not account 

for the possibility of sample selection bias.  Sample selection is almost certainly an 

issue, but the two-part model errantly assumes both stages are identical which 

introduces selection bias.  A two-part model assumes there is no correlation between 

the error terms of the two steps.  This would only be the case if the two stages were 

taken completely independently from one another, and this is unlikely as the 

observations remaining in the second step are likely to be determined by a similar set 

of factors as those in the first step.     

                                                                                                                                                                                                                                                                                                             

13 Examples include Dudley and Montmarquette (1976) and Neumayer (2003b).   
14 Examples include Abrams and Lewis (1993) and Alesina and Dollar (2000). 
15 The features of each type of model are drawn from Berthelemy and Tichit (2004), Neumayer (2003a), 
and Neumayer (2003c).   
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Another suggested model is a Type I Tobit which models the allocation of aid 

as a one-step process while taking into account the censored nature of the dependent 

variable.  There are two stages inherent in the aid allocation decision-making process 

however: a �gate-keeping stage� which refers to the decision as to whether or not to 

give aid to a certain country, and a �level stage� which is the determination of how 

much money to give to a country once it has been decided that they will receive aid 

(Neumayer 2003c).  The Type I Tobit model necessarily assumes the explanatory 

variables have the same effect on both stages of the decision-making process as it is 

only one stage by design; this restrictive assumption is highly unlikely to be true16. 

Heckman�s two-step method (Heckman 1979) � also called the Tobit Type II or 

bivariate sample selection model � is similar to the two-part model except a correction 

is made for selection bias by utilizing the inverse Mill�s ratio.  The model also allows 

more flexibility in that the coefficients can be different for each variable between the 

two stages.  The disadvantage of the Heckman two-step method is that an exclusion 

restriction affecting the �gate-keeping� (Probit) stage but not the �level� (OLS) stage is 

necessary to ensure the precision of the estimates.   

                                                                                                                                                                                                                                                                                                             

16 For example, the Foreign Assistance Act prevents numerous countries from receiving aid altogether 
but does not guide the amounts allocated to each country.  As a result of this assumption, variables such 
as the conflict dummy could not have a negative impact on the likelihood of receiving aid while also 
increasing the amount of aid if a country is chosen.  Similarly, population could not have a negative 
effect on the chance of receiving aid � the �small country effect� � because it has a significant effect on 
the amount of aid received.   
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An example of an exclusion restriction is the total amount of aid used by 

Neumayer (2003a).  His dependent variable was the percentage of aid granted to each 

country of the total, so there was no relationship between the total amount of aid and 

the share going to each country.  The probability that a country received aid did 

increase slightly when the total aid budget increased, and this made it a viable 

exclusion restriction for his study.  The scarcity of feasible exclusion restrictions is the 

main detraction from this method, and even Neumayer�s solution to this problem was 

the result of his choice of variables.  His exclusion restriction would not work for this 

study, so instead I propose the use of a dummy variable representing whether or not a 

country is part of the Group of 20 (G20).  

A dummy variable for G20 countries is useful as an exclusion restriction 

because G20 countries are less likely to receive US aid; 90.3% of non-G20 countries 

receive aid in the dataset compared to only 78.5% of G20 countries.  This is surely a 

factor of the sheer size of their economies (and to a certain extent the size of their 

populations); many of the countries in the group are still developing economies with 

low GDPs per capita and relatively low levels of economic and social development.  

On the other hand, G20 status does not affect the amount of aid received as this 

decision is generally based on other factors which are specified in the model.   
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Model Specification 
Instead of testing each motivation separately as many studies have done in the 

past, a hybrid model � one in which both the RN and DI variables are included � will 

be constructed in order to minimize omitted variable bias.  If it is recognized that both 

recipient-need and donor-interest somewhat affect allocation decisions � a reasonable 

assumption to make as �it is clear there is a humanitarian objective � as well as 

strategic (foreign policy) and commercial (financial) objectives� (Gounder 1995) � 

then it is inherently problematic to exclude relevant variables associated with the other 

motivations (McGillivray 2003).       

As a result, the first stage model for aid eligibility will be formulated as such: 

 

Ait = α + δ1(Pit) + δ2(P2
it) + δ3(Yt) + δ4(Ri) +  δ5(Git) + 

δ6(Xit) + δ7(Mit) + δ8(Cit) +  δ9(G20i) +  εit 

 

and the second stage for the amount of aid received will be: 

 

Yit = α + β1(Pit) + β2(P2
it) + β3(Yt) + β4(Ri) +  β5(Git) + 

β6(Xit) + β7(Mit) + β8(Cit) + β9λ +  µit 
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where Ait is aid eligibility � a dummy variable where 0 means no aid and 1 means a 

country received US aid � and Yit is aid, either total, economic, or military depending 

on the regression, for an individual country (i) in a given year (t).  Pit and P2
it

 are the 

population variables mentioned previously, and Yt and Ri are year and region fixed 

effects to eliminate variations in the amount of aid each year and unobservable regional 

differences respectively.  Git is GDP per capita, Xit is exports to the recipient country as 

a percentage of total US exports, Mit represent military spending as a percentage of 

GDP, and Cit is the conflict dummy.  G20 is a dummy variable for whether or not a 

given country is part of the Group of 20.  Lambda (λ) is the Mill�s ratio derived from 

the first stage estimates. 

 

Additional Testing 
First the model will be tested for total aid over the entire 15-year time period, 

then subsequently, two other research questions will be tested utilizing disaggregated 

dependent variables.  First, the analysis will exploit a disaggregated dependent variable 

� a method often advocated by the aid literature, e.g. Canavire et. al. (2005) � to 

examine military and economic aid separately to see if there are differences in the 

motivations for each.  Presumably, the motivations for giving economic and military 

aid are very different, and there is no reason to aggregate the two forms of aid together 
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unnecessarily.  The resulting analysis should more accurately reflect differing 

motivations, and this is an improvement over studies with aggregated data and follows 

in the footsteps of other studies using disaggregated foreign aid flows, such as Clemens 

et. al. (2004).   

Second, each type of aid � total, economic, and military � will be broken out 

into five year sub-samples in order to see whether motivations have changed over time.  

The five year sub-samples will attempt to identify policy changes over time; any 

analysis that does not recognize temporal differences is inherently limited (Gounder 

1995).  Thus, using the periods of 1992-1996, 1997-2001, and 2002-2006 will provide 

an opportunity to examine whether the supposed commercial motivations of the 1990s 

have reverted back to the Cold War approach of strategic considerations during the 

�War on Terror�.  Alternatively, humanitarian global health programs may have begun 

to better target the needy or increased selectivity may have reduced the aid flowing to 

strategic allies.   

The most current relevant studies only look at the period up to 2002; the 

extension of my dataset through 2006 will provide additional insight into the Bush 

Administration�s policies.  As a result, this analysis will extend the literature�s 

precedent of comparing different periods of foreign aid allocation, such as Lebovic 

(1998), to the most current era of a drastically changed geo-political landscape. 
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Section 8.  Results 

The marginal effects of the explanatory variables will be discussed in terms of 

their effect on the probability of receiving aid taken from the Probit models of the 

�gate-keeping stage� as well as the effect on the amount of aid committed to these aid 

recipients from the OLS model of the �level stage�.  First each variable will be looked 

at in relation to its effect on each type of aid, then the five year sub-samples will be 

examined for each type of aid to see if motivations changed over time.   

 

    Population 
Population is expected to have a positive correlation with aid as larger countries 

require more aid dollars17.  Conversely, this effect diminishes for highly populous 

countries due to the small marginal impact of aid on poverty and the huge sums that 

would be needed by these highly populous nations.  Hence, both the population and 

population squared variable are included to account for the non-linear nature of this 

relationship.   

Accordingly, highly significant results are found for total and economic aid at 

the �level stage� for both population and population squared.  An additional million 

residents in a recipient country corresponded to an increase of more than three million 
                                                                                                                                                                                                                                                                                                             

17 Although this is not generally the case in terms of aid per capita; a so-called �small country effect� 
causes donors to grant larger amounts of aid per capita due to fixed administration costs, increased 
visibility, and the potential for swaying UN votes among other reasons. 
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dollars in total aid or just under $1.8 million in economic aid.  Interestingly, military 

aid does not show a significant relationship with population which suggests the 

allocation of military aid was not affected by the size of a country.  Population did not 

significantly affect the probability of receiving aid in the first stage.   

 

Table 8. Heckman estimates of allocation models for total aid, 1992�2006 
Dependent Variable: Aid Eligibility Amount of Aid 
Population^^ (millions) -0.01 3.06*** 
 (0.01) (0.48) 
Population squared^^ (trillions) 0.00 -0.01*** 
 (0.00) (0.00) 
GDP per capita^^ ($1,000) -0.10*** -7.41*** 
 (0.01) (1.81) 
Export share^^ (percent) 0.14 -48.99*** 
 (0.10) (15.62) 
Military expenditures^^ (percent of GDP) 0.03 11.57*** 
 (0.03) (3.03) 
Conflict^ 0.02 16.52 
 (0.19) (15.08) 
Constant 1.51*** -55.95* 
  (0.29) (33.70) 
Pseudo-R2 0.41   
LR Test of independent equations   0.00 
n 1,821 1,646 
Notes: ^ means the variable was lagged one year; ^^ means the variable   
            was lagged two years; * represents significance at 10%;  
            ** represents significance at 5%; *** represents significance at 1. 

 

 Humanitarian Criteria 
While richer countries were less likely to receive both economic and military 

aid, the same relationship was not found at the �level stage�.  For every $1,000 of 
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additional GDP per capita, a country was 10% less likely to receive any aid or 

economic aid but only 7% less likely to receive military aid.  A similar relationship 

was seen for total and economic aid at the �level stage� with both decreasing by about 

$7 million for every additional $1,000 in GDP per capita on average.  

 Surprisingly though, a positive relationship is found between GDP and military 

aid at the �level� stage.  Although it was only significant at 10%, an additional $1,000 

in per capita income meant nearly $5 million more in military aid.  These results 

suggest that humanitarian interests were relevant in the �gate-keeping stage� for all 

types of aid � although more so for economic aid � but these interests only applied to 

the �level stage� for economic aid as large amounts of military aid were flowing to 

recipients in the middle income groups. 

 

Commercial Motivations 
The likelihood of receiving aid was being pulled in opposite directions by the 

different types of aid.  An increase of the share of exports by 1% �  a large increase in 

exports � meant a 24% increase in the probability of receiving economic aid while an 

equivalent 1% increase in exports meant a 26% decrease in the chance of receiving 

military aid.  Total aid levels decreased by nearly $50 million for every 1% of US 

exports, but neither economic nor military aid showed significant results.  These 
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contradictory relationships seem to suggest that commercial interests are important in 

the selection of recipients of economic aid but not military aid.   

Strategic Motivations 
Economic aid commitments are strongly related to strategic motivations at the 

�level� stage; both military expenditures and the presence of conflict meant higher 

levels of economic aid.  Total and economic aid both increased with higher military 

spending as a percentage of GDP; total aid increased by more than $11 million per 1% 

of GDP and economic aid increased by over $7 million.  There was no relationship at 

the �gate-keeping stage� between military expenditures and aid and only a small and 

minimally significant positive effect on economic aid.    

There was no �gate-keeping� effect for total or economic aid and conflict, but 

there is a strong negative relationship with military aid; countries involved in a conflict 

were more than a quarter less likely to receive any form of military aid.  Conversely, at 

the �level stage�, conflict countries received more than $25 million in economic aid on 

average but there was no significant effect on military aid.  This is likely the effect of 

post-conflict management and reconstruction efforts (Collier 2007).  Although this 

provides some evidence that strategic considerations may be motivating aid 

commitments, it also shows possible benevolence in those foreign policy aims by 
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providing only economic assistance to those in conflict while avoiding further 

enflaming the tensions by not providing military assistance.   

 

Table 9. Heckman estimates of allocation models for aid, 1992�2006     
Type of Aid: Total Aid Economic Aid Military Aid 
Dependent Variable 
(millions of constant 
2006 USD): 

Aid 
Eligibility 

Amount 
of Aid 

Aid 
Eligibility 

Amount 
of Aid 

Aid 
Eligibility 

Amount 
of Aid 

Population^^ (millions) -0.01 3.06*** 0.01 1.79*** -0.00 0.59 
 (0.01) (0.48) (0.01) (0.274) (0.00) (0.37) 
Population squared^^  0.00 -0.01*** 0.00 -0.00*** 0.00 -0.00 
 (trillions) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 
GDP per capita^^  -0.10*** -7.41*** -0.10*** -7.05*** -0.07*** 4.89* 
 ($1,000) (0.00) (1.81) (0.01) (1.24) (0.00) (2.59) 
Export share^^  0.14 -48.99*** 0.24** -8.77 -0.26*** 25.11 
 (percent) (0.10) (15.62) (0.09) (8.78) (0.10) (18.61) 
Military expenditures^^  0.03 11.57*** 0.04* 7.43*** 0.00 1.49 
 (% of GDP)   (0.03) (3.03) (0.02) (1.79) (0.02) (2.35) 
Conflict^ 0.02 16.52 0.12 25.89*** -0.28*** 17.66 
 (0.19) (15.08) (0.15) (8.36) (0.10) (15.62) 
Constant 1.51*** -55.95* 0.74*** -28.82 0.94*** 93.88** 
  (0.29) (33.70) (0.25) (20.68) (0.21) (45.49) 
Pseudo-R2 0.41   0.35   0.17  
LR Test of indep. eq.   0.00   0.00   0.06 
n 1,821 1,646 1,814 1,515 1,823 1,305 
Notes: ^ means the variable was lagged one year; ^^ means the variable was lagged two  
           years; * signifies significance at 10%; ** signifies significance at 5%; ***signifies   
           significance at 1%. 

 

Testing for Changes in Motivation Over Time 
By using five-year sub-samples of the entire fifteen year period, it is possible to 

analyze whether there have been changes in motivations over time.  Each type of aid 

will be regressed on the same set of explanatory variables for each sub-sample and 
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then compared to the other sub-samples to see if there is significant change between 

time periods based on observable data.   

 

      Total Aid 

Although total aid stayed relatively static at the �gate-keeping stage�, it became 

much more poverty-oriented at the �level stage�.  The negative coefficient on the GDP 

variable nearly doubled from about -3.5 in the 1990s to -6.7 during the  2002-2006 

period while remaining significant at the 5% level.  The negative relationship with 

exports also grew much larger after halving in the latter part of the 1990s.  This means 

that total aid was allocated even more so away from trading partners.  Trade remained 

insignificant in the Probit regressions.   

The coefficient on military expenditures at the �level stage� grew rapidly during 

the �War on Terror� period.  The additional aid from a 1% increase in military 

spending increased from between about $4 from 1992-1996 to over $7 million in the 

1997-2001 period and then more than tripled to $26 million between 2002 and 2006.  

Both humanitarian and strategic interests appear to have grown in importance during 

the most recent five-year sub-sample.  Although these interests may seem at odds, it is 

likely the result of the dual pressures of a push towards more aid for the poor and 

intensified geo-political pressures prompted by September 11th.   
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Table 10. Heckman estimates of allocation models for total aid over time  
Time Period: 1992�1996 1997�2001 2002�2006 
Dependent Variable 
(millions of  constant 
2006 USD): 

Aid 
Eligibility 

Amount 
of Aid  

Aid 
Eligibility 

Amount 
of Aid 

Aid 
Eligibility 

Amount 
of Aid 

Population^^  0.02 3.09*** -0.04** 2.03*** -0.04 4.24*** 
 (millions) (0.01) (0.46) (0.02) (0.38) (0.03) (0.82) 
Population squared^^  -0.00 -0.01*** 0.00 -0.00** 0.00 -0.01*** 
 (trillions) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 
GDP per capita^^  -0.11*** -3.63** -0.12*** -3.90*** -0.11*** -6.71** 
 ($1,000) (0.02) (1.68) (0.02) (1.45) (0.02) (2.85) 
Export share^^  -0.02 -42.01*** 0.26 -21.32* 0.26 -56.80** 
 (percent) (0.18) (14.16) (0.17) (11.55) (0.22) (27.00) 
Military expenditures^^  0.012 4.36* -0.02 7.26*** 0.21** 26.16*** 
 (% of GDP) (0.04) (2.27) (0.04) (2.35) (0.10) (6.57) 
Conflict^ -0.14 13.39 0.46 0.44 -0.10 38.99 
 (0.34) (13.46) (0.37) (10.81) (0.40) (26.65) 
Constant 1.85*** -8.48 2.23*** -12.57 1.80*** -82.05* 
  (0.46) (23.49) (0.42) (21.06) (0.53) (48.34) 
Pseudo-R2 0.48   0.46   0.44  
LR Test of indep. eq.   0.01   0.18   0.02 
n 556 484 631 567 634 595 
Notes: ^ means the variable was lagged one year; ^^ means the variable was lagged two  
           years; * signifies significance at 10%; ** signifies significance at 5%; *** signifies  
           significance at 1%. 

 

       Economic Aid 

Economic aid has gotten gradually less humanitarian over time.  A $1,000 

increase in GDP per capita meant a country was nearly 12% less likely to receive aid 

on average through 2001, but this probability shrank to under 10% since 2002.  The 

corresponding negative relationship at the �level stage� also got smaller nearly halving 

from over -7 million in the 1990s to about -4 million post-September 11th.  

Interestingly, the probability of aid going to trade partners became strongly significant 
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in the late 1990s; a 1% increase in exports meant a 43% greater chance of receiving 

aid.  This preference towards trading partners was not found in the earlier period and it 

tempered slightly in the following period as the coefficient dropped to 34% and was 

only significant at the 10% level as opposed to the 1% level in the previous period.  

The negative relationship at the �level stage� during the 1992-1996 period also became 

insignificant in the latter periods.     

The relationship between economic aid and strategic interests became much 

stronger over time, especially in the 2002-2006 period.  Military expenditures were not 

significant in either the �gate-keeping stage� or the �level stage� during 1992-1996, but 

the OLS coefficient for the �level stage� became significant at 10% during the 1997-

2001 period then roughly tripled in size and became significant at the 1% level in the 

2002-2006 period.  A 1% increase corresponded to an increase of $13 million on 

average.  The �gate-keeping stage� coefficient also became significant at the 1% level � 

the only period in which this was the case � where a 1% increase in the level of 

military spending as a percentage of government expenditures meant a country was 

20% more likely to receive aid.   

The conflict dummy became significant at the 1% level in the �level stage� and 

the presence of conflict resulted in nearly a $40 million bump in economic aid in the 

�War on Terror� period.  Although the presence of conflict practically reversed the 
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probability of getting aid from 70% more likely during 1997-2001 to -61% during 

2002-2006, there has been an obvious shift towards strategic interests at the �level 

stage� which can likely be attributed to shifting geo-political priorities.   

 

Table 11. Estimates of allocation models for economic aid over time     
Time Period: 1992�1996 1997�2001 2002�2006 
Dependent Variable 
(millions of constant 
2006 USD): 

Aid 
Eligibility 

Amount 
of Aid 

Aid 
Eligibility 

Amount 
of Aid 

Aid 
Eligibility 

Amount 
of Aid 

Population^^ (millions) 0.02 2.06*** -0.00 1.49*** 0.00 1.87*** 
 (0.01) (0.44) (0.01) (0.40) (0.02) (0.36) 
Population squared^^  0.00 -0.01*** 0.00 -0.00 0.00 -0.00** 
 (trillions) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) 
GDP per capita^^  -0.12*** -7.35*** -0.12*** -7.06*** -0.10*** -4.20*** 
 ($1,000) (0.02) (2.20) (0.01) (2.30) (0.01) (1.61) 
Export share^^  -0.04 -42.63*** 0.43*** -7.36 0.34* -0.66 
 (percent) (0.18) (15.84) (0.16) (12.78) (0.198) (12.73) 
Military expenditures^^  0.03 2.86 0.01 4.62* 0.20*** 13.17***
 (% of GDP) (0.04) (2.29) (0.04) (2.68) (0.07) (3.25) 
Conflict^ 0.21 22.56* 0.70** 19.17 -0.61** 39.58***
 (0.30) (12.19) (0.34) (12.08) (0.25) (13.64) 
Constant 1.11*** -6.68 1.36*** -24.91 1.65*** 18.79 
  (0.38) (23.83) (0.35) (28.40) (0.44) (22.81) 
Pseudo-R2 0.44   0.36   0.33  
LR Test of indep. eq.   0.00   0.02   0.36 
n 555 431 629 519 630 565 
Notes: ^ means the variable was lagged one year; ^^ means the variable was lagged two  
           years; * signifies significance at 10%; ** signifies significance at 5%; ***signifies 
           significance at 1%. 

 

        Military Aid 

Although military aid has shifted slightly towards poorer countries at the �gate-

keeping stage�, decreasing from about -6% per $1,000 increase in GDP from 1992-
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2001 to about -8% during the 2002-2006 period, the �level stage� has remained 

insignificant.  Increased exports made military aid less likely during the late 1990s, and 

this trend continued throughout the �War on Terror� period at a similar probability 

(although only significant at 1% instead of 5%) of roughly -40% per 1% of US exports.   

The conflict dummy became negative and significant at the 1% level, -44%, 

only between 1997 and 2001 � a sign that the US temporarily became more selective in 

what countries to support during conflicts during this period.  The �level stage� of 

military expenditures became positive and significant at the 1% level during the �War 

on Terror� period; a 1% increase in the proportion of military spending meant an 

increase of $5 million.   

A similar trend was seen with economic aid but on a larger scale.  Overall, the 

commitment of military aid has gotten slightly less selective over time for all 

motivations and there has been a slight increase in the importance of strategic 

motivations in that recipients spending larger amounts of their GDP on their military 

now receive more aid post-September 11th.      
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Table 12. Estimates of allocation models for military aid over time       
Time Period: 1992�1996 1997�2001 2002�2006 
Dependent Variable 
(millions of constant 
2006 USD): 

Aid 
eligibility

Amount 
of Aid 

Aid 
eligibility

Amount 
of Aid 

Aid 
eligibility 

Amount 
of Aid 

Population^^  0.01 0.37 -0.00 0.18* -0.00 0.27 
 (millions) (0.01) (2.13) (0.01) (0.10) (0.01) (0.20) 
Population squared^^  -0.00 -0.00 0.00 -0.00* 0.00 -0.00 
 (trillions) (0.00) (0.01) (0.00) (0.00) (0.00) (0.00) 
GDP per capita^^  -0.06*** 13.28 -0.06*** 0.41 -0.08*** -0.24 
 ($1,000) (0.01) (11.06) (0.01) (0.48) (0.01) (1.17) 
Export share^^  -0.20 16.48 -0.41** 5.18 -0.38* 4.33 
 (percent) (0.16) (59.81) (0.19) (5.10) (0.20) (12.92) 
Military expenditures^^  0.00 0.47 -0.01 0.56 0.04 4.92*** 
 (% of GDP) (0.03) (9.33) (0.03) (0.67) (0.04) (1.66) 
Conflict^ -0.28 53.17 -0.44*** -1.68 -0.18 4.80 
 (0.18) (73.76) (0.16) (4.47) (0.18) (6.58) 
Constant 0.90*** 183.30 1.07*** 17.40*** 1.25*** 31.34* 
  (0.31) (190.20) (0.29) (6.59) (0.32) (18.63) 
Pseudo-R2 0.15   0.21  0.23   
LR Test of indep. eq.   0.24   0.43   0.71 
n 556 382 632 461 635 462 
Notes: ^ means the variable was lagged one year; ^^ means the variable was lagged  
           two years; * signifies significance at 10%; ** signifies significance at 5%;  
           *** signifies significance at 1%. 
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Section 9.  Conclusion 

 Although results have varied by type of aid and over time, it can be said that 

both DI and RN are relevant, but that strategic and humanitarian motivations have been 

the most important factors in deciding US aid allocations.  Economic aid was generally 

determined by humanitarian and strategic interests, and military aid was allocated 

almost strictly on the basis of strategic calculations.  Commercial motivations have 

been relatively unimportant in that they have only determined who is eligible for 

economic aid at the �gate-keeping stage�, and it has even been found that US trade 

partners received less military aid on average.   

As for the hypothesis, DI variables were expected to be positive and significant 

for total aid, but this was not always the case as was seen with commercial 

motivations.  The RN variable was also significant for total aid, contrary to the 

hypothesis that only DI variables would be important to the allocation decision-making 

process; this was expected for economic aid however.  The assumption of Gounder 

(1995) that humanitarian concerns were also considered in addition to self-interest is 

confirmed by this, and the decision to use a hybrid model, as advocated by 

McGillivray (2003), is validated by this as well. 

Humanitarian and strategic interests were the most important considerations in 

the allocation of economic aid; this fits with the original hypothesis that both RN and 
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DI variables were important for economic aid, even though the commercial interest 

variable was not broadly significant.  Therefore, the evidence does not support the 

argument of Nunnenkamp et. al. (2004) that commercial considerations are still 

important.  Economic aid is re-distributive whereas military aid is not, and the presence 

of conflict meant a significant increase in aid.  This fits with the arguments of Collier 

(2007) that post-conflict considerations matter, as the lagged conflict variable captures 

much of this post-conflict aid.     

 Military expenditures matter for both economic and military aid, even though 

military aid is prevented from flowing to conflict situations.  While it does support the 

idea that the US can be selective, it also shows that strategic considerations are still 

important which confirms the findings of Canavire et. al. (2005).  As the US is both the 

largest provider of development assistance and the guarantor of global security, these 

outcomes are not surprising; humanitarian interests must be considered in promoting 

economic development and strategic interests must figure into the promotion of 

security goals. 

By using sub-samples, it has been revealing to look at how each type of aid is 

affected by the different motivations over time.  Despite official rhetoric to increase the 

poverty focus of aid, humanitarianism has weakened over time with regards to 

economic aid while strategic motivations have strengthened, particularly since 2001.  
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This does not support the �bandwagon effect� proposed by Mosley (1985) in which he 

claims international norms will strengthen over time, although the commercial 

motivations of the late 1990s were not seen in the 2002-2006 period.   

Military aid has become less selective in avoiding conflicts since September 

11th, and has increasingly gone to recipients with high military spending as 

Langhammer (2004) also found.  Military aid has remained regressive and devoid of 

humanitarian concern as well.  The hypothesis that suggested humanitarian interests 

would not be important is confirmed, but even the relationship with strategic interests 

was not that strong until the 2002-2006 period.  The main finding of the temporal 

analysis is that the �War on Terror� has undoubtedly affected the allocation of both 

economic and military aid towards a more strategic perspective.   

Although military aid should probably be allocated on the basis of strategic 

interest instead of commercial or humanitarian motivations, the effect that strategic 

motivations have had on economic aid is more concerning.  If economic aid is flowing 

to strategic allies and conflict situations who do not necessarily deserve it, not only 

does it leave less for developing economies who desperately need the funding 

(Neumayer 2003c), but it also creates moral hazard by assisting those embroiled in war 

who are spending on their military (instead of investing in human capital) and creates a 

�rent to sovereignty� which induces coups in unstable political systems (Collier 2007).   
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Furthermore, the effectiveness of US economic aid is at stake when it is aimed 

at promoting security goals instead of economic development and policy reform 

(World Bank 1998).  Increasing selectivity is critical to improving the efficiency of aid 

(Dollar and Levin 2004), and committing aid to strategic partners who are not focused 

on economic development is not the way forward.  Humanitarian motivations for 

economic aid target the needy, but more importantly, strategic motivations punish 

them.  The general trend of US aid allocation motivations is away from these 

humanitarian motives towards the more strategic ones (Langhammer 2004) is 

unfortunate.  These priorities should be re-considered in order to reflect the growing 

demands for selectivity based on humanitarian need and commitment to development 

reform, not the self-interested strategic interests which have continued to influence US 

aid policy for far too long. 
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