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Abstract 

Despite the robust findings in the foreign aid literature that donor conditionality is generally 
unenforceable, some countries do comply. Compliance with donor conditions is meant to 
increase the effectiveness of aid allocations, and is, therefore, an important component of many 
aid programs. But, if donors are unable to enforce conditionality, what explains compliance on 
the part of developing countries? Some scholars have pointed to a supply-side mechanism: the 
IMF, for example, has a trigger mechanism to insure against future disbursements without a 
minimum level of compliance. Yet compliance still exists in cases where the donor has no trigger 
mechanism. We argue that compliance is a demand-side story. That is, governments that depend 
on donors to maintain their power are likely to comply with aid agreements, while those that 
have access to resources to maintain their power from domestic sources—be it natural resources 
or domestic capital—have less incentive to comply. We test our hypotheses using a new dataset 
on World Bank records of conditionality from 1974-2010, and find strong support for our 
argument. 
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I. INTRODUCTION 

 Foreign aid agreements often include policy demands from donors. These demands, 

pervasive in aid agreements, are known as conditionality. In the World Bank’s 2005 “Review of 

World Bank Conditionality,” the authors focused not on the number of agreements that had 

conditions attached, but rather the average number of conditions attached to agreements (World 

Bank 2005). The Bank celebrated its success in reforming conditionality in this document by 

showing that the average number of conditions per agreement had fallen from 35 in the late 

1980s to about 12 in 2005.  

 Thus, although conditionality persists, the literature overwhelmingly finds no link 

between the fulfillment of conditions and the disbursement of loans (Collier, et al. 1997; Drazen 

2000; Svensson 2003). Some countries flout the conditions laid out in the aid agreements, yet 

continue to receive promised disbursements. For example, the World Bank offered Kenya 

twenty-one loans between 1980 and 2000 while the Kenyan government repeatedly failed to 

comply with infrastructure and agriculture conditions on the loans (Easterly 2003, 37). Other 

countries abide closely to conditionality, and at times receive less aid than those who flout the 

conditions. For example, in 2004 Peru complied, at least satisfactorily, with the conditions on 4 

out of its 5 World Bank agreements, but received less World Bank aid than its neighbor Bolivia, 

who complied with only 1 of its 5 agreements. The World Bank’s projects database shows that of 

the nearly 5,000 projects where compliance was monitored, in 66% of cases countries complied 

at least satisfactorily with the conditions outlined in the project document. 

 What explains compliance on the part of developing countries? Existing research points 

to a supply-side mechanism: the IMF, for example, has a trigger mechanism to insure against 

future disbursements without a minimum level of compliance. This trigger mechanism appears to 
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work when countries lack strategic importance to the IMF’s major stakeholders (Stone 2002, 

2004). Yet many strategically important countries comply with aid agreements (Bermeo 2008). 

For example, Panama complied with 10 out of 11 World Bank aid agreements during the 1990s, 

despite hosting a military base from the United States, a major stakeholder at the World Bank.  

 We argue that compliance is also a demand-side story, and to explain it, we focus 

specifically on differences in government income. Developing country governments often 

depend on foreign aid, foreign direct investment (FDI), and/or natural resource rents to fund their 

budgets, and thereby to maintain power. We conjecture that governments are likely to comply 

with conditions in aid agreements when they depend on revenue sources that are likely to 

increase with compliance. Nonstrategic donors and foreign direct investors want compliance and 

can credibly threaten to withdraw from a country if its government fails to implement conditions 

on aid (Bearce and Tirone 2010; Dunning 2004; Girod n.d.; Malesky n.d.). Donors and investors 

can also increase government revenues with rewards of more nonstrategic aid or increased taxes 

from returns to investment. In contrast, governments that depend on rents from natural resources 

or strategic aid are unlikely to comply with aid agreements because compliance is likely to 

redirect income from their own priorities to benefit development.  

 We derive these novel hypotheses by developing a theoretical framework that builds 

upon several literatures. First, we build upon studies indicating that governments make policies 

in response to government finances in order to maximize their chances of political survival 

(Bueno de Mesquita and Smith 2010; Dunning 2008; Morrison 2009; Smith 2008). We also 

synthesize and apply two theories of policy reform. Powerful interest groups can lobby 

governments in favor of conditionality, particularly in developing countries where governments 

are most likely to depend on these groups to hang on to political power (Grossman and Helpman 
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1994; Malesky n.d.; Mayer and Mourmouras 2008; Persson 1998). But governments with 

political power based on natural resource wealth face disincentives to reform because the new 

policies risk weakening their hold on power (Acemoglu and Robinson 2000, 2006). 

 To test the empirical implications of our model we focus on the World Bank, which to 

our knowledge, is the only donor (bilateral or multilateral) that has collected data on compliance 

with the conditions in its aid agreements. Using this heretofore-unavailable data on government 

compliance with 5,000 World Bank aid agreements between 1974 and 2010, we test project-level 

and country-level determinants of compliance and find strong support for our theory. We 

conclude that governments that depend on nonstrategic aid or FDI are susceptible to leverage 

from these groups, while governments that depend on resource rents have an exit option. They 

can take the money and run. 

 The paper proceeds as follows. The next section defines conditionality and gives context 

to the controversy surrounding compliance with aid agreements. Section III sets out the 

theoretical framework and derives hypotheses linking foreign aid donors, foreign direct 

investors, and natural resources to government compliance with aid agreements. Section IV 

discusses our data and methods, and Section V presents our results. Section VI concludes with 

the implications of our study. 

 

II. POLITICAL ECONOMY OF CONDITIONALITY 

 Conditionality is a tool used by multilateral and bilateral donors to compel recipient 

countries to adopt specific policies or undertake reforms in return for financial assistance. In the 

1950s and 1960s, donors’ wanted to create growth in developing countries by meeting the capital 

requirements of developing countries with foreign aid. When growth did not ensue, donors 
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concluded that recipients lacked the right set of institutions to invest their aid money. From this 

realization, conditionality emerged: the belief that macroeconomic reforms stimulate economic 

growth by increasing efficiency in the public sector and creating opportunities for the private 

sector in the national economy (Easterly 2001; Summers and Pritchett 1993; Williamson 1990). 

Thus, donors focused on making aid conditional on reform; their aim was to “stabilize, privatize, 

and liberalize” in order to promote growth (Rodrik 2006, 973). Donor thinking – hailed as the 

Washington Consensus – asserted that by stabilizing the macroeconomic environment, 

governments would boost confidence in the local currency and increase revenue for the public 

sector. By privatizing state companies, they would expand the private sector and reduce state 

expenditures. By removing price controls, they would encourage productivity. Many developing 

countries became subject to these measures when they turned to the international financial 

institutions during the 1980s with debt and balance of payment crises. 

 Most, therefore, connect the idea of conditionality to its birthplace, the IMF stabilization 

packages of the 1980s. While this type of conditionality is still in place, it has also expanded far 

beyond the standard set of macroeconomic reforms. If aid comes as sector aid or budget support, 

the agreement for the aid stipulates reform targets, known as benchmarks that could call for 

governance improvements. In 1998, for example, the World Bank offered the Central African 

Republic US$20 million as budget support and, in exchange, the Central African Republic 

promised to boost “transparency and accountability in public financial management” as well as 

to “meet commitments to increase expenditure in education and health” (World Bank 2003b).   

 The World Bank defines this “output” conditionality with three categories (Martens 

2005): “(a) maintenance of an adequate macroeconomic policy framework, (b) implementation 

of the overall program in a manner satisfactory to the Bank, and (c) implementation of the policy 
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and institutional actions that are deemed critical for the implementation and expected results of 

the supported program” (World Bank 2005, 4). In addition, if the aid comes as investment 

projects, the agreement stipulates specific “input conditionality,” responsibilities for the recipient 

regarding procurement and other project implementation guidelines (Martens 2005). 

 A great deal of literature, both academic and policy oriented has examined the role of 

conditionality in aid agreements. For the most part, it has focused on two aspects: 1) are 

conditions effective at bringing about reform? And 2) are disbursements really conditional on 

compliance with aid agreements? We are interested in a different piece of the compliance puzzle:  

why do countries comply with aid agreements? But to explain this, we must first respond to the 

first two questions. 

 Conditionality has been largely ineffective at inducing compliance with aid agreements.1 

In general, conditionality depends on an ex ante mechanism: the recipient promises to reform in 

exchange for aid.2 Despite little evidence that a recipient actually met promises, donors continue 

to disburse aid (Collier 1997; Easterly 2001, 2003; Killick 1996, 1997; Svensson 2003; White 

and Morrissey 1997).3 The reason is that donors justify disbursements as much on recipient 

success in compliance as on failure to comply with previous aid agreements (Easterly 2003). 

                                                 
1 See Wright and Winters (2010) for a review. 

2 Examples of ex post, where donors disburse aid after seeing successful political or economic 

reform, include the United States Millennium Challenge Corporation and the European Union 

(Collier, et al. 1997). 

3 Examples of ex post, where donors disburse aid after seeing successful political or economic 

reform, include the United States Millennium Challenge Corporation and the European Union 

(Collier, et al. 1997). 
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While a recipient who meets promises receives aid as a reward, a recipient who fails to do so 

receives aid to try again to meet their commitments in the next period.4   

 If disbursements still occur regardless of compliance, why do countries ever comply? 

One answer is that donors merely enforce conditions systematically when they lack strategic 

interests in the recipient (Bearce and Tirone 2010; Dunning 2004; Stone 2010). While important, 

this supply-side theory explains only part of the variation since there are significant examples of 

governments with strategic importance to donors that choose to comply with aid agreements 

(Bermeo 2008).  

 The literature has also investigated this question by using a principal-agent framework 

(Djikstra 2002; Killick 1996, 1997; Martens, et al. 2002). In this view, donors (the principal) 

craft an aid agreement that offers aid to the recipient (the agent) in exchange for a promise from 

the recipient to implement the donor’s agenda. Recipients are unlikely to comply because their 

interests typically diverge from those of donors, and donors are unable to monitor recipient 

behavior. Interests are far from aligned because the two have different institutional histories and 

cultural contexts (Djikstra 2002; Killick 1996, 1997). Thus, according to these analyses of 

compliance, recipients only implement conditionality when they agree with donors. For example, 

Killick (1997) finds that in 81% of countries studied (17 out of 21), “the probability of 

implementation is a function of the extent to which governments/ministers/officials perceive the 

benefits of compliance, in terms of their own objectives, to outweigh the costs” (490).  

                                                 
4 Winters (2010) demonstrates that World Bank lending is differentially responsive to 

governance improvements based on whether the lending is being offered by the Bank’s 

International Development Association or the International Bank for Reconstruction and 

Development. 
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 In the next section, we offer a theoretical framework demonstrating that recipient 

interests in compliance vary in predictable ways. As a result, we are able to combine the supply-

side variables with demand-side variables and derive hypothesis regarding when recipient 

governments are more likely to comply with conditions on aid. 

 

III. COMPLIANCE WITH CONDITIONALITY: A THEORETICAL FRAMEWORK 

 We rely on the standard political economy finding that governments make policies to 

serve those whom they depend on for power (Bueno de Mesquita, et al. 2003). While politicians 

who govern democratic countries seek to get re-elected (Mayhew 1974) or to re-elect their party, 

those who govern autocracies similarly seek to remain in power or to pass the reins to the next in 

line within their junta (Geddes 2009). Leaders may want to stay in power because they want to 

continue implementing an ideology, or, as in many developing countries, because they want to 

enrich themselves (Bratton and van de Walle 1997). Regardless, each of these motivations 

engenders strong incentives for leaders to seek their own political survival or that of their parties. 

 If governments serve those on whom their power depends, then the primary—perhaps the 

only—reason for a government to make new policy is that, to stay in power, the government 

needs the support of those who want or demand that policy. Politicians in advanced democracies, 

for example, are susceptible to lobbying by powerful groups that offer significant campaign 

contributions (Grossman and Helpman 1994). In developing countries, political survival depends 

less on campaign contributions, particularly because any democracy tends to be weak. But 

lobbying can still be effective. In fact, lobbying by powerful groups may be more effective than 

in advanced democracies because developing countries depend on fewer sources of income 

(Malesky n.d.).  
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 We identify three types of government support or income that fund a significant 

proportion of government revenues in developing countries and can therefore influence whether 

a government survives politically. Income can come from either the domestic or international 

spheres, so international and comparative political economy suggest at least three dominant 

sources of income: foreign aid, FDI, and natural resource rents.5  

 Developing countries often depend on foreign aid for their survival in power. In 1999, for 

example, aid constituted 99% of Rwanda’s government expenditures, 89% of Malawi’s, 87% of 

Mauritania’s, and 72% of Zambia’s (Bräutigam and Knack 2004, 258). Similarly, natural 

resource rents constituted an average of 1 percent of GDP in our sample with some countries 

having more than 30 percent of their gdp accounted for by natural resource rents.  Taxes and 

other rents from FDI can also be substantial since such investment constituted an average of 3 

percent of our sample’s GDP with some countries having FDI account for nearly 85 percent of 

their GDP.  

 All three sources of income explain differences in government policies, particularly 

regarding general welfare across developing countries. Aid has mixed effects on development 

spending (depending on the type of aid), but natural resources almost invariably reduce 

                                                 
5 Increases in nonstrategic aid or FDI, and declines in resource rents could promote democracy 
and other good-governance institutions (Ross 2001, Dunning 2004, FDI?). Such institutions, in 
turn, could influence compliance. Including democracy or institutional quality in the model could 
therefore confound the influence of nonstrategic aid, FDI or resource rents on compliance. 
Although evidence behind the link between resources and democracy is under debate (Haber and 
Menaldo 2011), our results support our hypotheses in models that include and exclude 
democracy and institutional quality. 
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development spending and FDI can have important spillover effects that encourage development 

spending.6  

 Because these sources of income are crucial for regime survival, leaders face incentives 

to maximize each of them, even at the cost of general welfare. Dependence on natural resources, 

foreign aid and FDI each independently lengthens regime survival by allowing governments to 

spend on security and on a mix of private and public goods that aims to satisfy supporters 

(Bueno de Mesquita and Smith 2010; Dunning 2008; Morrison 2009; Ross 2001; Smith 2004; 

Ulfelder 2007). Thus, leaders need to solidify and expand the income source they depend on. 

 In sum, governments are likely to make policies that allow them to maintain or increase 

their revenue stream. Because conditions on aid represent new policies for governments, we 

expect that governments are more likely to comply with conditionality when compliance is likely 

to increase government income. We examine how dependence on foreign aid, FDI, or natural 

resources influences government compliance in turn.  

 First, because donors account for a substantial amount of recipients’ budgets, they should 

have substantial leverage over whether a recipient complies with aid agreements. Not all donors 

have such leverage, however. When aid is contingent on donor strategic interests rather than on 

development goals, the incentive to comply with aid agreements is weak (Martens, et al. 2002). 

Aid based on strategic importance essentially comes with unenforceable development demands. 

Donors disburse strategic aid to countries where they have political interests, such as former 

colonies, as well as to areas where they have strategic military interests (Alesina and Dollar 

2001; Bearce and Tirone 2010; Bermeo 2008; Bobba and Powell 2007; Dunning 2004; Minoiu 

                                                 
6 For a review on the influence of aid on political economy, see Wright and Winters (2010), on 

foreign direct investment, see Romer (1993), and on natural resources, see Ross (1999). 
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and Reddy 2010; Neumayer 2003; Schraeder, Hook and Taylor 1998; Stone 2010). Existing 

studies find that aid is more effective when the donor lacks a strategic interest in the recipient. 

These results are consistent when analyzing aid from bilateral donors (Girod n.d.; Stone 2010), 

multilateral agencies (Stone 2002), and aid that aggregates across bilateral donors and 

multilateral institutions (Bearce and Tirone 2010; Dunning 2004). These studies assume, 

however, that nonstrategic recipients are complying with the aid agreements. Scholars have yet 

to directly test if recipients are, in fact, complying. This leads to our first hypothesis: 

 

 H1: Compliance is more likely as the nonstrategic component of aid increases. 

 

 Not all strategically important countries fail to comply. For example, Egypt, one of the 

United States’ most important allies in the Middle East complied with all three of its World Bank 

agreements in 2002 and complied with 58% of the agreements for which the World Bank 

measured compliance between 1960 and 2006 (Bermeo 2008). Why might this be? Perhaps it is 

because the conditions are effective. Stone (2002) finds that compliance with IMF conditionality 

reduces inflation, helping recipients achieve macroeconomic stability–the aim of IMF programs. 

Similarly, Bearce and Tirone (2010) find that complying with aid agreements increases 

economic growth—the aim of donors. In both studies, however, only countries that lack strategic 

importance are likely to comply because donors have leverage in these cases. Both studies, 

therefore, offer a demand-side story: where donors have leverage and demand compliance, 

recipients comply. Alternatively, foreign direct investors may demand compliance. Recipients 

may care enough about the effectiveness of conditions under pressure from such investors and 

choose to comply.   
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 A second source of pressure on a leader, therefore, is FDI. Many aid recipients depend on 

international sources of capital in order to maintain power. FDI is an investment made to acquire 

lasting interest in or effective control over enterprises operating outside of the economy of the 

investor. FDI is the largest source of external finance for developing countries, exceeding the 

sum of commercial bank loans and portfolio flows in most years. It is also a more stable flow 

than financing from other external sources. Further, FDI often is a major source of technology 

spillovers and improvements in labor and management skills (Tobin and Rose-Ackerman 2005).  

Thus, it is natural that developing country governments seek to appease foreign investors through 

policies that maintain or increase investment flows. 

 Foreign investors worry about governments arbitrarily changing policies once 

investments are made, or being at risk of expropriation, or at risk of political instability, where 

rebel groups loot or destroy the investment (Flores and Nooruddin 2009). Investors demand 

institutions to protect their property rights as well as a stable macro-economic, social and 

political environment. Thus, a principal means to attract FDI is to improve the overall 

political/economic environment to reduce risk. Studies on corruption and political risk show that 

foreign investors prefer to do business in environments with well-enforced property rights and an 

overall strong institutional structure.7  Thus, foreign investors are likely to demand compliance 

with aid agreements, and the more important FDI is for an economy, the more likely a recipient 

should be to comply with aid agreements8: 

 

 H2: Compliance is more likely as FDI increases. 

                                                 
7 See for example, Anderson and Kaufmann (2003), Anderson (2000), and LeBlang (1996). 

8 It would also follow that countries with strong institutions are more likely to comply with aid 
agreements, something that we control for in our analysis. 
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 Taken together, our first two hypotheses conjecture that when groups representing a 

relatively large portion of the government budget view conditionality as welfare enhancing, they 

should be able to generate more income for the government once the policy is implemented. If 

the group is foreign direct investors, conditionality will allow them to obtain larger returns on 

their investment and, subsequently, pay more taxes (or bribes) to the government. If the group is 

nonstrategic donors, implementing conditions on aid will keep these donors engaged. Conditions 

that optimize the goals of the income-generating group will correspondingly increase 

government revenues. Thus, if conditionality is likely to benefit a group that generates income 

for the government, the government is likely to favor conditionality.  

 In contrast, if conditionality is likely to reduce the income in government coffers, the 

government is unlikely to comply. Conditionality could reduce government income when 

governments depend on natural resource rents.  Natural resources offer an easy source of 

revenue, especially if extraction requires little labor or capital. Because rents from natural 

resources make no demands, leaders can spend the income on power consolidation instead of on 

development (Bueno de Mesquita and Smith 2010; Girod n.d.; Morrison 2009; Smith 2004; 

Ulfelder 2007). While development spending might benefit resource-rich countries in the long 

term, their leaders are more likely to maintain political power by spending on patronage and 

internal security in the short term (Licht 2010; Robinson, Torvik and Verdier 2006; Ross 2001; 

Wright 2008). Moreover, development may not even benefit resource-rich leaders in the long-

term. Development threatens to generate new industries and new elites that would reduce the 

power of existing elites (Acemoglu and Robinson 2000, 2006). 
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 From a donor’s perspective, therefore, the development challenge in resource-rich 

countries is not the absence of revenue, but the absence of development spending. Aid 

agreements emphasize public-finance reform, as in other developing countries, but with the goal 

to encourage resource-rich governments to allocate existing wealth to the poor (World Bank 

2006). Compliance with these reforms, however, means giving up control over how natural 

resource wealth is spent domestically (Girod 2011). Because compliance may cost resource-rich 

leaders some autonomy and yield little for political survival, leaders who depend on natural 

resources are unlikely to comply with aid agreements. This leads to our final hypothesis: 

  

 H3: Compliance is more likely as resource rents decline.  

 

 Figure 1 demonstrates the differential incentives income sources place on governments 

with high dependence on groups that favor conditionality or high dependence on natural resource 

rents. For governments that depend on groups favoring conditionality, the bargain is one-sided. 

By complying with conditions, governments benefit nonstrategic donors and foreign investors, 

both of whom increase government revenues (Figure 1, top). For resource rich governments, the 

calculus is a trade-off between increasing relatively minimal income from nonstrategic donors or 

foreign direct investors, and reducing income associated with the donor-driven reduction in use 

of prior income (Figure 1, bottom). 
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Figure 1: Determinants of Compliance with Aid Agreements 

 

 

IV. RESEARCH DESIGN 

In this section, we describe our econometric model for analyzing compliance with aid 

agreements. Our theoretical framework aims to explain dynamics between recipient countries 

and any donor, whether bilateral or multilateral. In our data analysis, however, we focus on the 

World Bank because the Bank is, to our knowledge, the only donor (bilateral or multilateral) that 

has collected data on compliance with aid agreements. While the Bank has been collecting 

compliance data for nearly 40 years, the data have remained locked away for the Bank’s private 

analysis and use. The Bank only released the data after special request, constituting the first 

official release of the data in the Bank’s history. Thus, these data offer a rare opportunity for 

research about compliance using a direct measure of compliance. To test the empirical 

implications of our model we constructed a new data set with agreement- and country-level data 

on 117 developing countries from 1974-2010.9 Our dataset relies on the World Bank’s Project 

                                                 
9 See Appendix A for a list of countries included in the analysis. 
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Database10, a resource that compiles information on World Bank funded projects since 1947, as 

well as the newly available measure of project-level compliance from the World Bank. 

DEPENDENT VARIABLE 

To assess how well governments comply with World Bank conditionality we use the 

degree of compliance with the agreement from the Bank’s project evaluations database.  

Compliance is rated by the Independent Evaluation Group (IEG) of the World Bank on a scale of 

1 to 6 from a low of 1 for Highly Unsatisfactory, 2 for Moderately Unsatisfactory, 3  for 

Unsatisfactory, 4 for Satisfactory, 5 for Moderately Satisfactory, and 6 for Highly Satisfactory.  

This rating scale was only established in 2000, with a scale of 1 to 4 (omitting the moderate 

category) before that.  Because of the change in scale and because the Bank does not release how 

it judges this scale, we combine the categories into a dummy variable equal to 0 for highly 

unsatisfactory, moderately unsatisfactory, or unsatisfactory and equal to 1 for satisfactory, 

moderately satisfactory, or highly satisfactory.11  The IEG performs in-depth evaluations of 

approximately 25 percent of all completed projects.12  A further subset of these evaluations 

include the degree of compliance with conditions laid out in the project documents.  From a total 

of 11,844 agreements in the World Bank database, we have data on compliance rates from 

approximately 5,000 agreements. 

There are a number of reasons to believe that these evaluations of compliance are indeed 

independent.  First, the IEG is an independent team within the Bank that receives funding 

directly from and reports directly to the Executive Board of the World Bank.  To further insure 

                                                 
10 http://go.worldbank.org/IAHNQIVK30 

11 In the next iteration of the manuscript we plan on keeping the ordered nature of the data and 
testing our model with an ordered probit. 
12 http://ieg.worldbankgroup.org/content/ieg/en/home/ratings.html 
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the team’s independence, its staff may not work in positions in other parts of the World Bank 

following work for the IEG (Chauvet, Collier and Fuster 2006; Love, Stern and Wiesner 2004; 

World Bank 2003a). Perhaps most important, our interviews with World Bank officials have 

made it clear that the IEG is “not well-loved” amongst Bank staff.  Taken together, we believe 

that the IEG’s work is independent of the World Bank, and ratings should be unbiased.  

However, two likely problems remain.  First, the selection of programs to evaluate is not 

random.  In certain years, the IEG may be more interested in specific types of programs such as 

education or water access, for example.  And, in certain years there may be greater interest in 

certain countries (the IEG may be more interested in a large country such as Nigeria over a 

smaller neighbor).  To deal with this, we plan to control for the project sector in the next iteration 

of the paper (we have only recently gained access to this data).  Second, it is possible that the 

conditions are biased making compliance harder/easier.  For example, it could be that 

strategically important countries are given lighter conditions to insure their compliance.  Even if 

this is the case, it would work against us finding any effect (we hypothesize that strategically 

important countries are less likely to comply), and we would be underreporting this possible 

effect. 

 

 

INDEPENDENT VARIABLES 

Our theoretical arguments focus on three different economic components of a recipient’s 

decision making process: the ratio of strategic to non-strategic aid (Hypothesis 1), the level of 

FDI (Hypothesis 2), and the level of natural resource rents (Hypothesis 3).  
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To test Hypothesis 1 (strategic vs. non-strategic aid) we disaggregate a recipient’s 

bilateral aid into its strategic and non-strategic components. The World Bank is beholden to 

major bilateral donors, particularly the United States (Dreher, Sturm and Vreeland 2009). 

Although much of bilateral aid is thought to be strategic in nature, some portion of that aid is 

based on economic need of the recipient, rather than the strategic interest of the donor.  Past 

research on bilateral aid shows that donors tend to focus their strategic aid on countries that: 1) 

are former colonies where donors have political and economic interests, (Alesina and Dollar 

2001)13 2) are in a military alliance with the donor, meaning a formal agreement for defensive 

action, offensive action, neutrality, non-aggression, or consultation regarding military conflict 

(Bermeo 2008; Bobba and Powell 2007; Leeds, et al. 2002)14 or 3) received aid from a non-

neutral donor during the Cold War, coded as ending in 1989 (Bearce and Tirone 2010; Bermeo 

2008; Dunning 2004; Neumayer 2003; Stone 2010).   

Thus, to determine the strategic portion of a recipient’s bilateral aid receipts, we take all 

bilateral aid from the recipient’s former colonial power and all bilateral aid coming to the 

recipient from an alliance partner, and add this to all aid received during the Cold War from non-

neutral donors. The remainder of a recipient’s bilateral aid would be considered non-strategic.  

According to our theory, the more strategic aid that a country receives relative to its non-strategic 

aid, the less likely it will be to comply with conditionality more generally.  Thus, to measure this 

relative concept, in a second step we divide strategic aid by non-strategic aid.  Data on aid come 

from the OECD’s International Development Statistics (OECD 2010). 

                                                 
13 The data come from Hensel and Mitchell (2006). 

14 The data come from Leeds (2005). 



 18 

To test Hypothesis 2 (dependence on foreign investors) we look at the level of net FDI 

flows to a recipient as a proportion of GDP in a given year (inflows minus outflows).  Data come 

from United Nations Commission on Trade and Development.15  Finally, to test Hypothesis 3 

(dependence on natural resources) we include a measure of rents from natural resources. The 

resource rents variable refers to the logged value of rents per capita in constant 2000 U.S. Dollars 

averaged over the five years after the ceasefire. Data on rents come from the World Bank’s 

Genuine Savings Project (Hamilton and Clemens 1999). 

 

CONTROL VARIABLES 

In addition to our main variables of interest, we include a set of country- and agreement- 

level variables to control for the determinants of a government’s decision to comply with the 

project agreement.  Although the aid literature has established important determinants of 

compliance with structural adjustment type conditions from the IMF and the World Bank, little is 

available theoretically that determines agreement level conditionality. Thus, we update the extant 

literature to deal with the agreement-level nature of our data set.  

First, we account for the economic climate in the donor country. Countries with better 

performing economies are more independent financially, and thus should be less likely to follow 

conditions set out by a donor. Alternatively, economic strength may measure institutional 

                                                 
15 We chose to measure FDI as flows (financial account transactions) as opposed to stocks 

(International Investment Position).  While flows represent actual transactions in the current 

year, changes in stocks occur due either to changes in flows (which we would want to measure) 

or changes in valuations or other adjustments by the firm (which is unlikely to affect the firms 

influence on the recipient government. 
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capacity (Fearon and Laitin 2003), in which case economic strength may increase compliance 

rates. Countries with stronger institutions may be better able, and therefore more likely, to 

comply with aid agreements (Burnside and Dollar 2000).  We therefore control for Per Capita 

Income (GDP per capita). Further, it could be that countries with strong institutions have interest 

groups that push for compliance.  To control for this possibility, we examine two distinct 

measures: political risk and infant mortality. Our first proxy for institutional strength is an index 

of political risk from the International Country Risk Guide (ICRG). The variable is based on 

institutional indicators compiled by private international investment risk services. The ICRG 

political risk index utilizes measures of the risk of expropriation, established mechanisms for 

dispute resolution, contract enforcement, government credibility, corruption in government, and 

quality of bureaucracy.  It is measured on a scale from one to 100 with higher numbers signaling 

better levels of the political environment in a country (that is, lower levels of political risk).  

We further proxy for institutional strength with a measure of recipient’s motivation to 

offer development projects, infant mortality. Infant mortality, or the probability that a live-born 

infant will die before reaching one year of age, is highly correlated with crucial attributes of 

poverty, such as caloric intake and water quality (Ross 2006; Victora, et al. 2003). If state 

institutions are “working” effectively in developing countries, infant mortality should decline. 

The data come from the Institute for Health Metrics Evaluation (2010). 

Additionally, we include two-agreement level measures that may have an effect on a 

country’s willingness to comply: the duration of the project and the total disbursement of the 

project.  It is possible that the larger the project or the longer the project lasts, the more likely a 

country would be to comply with the agreement’s objectives. 



 20 

ECONOMETRIC SPECIFICATION 

Our main econometric model employs the following multilevel logistic specification: 
 

jkkijkjkijkijkijk uvXuXpp 0051510)]1/(log[ ++++=− −−ββ                (1) 

 
Where X is a vector of our explanatory variables, i indexes the project, j indexes country, 

and k indexes year.  u0jk is a random intercept for country, vok is a random intercept for year and 

u1jk is a random coefficient for the vector of explanatory variables Xijk.  Our vector of 

explanatory variables includes three independent variables and five control variables.  The 

primary hypotheses that we are evaluating through this model are 1) that increases in the ratio of 

strategic to non strategic bilateral aid decrease the probability that a recipient will comply with 

donor conditions (strategic aid ratio<0), 2) increases in FDI will similarly increase the 

probability that a recipient will comply with donor conditions (FDI>0), and 3) increases in 

natural resource rents decrease the probability that a recipient will comply with donor conditions 

(natural resources<0). 

Our estimates measure the probability that a country will comply with a given World 

Bank aid agreement under the assumptions of the logistic multilevel model.   

A standard logistic specification would have been simpler to employ, however, the 

contextual and temporal structure of our dataset necessitates a multilevel econometric 

framework.  Specifically, the standard assumptions of the logistic model are that individual 

observations are independent.  In our dataset, this is unlikely to be the case.  Instead, it is likely 

that projects within the same countries or even within the same year are highly correlated. The 

correlation between projects at the country-level and year-level is therefore likely to be higher 

than the average correlation across projects. In other words, we have nested data where we must 

take into account that we have project-level data where projects are nested within country levels 
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and the countries are nested within years. Estimating this under a standard framework where 

each observation was considered to have equal correlation would underestimate the uncertainty 

of the causal effects in the model, and our standard errors would not be valid.  Controlling for 

this variation through fixed country and year effects could, in part, solve this issue, but while 

allowing us to control for differences across countries and years, it would not allow us to explain 

these differences (Steenbergen and Jones 2002). 

The multilevel estimation technique will allow us to assess whether variation exists 

across countries and years, and, will assess the importance of this variation in determining the 

estimation of the model.  Specifically, it breaks the total error in the model into a constant 

component that deals with unobserved heterogeneity in the model overall, as well as a 

component that varies according to the levels of the model—in our case, countries and years 

(Gelman, et al. 2004). 

Thus, our multilevel model deals with country- and year-level variation through a random 

coefficient added to the model.  Moreover, in some specifications we include time trends rather 

than thinking of years as a separate level.  That said, it could be that the multilevel model is 

violated in a way that generates correlations between the error term and our key independent 

variables that would bias our results.  For example, our estimates would be inconsistent if the 

Bank evaluated those projects where the recipient were more (less) likely to comply or if the 

Bank initiated projects where the recipient was more likely to comply. To deal with this 

possibility, we lag our independent variables and control variables by 5-years (before the 

completion of the project).  In future work (on this paper) we plan on dealing further with these 

potential issues of selection. 
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V.  RESULTS 

 

The results of our estimations lend considerable support to our main hypotheses. 

Specifically, we find that the greater the ratio of a country’s strategic to non-strategic aid, the less 

likely they are to comply with World Bank conditions.  At the same time, the more important 

FDI is to the economy, the more likely a country is to comply with World Bank Conditions.  

Finally, the higher the dependence on natural resource rents, the less likely a recipient is to 

comply. 

 

[Table 1 about here] 

 

Table 1 reports the results of equation (1) where all three of our hypotheses are tested.  

First, we examine the negative relationship between the type of recipient and compliance with 

World Bank programs.  The coefficient on the ratio of strategic to non-strategic aid has a strong, 

negative influence on the probability that a country will comply with World Bank program 

conditions.  This gives support to our first hypothesis, that compliance is more likely as non-

strategic aid increases.  Second, we turn to the relationship between the importance of foreign 

investment and conditionality.  The coefficient on FDI as a proportion of GDP is also strong and 

positive, lending support to our hypothesis that governments that depend on FDI are more likely 

to comply with World Bank conditions.  Third, we look at the relationship between natural 

resource endowments and aid compliance.  Here, the coefficient estimate is negative and 

statistically significant, implying that higher levels of natural resource rents decrease compliance 

with aid agreements. 
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To better understand the magnitude of our effects, we derive the predicted probability of 

a country satisfactorily complying with World Bank conditions for various levels of each of our 

independent variables of interest.  Figures (1) – (3) use the results of Table 1 and hold all other 

variables at their means while varying either the ratio of strategic to non-strategic aid (Figure 1),  

FDI as a proportion of GDP (Figure 2), or natural resource rents (Figure 3). 

 
[Figures 1-3 about here] 

 
Figure 1 examines our first hypothesis, that compliance is more likely as the nonstrategic 

component of aid increases.  From the graph we see that as the ratio of strategic to non-strategic 

aid increases (the opposite of our hypothesis), compliance decreases.  In other words, as more of 

a recipients’ aid becomes strategic, the less likely they are to comply.  Specifically, holding all 

other variables at their means, for a country with a mean ratio of strategic to non-strategic aid  

(Costa Rica in 1982 or the Gambia in 1987), their probability of compliance was nearly 65 

percent.  However, for a country one standard deviation below the mean (Morocco in 1998) the 

probability of compliance was over 80 percent, and for a country half a standard deviation above 

the mean (Turkey 1973 or the Congo (Zaire) in 1988), the probability of compliance was just 

above 50 percent. 

 Next, we turn to Figure 2, the probability of compliance as the proportion of a recipient’s 

FDI to GDP increases.  Here we see that a recipient with a mean level of FDI (Uruguay or 

Cambodia in 2004) has a predicted probability of compliance of just over 65 percent.  At the 

same time, a recipient with FDI inflows 1 standard deviation above the mean (Serbia or Egypt in 

2007) has a predicted probability of compliance of just over 80 percent, and a recipient with FDI 

inflows one standard deviation below the mean (Chad or Suriname in 2006) has a predicted 

probability of compliance of just under 60 percent. 
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 Finally, we turn to Figure 3, which examines hypothesis 3, that compliance is more likely 

as resource rents decline.  Here we see that a country at the mean level of resource rents 

(Madagascar in 2000 or Costa Rica in 1991) has a predicted probability of compliance of about 

66 percent, this drops slightly to just over 62 percent for a country with resource rents 1 standard 

deviation above the mean (Bolivia or the Philippines in 2001) and rises somewhat to 68 percent 

for a country 1 standard deviation below the mean (Azerbaijan in 2007 or Chad in 2006)). 

 Although none of these results are overly striking, they do lend a great deal of support to 

our overall hypotheses regarding the importance of domestic and international interests for 

determining compliance with aid agreements.  Moreover, few countries are likely to be at the 

mean for all levels of variables aside from the variable we are examining.  Instead, they are 

likely to be either low or high on most variables.  Thus, to see changes across predicted 

probabilities, we selected a few countries that were at the extremes of many if not all of our 

variables of interest (no country is close to the mean for most variables, so we compare these 

extremes to a test case of a recipient at the sample mean of all variables).  Table 2 examines 

these extreme cases.  In the first two rows of the table we see the rising stars of the developing 

world, Vietnam and Botswana.  Using data on our independent variables of interest for these 

countries from 2007 and holding all agreement level variables constant, these recipients have 

quite high predicted probabilities of compliance with World Bank agreements of 0.86 and 0.84 

respectively.  On the other hand, if we look at two of the worst performing countries that we had 

data for in our sample, the Democratic Republic of Congo in 2001 and Ethiopia in 2007, these 

countries have predicted probabilities of compliance with World Bank agreements of only 0.34 

and 0.54 respectively, both below the mean for the sample of 0.66.  Further, we look at Egypt in 
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1988, a country with a high ratio of strategic to non-strategic aid.  Similarly in this case we see a 

predicted probability of compliance below the sample average. 

 Additionally, our control variables have the anticipated signs and significance.  The 

coefficient on political risk is strong and positive, indicating that countries with strong 

institutions are more likely to comply with World Bank conditions.  Further, the coefficient on 

infant mortality is strong and negative, indicating that increases in infant mortality (lower levels 

of recipient motivation to offer development projects) are correlated with lower levels of 

compliance. Project duration has a significant, negative impact on the probability of compliance, 

indicating that the longer a project lasts, the less likely a country is to comply with conditions.  

Finally, the size of the project (measured by costs) has a positive effect so that, the larger the 

project, the more likely a country is to comply. 

 

VI. CONCLUSION 

 

 Although the literature on compliance with aid conditionality has focused on a donor’s 

ability to enforce conditions or the effects of conditions on political and economic development, 

the question of who complies remains unanswered. We study this question using previously 

unavailable data on compliance from World Bank records.  

 We argue that compliance depends on more than the supply side of donor willingness to 

enforce conditions. Compliance also depends on the demand side. Under certain conditions, aid 

recipients face incentives to comply with aid agreements independent of whether donors can 

credibly threaten to withdraw aid. Recipients are likely to comply when they are not strategically 
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important, when they depend on foreign direct investors, or when they do not depend on the 

natural resource sector. 

 Our findings have important implications for research on foreign aid. Existing research 

assumes that recipients who lack strategic importance do still comply with aid conditions 

(Bearce and Tirone 2010; Dunning 2004; Girod n.d.; Stone 2010). Our study finds direct 

evidence in support of this mechanism by demonstrating that recipients who lack strategic 

importance are, indeed, more likely to comply with conditions. 

  The findings also have policy implications. In response to criticisms in the late 1980s that 

aid conditionality is insensitive to the needs of developing countries (Cornia, et al. 1987), donors 

began to emphasize recipient ownership of reform. To increase recipient ownership, starting in 

the 1990s, some aid agreement negotiations involved consultation beyond the government, 

including civil society and the private sector (Devarajan, et al. 2001). Our results suggest that 

donors who want compliance should expand this group of stakeholders even more. When 

domestic demand for reform is strong, governments are more likely to comply with the 

beneficial aspects of aid agreements, regardless of whether or not donors are likely to enforce 

compliance.
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Figure 1: Predicted Probability of Compliance As the Ratio of Strategic to Non-Strategic Aid 
Increases
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 Figure 2: Predicted Probability of Compliance As the Proportion of FDI to GDP Increases 
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Figure 3: Predicted Probability of Compliance As the Level of Natural Resource Rents Increases 
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Table 1 

 

Equation (1) by Mixed Effects Logistic Regression 

Dependent Variable: Compliance 
 

 

Ratio: Strategic to Non-Strategic Aid -0.002** 
 (0.001) 
FDI/GDP 0.037** 
 (0.017) 
Mineral Rents -0.016**    
 (0.006) 
GDP Per Capita -0.0001*    
 (0.0001) 
Political Risk 0.055*** 
 (0.008) 
Infant Mortality -0.02*** 
 (0.005) 
Project Duration -0.094*** 
 (0.016) 
Total Project Disbursement (log) 0.047*** 
 (0.006) 
Constant -1.02 
 (0.518) 

Random Effects Parameters  

Country 0.489*** 
 (0.080) 
Year 0.711*** 
 (0.080) 

Observations 4946 
Country N 117 
Log Likelihood (p-score) 58.10 (0) 

Robust standard errors in parentheses  
* significant at 10%; ** significant at 5%; *** significant at 1% 
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Table 2 
Predicted Probability of Compliance for Extreme Cases 

   

  
Predicted 
Probability 

95% Confidence 
Interval 

      

Vietnam (2007) 0.86 [0.83, 0.89] 
Botswana (2007) 0.84 [0.81, 0.87] 

   
Congo, DR 

(2007) 0.34 [0.31, 0.37] 
Ethiopia (2007) 0.54 [0.49, 0.59] 

   
Egypt (1988) 0.58 [0.54, 0.64] 

Average 0.66 [0.61, 0.70] 
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Appendix A 

Countries Included in Analysis 

Albania Lebanon 
Algeria Lithuania 
Angola Madagascar 
Argentina Malawi 
Armenia Malaysia 
Azerbaijan Mali 
Bangladesh Mexico 
Belarus Moldova 
Bolivia Mongolia 
Botswana Morocco 
Brazil Mozambique 
Bulgaria Nicaragua 
Burkina Faso Niger 
Cameroon Nigeria 
Chile Pakistan 
China Panama 
Colombia Papua New Guinea 
Congo, Dem. Rep. Paraguay 
Congo, Rep. Peru 
Costa Rica Philippines 
Cote d'Ivoire Romania 
Dominican Republic Russian Federation 
Ecuador Senegal 
Egypt, Arab Rep. Serbia 
El Salvador Sierra Leone 
Ethiopia South Africa 
Gabon Sri Lanka 
Gambia, The Sudan 
Ghana Tanzania 
Guatemala Thailand 
Guinea Togo 
Guinea-Bissau Tunisia 
Guyana Turkey 
Haiti Uganda 
Honduras Ukraine 
India Uruguay 
Indonesia Venezuela 
Iran, Islamic Rep. Vietnam 
Jamaica Yemen 
Jordan Zambia 
Kazakhstan Zimbabwe 
Kenya  
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