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There has been a renewed call within the international community for
industrial countries to meet the goal of devoting 0.7 percent of their GNP
for official development assistance (ODA). Originally proposed by the
Pearson Commission in 1968, only a few countries are currently meeting
this target and the average ODA level is only a third of the target. Raising
ODA to 0.7 percent of industrial country GNP is an important element in
the strategy for reducing global poverty and meeting the Millennium
Development Goals (MDGs) by 2015. It could also lead to an expanded
supply of needed global public goods.
If industrial countries were to meet the ODA target, financial aid would
increase to about $175 billion, slightly more than three times current levels. This could pose challenges—both macroeconomic and microeconomic—for developing countries, particularly if the funds were distributed primarily to the world’s poorest countries. Transfers of extremely
large amounts of money to a developing country relative to the size of its
economy can be problematic. To ensure that enhanced ODA is used efficiently in the fight against global poverty, it is crucial that the international
community examine closely alternative approaches to allocating the aid,
both among countries and for complementary global poverty reduction
programs.
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Concerns and challenges
The scope of the challenge
If one were to distribute the full 0.7 percent of GNP in aid only to the
world’s least developed countries as defined by the OECD’s Development
Assistance Committee (DAC) (and conditional on these countries’ satisfying certain governance criteria or establishing a track record of successful
policy implementation)—the scale of transfers would be massive relative
to these economies’ size. Moreover, applying such a distributional criterion would result in enormous differences in per capita transfers to the
“absolute poor” of the world (individuals with incomes of less than $1 a
day). It would mean that no transfers would go to poor people living in
countries with per capita incomes above the DAC-defined threshold.
Thus, some of the largest countries in the world would be excluded. The
excluded countries would include those with higher annual per capita
incomes, which are classified as “other low-income countries” (such as
India, Nigeria, Pakistan, and Vietnam), as well as “lower-middle-income
countries” (including China, Indonesia, and the Philippines). The allocation of a 0.5 percent target for ODA—equivalent to $125 billion and representing the level of increase estimated to respond to the MDGs—would
yield broadly similar results.
If the increased ODA resources were distributed according to a different criterion—for example, proportional to the share of the world’s
absolute poor in a country—the macroeconomic issues associated with
resource transfers would be significantly diminished. However, the bulk
of aid would then go, not to the poorest countries in the world, but to the
larger countries listed above. Different scenarios illustrate these points:1
Scenario 1
In this scenario, aid is assumed to go to those least developed countries (as
defined by the DAC) that have good economic policies (based on Collier
and Dollar’s (1999) criteria),2 but with the amounts scaled up to reflect the
ODA target of 0.7 percent of GNP. As shown in Figure 1, the average ratio
1

Detailed discussions of these and other scenarios are provided in Heller and Gupta (2002).
Paul Collier and David Dollar (1999) of the World Bank recently carried out an analysis of how aid might be
reallocated if countries with severe poverty and good policies were targeted and if countries with civil strife or
poor policies were excluded.
2
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