“Pity the Finance Minister”
Issues in managing a substantial scaling up
of aid flows
Peter S. Heller

I. INTRODUCTION
These are remarkable times. Following the G-8 meeting in Gleneagles,
the global community appears energized to confront long-standing issues
of persistent poverty in Africa and parts of Latin America and Asia. Major
industrial countries have begun to respond to the challenge of mobilizing
additional resources for development. Several countries have pledged to
reach the 0.7 percent of GDP target for overseas development assistance
(ODA) within the next decade and others, including the United States,
have begun to significantly increase their commitments for development
assistance. Combined with the possibility of new global financing initiatives, there is the possibility of a dramatic scaling up of aid resources far
beyond the levels of past experience (for some countries at least). This is
all to the good and a sign for hope that the enormous gap in living standards between rich and poor countries can be narrowed.
The transfer of real resources on a larger scale to low-income countries
(LICs) suggests the promise of a brighter future for millions. The question
now is what the different development partners must do to make this
promise a reality. This is important because past experience suggests that
aid flows have not always achieved the desired results. It is therefore
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crucial that a large increase in aid take account of the lessons of the past
and anticipate the challenges of the future.
This paper emerges from the ongoing effort by the International
Monetary Fund (IMF), in working with donors, NGOs, and other members of civil society, to identify what issues associated with a scaling up of
aid must be addressed in order to make this transfer more effective. The
immediate goal is to ensure both the absorption and good use of the new aid
resources within a stable macroeconomic policy framework. The larger goal is to
help low-income countries grow rapidly, reduce poverty, and ultimately graduate
from aid dependency. Five issues in particular require consideration by recipient governments, donors, and the international financial institutions (IFI)
in a scaled-up aid environment.1
• The macroeconomic impact of a substantial increase in aid levels: Will
an aid-recipient’s currency appreciate significantly in real terms? Are
there consequences for a country’s external competitiveness and growth
and employment prospects? Any adverse effects would of course need
to be weighed against both the benefits afforded by the higher resource
transfers and a determination of whether such effects can be moderated.
Governments will need to consider what real exchange rate path is
appropriate over the long term, associated with both a scaling up and a
scaling down of aid.
• Managing macroeconomic policy—both fiscal and monetary policy—
when a significant share of the economy and budgetary resources derive
from multiple, volatile external sources: Uncertainties include the magnitude of aid flows; the timing of their receipt; their likely duration; the
differences in the form and conditions associated with the many external resource transfers (project vs. program, and if the latter, whether sectoral or general budget support; whether the aid is tied or untied); and
the gap between commitments and disbursements.

1
The definition of what threshold may be a source of macroeconomic or budgetary difficulties is necessarily
country-specific, relating in part to the share of aid flows in total budgetary spending and in part to the share of
aid in GDP (recognizing, as indicated below, that the composition of aid will also be an important factor
determining the potential macroeconomic impact). In general, aid shares in GDP of over 10 percent would
likely create macroeconomic policy challenges; aid shares financing more than 40–50 percent of total budgetary
outlays would pose equal challenges for budgetary management.
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