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Abstract

Poverty eradication is declared in The Millennium Declaration as the
global goal to be reached by all mankind, not separate countries facing that
problem. Among the wide range of mechanisms aimed at raising population’s
welfare and reducing the inequality gap, international economic assistance holds
a weighty position, especially in those countries whose socio-economic situation
does not make it possible to find sufficient internal resources to fight certain as-
pects of poverty. The authors believe that the development of the recipient coun-
try’s poverty eradication strategy and the donor country’s assistance strategy
should be coordinated with consideration for the effectiveness criteria based on
the theoretical approaches advanced by the leading experts in the poverty is-
sues and the world practice.
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Introduction

Numerous studies, especially those carried out by experts of the World
Bank and the OECD prove that the main objective of the Millennium Goals — to
half the number of people living beyond the poverty line (which is less than one
dollar a day) — will be reached by 2015 (except for the countries located to the
South from Sahara) [1]. In addition to reduction of income inequality as the main
impediment to receiving maximal effect from economic growth — an important in-
strument of poverty eradication, the prerequisites for realization of this optimistic
scenario are the following: high level of economic freedom (from the principles of
government creation to monetary and trade policy); availability and effective use
of capital (financial and human); higher productivity of agricultural sector com-
pared to «modern» sectors (for reduction of the negative effect of economic du-
alism); institutional openness of the economy (given that global trade environ-
ment transforms for the benefit of poor countries).

Since most of the countries with high poverty cannot meet the above ob-
jectives with their own strengths, the role of international assistance aimed at
overcoming marginalization of the world is growing in urgency.

The theoretical investigations of the leading experts in poverty issues (in
particular, international poverty eradication mechanisms) represented by M. To-
daro, P.O’'Neill, J.Wolfensohn, A. Lerrick, H. Birdsall, F. Bourguignon,
W. Kleine, E. Rumyantseva, O. Shyshkov, S. Hutsalo, and others, as well as the
analysis of the world practice prove that modern international economic aid
should be essentially reformed — from changes in its directions to improvement
of its realization mechanisms. Unfortunately, Ukraine belongs to countries that
aspire to receive foreign aid, but at the same time have not yet developed proper
methodological and institutional principles for its rational integration into the sys-
tem of mechanisms for realization of the national poverty eradication strategy.
Proceeding from the above-said, we can single out two directions of scientific
research in the area of international economic assistance urgent for Ukraine.
These are, first, the identification of its essential characteristics and criteria of its
quality and place in the system of poverty eradication mechanisms (including
those based on the study of foreign experience), and second, the evaluation of
the effectiveness of bilateral and multilateral aid for poverty eradication in our
country and elaboration of the recommendations on increasing its effectiveness
taking account of the new tendencies in the transformation of theoretical and
practical approaches to allocating and using foreign assistance. The aforesaid
determines the goal and objective of this paper revealed in the titles of its sec-
tions.
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1. Methodological Approaches to Definition
of the Essence of International Economic
Assistance and Its Classification

National and foreign scientists, in particular, T. Subotina, S. Brown, I. Ow-
erland, M. Todaro, O. Rohach, and others mostly recognize two forms of foreign
aid to developing countries: official development aid (official development assis-
tance) and private flows [2: 73; 3: 74; 4: 8; 5: 67-69; 6: 500; 7: 448—-449; 8: 70—
100].

The official development assistance (ODA) should meet, in the opinion of
mentioned experts, certain requirements, namely: 1) originate from official
sources and official foreign donors; 2) be granted to poor countries with the pur-
pose of supporting their socio-economic development; 3) be treated by donors
as non-commercial transfer and offer concessional terms (Grant Element as an
indicator of concessional level should equal no less than 25% of allotted funds).

Depending on the number of parties to international relations, the ODA is
provided on the bilateral, multilateral, and collective basis. The main source and
channel of bilateral overseas aid is individual countries represented by author-
ized institutions that manage the mechanism of aid channelling. The main
source of multilateral aid is the funds of international organizations collected as
contributions from participant countries. Collective aid is provided to recipient
countries by donors who create by means of their contributions a mutual relief
fund and its management bodies. All these three forms of aid could be called the
international development aid, which is further classified by the scientists into fi-
nancial, technical, food, humanitarian, and military aid.

The most methodologically feasible and efficient in the context of poverty
eradication, in our opinion, are the financial aid and technical support since
these are the instruments that can not only settle the problems of poor countries
in the short-term, but also create conditions for growth of welfare in the long-
term perspective.

Financial aid is allocated in the form of loans (including loans on conces-
sional terms), financial subsidies, subventions, export credits, grants, and guar-
antees and is mostly used to finance projects on economic development of the
recipient country, as well as to solve the poverty issue. The bounds of financial
aid provide for realizing the programmes on budget (commodity) aid, balance-of-
payments equilibrium, and structural and industry crediting, etc.

As an especially equivocal type of bilateral financial aid considered is the
so called «tied aid» (providing of concessional export credits (loans) or grants
with the aim of importing goods (services) from the donor countries or imple-
menting a certain project (developing certain economic sphere) alongside with
imports) [2; 6; 8; 9; 10]. Obviously, the terms accompanying this type of aid are
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far not always the most urgent and wanted by the recipient as they mostly moti-
vate the donor country (by providing incentives to its producers and enabling
them to sell their goods (services) at higher-than-world prices). Nevertheless,
this type of aid has its advocates, since it adds to the reputation of the donor
country and keeps the recipient from misusing the funds’.

Technical support (or «technical cooperation») has been allocated since
the times of the Marshall Plan realization, and presently it is of great importance.
If the purpose of financial aid is partial or full compensation of the lack of domes-
tic resources of the recipient country due to insufficient savings and shortage of
foreign currency (the «two constraints» model), technical cooperation was de-
signed to complement and raise the level of both technical and administrative
knowledge, production skills and personnel qualifications necessary for socio-
economic development (including poverty eradication) of the recipient countries
[3: 28-90].

Unlike financial aid, technical support is provided in the form of consulta-
tions, seminars, studies, specialized courses, training and retraining of person-
nel in the recipient country or abroad, exchange of specialists, training of stu-
dents and granting them scholarships abroad, transfer of intellectual property
rights, providing equipment facilities, advanced technology, computer technol-
ogy, electronic accounting and management systems, and expert training to in-
crease labour and capital productivity.

Depending on the level of recipient’s participation in the technical support
programmes, the latter are traditionally divided into the following types: techno-
logical grants (the so-called «independent technical cooperation»), whereby do-
nors transfer technologies, equipment, training and retraining of specialists,
high-technology products, or financial resources for purchasing of technology,
equipment, training and retraining of specialists (personnel) free of charge (as a
gift), whereas the recipient country is only required to meet the organizational
conditions of its receiving and placement; co-financing of technical facilitation
(the so-called «investment technical cooperation»), whereby the recipient coun-
try, in addition to settling organizational questions related to granted technical
support, finances a certain part of the international technical support programme
(project), even though this part constitutes a small share of the project value [11;
3: 28-29, 90-92; 8: 70—-100]. The very essence of co-financing implies higher ef-
fectiveness of this type of technical support compared to grants since project
(programme or strategy) outcomes largely depend on the recipient’s participa-
tion in this process.

ODA, including financial assistance and technical support, also includes
project assistance, which is rendered mostly by international organizations and
collective donors as credit guarantees in specified volumes on condition that the
recipient country meets its responsibilities and uses the grants to speed up pro-

' The recipients’ misuse of (primarily official) funds is one of the main reasons for the
«donor fatigue» phenomenon, i. e. the situation when the donors reduce or cease the
providing of aid, having become disappointed in the effectiveness of its utilization.
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ject implementation. In addition, project assistance includes non-project aid,
which is most often provided on the bilateral basis as soft export loans and
grants for the support of state reforms in the recipient country, as well as for the
promotion of non-credit instruments (i. e. consultations, research, discussion of
the recipient’s socio-development strategy, etc) (see S. Brown [3], M. Gillis and
D. Perkins [8], and others).

For a long time have the scientists been elaborating on the feasibility of
treating private financing of poor countries as a type of international economic
aid. M. Todaro considers that the latter does not cover all capital flowing into de-
veloping countries, especially with respect to resources of private foreign inves-
tors. In his opinion, the funds from private sources are mostly granted on com-
mercial terms (the donor's main and official motive is to receive high return on
invested capital) and hence cannot be considered as a type of assistance even if
the recipient country benefits from them [6: 500]. On the contrary, S. Brown ar-
gues that private aid plays no lesser role than official development assistance
because private capital inflows give poor countries advanced technologies, de-
velop managerial and marketing skills and ensure easier access to export mar-
kets [3: 96]. Moreover, private aid usually escapes excessive bureaucratic barri-
ers, it is more flexible both in targeting and volume, and its use is easily con-
trolled. T. Subotina asserts that favourable investment climate (business envi-
ronment) (which is not typical of the poor countries) and satisfying perspectives
for economic growth are the preconditions for private capital inflows, and not
vice versa [2: 73], which corroborates our own opinion that it is not feasible to in-
terpret direct and portfolio investments as a type of international assistance.
However, different types of aid from private funds and individual philanthropists
could effectively complement official development assistance.

2. World Experience of Granting
and Using International Economic Aid
and Reformation of Its Mechanism

The analysis of the world practice of using international aid as a mecha-
nism for poverty eradication allows ascertaining that practically all types of eco-
nomic assistance have their advantages and disadvantages.

The most extensive and successful, in the opinion of most experts (see [3;
12; 13]), example of bilateral aid was the Marshall Plan developed half a century
ago. lts realization (even under dominating US interests) enabled the transfer of
capital in cash and in kind from the rich to then poor countries for mutual benefit.
In addition, it brought to appearance of the new plans of bilateral assistance pro-
vided by other countries (or their alliances) and gave impetus to creation of vari-
ous organizations in the sphere of providing help to poor countries. It is worth to
mention the following advantages of the plan: timeliness of provided assistance;
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«tolerance» on the part of the USA, implying that it avoided to dictate the terms
of granting aid and to intervene into internal affairs of the recipient countries di-
rectly in order to preserve their further cooperation and reach such mutually im-
portant goals as liberalization of the European trade; convertibility of European
currencies; market integration; creation of supranational institutions; sufficient
volume of resources; consideration for the whole range of problems in the coun-
tries of Western Europe and attempting to activate internal resources of the re-
cipient countries to bolster their economic development; democracy building and
development of market economy; mutual benefit for both parties; coordinated
action at implementing the plan — the initiatives of the recipient countries were
instrumental for the development of [clear, transparent, goal-oriented, and le-
gally substantiated] national strategies stipulated by the Plan; sharing of respon-
sibilities and control thanks to adequate institutional support (setting a special
budgetary account allowed to control the use of the foreign financial aid, avoid
«decumulation» of the aid and stabilize foreign debts in order to minimize de-
pendence on the donor).

However, bilateral aid has been and still is not always provided (as as-
serted in particular by M. Todaro and S. Brown) to promote development of the
recipient countries: 1) the individual interests of donor governments (primarily
their wish to earn their own profits or benefit otherwise) in most cases prevail
over the urgent needs of poor countries and often fail to consider all strategic in-
terests of the latter; 2) bilateral aid is provided on very rigid terms tied to the re-
cipient country’s obligation to fulfil economic and social programmes designed
by the donors; 3) the volumes of granted bilateral aid most often correspond with
available resources rather than the goals of poverty eradication strategy in the
recipient country [6: 502; 3: 84].

The majority of donor countries provide mainly «tied aid» yielding economic
benefits. In particular, the Canadian International Development Agency (CIDA) —
the basic source of Canadian aid — recovers nearly 70 cents of each dollar given
to poor countries due to purchases of the Canadian products and services by the
latter®. «Non-tied» CIDA assistance is granted based on the principle of geo-
graphical discrimination (no more than 50% of aid to the Sub-Saharan region and
no more than 33.3% to other developing countries) [9: 30-31].

With the aim of raising funds for providing assistance to new poor countries
formed of the former colonies, the industrially developed countries united into the
Organization for European Economic Cooperation (OEEC) (later transformed into
the Organization for Economic Cooperation and Development (OECD)). Under
umbrella of OEEC was formed the Development Assistance Group (presently the
Development Assistance Committee (DAC)): 0.7% of each DAC member's GDP
should be contributed for the needs of «the third world» (Table 1).

2 The CIDA allows developing countries to spend Canadian financing for purchasing food
in other countries only in extraordinary situations. At that, the volume of such expenses
should not exceed 10% of the Agency’s annual budget, whereas the rest should be spent
on purchasing exclusively Canadian-made foodstuff.
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Table 1.

Major Donors and Volumes of Official Development Aid (ODA)

Distributed ODA

No DAC
) donors Total (US $ mn) as % of GDP
2001 | 2003 | 2005 | 1990 | 2001 | 2003 | 2005
1 [ USA 11429 [ 16254 | 27622 | 0.21 | 0.11 | 0.15 | 0,22
2 | Japan 9847 | 8880 | 13147 | 0.31 | 0.23 | 0.20 | 0,28
3 | Germany 4990 | 6784 | 10082 | 0.42 | 0.27 | 0.28 | 0,30
4 | GreatBritain | 4579 | 6282 | 10767 | 0.27 | 0.32 | 0.34 | 0,47
5 | France 4198 | 7253 [ 10026 | 0.60 | 0.32 | 0.41 | 0,47
6 | Netherlands | 3172 | 3981 | 5115 | 0.92 | 0.82 | 0.80 | 0,82
7 | Spain 1737 | 1961 | 3018 | 0.20 | 0.30 | 0.23 | 0,27
8 | Sweden 1666 | 2400 | 3362 | 0.91 | 0.77 | 0.79 | 0,94
9 | Denmark 1634 | 1748 | 2109 | 0.94 | 1.03 | 0.84 | 0,81
10 [ Italy 1627 | 2433 | 5091 | 0.31 | 0.15 | 0.17 | 0,29
11 | Canada 1533 | 2031 | 3756 | 0.44 | 022 | 0.24 | 034
12 | Norway 1346 | 2042 | 2786 | 1.17 | 0.80 | 0.92 | 0,94
13 | Switzerland 908 | 1299 | 1767 | 0.32 | 0.34 | 0.39 | 044
14 | Australia 873 | 1219 | 1680 | 0.34 | 0.25 | 0.25 | 0,25
15 | Belgium 867 | 1853 | 1963 | 0.46 | 0.37 | 0.60 | 0,53
16 | Austria 533 | 505 | 1573 | 011 | 0.29 | 0.20 | 052
17 | Finland 389 | 558 | 902 | 065 | 0.32 | 0.35 | 046
18 | Ireland 287 | 504 | 719 | 0.16 | 0.33 | 0.39 | 042
19 | Portugal 268 | 320 | 377 | 024 | 025 | 022 | 0,21
20 | Greece 202 | 362 | 384 - 017 | 0.21 | 0,17
21 | Luxembourg | 139 | 194 | 256 | 0.21 | 0.76 | 0.81 | 0,82
22 [ New Zealand | 112 | 165 | 274 | 023 | 025 | 0.23 | 0,27
Total 52335 ]69029[106 777] 0.33 | 0.22 | 0.25 | 0.33

Source: http://hdr.undp.org/reports.

However, the ODA granted by collective bilateral donors has not always
produced the expected results (increased fulfiiment of human needs, such as
education, health care, nutrition, etc in poor countries), which could be explained
mainly by the unreadiness and/or unwillingness of recipient countries to steer
the funds to poverty reduction. This has led to gradual shrinkage of the aid vol-
umes (the above-mentioned «donor fatigue»): the USA reduced its aid from 3%
(at the beginning of Marshall Plan realization) to 0.22 % of GDP in 2005 (see
Table 1) and so did France, Great Britain and other industrial countries. Never-
theless, in 2005 the total volume of aid made 0.33% of aggregate GDP, which
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somewhat exceeds the figures for 2001 and 2003, with 0.22% and 0.25% of
GDP respectively, mainly on the account of the Scandinavian countries which
came ahead of the plan3 (see Table 1).

At the moment, the world’s largest collective donor is the EU thanks to
joining the contributions of Western European member countries (about 11% of
world ODA and 5" place after the USA, Japan, Germany, and France).

Figure 1.

Volumes of US official aid granted to developing countries
% of GDP
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Source: The Congressional Budget Office, December 2006.

The European Commission developed a set of practical recommendations
on the increase in development financing, having set interim aid indicators (by
2010 the average aid indicator in all EU countries should make 0.56 % of GNP,
in particular in «the old» EU members it should equal 0.51% of GNP and reach
0.7% by 2015; in the «new» EU members it should make 0.17% of GNP and
reach 0.33% by 2015), and the improvement of aid quality [15: 15-58].

In our opinion, however, these optimistic forecasts are dubious, primarily
because of the lack of effective EU monitoring over the targeted use of budget
funds channelled to poor countries (according to the European Parliament, more
than $1bn are embezzled every year).

With due consideration for the significant role of bilateral aid (in spite of its
mentioned problems and drawbacks), it should be acknowledged that it mainly
reduces to financial, technical and military assistance to the developing coun-

% In spite of almost none historical relations with the countries of the third world, the
Scandinavian countries in the 1960s became the pioneers in providing sizeable aid to
those countries. Together with small European countries, primarily the Netherlands, they
assumed the (incomparable to their size) burden of assisting poorly developed countries.
In addition, these countries acted as initiators of fundamental reforms in this area of
international economic policy [14: 164-197].
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tries. The multilateral aid is far more versatile in form and theoretically grounded:
1) its providing by international organizations reflects much less the economic
and political motives and individual interests of the donors; 2) there have been
developed more rational schemes of providing aid and controlling its use, as well
as effective instruments for reaching goals; 3) the aid is provided with much less
intervention into the recipient’s internal affairs; 4) the recipient country has the
voting right (though much less weighty compared to rich countries) regarding the
terms of allocating and using the aid, and hence, it finds it easier to agree to cer-
tain terms concerning political, economic and social reforms put forward by the
international institutions where it participates as a member than to agree to re-
quests of individual donor countries [3: 85-89; 6: 502].

The leading international institutions in the area of global poverty reduc-
tion are the World Bank Group and the International Monetary Fund (IMF). The
specific policy of these organizations is that financial aid and technical support
are mostly provided not for immediate settling of acute social problems, but for
creation of the environment for public welfare growth in the long-term perspec-
tive by means of poor countries’ own efforts (improving the investment climate,
ensuring gender equality, structural reformation of the recipient country, liberaliz-
ing the monetary and foreign sectors, reducing the foreign debt, etc). The aid
(primarily loans) is provided on condition of meeting a whole set of requirements
(the so-called «conditional credits»), it often does not meet the ODA criteria®,
and usually produces not static, but positive dynamic effects, which is the reason
for much donor criticism, as already mentioned in the earlier works (see [16]). In
particular, J. Stiglitz accentuates that multilateral aid provided by the interna-
tional organizations, which he calls «missionary institutions», helps rich coun-
tries to exploit the poor ones — thanks to greater control, power and the voting
right they have over the latter — and foist the ideas of free market on «backward»
nations, which enhances the periphery character of certain countries and re-
gions of the world [17: 31-32].

Using the Country Policy and Institutional Assessment index as a criterion
of recipient selection enabled to reduce the number of credit terms, in particular
those advanced by the IMF under its Poverty Reduction and Growth Facility
(PRGF) [18: 12]. What concerns the World Bank, since 2004 it has been working
on simplification and modernization of its lending principles and procedures in
order to facilitate the process of client borrowings. At that, the Bank has consid-
erably extended its operations in the mid-income countries with nearly 70% of
the planet’s residing poor populating, at the same time considerably curtailing
and even suspending assistance to most underdeveloped countries with low
PRGF index [19: 75]. The latter are attended by other donor organizations that
aim their efforts at increasing the domestic demand and carrying out basic re-
forms, and study the innovation mechanisms of supplying social services.

* 40-50% of the total volume of multilateral financial aid is provided on non-concessional
basis (almost on commercial terms), since the majority of international institutions’ capital
is accumulated from private sources.
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Another urgent direction for reformation of the approaches to multilateral
aid providing is withdrawal from crediting in favour of grants. The international
banks should respectively be transformed into multilateral development agen-
cies committed not to lending but to helping poor countries overcome barriers to
economic development, whereas all risks (including political) and other credit
functions should shared by the world market for private capital. The performance
of such development agencies should be transparent for assessment by inde-
pendent supervisors.

The biggest, next to the World Bank and IMF, donor of multilateral techni-
cal and so-called «pre-investment» aid is the UNDP, which helps developing
countries to implement projects in the areas of information and communication
technologies, energy-saving, environmental protection, education, human secu-
rity, guarantee of human rights and good governance, and fight against the
AIDS. The effectiveness of international assistance under the Development Pro-
gramme is somewhat higher than the aid provided by the other mentioned or-
ganizations (although it is much smaller in volume) since it has the advantages
of «project assistance»: higher level of specialization, clearly defined goals, sin-
gle administrative unit in the recipient country, donor’s responsibility for aid allo-
cation and rationing, stricter control over recipient countries’ use of funds, clearly
outlined responsibilities of donors and recipients, the opportunity to evaluate the
project and determine expected outcomes having approved or negated its feasi-
bility before its launch [3: 93].

The effectiveness of international (bilateral and multilateral) aid as one of
external mechanisms for poverty eradication depends not only on the donors’
available resources, motives and instruments, but also (and even to a greater
extent) on the expediency of its use by the recipient country. The problem of cor-
ruption and so-called «kleptocracy» (larceny at the governmental level) is the
main reason for and at the same time manifestation of scarce institutional sup-
port of the proper allocation of international economic aid (primarily financial),
which is typical of almost all developing countries. Especially threatening is the
directing of non-project aid to countries with oligarchic systems of state govern-
ance as it stipulates for direct incoming of funds into the state budget, instead of
allotting them for realization of special projects on poverty reduction, which
means these financial flows are neither targeted nor selective.

3. Effectiveness of International Assistance:
The Ukrainian Dimension

Proceeding from the analysis of theoretical approaches and world prac-
tice, we can formulate a system of criteria to evaluate the effectiveness of at-
tracting and using international aid for poverty reduction in Ukraine: conformity
between the directions, volumes and instruments of assistance and the Millen-
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nium Goals and specific needs of the Ukrainian people; the recipient country’s
zeal for development and implementation of strategically important projects with
application of external financial, intellectual and other resources; the donors’
consideration for strategic priorities of Ukraine in the sphere of poverty eradica-
tion; backing down from foreign credit aid proved to be ineffective by the interna-
tional practice; institutional support of the attraction and use of international aid,
in particular the availability of proper contractual base, system of project results
monitoring and national and foreign institutional control; the congruity of interna-
tional aid and domestic poverty reduction mechanisms.

Traditionally, the most significant sources of Ukraine’s external financing
are the USA, Canada, Germany, the Netherlands, Great Britain, Sweden, Swit-
zerland, Japan, Denmark, Korea, the EU, the UNO, the World Bank, the IMF,
and the EBRD.

Ranking 78" in human development (2003), Ukraine received nearly
7 dollars per capita or 0.7% of GDP as aid under the ODA programmes, which is
much less than did other Central and Eastern European countries (Bulgaria —
$63.0 (2.1%), Bosnia-Herzegovina — $131.1 (7.7%), Romania — $27.1 (1.1%),
Latvia — 49.0 (1.0%), Estonia — $62.6 (0.9%) respectively), where Human De-
velopment Index is higher than in Ukraine [20]. All this suggests that donor mo-
tives are mercantile and sometimes geopolitical in nature, as well as that donors
view our country as the recipient incapable of using the granted resources ra-
tionally.

Ukraine actively attracts financial aid in the form of loans from the Interna-
tional Bank for Reconstruction and Development (IBRD), since these borrowings
have advantages over commercial bank credits and much better meet the
Ukrainian specifics than do soft credits and grants of the International Develop-
ment Association. This aid comes into such major sectors of economy as state,
private and financial sectors, agriculture, fuel and energy complex, as well as
sector of environmental protection and social sector (Table 2). However, as the
analysis shows, external financing is mostly channelled into projects that are not
directly related with the realization of Ukraine’s poverty reduction strategy; lim-
ited funds are granted for improvement of the quality of medical, educational
services, social security, and environmental protection. It speaks of the discrep-
ancy between the national priorities and the motives of donors and consequently
the directions of financial flows from international financial institutions, in particu-
lar the World Bank which, similar to other credit institutions, is guided by the
profitability criterion when choosing a recipient. The low efficiency of poverty re-
duction projects in Ukraine is also preconditioned by the low interest of national
officials in reaching the declared poverty reduction goals and high corruption. As
already mentioned above, the main peculiarity of the loans issued by the World
Bank and the International Monetary Fund is that they carry certain obligations
with respect to political, economic and social programmes developed by interna-
tional financial organizations, upon meeting which Ukraine could be assured of
receiving further financial assistance from these institutions. On the one hand,
such a practice could in theory give a positive effect, but on the other hand, as
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shows the Ukrainian and foreign practice, the fulfilment of the requirements of in-
ternational institutions is a slow process often accompanied by negative social
consequences. Even though the credits are extended in tranches, in Ukraine —
upon meeting the agreed terms of issuance — they are often «consumed», in-
stead of being spent on reaching the project goals.

Table 2.
The IBRD/IDA programmes of credit assistance to Ukraine
. Project .
Fiscal Project Title value, Strateglc Implementa-
year US$ mn benefits tion risks
Rehabilitation of hydroelec-
: 106 average average
tric power plants
2005 tc))/aln for Development Pol- 251.26 high average
Equal access to quality 86.59 high high
education
:;c;/alT for Development Pol- 300 high high
Broqd access to financial 125 high high
services
Transfer of electric power 150 average average
Water supply/ water draining 80 average high
2006 .
Improvement of the social . .
50 high high
welfare system
Management of public fi- 50 high average
nance/ treasury system
Regeneration of forests 70 high average
Export development project 100 average low
Health care reform 75 high high
t;c;/al“ for Development Pol- 300 high high
Rural economic development 75 high high
Reduction of pollution and . .
2007 law-abidance in industry 50 high high
Social investments/ em- 75 high high
ployment
Infrastructure 425 high average
Total 2367.5

Source: MapTbiHeHkoB U. H. OcobeHHocTM gesitenbHocTn BceMmupHoro 6aHka B YkpavHe
// BicHuk EkoHOMiYHOT Haykmn Ykpainu. — 2005. — Ne 2. — C. 118-124.



66 Taras Tokarskyi
International Assistance for Poverty Eradication:

Theoretical Aspects, World and National Practice

The Strategy of Assistance to Ukraine for the period of 2004-2007 was
developed by the experts of the IBRD, International Financial Corporation and
Multilateral Investment Guarantee Agency (MIGA) with participation of the
Ukrainian government; it took into consideration all weak points of the previous
strategies and was directed at achieving social goals of our country (poverty re-
duction and consolidation of middle class, comprehensive and harmonious hu-
man development, ecological stability, reduction of regional imbalances). Never-
theless, the majority of indicators that the Ukrainian power had expected to
reach during the period of Strategy implementation are still in plans. Among the
basic reasons for that state of things, in addition to those mentioned above, are
political instability, unpreparedness of relevant ministries to implement «social»
projects, weak targeting of aid, bulkiness of resources allocation procedures, low
involvement of general public in the process of project creation and realization,
absence of public control over the use of provided funds, inefficiency of the sys-
tem of state purchasing, etc. As a result, the World Bank, as well as other inter-
national donors, is very circumspect as for providing financial aid to our country.

The funds extended to Ukraine within the framework of bilateral assis-
tance are tied to the condition of purchasing industrial equipment and other
goods in donor countries (they use these extended loans to finance their own
producers). For all that, however, the majority of scientists assert that Ukraine
would benefit more if it attracted credits and grants from the individual countries
that do not advance such rigid credit terms as do the IMF and IBRD. In addition,
they believe the conditions of granting financial aid also greatly depend on the
position of Ukraine, not only the donors alone.

As a consequence of unsettled issues in the cooperation between Ukraine
and international financial donors, much less success has been achieved in
poverty reduction than it had been expected. The matter primarily concerns the
discrepancy between the international organizations’ credit programmes and the
goals of poverty eradication in Ukraine; the mutual lack of proper monitoring
over the targeted use of granted loans; insufficient funds channeled to social
projects; unjustified attraction of government-guaranteed foreign credits, etc.

A potentially significant role, as a mechanism of poverty eradication strat-
egy realization in Ukraine, belongs to assistance provided within the framework
of technical and economic cooperation between Ukraine and more than
20 countries of the world (the European countries, USA, Canada, Asian coun-
tries) and international institutions (EC, UNDP, IBRD, EBRD, and others) (see
Table 3).

Since 1992, the donors have directed over US$5.8bn for realization of in-
ternational technical support projects in Ukraine, $3bn of which was apportioned
by the USA, whose aid budget exceeds the total volume of aid provided by other
donors [22]. Unfortunately, since 1999, the volumes of American technical sup-
port have been gradually shrinking, the funds being channelled mostly into the
projects not directly related to settling of the poverty reduction problem in
Ukraine, which testifies to the discrepancy between the national priorities and
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the donors’ motives and objectives. In 2005, for example, the USA granted
$79.2mn for realization of the Freedom Support Act projects, whereas for the
child health care and anti-AIDS projects and humanitarian projects it allotted
only US$2.2mn and $1.33mn respectively.

Table 3.

International Technical Assistance to Ukraine in 1999-2006 (US$ mn)

Country/ 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2996
organization (U)
USA (total) 284.44|272.98|232.26| 253.1 |227. 48/143.47| 172.2 | 265

USA (incl. under

US Freedom 203.5 |175.05| 172.9 | 156.5 | 139.7 | 94.0 | 139.2 | 172.2
Support Act)

Canada 135 | 135 | 13.0 | 127 | 143 | 140 | 14.0 | 14.0
EU (TACIS) 126.8 | 125.9 | 146.4 | 120.0 | 113.6 | 120.0 [{189.37| 166.0
Netherlands 8.3 7.1 9.75 5.8 7.0 7.0 6.15 | 6.15
Sweden 3.45 | 2.18 2.7 5.3 6.4 6.4 na na

Great Britain 15.1 141 13.0 | 10.6 | 151 na 12.95 | 12.95
Germany 10.1 8.71 8.7 6.1 9.5 na 1.9 na

Switzerland 2.0 5.0 5.35 2.9 3.43 na na na

UNDP 3.5 3.5 513 | 228 | 14.0 | 10.0 | 15.0 | 30.0
Japan 5.8 6.81 0.38 | 0.38 0.8 0.8 0.8 6.7

Denmark na na na 2.1 1.5 na na na

China na 1.2 1.2 1.2 1.2 1.27 1.2 1.2

IBRD 6.6 7.3 3.49 | 10.24 | 5.76 4.0 4.5 5.0

EBRD 54.0 | 60.0 | 53.0 | 61.0 | 70.0 100 100 100

Note: *(f) — forecast; **na — data not available.

Source: Ministry of Economy in Ukraine / http://me.kmu.gov.ua.

The next biggest donors of bilateral technical support to Ukraine are Can-
ada and Japan. However, their projects also contribute to poverty reduction
rather indirectly. Considerably more targeted in the context of poverty reduction
is the aid granted under the programme of the Ministry of Great Britain (DFID),
the priorities of which for 2006-2008 include: improvement of the quality of pro-
vided social services and creation of effective social policy; support of social and
economic development in Donetsk, Lyhansk and Lviv regions; development of
the private sector and regulatory policy; reformation of the system of state ad-
ministration and public service; support in the realization of Ukraine’s WTO ac-
cession plans; increasing of the State Statistics Committee’s capacity to provide
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verified and accurate data; enhancing of the role and intensification of the ability
of local communities to resolve their problems in their own municipalities; ensur-
ing of a more coordinated approach to fight against proliferation of the AIDS [23].
Nevertheless, the unevenness of technical support distribution in the regions of
Ukraine (its concentration in big cities) and low-level coordination among both bi-
lateral and multilateral donors do not let us talk about sufficient effectiveness of
the technical assistance as a whole, and the mentioned aid provided by Great
Britain in particular.

Throughout the recent years, the majority of donor countries have been
reducing their technical assistance to Ukraine, which testifies to their donor
fatique because of its irrational, — as they say, — use by the recipient country. In-
stead, multilateral aid has grown in significance. Thus, the UNDP together with
Ukrainian government developed the UN Development Assistance Framework
(UNDAF) for 2006—2010 in order to support and assist in consolidating democ-
racy, creating the system of human rights protection and developing the Ukrain-
ian economy in conformity with the national policy and programmes, as well as
Millennium Development Goals (institutional reform, civil society consolidation,
access to quality health care and life-long education, environmental protection,
fight against AIDS and tuberculosis, gender equality assurance, poverty reduc-
tion) [22; 24].

The analysis of technical assistance received by Ukraine from bilateral
and multilateral donors points to the recipient’s negligible role (lacking initiative)
in determining the priority directions for foreign assistance, their divergence from
the national poverty eradication strategy and lack of the proper mechanism for
coordination and monitoring of external resources allocation aimed at reaching
the goals of population’s welfare improvement in Ukraine, which considerably
lowers the quality of technical assistance.

It is also worth to underscore the low effectiveness of the basic forms of
technical assistance — it is mostly granted to Ukraine in the form of consulta-
tions, advice and recommendations of foreign experts, which often fail to con-
sider the fact that projects are being realized under the conditions of imperfect
state and é)ublic institutions, which makes it impossible to use the so-called
«twinning»~ mechanism and properly direct the aid.

Conclusions

Summing up the above mentioned, we have come to a conclusion that in-
ternational aid, in spite of its various forms and sources, has unfortunately not
yet shown its full potential as for contributing to the main aim of the world com-

® Twinning — the mechanism of attracting international aid, which stipulates for active
involvement of experts from the recipient country in project implementation.
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munity — poverty eradication. The parties at fault are both the donors with their
pragmatic and egoistic motives and the recipients with their lack of initiative and
irrationality in attraction of external development assistance.

In our opinion, bilateral and multilateral development assistance is meth-
odologically the simplest mechanism of the poverty reduction policy, which in-
cludes the system of internal (budgetary, fiscal, monetary, foreign economic
policies of the state) and external (international trade, lending and borrowing
policies) levers and is designed to complement their instruments, not replace
them. Effectiveness of international economic aid can be achieved by means of
(a) correctly identified priorities, both branch-wise and temporal (preference
should be given to long-term goals); (b) clearly identified recipient selection crite-
ria, which would enable to define directions and volumes of assistance alloca-
tion, and most importantly, not overlook the countries that really need such as-
sistance; (c) harmonized efforts of both donors and recipients and their corre-
spondence with recipient’s domestic poverty reduction strategies; (d) creation of
proper institutional providing of the rational use of attracted aid.

The main reasons that hinder the activity of international donors in
Ukraine and decrease the effectiveness of aid for poverty reduction are the un-
derdeveloped institutional infrastructure; especially poor performance of the third
sector (weak civil society); scarce budgeting (small volumes of foreign aid, in
particular for reforms in the social sphere); multi-vector projects, the majority of
which are not directly related with the implementation of poverty reduction strat-
egy in Ukraine; isolation of individual projects on international aid and their du-
plication.

So long as the transition to innovation growth aimed at increasing the
quality of human capital and effectiveness of its employment is a recognized al-
ternative to attraction of the foreign monetary aid (in view of its negative exter-
nalities), the priority for Ukraine is the realization, together with foreign donors, of
the technical support projects. In the context of poverty reduction, it would be
most beneficial for our country to direct aid into those areas the development of
which will ensure a stable increase in the long-term quality of living, including
education, science, health care, and private business.

The development of the rational model for attraction and use of interna-
tional aid in Ukraine is the main direction for our further research.
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