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ABSTRACT

This study presents an assessment of the rolereigfo aid in developing countries, having
Kenya as the case study for the period between-2020. Towards this assessment of the role
of foreign aid, the study outlines three main otiy@s. The first objective is on finding out the
role of foreign aid in Kenya's economic developmefecondly, is on examining the
contribution of foreign aid towards good governaraed thirdly, to find out the influence of
foreign aid on foreign policy. In order to achidiés, the study is sub-divided into five chapters.

Chapter one begins with giving an insight into fgneaid, giving a background on foreign aid
operations in Africa. The chapter also, definesrdszarch study and puts it into context through
the introduction and background of study. This ¢biaplso presents the Research Questions, the
dependent variables, thesis, and hypothesis andnéthodology and the literature review
sections. The literature review was done with altveaf extractions from well-known authors
and rich sources of publications to re-emphasieefaist that their ideologies were in line with
the study objectives. This strengthened the stithe literature review focused a lot on the
research questions and objectives. Thus, the asgey explored in the literature review were
foreign aid and economic development, good govexmamd foreign policy.

Chapter two examines foreign aid in Africa, highligg the major donors in Africa’s foreign aid
and tracing back the history of foreign aid. In iéidd, this chapter examines the impacts of
foreign aid on Africa’s economic development, goxarce and foreign policy.

Chapter three focuses on Kenya. It therefore exesnifioreign aid in Kenya, it impacts on

Kenya’s economic growth and governance. In additibis chapter examines evolution and
trend of foreign aid in Kenya, throughout the pdnimder study that is between 1990-2010. This
chapter also gives an in-depth discussion of foreagl in different sectors of the Kenyan

economy, such as Education, Agriculture and Infuastire.

In chapters four and five the researcher preseata dnalysis, presentation of data and
interpretation of the collected data. This is donérm of graphs, tables and charts that clearly
show correlation between the variables in chagtansand five. These are accompanied by brief
notes to explain each figure and chart, to furdr@rance the understanding of the data. Finally,
the study gives the recommendation and concludiba.study findings indicated the impact of

foreign aid on the economic growth of developingrdoies. These impacts were analyzed using
time series data for foreign aid which shows tlnatre is a positive impact on the economic
growth of Kenya. Thus, this study found out tharéhis a positive relationship between foreign
aid and economic growth and thus the impact ofigaoraid on the country’s economy cannot be
ignored.
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CHAPTER ONE

INTRODUCTION
1.1 Background
Over the years, foreign aid has been channeled eteloping countries. However, the
fundamental role of foreign aid in improving theds of these countries, its contribution to
poverty reduction and development continue to beaasionate debate.The U.S, Canada,
Australia, Japan, New Zealand and the countrieEwbpe are classified as developed while
other nations are usually classified as less dpeeloThe UN has classified a subset of 49
countries as the least developed, to which majanigyin Africa. The least developed countries
have extremely low levels of income, low levelslitd expectancy at birth, low literacy and

school enroliment and low levels of economic diiferation’.

On the other hand, the World Bank has classifiedntrees into four groups, using Gross
National Income (GNI) per capita. Based on theirlGiNery economy is classified as either low
income, middle income (subdivided into lower midéled upper middle) or high incofe
Moreover, Africa, Latin America, South East Asi@ @opularly referred to as the South. These
regions are characterized by high degree of detgémployment and the majority of their

populations live below a dollar a day

! Mauro F. Guillén "Multinationals, Ideology, anddganized Labor"The Limits of ConvergencéPrinceton, 2003).
University Press.

2 Boughton, James M.Silent Revolution: The International Monetary Fuk@79-198qWashington:
International Monetary Fund, 2001).

% Horsefield, J. KeithThe International Monetary Fund 1945-1965: Twerggr¥ of International Monetary
Cooperation(Washington: International Monetary Fund), 1969.



The Development Assistance Committee (DAC) of thganization for Economic Cooperation
and Development (OECD) states that foreign aid gfficial development assistance) is the
transfer abroad of public resources on concesstenals (having a 25 per cent grant element),
with an objective towards improvement in the ecompnpolitical or social conditions in

developing countries.

According to Lancaster, foreign aid is an officzsistance where concession public resources
are transferred to promote economic and socialrpesgin countries with low inconfeForeign

aid involves transfer aimed at bringing about sasth beneficial difference in another. This aid
can be categorized into three types: humanitageamts and loans and systematic cash transfer
disbursed to governments by rich countries. Foredgsh can be multilateral or bilateral
arrangement. Bilateral aid is provided from stadestate in most cases from developed to
developing but, even though aid within developingrdries is also currently on the rise (South-
South framework).On the other hand, multilaterdl iaifrom an intergovernmental organization
such as the World Bank (WB), International Monetiond (IMF), and African Development

Bank (AfDB), European Union (EU) etc

Foreign aid is also given by other Internationaddficial Institutions which include , the transfer
by the private institutions, taking the form of haccal assistance, donations and interest loans.
The core objective of foreign aid is to promoteitocdl, social and economic development of a

country. This is despite the revolving debate test been put forth on the motive of the donor.

* Carol Lancaster, Foreign aid: Diplomacy, Domegtititics, University of Chicago press, 2007, chagtgpage2
® United Nations, Report on International Definitiand Measurement of Standards hedels of Living, (New
York: Oxford University Press, 2010).



However, the relationship between foreign aid aadetbpment is still debatable. To ascertain
this relationship, it requires examining foreigml a&n relation to development in the recipient
countries. During the height of the Cold War foremjd, as a tool of foreign policy took center
stage and got prominence as an agent of perpejutian ideals and ideologies of the two
competing sides that is the Communist East lechbyUSSR and the Capitalist West led by the
USA. Foreign aid arrangements were championedhiey Bretton Woods Institutions and
Marshall Plan that led to successful reconstrustiohWestern Europe and East Asia i.e. Japan

and South Korea are other beneficiaries.

By early 1950s, many countries in the Western aendti@l Europe had undergone revitalization
to which the program was considered a success. Maeshall Plan’s achievement as a
development strategy was later adopted for devedmprpurposes as it had positive results in
Europe, which had been devastated by war. Foramywas used by the West as part of the
containment policy to check against the spreadafraunism. After the fall of Berlin Wall and

the end of Cold War, it ushered in the New Worldl€@rthat also changed the objectives of
foreign aid. To the end, foreign aid has been tetiuman Rights, democracy and rights and

libertie<.

Some scholars like Dambisa Moyo and William Eagtdrave debated on the role of foreign aid,
seen to have other impulses beside that of econdavelopment. According to them, donors
have hidden motives of advancing their foreign @plin the developing countries. Dambisa

Moyo, cites that foreign aid instills a cultured#pendency where the recipient country relies on

® Bell, Clive, 1989 The New Palgrave: Economic Developm@ew York: W.W. Norton & Company, Inc.)



the donor country for ailHowever, despite this skepticism, the onset ofifpr aid has led to

development albeit having numerous challenges.

1.2 Statement of Research Problem

The role of foreign aid in the growth process ofaleping countries has been a topic of intense
debate. Foreign aid is an important topic given irtgplications in poverty reduction in
developing countries. Previous empirical studiedareign aid and economic growth generate
mixed results. There are evidence of positive impétoreign aid on growth; However, as much
as in some areas, foreign aid has recorded suctéstping develop the poor nations, there are
also large evidence of negative impact of foreighim economic growth, especially in African
countrie§, while in some areas there is evidence to sughestid has no impact on growth. For
those who conclude that foreign aid lead to econajowth and development, it is important to
note that this conclusion applies only to econonmmewhich it is combined with good fiscal,

monetary, and trade policies.

Countries in Sub-Saharan Africa have been charaeteiby a high degree of indebtedness,
unemployment, poverty and poor economic performankige average per capita income in the
region has fallen since 1970 despite the highladd. Developing countries like Kenya, having
become highly dependent on foreign aid, face hogeign debts and cry out for debt relief and

more aid. Between 1970 and 1999, the flow of ddnods to Kenya averaged about 9% of

" Dambisa Moyo, Why aid is not working and how thisranother way for Africa, penguin books Itd Lond@009,
Page 49.

® Jensen, P. S., M. Paldam (2003), "Can the New Aila Models Be Replicated?,” Working

®Hansen, H., F. Tarp, and S. Vikkelso “Aid Effeetiess: A Survey of 30 Years of Literature on AidiSgs, Aid-
Investment, and Aid-Growth Linkages,” DevelopmenbBomics Research Group. (1998).



GDP, accounting for about 20% of the annual govemnibudget and financing slightly over

80% of development expenditut@s

Kenya's economy is market-based, with a few stateed infrastructure enterprises, and
maintains a liberalized external trade system. ddumntry is generally perceived as Eastern and
Central Africa’s hub for Financial, CommunicationdaTransportation services. With the
expansions in tourism, telecommunications, trartsgonstruction and a recovery in agriculture,
a 4.-5% of growth has been expected by May 201(herefore in this study, the areas of
examination shall include levels of poverggonomic growth and negative and positive impacts
of foreign aid*? There are two sides of the aid coin in Africa li#her aid recipient countries.
On one hand, donors are willing to give money buthee other the recipient countries have to do
as the donors sdy.Thus the study seeks to answer the question aséther or not aid has
contributed to economic development in Kenya, naimg its scope to the period, 1980-2012.
The study also tries to fill the gap by lookingtla¢ impact of financial aid in Kenya’s economy

and development.

1.3 Objective of study
1.3.1 General Objective

To find out the role of foreign aid in developinguntries.

% Njeru, J., The impact of foreign aid on public ergiture: The case of Kenya, 2003, African EconoResearch
Consortium. P. 8

™ IMF, World Bank, Symbiotics, Bloomberg.

2| ensink, R., and H. White (2001), “Are There NégaReturns to Aid?Journal of Development Studj&y, 42-
65.

13 Jonathan Glennie, The Trouble with Aid, Why lesald mean more for Africa, International Africarstitute,
Royal African society, Social Science Research €hu2008, Chapter 4 Page 36



1.3.2 Specific Objective
1. To examine the role of foreign aid in economic depment in developing countries.
2. To find out the contribution of foreign aid towarg®od governance in developing
countries.

3. To find out how foreign aid affects the foreignipglof developing countries.

1.4 Research Question
1. What roles do foreign aid play in the economic digmeent in developing countries?
2. What are the contributions of foreign aid towsargood governance in developing
countries?

3. How does foreign aid affect the forempicy of developing countries?

1.5 Hypothesis

My main thesis is that foreign aid plays an impotteole not only in promoting economic
growth in developing world but also as a tool ubgdhe Western countries to put pressure on
the African leaders to embrace good governancedandocratic principles. It is undoubtedly
true that there can never be economic growth witlymod governance and human rights. All

these go hand in hand.

| therefore advance the following hypotheses.
Hypothesis 1foreign aid plays a positive role in the economevelopment of developing

countries



Hypothesis2: Foreign aid contributes negatively to economic tgwaent of developing
countries.
Hypothesis 3 There is no relationship between foreign aid @wdnomic development of

developing counties.

1.6. Limitation of the Study

1.6.1 Confidentiality

The researcher could not gather some data as exbekte to the fact that some of the
information was considered top government secrathwhkould not be easily relayed to the

public.

1.6.2 Accessibility

Both the top management and the general staffiatéd time during their working hours. This
almost made it impossible to get their full attentiThe researcher at one point had to drop the
guestionnaires and come back to collect them later.

Due to their busy schedule, also, the researcheid awot gather the data from some of the

respondents.

1.7. Scope of the Study

This study focuses on Kenya’'s socio-economic dgeknt over the past two decades .Even
though it aims at finding out the role of foreigd & the development of third world economies,
the study focuses on Kenya as a case study. Tearofswas carried out within Nairobi town.
Nairobi town is the capital city of Kenya and igrantly the hub of all activities in Kenya. Even

though, Kenya’s new constitution is moving the doyitowards a devolved government, this



has not been achieved yet, and therefore, all mi@oitant matters in the country such as
economic planning and important data are still @dized, to a large extent in Nairobi. Also,
most government ministries, key to this study, sashhe ministries of foreign affairs, planning,

and trade all have their headquarters in Nairobi.

1.8 Significance of the Study

Many previous researches on foreign aid have tetwleder-emphasize on its role on economic
growth. As such, they have put so much focus oh sisible aspects of economic growth like
GDP, balance of payments, trade and infrastrucWitele this study acknowledges the
importance of such studies, my research aims #irghfocus to economic development. As
opposed to economic growth, development lays enpbassignificant and measurable changes

in the lifestyles of a country’s citizen$.

To the governments, of Kenya and other developiatpns, this study shall be unique, as it
challenges the long-held belief that economic ghoistsynonymous to economic development.
Therefore, the study shall enable the governmentiengtand what economic development is,

and most importantly, it shall offer recommendagiam how to achieve such development.

This information will indeed, be important when raulating public policies since the
government will see the need of formulating poBctbat will make the benefits of economic

growth trickle down to the citizens.

4 Chenery. H. and A.M. Strout. 1966. “Foreign assise and economic growth”. American Economic Reyiew
LVI (September), Vol 56:679-73



The Kenyan citizens themselves, no doubt, shalhteeested in knowing how best they can gain
from economic growth that has continually been ®sged in Kenya, especially in the last
decade. Therefore, this study will be an “eye-opet®emany Kenyans who still do not know

that they can indeed benefit from this growth. dididion, the study shall enlighten the Kenyan

public on some of the policies that have been mddy the government and its pros and cons.

Finally, to the Non-Governmental Organizations,lsas the media and the civil society, which
the main pressure group in good governance andcppblicy, and the strongest force to keep
the government in checks will also come face toefadgth the recommendations on how
economic development can be achieved, to ensumy é&enyan citizen gains from economic
growth. This will strongly inform their decisiongven as they play their role of “pressure

groups”.

1.9 Literature Review

In order to better understand and analyze theiegisiterature on this issue, it is necessary to
clarify the meaning of the word development. Thentelevelopment has remained puzzling,
ambiguous and in-definitive. It has carried boté doncept of growth and modernization, which

have both been equated with the concept developtment

The term development must be concerned with thenaoa, cultural, social and political

requirements which are needed to steer up theftramstion of the entire society in order to

15 Samuel A Ochola, Leadership and economic crisisfiita, Kenya Literature Bureau,2007, Pg 111-112



effectively cause developmelftHowever, the word development could also beanthaning of
making a better life for everyone. This better Ildgsentially means, meeting basic needs,
housing, affordable services available for everyaneé sufficient food to maintain good health.
Development is thus measured by the level of dgwent seen in terms of the Gross National
Income (GNI) of a nation’s econonty.Individual authors have different meanings to akpl
this concept, and therefore, throughout the texta avorking definition, the term development
will revolve around their different ideas. Todalsa growth is measured to a large extent by the
Human Development Indices. This includes aspests #ccess to water, food and proper

housing facilities to all the citizens.

Aid effectiveness does not explicitly address thaiesgion of transparency and
accountability®. The policy conditions attached to foreign aid mm@re controversial, having had
a greater consequence in the lives of Africans thardirect consequences of the way money has
actually been spent. The shortcomings in the adebility and effectiveness of African
governments in recent decades have been a majoofgae problem of low or negative growth

and insignificant poverty reductidi.

African governments thus, have an obligation of imgksound policy decisions, since it has

proved impossible for donors to force countrieadopt policies they oppose. For instance, the

'8 Todora and Smith, Economic Development, 2005,Rage

" Susan Engel, The World Bank and The Post-Washingtmsensus In Vietnam And Indonesia (Inheritamze a
Loss), Rutledge Publishers, 2010, Chapter 2, Page 2

18 Collier, P., and J. Dehn “Aid, Shocks, and Groivprld Bank Policy Research Working Paper No. 268801.
19 Jonathan Glennie, The Trouble With Aid, Why Lessild Mean More For Africa, International Africanshitute,
Royal African Society, Social Science Researchn€du2008, Chapter 1, Page 5
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government of Mozambique used delaying tactics @sisted pressure from donors on land

reforms and government corruptith.

On the other hand, there is the debate on goodigsland institutions whereby, foreign aid has
been argued to be beneficial when it is given tontges with good policies in place. Studies
show that aid has on average had little impactoame@mic growth. It has a more positive impact
in recipient countries with good fiscal, monetanddrade policies compared to countries with
poor policies, where it has little effétt Donors among Nordic countries have been seen to
respond to channeling aid to countries with “cariecentives”, good institutions and polici&s.
However, Rajan and Subramanian in their 2005 p&pet and growth” find little robust
evidence of a positive or negative relationshipvMeein aid inflows in a country and its economic
growth as well as, virtually no evidence that aidrkg better in better policy or institutional or
geographical environmeft.Certain findings tend to point out that, it doestter whether aid is
given to countries with good institutions and piescwhen it comes to economic growth. That
aid would yield better results in countries withodopolicies and institutions than those with

poor policies and governarfée

However, Dambisa Moyo challenges this finding angluas that countries with good policies

will be in position to make progress unassisted tadl aid is supposed to assist those with bad

% Jonathan Glennie, The Trouble With Aid, Why Lessild Mean More For Africa, International Africanshitute,
Royal African Society, Social Science Researchn€du2008, Chapter 4, Page 45

2L Craig Burnside and David DollaiThe American Economic Revieviol. 90, No. 4 pp. 847-868. (2000).

22 Alberto Alesina, David Dollar, Who gives foreigidao whom and why?- Working paper 6612, Nationateu
of economic research, 1998, page 1-2

% Jonathan Glennie, The Trouble with Aid, why lesald mean more for Africa, International Africa fitste,
Royal African Society, Social Science Research €ibu?008, Chapter 6, Page 83

% Boone, Peter. "The Impact of Foreign Aid on Sasiagd Growth." Working paper, Lon-don School of
Economics, 1995.
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policies. Moyo claims that far from making any immpement, aid could make a good policy
environment bad, and a bad policy environment wotét¢ence, scholars disagree on the link
between aid and policy and whether this shouldierfte how aid should be given. This clearly
shows the mystery that has continued to surroundigo aid in Africa, and its role in

development of African economies.

Nevertheless, developing countries have had to @otheseveral obstacles ranging from civil
wars, diseases, food insecurity, famine and drqughéability to access clean water etc. Even
with the assistance of donors, policies and insbis are simply not the underlying issues
affecting growth and development in these countrigsutigam and Knack haveredited
development on good policies and institutions laitl pess attention to internal factors that have
either slowed down or hindered development esggcial Sub-Saharan Africa, despite the
increase of foreign aid in these countfi23here is also the aspect of the relationship betwe
foreign aid and development which has been a sludigic in international development where
economic growth is considered to be a prerequisitéhe reduction of poverty. Proponents of

aid such as Jeffery Sachs, argue that it will keegirowth.

Britain Prime Minister, Gordon Brown states thate' success of aid cannot be measured in
pounds spent by donors but by the rate of growthpoverty reduction achieved by recipient’s

countries™’ However, this statement is opposed by Glennie.oAting to him, the relation

% SA Globalist, Future Of Foreign Aid, June 28, 20The Burnside and Dollar findings
6

2

27 Jonathan Glennie, The Trouble with Aid, Why lesald mean more for Africa, International Africarstitute,
Royal African Society, Social Science Research €ibu2008, Chapter 6, page 78
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between aid, growth and poverty reduction is comled that growth does not automatically

mean a reduction in poverty.

Glennie’s argument takes us back to the previocsose where we stated that economic growth
does not automatically mean economic developmenthas been construed by many
governments and donors. Instead, development gaami visible aspects like GDP, economic
multiplication, balance of payments and the ovdralncial status of a country. In addition, the
evidence that suggests aid foments growth is redldligh methodological problems with similar

amounts of conflicting evidenc&.

For instance, economic growth is an essential aigre in the reduction of poverty but it is not
the only requirement. A country’s economy can gtoaving minimal changes in the poverty
rate. For instance, “Tanzania’s GDP grew by anayeof about 4 percent (1990-2000), yet, the
proportion of those living below the national payeline fell slightly’® Thus the argument is
that there is a possibility of growth over a peraddime that may lead to poverty reduction but it
does matter as to where growth takes pfidenis is the dilemma where growth does not equal
poverty reduction hence more academic resourcesnatrespent analyzing the relationship

between aid and poverty reduction, rather on aitlgaowth™.

For a long time, aid has been given to cater ferdort term needs of recipient countries. This

has with created an aspect of dependency whickpiscgally noticeable in food aid. However, if

8 Jonathan Glennie, The Trouble with aid, why lemsid mean more for Africa, International Africamstitute,
Royal African Society, Social Science Researchn€du?008, chapter 6, page 79
29 i
. ibid
% ibid
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aid is spent on long term goals such as improvingh® key sectors like infrastructure, the
education system, agriculture and healthcare dten tdevelopment is more achievable.
According to Jonathan Glennie “Improving the roads ports will reduce the cost of transport
and communication, thus creating an attractive emaducive environment for investor¥”.

Furthermore, the study holds two assumptions, fibr@ign aid is essential in the growth and
development of developing countries while at thenesaime, aid undermines growth and
development in these countries. With regard todressumptions, the literature review will be

divided into two parts; the aid optimists and agggmists.

Jeffery Sachs is one of the proponents of foreignéno argues that, extreme poverty would be
a thing of the past if aid to developing countnesuld be doubled over the course of the next
decade. His argument is based upon the cominghegef the richest countries such as Japan,
Canada, and U.S, E.U and Australia and further tilogn@.7% of their GNP to the impoverished

nations of Africa, South America, Asia and the 6heéan®® Sachs makes strong arguments
which are based on a sudden boost of wealth tolajg@ng countries as a means to escape from
poverty. Accordingly, new wealth should be investethe education, infrastructure, health and
technology so as to increase productivity of woskand at the same time, attract more aid that

will boost creation of additional weafth

He argues that as a result of this creation of thealcountry will be in a position to enter a

“cycle of prosperity” and continue in this cycletiint becomes rich. He gives examples of

*Libid

2 |bid, page 85

33 Wallis William, “Foreign Aid Critics Spreads thgofar and fast” financial times, May 26, 2007: pdye
education organization, chapter 5: The foreigndeibate
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South Korea and Taiwan where positive results Haen recordet?. However, countries in
Africa are often disadvantaged by several factach ss prevalence of diseases, civil wars, and
lack of infrastructure, poor governance and corampt Many African leaders, instead of
channeling aid money for economic development, geign aid as a tool for making
themselves rich. This has led to wide gaps betwleeriew rich African elites and the majority

poor.

However, Sachs still believes the answer to thécAifr continent lays on a surge of foreign aid
in these recipient countries. He states that Africauntries have not been able to achieve a
boom in agricultural productivity or foreign investnts thus have never been able to enter the
“cycle of prosperity™® He thus outlays investments which are requirethieyAfrican countries

in propelling it to enter the cycle of prosperiBor instance, rich countries could give a boost in
the agricultural sectors, donate money to build fumdl education, invest in infrastructure i.e.

roads, airports, seaports while at the same timeldp rural areas in order to offset the rural to

urban migration.

Nonetheless, despite the arguments in supportloftaase scholars that are pessimistic about the
effectiveness of foreign aid still oppose it. Edgtdor example, argues that the large amounts of
aid channeled to developing countries has genelabn wasted and embezzled by corrupt

leaderd’. He blames foreign aid to have promoted a phenomeémown as the “Dutch

34 Sachs, Jeffrey. The End of Poverty: Economic Biiis of Our Time. New York: Penguin Group, 2005
% Jeffery Sachs, The End of Poverty: How we makejipen during our lifetime, penguin press, 2005

% Jeffery Sachs, The End of Poverty: How we makejitpen during our lifetime, penguin press, 2005

3" Mosley, P., and J. Hudson), “Aid EffectivenessStidy of the Effectiveness of Overseas Aid in thaM
Countries Receiving ODA Assistance,” UniversityRéading and University of Bath, 1995.
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Disease” which should be a concern to African ddes receiving aid® Impacts of large
inflows become as a result to a national curremdyich makes exports less competitive and
imports cheaper. People depending on export indsstnd sectors of the economy that compete

with imports may suffer due to the situation crdatg Dutch disease.

In support of this is a report by Raghuram Rajaemehe argues that, when amount of aid are
sent overseas, the currency of the receiving cgueatrds to rise, and this rise in the value of the
currency makes it more expensive for foreignerpuchase exports from developing countries
thus discouraging foreign investment. This autocadlf undermines foreign investmetit.
Easterly argues that more than $2.3trillion of emdney has been channeled to developing
countries over the last 50 years. According todmgument aid by now would have promoted
development if it was truly successfulHe further states that aid has been wasted geqgbso
that are deemed to glorify aid organizations irgtefimproving the state of these developing
countries, and that aid money is wasted on proppiietators supporting the rich countries

interest™

In support of Easterly’'s argument is Dambisa Moyloweinvigorated the debate of aid to
Africa. She calls for a total cut off all aid mone&g it encourages corruption, ultimately

perpetuating poor governance, poverty and fostedtgggendency. Moyo illuminates the way in

% Jonathan Glennie, The Trouble With Aid, why lesald mean more for Africa, International Africarstitute,
Royal African Society, Social Science Research €ibu2008, chapter6, page 84

39 Wallis William, “A Foreign Aid Critic Spreads Thepfar and fast , financial times, May 26, 20Q¥overty
education organization, chapter 5: the foreign tk=ba

“0 Easterly, W., Levine, R. & Roodman, D.). New Dat@w Doubts: A Comment on Burnside and Dollarst‘A
Policies, and GrowthAmerican Economic Review, 98), 774-780. 2004.

“I william Easterly, The White Man’s Burden: Why TWéest’s Efforts To Aid The Rest Have Done So MucldAn
So Little Good ,Penguin Press,2006
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which aid to developing countries has propelletbita vicious cycle for the “need” for more

aid*?

Nonetheless, looking at these arguments, literakgearch up to date widely corresponds to the
debate of the effectiveness of foreign aid to dgpielg countries. Foreign aid certainly has many
challenges associated with it, much of it wastedcbyrupt leaders, and aid contributing to
“Dutch disease” which discourages foreign investin®iet still, aid has been attributed to the
successful eradication of many serious illnessesh sas polio and small pox and is also
contributing to the HIV/AIDS pandemic that has dghganfected and affected many lives in
Africa. It has also played a critical role in theoaomies of those countries where development
has occurred for instance, South Korea and Taitvadl in all, arguments have been advanced

by both the optimists and pessimists of foreign aid

1.10 Theoretical Framework

Does foreign aid stimulate economic developmernis drr a tool to manipulate the Third World.

This is the question that has arisen over time eonicg aid and, opinions are divided on this
issue. Two schools of thoughts have emerged in ungliag the debate of the role of aid in
developing countries. These schools of thoughtstlaeedependency and the modernization

theories.

“2 Dambisa Moyo, Why Aid Not Working And How ThereAsiother Way For Africa, Penguin Books Ltd London,
2009,Page 49

3 Sachs, Jeffrey D. and Warner, Andrew M. "Eco-noRegorm and the Process of Global Integration."&kigs
Papers on Economic Activity, 1995, (1), pp. 1-1 18.
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Dependency theory emerged in 1949 with works byl Raebisch and Hans Singer who put
emphasis on the periphery’s loss of natural capitahe coré? During the Post-World War I,
the former European core and U.S (emerging globgkeimon) expanded global capitalism to
former colonial settings outside the centre, cdlmig natural capital and benefiting the centre at
the periphery’s expen$e The dependency theory further states that doitbbasically is an
exploitative instrument that increases externakedepncy and internal underdevelopment in the
developing countries. Theontonio Dos Santos, onth@fproponents of this theory argues that
foreign aid has reduced developing nations to & sthdependency. This has been perpetuated
through financial dependency where the developmgntries cannot undertake any projects on
their own, without capital from the donors. Thusveleping countries have been unable to
develop their own technologies while technologitahsfers from the developed to the South
have been minimal due to strict intellectual comhts. This has made the South to remain
recipient of technologies of the West. The consegeehas been cost effects, rigid and less

adaptive to local environmefits

However, critics of this theory like Carl Max argtiat the dependency theorists do not offer a
solution to the state of underdevelopment of dgualp countries. They shift blame to the
developed nations as being responsible for thatsmu of underdevelopment in these countries

while ignoring the internal factors that have cimited largely to this degrading stéfe.

4 Salvatore J. Babones and Christopher Chase-DuutjeRige International Handbooks of World Systems
Analysis, Individual Chapters, Routledge Publish@fs 2, Chapter 5

“5 Similarly, James Ferguson suggests that resehmficsexplore the ‘kinds of flows [...] linking acaué
theories and knowledges to the world of agencieli;ips, and practical politics.” (1997:152)

“6 Alcalde, Javier Gonzalo The Idea of Third WorldvBlepment. Emerging Perspectives in the

United States and Britain 1900-1950. Lanham: UsitePress. (1987).

* White, H. “The macroeconomic impact of developmaidt A critical survey” Journal of Development Sies,
1992, vol. 28: 163-240.
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According to Ochola:2007, bad leadership has plegpelnderdevelopment in developing
countries of which most of the problems facing édritoday could have been contained had
leadership not pursued a personal agéfdowever despite its failure to give alternativese

cannot fully dismiss the valid arguments of theatefency theory.

On the other hand, the modernization theory viewsifin aid as fundamental to the economic
development of the developing countries. The themugnmarizes development in terms of
literacy, communication, reliable road networkgghhievels of industrialization and increased
urbanization in the econonfy.In order to achieve development, modernizatiorrises argue

that donor aid is necessary as it accelerates trniee¢s and helps improving the structural
problems in developing countri@sAccording to modernization theorist’s, developinisrinear

progression as it follows a predetermined patteéan.instance Rostow:1960, a key proponent of
this theory, argued that development follows thesths: traditional stage, the pre-condition for

takeoff, drive to maturity and the age of mass oamstion®*

Modernization theory was pronounced during the Gblak and was advanced by the Western
capitalist’s nations. It was believed that develepimmodel was uniform across the world and
Western values were a part of the prerequisitedirelopment. This theory was used as a
justification of Western aid and the conditionsaeltted to it. However, it has been criticized to
be insensitive and unicentric as foreign values eutlres are not recognized. Based on the

arguments of modernization theory, developing coemtequire taking stages in order for them

“8 Samuel A Ochola, Leadership And Economic Crisidfiica, Kenya Literature Bureau, 2007, Chapterab13
* Walt Rostow;Theorists of Economic Growth from David Hume toRnesent: With @erspective on the Next
Century(New York and Oxford: Oxford University Press, 0399

¥ Baran, P. 1957. The Political Economy Of Growth968 edition ) New York : Monthly Review Press.
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to attain the age of mass consumption. For thigesta be effective, aid is required to boost the

developing countries.

Hence, according to Jeffrey Sachs, economic dewetop is a path from poverty and hunger to
economic well-being. A majority of people still &vin deplorable conditions to even cater for
their basic needs. The challenge he asserts, @&sdst the poorest of the poor to escape the

misery of extreme poverty so that they can beggir éscent to full humanity

In looking at both the dependency and modernizateories of development, each has its own
strengths and weaknesses. The fact that there dissmgreements on these theories makes the
study of development both challenging and intengstt the same time. However, despite the

disagreement, something significant can be extrdcten each theory.

This study however, shall be based on the moddroizdheory which argues foreign aid is

important for the developing countries to achieser®mic development.

1.11. Research Design and Methodology
In this section, the researcher will discuss tteeaech design, gathering the information, study
population, sampling design, data collection insieats, reliability and validity of data and data

analysis.

> Walt W. Rostow, The Stages Of Economic Growth: @nNCommunist Manifesto, London Heinmann,1960
2 Walt Rostow Theorists of Economic Growth from David Hume toRhesent: With @erspective on the Next
Century(New York and Oxford: Oxford University Press, 099
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1.11.1 Research Design

The researcher used descriptive research desigm iattempt to identify the various ways
through which foreign aid has fostered or impededetbpment in the third world countries,
with a focus on Kenya as one of the third worldrexunies. The main mode of data collection
was through questionnaires. This was complementddwerbal interviews in cases where the
respondents needed further clarifications. In amltithe researcher used secondary data such as
journals, books by different authors, and othezvaht literature for the purposes of comparison
SO as to get the most accurate data possible. A®ogeneral public was engaged in data
collection through random sampling, which enablesl tesearcher to get the overall population

response desired.

1.11.2 Target Population

The target population of this study was middle-learaployees at various ministries. The study
was carried out at the Ministry of foreign affailinistry of finance, Ministry of planning and
development, Ministry of trade and some questiaesadistributed to the public for their
general opinion. About 300 respondents were tadget®mwever, 100 were interviewed and
guestionnaires administered successfully. Of th@ d@estionnaires, 83 were returned by the

respondents while 17 were not returned.

%3 Jeffrey Sachs, The End Of Poverty: How Can We Makiappen During Our Lifetime, Penguin Press, 2005
Chapter, 9,Page 135
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Table 1: Target Population

Population Category Population frequency Percenf#ge
Min.of finance 60 20

Min.of planning and devt 80 27

Min.of Foreign Affairs 60 20

Min.of Trade 50 16.5

The general public 50 16.5

Total 300 100

Source: survey data (2013)

1.11.3 Data Collection

The main tool for primary data collection was theestionnaire which had both open and
closed-ended questions. The questionnaire wast@tedcin three parts as follows: Part A:
General information; Part B: focused on objectiwdsch was to establish the role of foreign aid
in Kenya’s development and Part C which focusealgjectives 1-3 which aims at finding out
other key forces that may also play a role in sigypiublic policy, the benefits of globalization
and additional opinions of the respondents. Draoy gick- later method was deemed cheaper
and convenient, especially for those top governroéfitials who found it hard to afford time to
sit down with the researcher. The researcher wss pitesent physically to respond to any
concerns that may be raised by the respondentss, Tfuestionnaires were the main tool of
primary data collection for the study. Oral intews were also used to supplement the

guestionnaires as was considered necessary bgdbarcher.
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Use of secondary data was also important in thislystThere were extracts from relevant
research reports and database from, Institute oh&uic Affairs-Kenya, OECD-DAC statistics
and Kenya Economic Survey Reports. Additional infation was gathered from donors,
government selected ministries and organizatioe lKkenya National Bureau of Statistics

Annual Economic Reports from 1980-2011.

1.10.4 Data Analysis and Presentation
After the field work and before analysis, checkfogreliability and verification of all the questinaires
was done; the data was analyzed using descripttbads. In addition, quantitative data also conted

significantly to the drawing of conclusions andeirgnces.

1.12 Chapter Outline

Chapter |

This chapter defines the Problem, the ResearchtiQuesthe Dependent Variables, the Thesis,
and Hypothesis and the Methodology. It introducaisresearch study first by setting the broad
context of our research study. It gives the stateénoé the problem, justification of the study,
theoretical framework, hypotheses plus the methagobf study.

The chapter also presents the literature Reviethemole of foreign aid in developing countries
and their economies.

Chapter lI

This chapter looks at an overview of foreign aidhinica in depth. The chapter discusses foreign

aid in its historical context, and its evolutiondate.

23



Chapter llI

This chapter focuses on the role of foreign aikémya. The chapter looks at the role of foreign
aid in promoting education, health, infrastructarel agricultural sectors all that are key to a
country’s economic growth and development.

Chapter IV

This chapter will analyze the data collected in tight of the hypotheses and theoretical
frameworks already stated.

Chapter V

This chapter gives the conclusion, recommendatidribe research and suggestions for further

study
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CHAPTER TWO
OVERVIEW OF FOREIGN AID IN AFRICA
2.1 Introduction
This chapter discusses foreign aid in Africa. \teg the general overview of African countries in
relation to how aid has been channelled to thesatdes and the impacts that aid has had so far

on African countries.

2.2 Historical Overview of Foreign Aid

The late 1950s saw African countries begin to weirtindependence from colonial masters and
thus the birth of foreign aid to Africd.Following the end of the Second World War, the Wor
Bank and the International Monetary Fund were pdtyumajor world powers to assist countries
dealing with severe developmental problems. In 196é African Development Bank was
founded with a supporting role to WB and IMF. Th&e@D launched its Development
Assistance Committee (DAC) being accountable fouad 90 per cent of global aid flows.

In the second half of the 1970s, Africa was in nekdssistance due to the high cost of living
and high illiteracy levels that led to developmehpoor economic policies among many African
nations. Indeed, most countries’ economies werealaiolg well. This was coupled with a drop in
the international prices of main African exportezgely, primary goods. Africa therefore sought
help in form of grants and cheap loans in ordecdwer shortfalls in their access to foreign
exchange?® Therefore Africa replaced South and Central Asiahe primary beneficiary of aid

moving from receiving around 21 per cent of glodal in 1960 to receiving around 35 per cent

** Jonathan Glennie, The Trouble with Aid: Why lesaldanean more for Africa, International African fitste
Royal African Society, Social Science Research €hu2008,Chapter 2, Page 10

> Ridell, R.C. Foreign Aid Reconsidered. BaltimoréeTlohns Hopkins University Press, 1987

%% |bid 2008,Chapter 2, P.10
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by 1980. However, highest point of Official Devetognt Assistance to Africa was in 1990, a
period just after the Cold war. However, aid begardecline in the 1990s. This decline in
foreign aid, one may argue, was due to the falUSSR, while the United States and Europe
were also busy with reconstruction of their ownresraies. The history of aid to Africa over the
last years has witnessed a gradual rise of donomspmg aid money. At the turn of the
millennium, Africa embraced a new aid era, charamdd by more aid and the optimism of the
impact of foreign aid. This optimism was echoedhry UN Millennium Summit in 2000, which
spelled out the Millennium Development Goals, vatlelear focus on reducing poverty in Less
Developed Countries. For almost a decade now, ltiebaid has been on the rise. Even though,
less is stated on what is happening but a lookata 8y regions show how aid in Africa in

overall is experiencing an exceptional rise.

2.3 Main Donors
Below is a list of the top donors in terms of fgreiaid funding in 2011 in Djibouti, Ethiopia,
Kenya and Somalia; the figures in brackets indieal@itional pledges that have not yet been

committed as of 26 July 2011.

" Delfin S. Go & John Page, Africa at a turning #®@jrGrowth, Aid, and external shocks, The World Ban
Washington D.C, Chapter 3
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CONTRIBUTOR

CONTRIBUTION

1. United States $448,017,213($46,704,961
2. European Commission $167,237,380($8,111,588
3. Japan $90,386,480

4. UN Central Emergency Response Fund $86,298,91 2ttHlion)

5. United Kingdom $65,334,968($122,734,183)
6. Canada $26,050,674($3,902,440)

7. Denmark $22,754,682

8. Sweden $20,175,100

9. Norway $22,187,271

10. Brazil $22,095,646

11. The Netherlands $13,635,563

12. Germany $13,159,162

13. Spain $12,194,066($4,977,729)
14. Switzerland $10,767,113($572,738)
15. Finland $7,701,130

16. Australia $7,455,698($47,169,811)
17. France $5,564,352($1,353,276)

18. Ireland $4,852,895($569,801)

19. ltaly $3,012,512($1,430,615)

20. United Arab Emirates $1,927,649

21. Sudan $1,788,000

22. Islamic Development Bank $1 million

23. Russian Federation $1 million

24, New Zealand $762,777

25. Saudi Arabia $738,487

26. African Development Bank $507,898

27. Luxembourg $276,578

28. South Africa $146,199

29 Czech Republic $112,676

30 Estonia $42,254

Source: UNOCHA Financial Tacking Service

The United States has over the decades, been thésvbiggest donor. This role, it assumed
especially after the WWII when most European caestgot devastated as a result of the war.

The Second World War left the US, the only coungégonomically strong to give aid and grants
to not only Africa but also most European natiddewever, soon, the USSR would re-gain its

economic power and rival US in terms of aid anchtg@pent abroad. This more so, became an
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increasingly the order of the day in both US’s &i8iSR’s foreign policies during the cold war
when each tried to counter and contain the spréadkologies held by the other. The cold war
thus saw the United States and Russia both spegelyhabroad. However, after the cold war,
the US spending, and especially after the advetiteo®/11 terrorist attack, the US focused more
of its spending abroad on war on terror. Foreigd Kierefore became a tool used to fight
terrorism in countries under threat of terrorisratsas Afghanistan, Pakistan, and Jordan which
were not among the top recipients of Hdhis shift of focus from aid for development ta ai
for fighting terror leads to the question whethanefgn aid today can still effectively contribute
towards development. While one may argue thatdoreid for fighting terror is not channelled
to development projects, we can as well argue tiiiete can never be development without

international peace and national security.

During the cold war, foreign aid was used by the tywposing sides of US and USSR mainly as
a way of deterring each other from getting the suppf other nations. The US, under the
Marshall Plan used foreign aid to help reconstBEwiope, and hence keeping USSR influence at
bay. Besides, any foreign aid that was sent tocAfand the rest of developing world was sent to
further cement the ally-status. Thus most counthasreceived foreign aid during that time, was

considered allies of the two super-powers.

After the dissolution of the Soviet Union in 199&ijd programs lost their Cold war

underpinnings as aid reflected more on regionaleissuch as: Middle East peace initiatives, the

8 Woods, Ngaire The Shifting Politics of Foreign Aidnternational Affairs, 2005
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transition to democracy of Eastern Europe andllicé drug trafficking in the Ande$§’ The U.S
has also lend a hand in developmental relatedtasses including humanitarian, food aid and
supported countries transiting to democratic s@setnd market oriented economies. However,
this was still in line with the US’s ideology dugrthe cold war of democracy and free market
capitalist world. While the Soviet Union champiorgatialist ideals, the ideals seemed to have
sunk with the dissolution of the USSR in the la®90s. However, apart from supporting
programs geared towards promotion of democracyfraedmarkets, the US, through the USAID
has supported HIV/AIDS programs in most developngntries like Ethiopia, Kenya, Nigeria
and South Africa. Therefore, foreign aid has alserbused largely to support healthcare and

other development initiatives.

The first major pledging round of the new aid eraswin the development conference in
Monterrey in 2002. President George W. Bush prothiae50 per cent increase by the U.S
development assistance by 2007. Between 2001 ab@l, 20e Bush administration quadrupled
aid to Africa from $ 1.4 billion to $ 5.6 billionyear. The U.S again increased ODA to Africa by
4.4 per cent in 2007.0n the other hand, the UK is taking a lead in aralthough the Nordic

countries, the tiny Luxembourg and Netherlands renti@e only donors meeting 0.7 per cent
target of their GNI in aid. In fact in October 2Q0Alistair Darling, the UK chancellor

recommitted his government to doubling aid to Adritom the 2004 levels by 2010. He also

confirmed of UK’s goal to reach 0.7 per cent tafye2013%*

%9 Christopher David Linebarger, Foreign aid and demmoy: A quantitative analysis of the determinarits
development assistance, University of Nevada, 2008

% Jonathan Glennie, The Trouble with Aid: Why lesald mean more for Africa, International Africarstitute
Royal African Society, Social Science Research €ibu2008,Chapter 2, Page 11

29



The EU as a main donor, agreed to double aid by) 2¥en as Japan appears to be the only
major donor lowering its aid, as Korea (a new OE@Bmber) pledging to raise aid to 0.1 per
cent of GNI, around $ 1 billion by 2010. However,4007, the EU increased its aid by 43 per
cent. Consequently, the African Development Baak been a beneficiary of aid increases

having donors pledging to raise their contributiobgover 50 per cent between 2008 and 2010.

According to J. Glennie, countries such as Chinahacreased their aid to African countries.
China’s interest to Africa has somewhat been resghets unclear as it appears to prefer to keep
the deals secret and does not share OECD’s staténce on separating aid from other flows.
®However, in 2008, China’s President Hu Jintao, stimmit with African leaders, outlined his
eight point plan that stated of China’s intentian Africa, a cancellation of debts of these
developing countries and a pledge to double aidftawa by 2009. China also stated that in a
period of 3 years, it would provide $ 20 billion #frica in a bid to finance trade and

infrastructure. Nonetheless, hot on Chinese hedlsdia pledging billions to Africa in loans.

Table 2. China’s aid to Africa in the 1980s (US $ itlion)

Year 1980 1981 1982 1983 1984 1985 1986 1987

Amount| 157 412 390 309 222.5| 262 230 306

Figures adapted from: The agreements of the PepRepublic of China with foreign Countries,

1949-1990, see lan Taylor's China’s Foreign Poliowards Africa in 1990s.

ot Ibid.pg.10

2 |bid. Pg 11

% Emma Mawdsley & Gerard McCann, India in Africa:aBlging geographies of power, Pambazuka Press, 2011,
Chapter 3
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The WB and IMF are also major donors in Africaaipfrom policy advice and capacity
building. The WB finances loans which are used wddbinfrastructure: roads, electric power
plans etc. It also finances projects such as drmkiater, health care, education, and housing all
aimed towards poverty reduction and improvemenliviig standards, especially in the third
world countries. In addition, the bank provideshtacal assistance. The WB comprises of the
International Bank for Reconstruction and DevelopmgIBRD) and the International
Development Association which gives interest fieggnk with a maturity of 35 — 40 years to the
World’s poorest countries. For instance, in 2008ntoes with a GNI per capita below $ 1,065
were given these loans. About 50 per cent of themes went to African natiorf8.The IBRD
makes the bulk of its 12 — 15 years low interet# l@ans to “middle income” countries with per
capita incomes above $ 1,065 per year. Howevethea¥VB points out, over 70 per cent of the

World’s poor; those who live on less than $2 per lilge in these middle income countri€s”.

On the other hand, the IMF’s purpose is to promaternational monetary co-operation and to
facilitate the growth of international trade. THé@R also aims assist its members experiencing
balance of payment difficulties under adequategafels and to shorten the duration and lessen
the degree of disequilibrium in the internationaldmce of payments of members. Therefore, it is
true that both IMF and WB have contributed sigaifity towards economic growth and
development in the third world countries. (Tableslows the countries pledge of aid to

developing countries and the 0.7% agreed targétenf GNI in aid).

* Maureen Burton, Reynold Nesiba, Bruce Brown, Amddtiction to Financial Markets and Institutionse&ed
Edition, M. E. Sharpe Inc. , 2010.pg.615
% |bid,pg. 625
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Table 3: 2011 International Aid Donated (Official Development Assistance)

2011 International Aid Donated (Official Developmem Assistance)
COUNTRY ,::h(g fggg@%?]%@ar;nui?]'ﬁiq as % How qlose the country is to

is donated in aid of income reaching the 0.7% goal
Sweden 102 cents 1.02 Already reached goal
Norway 100 cents 1.00 Already reached goal
Luxembourg 99 cents 0.99 Already reached goal
Denmark 86 cents 0.86 Already reached goal
Netherlands 75 cents 0.75 Already reached goal
United Kingdom 56 cents 0.56 Scheduled to reach in 2013
Belgium 53 cents 0.53 Scheduled to reach in 2015
Finland 52 cents 0.52 Scheduled to reach in 2015
Ireland 52 cents 0.52 Scheduled to reach in 2015
France 46 cents 0.46 Scheduled to reach in 2015
Switzerland 46 cents 0.46 No schedule yet
Germany 40 cents 0.40 Scheduled to reach in 2015
Australia 35 cents 0.35 No schedule yet
Canada 31 cents 0.31 No schedule yet
Portugal 29 cents 0.29 Scheduled to reach in 2015
Spain 29 cents 0.29 Scheduled to reach in 2015
New Zealand 28 cents 0.28 No schedule yet
Austria 27 cents 0.27 Scheduled to reach in 2015
United States 20 cents 0.20 No schedule yet
Italy 19 cents 0.19 Scheduled to reach in 2015
Japan 18 cents 0.18 No schedule yet
Greece 11 cents 0.11 Scheduled to reach in 2015

Source: OECD 2011

2.4 Types of Aid

Most scholars have identified two major types af thiat most donor countries give to recipient
countries. These may be emergency aid or developmien Emergency aid, as the name
suggest, are aid given to recipient countries @eoto overcome unpredicted calamities such as

floods, earthquakes, terrorist attacks, and sdHomever, development aid is aid geared towards
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a long term development plan, such as building soadd railway system, construction of
airports and other infrastructure, building hodpita improve healthcare, and so on. This study
shall examine each of these two types of aid, amd they have contributed or impeded

economic growth and development in Africa.

It is common for countries whether rich or poorraspond charitably to natural disasters.
However, Africa is the best known recipient of diea relief in famine although other tragedies
have affected the continent too. For instance Q72 floods swept over Central Africa leaving a
trail of destruction, from destroyed property, henaad schools, crops and livestock, to leaving
thousands homeless. The global community was quciespond by providing assistance in
form of food, shelter and basic service to tho$ecééd by the misfortun®. Emergency aid also

known as humanitarian aid is the fastest growinmetgf aid because natural calamities have
been on the rise. This aid is different from depetent aid although it contributes to

development objectives.

This aid targets the short, medium and long ténos promoting economic growth and reducing
poverty. Its goal is on improving the health caneterms of the services provided, the education
system i.e. spent on schools and teacher’s sal#inesnfrastructure, for instance, improving the
roads and ports to ensure the private and pubtitoework efficiently. Aid is also spent on

large development projects such as oil pipelingdrdelectric pumps which are considered vital

by investors to the long term economic prospecti®fecipient countries.

% |bid. Pg 15
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However, on the issues that require a holistic @ggin, there can be unclear lines between
development and emergency aid. Problems such asialeria pandemic in Africa need long
term intervention. Short term interventions likeceimations and mosquito nets distribution do
not deal with the malaria pandemic completely. Example, instead of the intended purpose,
residents in Nyanza province have been accusediing mmosquito nets as fishing nated thus
sustainable solution needs to go beyond immedesiganses to focusing on a system that works
for the long term. Aid is intended for developmdahg term objectives of poverty reduction and
economic growth. In some instances, aid is importar supporting education, improving on
the health care, public infrastructure developmagticulture and rural development to enhance
food security. Proponents of aid advocate for naeeelopment aid as a tool of lowering the
high rates of poverty and enhance sustainable growAfrican economies. According to them,
more aid is necessary in order to jump start growthis study focuses more on development

ad.

2.5 Aid to Africa

Recent years have seen a surge in calls for moeggfoaid to Africa in order to eliminate the
continent’s poverty. There have been renewed glaasicrease in aid to developing countries.
Two arguments have been put forth to justify mareign aid to Africa. The first argument aims
to establish the essential rightness of foreignaaid the West's moral obligation to provide it.
Helping Africa through foreign aid is not only citable but morally correct, and repairs the

conditions of injustice and inequality that perneetlite international political economy.
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The second argument also calls for more aid tocAfriAid provides governments with a
resource for making the multiple investments inltheaducation and economic infrastructure
needed to break cycles of deprivation. These twguraents justify the need for more aid to
Africa. While most scholars disagree on the eifectess of foreign aid in general, the
irrefutable fact remains that during a period wléhhas risen over time as a percent of income
in Africa, Africa’s growth rate has concurrentlyléa. One wonders why this paradox. Scholars
have attempted to explain this through the ‘aidngjiyaargument®’ Aid advocates argue that it
is unfair and misleading to cite aid amounts inraggte terms. The World Bank points out that
while aggregating decades of aid provided to Afrmay make that amount of aid sound
significant, the average “receipts” per African pegek or day are negligible. For example, a
claim that Africa has received $500 billion in aider a fifty year period averages to only about
ten dollars per person per year or twenty centsppeson per weék With proponents of aid
even pushing harder for more aid to be channediefftica, it is largely expected that this may
happen. But despite this call for more aid, thisure of aid seemingly has left Africa more debt
— laden, more vulnerable, inflation prone to theyarées of the currency market and more
unattractive to investment of higher quafitywhile it might be true that aid has increased the
risk of civil conflict and unrest in sub Sahararmiéé and distorted leadership in Africa, there is a

clear moral urgency for humanitarian and charitydobaid to assist when disaster strikes.

Corruption, however, has been cited by many schaarthe main factor that impedes economic

growth and development in Africa, despite receivimgge sums of money in foreign aid. Aid

" Thrilwall A.P., the Economics of Growth and Deygieent Selected Essays, Edward Elgar Publishingtedni
1997. Pg260
% Martin Meredith, the fate of Africa: from the hapef freedom to the heart of Despair (2005).
69 [
Ibid.
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money has been used by African leaders to makesileas and their close families rich, while
widening the gap between the rich African elitesl @éime poor African citizens. Additionally,
foreign aid has been used by most African leadegetpetuate sycophancy, using such cash to
reward the sycophants. As such, one can argueitthets been difficult for democracy to
entrench its roots in Africa. As a result, what i&&r has witnessed is dictatorship, poor
governance, corrupt leaders and serious povertyegycharacterised with many unending
calamities such as drought and famines. For instamcZambia, the former Head of State of
Zambia, Fredrick Chiluba, was charged with thefstaites funds. This is a major problem as aid
flows meant to help average Africans end up supppthe ruling class with their families and
friends and continue perpetuating poor governandg&fiica. International donors have turned a
blind eye that aid money is fuelling graft andasimade it easy for funds to be used for anything
except for the purpose of development. Thus, foraig has been regarded more as a free pot of
money from where the African leaders and their @®continue to draw their riches, in spite the

suffering of the common citizens for whom foreigd & intended.

However despite this negative aspect, in casesendier money is channelled to development
based projects, such as investment in new techieslognprovement of health sectors, building
of roads and improving the agricultural sectohas no doubt been a big contributor to economic
growth and development in Africa. The best exan@ee is the Free Primary Education (FPE)
in Kenya, which began when Mwai Kibaki took ovemms, with the main promise of fighting
corruption. This programme recorded huge successds in the beginning, before corruption

set in. Several years later, corruption slowly tiegck into the government and soon, it was in
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the media that close to 4 billion had been embdzBeon donors were crying foul, with Britain,

a major donor of the programme threatening to quilof the program.

2.6 From Independence to Dependency

In analysing aid in Africa, the concept of aid degency, and whether foreign aid perpetuates
neo-colonialism or not is fundamental. Aid conditizas been one of the leading topics that have
received a lot of criticism especially in AfricaidAdependency can be measured by looking at
aid as a percentage of a recipient country’s GDiPsaeing how that ratio changes over tithe.
With the increase in the level of aid sent to Adrfcom donor countries, it became apparent that
the developing countries were slowly losing theip @n the sovereignty that they fought so hard
to acquire from their colonial masters. This ledatmew form of colonialism, which became
known as neo-colonialism. Indeed, neo colonialisanifiested itself especially in the last two
decades among the developing nations in many wagts & conditional ties. Thus conditional
ties, which were largely tied to aid, were the maiols of colonial perpetuation in Africa and the

rest of developing world.

This made Africa be seen largely as still depenaeatibns whose leaders continued to dance to
the tunes of their colonial masters and policieslento deliberately reflect the wishes of the
donor countries. Indeed, the African leaders reapled from the donor nations and did not wish
to cut off the ‘hand the fed them’. At first, therbrs themselves seemed not bothered by the
poor policies that perpetuated poverty and wide lgegwveen the rich and the poor. To them,

their interests were taken care of and that wathatlwas important. With lack of accountability,

% Jonathan Glennie ,The Trouble with Aid: Why lessld mean more for Africa, International Africarstitute
Royal African Society, Social Science Research €ibhu?008,Chapter 2, Page 22
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corruption dug its root with the main target bethg foreign aid. This made Africa even poorer,

encouraging more debt and inflow of foreign aithat expense of their own independence.

2.7 Directlmpacts of Foreign Aid

The most direct and positive impact of foreign &daid for relief and emergencies. Most
developing countries, like Kenya, lack the capaaityl financial might to meet their objectives
when disasters strike. In such cases humanitagancées come in handy with their aid to help
stabilise situations. In addition, there are pragrees and projects whose main objectives are to
improve livelihood of impoverished communities esplly in developing countries. The
projects cut across various sectors ranging froaitimeagriculture, infrastructure to education.
Donor countries have channelled foreign aid towédrekslth programmes such as immunization,
creation of awareness on breast cancer, HIV/AlDstewand sanitation. Medicines especially
AIDS drugs are paid for with aid money. Aid monlkegs also played a leading role in the
education system. This has been witnessed hereng& where aid money has helped fund free

primary education.

Another crucial area is the infrastructure sectbieng aid money has been channelled in this
sector in order to improvement on it i.e. roadgtgetc. In Kenya again, the country currently
boasts of a wide range of infrastructural developmenging from the Thika super highway to

the Lamu Port. All these projects could not be fohdy the government of Kenya alone. Thus,
donor aid and grants were important for the achearg of all these projects. On the other hand,

aid has its own demerits, such as encouraging depey, widening the gap between the rich
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and poor, especially in the Less Developed Cowsjteacouraging corruption, conditional ties,

and so on.

There are a number of countless examples of aigegsowhose benefits are disputed. In
Uganda, the Bujagali hydroelectric dam is set teige around $ 750 million from donors,
including the European Investment Bank, WB, and BfThis will be one of East Africa’s
largest projects, however, Ugandan’s and civil siycgroups have expressed concern over the
impact of the dam considering the declining waéstel of Lake Victoria and over the lives of

the people who will be displaced in that area. Paieple live on fishing and agricultdte

2.7.1 Policy Impact

Provision of foreign aid is characterized by measuand regulations which recipient countries
have to conform to. African governments have beempelled to comply with donor
conditions. For instance, the IMF’s introductionaoinditions on aid in the mid-1950s imposed
terms on the use of aid and pressurized countoiesake reforms. Such reforms ranged from
economic reforms to political reforms in some comst Of course, such reforms were resisted
by many African leaders, as was the case of StraicAdjustment Programmes in Kenya. The
IMF’s official justification for its interferenceni sovereign governments’ domestic policies is
that, it has a duty to its shareholders to endwatlorrowers make the tough decisions needed to

get their economies in a good enough shape to mxdéguate repayment of IMF loans.

™ Jonathan Glennie, Jonathan Glennie, The Troulike Aidl: Why less could mean more for Africa, Intational
African Institute Royal African Society, Social 8nce Research Council, 2008, PP 33
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It is clear that most African countries have chahgeeatly, evident in the African policy choices
and economic structures of today compared witheladshe beginning of the 1980s along the
Washington Consensus. The Washington Consensositsgblicies in the 1980s which the WB,
IMF and U.S Treasury Department agreed to be asségdor poor African countries to adopt

in order for them to develdp

Conditional ties of aid ranged from imposing idepés, to the restructuring of African
economies. Primary among these has been tradeallgaion which entails reducing and
eliminating import and export tariffs and quotafonsequently in Kenya, the government
reduced restrictions on imported clothes and amaeguence, cheap ones from Europe and Asia
made their way into the country, benefiting the stoners in the short term but devastating

Kenya’'s most established industries, such as tearkii Cotton Millers (KICOMI).

Donors have also put conditional ties on aid madwoefprce African governments to follow IMF
approved public spending regimes. IMF insists tt@intries that it is lending should remain
within tight public spending budgets. Governmemtstaus prevented from spending revenue as

they please and at times aid money piles up waltn¢gMF to give a directive on its spending.

Moreover, today’s conditional ties are shifting ather areas for instance, political decision

making. Donors focus is on how recipient countrd@e governed and therefore, having an

2 Jonathan Glennie, Jonathan Glennie, Jonathan i8leFime Trouble with Aid: Why less could mean mfme
Africa, International African Institute Royal Afém Society, Social Science Research Council, 20GH@r 4,
Page 37

'3 Organization for Economic Corporation and Develept{(OECD) (2009aPevelopment Aid at a Glance 2008:
Statistics by Regiq@anuary 2009.
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influence in the decisions made by African governtae Donor conditionality on recipient
countries has put pressure on African governmenesrtbrace democracy and fair elections, to
reduce human rights violations and to transparéemelie use of aid money as a way of curbing
misappropriation of funds and corruption. Instdotl impact entails the donor recipient
relationship which has characterized aid to Afficamany years. Foreign aid has affected the

choices and decisions made, and how recipient deardre run.

The aspect of accountable and structured institatiwas not seen as an important part in the
growth and development among the developing casitiToday, accountable and structured
institutions are viewed as an essential prereguisit development and poverty reductions in the
long term. In the present day, institutions cdhg outmost weight for development in Africa

and the idea is to make the state more accounsaldleffective.

Over the last 50 years, Africa’s history has belghbed by two areas of limitation. These have
been the inability to design and deliver effectpaicies, and the unaccountability to the state or
the people that elect them into office. Lack ofaatability is seen as the primary cause of slow
development especially in Africa where leadershis been a major let down in the area of
development. African leadership has been for dexade/, driven by a desire for rapid personal
wealth at the expense of the majority poor. Pomeguance has greatly contributed to this greed
of African leaders. Lack of accountability and lggaernance are some of the major root causes

of socio-economic crises facing Africa today. Thés increased the propensity for corruption.

41



Good governance is epitomized by predictable arehqgmlicy making, a bureaucracy imbued
with professional ethos acting in furtherance af thublic good, the rule of law, transparent
processes, and a strong civil society participatingublic affairs.”* Whereas, poor governance
is characterized by unaccountable bureaucracigastulegal systems, widespread corruption,
arbitrary policy making and an unengaged civil stciin the public life. The challenge is to
improve governance on African governments and titgespopulation. Donors are using their
power to push on the governance in Africa by insirg the governance content of the

conditions attached to &

Government capacity and its ability to plan andealey rational policies are undermined by
dependence on aid. The need for accountabilityess klear especially where countries have
developed under authoritarian rule. Singapore ante& are the best examples while, China
whose economy is growing rapidly remains highlyhautarian. Matthew Lockwood remarks
that authoritarian rule does produce developmentomes that can either be very good or bad.
The relationship between aid and corruption has #ee area under discussion where donors
have highlighted the fight against corruption. lnghAfrican countries, corruption is a persistent
problem where aid funds have been embezzled. Adueled corruption and an example is that
of Zaire’s Mobutu Sese Seko’s regime who used asthey to enrich himself and his family.
Most of the money was siphoned off to Mobutu, hisily and top political and military leaders.
Marshal Mobutu was known to charter a Concorde fAamFrance for personal use, including

shopping trips to Paris for himself and his famie had an airport constructed in his hometown

" Jonathan Glennie The Trouble with Aid: Why lesaldanean more for Africa, International African fitste,
Royal African Society, Social Science Research €ibu2008, Chapter 5, Page 57
> The World Bank Group, Millennium Development Go&@sib-Saharan Africa, 2007.
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of Gbadolite with a runway long enough to accomnedhe Concorde's extended take off and

landing. This clearly shows how aid money was misaged.”®

Foreign powers have as well played the role indafni democracy, where they use aid to get
their favored leaders into power and still keemthato power regardless of whether they are
benefiting the country. The stay in government afbdtu Sese Seko was only because of the
constant support from the West as part of the @é&t struggles. However, on a positive side,
the power of aid can also boost democracy. Fomela structural adjustment programs
regardless of the harm they may have caused, pkayegl role in the democratization process in

a country like Kenya.

2.8 Trade rather than Aid

Trade, not aid, became a popular aphorism in theeldping countries during the first
development decade and continues to do so in t@ndedevelopment decade. There are a
range of achievement indicators used for trade ldpweent and aid for trade strategies. Partner
states described this array of achievement indisdto their trade for development and aid for
trade strategies, often developed in consultatich donors are sometimes subject to frequent

review’®

A country like China and even development pracigis have recommended the need for more

grants than loans, less technical aid, cheap laadsaid without conditional ties and have as

> Dambisa Moyo, Dead Aid, Why aid is not working amdy there is a better way, Penguin books limited®
" A. P. Thirlwall, The Economics of Growth and Deygnent selected essays, Edward Elgar Publishingédim
1997, Chapter 14, Page 260

8 OECD, Aid for Trade at a glance, 1st Global revi@@07
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well called for more trade rather than aid to Adrién fact, China shares a similar history with
Africa in terms of exploitation and domination betWest. However, China had not depended
on aid to the same measure as Africa and has tthusvad impressive development in the past
50 years. That is why Africa is eager to embracgagement with China, as it considers it to
have crucial experiences to which Africa can leand adapt. China chooses to concentrate on

investment in infrastructure, production and trade.

2.9 Conclusion

This chapter has discussed foreign aid in the tafdaca, and in some cases, the rest of the
world. It has discussed both the pros and consreidn aid. Therefore, what the study seeks to
find out is whether or not foreign aid contribut@esitively to economic growth and

development.
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CHAPTER THREE
AID IN KENYA
3.1 Introduction
This chapter discusses foreign aid in Kenya, anestigates its effectiveness to the country’s
economic growth and development. The chapter alammes the impacts of Foreign aid on the

Kenyan economy.

A major goal of many African countries, Kenya indbdl, is to increase literacy levels, decrease
poverty levels, and improve economic growth andettgument. Since independence, Kenya has
been receiving financial support from donor comryuaimed at economic growth and poverty
reduction. However, despite the significant amaafrdonor remissions in Kenya, poverty rates
have remained high with very low economic growttesarecorded. This was especially during

the regime of president Moi.

The high inflows of money during Kenya’'s post-indadence era made the country highly
dependent on foreign aid, averaged at US$205 mibionually in 1970s to slightly over US$1
billion annually in the 1990s before the standofith the donor community. A case which is
proved by the high budget deficit of the 1990/%cdil year and between years 1997 to 2000
yearly. During these two periods, aid to Kenya Wagen by the donor community because of
the high rate of mismanagement and poor governantiee country. Kenya has continuously

been facing budgetary constraints and has beeg agirinflows to bridge the deficifs.

"ibid 2008, pg.727
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This significantly slowed down economic growth imetcountry for the period through the
1990s, until the time that Kibaki came into powerigniting donor enthusiasm in the country.
In fact, according to the table below, data from Republic of Kenya, Economic Survey and the
Institute of economic affairs, Kenya, employmenKienya has moved from the formal sector in

the 1990s, and made a significant shift towardsrmal employment.

Even though no reliable statistics are availabléhendynamics of the jobs, it may as well be true
that much of the informal sector jobs may have mounted for by relocation or switching of
workers from formal to informal sectors of the eooy due to the negative effects of Structural
Adjustment Programmes (SAPS), which were implenteimehe 1980s; liberalization policies,

which were deepened in 1990s; and increased ghatbiain®°

8 |nstitute of Economic Affairs, Kenya. The Dynaminsd Trends of Employment In Kenya. IEA ResearghePa
Series No.1/2010
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Table 4. Trends of Employment and GDP Growth in Kega (1986-2008)

YEAR Total Proportion of Employment Growth | Real GDP
Employment | Total (%) (%) Growth
(Millions) (%)
Formal | Informal |Formal Informal

1986 1.537 79.4 20.6 4.00 9.72 4.8
1987 1.615 78.3 21.7 3.60 10.76 5.5
1988 1.736 77.5 22.5 6.40 11.43 4.9
1989 1.796 76.2 23.8 1.63 9.74 5.1
1990 1.894 74.4 25.6 3.07 13.08 5.0
1991 2.557 56.4 43.6 2.27 130.37 4.3
1992 2.753 53.1 46.9 1.39 15.78 2.3
1993 2.998 49.2 50.8 0.96 17.89 0.4
1994 3.356 44.9 55.1 2.03 21.55 3.0
1995 3.859 40.3 59.7 3.39 24.43 4.8
1996 4.314 37.3 62.7 3.21 17.59 4.6
1997 4.707 34.9 65.1 2.22 13.20 2.4
1998 5.100 32.9 67.1 2.17 11.66 1.8
1999 5.493 30.7 69.3 0.63 11.18 1.4
2000 5.912 28.7 71.3 0.36 10.86 0.2
2001 6.367 26.3 73.7 -1.06 11.22 1.2
2002 6.852 24.8 75.2 1.37 9.85 0.5
2003 7.330 23.6 76.4 1.65 8.73 2.9
2004 7.999 22.1 77.9 2.14 11.28 51
2005 8.505 21.3 78.7 2.66 7.36 5.7
2006 8.993 20.7 79.3 2.54 6.60 6.1
2007 9.479 20.1 79.9 2.80 6.08 7.1
2008 9.946 19.5 80.5 1.78 5.72 1.8

Source of Data: Republic of Kenya, Economic Surfvayious)

3.2 Foreign Aid and Kenya’s Economic Growth and Deslopment
In this section, the study will examine the rolatthas been played by foreign aid in different

sectors of the Kenyan economy, and its contributootihe economy in general.
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3.2.1. Education Sector

Given the problems faced in the Kenyan educatisitesy, donor aid was necessary to ensure the
improvement of education in Kenya. After indeperaent was clear that the new government
was committed to improve education in Kenya. Howguwbis was not the case, as the
government lacked the capacity of the Kenyan gowemt to establish more schools was
limited, especially after the 1975 oil crisis an8i8@s recessidh However, foreign aid was
focused on skill development evidenced by the eeein university enroliment from 2000 in
1970 through to 40,000 in 1989. High student glibsiand low school fees facilitated this. In
contrast, more than 200,000 primary teachers reedaumtrained while the pupil to school ratio

was increasing.

Although Aid remained modest during this time, layed a key role in the development of the
education system in Kenya. The main educationabdoat this time were UNESCO, UNICEF,
and World Bank. The three organizations placed mphasis on basis education unlike the
policy in Keny&®. The Kenyan government was slow in respondinghis help as it was
concentrating on development of Harambee Schoaldrgdn 1980, foreign monetary assistance
was focused on economic developniénBince independence, public expenditure on edareati
had quadrupled and world economic downturn of 1@i8(hot make it easier. There was a return
to community based development where parents wetater for tuition fees, teaching materials
and also cover the costs for new building new nedterThe rising costs and reduced donor

assistance led to a decline in school enrolimettiereighties and early nineties

8 Jonathan Glennie The Trouble with Aid: Why lesaldanean more for Africa, International African finste,
Royal African Society, Social Science Research €ibu2008, Chapter 2, Page 10

8Eshiwani, G. Education in Kenya since indememe. Nairobi: East African Educational Puldish 1993
8 World Bank. World Development Report. New York:f@nd University Press (various years).
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After 2002, the, with the new NARC government Wasn to improve the level of education in
Kenya thus the Kenya Education Sector Program wasdd as a new way to channel donor
funds to education. In fact for more than four dissaFPE had been elusive and it's attainment
in 2002 was a stern show of intent by the new gawent. The NARC government slowly
gained support from donors and this became eviolethie increased interest by the international
community to contribute to educational reforms amgansion. In 2004, senior education
officers attended several training sessions orgahni® the World Bank with the aim of training
and teaching educational officials about Sectora\Agproach (SWAP) and the outcome of this
training was KESSP. KESSP came at a time when Mb@&sgand EFA were internationally
agreed. The commitment that the NARC governmenttbdree primary education was enough

to convince donors to invest in primary education.

KESSP is an education development tool with an esighon primary education which also
covers other sectors apart from primary educafmughly ten percent of its budget comes from
foreign donors. The major donors to this prograwmehiaeen the Fast Track Initiative and DFID.
In the year 2005, the Kenyan government signedfa(Jéint Financing Agreement) with DFID
and the World Bank. Proceeds from this agreemeditftammn UNICEF are added to the KESSP
pool. KESSP mandate is to produce occasional atnefegdory financial reports to the foreign

donoré®,

However, most foreign donors (DANIDA) want the nsiny of education to report aid usage

through their own way and not that of the governnoérKenya. In some cases, the World Bank

84 ibid
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takes too long to sign off reports prepared by Nheistry of Education for the donors. This
causes delay in the disbursement of funds by tm®rdo which in turn hampers the education
system in Kenya. However, still with allegationsveifle-spread corruption, the FPE fund has
suffered major setbacks in the recent years, withesdonors even threatening to pull out

But despite all these, one can still argue thabdamnd has been largely responsible for the swift

development of the education system in Kenya diresident Kibaki took power.

3.2.2 Health Sector

In Kenya, proliferation of aid to the health seamhigher than any other sector. However, the
development of the health systems is hard to releobecause many aid organizations do not
have a clear mandate role for the aid in the hesathor. Therefore, for effective financing of the
health sector, a balance between health systesrggitiening and providing resources for health
programs is necessary. Harmonization and coordimatif the aid in the health sector is
necessary and it should be in a way to enhancesetgorial development in the health setor
The health sector finances in Kenya are from vargnurces: firms, foreign aid, the government,
and households. Foreign aid takes a substantiak shahe funding of the health sector. On
average, the donor funding to the health sectotO% of the total funding. Donor aid is
responsible for the development of health facsitiprevention, education, and ctfr&’he donor
funding is in both the public health sector and hgate health sector. In the early 2000s, more
than 17 agencies were involved in funding of thalthesector in Kenya. Donors are most

intensive in the funding of HIV/AIDS programs. Thenors fund more than half of the total

#Somerset, A. Universalising primary education imi the elusive goal. Comparative Education. 2@89n0.2:
233-250
% David Dollar . “Aid, Policies, and Growth,” Ameda Economic Review, 2000, Vol 90: 847-868
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expenditure on the HIV/AIDS subsector. Kenya rahniggh on the countries receiving the largest
amount of aid in the health sedforin 1996, Kenya ranked 11th, 6th between 1999 206,

and 9th between 2002 and 2004.

Figure 1: Trends of foreign aid in health sector

./..

Health aid

Annual Volumes of external support(
Thousans of US §)

Years

Source: Agricultural Sector Development Strateg§Ra020

After independence, the country was keen to produtealthy working nation. Jomo Kenyatta’s
government embarked on developing programs aim@d@bving the health sector. However,
the development of the health sector in the couniggther with the provision of medical care to
its citizens required funds. Bilateral donors sastthe British and the U.S played a major role in
the funding of the health sector in the young matMvith health policies such as the NHIF, the

government showed its commitment to the donor comiypdowards having a healthy nation.

8Mwega, Francis. (2009). A Case Study of Aid Effeetiess in Kenya: Volatility and Fragmentation ofdign
Aid, with a Focus on Health. University of Nairobi

8cCarlsson, Jerker, Gloria M. Somolekae, and Nicutas de Walle. Foreign Aid in Africa: Learning froBountry
Experiences. Effectiveness of donor aid in Keny#ealth Sector. Uppsala: Nordiska Afrikainstitute297.
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The donors therefore, financed most of the devetgsin the health sectors by building health

facilities and providing medicine for the country.

In the 1980s, the support from donors continuethéoease because of the challenges in the
health sector and the awareness of the global contynio these challenges. The aid increased
with a high factor compared to the increase factdhe other aid in the country. The increase in
aid during this time was especially due to the gmece of HIV/AIDS. Consequently, over time,
the HIV/AIDS prevalence rate increased and the taidKenya on the sector consequently
increased. Other challenges that led to the ineckasd during this time were the malaria
challenge, which claimed many lives in the 1980d e 1990s. Other challenges included the
polio challenge and influenza among others. Dorgpscifically funded the immunization

programs.

Moreover, in the Kibaki era, between the year 2@02005, Kenya received the highest foreign
aid in the health sector. The streamlining of tbeggnance in the new regime and the promise to
end corruption attracted the donor community to ¢bentry, which consequently increased
donor funding to the health sector. During thisejrithe number of donors to the country also

increased significantly, reaching a record of 1B8ats in the year 2004 and the year 2005.

3.2.3 Infrastructural Development in Kenya
The Vision 2030 initiative recognizes the role thdtastructural development plays in ensuring
that Kenya remains an attractive nation to foremgrestors. The Vision visualizes a Kenya with

modern cities, towns, and municipalities that dreaa with international standards to keep the
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country attractive. There is a need to increasg#oe at which infrastructural projects are being
done. The government of Kenya has been committefdirtding infrastructural development
projects. The recurrent expenditure on infrastmgchas risen from 32B in 2008 to 40B in 2011.
Expenditure on the road network constitutes mowmn tb0% of the public expenditure on
infrastructure. The budgeted amount on expendita® also increased from 52B in 2007 to a

record high 109B in 2021 All this has been possible with the help of exatdonors.

Budgeted external funding stood at 28B in 2007408 @se to 41B by 2009/10. Actual external
funding rose to 24B in 2010 up from 15B in 2007.eThunding has been mainly for the
improvement of the road network. Foreign aid spansible for the existence of several major
projects in Kenya. The Bura lIrrigation and Settlam&cheme (BISS) were funded by the
European Development Bank and the World Bank. Jadafland, Finland, and Britain also
provided soft loans and grants to ensure the preyas a success. The total cost to complete
BISS took a staggering 800 Million, almost a whgdar's Kenyan Budg&t To date, the project
remains one of the most capital-intensive projectthe world. The Tana River Development
Project was completed with donor funds especiabiynfthe Japanese government. The Japanese

devoted 6,120 Billion Japanese Yens to the TanarRikoject and other projects in Kefya

The Nyeri Town Water Supply System was funded byes® development agencies in
Germany. This was a commercialization project whbeefunders have some autonomy in the
decision making process concerning the projectsa Assult, water supply and sanitation in the

town has massively improved. The Nairobi Water $ypvoject could not have been possible

8\World Bank . Assessing Aid. Oxford University Pse8008, pg 3
“Terry Ryan. Kenya in Aid and reform in Africa: Apert from ten countries. Macmillan, 2001
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without the help of donors. The aim of the projeets to increase water supply to Nairobi from
192,000 meters cubed to 492,000 meters cubed byetae200%. The World Bank, African
Development Bank and the EIB funded the préfedtiowever, all the funds were channeled
through the World Bank. Perhaps the biggest rolethef donor market has been in the
construction of the recently completed Thika Roanjdet. Commissioned in December 2009 by
President Mwai Kibaki, the 32 Billion projects hawevolutionized the way road projects in
Kenya are done. The African Development Bank funttedproject. The Kenyan government
only contributed 8B of the total expendittftieThe Japanese Government also recently funded
the expansion of the Port of Mombasa and developofesurrounding areas to the tune of Kshs.

29 Billion.

In addition to development in information commutiiea and technology (ICT) donors are also
funding ICT education programs especially in raadas. This is in line with the ICT targets of
the Millennium Development Goals, which relate tasy access to fixed and mobile
telecommunication and the interffet The aim of the government is to have a stable
telecommunication industry, which is only possiwi¢h the help of donors. Some of the projects
that have been initiated with the help of donore enya Transparency Communication
Infrastructure Program (KTCIP), Rural ICT Enterpss Multimedia Development Parks, the

Film Industry, and the National Terrestrial Fibgsti® Network Project?

%Ecosystems Ltd, “Tana Delta Ecological Impact Stutliairobi, Kenya, 2008, pg 1

%United Nations. The Millennium Development Goakp@rt . New York, 2007.

%World Bank , “Kenya: Nairobi Water and SeweragetResuring Project: Project Appraisal Document 2882
KE”. Washington D.C, 2008 pg 2

®Ndun’gu A.G, “Ndaka-ini Dam and Drainage Basin: BpWithin, Without and Beyond”. Mimeo, 2003
%United Nations. The Millennium Development Goakp@rt . New York, 2007

“Terry Ryan. Kenya in Aid and reform in Africa: Apert from ten countries. Macmillan, 2001
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Figure 2: Trends of foreign aid in Infrastructure

Infrastructure( Roads and communication)

Annual Volumes of external
support(Thousands of US $)

Years

Source: Agricultural Sector Development Strateg9§Ra020

3.2.4 Agriculture

Agriculture is critical for the economic developnheand poverty reduction of a country. In
Kenya, it contributed to about 25 to 30 per centhef GDP of the country as the rural areas
depend upon agriculture for their livelihddd Agriculture is essential in the economic
development of a country by providing food to tlapidly expanding population, providing
employment, improving the welfare of rural peopterease of rural income, foreign earnings
for imports of capital goods through the increaseagricultural exports and increase of
agricultural products. The expansion of the agtigal output and productivity will tend to raise
the demand for manufactured goods, extend of th&ehand the expansion of the industrial

sector. In Kenya, 80 per cent is arid and semdt, éinus suitable agriculture can only be achieved

97 Agricultural Sector Development Strategy 2009-2020
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through irrigation. This therefore factors in thmahcial aspect where the government is

compelled to seek donor support.

Donors particularly the World Bank, EU and USAIDvedong been involved in policy dialogue
with government. Kenyans outside of government mtigmhave not. Formal discussion with
government on the policy issues of the day doedaket place at the village level, in research or

even in parliament.

Figure 3: Trends of foreign aid in Agriculture

' ~

Agriculture aid

Annual Volumes of external
support{Thousands of US $)

S

Years

Source: Agricultural Sector Development Strateg§Ra020

Policies get passed in a matter of minutes. Thasval government to use donors as a convenient
whipping boy whenever unpopular policy reforms anelertaken. A large but silent majority of
Kenyans benefit from the ongoing structural refar@ser the years, various donors have given

aid to the government of Kenya, for instance Kergaeived 80 billion in 2008 when it was in
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dire need for food® Food and Agricultural Organization (FAO) donated Billion for the
purchase of fertilizers, new seeds, livestock feed vaccine. This is to nhame a few of projects
that donors have supported. WFP has also beeremiifal in funding food to schools through the
school feeding program so as to ensure that chilohr¢he drought struck areas are able to go to
school. The role of foreign aid has also assistetirigation programs and the construction of
dams in parts of Ukambani and Turkana regions. &mumently, the agricultural sector has
greatly contributed to the economic growth of tberdry. In 2006, the GDP expanded by 6.1%
compared to 5.7% in 2005. This is despite of thmudht experienced during this time. These
tremendous results can be credited to the agrieultand infrastructure sectors. Coffee
production in Kenya also recorded a significantease of 6.9% to stand at 48.3 thousand tons
from 45.2 thousand tones in 2005. In addition, mgroduction also grew from 32.2 million

bags in 2005 to 36.1 million bags in 2086.

With the donors advancing aid in this sector, is ligenerated positive results by increasing
foreign earnings in Kenya hence contributing toreenic development. Farmers have as well

benefited from the sale of their produce therefomgroving on their lives.

% Agricultural Sector Development Strategy 2009-2020
% Kenya Economic Survey, 2007
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Table 5: Sector Focus Area

Sector/Focus Area Annual Volumes of External Support (thousands of US $)

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2005 2010,
Agriculture 169,809 106,680 106,699 55503 91,388 99,170 68842 119,121 183081 58,247 43,609 28,045 32,194
Civil Society Development 3259 6872 5369 1307 6,519 6576 2,798 3924 6,387
Conflict Resolution 710 143 1170
Economic Management & Policy 766,050 142,389 360,078 403,619 122,457 78,646 122671 38230 30294 8773 19,781 4983 4,988
Education 70947 46380 66,976 21,583 16,606 57,748 72,222 41915 39,023 42919 27,136 36,873 15840
Emergency Response/Disaster Management 5695 8586 97,559 145845 55617 66,712 48,360 62,823 73,784 73,159 215113 129,359 71,294
Energy 28,305 26505 20,479 899 1906 2321 1951 475 26,752 44581 14731 91,936 48,559
Forestry and Environment 3084 9008 6650 17516 2021 13038 4240 7,397 3319 7,187 5988 5556
Gowernonce and Public Administration 13147 14492 23541 11127 9122 6959 6129 9777 10,755 9,258 28,608 78,149 36,226
Health & HIV/Aids 72,608 70859 57,037 16354 35682 68365 63,637 68241 101,705 93738 51,372 63,054 87,010

Housing/Shelter(Rural Urban Development) 7195 6662 2,645 518 2141 9809 10,351 21,345 10575 7,521 8294 36181 24,921
Infrastructure(Road and Communications) 120,633 183,390 61,395 22539 55012 119,838 61,289 99,162 43997 78,104 56329 36,773 11,705

Multisector 43722 22894 16990 13569 3,035 29774 23925 37,752 43333 34570 22,751 31,673 25812
Natural Resource Management 27528 33232 43098 37,655 44168 4279 22,618 26207 34675 7,013 2446 4104 3121
Other sectors 1,032 35,361 406 35 1590 4,39 2 3 574
Private Sector Development/Finance 30,107 32572 13587 4516 12869 74004 10,618 21,375 10271 10,646 19,920 6,878 16,638
Sanitation/Water 47,751 47,601 12870  25% 19,885 30,025 49,300 26502 12,345 2698 10516 9,775 7,125
Social Protection 1,588 729 138 61 604 29,489 195 4,007 508 6,054
Vocational Training 153 11448 3712 3604 5632 7,383 4600 4277 3921 2803 55 112 58
Widlife, Trade Hotels & Tourism 44995 71318 96,636 98124 8038 3215 21,233 36,776 18,960 23,747 379 1641 230
TOTALS 1,457,959 841,617 997,738 856,935 520,940 671,890 621,881 628,259 655151 526,464 535765 574,710 405,462

Sources: Development Cooperation Reports (various years)

Table above shows a distribution of foreign Aiddifferent sectors from 1990 to 2010. The
result shows that emergency response and disasteagement was the leading sector in the
years 2000 and 2001. The infrastructure, healtiyding HIV/Aids) and agricultural sectors, in
that order in 2000 while in 2001, the order wasrgnegovernance and health. The table also
indicates that economic management and policy hadighest Aid in the 1990s. The extended
drought in those two years had a direct bearintherproportion of external assistance received

as emergency response and disaster management.
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3.3. Impacts of Foreign Aid in Kenya

According to the respondents from the ministrieseign aid plays very important role at the
micro levels policies of the host countries howeatithe macro level the evidence is much more
ambiguou$®. Foreign aid plays very important role in the depenent of a country and its
benefits. Foreign aid/loans supplement domestilmgaand help in bridging the resources gap.
The flow of technical knowledge improves the qugndind quality of manufactured goods and
makes them available at lower prices to the domesthsumers. The firms avail of the benefits
of external economies like that of training of labointroduction of new technology, new
machinery Foreign aid plays very important rolethe reduction of poverty and other socio-
economic problems and efficient economic institoagi@and macro-economic and fiscal policies
in the developing world are the key to utilize floavs of foreign aid properly. Good governance
and quality economic policies may increase the chswof bright future the future that will be

free from poverty, economic dependency, politicgdleitation, and scarcity of the resources.

1% Mrs. Anjuly Chib Duggal, personal interview, nstry of livestock and fisheries development, OctoB812
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Table 6: Public Expenditure and Aid (Education and Total) in Kenya, constant R05
Kenyan Shillings in millio ns

Year | Public Public ODA ODAto ODAto |Education |ODA as ODAto ODAto
(1) Expenditure Expenditure| total education| primary |expenditure percentage education Primary
(2) on 4) (5) education |as a of public | as percentageas

Education (6) percentage [spending | of percent
) of total (8) public age of
@) expenditure | ODAto
on education| Educa-
9) tion
(10)
1970/
71 36178.14 6363.07 17.6
1980/
81 237874.82| 43147.63) 35720.50 18.1 15.0
1990/
91 422763.98  70723.71| 146452.54 16.7 34.6
1995/
96 429435.82| 74413.83| 64923.93| 1884.39| 982.97 17.3 15.1 25 52.2
2000/
02* 335978.80| 62417.09 60817.83] 2788.88| 1150.28 18.6 27.9 7.7 48.3
2003/
04 379475.32| 81561.29 35571.78 2474.03| 395.92 215 9.4 3.0 16.0
2005/
06 403691.60, 90049.02| 56198.97| 4591.92| 2531.55 22.3 13.9 5.1 55.1
2007/
08 475196.91) 102015.30| 66219.37| 3892.64| 700.99 215 13.9 3.8 18.0
2009/
10 19.6 15.4 5.7 42.6

Sources: Development Cooperation Reports (variousewars)

Following years of decline in rates of educatioaatolment, retention and completion, the

NARC government was keen to see major reform ofcaglon early in their term. A new

Economic Recovery Strategy established Free Prifadncation as a prioriw, and gave a

commitment to increase spending on the social sectoAlthough the attainment of UPE

had been an elusive goal for the Kenyan governmsermte independence, early actions by

the new administration suggested that lessam &arlier failures were being learned. The

commitment to free primary schooling was reaffirmedhe government’s first policy paper

on education (Sessional Paper No 1 of 2005), aiknttified its proper implementation as the

key to attaining UPE.
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As indicated, the new political dispensation hadhga the support of aid donors, and it
became evident that there was substantiaérnational interest in contributing to
educational expansion and reform. In 2004, sek@myan education staff attended a series
of training sessions and workshops run by a forleading World Bank education official,
aimed at developing an understanding amongst aduacafficials in Kenya of the principles

underlying a Sector Wide Approach (SWAR)

Figure 4: External assistance flows by sector

Share of external contributions to KESSP,
by donor, 2005/06—2007/08 (%)

OPEC, 2
UNICEF, 2

UsAID, 1

CIDA, 8-

WFP, 9 FTI CF, 37

DA, 17

DFID, 23

Source: Thompson et al 2010:26

The tying of aid to the international targets amdlg may not always be consonant with the
policies and priorities of the recipient governnsenBut vehicles such as FTI are clear on what
the funds are to be used for, and the conditioasdbuntries have to meet before applying for

the funds’ (Interview 4, Government official).

1 Thompson, A., E. Woods, C. O’Brien and E. Onso2@1.0.Mid-term evaluation of the EFA Fast Track
Initiative; Country Case Study: Keny@ambridge Education, Mokoro and OPM, 20I0imeo).
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Indeed, interviewees from the Ministry of Financelicated that the initial desirability of
accepting aid from the Arab countries, the volurhevbich had increased significantly since
2000, had been their lack of insistence on cona#lioy.  Nevertheless, the Ministry of
Education ‘accepts that some conditionality is seaey — after all, it is a partnership and if
the government does not listen, the donors will en@way' (Interview 22). Evidence for
increasing ownership is clear from Ministry offigaone of whom suggested, ‘There is really
no pressure to focus on the MDGs from donors, agitivernment is conscious of the MDGs in
the planning of education’ (Interview 19, Governmefficial). This is also reflected by donor
interviewees, who remained positive about the twmacthat dialogue was taking, and the
participants involved within the Kenyan governmefimost all aid resources for education
have been channeled via one or more of the KES®&&tment programs. However, over its
first three years (2005-8) only 6% of KESSP expwemds were financed by aid, and the

programs as a whole accounted for only some 13%taf Aid.

Between 1990 and 2010, Kenya received a cumuldtted of US$9.3 billion in external

development assistance. Bilateral aid, receive&éyya from external governments, made up
about 49 percent of the total aid inflows. Mul#@edl donors, comprising intergovernmental
organizations contributed 48 percent. Internatiocd@Os active in the country contributed the
balance. Of the multilateral donors, the UN systamtributed 35 percent of the total inflows

during this period
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3.4 Donor Freezes to Kenya

Donor funding in Kenya was higher in the 1970s bseaof her maintenance of a capitalist and
open government. Other African countries had tleewnomy under state control against the
requirements of majority of donors. In addition,rf@ption was existent in Kenya at the time,
but on a lower scale compared to other African toes Kenya's political system was perfectly
aligned with the OECD countries, in particular tdeited Kingdom. By 1990, more than $1
Billion was donated to Keny¥. In the same fiscal year Kenya benefited from delicellations
and rescheduling in fact, Kenya was the eighthelstr@id recipient amounting to 10% of her
GDP'®® Despite all the success in receiving donor léghya has repeatedly been at a standoff
with the donor community leading to freezing of dgnby development partners. The good
relationship with a majority of foreign donors wsisort-lived after donors became dissatisfied

with the way the Kenyan government was implementinegfunds.

In 1982, the World Bank withheld a $50 Million gtato Kenya because of a lax in policy
reforms. The grant was to be released two yeass ddter signing of a new agreement related to
increased drought in the country. The foreign excgfe boom of 1989/90 was to be cut short in
the fiscal year of 1990/1991 by the Consultativeupr of the donor community. The group
report indicated that Kenya was slow in the effddstackling on key issues of corruption,
democracy and good governance. In response tathieigroup decided to withhold any granted
and undisbursed aid to Kenya until the governmeidressed the ongoing economic and

political reforms in the count!’. This decision, coupled with the first multi-pagiections in

93n0rld Bank Assessing Aid. Oxford University Pre2808

193 Feyzioglu, T., V. Swaroop and Min Zhu.. “A panelta analysis of the fungibility of foreign aidNorld Bank
Economic Reviewl998 vol. 65: 429-45.

1%\00ds, Ngaire . “The Shifting Politics of Foreigid& International Affairs, 2005
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Kenya, dented her budgetary position and theretbee government resorted to internal
borrowing which rose by 60% from the previous yedlowever, despite the freezes,
disbursements for ongoing projects in the counimyndt stop and after a series of meetings with
the donor community and much lobbying with Kenyhikteral traders, aid flow resumed in

November 1993.

Kenya was to successfully implement the new comaitifor three years until 1996. However, a
new feud emerged in 1996/97 fiscal year after theghment again lagged in her agendas. “A
meeting between Kenyan officials, officials frometkVorld Bank and the IMF (International
Monetary Fund) and the Consultative Group of thaadoccommunity resolved to nullify the

$200 Million ESAF program in July of 1987,

Both the African Development Bank and the World Bavithheld their aid programs and this
negatively affected the Kenyan economy as the gwwent was once again forced to borrow
domestically. Interest rates on treasury bills éased to 27% up from 18% while interest
payments countrywide increased by 45%. Taxes ale@ased raising revenue collection from
Kenya Revenue Authority while development expenditwas reduced by 25%, but unplanned
expenditure increased by 16 percent mainly duen¢oceased salaries for teachers and the El-
Nino calamity®®. Consequently, with the help of the World Bankeam known as the Dream
Team was recruited into the civil service, to ersaforms and good governance especially in
the civil service. Due to this, the consultativeo@®v released the amounts help up in 1997 and

1998 on July 2000. However, six months later thé& Iddfused to release a $198 Million Grant.

19%0'Brien, F.S and T.C.I. Ryan. 1999. “Aid and refoimmAfrica: Kenya case study”.
World Bank project on Aid and Reform in Africa. Wiasgton, D.C.
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In the same year, the World Bank, AfDB, EU and BErepartment of International Development
in the UK also withheld a total of $300 Million donor funds, to which the government also lost
$366 Million in savings. Thus the anticipated budgg constraint led to a reduction in spending
in the judiciary, police, health sector, and theatément of defense. All this sectors were

previously free from budgetary constraints.

The table below traces back, evolution and patérioreign aid in Kenya all through from the

1980s-2006, after president Kibaki had taken owsvey in Kenya.

Table7: Evolution and pattern of total aid to Kenya

YEAR ODA at ODA at Kenya's share| Kenya's ODA as Bilateral as | Budget as
2006(Prices in | current prices, | of developing | Share of share of share of total| share of
US$ millions US$ million countries Africa’s GNI, ODA, total
ODA, ODA, percent percent ODA,
percent percent percent
1980 836.72 393.44 1.2 3.8 5.84 70.1 4.1
1981 1015.62 446.48 14 4.3 7.85 80.0 0.0
1982 1115.87 481.59 1.6 4.6 9.00 70.1 17.4
1983 915.24 396.1 14 4.0 7.40 85.8 11.1
1984 988.02 402.93 1.3 3.7 7.38 81.0 4.7
1985 1016.97 426.66 1.3 3.5 7.16 82.0 12.2
1986 880.38 442.96 1.2 3.3 6.27 87.9 6.4

1%UNDP. Kenya Development Cooperation 2005, availablénternet, 2012
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1987 926.21 557.18 13 3.6 7.29 80.5 4.1
1988 1263.78 832.03 1.9 4.9 10.69 73.0 14.9
1989 1623.18 1059.69 2.3 5.9 13.92 58.2 7.9

1990 1608.11 1181.29 2.1 4.7 15.35 62.6 3.2

1991 1168.68 916.46 15 37 12.33 65.8 9.0

1992 1083.52 883.02 15 3.6 12.67 S7.7 3.3
1993 1132.17 906.02 1.6 4.3 19.97 45.3 0.0
1994 811.47 675.32 11 2.9 8.02 57.9 0.0
1995 766.48 731.36 1.2 3.4 9.18 61.1 4.3
1996 675.28 594.68 11 3.0 6.39 57.8 21.9
1997 555.74 447.78 0.9 2.5 4.60 67.1 0.0
1998 522.9 414.74 0.8 2.3 3.77 66.3 0.0
1999 379.76 309.85 0.6 19 2.52 82.3 0.0
2000 659.5 509.94 1.0 3.3 4.16 57.8 22.2
2001 642.17 461.55 0.9 2.8 3.56 58.6 0.0
2002 508.2 391.04 0.6 1.8 2.94 75.3 0.0
2003 603.46 521.45 0.7 19 3.51 62.2 0.7
2004 682.12 654.42 0.8 2.2 3.97 71.6 10.¢
2005 785.98 767.08 0.7 2.2 3.86 68.1 0.0
2006 943.4 943.4 0.9 2.2 4.00 82.4 0.0

Source: OECD-DAC database; IMF, International FoianStatistics.



The figure below shows external assistance in-flowsector.

Figure 5. External assistance flows by sector

External assistance flows by sector (2000-2010)

b

OO0ther sectors
DSocial Protection

- f | DEnergy
BVocational Train

mliultisector
0o 5 aitationWatey
BPrivate Sec.Dev/Fin

ONataral Res Man
Olnfrastructue(Road)

300 4 AN N RN AN N RN AN OHous (Fuxnal Uk anDevi)
BEmergencyRes /Dis, Man
OCondlict Reso.

US $ 000,000

B Agriculture

OForestry

OCivil$. Develop.
DGovernd: Public Adnan,
BEduc,

100 OHealth & HIV/Ads

2000 ood ool

00 4

Year

Source: OECD-DAC database; IMF, International FoianStatistics.

According to the above figure the Office of the $tdent remains the largest recipient of ODA.
This arises from its mandate for managing emergsnand related activities. The Ministry of
Lands and Settlement is the smallest beneficiatlgeOMinistries that have continued to receive
substantial shares of external assistance incliogetof Energy, Health and Roads and Public

Works.
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CHAPTER FOUR

DATA ANALYSIS, PRESENTATION AND INTERPRETATIO N
4.1 Introduction
This chapter presents the data that was found ®malle of foreign aid in Kenya. The research
was conducted among interviewees were from minigtrioreign affairs, ministry of finance,
ministry of planning and development, ministry gfriaulture and livestock, ministry of roads,
ministry of health and finally ministry of educatio In this chapter, data is presented using non-
text approaches such as tables, pie charts antiggrépe data was analyzed quantitatively using
the Statistical Package for Social Sciences (SPB%#).analysis was done as per questionnaires
that were used to the collect data. Data was cawsgbin terms of demographic information and
the role of foreign aid in Kenya, Kenya’'s develominand impact of foreign aid on Kenya’s

foreign policy.

4.2 Response Rate

The research was conducted on a sample of 120nméspts from different selected departments
in the Ministries to which questionnaires were austered. Out of the issued questionnaires,
only 100 were returned duly filled in making a respe rate of 83.3% which is an adequate

response rate for statistical reporting.

4.3. Data Analysis

4.3.1 Foreign Aid in Kenya

This area of the study sought to assess the rdl@@fyn aid in Kenya.
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Figure 6. Analysis on the role of foreign aid in Kaya

Source: Researcher (2012)

The respondents were asked to give their opiniotherrole of foreign aid in Kenya. This was
expected to guide the researcher on the conclysiegarding the congruence of responses to the
role of foreign aid in Kenya. The results as shawriigure 6 indicate that a majority of the

respondent (85%) believed that foreign aid is bersfto Kenya’'s economy.

4.3.2. Foreign Aid according to Sectors

Figure 7. Respondent on major sectors that receiviereign aid

Source: Researcher (2012)
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The study sought to assess the respondent’s opamanajor sectors that receive foreign aid in
Kenya as shown from the figure 7. Majority of tlespondents (26%) had agreed that Education
received most donor funding followed closely by keavith 24%. Agriculture comes third with
18% while infrastructure and others had 15% and 188pectively. Since the introduction of
free primary education in 2002, most donor fundiaye been channeled there since it is the
basic education level that can reduce poverty aigd the poor of part the community in long

term strategy and also in fulfilling vision 2030.
4.3.3 Kenya’s Economic Policies and Foreign Aid
This area of the study sought to assess the rdi@e@fn aid in Kenya’s economic development

and the country’s economic policies.

Figure 8. Respondent on Foreign aid and Kenya’s enomic policies
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Source: Researcher(2012)
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From the figure 8, majority of the respondents (28%d that government policies is the reason
for Kenya’' development, while 22% believed that élepment is through proper revenue
collection by KRA which is governments own orgatiza. 18% agreed that proper governance
is the reason behind Kenya’s development while 4486 believed that foreign aid provision is
the reason behind Kenya development. Only 12% &#tdof the respondents agreed that

government accountability and others is the reésoKenya’s development respectively.

4.3.4 Impacts on Kenya’'s development

Figure 9. Respondent on conditions that lead to Kem's development
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From the figure 9, better governance (61%) wasbst chosen condition that can lead Kenya
to more development followed by proper revenueectibn (11%) while proper accountability

and doing away with corruption stood at 19%. Orfly 8f the respondents believed that donor
funding can lead to Kenya's development while 6% tloé respondents agreed on other

conditions that can lead to Kenya’'s development.
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Figure 10: Respondent’s on impact of foreign aid orKenya’'s economic growth and

development

Source: Researcher (2012)

The study aimed at assessing on whether foreigrhas impacted in any way, on Kenya’s
economic growth and development. 55% of the respatscagreed, while 45 percentages denied
this, thus the majority of the respondents in #leced ministries have the perception that donor

funds have had an impact on the development of &ergconomy.

4.3.5 Impact of Foreign Aid on Foreign Policy

The study in this part aimed at assessing on tipaatrof foreign aid in Kenya.
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Figure 11. Respondents on foreign aid on Kenya’s ifieign policy

Source: Researcher (2012)

From figure 11, majority of the respondents (87%pdree with the statement that foreign aid
leads impacts on Kenya’'s foreign policy developmaevtiile only 13% agree.This is because
most respondents believed that most donor fundseceith restrictions or condition which

usually favour the donor countries, and that Kemysst formulate its foreign policies in a way

that seek to encourage good relations with the domantries.

Figure 12. Respondents on foreign aid and Kenya'slations with the West

Source: Researcher (2012)
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In this area, the study aimed at assessing whdtimeign aid has in any way, affected the
relations between the West, being the major doowes the years and Kenya. 67% of the
respondents agreed that foreign aid has an impathis relation, while 33% denied this, thus
the majority of the respondents in the selectedgtrias have the perception that donor funds

have in a way, led to more close relations betw&smya and the West.
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CHAPTER FIVE
SUMMARY OF FINDINGS, CONCLUSIONS AND RECOMMENDATION
5.1 Introduction
The main objective of this study was to investigdte role of foreign aid in developing
countries, with Kenya as its case study betweempdn®d 1990-2010. This chapter presents the
summary of the major findings, answers to reseamestions, conclusions and

recommendations of the study. It also presentsesigms for future studies.

5.2. Summary of Findings
What emerges from the data collected and analyzétkiprevious chapter is that foreign aid has

positive impact on the economic growth and develaptmand by extension Kenya's foreign

policy.

According to the data gathered and analyzed in ghevious chapter, 85% of the total

respondents agree that foreign aid has been b&tefido Kenya and has promoted growth in
various sectors of the economy. Only 15% say foreagl has not been beneficial at all to
Kenya. Also, according to the respondents, amoagsé#ttors that have benefited from foreign
aid are Education at 26%, Health at 24% and Aduicelat 18% and Infrastructure at 15% and

others at 17%.

Therefore, education has been on the lead, amangrsehat have benefited from foreign aid.

This is majorly because of the Free Primary Schwhlch re-ignited the donors’ enthusiasm in

giving aid to Kenya, after several years of low. &dlditionally, one can argue that increasing
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literacy levels has been one of the major goalthefsubsequent governments, thus high aid

investment in Education sector.

On Kenya’s economic policies and good governand®j of the respondents agree that foreign
aid has contributed to good economic policies imy&eand good governance. 27% however,
believe that good governance and good economicipslare as a result of government’s own
efforts. On Kenya’s economic development, a mgjast the respondents at 55% believe that
foreign aid contributes positively on Kenya’'s econo growth and development. However, 45%
believe that foreign aid impedes economic growthKenya, citing the many retrogressive

conditional ties.

Finally, on foreign policy 67% of the total respemts agree that foreign aid affects Kenya’'s
relations with the West, albeit positively. HowevaB% refute the notion that foreign aid has
improved Kenya's relations with the West. Thoseutiefy, again referred to the period when
Kenya was put under the Structural Adjustment Rnogr and the numerous conditional ties that
come with them. However, only 13% of the responsléaieve that foreign aid influences the

way Kenya formulates its foreign policy.

5.3. Conclusion and Recommendations

The current study shows both positive as well a&s ribgative effects of foreign aid on the
economic development. Foreign aid, on positive ,sites helped in transformation of the
economy, laid foundations of the industrial and i@dtural sectors, provided technical

assistance, policy advice and modern technologystasl in overcoming the budget deficits and
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the BOP deficits and has also funded the projemtdHe social sector development projects.
Foreign aid contributes to new ideas about devespirpolicy, and training facilities for public

policymakers, and finance to support financial aodial reforms and an expansion of public
services. Foreign aid is granted to reduce the é&udeficit, trade promotion and strategic
considerations. Foreign aid is also granted on &lceount of environmental spending,
humanitarian relief, peacekeeping and the promatigpolitical transitions to democracy. It has
also led to free trade thus giving the private @eof the LDCs an opportunity to expand and

flourish. Thus, the overall impact of the aid oe #ttonomic development is positive.

Additionally, foreign aid has a more positive impaa growth with good fiscal, monetary, and
trade policies. In the presence of poor policiesthe other hand, aid has no positive effect on
growth. Accordingly, there is a need of not onlyodgolicies but also the implementation of
these policies as well as the proper monitoringhefaid-utilizing projects is necessary in order
to avoid the lack of utilization and the mismanagetnof the foreign capital resources.
Consequently we can say, the aid may be helpfllomsting economic growth only under the

presence of appropriate monetary, fiscal and tetpolicies.

However, on the negative side, Foreign aid faila a@&velopment policy because it destroys the
incentives of the marketplace and extends the paofvarling elites. As discussed before in this
study, foreign aid has been used by Western poeasmdsdonors over the years to perpetuate
autocracy and bad governance, by using aid moneypport dictators in Africa. In addition,
foreign aid has been used by most African leadsersaaool of making themselves rich,

perpetuating sycophancy and corruption.
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The study concludes therefore that, foreign aidtrdauies significantly and positively on
economic growth and development of developing aeesit Kenya being one of them. As the
regression analysis of the GDP and the ODA confirtine positive affect of Official
Development Assistance (ODA) on the GDP. GDP irsgeat the decreasing rate, as the flow
of foreign capital increases. Thus, the overallaotpof the aid on the economic development is
positive. The empirical results indicate that thewf of foreign aid does influence government
spending patterns. On average, an increase irgfoeed stimulates development spending by a

higher proportion than does an increase in domessicurces.

In the presence of poor policies, on the other had has no positive effect on growth.
Accordingly, there is a need of not only good pebkcbut also the implementation of these
policies as well as the proper monitoring of theé-atilizing projects is necessary in order to
avoid the lack of utilization and the mismanagenwdrihe foreign capital resources. The results
strongly suggest that economic policies and thaplémentation are instrumental in attracting
FDI and donor funding. The decreasing trends iaifm aid at some periods in the country may
be due to the country having not pursued the raqupslicies to facilitate the capital flows. The
policy implication is that the country should retiriits efforts to create a liberal environment in
which capital markets will behave as they shoulte Tole of foreign aid to Kenya's future
development will be that of alienating the aver&gmyan further from the country's economy
and natural resource. Ultimately Kenyans will rembut servants of donors' interest. Clearly
Kenyans will not be in a position to plan for amdpiement anything if aid still dominates the

affairs of the country.
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In Kenya, there is a positive relationship betwéerign aid and economic growth and thus the
impact of foreign aid on the country’s economy aanpe ignored. Since there is a positive and
strong relationship between foreign direct investmand economic growth in Kenya, to

effectively manage these foreign investments sa tha masses can feel the impact, the

following measures can be taken:

The government of Kenya should divert a larger iportof foreign aid to investment in
agriculture because about 70% of its populationeddp on agriculture. Agricultural trade
liberalization is particularly important and growith agriculture has a proportionate effect on

economic growth.

Aid donors and foreign investors should provideramework for the implementation of aid
funds. Foreign investment can and does have ancimyzen provided within a framework that
acknowledges the drivers for broad based growthl-i&geted investment increases the ability
of Kenya to maximize the benefits of trade liberafion, improve the environment for

investment and ensure that the poor have theatnlitontribute in achieving growth.

From the study, the government of Kenya should medeeof monetary, fiscal and exchange rate
policies aimed at harnessing inflow of foreign tabpiFirst, the government should aim at
boosting economic growth. A growing economy (cheadzed by accelerating GDP growth

rate) indicates a favorable environment for FDInfa choose to invest in countries that have a

higher rate of return. Thus, a steady growing eoonawill attract more FDI. Similarly,
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investment is needed to spur economic growth, wislsbws a two-way causality between

growth and investment

Finally, foreign aid in the form of loans can playvital role in promoting growth directly or
indirectly through private investment. It can bed@aeven more productive if used to finance
productive activities such as export promotion,rasfructure development, and domestic
resource mobilization. In a similar fashion, foreigd could be disaggregated into project loans,
program loans, and any other appropriate classfitaThe findings discussed in this paper
provide a starting point to understanding factorffuencing growth in Kenya. Additionally, a
combination of both fiscal and monetary polician@d at raising the aggregate demand such as
narrowing of tax base or increasing government edipere should be pursued. In addition, the
government should enter into trade agreements wliietor free trade as opposed to
protectionism. With less controls put in place tiegree of openness of the economy to

international trade will increase hence more faraigpital inflows.

5.4 Suggestions for Further Research

This study focused more on the role of foreign iaidleveloping countries, with Kenya as the
case study. It therefore examined contribution®dign aid to economic development, foreign
policy and by extension, to good governance in degeloping countries. However, future
studies should be carried out to find out the impeEcsocial-political factors on foreign aid

inflows in the country. It would also be interestito find out the relationship between foreign

aid and poor governance, which has been the cdasessed in many African countries.
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APPENDIX |

Questionnaire

Section A: Demographic information of the responden

1. Sex: Mall___]
Femal__|
2.Age:  30-3__ | 40-49__]
50-5{ | Above 60|

3. Educational Level

Certifcate |:|

Diploma I:I
Undergraduate |:|

Postgraduate

4. Length of service (Work experience)

O 3 yrs and below
O 3-5years

O 5-7 years

O Over 7 years

5. Years worked in the Ministry/Government Department

O 1-3 years

O 3-5years

O 6-15 years

O Over 15 years
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Section B: Foreign aid in Kenya

6.What is your opinion on the role of foreign aidkenya?

(Please tick/ appropriately)

Beneficial [1]

Less beneficial [ ]

Statement
7. From which countries and organizatijori.United States
does Kenya receive aid from? 2. Britain
(circle all that apply) 3.Japan
4. China
5. IMF (international monetary fund)
6. World bank
Others
SPECITY. ..t
8. What type of foreign aid does Kenyd. Grants
receive? 2.  Concessional loan
(Circle all applicable) 3. Relief (government loan cancellation)
4. Commodities (food & medicine)
5. Project funding i.e. free primary
secondary education funding.
9. Which are the major sectors that Agriculture [1]
receive foreign aid in Kenya and by Education [1]
what percentage? Health [1]
Infrastructure [ ]
Others [ ]
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SECTION B: Kenya's development

Statement
What do you think are the reason for Kenyals  Proper governance
10. development? 2. Foreign aid provision
(circle all that apply) 3.  Government accountability
4.  Government policies
5.  Proper revenue collection
6. Others
specify......cccevviinn .
11. Which conditions do you think will lead fd. Donor funding
Kenya’s development? 2. Proper revenue collection
3. Better governance
4. Proper accountability
5. Others
specify.............ooo
SECTION D: Impact of Foreign Aid
Do you think foreign aid has lead to Kenya’s. Yes
12. economic development? 2. No
13. Do you think Kenya's development policles. Yes
have been influenced by the donor governmep&? No
14. Do you think donor funds have helped Kenya Yes
develop? 2. No
15. What do you think can be done to ensure

accountability?
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