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C H A P T E R  1

Introduction

José Antonio Alonso and José Antonio Ocampo

Although the fi rst signs of the current crisis appeared in mid- , it was 
not until September  that the international community became fully 
aware of the scale and severity of the threat to the global economy. K e 
dramatic bankruptcy of Lehman Brothers that month left the U.S. fi nan-
cial system on the brink of collapse, endangering international economic 
stability. K e rapid reaction of authorities on both sides of the Atlantic 
saved the fi nancial system from bankruptcy, but it could not prevent econo-
mies around the world from slumping simultaneously into a sharp recession 
that is still aff ecting growth and overall well- being. Although the crisis 
originated in the most developed and sophisticated market in the world— 
the U.S. fi nancial market— the risks to the  whole international system  were 
very quickly perceived, including its eff ects on developing countries. K e 
means through which the crisis spread  were not the same in every case, 
but the recession has been felt to varying degrees across the entire planet 
and amounts to the fi rst global crisis of the twenty- fi rst century. K e abrupt 
fall in production and trade, the increase in unemployment, the weakening 
of national fi nancial systems, and record levels of fi scal imbalances, partic-
ularly in developed countries, are some of the most visible eff ects of the 
crisis.

To tackle this crisis, governments resorted to truly exceptional mea sures, 
fi rst to sustain the fi nancial system, then to stimulate demand to head off  
a new recession, and fi nally to rebalance bud gets to fi ght the sovereign 
debt crises. Countries’ individual solutions  were supplemented by the use 
of international coordination in policy responses to the crisis, as well as 
in proposals to reform the fi nancial system. K e chosen framework for this 
was the G-, which seems to have become, not without reservations, the 
preferred leading body for global economic governance. However, succes-
sive summits over the past three years (in Washington, D.C., London, 
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Pittsburgh, Toronto, and Seoul) show that reform initiatives have attained 
uneven progress. As the most pressing emergencies of the crisis have been 
overcome, reforms seem to have been diluted, both in the degree of con-
sensus that leaders have displayed at summits and in the importance of 
the agreements reached.

K e truth is that more than three years after the start of the crisis, and 
despite spending an extraordinary volume of public resources, normality 
does not seem to have returned. Some have expressed fear that the situa-
tion could even be worsening. In , economic activity partially recovered 
in the industrialized world, many developed countries surpassed their pre- 
crisis levels, and international trade began to grow again, although with-
out fully recovering lost ground. Nevertheless, symptoms of weakness in 
the fi nancial systems of many countries remain. Additionally, some of the 
distortions that  were at the root of the present crisis are still in place, such 
as the global imbalances referred to previously, as well as the absence of 
an international monetary system that encourages global stability and 
growth.

In any case, the problems caused by the crisis diff er depending on the 
group of countries under consideration. In developed countries, the chal-
lenges have to do with achieving sustainable economic recovery (which is 
still fragile), with consolidating weakened fi nancial systems (which  were 
very badly hit by the crisis), and with heading off  problems associated 
with high levels of public debt acquired during the last few years. It is not, 
however, an easy task to fi nd the right balance between supporting eco-
nomic recovery and correcting existing levels of unemployment, on the one 
hand, and the demands of fi scal consolidation and the correction of public 
debt levels, on the other. In terms of the countries most in need of inter-
national fi nancing, such as some of the Eu ro pe an periphery, that balance 
seems to have tipped in favor of the latter, leading to severe adjustment 
programs that are redefi ning the boundaries of the welfare state as such 
and fueling growing social discontent.

A second group of countries, which includes many so- called emerging 
markets, have been the least aff ected by the crisis, and these countries have 
returned to growth most quickly and vigorously. K eir spectacular rates of 
GDP growth in  set them apart from the more sluggish per for-
mance of the main industrialized economies and have transformed them 
into the principal focus of dynamism in the international economy. Some 
of them have benefi ted from the boom in commodity prices, maintaining 
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comfortable trade surpluses in several cases. For this group of countries, 
the problem now revolves around making growth compatible with stabil-
ity, while avoiding the pro- cyclical eff ect of capital infl ows and the induced 
appreciation of their currencies.

Lastly, there is a third group of developing countries that has suff ered 
the consequences not only from the economic crisis but also from the rise 
in oil prices and raw materials, including food. K is group includes some 
of the sub- Saharan African countries with the highest levels of poverty, 
the weakest social protection networks, and the highest de pen den cy on 
international aid. In these cases, the crisis may be at the root of signifi -
cant setbacks on the path toward the Millennium Development Goals. 
K ese problems have been exacerbated as a result of the expected freezing 
of international aid, due to the bud getary restrictions of the main donor 
countries.

Aside from its immediate eff ects, there is a consensus that the current 
economic turmoil represents a turning point for the international econ-
omy. An increasing number of people feel that the world that will emerge 
from the crisis will likely be diff erent in many respects from the one we 
have known. First, the crisis has shown the need for wide- ranging reforms 
to reduce levels of systemic risks in the international fi nancial system and 
to equip the world economy with governance mechanisms that are appro-
priate for today’s conditions. K ese conditions are very diff erent from those 
that existed when many of our current international institutions  were cre-
ated. Second, the crisis has shaken orthodox economic assumptions about 
the functioning of markets: in par tic u lar, confi dence in the effi  ciency of 
fi nancial markets has been seriously questioned. K ird, the crisis has caused 
governments to intervene in the economy beyond the limits demanded by 
the orthodox canon. K ese factors substantiate the need for the revision of 
some of the economic assumptions that formed part of what John Kenneth 
Galbraith called “the conventional wisdom.”

K e crisis has also proved beyond a doubt the growing importance in 
the world economy of Asia, as well as new centers of international economic 
power that have resulted from the consolidated success of emerging econo-
mies, many of which have a clear international vocation (China, India, 
Brazil,  etc.). K is points to a move toward a multipolar economic system— 
one with a fi nancial system that is subject to more stringent regulation and 
obliged to correct so- called global imbalances— in which the U.S. and 
E.U. economies’ degree of dominance will continue to erode.
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Furthermore, the crisis has forced a revision of the structure and mech-
anisms of the development aid system itself. First, historical experience 
 reveals that, beyond rhetorical declarations, the elasticity of growth of 
international aid is low, even during economic booms. K is brings us to 
the realization that the development aid system needs () to explore new 
sources of development funding and () that beyond aid, greater attention 
must be paid to sharing development opportunities associated with inter-
national regulatory frameworks in the fi elds of trade, investment, and 
fi nance.

Second, in a context of bud getary limits, such as the one created by the 
crisis, more attention needs to be paid to levels of aid eff ectiveness in order 
to maximize the impact of resources on recipient countries. K e Paris 
Agenda and the Accra Agenda for Action defi ne some relevant criteria in 
this area, but their degree of implementation has so far been limited. Be-
yond this agenda, other problems— such as aid dependence— should also 
be considered.

K ird, in an increasingly global world, alongside traditional aid tasks re-
lated to the fi ght against poverty, other equally relevant tasks related to the 
adequate provision of international public goods— some of which are key to 
promoting development in the poorest countries— will need to be added. 
K is obliges us not only to reconsider the agenda but also the resources and 
institutions involved. Of all such public goods, those related to preventing 
climate change are the most demanding.

Finally, the changes to the international system make it less and less ap-
propriate to base the aid system on a neat division between recipients and 
donors, the latter represented by a select group of Or ga ni za tion for Eco-
nomic Cooperation and Development (OECD) countries. An increasing 
number of developing countries, particularly middle- income countries, 
have joined in active aid policies by giving their resources and experience to 
other developing countries through South- South cooperation. K e interna-
tional aid system should respond to this more complex framework of rela-
tionships by translating it to governance mechanisms for development aid.

K is book will analyze these factors, the eff ects of the crisis on develop-
ing countries, the responses of the international economic system, and 
changes to the aid system. K e book collects the studies developed for an 
International Conference, held in Madrid on June  and , , during 
the term of Spanish presidency of the Eu ro pe an  Union (E.U.). Supported 
by the Spanish Ministry of Foreign Aff airs and Cooperation, this event 
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benefi ted from a broad lineup of specialists— researchers in the fi eld of 
development and international aid, administrators of aid, and representa-
tives of E.U. member governments and social groups— who came together 
to debate the international economic situation and the future of the interna-
tional aid system. After some revision, the central pre sen ta tions of this 
seminar have become the chapters of this book. Hereafter, we accompany 
our introductions of each of these chapters with thoughts on the implica-
tions that arise from analysis of their content.

T H E  C R I S I S  A N D  I T S  E F F E C T S

K is book begins with a chapter by Ocampo, Griffi  th- Jones, Noman, Ortiz, 
Vallejo, and Tyson in which the authors analyze the crisis and its eff ects on 
the developing world. K is crisis was a result of diverse factors that com-
bined in an explosive mix. Causes of the present crisis include: global pay-
ments imbalances; excessive prolongation of a loose monetary policy by the 
U.S. Federal Reserve; authorities’ excessive trust in the self- regulation of 
markets; limited use of public instruments to regulate and supervise the fi -
nancial system; absence of adequate incentives for the managers of fi nancial 
institutions; intensive search for growing leverage in the fi nancial system to 
sustaining profi tability; desire to stimulate the ability of certain poor sec-
tions of society to buy through credit; and the behavior of certain fi nancial 
administrators, sometimes bordering on the criminal.

Aside from its roots, two traits stand out among those that defi ne the 
present crisis compared with those that marked the crises of the previous 
two de cades. K e fi rst is the global impact of the crisis, which has aff ected— 
although to varying degrees— the  whole international system, with scarcely 
any economies remaining free from contagion. K is has called into ques-
tion hypotheses concerning the decoupling of certain emerging markets 
that emphasized the in de pen dence of their cyclical per for mance. K e truth 
is that all economies, including those, such as China’s, that recovered most 
quickly,  were initially aff ected by the crisis. We are therefore dealing with a 
crisis that is clearly global, both in terms of size and impact— perhaps the 
fi rst global crisis in history, considering that entire continents (Asia and 
Africa) remained unaff ected by the  crisis.

K e second characteristic of the crisis was its epicenter, which for the 
fi rst time was far from those economies— the emerging markets— that had 
featured so prominently in the previous episodes of fi nancial instability. 
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On this occasion, the crisis originated in a segment of the fi nancial sector 
in the United States, the most developed and sophisticated market in the 
world. For the fi rst time, an episode of instability had nothing to do with the 
behavior of developing countries. In fact, it is due to the recovery capacity 
of a group of developing countries that the dynamism of the international 
economy did not fall further.

While its impact was global, the means through which the crisis spread 
diff ered, depending on context. In some countries, the fi nancial arena was 
the most signifi cant channel through which the eff ects of the crisis spread, 
with the initial drying up of credit giving way to a subsequent contraction 
in economic activity. In other countries, however— and this is the case 
for much of the developing world— the most signifi cant channel through 
which the crisis spread  were found in the real economy, through the eff ect 
that the severe fall in trade of goods and ser vices, including tourism, had 
on their productive activity in . Added to this factor, and depending 
on the country, there was a contraction in other sources of international 
fi nancing, especially remittances from emigrants, who suff ered the eff ects 
of increasing unemployment in industrialized countries, as well as other 
private fi nancial fl ows.

Seen as a  whole, three factors seem to have been decisive in exacerbating 
the eff ects of the crisis in individual countries: fi rst, the degree of conta-
gion of toxic assets acquired by national fi nancial systems and the capacity 
of those systems to clean up the balance sheets of the aff ected institutions; 
second, the degree to which the economic dynamic prior to the crisis had 
been based on the real estate bubble as the main driver of growth; and third, 
the degree to which each country depended on international fi nancing to 
correct previous imbalances. In countries such as Iceland— where all three 
factors combined— the situation was a perfect storm.

K e relative absence of these three factors also explains why the crisis 
did not aff ect many developing countries in a severe way. Of course they 
all suff ered from the fall in trade and the contraction of international fi -
nancial fl ows, but these countries’ fi nancial systems had not been involved 
in the expansion of toxic assets; their economies had not been driven by the 
real estate bubble; and they  were not generally dependent on international 
fi nancing, as had previously been the case. K e eff orts made during prior 
years to stabilize these economies, to restore basic balance, and to regulate 
their fi nancial systems, combined with a balance- of- payment surplus from 
exports due to high commodity prices, allowed some of these countries to 
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pay down their external current liabilities and reduce their international 
fi nancing needs. All of these factors  were key to providing these economies 
with greater room to maneuver.

In fact, many of the world’s developing regions had positive growth rates 
in — including, in some cases, rates that  were frankly high. K e rapid 
recovery of the Asian economies was particularly remarkable. K is was so 
signifi cant in some cases that the problem became focused on tackling 
the diffi  culties associated with the management of stability in a context of 
emerging infl ationary pressures and currency appreciation trends, which 
could aff ect the sustainability of growth.

K e recovery was also accompanied by rising oil and raw material prices, 
including food prices. K is factor is aff ecting some poorly developed coun-
tries, mainly in Africa, that are net importers of food. K e combination of 
the eff ects of the recession and the eff ects of the food crisis threatens to 
cause worrisome social setbacks in these countries, aff ecting their progress 
toward the Millennium Development Goals. K is trend is all the more worri-
some if we bear in mind the limited social protection networks in place 
and the high proportion of these populations living below the poverty line. 
K is underlines the need for donors to maintain their commitments to 
international aid.

T H E  N E E D E D  S O L U T I O N S

K e third chapter, by Griffi  th- Jones and Ocampo, is devoted to the authors’ 
evaluation of the response of the international community to the crisis, which 
has called into question some of the ideas upon which economic manage-
ment has been based through previous de cades. Specifi cally, the crisis con-
fi rmed that excessive trust that was aff orded by economic authorities in 
major industrial countries in the effi  ciency of fi nancial markets in terms 
of their ability to self- regulate and adequately mea sure risk. K is excessive 
trust fueled the loose regulatory stance evident in some of the most aff ected 
markets. In contrast with that stance, the crisis has showed that stability 
must be maintained through adequate regulation and cautious supervision 
of such markets, where powerful externalities operate amid imperfect and 
asymmetric information.

Beyond calling into question economic beliefs, the crisis is proving to 
be an enormous challenge for national governments, as well as for coordi-
nated international action among them. K is challenge derives fi rst from 
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the intensity of the crisis, which required exceptional mea sures both in the 
rescue and support of fi nancial systems and in the need to stimulate demand. 
But the shifting nature of the crisis has posed challenges of its own, requir-
ing changes in response as the crisis evolved. Born as a fi nancial crisis, its 
problematic eff ects quickly reached the real economy, turning the situation 
toward a deep recession, with severe repercussions on economic activity, 
trade, and employment. Following the episodic appearance of some signs 
of possible recovery (the “green shoots”), the crisis next entered a new phase, 
resulting from the tensions that high public defi cits provoked in fi nancial 
markets and leading to the risk of a sovereign debt crisis that is currently 
aff ecting mainly Eu ro pe an countries.

In any case, the crisis suggested the need to base regulation of the inter-
national fi nancial system on new assumptions. In order to avoid new prob-
lems in the future, this regulatory response must be based on two central 
elements. First, regulation should be suffi  ciently comprehensive to avoid 
the per sis tence of grey or opaque areas beyond the oversight of authorities. 
K is would reduce regulatory arbitrage and uncover risks that lead to ir-
responsible behavior. Second, the regulation should be countercyclical in 
nature, in order to allow regulatory frameworks to correct (or at least not to 
exacerbate) the pro- cyclical behavior of markets. K is is especially impor-
tant for developing countries that have less policy space to maintain a 
countercyclical domestic stance and that are therefore more vulnerable to 
international markets.

In addition to such regulation, it is necessary to revise the international 
fi nancial structure to avoid the repetition of destructive episodes such as 
the current one. K e crisis represents a window of opportunity for putting 
still- unresolved themes on the agenda, including () strengthening devel-
opment fi nancing, with an active role for multilateral fi nancial institutions, 
and the use of new forms of international fi nancing in the form of taxation 
(such as a tax on fi nancial transactions); () establishment of fast and capa-
ble emergency fi nancing, which can be used for countries with liquidity 
problems without imposing an excessive conditionality; () creation of an 
international monetary system that avoids the recessionary risks and in-
stability generated by dollar de pen den cy; () improvement in levels of in-
ternational macroeconomic coordination through formal institutions that 
facilitate the early and concerted correction of imbalances; () adequate 
international debt resolution mechanisms that avoid opportunism and 
treat diff erent sovereign debtors, as well as their creditors, equally; and 
() a deepening of reforms to the structures of governance of international 
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fi nancial institutions to guarantee that their systems properly represent 
the structure of the current international economy.

What has been proposed so far at the G- summits falls far short of what 
has been suggested  here. In fact, although we should not underestimate 
agreements thus far reached, there is some disappointment over reform 
eff orts achieved by the G-.

Apart from this verdict, from the analysis of the crisis and the fi nan-
cial structure in this chapter and in Chapter , we draw the following 
general conclusions that may inform economic policy in the immediate 
future:

•  K e need for countries— and particularly those that lack reserve 
 currency— to be given enough room to design and implement counter- 
cyclical policies. K ose countries with options (both monetary and fi scal) 
to implement this type of policy have better resisted the negative eff ects of 
the crisis.

•  K e importance of attaining a better balance between the contribu-
tion of domestic and foreign demand to growth. After the crisis, we will 
probably see a world in which aggressive trade surplus strategies are more 
diffi  cult to sustain.

•  K e crucial need to develop fi nancial systems that are solid and prop-
erly regulated.

•  K e importance, revealed by the crisis, of public- sector development 
banks, both internationally (Multilateral Development Banks) as well as 
nationally.

•  K e need for the international system to design an adequate fi nancial 
safety net to both prevent and manage fi nancial crises. In the absence of 
such mechanisms, countries will use suboptimal mechanisms to self- insure 
themselves through the accumulation of international reserves— at a cost to 
the countries aff ected and to the stability of the international system.

T H E  C R I S I S  A N D  I N T E R N A T I O N A L  A I D

In the fourth chapter, by Mold and Prizzon, the authors analyze the 
eff ect the crisis may have on development funding and on fl ows of inter-
national aid. Studying prior episodes of crisis has not enabled us to an-
ticipate what the permanent eff ect of the current crisis will be on offi  cial 
development assistance. K e results of previous crises have been varied, 
indicating that the eff ect on aid is highly dependent on the severity of a 
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given crisis and on the po liti cal will of governments and the priorities 
that they establish.

Examples of other periods of instability reveal that if a fall in resources 
occurs, it tends to happen some time after the start of the crisis (one year to 
two years later). K is helps explain the relative stability of aid fl ows during 
the fi rst phases of the current crisis and suggests that the eff ects of the re-
cession on aid may yet be felt during later bud getary cycles. It is, therefore, 
essential to emphasize the need for countries to maintain their international 
aid commitments.

In periods of crisis, such as the current one, it is likely that bud getary 
restrictions will limit the resources made available for international aid, 
and the need becomes clearer for improvements in the quality and eff ec-
tiveness of international aid.  Here the dynamic opened by the Paris Agenda 
on aid eff ectiveness constitutes a good foundation for future work. Many 
of the principles agreed upon in that Agenda (and in the subsequent Accra 
Agenda for Action)  were drawn from the conclusions of studies on aid 
eff ectiveness carried out in previous de cades and from the assessments that 
donors and recipients have distilled regarding the best practices. K at said, 
compared to those principles, the following two critical observations should 
be made:

•  Follow- up studies reveal that progress by donors has been very slow 
and unsatisfactory. In some cases, interruptions in progress toward the pro-
posed goals came as a result of not having foreseen the diffi  culties that these 
new forms of development aid management would involve or because of 
donors’ perceptions of an exaggerated risk. As a consequence, much progress 
remains to be made in terms of higher predictability of aid, the reduction of 
conditionalities, the improvement of coordination between donors, and the 
better alignment of donors with partner countries and their administrative 
practices and public management.

•  Some of the diffi  culties observed have resulted from an excessively 
bureaucratic (and rather naïve) interpretation of the relationships between 
donor and recipient countries. Particularly, it would be necessary a richer and 
more complex vision of the central principle of own ership and, therefore, the 
need for aid agenda focused on country-specifi c conditions and needs.

In relation to this last aspect, it is worth revising donor practices of con-
ditionality. Aside from the rhetoric, analysis shows that there is still exces-
sive conditionality attached to aid— sometimes formulated less explicitly 
than in the past, but producing equally bad results. In some cases, these 
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new conditions appear to be associated with the use of programmed aid and 
the forms of fi nancing— budgetary support— that accompany such aid.

In the fi fth chapter, by Alonso, Garcimartín, and Martín, the authors 
analyze the insuffi  cient progress that has been made in aid eff ectiveness. 
Apart from other critical considerations, it seems that the Paris Agenda 
does not take into account the true extent of the problem that aid de pen-
den cy generates in recipient countries. K e studies reveal that aid de pen den cy 
is a serious problem that reduces the capacity for resources to have an impact, 
and also reduces the development possibilities of the aff ected countries. 
Moreover, this is a problem that could become worse in the future, as aid 
tends increasingly to be focused around a reduced number of low- income 
countries. K e means by which the negative eff ect of aid de pen den cy mani-
fests itself are diverse, negatively aff ecting the conditions for competitiveness 
in the economy of the recipient country, along with its capacity to effi  ciently 
absorb the resources received and the quality and capacity for accountabil-
ity of its institutions.

Chapter  off ers an estimate on this last aspect that is revealing. Since it 
is known the eff ect of institutional quality on growth, the authors seek to 
determine whether aid aff ects the institutional quality of the recipient coun-
tries. Previous investigations pointed to an eff ect that was mostly negative, 
but  here a positive relationship is detected, although subject to diminishing 
returns. While aid does improve the institutional quality of the recipient 
countries, beyond a determined threshold that eff ect becomes negative, a 
result that points to the problem of aid de pen den cy previously highlighted.

K e authors also explore whether aid reduces the incentives to consoli-
date a solid fi scal system in recipient countries. K e previous literature on 
this aspect was rather ambiguous, but in this case, the result confi rms that 
aid has a positive eff ect— however weak— on the fi scal eff ort of the coun-
tries that receive it, even if that eff ect is conditioned by the institutional 
quality of the recipients. In a context of low institutional quality, the eff ect 
of the aid can be zero or even negative.

Both results corroborate the damaging eff ect that high levels of depen-
dence on development aid can have. However, correcting this problem does 
not necessarily mean reducing aid: doing so would only exacerbate the 
diffi  culties of some of the countries most aff ected by the crisis. Instead, 
more caution must be taken in certain cases with plans to expand aid, estab-
lishing pro cesses to gradually change the amount of aid where the problem 
is worst, and to pay greater attention to more actively mobilizing the re-
sources of the developing countries themselves, both by strengthening their 
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fi scal systems and by combating phenomena such as tax evasion, capital 
fl ight, and illicit fi nancial fl ows. At the same time, more work should be 
done on the fi nancing of international public goods, including global regu-
latory frameworks that condition the distribution of development opportu-
nities internationally. An adequate provision of such goods could conceiv-
ably produce better results than aid itself, without aff ecting previous levels 
of aid de pen den cy.

In relation to the mobilization of local resources in developing coun-
tries, it seems necessary that donors and recipients pay greater attention 
to strengthening their fi scal systems as a basic component of a development 
strategy based on national foundations. Studies of fi scal systems reveal 
that although reforms have been made during the past two de cades, much 
can still be done to improve the eff ectiveness, effi  ciency, and fairness of 
existing systems. To achieve this, progress must be made in various fi elds 
related to the design of taxation structures, the effi  ciency of tax adminis-
tration, the prosecution of fraud, and the creation of a civic culture upon 
which tax collection can be based. K ese are all areas where donors can 
adopt more active policies to support and assist developing countries.

In international terms, donors can further play an important role in tax 
cooperation matters, contributing to the fi ght against fraud by preventing 
tax evasion and by controlling other illicit fi nancial fl ows that drain re-
sources from developing countries. Such cooperative action would not only 
help establish better governance of the international fi nancial system, it 
would also give developing countries greater opportunities to fi nance their 
own development pro cesses.

C H A N G E S  I N  T H E  I N T E R N A T I O N A L  A I D  S Y S T E M

In the past few years, the international development aid system has seen 
the arrival of new aid modalities and instruments that have led to the pres-
ence of new participants, including some from the private sector (fi rms, 
individuals, and foundations). K is series of changes is addressed in the 
sixth chapter by Sagasti and Prada. K e authors analyze the fi nancial needs 
of developing countries, including the capacities of each to mobilize local 
resources and to access international fi nancing. K ey off er criteria to ade-
quately classify countries in terms of those two vectors, helping to appro-
priately adapt development aid solutions for each case.

In terms of international financing, it should be recognized that 
the range of types of fi nancing has also increased in recent years, with 
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the current focus on strategies employing public- private association, both 
national and international, along with numerous initiatives in the sphere 
of corporate social responsibility that have further bearing on the fi eld 
of international development aid. In any case, this is a trend that needs 
to be promoted because it increases available resources, encourages in-
novative initiatives, as well as enlarges social support to development aid 
policy.

Apart from those elements, it is necessary to bear in mind the important 
changes taking place in the world economy that aff ect the confi guration of 
the international aid system in a signifi cant way. One of the most relevant 
of these changes is the increasing diversity of the developing world. It is 
increasingly diffi  cult to remedy the situations of developing countries with 
a single diagnosis or therapy. When analyzed with perspective, a double 
divergence between countries can be observed () in the tendency toward a 
widening gap between the richest and poorest countries of the world and 
() divergence among developing countries themselves.

K is fact poses an initial challenge to the fi eld and agenda of develop-
ment aid. Two very diff erent responses are possible: either aid is increas-
ingly transformed into an instrument specialized for the fi ght against ex-
treme poverty, with activity increasingly focused on countries with the 
most extreme defi ciencies, or, alternatively, the aid system becomes inte-
grated to support the development eff orts of all countries, regardless of 
their income level, until achievements become irreversible. Although there 
are arguments to justify the fi rst option— reasons of prioritizing and lim-
iting available resources— only the second option would allow the cre-
ation of a development system with defi ned incentives that are compati-
ble with global development. It should not be forgotten that, currently, 
about  percent of the world’s poorest populations live in middle- 
income countries. K us, progress in tackling international poverty would 
seem inconceivable without a clear development policy for this group of 
countries. K is implies a wider vision for development aid policy, which 
involves varied instruments and diff erentiated agendas according to the 
development needs of each group of countries, including lower- middle- 
income countries.

Another change associated with growing diversity in the developing 
world is the progressive emergence of a number of countries as globally im-
portant economic and po liti cal centers. Many of these countries have initi-
ated an active international development policy; some specialize in aid to 
neighboring regions, while others take a more global vision. K e result of 
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these eff orts is the increasingly vigorous South- South cooperation, which 
looks set to become ever more important within the international develop-
ment aid system. Sagasti and Prada also analyze in their chapter this mode 
of development aid.

Promoting South- South cooperation has three benefi ts: () it increases 
the resources available to correct international inequalities; () it favors 
double- dividend practices in which both participants in the relationship— 
both developing countries— gain from the development aid; and () it 
allows for governance of the international system to be based on a principle 
of shared responsibility, meaning that all countries contribute— to the ex-
tent that they can— to a fairer and richer international order. For these 
reasons, South- South cooperation is a promising dynamic that should be 
supported by donors through help to regional cooperation initiatives 
among developing countries or through the implementation of triangular 
cooperation mechanisms.

Some changes to the development agenda and its participants pose a 
challenge for the governance of the development system. K is issue is 
discussed in the seventh chapter by Barder, Gavas, Maxwell, and John-
son. K e authors set out to defi ne some general criteria for proper inter-
national governance. Applying those criteria to the current institutions 
of the aid system, they fi nd notable weaknesses and shortcomings: none 
of the existing institutions fulfi lls all the identifi ed criteria to a satisfac-
tory degree. K is points to the need to reform governance of the aid 
system.

Such reform should fi rst consider the emergence of new donors that have 
not been incorporated into the defi nition of the international consensuses 
on development aid policy and are not members of those organizations— 
such as the OECD’s Development Assistance Committee— where the said 
consensuses are formed. Again, there are two possible options for donors: 
they can either hold their previous commitments and institutions intact, 
inviting new donors to join those organizations, or they can rethink develop-
ment policy to meet a broader framework, including the eff orts, resources, 
and visions of those new donors. Although there are reasons to adopt the 
fi rst option, only the second is capable of turning the development system 
into a global system— and not just the policy of a few donors— thereby fa-
voring a sense of own ership of the system by all developing countries. One 
way to achieve this last objective would be to actively use the Development 
Cooperation Forum of the United Nations Economic and Social Council— 
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which was created in  and which calls together old and new donors as 
well as aid- receiving countries— and to develop new mechanisms for non-
governmental agents to participate.

At the same time, it is necessary to revise the governance of the sys-
tem in order to avoid costs deriving from a proliferation of participants 
in a context of poor international coordination. K e truth is that this 
problem has increased in recent years, with the incorporation of new 
players (mainly private participants) into the aid system and the multipli-
cation of institutional mechanisms (through so- called global partner-
ship funds), but without many improvements in coordination. K is has 
led to ineffi  ciencies and transaction costs in the system that should be 
corrected.

F I N A L  C O N S I D E R A T I O N

K is overview is not an exhaustive restatement of the themes tackled in the 
various chapters. Rather, it presents elements of analysis that readers will 
fi nd in each of them, as well as proposals for reform, to address the crisis 
and to strengthen development cooperation policy. At this moment of 
change in the economy and in international relations, such a space for re-
fl ection and analysis is welcome in order to develop proposals to assist in 
redesigning the world that will emerge from the current crisis.

K e succession of phases of instability over these last two de cades high-
lights the need to correct two imbalances on which the globalization pro-
cess, now under way, has been founded. First is the imbalance between the 
existence of high levels of sophistication and interdependence of markets 
and the limited ability of the international system to generate coordination 
mechanisms capable of governing those interdependencies. Second is the 
imbalance between the distribution of the benefi ts of globalization and the 
assumption of responsibilities in relation to its costs. K e fi rst imbalance 
shows that globalization has been accompanied by a pro cess of increased 
risk, both as a result of an increased probability of episodes of crisis and the 
widespread impacts that such crises can have, due to the heightened like-
lihood of contagion. K e second imbalance means that parts of the world’s 
population feel excluded from the benefi ts of globalization, and that the 
current institutions and coordinating organizations are seen as lacking 
legitimacy— a perception that aff ects the governance of the international 
system.

Downloaded from cupola.columbia.edu



   DEVELOPMENT COOPERATION IN TIMES OF CRISIS

Overcoming these problems requires more international cooperation, 
on the one hand, and greater development opportunities for low- income 
countries, on the other. K e concern that inspires this book is based on these 
two pillars: the need to strengthen the international development system, 
and to allow developing countries to make fuller and more effi  cient use of 
their possibilities for progress.
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