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Figure 9. Recipient fragmentation in the education (top) and energy (bottom) sectors, 2007,
disbursement data

Source: Authors calculations, 2009, based on OECD DAC data, 2009.
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V. RECIPIENTS’ CHARACTERISTICS

Even though the literature on fragmentation is rapidly expanding, relatively little is
known about what, on average, is correlated with fragmentation. Is it, for instance, that poor
countries suffer more from fragmentation? In this section we give a first answer to this type of
question by examining which country characteristics are correlated with fragmentation. We
specifically test the influence of three variables: GDP per capita, population and democracy.

Using OLS regressions including sector and year fixed effects, we check the influence of
these variables on the recipient fragmentation measure (number of donors representing
collectively less than 10% of total aid).

GDP per capita, in thousands of 2000 constant USD, and population data, in millions,
come from the World Development Indicators. Democracy level is proxied by the polity2
variable of the Polity IV dataset. We must underline that in using these simple regressions, we do
not claim to find any causality effect. We are simply measuring correlations to understand which
countries have the most fragmented aid. The basic specification is the following:

fier = €GDP; + fPOF; + yPOLITY2, + 8, + po + €1
where fist is fragmentation in sector s of country i in year {, GDP: is country i income per

capita in year t, POPx is its population, POLITY2: is its democracy score, 0« is a year fixed effect,
us is a sector fixed effect, and ¢ist is an error term.

We first use all available years and simply include the three variables. Column (1) shows
the results. Rich countries receive less fragmented sector aid, while large and democratic
countries receive more fragmented sector aid. In column (2) we interact the polity2 variable with
sector dummies to evaluate the effect of democracy in each separate sector. The interaction term
is positive and significant in most sectors. It reaches a maximum in the government and civil
society sector, suggesting that donors tend to herd towards more democratic countries in this
sector, where institutions may have a more direct effect than in other sectors. Programme
assistance is actually less fragmented in more democratic countries, which may come as a
surprise.

The fragmentation measure depends on the number of donors present in the country. Its
lower bound is 0 if between 1 and 9 donors disburse aid to the sector, 1 if there are between 10
and 19, 2 between 20 and 29, and so on. Given this automatic relationship between fragmentation
and number of donors, we include the latter in columns (3) and (4). We now find no effect of
democracy on fragmentation, and a positive effect of GDP.

How shall we interpret these results? Columns (1) and (2) show that if we compare two
countries, then the most democratic of the two has, on average, more fragmented aid.
Columns(3) and (4) show that this is actually due to the fact that the most democratic country
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attracts more donors: if we compare two countries with the same number of donors, then
regardless of their democracy scores, their fragmentation levels are identical.

The positive effect of GDP in columns (3) and (4) show that if we compare two countries
with the same number of donors, then the richest one has a higher fragmentation measure. The
interpretation here is that rich countries attract fewer donors, so that on average their aid is less
fragmented, but that, for a given number of donors, they actually are more fragmented than
poorer countries.

Table 9. Country-sector fragmentation determinants

All years After 2003
@) ) ®) (©) ®) (6) ) ®)
GDP per capita -0.15™ -0.18™ 0.025™ 0.023™ -0.25™ -0.30™ 0.037 0.031"
0.032)  (0.034)  (0.0057)  (0.0057) (0.049)  (0.055)  (0.012)  (0.012)
Population 0.0028™  0.0029™  0.00049™  0.00049" 0.0052™  0.0053™  0.0010™  0.0011™

(0.00034) (0.00033) (0.000098) (0.00010)  (0.00061) (0.00063) (0.00017) (0.00018)

Democracy 0.033™ 0.00095 0.074™ 0.0010
(0.010) (0.0026) (0.019) (0.0053)
Number of donors 0.62™ 0.62™ 0.64™ 0.63™
(0.0090) (0.010) (0.0089) (0.012)

Democracy interacted

with:
Education 0.068™ 0.0054 0.091" -0.0021
(0.016) (0.0081) (0.036) (0.021)
Health 0.047 0.0049 0.060" 0.0067
(0.016) (0.0049) (0.033) (0.010)
Population 0.040 0.0033 0.077" 0.015
(0.021) (0.0066) (0.038) (0.013)
Water supply and 0.010 0.00019 0.027 -0.015
sanitation (0.014) (0.0040) (0.028) (0.011)
Government & Civil 0.087 0.0039 0.15™ 0.018
Society (0.017) (0.0070) (0.035) (0.017)
Conflict, Peace & 0.024 0.0024 0.054 0.0053
Security (0.025) (0.0083) (0.037) (0.011)
Other Social 0.085™ 0.0042 0.15™ 0.022
Infrastructure & (0.017) (0.0071) (0.034) (0.015)
Services
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Transport and 0.016 0.0080™ 0.054™ 0.0051
communications (0.012) (0.0040) (0.024) (0.010)
Energy -0.0059 -0.00058 0.046™ 0.0012
(0.013) (0.0034) (0.021) (0.0096)
Economic, other 0.034" -0.0017 0.074™ -0.0034
(0.015) (0.0043) (0.025) (0.0092)
Agriculture 0.052™ -0.00063 0.10™ -0.0035
(0.013) (0.0047) (0.030) (0.011)
Industry, mining and 0.020 - 0.068™ -0.0082
construction (0.013) 0.000090 (0.022) (0.0080)
(0.0037)
Trade and tourism 0.014 -0.0076 0.053™ -0.012
(0.016) (0.0049) (0.022) (0.0090)
Multisector 0.076™ -0.0031 0.12™ 0.0100
(0.015) (0.0046) (0.033) (0.013)
Programme -0.048™ -0.0067" 0.038 -0.0099
Assistance (0.018) (0.0039) (0.048) (0.014)
Observations 23772 23772 23772 23772 7692 7692 7692 7692
R? 0.387 0.528 0.910 0.912 0.129 0.511 0.890 0.897

Notes: Standard errors clustered at the country level in parentheses. Sector and year fixed effects included in all the
regressions. *p <0.10, " p <0.05, ™ p <0.01

Source: Authors calculations, 2009, based on OECD DAC data, 2009.

Early years often contain patchy data and their reliability is questionable. For this reason
in columns (5) to (8) we repeat the same estimations but using only the last five years of the
dataset, from 2003 to 2007.

Results are quite similar, with usually larger coefficients. Despite statistical significance
for most variables, effects are relatively limited. GDP per capita is expressed in thousands of
dollars, so even a large change in income hardly affects fragmentation (the standard deviation of
GDP in the sample is 2.08, its mean is 1.6). The same is true for population, expressed in millions,
and with a mean of 50 and a standard deviation of 167. The effect of democracy is also small: a
one standard deviation change of 6.4 increases fragmentation by 0.2 (using column (1) estimates).
The standard deviation of fragmentation in the sample is 2.8. For all these variables, large
changes do not really have important consequences on fragmentation. Finally, one more
additional donor increases fragmentation by 0.6, on average. So for three additional donors, two
go to the group of “small” donors (that represents less than 10% of total aid).

The same result was found by Frot and Santiso (2008) using country data instead of sector
data, and so it seems to be quite general. It implies that an increase in the number of donors
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quickly creates fragmentation. In this regard, the quick expansion in the number of aid donors
and the expansion of their portfolios directly feeds into fragmentation.
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VI. CONCLUSIONS

In documenting aid fragmentation at the sector level, this paper complements earlier
studies that either stayed at the country level or were limited to a few sectors. The paper’s first
contribution is in the use of sector data for all DAC donors, sectors and years, with a view to
providing as complete a picture as possible, given data limitation. Second, it emphasises that
many sectors receive very little attention and that this creates “aid monopolies”. An index has
been created that identifies critical cases. It is a first contribution to quantifying this problem.
Third, the paper provides an estimation of the country determinants of fragmentation.

It is found that sector decomposition proves useful in understanding where coordination
efforts among donors are needed, with education and government sectors being conspicuous
candidates. It is also argued that results can be quite different when one aggregates aid across all
sectors or keeps them separated. The shift in aid priorities documented in this paper may well
have been justified, but it may also have been excessive, particularly regarding agriculture.
Neglected sectors today attract new donors that are happy to compensate for the lack of funds
from more traditional Western donors. This is good news if these sectors were indeed cash-
starved but it will also add to an already overcrowded aid environment. Unfortunately we can
say nothing about this using current available data. If, first all OECD countries, and second
“new” donors, were to provide accurate sector data, we would have a much more complete
picture of fragmentation. A first policy recommendation would therefore be to invite these
countries to do so, and to join the DAC donors in their effort to tackle fragmentation.

Fragmentation is a many-faceted issue. Some countries and sectors suffer from very
fragmented aid allocations but, at the same time, some experience the opposite situation. And
within countries, sectors are treated differentially. A country aid allocation may not appear
overall as being particularly fragmented when in fact, some sectors are overwhelmed by projects
and others are dominated by one or two donors. This complex pattern calls for a careful
approach to fragmentation that takes into account the particularities of each case. The diagnosis
of the problem might be the easiest part of the issue. Solving it or helping to solve it is a very
different story. The discrepancies across sectors already suggest a more coordinated approach in
the donor community to designing a better labour division, with donors focusing on their key
partnerships and leaving those where they have little interest. This reform, already described by
Frot (2009) at the country level, can be replicated with country-sectors. He showed that a reform
that would leave aid budgets and receipts unchanged, but that would reshuffle around 20% of
current disbursements, would dramatically reduce fragmentation. Aid fragmentation relies on an
actually small number of underfunded partnerships and this paper has confirmed that it was
also the case at the sector level. As a consequence, even limited action could have an important
impact on fragmentation. The measures developed in this paper will help to design further
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policy recommendations in future research. By combining cross-country and in-country division
of labour we can start drawing the contours of a more efficient aid allocation, keeping constant
aid quantities and getting donors to focus on their most important partnerships.

However, such a reform keeps aid quantities constant for each recipient and reduces the
number of donors in every country. This approach is usually the one advocated in
fragmentation-reducing policy papers, such as OECD DAC (2009). Our results emphasised that
too little fragmentation, or rather too little competition, may also be an issue in many countries.
There is a real tension between reducing fragmentation and avoiding the creation of aid
monopolies. As Rogerson and Steensen (2009b) similarly argued, the pressure on donors to focus
on fewer countries runs the risk of creating new aid orphans. But in addition to this issue, we
stress here that the fall in competition may not be beneficial everywhere. The Paris Declaration
and the Accra Agenda for Action strive to define a set of recommendations to make aid more
efficient but could be complemented by a debate about the “right” level of fragmentation that
would avoid monopolies and excessive superimposition of donors.

The OECD/DAC Working Party on Aid Effectiveness is following progress on a set of key
tasks defined by the Accra Agenda for Action. It has a critical role in monitoring donors’
commitments to improve aid efficiency. It recognises that dealing with division of labour and
fragmentation also involves focusing on countries receiving insufficient aid. As shown in this
paper, in addition to insufficient aid, too little competition is another aspect of the problem that
should enter any discussion on fragmentation. Future work will shed more light on this topic.
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APPENDIX

Definition of an aid project

The CRS database attributes an identification number to each aid activity (variable crsid
in the dataset). This number alone almost perfectly identifies different aid activities. Though it is
not usually the case, two different projects from two different donors may have the same
identification number. On the other hand, two different projects from the same donor never have
the same identification number''. Thanks to this, we are able to count the number of projects by
first counting projects for each donor and then adding these numbers across donors. Finally,
some projects are reported in the dataset but with a transfer of 0 dollars. These are not counted as
active projects. If these should actually be counted, then our results underestimate the real
number of projects.

Complement to Table 1, with both measures of donor fragmentation

The “above global share” column replicates Table 1. The “top donors” column defines a
partnership to be significant if the donor is in the group of donors that collectively disburse 90
%of the total aid to the recipient. Note that both measures are very highly correlated. Remember
that a more stringent definition requiring both criteria to be satisfied in order for a partnership to
be classified as significant would be almost equivalent to picking up the lowest fragmentation
tigure of the two proposed here.

Fraction of significant Fraction of aid that goes to
partnerships significant recipients
Above global Top donors Above global Top donors
share share

Social sectors
Education 45 34 89 76
Health 51 42 88 78
Population 61 33 86 59
Water supply and sanitation 62 41 94 75
Government & Civil Society 47 38 86 77

11 This is almost always true. It sometimes happens that two activities from the same donor receive the
same number. However these are usually closely related, by being in the same sector for instance. If
anything, these cases lead us to underestimate the total number of projects.
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Conflict, Peace & Security 61 48 88 75
Other Social Infrastructure &
Services 53 34 90 73

Economic sectors

Transport and communications 61 35 96 76
Energy 73 46 95 77
Economic, other 72 48 95 71

Production sectors

Agriculture 57 43 90 76
Industry, mining and 68 46 96 77
Trade and tourism 79 48 97 73
Multisector 47 39 87 78
Programme Assistance 88 65 97 72

Number of aid projects and average project size in 2007
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Large donors run the largest number of projects but some, like France and the United Kingdom,
despite disbursing large aid quantities, have fewer partnerships than many smaller donors.
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Country Number of aid Country Number of aid
projects projects

Afghanistan 1257 ~ Malaysia 258
Albania 978 Maldives 104
Algeria 349 Mali 1006
Angola 665  Marshall Islands 44
Anguilla 9 Mauritania 364
Antigua and 20  Mauritius 95
Barbuda

Argentina 654 Mayotte 28
Armenia 541 Mexico 735
Azerbaijan 375 Micronesia, Fed. States 64
Bangladesh 1117  Moldova 539
Barbados 35  Mongolia 488
Belarus 336 Montenegro 299
Belize 77  Montserrat 49
Benin 652 Morocco 995
Bhutan 255~ Mozambique 2409
Bolivia 1468 Myanmar 395
Bosnia-Herzegovina 1192 Namibia 505
Botswana 237 Nauru 80
Brazil 1464  Nepal 1062
Burkina Faso 851 Nicaragua 1230
Burundi 501 Niger 595
Cambodia 1106 Nigeria 969
Cameroon 522 Niue 46
Cape Verde 327 Oman 42
Central African Rep. 208 Pakistan 955
Chad 339 Palau 44
Chile 443 Palestinian Adm. Areas 1187
China 2106 Panama 266
Colombia 1096 Papua New Guinea 949
Comoros 111 Paraguay 439
Congo, Dem. Rep. 1188 Peru 1483
Congo, Rep. 222 Philippines 1430
Cook Islands 58 Rwanda 816
Costa Rica 303 Samoa 212
Cote d'Ivoire 330 Sao Tome & Principe 194
Croatia 421 Saudi Arabia 58
Cuba 415 Senegal 928
Djibouti 133 Serbia 1396
Dominica 37  Seychelles 34
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Dominican Republic 521 Sierra Leone 410
Ecuador 907 Solomon Islands 431
Egypt 952  Somalia 340
El Salvador 715 South Africa 1403
Equatorial Guinea 118 Sri Lanka 885
Eritrea 256 St. Helena 55
Ethiopia 1840 St. Kitts-Nevis 11
Fiji 296 St. Lucia 44
Gabon 156 St.Vincent & 27
Grenadines
Gambia 222 States Ex-Yugoslavia 146
Georgia 613 Sudan 977
Ghana 882 Suriname 87
Grenada 19 Swaziland 173
Guatemala 1122 Syria 363
Guinea 382 Tajikistan 456
Guinea-Bissau 282 Tanzania 1601
Guyana 197  Thailand 600
Haiti 688 Timor-Leste 719
Honduras 737  Togo 328
India 2122 Tokelau 13
Indonesia 2039  Tonga 179
Iran 225  Trinidad and Tobago 77
Iraq 4162 Tunisia 444
Jamaica 271 Turkey 464
Jordan 500 Turkmenistan 167
Kazakhstan 512 Turks and Caicos 9
Islands

Kenya 1537  Tuvalu 50
Kiribati 141 Uganda 2110
Korea, Dem. Rep. 129 Ukraine 1007
Kyrgyz Republic 562 Uruguay 287
Laos 708 Uzbekistan 437
Lebanon 511 Vanuatu 306
Lesotho 265 Venezuela 381
Liberia 480 Viet Nam 1763
Libya 60  Wallis & Futuna 21
Macedonia, FYR 613 Yemen 486
Madagascar 583 Zambia 2105
Malawi 848 Zimbabwe 756
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