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Middle-income countries (MICs) continue to receive significant flows 
of international aid, despite widespread donor commitment to 
prioritising aid to low-income countries (LICs). This paper considers 
the case for continued aid to MICs. Despite their income status, many 
MICs are characterised by widespread poverty and profound 
inequalities, and may be politically or technically constrained in their 
ability to address these. Moreover, MICs are vulnerable to economic 
and political shocks, which have a knock-on effect on poorer 
neighbouring countries. Where aid can be targeted to address these 
problems, it may be beneficial. However, ensuring the effectiveness 
and attractiveness of aid to MICs requires that donors develop 
tailored strategies. MICs increasingly refuse to be passive aid 
recipients, and demand an active role in defining appropriate aid 
instruments and terms. Moreover, aid from MICs to other developing 
countries is growing. Although this often reflects strategic interests, 
it also creates platforms for South-South development co-operation 
and learning. 
 

 

This background paper was written as a contribution to the development of From Poverty 
to Power: How Active Citizens and Effective States Can Change the World, Oxfam 
International 2008. It is published in order to share widely the results of commissioned 
research and programme experience. The views it expresses are those of the author and 
do not necessarily reflect those of Oxfam International or its affiliate organisations. 
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1. Summary and Introduction 
1.1 Executive Summary 
• Aid to Middle Income Countries (MICs) is small relative to aid to Low Income Countries (LICs), 

and shrinking as a percentage of total aid allocations. However, LMICs still receive significant aid 
flows. 

• The US, multilateral organisations, Japan, France and Germany are the most important MIC 
donors.  

• Aid to MICs tends to be directed to countries of strategic or economic importance to donor 
countries, to post-conflict countries, or to ex-colonies. 

• Aid to MICs is allocated to different purposes from aid to LICs. A larger portion of aid goes to 
reconstruction in post-conflict countries, a far smaller portion to debt relief. Import, budget and 
balance of payment support are also far more important in MICs. 

• The case for redirecting aid solely towards LICs is qualified. Continued donor relationships with 
MICs are justified on the grounds of: 
o High levels of social exclusion and inequality, both vertical and horizontal, of both outcomes 

such as income, education and health, and of opportunities to participate in economic growth. 
These inequalities are morally repulsive in and of themselves. They also hamper poverty 
reduction and progress towards other development goals. They need to be tackled. However, 
as products of deep-rooted institutions, processes and power relations, tackling inequalities is 
particularly challenging. 

o Vulnerability in MICs, both on a macro level, with the possibility of economic or financial 
crises jeopardising development in whole countries or regions, and on a household or 
individual level, is an important component of well-being and a determinant of long-term 
patterns of poverty. 

o Domestic constraints such as inadequate tax systems and lack of access to credit that prevent 
MICs from reducing poverty.  

o Need for technical expertise and experience to build capacity and institutions for 
development. 

o International and regional public goods: the positive and negative effects that events and 
institutions in MICs can inflict on other developing countries in the region and on the world 
as a whole. 

• Donors to MICs face particular challenges in ensuring their aid is as effective as possible. There 
are some particularly important lessons to be learnt: 
o As donors may lack financial leverage in MICs, they will need to search for alternative means 

of encouraging focus on poverty and the Millennium Development Goals (MDGs). They also 
face particular challenges in tackling inequality and social exclusion, which may be the result 
of deep-rooted processes, institutions and power relations. This may involve, for example, 
engaging with civil society and NGOs, and supporting demand for, as well as supply of, aid. 
This is likely to be highly politically sensitive and donors must tread carefully and employ a 
detailed understanding of political and economic conditions. 

o Donors also need to work to ensure that technical expertise and knowledge sharing remain 
available where demanded by MICs even when aid flows are withdrawn or much decreased. 

o Coordination between donors, and between donors and government, needs to be improved, 
even though the Poverty Reduction Strategy Paper (PRSP) approach may not be appropriate 
for MICs. There is also greater need for coordination with International Financial Institutions 
(IFIs) and Multilateral Development Banks (MDBs), with vertical, cross-country aid 
programmes, and for cross-country coordination of aid flows. 

o Donors need to recognise that MICs have moved from being passive recipients of aid to active 
participants in the international financial architecture, many of whom have access to finance 
at competitive market rates. They need to cater to and maintain demand for aid from MICs by 
filling gaps left by private financial markets and by working with IFIs and MDBs to offer a 
flexible range of blended instruments to support MICs in reducing poverty and achieving 



 

MDGs. Particular care needs to be taken that aid does not prevent MICs from attracting 
capital flows from private markets. 

• Aid from MICs to other developing countries is growing, although small in relation to aid from 
High Income Countries (HICs). A large part of this aid is tied, and tends to follow strategic and 
political motivations. There is encouraging evidence of growing South-South cooperation, 
knowledge sharing and technological transfer. 

• Aid from MICs will probably not play a large role in the near future in worldwide poverty 
reduction, nor should it do so, given the need for MICs themselves to achieve in-country 
development goals.  

• MICs should exploit their comparative advantage and provide aid where this encourages the 
transmission of knowledge and technical assistance, or where aid can be provided more cheaply, 
quickly and efficiently by an MIC, such as in certain disaster relief situations. This is likely to be 
more effective than increased aid flows from MICs. 

• As aid volumes from MICs increase, the need for coordination will be greater. In order for 
coordination to be possible, MICs need to collect and disclose increasingly detailed information on 
their donations. 

• More thinking is needed about the role of MICs in the development process as a whole, now that 
it is clear that ‘graduation’ from LIC status is by no means and end point to development. 
Whatever the answer, this paper argues that MICs will continue to be very much involved in the 
development process. 

 

1.2 Introduction 
The issue running through this paper is not so much the role of aid to and from MIC economies, but 
the role of MICs in the development process as a whole. This paper aims to offer some tentative 
suggestions as to the part MICs can play in developing the ‘open, rule-based, predictable, non-
discriminatory trading and financial system’ with ‘a commitment to good governance, development, 
and poverty reduction - both nationally and internationally’ promised in MDG8. It is difficult to draw 
general conclusions because of the vast heterogeneity between MICs in terms of current conditions 
and development experience. However, what is clear is that ‘graduation’ from LIC status is by no 
means an end point for development. MICs will continue to be an integral part of the development 
process and HICs have a responsibility to recognise and address their needs, even if the most 
appropriate way of doing so may no longer involve large aid flows. 
 

2 Definitions 
2.1 What counts as aid? 
The OECD Development Assistance Committee (DAC) defines aid flows as flows with: a 
developmental purpose, a grant equivalence of 25% or more, to a country with developing country 
status. The DAC places countries in a two-part list: Part I countries are known as ‘Developing 
countries and territories’. Flows to Part I countries satisfying the other criteria are known as ‘Official 
Development Assistance’ (ODA). Flows to countries on Part II of the list, ‘Countries and Territories in 
Transition’ are known as ‘Official Aid’ (OA). Unless otherwise specified, when referring to ‘aid’, both 
ODA and OA flows are included, as MIC countries are present in both parts of the list. 
 

2.2 What is a Middle Income Country? 
In this paper, unless otherwise specified, use the DAC classification of countries by income group is 
used. Under this classification, Lower Middle Income Countries (LMICs) are countries with per capita 
income between $746 and $2975 (2001 prices), while Upper Middle Income Countries (UMICs) are 
those with per capita income between $2976 and $9205 (although a few countries are classified as LICs 
on non-income grounds). The World Bank, by contrast, defines MICs on the basis of a mix of economic 
and political factors. 
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In some cases, these classifications are not in agreement. For example, some countries classified as 
LICs by income are defined as MICs by the World Bank as they have access to international capital 
markets, whist some MICs that are still eligible for IDA funding are included in the LIC category. 
Further, the World Bank does not divide countries into Part I and Part II countries (most of which are 
in middle income ranges, but some of which are not). Table 1 indicates conflicts and overlaps between 
DAC and World Bank classifications of countries. 11 countries classified by the World Bank as LMICs 
are classified by the DAC as LDCs/OLICs, and 4 are included by the DAC in the CEEC/NIS category. 
A full list of DAC and World Bank definitions is included in Appendix 2. 
 
Table 1: Conflicts and overlaps between DAC and World Bank classifications of countries 
DAC 
Classification 
World Bank 
Classification 

LDC/OLIC LMIC UMIC CEEC/NIS More advanced 
developing 
countries and 
territories 

LIC 59 0 0 0 0 
LMIC 11 38 0 4 0 
UMIC 0 0 30 8 1 
Source: World Bank List of Economies, July 2005, and DAC list of aid recipients as at 1 January 2003. 
 
Definitions are important, especially for countries on the threshold, for which arbitrary thresholds 
have significant impact. Conceptually, different classification criteria have different policy 
implications and the idea of graduating countries from one classification to another may reflect 
questionable theories of development. As Eyben et al.,1 point out, the practical consequences of 
classification can be large, and probably merit more discussion. 
 
However, when considering ‘aid’, both ODA and OA flows are examined. Therefore, the DAC 
classification of some World Bank MICs as CEEC/NIS2 - and therefore recipients of OA and not ODA 
- will not affect the conclusions. The fact that some countries classified as MICs by the World Bank are 
classified as LDC or OLIC countries has more serious implications for the conclusions. If these are 
large aid recipients, we could get very different results, in some cases depending on which 
classification is used. In particular, Indonesia, which is classified as an Other Low Income Country 
(OLIC) by the DAC, is classified as a LMIC by the World Bank. As Indonesia is a large aid recipient, 
especially in the wake of the financial crisis, this could affect the observed pattern of giving. However, 
despite these discrepancies, most of the classifications are in agreement, and therefore the DAC 
classifications are used for convenience. The DAC splits Low Income Countries (LICs) into Less 
Developed (LDCs) and Other Low Income (OLIC). For convenience, LICs are referred to as a single 
category. Finally, it is important to remember that there is a great diversity within the MIC category, 
both in terms of income and other aspects of development. Hence, whilst some of the conclusions of 
this document may apply to MICs as a broad category, other suggestions of assumptions may not 
apply to some countries and we should be wary of generalising across all countries. 
 

3 Aid to MICs 
3.1 How much aid does MICs get?  
From Figure 1 we can see that in 1960, almost half of aid went to MICs.3 In 2003, by contrast, the 
largest proportion of total net aid went to LDCs and OLICs. Less than 4% went to UMICs. LMICs, 

                                                 
1 Eyben et al., 2004 
2 Central and Eastern European Countries/New Independent States 
3 One concern is that this change could be due, not to changes in the direction of aid flows, but to countries themselves moving 
between categories as income rises or falls. However, when countries in Part I of the DAC list change category, the data is 
‘adjusted retroactively to maximise comparability over time with reference to the current list’, see  
http://www1.oecd.org/scripts/cde/members/DACAuthenticate.asp 
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however, still received more than 25% of total net aid flows. It would appear that aid giving has been 
redirected towards LICs, but that MICs still receive sizeable volumes of aid.  
 
Figure 1 

Total net aid in 1960 by income group

LMICs
UMICs
LICs

 
 
Figure 2 

Total net aid by income group, 
2003

LMICs
UMICs
LICs

 
Source: DAC database, table 2a 
 
Figure 3 shows that total net aid, broken down by income group. Aid to UMICs has always been small 
in volume and small as a percentage of total aid, and has been falling since the 1960s. Aid to LMICs 
however has risen in total volume since the 1960s, despite falling as a percentage of total aid. 
 
Figure 3 

 
Source: DAC database, Table 2a 
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Aid to LMICs as a percentage of total has fluctuated. It fell from 1960 until the 1970s, then rose, 
reaching a peak in the early 1990s then decreasing. Aid to LICs has risen during this time period. It 
would appear that aid is being redirected towards LICs, but with variations over time. 
 

 
Source: DAC database, table 2a 
 

3.2 Who gives to MICs? 
The volume of aid, and the proportion of aid budgets going to MICs vary greatly between countries, 
regions and types of organisation. I will briefly examine which countries are important donors for 
MICs and which countries receive this aid. 
 
Figure 4 shows total net aid to MICs, broken down by donor. The largest donor for MICs was the US, 
followed by the multilateral agencies and Japan. The volume of aid from EU countries was smaller, 
but France and Germany were large donors. 
 
Figure 4 

 
Source: DAC database, Table 2a 
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Figures 5 and 6 allow for a comparison of the composition of aid flows between US and the rest of the 
world. US aid flows to MICs were not only large in volume, but also large as a proportion of total aid 
from the US. Non-DAC donors gave a higher than average proportion of total aid to both LMICs and 
UMICs, probably reflecting the inclusion of the Arab Countries in this category, who have historically 
been large donors to MICs. 
 

Figure 5 Figure 6 
ODA and OA by income group, non-DAC donors, 2003

Aid to LMICs

UMICs

LDCs+ OLICs

ODA and OA by income group, United 
States, 2003

Aid to LMICs

UMICs

LDCs+ OLICs

 
Source: DAC database, Table 2a 
 

3.3 Which MICs do the big donors give to? Why? 
 
Table 3: Top Ten Recipients of Aid from USA, Japan and France in $ millions at 2003 prices 
 USA Japan France 
1 Iraq: 1549 Indonesia: 1142 Congo Dem. Rep (Zaire): 1274 
2 Congo Dem. Rep (Zaire): 1415 China: 760 French Polynesia: 510 
3 Jordan: 948 Philippines: 529 New Caledonia: 453 
4 Colombia: 670 Viet Nam: 484 Cameroon: 291 
5 Russia: 643 India: 326 Serbia and Montenegro: 208 
6 Ethiopia: 567 Pakistan: 266 Morocco: 205 
7 Afghanistan: 486 Sri Lanka: 172 Poland: 203 
8 Israel: 463 Kazakhstan: 136 Mayotte: 166 
9 Egypt: 442 Afghanistan: 134 Niger: 155 
10 Bolivia: 248 Cambodia: 125 Madagascar: 128 
Source: DAC database, Table 2a 
 
Table 3 gives the top 10 aid recipients of the USA, Japan and France, alongside the amount of aid they 
receive. The US’s involvement in the Middle East is clearly a driving factor in its aid allocations: Iraq, 
Jordan, Egypt and Israel are all classified as MICs. Alesina and Dollar4 find, looking at total aid, that 
Egypt receives 481 per cent more than other countries with similar characteristics and the value for 
Israel is ‘basically off-the-scale’. The role of aid in conflict resolution and post-conflict reconstruction is 
also clear here, with aid to Congo Democratic Republic, Afghanistan and Iraq. Security issues tend to 
dominate the aid agenda in the US as well as other countries. Between 2000 and 2002, net ODA 
received by the countries surrounding Pakistan more than doubled.5 It is also probable that concerns 
about regional stability and limiting the narcotics trade play a large role in motivating US aid to 
Colombia. 
 
Japan appears to favour regional strategic alliances, built around investment and trade relationships. 
Alesina and Dollar6 find that Japan’s aid patterns are poorly related to poverty levels, openness and 
democratisation, even after taking former colonies into account. Japan’s top ten aid recipients are all 
Asian countries. Much of this aid may be wholly or partially tied. An estimated 96 per cent of 
Japanese aid spent on large projects in Vietnam in 2003 involved projects solely or partially involving 

                                                 
4 Alesina and Dollar, 2000 
5 Christiansen and Rogerson, 2005 
6 Alesina and Dollar, 2000 
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Japanese companies.7 The fact that Indonesia is such a large recipient is probably partly due to the 
effects of the 1998 currency crisis. 
 
French aid is directed almost exclusively towards ex-colonies and conflict resolution/post-conflict 
reconstruction. This is in line with Alesina and Dollar’s finding that some countries, notably France, 
‘give to former colonies tied by political alliances (identified using an index constructed from data on 
UN voting patterns) without much regard to other factors including poverty levels or choice of 
politico-economic regime.’ 
 
Clearly this analysis of destination of aid flows is purely illustrative and cannot offer proof of any 
causal relationship. However, some patterns can be picked up in this rough analysis. We see 
confirmation of the fact that, in addition to humanitarian and development objectives, ‘donors have 
legitimate interests in their own defence and security, including counter-terrorism, nuclear and other 
weapons of mass destruction non-proliferation, organised crime reduction and counter-narcotics, 
communicable disease control and an array of trade, energy security, growth and economic interests, 
as well as concerns around their social cohesion and immigration’ which strongly affect who they 
choose to aid, and the way in which this aid is administered.8 Concerns motivating aid flows to MICs 
include past colonial, trade and strategic alliances, security concerns, or conflict resolution and post-
conflict reconstruction in countries such as Iraq and Serbia and Montenegro. This is in broad 
agreement with more detailed econometric analysis9, which is able to examine data over time and 
attempts to control for other methodological difficulties. Although these concerns are also likely to be 
influential in determining aid to LICs, it is probable that their role in motivating aid to MICs is even 
greater. Alesina and Dollar10 find, for example, that, after taking account of interests in the Middle 
East, aid flows from the US respond to levels of poverty and democratisation. Hence it is probable that 
LICs receive aid flows due to high poverty levels, but that the strategic and other motivations pointed 
out above are of greater importance in determining aid to MICs with higher per capita incomes.  
 
Acknowledging these motivations is important in understanding why aid flows to MICs follow the 
pattern they do and how they are likely to develop over time. It also adds to our understanding of the 
use to which aid may be put and of political and economic aspects of aid to MICs. These factors may 
well have a bearing on how to make aid flows to MICs more effective in achieving the MDGs.  
 

3.4 What role does aid to MICs play? 
It will be informative to examine the sectors to which aid is allocated (when stated) in MICs, and how 
this differs from the destination of aid to LICs. Table 4 gives the top ten sectors to which aid is 
allocated, for LICs, LMICs and UMICs. 
 

                                                 
7 Christiansen and Rogerson, 2005 
8 Christiansen and Rogerson, 2005 
9 Alesina and Dollar, 2000 
10Alesina and Dollar, 2000  
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Table 4: Top ten sectors to which aid is allocated, as percentage of total aid, 2003 
 LICs LMICs UMICs 
1 Action relating to debt: 30% Other social infrastructure 

and services: 16% 
Other general programme 
and commodity assistance: 
35% 

2 Economic infrastructure: 
15% 

Other multisector, 
unallocated and unspecified: 
14% 

Economic infrastructure: 
13% 

3 Education, total: 8% Government and civil 
society: 10% 

Education, total: 10% 

4 Government and civil 
society: 7% 

Economic infrastructure: 
10% 

Other multisector, 
unallocated and unspecified: 
7% 

5 Production sectors: 7% production sectors: 9% Other social infrastructure 
and services: 7% 

6 Emergency assistance: 6% Education, total: 8% Government and civil 
society: 6% 

7 Other multisector, 
unallocated and unspecified: 
5% 

Emergency assistance: 8% Production sectors: 6% 

8 Health, total: 4% Other general programme 
and commodity assistance: 
6% 

Water supply and sanitation: 
4% 

9 Water supply & sanitation: 
4% 

Water supply and Sanitation: 
6% 

General environment 
protection: 3% 

1
0 

Structural adjustment (with 
IBRD/IMF): 4% 

Action relating to debt: 4% Action relating to debt: 3% 

Source: CRS Dataset 1 
 
• Action relating to debt (including debt forgiveness, swaps, buy-backs, rescheduling and 

refinancing) is a far smaller portion of the LMIC and UMIC aid budget than in LICs, where it 
makes up a large slice of the total budget. This reflects the fact that most MICs have a far smaller 
debt burden and higher incomes. This means that MICs may not need debt relief, or may not be 
eligible for debt relief programmes.  

• ‘Other social infrastructure and services’, which includes assistance to employment, housing, 
programmes for specific social groups, reconstruction assistance, police and customs, narcotics 
control, statistical capacity building, and culture and recreation. Assistance to research and 
scientific institutes is of greater importance for MICs than for LICs. Here we again see the 
important role of aid in post-conflict reconstruction, and also of concerns regarding narcotics 
trafficking in MICs in South and Central America.  

• Economic infrastructure receives a relatively large portion of the aid budget in UMICs, but a 
smaller portion in LMICs. This could be related to a greater tendency for aid to MICs to be tied to 
the purchase of donor country goods and services. DAC guidelines specify that aid to LDCs 
should be untied, but does not yet demand this for MICs. 

• It does not immediately appear that donors are primarily moved by arguments relating to 
global/regional public goods (goods the provision/consumption of which affects other countries, 
worldwide or regionally). The volumes of aid being spent on sectors relating to what we might 
consider as public goods, such as the environment, health and population programmes, make up 
a relatively small portion of the total spent, and only the environment enters into the top 10 for 
UMICs. 

•  ‘Government and civil society’ receives an especially large portion of aid in LMICs. This ‘Includes 
assistance to strengthen the administrative apparatus and government planning, and activities 
promoting good governance and strengthening civil society’. 

• ‘Other general programme and commodity assistance’ includes import, budget and balance-of-
payments (B-O-P) support. This is the largest proportion of the aid budget in UMICs, and is also 

International Finance: Aid and Middle-Income Countries 
From Poverty to Power – www.fp2p.org 

8



 

far more important in LMICs than in LICs, where it is a tiny proportion of total net aid. This could 
reflect a greater willingness of donors to supply budget and B-O-P support to MICs, who they 
may view as using the money more effectively than LICs. It may also reflect a feeling that adverse 
economic consequences (‘Dutch disease’)11 of such budget and B-O-P support are smaller in MICs 
due to the smaller volume of flows. It could also reflect less explicit emphasis being put on MDGs 
by donors to UMICs. 

 

3.5 Why aid MICs? 
Eyben et al.,12 suggest three motivations for aid to particular MICs: poverty and other MDGs, 
international public goods, and other aspects of bilateral and multilateral relationships such as those 
relating to commercial and political interests. We briefly explored the last above. This paper will not 
comment on the validity of the strategic, economic and political motivations explored above, and 
whether or not they justify aid to MICs, although they need to be considered in order to maximise 
effectiveness of aid to MICs. The justification for aiding MICs in the context of ‘consensus’ views on 
aid will be examined, focussing on the first two motivations for aid.  
 
3.5.1 Poverty, MDGs and other development deficits13 
‘So the first thing we need is social policy. Social policy is very expensive. Getting children in school, 
treating people for disease, expanding public health, will require $25 or $30 billion dollars a year more 
in foreign assistance, and it should all be aimed at the low-income countries. It should not go to Brazil, 
it should not go to Mexico, it should not go to middle-income countries, which need it maybe, but 
they don't need it anywhere like Chad and Mali and Niger and Burkina Faso and Central African 
Republic and Tanzania and Malawi need it. $25 or $30 billion a year could make a real difference.’14 
 
Sachs makes a provocative point here, and if the US considers revising its aid allocation based on his 
words, serious progress towards the MDGs might be made. In most MICs there is no overall, 
immediate, critical shortage of either human capital or financial resources. However, at a recent ODI 
conference,15 arguments for diverting donor attention away from MICs were generally not accepted. 
Participants argued that the dividing line between LICs and MICs is somewhat arbitrary with massive 
disparity between the high end of the UMIC classification, $9,205 and the lowest LMICs, with $745 per 
capita. In reality there is a continuum of countries with different amounts of internal resources 
available for reducing poverty, and different levels of access to external resources. Donors need to 
adjust the volume and form of assistance according to these variables in a graduated way. 
 
Further, even in MICs that appear to have the resources to make progress, there are severe 
development deficits, which not all MICs are on track or able to resolve without outside assistance. 
We will examine the constraints that may be preventing MICs from achieving MDGs and how, by 
maintaining relationships with MICs, donors might be able to facilitate progress. 
 

                                                 
11 The “Dutch disease” model was originally set up to analyse the effects of foreign currency inflows owing to resources. Under 
plausible conditions the influx of foreign exchange can lead to an appreciation of the recipient country’s currency, making it 
difficult for exports to compete in world markets. The same problem applies to aid, which also represents a large inflow of 
foreign exchange. 
12 Eyben et al, 2004 
13 MDGs: eradicate extreme hunger and poverty, universal primary education, promote gender equality and empower women, 
reduce child mortality, improve maternal health, combat HIV and AIDS, malaria and other diseases, ensure environmental 
sustainability, develop a global partnership for development. 
14 Sachs, 2001 
15 ODI synthesis paper, 2004 
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 3.5.1.1 Poverty, inequality and social exclusion 
 Inequality in MICs 

• Although it is incorrect to think that all MICs have high inequality levels, (there is wide 
variation in GINI coefficient16 across MICs, varying from 0.22 in Belarus, to 0.74 in Namibia17, 
and 23 MICs have GINI coefficients18 below 0.40), many MICs are characterised by high levels 
of inequality. 

• Inequality is rightly understood in terms not only of income, but also in relation to other 
outcomes, which may be related but not perfectly correlated with it, such as education and 
health inequality. In Bolivia and Peru, for example, infant death rates are four to five times 
higher for the children of the poorest 20 per cent of the population than the children of the 
richest 20 per cent.19 

• Inequality should also be considered not only in terms of inequality between the rich and the 
poor, but also in terms of ‘horizontal’ inequality, between defined groups, such as between 
men and women, between rural and urban residents and between different ethnic groups.20 
Inequality is also spatial. The HDI21 in China ranges from 0.64 in Guizhou to 0.89 in Shanghai. 
If they were countries, Guizhou would rank just above Namibia, Shanghai alongside Portugal. 
Child mortality in Chinese urban areas is about one-third of the average in rural areas.22 

 
Inequality matters in its own right 
• ‘Inequality matters because it is a fundamental issue for human development. Extreme 

inequalities in opportunity and life chances have a direct bearing on what people can be and 
what they can do, that is, on human capabilities’.23 The MDGs are blind to issues of 
distribution and, whilst progress towards them will most likely bring gains to disadvantaged 
groups, care needs to be taken that no groups are excluded from progress.24 In a rights-based 
approach to development, combating social exclusion and inequality would be absolutely 
central.25 Most people find high levels of inequality and exclusion of particular groups from 
ability to participate in society and to enjoy a meaningful and worthwhile existence morally 
repugnant. Inequality matters in its own right, and donors and international institutions have 
a role to play in combating it in MICs as elsewhere. 

 
Inequality matters for attainment of MDGs and other outcomes 
• Even if we didn’t care about inequality in itself, inequality hampers progress towards other 

goals. Nearly one-third of those living on less than $1 a day live in MICs,26 and 18 per cent of 
the world’s poor live in China,27 one of the world’s fastest growing economies. In most cases, 
the fact that MICs account for a substantial proportion of the global poor despite having the 
fact that they have higher average incomes than LICs reflects high levels of inequality.28 

• As DFID points out, such high and sometimes increasing levels of inequality threaten to be a 
major barrier to the attainment of the MDGs in MICs, as well as globally. They also represent 
important risks to social stability and progress.29 

                                                 
16 A commonly used measure of inequality, usually applied to income. GINI coefficients are bounded between 0 and 1, with 0 
representing an equal distribution. 
17 Eyben et al, 2004 
18 ODI paper on inequality in MICs, 2004 
19 Human Development Report, 2005 
20 For fuller discussion, see Anderson et al. 2003 and ODI, 2004 
21 Human Development Index, a non-income based measure of development including indicators such as access to education, 
infant mortality and gender equality. 
22 Human Development Report, 2005 
23 Human Development Report 2005, Chapter 2 
24 For extensive discussion of these issues, see Sen, the Human Development Report and ODI papers 
25 For more information on rights-based approaches, see O’Neal and Piron, 2004 
26 Achieving the MDGs: The Middle Income Countries, a strategy for DFID: 2005-2008 
27 World Bank China quiz. 
28 Anderson et al., 2003 
29 ODI, poverty and public policy group, Inequality in MICs, completed Feb 2004 
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• Many studies demonstrate that the ‘poverty elasticity of growth’30 depends on initial 
inequality.31 This means that economic growth does not always reduce poverty and that 
poverty can even rise with growth, especially where the income distribution is very unequal, 
or where the growth in a country is concentrated in a particular geographical area. Many 
MICs display growth patterns that fail to benefit the poorest. In China, for example, the gap 
between rich and poor has been growing in the past two decades32 and, after initial gains due 
to increased agricultural productivity, much growth has taken place along the Eastern 
seaboard, whilst the interior and Western regions have stagnated.33 It is likely that gains from 
rapid income growth will miss many of the poorest people: they tend to live in rural areas far 
from the booming East Coast, their mobility is restricted by law,34 and they lack the skills to 
participate in increasingly high-tech industries. Furthermore, policies intended to increase 
efficiency in state owned enterprises may increase growth but at the same time lead to 
massive urban unemployment problems, leaving millions of people with no social security 
safety net.  

• It is also well documented that high levels of inequality can lower growth,35 so instead of 
facing a trade-off between reducing inequality and promoting growth, MICs may in fact find 
that the two are complementary. If we are to achieve MDGs in MICs and globally, tackling 
inequality will be imperative. 

 
Poverty, inequality and social exclusion are systemic, complex and hard to tackle 
• Inequality and processes of social exclusion is often a product of deep-rooted institutional and 

structural problems and power relations that may be challenging to alter.36 They reflect 
complex hierarchies of advantage and disadvantage that are transmitted across generations, 
and are both a cause and an outcome of inequalities between groups in society in terms of the 
power they exercise over political processes. This inequality of power can hamper progress 
towards MDGs. 

• For example, MIC governments may face pressure from the more politically powerful upper 
and middle classes to direct funds towards post-primary education sectors, compromising 
achievement of Universal Primary Education; of the aid to LMICs that was spent on education 
in 2003, 49 per cent went to the post-secondary sector.37  It is also found that average levels of 
taxation are higher in rural than in urban areas and for poorer groups within those regions.38  

• Poverty reduction may not be a priority for MIC governments. MICs may prioritise goals such 
as economic growth, modernising their economies or maintaining social and political stability. 
Progress towards these may not always contribute to reduction of poverty and inequality. 
Further, due to high inequality, MIC governments may face opposition in-country to poverty 
reduction policies, or pressure to use funds for alternative purposes.  

• As MICs are more likely to have access to non-concessional finance than LICs, they may have 
sources of finance from lenders without a poverty/inequality reduction mandate that are 
cheaper or more flexible than those offered by development-oriented institutions, and hence 
will not prioritise poverty reduction. For all these reasons, MICs may need outside assistance 
or encouragement to combat inequality, social exclusion and poverty. 

 
3.5.1.2 Vulnerability and other non-income aspects of poverty 
• Graduation is not a linear process, and once a country has crossed the MIC threshold, it is 

often vulnerable to slipping back towards LIC status. This is particularly the case when MICs 

                                                 
30 The speed with which poverty falls as economic growth occurs. 
31 See for example Naschold, 2002, Ravallion, 1997. 
32 Ravallion and Chen, 2005 
33 Ravallion and Chen, 2005 
34 China’s restrictive hukou residence policy has been relaxed over recent years and further improvements are promised, yet 
migrants still face legal discrimination in the labour market and lack of access to social services such as education. 
35 Persson and Tabellini, 1994. 
36 See Eyben et al for a more detailed theoretical treatment of this issue. 
37 Source: CRS dataset 1 
38 ODI synthesis paper, 2004 
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are faced with large political, economic or financial crises. Ignoring this vulnerability can lead 
to millions being thrown back into poverty and undo many of the development gains already 
made. Donors and international organisations clearly have an important role here. For 
example, at times of crisis, when there is strict rationing from private lenders, World Bank 
lending becomes particularly valuable to MICs, in containing, preventing and recovering from 
crises, even when they normally have good access to the markets. As Enrique Iglesias, 
President of Inter-American Development Bank puts it, ‘The Latin American region could 
become even more vulnerable to crises, if the will to grant large official packages as were 
granted in recent crises, is absent in practice when the need comes’.39 

• Vulnerability on an individual or household level is also a key aspect of poverty found to be 
important in participatory surveys. It may not necessarily be reflected in income groupings, 
yet may play a large role in determining well being. There is also a strong case for aiding 
vulnerable individuals to deal with risk and income variability so that they don’t fall into 
long-term poverty traps.  

• Social exclusion is another aspect of poverty not reflected in income groupings that donors 
may want to tackle in its own right, outside of its impact on poverty reduction.  

• Recent research has also highlighted the importance of temporal aspects of poverty. Donors 
might wish to target those trapped in long-term poverty, for example, or use different policies 
to target those in transitory difficulties. None of these aspects are reflected in income 
groupings.  

 
3.5.1.3 Domestic constraints 
• Despite having relatively higher incomes, MICs may be constrained in spending on poverty 

reduction and other development goals. 
• There may be weak external debt positions and other credit constraints. This leads to a 

number of MICs, termed ‘gap countries’ being ineligible for IDA financing other than on an 
exceptional basis, since per capita GNI is above the IDA cut-off of $895, yet not creditworthy 
for IBRD or other non-concessional borrowing, and with limited capacity to carry MDB debt. 
Alternatively, finance may be available from IFIs but only for projects with a market return, 
rendering this finance unsuitable for poverty reduction.  

• MIC governments may believe that returns to the economy are too low to justify new public 
debt at market rates, there may be political opposition in-country to further borrowing, 
mistrust of the World Bank and other IFIs, or a dislike or inability to accept heavy 
conditionality and the lack of flexibility implied by accepting concessional finance. 

• Fiscal sources are unlikely to be sufficient for tackling poverty. Revenue may not reflect the 
higher per capita income due to under-developed tax systems.40 For example, Mexico raises 
only 13 per cent of GDP in revenue, less than Senegal does,41 and there may be pressing and 
competing demands for this revenue for purposes other than poverty reduction.42  

 
3.5.1.4 Lack of knowledge, technical expertise and experience 
• Many MICs have large numbers of university graduates with technical expertise, and have 

larger administrative capacity and experience of financial and economic administration than 
LICs. On the other hand, MICs may lack technical expertise in particular sectors, or 
knowledge and experience of dealing with particular problems relevant to development. 

• For some MICs, HIV and AIDS is a relatively new problem, or one that has previously been 
ignored. These countries, even where they have the funds to deal with the problem, may lack 
experience and knowledge of combating HIV and AIDS, which LICs may have built up over 
time. Aid donors could act as a conduit for such knowledge. For example, countries in the 
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40 Moore and Schneider, 2004 
41 Human Development Report 2005 
42 For example, many argue that the Chinese government is constrained by a need to subsidise SOEs due to their role in 
providing social security to urban workers, without which they might face urban political unrest, which they are unable to deal 
with. 
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former USSR have some of the fastest growing HIV and AIDS epidemics in the world43 but 
little experience of dealing with this problem and woefully deficient health systems due to the 
management of the health care system during the communist period.  

• Many post-conflict countries and NIS countries also face environmental challenges, such as 
disposal of weapons, which they may lack both finance and expertise to deal with. 

• Transition economies may lack experience of administration and management of a market 
economy. Knowledge and expertise of international institutions and donors may be important 
to enable them to build institutional and administrative capacity.  

• An ODI report found that, in interview with Latin American governments and finance 
ministers, the importance of technical assistance from MDBs and other IFIs in developing new 
financial instruments and institutions was stressed44 and concern expressed that this expertise 
would be unavailable outside of a donor-recipient relationship. 

 
3.5.1.5 MDG8 
• MICs must play a role in developing a worldwide partnership for development. The growing 

role of MICs as donors themselves is of importance to this goal, as discussed below. The role 
of MICs in developing the trading and financial system and allowing access to LDC goods is 
also of increasing importance. It is also worth considering the dependence of the Multilateral 
Development Banks on MICs as well as vice versa. Erosion of MIC clientele would reduce the 
ability of the World Bank and other development banks to cross-subsidise the non-
concessional window, IDA, and make it more dependent on rich-country budget transfers.45 
In order to ensure that MICs play a positive role in the development of this global 
partnership, donors may well wish to perpetuate links, either through aid or through other 
relationships. 

 
3.5.2 International public goods arguments 
‘MICs are of systemic importance in key areas with the characteristics of global public goods, 
including poverty reduction, financial stability, protection of regional and global environmental 
commons, public health, orderly flows of trade, movement of capital and labour across countries, and 
control of trans-border crime including money laundering and drug trafficking. Reform-minded MICs 
are producers of global public goods; reform-averse MICs may thus be said to be potential producers 
of global public bads.’46 
 
• Due to the importance of MICs in provision of global public goods and bads,47 there are altruistic 

and non-altruistic motivations for provision of aid to MICs. Considerations of global public good 
arguments are particularly necessary in the areas of disease prevention and environmental 
protection, but may be relevant to all aspects of aid to MICs.  

• HIV and AIDS: DFID, for example, reports strong links between drug use and commercial sex 
workers, often economic migrants from poorer countries, in Latin American and the former 
USSR.48 So reducing rates of infection in one MIC will help reduce rates in other developing and 
even high-income countries. Further, if research on how best to combat diseases is successful in 
MICs, the results can often be of use to surrounding countries. For example, if South Africa is able 
to cheaply produce anti-retroviral drugs, they can be supplied much more cheaply to other 
developing countries around the world.  

• Environment: rapid MIC growth can put the environment under great threat: for example, 20 of 
the world’s 30 most polluted cities are in China,49 and MICs are likely to demand greater and 

                                                 
43 Lecture by Dr Christopher Davis, Oxford University, November 2005 
44 Griffith-Jones et al, 2001 
45 Rogerson, Hewitt and Waldenburg, 2004 
46 Eyben et al 
47 A public good is a good the provision or consumption of which by one country affects other countries in a way not mediated by 
prices. 
48 Achieving the MDGs: The Middle Income Countries. A strategy for DFID: 2005-2008 
49 World Bank China quiz 
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greater volumes of non-renewable resources due to rapid economic development. MICs are also a 
store of environmental resources that are important for other countries such as biodiversity and 
forest cover, which are being rapidly depleted. Between 1990 and 2000, forest cover in Brazil fell 
from 67 per cent to 64 per cent. 

• Poverty: aiding MICs may also help to decrease poverty in other countries in the region. This will 
be the case, for example, if neighbouring countries trade with each other and growth in one 
country increases demand for the other country’s goods. Growth in one country can also lead that 
country to increase investment in other countries, which may reduce poverty there. DFID estimate 
that South Africa contributes 20 per cent of total FDI in Africa.50 Further, aiding MICs may help to 
maintain social and political stability in these countries. To the extent that damaging effects from 
social and political upheaval and conflict (inflow of refugees, loss of demand for goods, 
destabilising effects, transmission of diseases, for example) increase poverty in surrounding areas, 
aid to MICs may help to combat poverty in other developing countries. Finally, to the extent that 
aid can be used to limit the adverse effects on other countries of economic and financial crises, aid 
to MICs can reduce vulnerability in other developing countries.  

• Experience of sound management, of aid and the economy, and success in achieving poverty 
reduction and other MDGs in MICs may be shared with neighbouring LICs. 

 
It is clear that MICs will play an important role in achieving the MDGs. Large aid flows may not be 
necessary to support MICs in this goal, but this should be assessed on a country-by-country basis, 
with reference to the development deficits in that country. As we have seen, income grouping does 
not necessarily reflect ability to make progress, and progress made in MICs may be an invaluable tool 
in helping other developing countries and in protecting global resources. Even where aid is no longer 
needed or justifiable on a cost-benefit basis, technical assistance and help in gaining access to non-
concessional finance may be. It is clear that the international community should not turn its back on 
MICs. 
 

3.6 How should we aid MICs? 
We have seen that there is some justification for donors to maintain relationships with MICs and in 
some cases aid flows. There are significant differences between MICs and LICs, which mean that best 
practice for aid donors in MICs may indeed differ from best practice for donors to LICs. Ways in 
which donors could work to achieve maximum effectiveness from aid to MICs in order to achieve the 
MDGs will be examined. This will, of course, differ between countries, but there are some lessons for 
donors that may be applicable to many MICs.  
 
3.6.1 Focus on MDGs and distribution 
Recent calculations show that the fiscal cost of eradicating extreme poverty, measured as a percentage 
of GDP, is small in MICs. Hence MICs arguably have the resources to eliminate extreme poverty. The 
operations of donors in MICs should therefore be focused on persuading national governments to use 
more of the resources at their disposal for reducing poverty and on changing deep rooted structural 
processes and power relations that perpetuate poverty and inequality. The mechanisms through 
which this is achieved may differ from those useful in LICs. Specifically, there may be no direct causal 
link between the amount of money provided and magnitude of the impact achieved.  
 
Tackling inequality and exclusion 
• Tackling inequality and exclusion in MICs is likely to be difficult and controversial and hence 

must be done with great care and sensitivity to local political conditions. The DFID report on 
Peru, for example, reported concerns from some civil society representatives, who commented 
that inequality was the most pressing development issue, but because of its politicised nature, 
foreign involvement might not be appropriate.51. However, because of its intrinsic and 
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instrumental importance, donors in MICs cannot ignore inequality and exclusion. Eyben et al.,52 
suggest that, if aid agencies do ignore the power relations that sustain high levels of poverty, they 
risk helping to maintain rather than transform the processes that keep people poor.  

• O’Neal and Piron53 argue that, in order to tackle inequality we need some or all of the following: 
admission that a problem exists, adequate data, a suitable legal framework, redress and 
accountability mechanisms, institutional reforms, resource transfers and appropriate social 
policies, affirmative action, political participation, promotional and advocacy activities, support to 
the international human rights system and rights-based development assistance. Many MICs are 
far from possessing these processes and institutions, and donors should encourage as far as 
feasible their implementation in MICs. 

• In some cases, the high levels of inequality in MICs may raise questions about who to channel aid 
through. Some aid agencies may feel that the government is not sufficiently legitimate in the eyes 
of the poor of the country to make it a credible recipient of donor assistance, or that the 
government will not sufficiently address inequality and social exclusion issues. In this case, 
donors might channel more aid through NGOs and civil society organisations, or at least engage 
with them in determining aid policy.  

• DFID’s work in Peru highlights the importance of creating demand for aid services amongst the 
poor and excluded through existing political institutions, rather than simply supplying resources.  

 
Encouraging a focus on poverty and MDGs  
• As we observed above, MICs may not have the MDGs embedded in their own development 

vision. 
• Donors themselves may be less likely to be aiming towards the MDGs in donations to MICs. As 

we saw above, motivations for assistance to MICs may be to a large degree strategic. As such, 
donors to MICs may be less inclined to insist upon achievement of MDGs.  

• MICs are also more likely than LICs to have access to alternative sources of finance from lenders 
without a poverty reduction mandate.  

• On the other hand, Eyben et al.,54 suggest that donors to MICs may have a different relationship 
with MIC governments. They hypothesise that there may be a feeling that they have the resources 
to eliminate deep-rooted poverty but aren’t doing it, in which case donors would have more of a 
tendency to push for deep-rooted structural change, in which case we would tend to see aid to 
MICs being more closely directed towards the MDGs, rather than less.  

• However, the fact that volumes of aid to MICs are smaller, both in absolute terms and relative to 
the larger sizes of MIC economies means that donors may have less leverage to insist upon the 
achievement of MDGs and may therefore need to find alternative means of encouraging focus on 
MDGs. For example, Peru is not aid dependent, so external financing is not a lever for action on 
poverty. DFID’s work in Peru included helping the poor and their representatives to participate in 
development and oversight of public policies and programmes that would in turn help the 
government become more responsive and accountable. DFID was thus able to exert influence 
without significant financial resources.55 The report recommends that DFID should engage with a 
multiplicity of other organisational actors in the countries concerned so as to facilitate, advocate 
and disseminate information as a means of encouraging poverty reduction without a significant 
financial lever. This may also be a useful strategy for tackling thorny issues of social exclusion and 
inequality. 

• Progress towards MDGs other than poverty reduction could also be made using new instruments 
such as Global Fund to Fight AIDS, TB and Malaria (GFATM), which could focus on countries 
that need help to fight disease, rather than narrowly on income groupings. 
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3.6.2. Coordination 
Coordination between donors and governments 
• Donors may have a multiplicity of aims, motives, approaches, assumptions and mindsets behind 

aid flows. If they fail to account for resources, plans and conditionalities of other donors before 
developing and negotiating programmes, this can lead to lack of engagement or excessive, 
overlapping or counter-productive interventions.56 In particular, the interplay of different types of 
aid conditions designed without reference to each other can be damaging. In a joint visit to Peru 
by officials from DFID and the Spanish Cooperation Agency (AECI), staff noted a diversity of 
donor interests and an absence of strong donor coordination57 to be hampering aid effectiveness. 
Similarly, in Bolivia, DFID58 commented on congestion amongst donors, transaction costs of aid, 
and potential for project-focused aid to undermine government capacity.  

• Coordination may be less likely to take place in MICs. As volumes of aid are smaller, the 
administrative costs of coordinating aid may not seem worthwhile to donors. Some MICs rely 
particularly heavily on one or two large donors. Such large donors may not find it worthwhile to 
coordinate with other, smaller donors. If strategic considerations are an important motivating 
factor in aid to MICs, donors may be particularly unwilling to coordinate aid and possibly lose 
influence. 

• However, methods used to coordinate aid in LICs, such as Poverty Reduction Strategy Papers 
(PRSP) may not be appropriate for MICs because the volume of aid does not justify the transaction 
costs involved. Likewise, coordination may not be acceptable because of the general lack of donor 
leverage. It may not even be useful to the recipients, because there may be different solutions to a 
complex and divergent problem and different parts of the recipient government may prefer to 
establish autonomous relations with separate donors. 

• However, even without PRSPs, much more could be done in the way of transparency of 
information, dialogue between governments and donors and clarity about the aims of 
development in the country to ensure the most effective use of aid flows. 

• Cross-country coordination of aid donations is also important. Many MICs have great influence 
on other countries in their region. Cross-country coordination could help to maximise the impact 
of aid to MICs and deal with cross-border issues such as drug trafficking and migration. 

 
Coordination with MDBs and other IFIs 
• There is also a greater need for coordination between donors and financial institutions. Because of 

a lower volume of aid and greater access to development finance and, to a certain extent, 
international financial markets, there will be greater need for coordination with these institutions. 
For example, an understanding of conditions of finance may be important for planning aid 
allocations. Or, as discussed below, financial institutions could work with donors to provide 
blended aid to address specific MIC needs.  

• If structural and sustained poverty in MICs is not a product of absolute lack of resources but of 
internal distribution of these resources, then the provision of additional resources by IFIs would 
not appear to be a solution to the problem; indeed, there is a considerable likelihood that these 
resources will be captured by the rich and powerful in the recipient country. By close association 
with the IFIs, a bilateral agency may be able to ensure the additional resources are not captured in 
such a way. 

 
Coordination with new forms of development funding 
• Many of the public good arguments give rise to vertical ‘single issue’ programmes, such as the 

Global Environment Facility or the Global Funds to address AIDS and other major diseases. Such 
vertical programmes are possibly more important in MICs as the volume of aid from other 
sources is so much smaller, so in-country donors may need to monitor how international vertical 
programmes interact with each other and with conventional programmes at country level. For 
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example, it may be important to consider how a vertical HIV and AIDS intervention is integrated 
with other health services or how aid focused on anti-drug campaigns affects poverty strategies. 
In Colombia, for example, DFID59 reports that there is concern that Plan Colombia (US/Colombia 
plan which to many has become synonymous with controversial anti-narcotics policies) sits 
uneasily outside the National Development Plan and the Government’s International Cooperation 
Plan. 

 
3.6.3 Predictable financing 
• MICs need predictable, medium-term financing. This will help MICs create more effective 

medium-term budgets. As they may have greater institutional and administrative capacity than 
LICs, predictability may be even more advantageous for MICs. 

• As MIC economies develop, they become more integrated into the world economy, and therefore 
more likely to follow the cycles of the world economy. This means that they may have a greater 
need for predictable financing to allow them to smooth over the economic cycle. 

•  However, much aid to MICs is short-term and programmatic in nature, as we saw above. 
Empirical work suggests that the volatility of aid flows exceeds that of other macroeconomic 
variables, and tends to be pro-cyclical.60 When aid falls, this can lead to costly fiscal adjustments, 
and can have a similar impact to volatility in commodity prices. This can be difficult for MICs to 
balance with counter-cyclical and project lending, and the overall impact of conditionality. As 
MICs may have large funding requirements for social sectors, this volatility could be particularly 
damaging.  

• DFID reports that a lack of discussion about terms and timing of graduation from bilateral 
development assistance has created uncertainty and encouraged a short-term approach to the use 
of aid. MICs need to be aware of how aid flows are likely to develop over time in order to plan 
current uses. For this, donors themselves need to decide whether and how much they will 
continue to aid MICs. 

 
3.6.4 Knowledge sharing and technical assistance 
• Although MICs have relatively high levels of human capital, the availability of professionals with 

the required skills may vary between countries. For example, transition economies often have 
high levels of human capital. However, during the early period of transition and privatisation, 
lack of individuals with knowledge of modern economics, finance, accounting and auditing 
procedures needed to build sound financial institutions and an equitable division of state assets, 
was a real problem. In general, there may be deficiencies in access to skills and experience that 
donors and international organisations may be able to help fill.  

• The ODI reports that the idea that the role of donors was more about contributing ideas and 
technical assistance to help build institutions was strongly made in the South Africa case study 
presented at the workshop.  

• MICs need support in developing institutional capacity and technical assistance even where the 
need for funds has decreased. This assistance is often provided by donor organisations along with 
aid but dries up when aid is withdrawn. Mechanisms for such relationships to continue outside of 
a donor-recipient relationship should be considered. 

• There is a large role for knowledge sharing between donors and MICs. For example, donor 
experience of successful policies to combat HIV and AIDS in Africa could be extremely useful in 
former USSR countries with little experience of combating the disease.  

• Knowledge sharing between MICs and international financial institutions is also important, and 
may be unavailable outside of the context of a borrowing relationship with a Multilateral 
Development Bank. Mechanisms for this transfer to continue as income increases should be 
investigated. 

• Knowledge sharing between MICs and other developing countries also has great potential (see 
discussion of South-South cooperation below for further detail). Donors could play a role here in 
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facilitating triangular cooperation, where HIC donors or international organisations provide the 
funds and developing countries the knowledge and expertise. 

• Knowledge gained in MICs could have important spillovers for other developing countries. For 
example, development of domestic drug manufacturing capacity in Russia and South Africa could 
help to combat HIV and AIDS in other developing countries.  

 
3.6.5 Understanding economic, political and social conditions in MICs  
• An understanding of how MICs differ from LICs, is important for managing aid flows, as well as 

an understanding of each MIC’s unique political, social and economic climate. 
• MICs are likely to be less aid dependent. Volumes of aid to MICs are smaller, both in absolute 

terms and relative to the larger sizes of MIC economies. This means that some of the concerns felt 
by donors to LICs about ‘Dutch Disease’61 may be less relevant. The macroeconomic impact of aid 
flows is likely to be much smaller and, to the extent that it is felt, similar to the macroeconomic 
effect of private capital flows, except that aid flows may well be counter-cyclical rather than pro-
cyclical. This differs from the worries about aid to LICs crowding out private saving.  

• Burnside and Dollar62 argue that aid is beneficial to countries that adopt appropriate and stable 
policies, and otherwise it is wasted. Many MICs are stable and have developed effective 
macroeconomic frameworks, so these concerns are less relevant here. 

• Attention needs to be paid to how aid fits into the often fragile political scene in MICs. The DFID 
report on Peru reported concerns from some civil society representatives, who commented that 
inequality was the most pressing development issue, but because of its politicised nature, foreign 
involvement might not be appropriate.63 This is particularly important if donors aim to tackle 
inequality and social exclusion with policies such as DFID’s ‘Alliances Against Poverty’ which 
involve taking an explicit political stance on very contentious issues, and if poverty is more of a 
political issue in MICs due to high levels of inequality. By failing to take account of this, donors 
could risk alienating recipient governments, causing political unrest, and undermining their own 
efforts. 

• There is no clear framework for donor engagement in MICs, along the lines of the PRSP in LICs. 
Work needs to be done into how to engage MIC governments, who are less dependent on aid, in 
debate about poverty and other issues and give them ownership over aid policies.  

 
3.6.6 Complimentary policies 
• It is also important for donors to MICs to focus not only on aid policy, but also on other policies 

which impact on MICs. Trade policies, for example, have a large impact on MIC economies and 
poverty reduction, and should be designed to reinforce rather than work in the opposite direction 
from, aid policies. 

 
3.6.7 Demand for aid in MICs 
• Donors and IFIs need to be aware that MICs are unlikely to continue to act as passive recipients of 

aid flows. The main motivations for refusal to accept aid would be wariness about accepting 
conditionality, perceived loss of sovereignty, and fears about the effect of aid on international 
perceptions of the soundness of their economies.  

• For example, Indonesia recently rejected an offer for a moratorium on debt. The Indonesian 
foreign minister, Mr Wirajuda, commented, ‘We’re sensitive (about moratorium) as we have a 
good record of paying our debts and are cautious that the offer (could) affect our good standing in 
the markets, especially as we now try to attract more foreign investment’ and, ‘we prefer to have a 
combination of mechanisms, including grants and concessionary loans but also trade facilitations 
and debt swaps’.64 
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• If donors want to have an impact on poverty reduction in MICs they need to make aid attractive 
to MICs by paying attention to factors such as the impact of debt relief on the economy’s 
international standing. Some of the blending mechanisms outlined below may provide an 
appropriate means of aiming finance at poverty reduction, but without adverse effects on the 
recipient’s international standing and credit rating.  

 
3.6.8 MICs, IFIs and MDBs 
• IFIs are of greater relative importance in MICs, as they may have more access to non-concessional 

flows and this may be a greater source of funding than concessional donor finance. It is also of 
importance to note that MICs are of great importance to IFIs and MDBs. MICs provide significant 
funds for the World Bank, for example, enabling the Bank to subsidise more concessional lending. 
Another concern, highlighted by the World Bank Taskforce on MICs is how to maintain a 
presence in non-borrowing MICs against the day when borrowing might again be required, in 
order to maintain a global presence and provide intellectual services. 

• If IFIs are to retain the business of MICs even as they gain access to non-concessional flows at 
competitive interest rates, they will need to be flexible to fill the gaps in financial markets facing 
MICs and may need to rethink some of their internal procedures. 

 
Gaps in international financial markets 
• There are significant and increasing private capital flows to MICs. However, there are important 

needs of MICs that are not covered by private capital flows, and here IFIs can continue to play an 
important role. 

• The first is in preventing and dealing with crises. Latin American governments,65 for example, are 
‘deeply concerned with the volatility and reversibility of private capital flows’. Also, after crises, 
capital flows become insufficient and costs very high, but not related to fundamentals, so MDBs 
and IFIs could play a role in complementing private flows when there are major reversals of 
flows. 

• There is also a lack of sufficient long-term flows for investments like infrastructure, for activities 
that are high risk but developmentally essential, for activities where social returns are high but 
economic returns may be low, and provision of counter-cyclical lending, especially to help fund 
social safety nets in post-crises periods. 

• IFIs and MDBs can also play a role in facilitating, encouraging and sustaining private flows.  
 
Blended finance 
• Blending mechanisms may be part of the way forward for aid to MICs. Using blending of different 

funding sources, donors could achieve any target level of concessionality, from market to grant 
terms, allowing assistance to continue at a lower cost to donors but with maximum effectiveness, 
increasing coordination, focus on MDGs and access to finance for ‘gap’ countries66. 

• Grants to finance/subsidise specific elements of a project otherwise financed by loans would be 
particularly useful for projects that MIC governments are not able or willing to subsidise from 
new debt or from a constrained fiscal budget, yet would make progress towards the MDGs.  

• Buy-downs, where grants (triggered to pay off the debt once a given project is successfully 
completed) are blended with loans to effectively reduce the loan interest rate could be useful for 
those MICs that are credit-worthy, but not willing to take on extra debt for poverty reduction 
purposes unless at a concessional rate.  

• In cases where MDB lending is constrained by single country exposure limits or other lending 
limits based on portfolio risk considerations, a third party guarantee from a multilateral donor 
could allow further lending, enabling MICs to meet poverty reduction goals. This involves the 
donor taking on the risk of default by the MIC, and there are problems with moral hazard. 
However, it may be useful in some cases to give MICs access to non-concessional finance. 

                                                 
65 Griffith Jones et al, 2001 
66 See IBRD, 2005 
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• A large number of MICs (‘gap countries’) are ineligible for IDA financing other than on an 
exceptional basis, since per capita GNI is above the IDA cut-off of $895, yet not creditworthy for 
IBRD or other non-concessional borrowing, and with limited capacity to carry MDB debt. For 
these countries access to blended finance could enable MDB to increase lending directed at 
meeting MDGs. For example, a combination of buy-downs and guarantees would allow MICs to 
access finance, while at the same time lowering the probability that guarantees would be 
triggered, so reducing costs for the donor. This would also avoid build up of MDB debt, which 
might be difficult to service. 

• More flexible aid provision with use of blending mechanisms could, therefore, increase the 
volume of development finance available to MICs, and also increase its impact by matching 
concessionality of funds to recipient needs, and provide impetus to investments in areas of 
particular importance to achieving the MDGs. This implies much closer coordination between 
international financial institutions and donors in order to ensure that the needs of MICs are being 
met as they graduate from LIC status but are still faced with development challenges. 

 
Power within IFIs 
• It is also possible that MICs will begin to demand and be given greater power in the processes 

internal to IFIs. Voting within the IMF is allocated in proportion to the ‘country quotas’. The 
current allocation of quotas gives a strong working majority in favour of the advanced economies, 
the majority of IMF votes are in the hands of the G7 and the only country with effective veto 
power is the US, 67 with 17.08 per cent of the votes, as opposed to China’s 2.94 per cent. Many 
have pressed for reform of these voting rights to provide greater representation of developing 
countries within the organisation.68  

 
In summary, there is certainly still a place for donor engagement in MICs. Donors need to focus on 
finding ways to emphasise MDGs and inequality without a strong financial lever, on coordinating 
with other donors and institutions, on providing predictable finance to all countries that need it, in 
forms that are attractive to MICs, on filling gaps in private financial markets, and on transferring 
knowledge and providing technical assistance, even when aid is felt to no longer be needed. 
 

4. MICs as providers of aid 
‘Middle-income countries should seek opportunities to become providers of ODA and give technical 
support to low-income countries.’69 
 
Little attention has been paid to the emerging role of MICs as donors. Only one sentence of the 2004 
report of the UN Secretary General on Financing for Development refers to MICs as providers of aid, 
stating that additional ODA might come from an increase in the number of ‘smaller aid programmes 
(of) middle-income countries’.70 
 
Data on aid from MICs is limited. The DAC provides some data on aid from non-DAC countries, but 
no information on donations from many important MICs, so it is difficult to get a picture of the 
magnitude of flows, or of patterns in donations. I will begin by looking at some data that is available 
from the DAC and elsewhere, which shows that MICs have been important donors, and are probably 
increasing their aid flows. Then the role of MICs in responding to natural disasters and in South-South 
cooperation will be examined as these are areas where the role of MICs and MIC aid may be 
particularly important. Two examples of emerging donors, by way of illustration, will then be 
provided. This is by no means a satisfactory survey of MIC aid flows; however, it will allow us to pick 
up some of the issues surrounding MICs as donors. I will conclude with a brief examination of how 
the effectiveness of MIC aid might be maximised. 
                                                 
67 Stiglitz, 2003  
68 Sachs, 1998. 
69 Jeffery Sachs A Practical Plan to Achieve the MDGs, 2005.  
70 See ‘Thailand’s contribution to Millenium Development Goal 8’. 
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4.1 Aid already provided by MICs 
 
Figure 7 

 
Source: DAC aid statistics, Table 2a, IDS website 
 
The Arab countries and the USSR have historically been large donors. Saudi Arabia (a UMIC) has 
been, for many years, the largest ODA donor amongst non-DAC donors, followed by the United Arab 
Emirates and Kuwait (more advanced developing countries and territories). Total ODA contributions 
from this group have risen threefold since 1999. However, the graph indicates that flows have fallen 
quite dramatically since the 70s and 80s, when Arab donors provided far more aid to developing 
countries. During the cold war period, Russia was an important donor. Although there is no data for 
Russian aid since 1991, it is likely to have been small during the recent years. The smaller MICs for 
which we have data provide relatively tiny flows. However, the amounts provided have been rising in 
recent years. The ODA of the Republic of Korea, for example, has risen by almost one third since 2002, 
owing to contributions to the regional development banks and the replenishment of IDA. One third of 
bilateral IDA went to regions outside of Asia. 
 
There is evidence from other sources that other non-traditional donors have begun to increase aid 
flows in recent years. The World Economic and Social Survey reports that Mexico and Costa Rica have 
offered major debt relief to HIPC countries in Central America, and that China provided debt relief of 
RMB 10.5 billion ($1.27 billion) to 31 African countries. MICs do appear to be becoming more 
important donors. 
 

4.2 MICs and natural disasters 
Response to natural disasters is an area where aid flows from MICs have been put in the public 
spotlight and arguably, have been important. In early 2005, developing countries pledged about $200 
million in emergency assistance to the victims of the Asian tsunami.71 Much of this came from MICs. 
Jamie McGoldrick, of the UNN office for the coordination of Humanitarian Aid said of the tsunami 
appeal, ‘We’ve got new countries who have never been donors before, like Brazil and Qatar’.72 MICs 
may be particularly well placed to provide disaster aid. Not only can they provide funds, but they 
may also be particularly well placed to provide emergency assistance and aid in the reconstruction 
process because of proximity to affected countries, enabling them to react more quickly. 
                                                 
71 World economic and social survey report 2005 
72 Alertnet, 18 jan 2005. 
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4.3 South-South Cooperation 
South-South cooperation emphasises sharing of development experience and expertise between 
developing countries and encouraging these countries to work together for mutual benefit. Increased 
aid from MICs is one example of South-South cooperation. However, cooperation can involve far 
more than aid flows. To the extent that aid from MICs is in support of other aspects of South-South 
cooperation, or encourages and facilitates cooperation, MIC aid flows may attain an importance 
greater than their relatively small volume. 
 
South-South cooperation can facilitate knowledge, experience and technology sharing, as well as 
improved coordination on cross-border issues such as HIV and AIDS, trade, finance and the 
environment. For example, a regional Latin American fund could provide a complementary 
institutional mechanism to IMF to support financial stability, and could give access to funds more 
quickly and with less conditionalities. Initiatives to promote macroeconomic coordination, greater 
policy and data transparency and the creation of common standards in different areas could also 
enhance economic performance in the area.73 
 
MICs are particularly important in South-South cooperation. They often have considerable regional 
influence, political and economic, so their input on issues such as trade and finance is key. MICs have 
experience of managing aid flows and working with international organisations and donors, of 
achieving sustained economic growth, of difficult political and economic transitions, and of other 
issues important for LICs. MICs are also likely to have greater technical and technological expertise 
than LICs. This expertise is more likely to be focussed on issues relevant to developing countries, and 
to use appropriate techniques, than expertise available from HIC donors or international 
organisations. Finally, exploiting the technical expertise of MICs may be lower cost than employing 
experts from HICs. 
 
MICs are also likely to gain from this cooperation. As well as helping with cross-border issues, MICs 
may be able to learn from LICs on issues that they lack the capacity and experience to deal with, such 
as the HIV and AIDS epidemic, which some LICs may have longer and more successful experience of 
combating. 
 
4.3.1 Formal Mechanisms for South-South Cooperation 
The Voluntary Trust Fund for the Promotion of South-South cooperation was established within 
UNDP in 1996, in accordance with United Nations General Assembly resolution 50/119. As table 5 
indicates, Japan has been the largest contributor, followed by China, Republic of Korea and Ireland. 
Between 1997 and 2003, about $33.05 million was contributed and mobilised for South-South 
Cooperation from both developed and developing countries. Regional financial institutions, such as 
the Asian Development Bank, are further examples of South-South cooperation mechanisms in which 
MICs may be active. Although the sums involved are small relative to aid flows from HICs, the 
activities of such a mechanism for coordinating aid and cooperation between developing countries are 
significant, and could increase in importance in future. 
 

                                                 
73 Griffith Jones et al, 2001 
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Table 5: Contribution of Non-Core Resources to South-South Cooperation 
(Unit: thousand dollars) 

Resources Contributors 1996 1997 1998 1999 2000 2001 2002 2003 Total 
China         150 250 400 600 1,400
Korea   200 100 100 100 50 50   600
Ireland     37   27       64

South-South 
Cooperation 
Trust Fund 
(SSTF)  Ford 

Foundation         100       100

Sub Total     200 137 100 377 300 450 600 2,164
                      
Cost 
sharing Japan 2,000 2,000 5,015 6,000 5,267 4,500 150 3,500 28,432

                      
JICA       98 109       207
Rockefeller 
Foundation           50 67 40 157

IDRC             400   400
CIDA             320   320
ITU               1,200 1,200

Parallel 
Financing 

Cameroon               170 170
Sub Total   0 0 0 98 109 50 787 1410 2454
Grand Total 2,000 2,200 5,152 6,198 5,753 4,850 1,387 5,510 33,050

Source: UNDP SSTF 
 
4.3.2 Technical cooperation and knowledge sharing 
There is great potential for technical cooperation between developing countries. This need not involve 
aid as such, but could be in the form of triangular cooperation between two or more developing 
countries, supported financially by Northern donors or international organisations, making the most 
of MIC expertise but without the need for MICs to raise funds. 
 
The UNDP has a special unit dedicated to encouraging technical cooperation amongst developing 
countries. One example of work by the unit is sharing of successful policies and experiences relating to 
the teaching of science and technology subjects through training trainers in science and technology 
education via an electronic platform. The initiative has attracted a number of partners from 
developing countries, and support from three Canadian universities and the World Bank.74 As 
another example, a programme developed by Brazil’s National Scientific and Technological 
Development Council which aims to develop and disseminate appropriate, low-cost, easily 
assimilated and accepted technologies has already set up a technical cooperation agreement with 
other Portuguese-speaking countries to provide consultancy in installing family agro-industrial 
production units. Mozambique is likely to be the first recipient.75 Another useful initiative, the Web of 
Information for Development is an online database of information on experts and institutions of the 
South. Better access to information could be a useful tool in promoting South-South technical 
cooperation. Added to these mechanisms, many countries have their own formal or informal 
programmes to promote technical cooperation and learning between MICs and other developing 
ountries. 

 

                                                

c
 
 

 
74 http://tcdc.undp.org/news.asp#science 
75 Sharing Innovative Experiences Volume 1 
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4.4 Example 1: China as an emerging donor 
China’s role as an emerging donor is often alluded to in news reports and policy papers, but data on 
the extent of aid provided and its destination is not readily available. However, it is clear that China is 
taking a larger and more public place in aiding other developing countries and has made significant 
donations to several programmes. 
 
Foreign Ministry Spokesperson Qin Gang said ‘China is a developing country and is not rich. China 
still has 29 million people living under the poverty line. But in considerations of 850 million people 
still living under the poverty line in the world, China will gradually offer donations to the UN WFP 
within its ability’76 The last WFP delivery of food aid to China arrived on April 7th 2005. 77 Although 
2005 has seen decreased Chinese donations to the WFP, China is now giving more to the WFP than it 
was as in 2000-2003, when much of this was directed to poor provinces within China. 
 
Figure 8 

Donations to World Food Programme by 
China, 2000-2005
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Data Source: World Food Programme Website, WFP Donors78 
 
China also provided additional food aid as well as financial aid to tsunami-affected countries.79 China 
had pledged $83 million in tsunami aid as of mid-January, slightly more than Sweden and a little less 
than Italy.80 The use of Chinese rapid reaction forces in the search and rescue effort also highlights the 
advantage that China had in providing aid due to proximity to the affected countries. 
 
The World Economic and Social Survey 200581 also highlights the role of China in South-South 
cooperation. China was the first developing country donor to the Voluntary Trust Fund for the 
Promotion of South-South cooperation and has a Technical Cooperation and Development Network, 
with 26 centres of excellence, as well as a South-South Cooperation Demonstration base established 
with support of UNDP Special Unit for Technical Cooperation among Developing Countries. The 
WESS also reports that, at December 2003, China had trained some 7,000 African personnel in a wide 
range of professions in a wide variety of training programmes. 
 
From the tone of newspaper articles on the subject, it is clear that the provision of aid is a matter of 
considerable national pride, as well as a means of increasing China’s international profile. Continuing 
its links with the WFP and other international organisations such as the UNDP as a new donor also 
allows China to access their technical expertise for ongoing in-country poverty reduction, even though 
aid is being withdrawn as China’s income increases. It is also highly likely that Chinese aid, outside of 

                                                 
76 People’s Daily Online, April 8th 2005  
77 People’s Daily Online, April 8th 2005  
78 http://www.wfp.org/appeals/Wfp_donors/index.asp?section=3&sub_section=4 
79 http://www.wfp.org/english/?ModuleID=137&Key=1335 
80 Alertnet, 18 jan 2005,  
81 World Economic and Social Survey 2005 
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donations to the WFP, is tied to the purchase of Chinese goods and services, although figures on this 
are unavailable. 
 

4.5 Example 2: Thailand’s Contributions to MDG8 
The message is clear: the global partnership for development is not just about rich countries helping 
poor countries. It is also about South-South cooperation and middle-income countries sharing their 
rich development experience and lessons learnt with other developing countries. 82 
 
4.5.1 Thai ODA83 
• In fiscal year 2003, Thai ODA was conservatively estimated at $167 million, or 0.13 percent of 

Thailand’s Gross National Income (GNI).84 
• At least 93 percent of Thai ODA goes to LDCs, compared to a 2003 OECD-DAC average of 33 per 

cent.  
• Most projects were focused on technical assistance for infrastructure building in neighbouring 

countries, including tri-party technical cooperation with the Government of Japan providing the 
funding and ASEAN members providing the technical expertise to the recipient countries 

• The remainder of Thai ODA is in the form of technical assistance and training in the areas of 
education, public health, agriculture, transportation, economics, banking, finance, and science and 
technology, as well as contributions to the UN System and the Asian Development Fund of the 
ADB.  

• Thailand also launched initiatives to pool foreign exchange reserves and to invest in regional bond 
markets, aiming to prevent a second Asian financial crisis 

 
4.5.2 South-South Cooperation 
• South-South cooperation, as opposed to simple provision of aid money, is an important element of 

the Thai aid programme. As a long-time recipient of foreign aid, Thailand has accumulated aid 
recipient experiences as well as technical expertise useful in other developing countries.  

• Knowledge-sharing, technology transfer and capacity building initiatives are organised with 
developing countries in Africa and South Asia. For some initiatives costs are shared between 
Thailand and the recipient country. Others are funded wholly or partly by international donors, 
with Thailand providing the technical expertise. Examples are training courses, study visits, 
fellowships and conferences in areas such HIV and AIDS and SMEs, agriculture, education, 
health, social development, industry, and public administration.  

• South-South cooperation is also used on cross-border issues and multi-county concerns, given the 
sub-regional nature of many issues, particularly environment, trafficking of women and children, 
HIV and AIDS, migration, and drugs. 

• MDG8 also pledges to ‘further an open, rule-based, predictable, non-discriminatory trading and 
financial system.’ With the elimination of tariff and non-tariff barriers under the ASEAN Free 
Trade Agreement, Thailand goes some way towards opening trade to LICs.  

• Thailand has been cooperating on HIV and AIDS with Africa and neighbouring Mekong Basin 
countries. Cooperation has included: pilot programmes to address care and treatment issues for 
marginalised migrant or cross-border populations, donations of ARV drugs and other 
commodities such as condoms, workshops sharing Thai experiences with African countries and 
negotiations with trade partners over the provision of generic ARVs.  

• Thailand has also provided a new website to track international assistance to Thailand’s tsunami 
recovery effort.85 Data provided by MICs will help donors to better coordinate aid flows.  

 

                                                 
82 Joana Merlin-Scholtes, UN Resident Coordinator in Thailand 
83 ‘Thailand’s contribution to Millenium Development Goal 8’. Calculations of Thai ODA in this report are based on the latest 
available data from a wide range of Royal Thai Government agencies. Data was not available to check these figures. 
84 This is likely to be an under-estimate, due to lack of data on items such as administrative costs of aid, which are included in 
figures of OECD aid flows. 
85 http://www.undp.org/tsunami/features102805.htm 
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4.5.3 Donor best practice 
• Thailand still has some way to go to achieve MDG 8 indicators and Monterrey targets for the ODA 

programmes of the OECD countries.  
• Infrastructure projects takes up 86 per cent of Thai ODA, with only about 9 per cent benefiting 

social sectors directly, far short of the OECD target of 20 per cent.  
• Most of Thai ODA to LDCs is in the form of soft loans, not grants, whereas the target is for 100 per 

cent to be in the form of grants.  
• Most ODA is still tied to the procurement of Thai goods and services, against DAC guidelines. 
• The UNDP report identifies a need to ensure that development assistance is supportive of MDG-

based national development and poverty reduction strategies and key priorities and needs of the 
partner country, with special attention to ensuring national ownership and sustainability of 
programmes. It was not possible to find sources on the response to Thai ODA in recipient 
countries. However, it is possible that UNDP was reflecting a concern in countries receiving Thai 
aid about extension of strategic influence and lack of focus on development.  

• Thailand also needs to strengthen monitoring and evaluation of ODA. Towards this aim, they will 
need to provide more accurate and detailed data collection.86 

 

4.6 Should MICs provide larger volumes of aid? 
• MICs could be a source of much needed increases in aid flows, and are particularly well placed to 

aid developing countries because of their own experience and expertise in development.  
• Becoming a donor is also beneficial for MICs. It can allow MICs to maintain useful links with 

international organisations, enabling them to access information and technical expertise.  
• ‘Several large countries could already move away from aid entirely but choose instead to maintain 

some links, mostly for insurance and for knowledge-transfer purposes, meanwhile trying to lower 
the political and fiduciary costs of this aid. For example, Thailand’s decision to cease to accept aid, 
but to become a modest sub-regional donor.’87  

• However, there are some concerns surrounding increased donations from MICs.  
• Christiansen and Rogerson quite rightly point out that the system for delivering aid as well as its 

sending patterns, modalities and habits is part of the political and foreign policy strategies of 
western donor governments. This is just as applicable, if not more so, to MIC donors. Much MIC 
aid is extended either with the stated or implicit purpose of extending MIC strategic, economic 
and political power in the recipient country, as well as increasing the MIC’s international profile. 
As new donors starting from a position with low international profile, and as they are more likely 
to be giving to neighbouring countries than HIC donors, MICs may have even more to gain from 
strategic use of aid than traditional donors. Furthermore, MIC donors are less integrated into 
policy frameworks and procedures and less subject to international scrutiny of their aid flows. 

• This could mean that MICs are less focused on poverty reduction and MDGs. 
• They may also compete with other regional powers in allocating aid, thus reducing the 

effectiveness of aid provided.  
• Aid from MICs could be resented or even rejected by the recipient country because of fears about 

the MIC extending strategic influence. On the other hand, many developing countries may prefer 
to receive aid from MICs than from larger traditional donors such as the US, the extension of 
whose strategic influence they may also be wary of. 

• It is possible that concern by MICs to establish a global or regional presence may be eclipsing 
concerns for in-country poverty reduction. India (not a MIC, but still a relevant example) in the 
aftermath of the 2005 tsunami, refused aid from the US, but instead chose to donate aid to other 
countries affected, which one article claims was part of an attempt to ‘outmanoeuvre and contain 
China, which had pledged $ 63 million to the tsunami victims’.88 Some might question whether, 

                                                 
86 ‘Thailand’s contribution to Millenium Development Goal 8’. Calculations of Thai ODA in this report are based on the latest 
available data from a wide range of Royal Thai Government agencies. Data was not available to check these figures. 
87 Rogerson, Hewitt and Waldenburg, 2004 
88 Common Dreams NewsCenter, 2005 
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given the severe problems in many tsunami-devastated regions of India, India was best placed to 
provide this aid. China has a good record of poverty reduction, but is still home to 18 per cent of 
the world’s poor, and has domestic problems including large and growing rural-urban inequality 
and rising unemployment in urban areas. If the MDGs are to be achieved, China will need to aid 
its own marginalised rural population. By providing aid to LICs, China raises its global political 
profile, but the contribution to achieving MDGs may actually be smaller than the contribution that 
could be made were the sums to be directed towards China’s own 260 million poor. 

• Finally, given the inadequacy of information on aid flows from MICs, coordinating aid between 
MICs and other donors is likely to be challenging. If MIC aid remains small in volume, the 
collection of such information may not be seen as worthwhile because of high administration 
costs, so coordination may not improve over time. If information collection and coordination 
cannot be improved, the marginal value of increased aid flows from MICs may be small. 

 

4.7 Coordination and management of aid from MICs 
• Given that many MICs have their own poor and disadvantaged populations, it would not be 

advisable to rely on aid from MICs to make up a funding shortfall in aid to LICs. Aid volumes 
probably will, and should, remain small in relation to flows from HICs. 

• MICs should sign up to and focus on the MDGs in their aid activities. As we saw in the Thai 
example, MIC aid is often focused not on poverty reduction but on facilitating trade or other 
strategic goals. These may not be altogether complimentary aims. 

• MICs should work towards untying aid. However, it is perhaps unreasonable to expect this unless 
HIC donors and international organizations do the same, which will lead them to exploit the 
comparative advantages of MICs by procuring goods and services from them. For example, MICs 
may be excellent sources of cheap technical expertise. 

• MICs should exploit their comparative advantage and provide aid where this encourages the 
transmission of knowledge and technical assistance, or where aid can be provided more cheaply, 
quickly and efficiently by an MIC, such as in certain disaster relief situations.  

• MICs should be brought into frameworks on aid coordination and effectiveness. The Thai 
document indicates that there is some willingness for this to happen. However, it does not in 
general appear to be taking place. Frameworks may need to be modified or made more flexible to 
allow for the particular needs and circumstances of MICs as donors. 

• MICs need to provide up-to-date, accurate and accessible information on their aid flows, as well 
as extend efforts to monitor and evaluate specific programmes. At the moment it is virtually 
impossible to ascertain even the volumes of aid flows from MICs, let alone the direction and use 
to which this aid is being put. If this information is not available, coordination between donors is 
impossible and money may not be put to the most effective use. This will become an increasing 
problem as volumes of MIC aid increase. Provision of information could involve Northern 
organisations gathering information themselves, or facilitating South-South cooperation in 
information gathering, for instance by setting up web-based databases for use by MICs, as well as 
MICs themselves extending efforts to maintain up-to-date, accurate and accessible information 
and to better monitor and evaluate their own aid programmes. 

• The mechanisms suggested above for helping MICs to achieve MDGs as the relative importance to 
them of aid flows decreases and their income increases, could be used to ensure that increased aid 
flows from MICs are not at the expense of in-country poverty reduction. 

 

5 Conclusions 
Aid from and to MICs has been examined. I have looked at whether aid to MICs should continue and 
whether MICs should increase donations to other developing countries. The conclusion is that flows 
in both directions may be useful, and ways in which the effectiveness of such flows could be increased 
have been suggested. 
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Although Sachs is probably correct that the relative size of aid flows to MICs should be reduced in 
favour of the developing countries facing the largest challenges, it would be wrong to suggest that 
MICs should play a smaller role in the development process as their per capita income increases. To 
understand MICs merely as recipients of aid from richer countries, who have somehow grown up or 
graduated and do not need it anymore is a particularly narrow perspective and unlikely to be useful 
in working with MICs in future. Instead it is essential to understand the important global and regional 
role that MICs play, not merely from the perspective of MICs as donors or recipients of aid but as 
powerful actors in their own right, with their own particular needs and aims that need to be 
addressed. 
 
As a final thought, it is important to give some consideration to the question of whether it is helpful to 
focus on the MIC/LIC classification at all. Eyben et al.,89 argue that, if the use of the classification is to 
have groups of countries that are in some sense homogenous or sharing common problems or 
relationships, it could be more useful to think in terms of other possible sub-groupings, such as 
regional or cultural groupings. With the growing popularity of institutions such as the GFATM that 
address cross-cutting issues, the relevance of the distinction may well be fading.  
 
More fundamentally, the usefulness of such a distinction largely reflects a consequentialist moral 
stance on development issues. If our aim is to increase net welfare, net happiness or net achievement 
of MDGs, the income classification of countries might well be instrumentally useful in deciding where 
to target aid. For many, however, this moral view may be unsatisfactory. One of the most startling 
facts I discovered during my reading was that infant death rates are higher for African-American 
children in Washington DC, than for children in Kerala, India.90 Concentrating on aggregate 
achievements completely ignores what most would see as a moral imperative to address this shocking 
injustice. Under a rights-based approach, those whose life opportunities were worsened in such a way 
simply through membership of a certain group would be entitled to aid, not as recipients of charity, 
but as holders of basic human rights. Within such an approach, income status would be almost 
entirely irrelevant to development policy.  

                                                 
89 Eyben et al, 2004 
90 Human Development Report, 2005 
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Appendix 1: DAC list of Aid recipients, as at 1 January 2003 
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Appendix 2: World Bank List of Economies, July 2005, compared 
with DAC list of aid recipients as at 1 January 2003. 
 
Economy Income group in World 

Bank classification 
Income in DAC classification 

Afghanistan Low income LDC 
Bangladesh Low income LDC 
Benin Low income LDC 
Bhutan Low income LDC 
Burkina Faso Low income LDC 
Burundi Low income LDC 
Cambodia Low income LDC 
Cameroon Low income OLIC 
Central African Republic Low income LDC 
Chad Low income LDC 
Comoros Low income LDC 
Congo, Dem. Rep. Low income LDC 
Congo, Rep. Low income LDC 
Côte d'Ivoire Low income OLIC 
Eritrea Low income LDC 
Ethiopia Low income LDC 
Gambia, The Low income LDC 
Ghana Low income OLIC 
Guinea Low income LDC 
Guinea-Bissau Low income LDC 
Haiti Low income LDC 
India Low income OLIC 
Kenya Low income OLIC 
Korea, Dem. Rep. Low income OLIC 
Kyrgyz Republic Low income OLIC 
Lao PDR Low income LDC 
Lesotho Low income LDC 
Liberia Low income LDC 
Madagascar Low income LDC 
Malawi Low income LDC 
Mali Low income LDC 
Mauritania Low income LDC 
Moldova Low income OLIC 
Mongolia Low income OLIC 
Mozambique Low income LDC 
Myanmar Low income LDC 
Nepal Low income LDC 
Nicaragua Low income OLIC 
Niger Low income LDC 
Nigeria Low income OLIC 
Pakistan Low income OLIC 
Papua New Guinea Low income OLIC 
Rwanda Low income LDC 
São Tomé and Principe Low income LDC 
Senegal Low income LDC 
Sierra Leone Low income LDC 
Solomon Islands Low income LDC 
Somalia Low income LDC 
Sudan Low income LDC 
Tajikistan Low income OLIC 
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Tanzania Low income LDC 
Timor-Leste Low income LDC 
Togo Low income LDC 
Uganda Low income LDC 
Uzbekistan Low income OLIC 
Vietnam Low income OLIC 
Yemen, Rep. Low income LDC 
Zambia Low income LDC 
Zimbabwe Low income OLIC 
Albania Lower middle income LMIC 
Algeria Lower middle income LMIC 
Angola Lower middle income LDC 
Armenia Lower middle income OLIC 
Azerbaijan Lower middle income OLIC 
Belarus Lower middle income CEEC/NIS 
Bolivia Lower middle income LMIC 
Bosnia and Herzegovina Lower middle income LMIC 
Brazil Lower middle income UMIC 
Bulgaria Lower middle income CEEC/NIS 
Cape Verde Lower middle income LDC 
China Lower middle income LMIC 
Colombia Lower middle income LMIC 
Cuba Lower middle income LMIC 
Djibouti Lower middle income LDC 
Dominican Republic Lower middle income LMIC 
Ecuador Lower middle income LMIC 
Egypt, Arab Rep. Lower middle income LMIC 
El Salvador Lower middle income LMIC 
Fiji Lower middle income LMIC 
Georgia Lower middle income OLIC 
Guatemala Lower middle income LMIC 
Guyana Lower middle income LMIC 
Honduras Lower middle income LMIC 
Indonesia Lower middle income OLIC 
Iran, Islamic Rep. Lower middle income LMIC 
Iraq Lower middle income LMIC 
Jamaica Lower middle income LMIC 
Jordan Lower middle income LMIC 
Kazakhstan Lower middle income LMIC 
Kiribati Lower middle income LDC 
Macedonia, FYR Lower middle income LMIC 
Maldives Lower middle income LDC 
Marshall Islands Lower middle income LMIC 
Micronesia, Fed. Sts. Lower middle income LMIC 
Morocco Lower middle income LMIC 
Namibia Lower middle income LMIC 
Paraguay Lower middle income LMIC 
Peru Lower middle income LMIC 
Philippines Lower middle income LMIC 
Romania Lower middle income CEEC/NIS 
Samoa Lower middle income LDC 
Serbia and Montenegro Lower middle income LMIC 
Sri Lanka Lower middle income LMIC 
Suriname Lower middle income LMIC 
Swaziland Lower middle income LMIC 
Syrian Arab Republic Lower middle income LMIC 
Thailand Lower middle income LMIC 
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Tonga Lower middle income LMIC 
Tunisia Lower middle income LMIC 
Turkmenistan Lower middle income LMIC 
Ukraine Lower middle income CEEC/NIS 
Vanuatu Lower middle income LDC 
West Bank and Gaza Lower middle income ? 
American Samoa Upper middle income ? 
Antigua and Barbuda Upper middle income UMIC 
Argentina Upper middle income UMIC 
Barbados Upper middle income UMIC 
Belize Upper middle income LMIC 
Botswana Upper middle income UMIC 
Chile Upper middle income UMIC 
Costa Rica Upper middle income UMIC 
Croatia Upper middle income UMIC 
Czech Republic Upper middle income CEEC/NIS 
Dominica Upper middle income UMIC 
Equatorial Guinea Upper middle income LDC 
Estonia Upper middle income CEEC/NIS 
Gabon Upper middle income UMIC 
Grenada Upper middle income UMIC 
Hungary Upper middle income CEEC/NIS 
Latvia Upper middle income CEEC/NIS 
Lebanon Upper middle income UMIC 

Libya Upper middle income More advanced developing 
countries and territories 

Lithuania Upper middle income CEEC/NIS 
Malaysia Upper middle income UMIC 
Mauritius Upper middle income UMIC 
Mayotte Upper middle income UMIC 
Mexico Upper middle income UMIC 
Northern Mariana Islands Upper middle income ? 
Oman Upper middle income UMIC 
Palau Upper middle income UMIC 
Panama Upper middle income UMIC 
Poland Upper middle income CEEC/NIS 
Russian Federation Upper middle income CEEC/NIS 
Seychelles Upper middle income UMIC 
Slovak Republic Upper middle income CEEC/NIS 
South Africa Upper middle income UMIC 
St. Kitts and Nevis Upper middle income UMIC 
St. Lucia Upper middle income UMIC 
St. Vincent and the Grenadines Upper middle income UMIC 
Trinidad and Tobago Upper middle income UMIC 
Turkey Upper middle income UMIC 
Uruguay Upper middle income UMIC 
Venezuela, RB Upper middle income UMIC 
     
World    
     
Low income    
Middle income    
 Lower middle income    
 Upper middle income    
Low & middle income    
 East Asia & Pacific    
 Europe & Central Asia    
 Latin America & Caribbean    
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 Middle East & North Africa    
 South Asia    
 Sub-Saharan Africa    
High income    
 European Monetary Union    
 High income: OECD    
 High income: nonOECD    
Heavily indebted poor countries 
(HIPC)    

Least developed countries: UN 
classification    

 
 

Bibliography 
 
 ‘Achieving the Millennium Development Goals: The Middle Income Countries, A Strategy for DFID: 
2005-2008’, available at www.dfid.gov.uk/pubs/files/achievingmdgmidincome.pdf, date last 
checked: 5th March 2006. 
 
Alesina, Alberto and David Dollar (2000) ‘Who gives foreign aid to whom and why?’ Journal of 
Economic Growth, 5: 33-63. 
 
Anderson, Edward, Tim Conway, Andy McKay, Joy Moncrieffe, Tammie O’Neil, Laure-Helene-Piron 
(2003) ‘Inequality in MICs: Key Conceptual Issues’, Poverty and Public Policy Group. London: ODI. 
 
Burnside, C. and Dollar, D. (2004) ‘Dollar Aid, Policies, and growth: Revisiting the Evidence”, World 
Bank Policy Research Working Paper, WPS 3251, Washington DC: World Bank. 
 
Christiansen, Karin and Andrew Rogerson (2005) “Is the current aid architecture ‘fit for purpose”? 
available at www.odi.org.uk/PPPG/cape/publications/ODI-CFMM_aid_architecture_article.pdf 
 
CNN report (2005), http://www.inquit.com/indonesia-declines-debt-relief, date last checked 3rd 
March 2006. 
 
Cumming-Bruce, Nick (2005), ‘Thailand changes role to become aid donor’, International Herald 
Tribune Asia-Pacific, 13 September, http://www.iht.com/articles/2005/09/13/news/baht.php date 
last checked 4th February 2006 
 
DFID (2005) ‘Alliances Against Poverty, DFID’s Experience in Peru 2000-2005’, London: DFID  
 
Eyben, Rosalind, Stephen Lister et al., (2004) ‘Why and How to Aid ‘Middle Income Countries’, IDS 
Working Paper 231, London: IDS. 
 
Financial Times (2005) report: http://news.ft.com/cms/s/eb1bc15c-658b-11d9-8ff0-
00000e2511c8.html 11 December, date last checked 5th April 2006. 
 
‘Financing Modalities Towards the MDGs’ (2005), Draft Report, Washington DC, IBRD. 
 
Gemmell, N. and M. McGillivray (1998), ‘Aid and tax instability and the government budget 
constraint in developing countries’, Nottingham: Centre for Research in Economic Development  
 
Global Partnership for Development, ‘Thailand’s contribution to Millennium Development Goal 8’, 
Ministry of Foreign Affairs of Thailand, United Nations Team in Thailand, (2005) 
http://www.undg.org/archive_docs/6597-Thailand_MDG_Goal_8_Report.pdf, date last checked 9th 
May 2008. 

International Finance: Aid and Middle-Income Countries 
From Poverty to Power – www.fp2p.org 

33



 

Griffith-Jones, Stephany et al., (2001) ‘Reform of the International Financial Architecture: Views, 
Priorities and concerns of governments and the Private Sector in the Western Hemisphere and Eastern 
Europe’ London: DFID and IDS 
 
World Food Programme (29 June 2005) WFP lauds landmark Chinese aid shipment for Sri Lankan 
tsunami victimshttp://www.wfp.org/english/?ModuleID=137&Key=1335, date last checked 10th 
May 05 2005. 
 
Large Tim (2005) Alertnet, ‘Tsunami puts ‘new’ donors in global aid Spotlight’. 
http://www.alertnet.org/thefacts/reliefresorces/110753474010.htm, date last checked 7th April 2006. 
 
Moore, Mick and Aaron Schneider (2004) Taxation, Governance and Poverty: Where Do the MICs Fit? 
IDS Working Paper 230, London: IDS.  
ODI (2004) ‘Inequality in MICs: Synthesis Paper’, Poverty and Public Policy Group, London: ODI. 
 
Naschold, F. (2002) ‘Why Inequality Matters for Poverty’, Inequality Briefing Paper No. 2, London: 
ODI. 
 
‘Official Development Financing’ in World Economic and Social Survey (2005), UN. 
 
O’Neal, Tammie, Laure-Helene Piron, ‘Rights-based approaches to tackling discrimination and 
horizontal inequality’, in UNDP (2005) Human Development Report 2005 New York: UNDP. 
 
People’s Daily Online, April 8th 2005, 
http://english.people.com.cn/200504/08/eng20050408_180168.html, date last checked 7th April 2006. 
 
Persson, T. and Tabellini, G. (1994), ‘Is China’s inequality harmful for growth’, in American Economic 
Review, 84(3). 
 
Ravallion, Martin (1997) ‘Can High-Inequality Developing Countries Escape Absolute Poverty?’, 
World Bank Working Papers, Washington DC: World Bank. 
 
Ravallion, Martin and Shaohua Chen, (2005) ‘China’s (uneven) progress against poverty’, Journal of 
Development Economics, 38, 275-295. 
 
Rogerson, A., A. Hewitt and D.Waldenburg (2004) ‘The International Aid System 2005-2010: Forces For 
and Against Change, London: ODI. 
 
Sachs, Jeffrey (1998) ‘Reform of IMF voting powers, proposals for reform of the global financial 
architecture’, Meeting on Reform of the Global Financial Architecture, New York, UNDP. 
 
Sachs, Jeffrey (2001) ‘New Approaches to International Donor Assistance’, speech to the International 
Development Research Centre, Ottawa 19 June, www.idrc.ca/en/ev-25642-201-1-DO_TOPIC.htm. 
 
Sachs, Jeffery (2005) ‘A Practical Plan to Achieve the MDGs’, 
http://www.un.org/Pubs/chronicle/2005/issue2/0205p5.htm, date last checked 4th March 2006. 
‘Sharing Innovative Experience: Examples of Successful Initiatives in Science and Technology in the 
South Volume’, Third World Academy of Sciences (TWAS) and Third World Network of Scientific 
Organizations (TWNSO). http://tcdc.undp.org/experiences/vol1/Appropriate%20technology.pdf, 
date last checked: 6th May 2006. 
 
Stiglitz, J.E. (2003) ‘Democratizing the IMF and the WB: governance and accountability,’ in Governance: 
An international Journal of Policy, Administration and Institutions,16(1): 111-39. 
 

International Finance: Aid and Middle-Income Countries 
From Poverty to Power – www.fp2p.org 

34



 

International Finance: Aid and Middle-Income Countries 
From Poverty to Power – www.fp2p.org 

35

UNDP, Thailand Launches New Tsunami Aid Tracking System, 
www.undp.org/tsunami/features102805.htm date, date last checked 7th May 2006. 
 
Tsunami Impact: Loss of Innocence in the Politics of Aid, Jan 5, 2005, Praful Bidwai, 
www.commondreams.org/headlines05/0105-10.htm, Common Dreams News Center. 
 
 

Further Reading 
Development Assistance Committee Database on Annual Aggregates: Destination of Official 
Development Assistance and Official Aid - Disbursements (Table 2a) date last checked 6th May 2006. 
Available from International Development Statistics (IDS) online, at 
www.oecd.org/dac/stats/idsonline. 
 
Creditor Reporting System Dataset 1- CRS/Aid Activities - All Commitments - All details : 1973 - 2004 
(purpose codes revised), date last checked 6th May 2006 available from International Development 
Statistics (IDS) online, at www.oecd.org/dac/stats/idsonline. 
 
World Development Indicators, (2005) data for selected indicators: available at 
http://devdata.worldbank.org/data-query/. 
 
United Nations Development Programme, Special Unit for South-South Cooperation, The South- 
South Trust Fund (SSTF), date last checked 6th May 2006, available at: 
http://tcdc.undp.org/trustfund.asp. 
 
 

 
© Oxfam International June 2008 
 
This paper was written by Nina Fenton in November 2005. It is one of a series 
written to inform the development of the Oxfam International publication From 
Poverty to Power: How Active Citizens and Effective States Can Change the World, 
Oxfam International 2008.  
 
Nina Fenton is a research student at the Department of Economics, University of 
Oxford. 
 
The paper may be used free of charge for the purposes of education and research, 
provided that the source is acknowledged in full. The copyright holder requests that 
all such use be registered with them for impact assessment purposes. For copying 
in other circumstances, or for re-use in other publications, or for translation or 
adaptation, permission must be secured. Email publish@oxfam.org.uk 
 
For further information on the issues raised in this paper, please email 
enquiries@oxfam.org.uk 
 

 


