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Performance-based allocation (PBA) of
foreign aid : still alive?
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Performance-based allocation is a principle for the allocation
of development assistance between countries, governed

by a simple formula for several decades and considered

as accepted wisdom, at least at the multilateral level. An
official of one of the major donors once even said: “the PBA
is a global public good” In this chapter we explain first what
is the meaning of this common principle, now declined

in various formulas, second how it has generated major
misunderstandings, undermining its legitimacy, third why
the exceptions progressively brought to the principle have
limited its impact, and finally which options are opened for
the revision, the replacement, or the extension of the PBA.
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» What is the PBA? A common
principle and various
formulas

Origin and dissemination: a “multilateral” need
for a formula, a common wish to reward “good
guys” through the CPIA

The origin of the PBA can be traced back to the
late 1970s when it was first implemented at the
World Bank, in 1977, for the allocation of the
credits from its concessional window, the Inter-
national Development Association (IDA). For
the geographical allocation of development as-
sistance by a multilateral institution, rather than
to leave it governed by discretionary practices,
it might be seen to be easier to find a consensus
among donor members in the apparent simplic-
ity of a mathematical formula, where roughly
the amount of aid allocated to a country i is

Ai =f (Performance, income per capita, population)

While today’s practice, still relying on a formula,
has become more complex, the core message of
the PBA has remained the same for almost 40
years. The goal of the PBA is to reward countries
that are performing well by allocating a larger
amount of aid, according to a Country Policy
and Institutional Assessment (CPIA) which rep-
resents the alleged quality of their public poli-
¢y, that is, their commitment to development.
Performance is measured from the CPIA and its
components. So, since the beginning the PBA
and a CPIA have been joint products. This vi-
sion of aid allocation quickly became popular
among stakeholders and multilateral institu-
tions, as it was supposed to enable accountabil-
ity to public opinion, rewarding the “good guys”
and providing incentives to the others.

Evolution of the PBA at the World Bank

The real debate about the PBA and its embed-
ded vision of aid effectiveness has come under
scrutiny essentially for the past 15 years with the
release of the 1998 World Bank report Assessing
Aid, reiterating the conclusions of a 1997 work-
ing paper by David Dollar and Craig Burnside

(published in the American Economic Review
in 2000), according to which aid is more effec-
tive in countries with better policies. It thus pro-
vided the first econometric evidence directly
supporting the PBA, and propelled a renewed
interest for the PBA as the right allocation meth-
odology for the concessional windows of the
multilateral development banks (MDBs). Soon
after most of the MDBs, as well as some other
multilateral agencies which had adopted the
PBA, gathered in a kind of PBA club: 1999 for
African Development Bank, 2000 for Caribbean
Development Bank, 2001 for Asian Develop-
ment Bank, 2002 for Inter-American Develop-
ment Bank and 2005 for International Fund for
Agricultural Development.

However, the PBA at the World Bank has
not remained the same for all this time, which
may be seen as a natural consequence of the
shortcomings of such a restrictive formula. First
the design of the formula has changed, either
in the way by which the performance indicator
is built or in the coefficients applied to the vari-
ables of the formula. Performance was initially
(and until 1994) measured by the CPIA," then by
an average of the CPIA and of the quality of the
World Bank portfolio in the country, although
with a minor and fluctuating weight given to
the portfolio assessment (20 percent in 1994, 10
percent in 1995-96, 7 percent in 1997, 20 percent
again from 1998 to 2008, but in a peculiar for-
mulation where governance was taken twice
into account, and finally 8 percent since 2009).
Since 2009 the CPIA was itself broken down in
two parts, the average of its clusters A,B,C, with
a minor weight of 24 percent, and the cluster D,
related to the governance, with a major weight
of 68%, the average of the three components
being called the Country Policy Rating (CPR).?
Second, the coefficients applied to the variables,
that were exponents of multiplicative variables
(except the performance measure) themselves

1. The CPIA is composed of 16 indicators grouped into 4 clusters:-
A) macroeconomic management, B) structural policies, C)
social policies, D) public sector management and institutions
(D refers to the concept of governance).

2. Between 2009 and 1998 a more complicated formula gave a
special weight to the governance factor, as measured by the
cluster D of the CPIA, by multiplying the “performance” (= 0.8
CPIA + 0.2 Portfolio) by this factor (although already included
in the CPIA).



changed over time: while population remained
with the same unity level, the gross national in-
come (GNI) per capita, initially set at -0.25, was
reduced by half at -0.125 from 1997, and the ex-
ponent of the performance factor, set at 1.8 until
1997, was modulated according to the perfor-
mance rating in 1997 (from 0.5 at the lower level
to 1.95 at the higher level), and in 1998-2000
(from 1.75 to 2.0), then put at 2.0 between 2001
and 2008 (with the peculiar formula resulting
in a double counting of governance),? set at 5
from 2009 to 2013, and more recently slightly re-
duced to 4. Except for this recent small change
the general trend is that of an increasing impact
of governance on allocation.

Moreover the PBA appeared to be not flex-
ible enough to deal with some special attributes
of recipient countries. Too small, too big, frag-
ile, conflict-afflicted, or post-conflict countries
to name a few, needed special treatment and
tended to escape the general PBA. This led the
World Bank to add an extended list of excep-
tions and special funds to the PBA to deal with
those particular cases. Those amendments led
to a diluted and highly non-linear version of the
original PBA (see Guillaumont, et al., 2010).

Diversity of PBA among MDBs

While each MDB had to deal with the exceptions,
their answers differed most of the time. Regard-
ing smallness of population, for instance, the
Asian Development Fund (ADF) chose to lower
the exponent of population in the formula,
while IDA, followed by the African Development
Fund (AfDF) decided to increase country base
allocations. Furthermore, as regional banks tend
to focus more on the specificities of their own
countries, their PBA started to diverge from the
original. This is the case for AfDB which adopted
a new formula in ADF13 (2014-2017) where a new
variable was added to capture a need for aid re-
sulting from a lack of basic infrastructures,* or
for Caribbean Development Bank where the for-
mula also includes an assessment of economic
vulnerability, to capture a specific need of assis-

tance. Another innovation brought to this new
ADF was to introduce a new cluster (E) in the as-
sessment of the performance factor to capture
the efforts of the country to improve infrastruc-
ture and promote regional integration.

At the same time the coefficients or expo-
nents given to the variables included in the PBA
formula differ from one institution to another.
The exponents of the performance factor have
increased over time, as has been the case for the
IDA, although they generally stayed at a lower
level than for the IDA. For instance, at the AfDB
this exponent, set at 1.75 or 2.0 (according to the
performance factor) in 1999-2001, was unified at
2.0 between 2002 and 2007, then at 4 between
2008 and 2013, but slightly increased in 2014 (to
balance the impact of the new infrastructure
variable).?

The consequence of these various choices
is that there are as many PBAs as there are MDBs.

» Misunderstandings about
PBA

As MDBs turned more and more towards the
PBA system the civil society and the academic
community started to question its political and
economic foundations. Three main reasons for
improving the present PBA have been identi-
fied, related to performance, effectiveness, and
equity.

Is it really performance based?

Without doubt the success of the PBA has come
from the word “performance”. Everybody wishes
developing countries to perform, and for aid
to support performance. The problem lies in
the ambiguity of the word “performance’, or
more precisely in the fact that the performance
used in the PBA formula is far from the genuine
meaning of performance. Performance normal-
ly refers to results or outcomes obtained (in this
case by a country) in a given initial or external
context. In performance-based allocation, per-
formance refers to a subjective assessment of
the country policy, which is indeed a different

3. See the previous footnote.
4. Called the African Infrastructure Development Index (AIDI)
score.

5. The weight given to the new cluster E (6percent) in the
performance rating was taken from that of the average of
clusters ABC (lowered from 26 percent to 20 percent).
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entity. The CPIA used by the World Bank, and in
particular its fourth cluster, because it is not an
index of development results and it is not as-
sessed with respect to initial or external condi-
tions, is not an index of performance in the real
meaning of the word. Put simply, governance is
not performance.

Does PBA promote effectiveness?

As explained above, the empirical validation of
the theory of aid effectiveness depending on
performance came from the World Bank and
the famous study of Burnside and Dollar (2000)
who argued, using a simple econometric model,
that aid had a positive impact on gross domes-
tic product (GDP) growth only if the quality of
governance and public policies, proxied by the
CPIA, was high enough. However, those results
were proven to be at best fragile and many stud-
ies ended disavowing the work of Burnside and
Dollar.

This controversy did not weaken the use
of the PBA. Rather, it caused a shift in the ratio-
nale behind the PBA. More than a direct factor
of current aid effectiveness, PBA was seen as an
incentive to adopt better policies. It reflected
the feeling that giving more help to those coun-
tries considered as “good guys” will push other
countries to become more virtuous. This was a
significant change compared to the initial Burn-
side and Dollar model where aid effectiveness
was supposed to depend on policy, and policy
not to depend on aid, and it might be seen as an
ideological full circle operated at the IDA. How-
ever, as far as a better policy is good for growth,
an incentive for better policy may become an
indirect factor of growth, regardless of the own-
ership issue.

If it is admitted today that governance is a
weak factor of aid effectiveness, an important
amount of empirical studies fueled by this con-
troversy have shown that other features of the
receiving country are likely to influence aid ef-
fectiveness. Among these features, vulnerability
to exogenous shocks has received increasing at-
tention in the literature, although it is not always
fully understood in policy circles (see a survey
in Guillaumont and Wagner, 2014). Shocks and

vulnerability are negative factors on develop-
ment, whereas good governance is a positive
factor, but both factors are likely to increase aid
effectiveness. A major reason why aid can have
a macroeconomic impact on growth and devel-
opment is its stabilizing impact: aid dampens
the negative impact of exogenous shocks on
growth and development. As a consequence,
taking into account vulnerability in aid alloca-
tion is likely to make it more effective.

Is PBA equitable?

International equity should be a priority con-
cern in aid allocation. There are many views as
to what is equity. Performance-based allocation
is supposed to be equitable because it includes
the level of income per capita as a criterion of
aid allocation, but it is only one of the several
factors that influence the level of opportunities
and capabilities. A now commonly accepted
meaning of equity is related to equal opportuni-
ties. Transposing the opportunity and capability
perspective to the country level in order to de-
termine aid allocation would involve taking into
account the structural obstacles to growth each
country faces. The present PBA formula, be-
cause it refers only to income per capita and to
the quality of policies, fails to take into account
any of the main structural handicaps to devel-
opment, and so in reality fails to be equitable.

Furthermore the fact of considering only
the quality of governance and policy as a cri-
terion for aid allocation (alongside income per
capita) has an unfair consequence. Populations
suffering from bad government and policies are
at the same time penalized by aid allocation, im-
plying a double punishment introduced by aid
donors. Thus, for equity reasons and to promote
more equality of opportunity between nations
and avoid double punishment, even more than
for effectiveness reasons, it seems legitimate to
include indicators of structural handicaps in aid
allocation criteria.

» When the rule becomes the
exception

As mentioned above, the heterogeneous situa-



tions faced by IDA members made the strict im-
plementation of the PBA not feasible and MDBs
quickly had to implement a series of exceptions
and special procedures to adapt the PBA and
make it workable.

Fragile states treated separately

The main difficulty in the implementation of the
PBA came from the special need of assistance to
fragile states. The PBA allocates more aid to bet-
ter performing countries, while fragile states are
poor performers. More precisely the PBA allo-
cates more aid to countries where the CPIA, and
in particular its governance components, are
higher, while the fragile states are most often
identified by low CPIA, and by bad governance.
So the strict application of the PBA would lead
to fragile states being left behind, and margin-
alization of countries with low-quality gover-
nance. Fragile states are countries that have
a big need for external support but where the
quality of governance, because of chaos or civil
conflict or deep state weakness prevents them
from getting it.

To make the PBA consistent with the spe-
cial need of fragile states, MDBs and notably
the IDA had to set up various special funds and
procedures to allow aid to flow into these coun-
tries, which were called by various and chang-
ing names: for instance at the IDA, “low income
countries under stress (LICUS)" fragile states,
post-conflict and re-engaging countries, frag-
ile and conflict affected, and now turnaround
countries. However, while the PBA formula is
transparent, those procedures are not. They in-
volve an arbitrary decision to consider a coun-
try as eligible for fragile state treatment. At the
same time they introduce non-linearity in the
allocation. More importantly they reflect only a
curative approach to state fragility, when a pre-
ventive approach could prevent countries close
to the eligibility threshold falling and experienc-
ing dire internal turmoil. For instance Mali was
not considered as a fragile state until the 201
conflict erupted.

Furthermore, as recently evidenced, gover-
nance indicators are not purely endogenous to
government decisions. They are determined by

exogenous conditions as well (Guillaumont et
al., 2013). An exogenous macroeconomic shock
will ultimately have a negative impact on gov-
ernance. As fragile states suffer from structural
vulnerabilities, they are prone to experience
such shocks lowering their governance even
more. This enhances the need to have a preven-
tive approach to state fragility, by taking struc-
tural vulnerability into account in aid allocation.

Small countries escaping the rule

Another source of discontent with the PBA
comes from the treatment of very large coun-
tries or, at the opposite of the distribution, very
small countries. Since allocation shares in most
MDBs increase proportionally with population,
special treatments have been set up for capping
the allocations to very large countries which
otherwise would have attracted too much re-
sources (for instance Pakistan and India at the
IDA). Alternatively, since small countries tend to
see their allocation share shrink with population
size, leading to very small allocation shares, with
incompressible management costs, most MDBs
have set up a minimum allocation for each
country. Since these minimum allocations have
become quite large compared with the amount
allocated through the PBA, it implies that the
PBA in effect does not apply to those countries.
Even a large variation in their governance does
not lead to a significant change of a country’s
allocation.

With the recent increase of the minimum
base allocation for the IDA and the ADF, and
the growing number of countries benefitting
from special treatment with regard to their state
fragility, it seems that a minority of countries
eligible to either the IDA or the ADF are really
governed by the PBA. (Looking at per capita al-
locations illustrates the complexity for MDBs to
balance the PBA formula and the exceptions;
see Figure).

Parallel allocation through earmarked
funds

Finally, a new trend has recently emerged in
MDBs that may reduce even more the signifi-
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Figure 1: IDA aid llocation per capita as a function of CPR in 2014
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cance of the PBA and threaten the equity and
transparency of allocation procedures in those
institutions. The development and prolifera-
tion of earmarked funds has driven upward the
share of aid managed and disbursed through
them. The procedures used within those funds
to allocate resources are highly heterogeneous
and often undisclosed. Furthermore, prelimi-
nary evidence shows that performance tends
not to be used as a central criterion for alloca-
tion (Wagner, 2014). As the share of concessional
public financing channeled through earmarked
funds rises, the share of aid allocated through
the strict PBA decreases. This trend results in
more discretionary aid allocations by country. It
also reflects some mistrust from bilateral donors
with regard to the general allocation rules they
are supposed to support.

» Options for the future

There has been growing discontent among re-
searchers and policy makers about the PBA for-
mula, as it is presently designed, because of the
various reasons explained above. All are linked

to the need for assistance generated by critical
handicaps to development ignored by the PBA,
essentially structural economic vulnerability
and low level of human capital. The detrimen-
tal consequences of the structural economic
vulnerability of developing countries, notably
of the least developed countries (LDCs), have
been the object of much concern in the inter-
national community without being reflected in
the PBA. In the following, we briefly examine
how to address issues with and consequently
how to improve the PBA formula. The PBA could
be changed to better meet the principles of eg-
uity, effectiveness and transparency that should
be the rule with aid allocation. It would then be-
come more consistent with its original purpose.

An“augmented PBA"?

As emphasized above, the recurrence of exog-
enous shocks weakens policy and institutions.
Econometric results show that governance is
partly determined by structural economic vul-
nerability and to a lesser extent by low human
capital. Moreover, as noted above, the gov-



ernance indicators (in many cases, the World
Bank’s CPIA or its regional counterparts) are
often pro-cyclical. So, adding indicators of eco-
nomic vulnerability and of low human capital
to the usual CPIA can simply be seen as a way
of treating the endogeneity of the CPIA (that is,
purging the CPIA from the impact of the struc-
tural handicaps of economic vulnerability and
low level of human capital). In other words con-
trolling for the structural handicaps makes the
allocation more genuinely “performance based”.
At the same time it would allow a treatment of
fragile states in a progressive and integrated
framework, limiting discretionary allocations to
the exceptional cases of fragility.

Moreover, in order to avoid caps and floors,
it is possible to allow population to impact aid
allocation in a less than proportional fashion,
avoiding problems and threshold effects with
very big or very small countries (for that the ex-
ponent of the population size should be lower
than one, as it is already at the ADF).

Forgetting the acronym?

A simpler, although similar approach, would
be to forget the “performance-based alloca-
tion” PBA acronym to avoid the related misun-
derstandings, but to keep the four criteria of
income per capita, structural economic vulner-
ability, low level of human capital, and quality
of policy as well. Population would be again in-
troduced with a lower than one exponent. Such
a reform of the current PBA would simply aim
at balancing efficiency and equity criteria, in
a transparent manner. It would again allow a
treatment of fragile states in a progressive and
integrated framework.

It is noticeable that this kind of allocation,
relying on four corresponding criteria, has been
used by the European Commission for its new
cycle of development assistance (both for the
European Development Fund and the Devel-
opment Cooperation Instrument), showing its
feasibility.

The reform also fits a recent resolution of
the United Nations General Assembly, which
“Invites development partners to consider least
developed country indicators, gross national

income per capita, the human assets index and
the economic vulnerability index as part of their
criteria for allocating official development assis-
tance” (A/C.2/67/L.51, 3 December 2012).

The principle matters more than the indi-
ces, although the design of the indices may af-
fect theirimpact on allocation (see Guillaumont,
2014). Each (multilateral) donor may choose in-
dices of structural vulnerability, human capital,
or policy, that it considers the most appropriate.

Global PBA: who needs a formula?

The previous recognition of principles for aid al-
location relying on quantitative criteria invites
consideration of which “development partners”
are concerned by the use of a “formula”. As seen
above, the PBA formula emerged to express a
kind of political consensus among those donors
contributing to a multilateral agency. For bilat-
eral assistance, the ex ante expression of the
policy choice does not necessarily need the use
of a formula. However, at the global level, a for-
mula such as the PBA, revised or replaced, may
express an international consensus on the opti-
mal allocation of the total amount of aid among
developing countries, helping to identify aid or-
phans and darlings. It would then be a way to
monitor the new global agenda.

Integrated allocation: which PBA for the
Sustainable Development Goals?

The post-2015 agenda will combine the previ-
ous Millenium Development Goals (MDGs) and
the Sustainable Development Goals (SDGs).
The allocation of concessional resources by
multilateral agencies, as well as bilateral agen-
cies, between countries will then include both
usual development assistance, mainly focused
on poverty reduction, and funds devoted to the
protection of the environment, mainly the ad-
aptation to climate change. For this second kind
of external support, a PBA or another formula is
also conceivable, combining effectiveness and
equity criteria. For equity reasons, such a for-
mula, besides income per capita and an indica-
tor of “performance” or policy would include the
country physical vulnerability to climate change
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among the criteria, as the structural economic
vulnerability should be for development assis-
tance. However, if the resources for develop-
ment assistance and for adaptation were to be
managed in common funds, the structural vul-
nerability to be considered would have to com-
bine the components of the structural econom-
ic vulnerability and of the physical vulnerability
to climate change (see Guillaumont 2013). Once
again a similar principle, inherited from the PBA
or replacing it, may be applied using the indices
that donors feel are the most appropriate.
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