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ABSTRACT

The purpose of this paper is to examine how Regulatory Impact Assessment (RIA) can contribute
to decision-making processes of Official Development Assistance (ODA) loans and grants. The
point of departure for the discussion is the phenomenon that RIA, within a context of ODA, is
applied by International Finance Institutions mainly in the context of Development Policy Loans,
to introduce or strengthen country systems for Regulatory Impact Assessment. However, ODA
grants, and loans, particularly when specific policy or regulatory conditions are attached to them,
significantly impact economic and social conditions within the beneficiary country. This article
examines what role RIA can play in facilitating a coherent decision-making process affecting the
ODA allocation within a context of conditionalities requiring the introduction of new, or changes
to existing, policies and regulations. The discussion considers the nexus between development
aid effectiveness, conditionality and ownership, and RIA. The article argues a justification for
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applying RIA to ODA loans and grants which carry regulatory and policy conditionalities.

Introduction

Regulatory Impact Assessment or Regulatory Impact
Analysis (RIA) is a crucial instrument for improving the
efficiency, effectiveness, transparency and accountabil-
ity of regulatory decision-making. RIA is applied widely
throughout OECD countries, and less frequently in
developing countries (cf. Kirkpatrick et al. 2004; Adelle
et al. 2015). The role of development aid or Official
Development Assistance (ODA) in promoting sustain-
able development in an increasingly globalised world
economy focuses, among other activities, on broad-
based economic growth, supporting business develop-
ment and the expansion of the private sector through an
enabling environment. The realisation of these develop-
ment-focused goals requires significant change to eco-
nomic, social and environmental policies, and regulatory
reform in legislation, guidelines and decrees governing
business activity, but also policies and regulations affect-
ing the broader social and societal impacts of develop-
ment aid across the social and economic fabric of society
(Kirkpatrick 2014). The assessment of potential impacts,
of course, requires tools and systems that promote reg-
ulatory efficiency and effectiveness, in other words, a
supportive enabling environment to achieve develop-
ment outcomes.

The starting point of this paper is that development
aid is frequently subject to certain conditions, to encour-
age recipient activities that align with donor intent, or

interest. Despite considerable interest in condition-
alities (cf. Kilby 2009; Bresslein & Schmaljohann 2013;
Hernandez 2015) and some work on the link between
conditionalities and country ownership of aid, there is
little, if any significant evidence indicating an interre-
lation between ODA conditionalities and RIA. This link
poses a complex area of discourse, requiring an analysis
of the interrelationships between the imposition of con-
ditionalities, ODA, RIA, and understandings of develop-
ment aid effectiveness with specific reference to country
‘ownership’ of aid agendas. To be more precise, donors
and recipients acknowledge that aid effectiveness is
essentially contingent on the political will and capac-
ity of the recipient country’s political decision-makers,
and powerful interest groups’ acceptance of the need
for, and commitment to, development as perceived by
the donor (OECD 2005, 2008). Despite the rhetoric sur-
rounding ownership, International Finance Institutions
(IFIs) and other donors continue to impose political and
economic conditions on ODA recipients, with limited or
no assessment of the impact of these conditions on the
sustainable development of recipient countries.

Thus, the following question remains unanswered:
how can IFls support the realisation of developing
countries’ ownership of ODA-based activities in the
light of imposed policy and regulatory conditionalities?
This paper considers the potential for RIA to contrib-
ute to more effective aid, through an analysis of the
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inter-linkages between aid conditionality, policy and
regulatory reform, and country ownership. This paper
draws on and links contemporary debate on ODA, con-
ditionalities, aid effectiveness and RIA, to provide a case
that RIA needs to be undertaken on ODA allocations that
include conditionalities requiring regulatory changes of
beneficiary countries (Kirkpatrick & Parker 2004).

Methodology

The paper draws on contemporary discourse within
the fields of International Development and Impact
Assessment to make the case for the application of RIA
to ODA loans and grants which carry regulatory and pol-
icy conditionalities. This is necessitated by a complete
lack of application of RIA in this context as identified
through a review of the practices of IFls practices in RIA,
as demonstrated through available institutional litera-
ture. The paper draws on scholarship and studies that
focus specifically on aid, development and conditionali-
ties, firstly providing an overview of RIA, and its relevance
in the context of foreign aid. A review of key debates
in aid effectiveness and tensions inherent in applying
conditions to ODA follows. This sets the scene for anal-
ysis of the shortcomings of existing forms of assessing
the impact of foreign-aid-driven policy and regulatory
changes, and the justification of the application of RIA
in an ODA context.

Impact assessment, RIA and foreign aid

Impact assessment in international development theory
and practice is firmly entrenched, in theory, and increas-
ingly in practice. Mounting pressure to demonstrate
the impact of ODA, positive and negative, intended
and unintended, is driven by issues of transparency
and accountability in spending of public funds, and
competing claims about the effectiveness or efficiency
of aid and development programming. There is huge
diversity in impact assessment within foreign aid, from
the well-established Social Impact Assessment, Policy
Impact Assessment, environmental impact assessment,
through Impact Evaluation, Poverty and Social Impact
Analysis, Health Impact Assessment, and many more. We
focus specifically in this paper on RIA, as a relative new-
comer to the field, and an area of rather limited discourse
in relation to poverty alleviation and development.
Regulation may be defined as ‘Any rule endorsed by
government where there is an expectation of compli-
ance’ (Australian Government 2014). Regulation is not
the only policy option. The focus on RIA is quite delib-
erate given the centrality of economic theory and ide-
ology underpinning ODA, and the associated focus on
governance and regulatory reform that have been cen-
tral to foreign aid allocations over the past half-century.
We focus at the regulatory level, given the fundamental
changes in regulatory reform agenda over the past few

decades. Focus on deregulation through the 1980s and
1990s, moved to ideas on reregulation and regulatory
quality management. The contemporary focus is ‘better
requlation’ (European Commission 2015) in response
to failures associated with deregulation. Regulatory
quality’ captures perceptions of the ability of the gov-
ernment to formulate and implement sound policies
and regulations that permit and promote private sec-
tor development’ (World Bank 2015). However, regula-
tory quality is undeniably a somewhat problematic and
complex concept as various stakeholders will perceive
quality differently (Radaelli 2003). Of course, as noted
above, given the breadth of engagement with impact
assessment in development, assessing the impactin the
requlatory space can encompass a much wider remit
than just RIA. The link between policy and regulation is
such that most levels of policy assessment must engage
with regulation. Integrated Impact Assessment in the
European Union introduced in 2003 provides a platform
for evidence-based policy-making, and includes assess-
ing impact of policy and regulatory reform from eco-
nomic, social and environmental perspectives (cf. Torriti
& Lofstedt 2012). Other emerging initiatives that engage
with the impact of regulatory change include Strategic
Environmental Assessment (cf. Tetlow & Hanusch 2012),
Sustainability Appraisal or Territorial Impact Assessment
(cf. Fischer et al. 2015). This also provides clear evidence
of a shift in impact assessment to multilevel engage-
ment and the increased need for assessment of com-
plex multidimensional impacts, across a range of scales
(cf., Nieminen & Hyytinen 2015). Acknowledging that
each of these brings new and innovative thinking and
approaches to understanding potential impacts of policy
and regulatory reform, we retain a focus on RIA, given the
regulatory nature of much aid conditionality.
Regulatory Impact Assessment is defined by (OECD
2016, para. 1) as
... a systemic approach to critically assessing the posi-
tive and negative effects of proposed and existing reg-
ulations and non-regulatory alternatives. As employed
in OECD countries it encompasses a range of meth-
ods. It is an important element of an evidence-based
approach to policy making.
In essence, conceptually RIA is a consistent analytical
method or systemised process or tool to assess the
potential or actual impact of policy (Adelle et al. 2015).
RIA contributes to better regulatory decision-making
either in design (ex ante) or evaluation of existing pol-
icy and regulatory effects (ex post) on a country’s social,
economic and political conditions. Kirkpatrick and Parker
(2004) notes that RIA should encompass the objectives
of a proposed regulation, potential risks, options for
delivery, costs and benefits to different stakeholders
(including government and nongovernmental bodies,
as well as presumably the private sector), as well as the
likely economic, social, environmental and distributional
consequences. RIA is firmly embedded in nearly all OECD



countries, having grown in both geographical coverage
and scope since its emergence in the late 1970s and early
1980s.

The increased interest in and implementation
of RIA in the OCED foreshadowed the increased
support of RIA in developing countries. The UK
Department for International Development (DFID)
was an early supporter, and the OECD and World
Bank are strong advocates of beneficiary country
adoption of RIA (Adelle et al. 2015). The current
positioning of RIA in foreign aid is primarily related
to the growing programme support for the purpose
of, for example, institutionalising RIA at legislature
and national government level within beneficiary
government instrumentalities such as ministries and
regulatory authorities (Staronova 2010; Adelle et al.
2015). Often the introduction of RIA within an ODA
context will (i) support the government in developing
human resources required for implementing RIA in
government departments; (ii) aid the government with
theimplementation of ‘best practice’RIA; and (iii) foster
a demand for quality regulation through cooperation
with business interests and the public, often focusing
on promoting an expanded and diversified private
sector. Although it is clear that the promotion of RIA
processes within developing countries can be a strong
promoter of better decision-making - and there are
clear examples of country ownership via impact
assessment programmes,’ the focus of this paper is
the assessment of ODA conditionality-based impacts.

A review of project documents across the Asian
Development Bank (ADB), and World Bank and other
IFls, like many other donors and development agencies,
focuses on the internal processes of individual countries
in adopting RIA, and not on RIA as it may be used within
a framework of ODA loan or grants. There is little evi-
dence that donors, including IFls, have subjected ODA-
related project-based regulatory conditionality, which
is imposed on recipient governments, to processes of
RIA. In other words, conditionality requiring political,
economic and social policy or regulatory changes within
the ODA arena is often imposed without an ex-ante RIA.
Thus, there is no apparent link between RIA and grant/
loan conditionality. There are several processes poten-
tially in this space. The first is utilisation of RIA to consider
conditionalities as an option in ODA, the second is a pro-
cess of RIA of regulatory conditionalities, and options
within this sphere are contrasted. This brings to the fore
a number of broad questions.

Firstly, if RIA is being used for the purpose of strength-
ening a recipient government in terms of effectiveness,
efficiency, transparency and accountability of its policies
and regulations, especially in relation to the above-sug-
gested purposes, why should the same not apply to
every ODA loan or grant? In other words, is there a valid
argument to impose RIA on reviewing every loan or grant
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conditionality which requires changes to existing or the
formulation of new policies and regulations?

Secondly, there is a question of efficiency and effec-
tiveness of RIA for ODA loans and grants to be consid-
ered. As far as efficiency is concerned it could be argued
that the outlay for RIA must be kept within a reasonable
proportion of the loan or the grant itself. Concerning
effectiveness, the implication may well be how far, if at
all, the conditionality and subsequent changes to exist-
ing and introduction of new legislation or regulationsin
response to ODA will or may affect the society or specific
sections of society? This includes effects on individuals,
socio-economic strata groups, minorities and disadvan-
taged, the aged, public and private enterprise, employ-
ment in the labour market, education and training and
the environment, to name but a few.

Irrespective of whether we look at RIA from the effi-
ciency or the effectiveness standpoint, it could be said
that the underlying rationale for undertaking ex-ante
and ex-post RIA is that revised and new policies and
regulations emerging from ODA loan or grant need to
be assessed on a case-by-case basis. The aim should be
to ascertain to which extent such policies or regulations
may contribute to the recipient country’s strategic social,
political and economic goals. To be sure, and as we noted
previously, changes to existing and introduction of new
policies and regulations may produce‘positive’ (e.g. eco-
nomic growth and social welfare) as well as ‘negative’
outcomes, e.g. leading to substantial undesirable social
and economic effects and costs (cf. Stiglitz 2000).

Adelle et al. (2015) note that RIA has the potential to at
least minimise damage from bad policy, but that it can‘also
empower developing countries to assess and develop their
own policies, rather than accept ‘precooked’ policies from
elsewhere’ (p. 233). If there was a functioning RIA system
in place in a beneficiary country then as the recipient of
ODA funding and impacts, ideally RIA would be conducted
by the recipient. This assumes that a recipient country has
a level of choice in terms of ODA funding sources and
approaches. The form and function of RIA is thus driven
by the complexities of a foreign aid context, where issues
of impact, accountability and transparency of aid spend-
ing is complicated by a number of dilemmas and tensions
inherent in ODA. The following section unpacks the com-
plex relationship between donors, IFls and aid recipient
countries to frame the debate.

Aid effectiveness, conditionality and
ownership in development aid

Foreign aid or more specifically Official Development
Assistance is delineated as the most conventional deter-
minant of aid movements to developing countries. The
OECD (2015, n.p.) defines ODA as:

. flows to developing countries and multilateral
institutions provided by official agencies, including state
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and local governments, or by their executive agencies,

each transaction of which meets the following test:

(@) it is administered with the promotion of the

economic development and welfare of developing

countries as its main objective, and (b) it is concessional

in character and contains a grant element of at least

25%. (calculated at a rate of discount of 10%)
Internationally agreed action towards making aid more
effective has evolved from the late 1990s in recognition
of significant barriers to aid architecture and implemen-
tation (OECD 2012). Fundamental principles for effective
aid were, therefore, first agreed in an international meet-
ing convened by the OECD in Paris in 2005, being country
ownership, alignment, harmonisation, results and mutual
accountability (OECD 2005, 2008). There were significant
changes, in theory at least, from basic principles of coor-
dination in the 2005 Declaration on Aid Effectiveness
(OECD 2005, 2008), to a much higher level focus on coop-
eration and partnership in the Accra Agenda for Action
(OECD 2008; Hayman 2009). Subsequently, the Busan
High Level Forum (OECD 2012). proposed the following
four core principles for achieving common development
goals, namely, ownership of development priorities by
developing countries, a focus on results, inclusive devel-
opment partnerships, and transparency and accountabil-
ity (OECD 2014). The aid effectiveness agenda permeates,
and should underpin, development theory and practice
(Booth 2008; OECD 2012).

The core principle of ownership is highlighted in
this paper, given the central focus on partner country
ownership of development, although this does interact
with each of the other priorities obviously. However, as
many authors note (cf. Hayman 2009; Sjostedt 2013), the
implementation of partner country ownership, harmo-
nisation with other donors, and more precise alignment
with partner country priorities is highly problematic with
tensions inherent in results-based management requir-
ing stricter prioritisations of donors. A critical aspect
of ownership identified by Hayman (2009, p. 583) is
‘a country taking responsibility for the development,
management and implementation of policies for pov-
erty reduction’ There have been mixed outcomes in
implementing the effectiveness agenda shown by the
Global Partnership for Development (OECD 2014) review
of progress, with some gains in inclusiveness and trans-
parency. However, country ownership is relegated to
investments in strengthening country systems, with it
noted as being‘too early to say whether enhanced com-
mitment to ownership is translating into increased use of
developing countries’ own results frameworks to guide
development co-operation on the whole’ (OECD 2014,
p. 16). Even if a results framework were widely enough
defined to encompass impact, rather than outcomes, the
disconnect between a commitment to ownership, and
a lack of country-owned results frameworks leaves little
room for complacency about the impact of regulatory
reform, and conditionalities.

The realpolitik of ODA ownership is subject to an
interplay of various interests and a variety of factors,
but in essence, these should be perceived as recipi-
ent country-specific, including recipient government
commitment to development aims and objectives, aid
dependency and regulatory and policy manoeuvring
space, to name but a few. This includes not only the
domestic stakeholders but also donors. However, years
after the Paris Declaration there is little evidence a level
playing field between donors and recipients has been
established (cf. Wathne & Hedger 2009). Bilateral aid
is subject to donor’s political and economic interests.
However, multilateral institutions are less encumbered
with these direct pressures, and may well be in a better
position to address conditionality more critically. We will
address the nexus between conditions attached to aid,
and control subsequently in our discussion.

Focusing on aid conditionality it is important to note
that conditions attached to aid have been usual practice
in ODA for decades. Cabello identifies conditionality as a

... set of mechanisms in the development policy lend-

ing that the IFls use to impose policies, such as mar-

ket-opening, deregulation or privatization, on poor

countries. (Cabello et al. 2008, p. 7)

The 1980s debt crisis paved the way for far greater
intervention from the IFls in recipient country decision-
making. Early conditionalities were primarily economic,
for example, budget deficits, privatisation and trade
liberalisation and driven by the World Bank and IMF
(OECD 2009). In this context, the OECD (2009) notes
that mission creep in the 1990s led to situations such
as that of Korea, where ‘the IMF was actually ordering
the Korean government to give independence to the
country’s central bank and even told private Korean
companies how much debt they could take on’(p. 29).

A key turning point in regard to conditionalities
emerged from the ‘new aid agenda’ (OECD 2009; p. 31)
and strongly influenced by an oft-cited and widely cri-
tiqued World Bank analysis (cf. Collier & Dollar 1999),
which identified a supportive policy environment and
sound institutions as essential for more effective aid,
through economic growth and poverty reduction.
Killick (2004) noted the ‘knowledge-practice’ gap in
conditionality, with a disconnect particularly in the
2000s between World Bank’s acknowledgement of
the limited impact of conditionality, and a continuing
heavy reliance on it. Despite decades of critique, condi-
tionalities are still firmly embedded in development aid.
Furthermore, conditionality has been under the spot-
light, in particular since the widely debated failures of
the IMF and World Bank structural adjustment lending
(Hermes & Lensink 2001) in the 1980s and 1990s. There
are of course varied notions regarding conditionality.
For example, Kovach and Fourmy (2006) argued that
aid should be conditional on being spent transparently,
and on reducing poverty, nothing more. The OECD



(2009, p. 31) notes the centrality of broadened and
expanded conditionality in the new aid agenda, with
governance and institutional issues framing economic
and political benchmarks. Despite ‘ownership’ rhetoric
in the new aid agenda, the OECD (2009) notes the much
broader scope of conditionality and potentially, there-
fore, a much wider impact, due to the breadth of policy
conditionality, such as privatisation or liberalisation of
an entire sector rather than just a programme or pro-
ject, may be achieved.

There is widespread debate in the literature around
changes to ODA conditionality generated by IFls, which
shows the outcomes to be at best inconclusive and at
worst instrumentally, and, sociopolitically and socio-
economically flowed. Foreign aid sceptics claim that
conditionality attached to ODA loan is generally intrusive
and encroaches on national sovereignty, and thus
destabilises recipient countries’ domestic democratic
process and from this vantage point ODA is ineffective in
terms of achieving the anticipated outcomes (cf. Stiglitz
2002; Drazen 2002; Easterly 2006; and for a contrary view
see Sachs 2005).

This inconclusiveness is not surprising for the con-
ditions under which aid is both given and received are
many. There is significant diversity between not only
major IFls, such as between the IMF and the World Bank
(cf. Bull et al. 2006) but also between IFls and bilateral
aid agencies and NGOs. For example, the IMF identifies
the need for conditionality within its lending to ensure
that economic policies are adjusted by the lending gov-
ernment to ‘overcome the problems that led it to seek
financial aid...' (IMF 2016, para. 1). In contrast, the World
Bank (2005) in its ‘Review of World Bank Conditionality’
document defines conditionality as

... the set of conditions that, in line with the Bank’s

Operational Policy (OP) 8.60, para. 13, must be satisfied

for the Bank to make disbursements in a development

policy operation. These conditions are (a) maintenance

of an adequate macroeconomic policy framework,

(b) implementation of the overall program in a man-

ner satisfactory to the Bank, and (c) implementation

of the policy and institutional actions that are deemed

critical for the implementation and expected results

of the supported program. Only these conditions are

included in the Bank’s loan agreements. (p. 4)

However, in contrast with the WB, other IFls such as the
IMF use a narrow instrumental definition for conditional-
ity, namely the specific conditions attributed to the dis-
bursement of policy-based lending or budget support
(Koeberle et al. 2005; IMF 2016). The difference between
the WB and IMF is that that the former perceives condi-
tionality as delineated in the loan agreement, whereas
the latter also includes programmes and benchmarks,
which are not legally binding (Bull et al. 2006).

The notions of conditionality as adhered to by the
World Bank and the IMF respectively, bring to the fore
again the question of ownership. As we can see from the
above, the concept of‘ownership’ within a context of ODA
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and conditionalities is difficult to delineate, for different
stakeholders perceive it from differing vantage points. For
IFls, as donors, ownership may mean the acceptance by
recipient governments of certain conditionalities which
are attached to loans or grants as their own, and bring
about appropriate regulatory changes within or through
their regulatory system (Drazen 2002). For ODA recipient
countries, ownership underscores their exclusive and
sovereign regulatory leadership and political power to
capture their country’s political, economic, social and cul-
tural interests and response to ODA conditionality. So as
Drazen (2002) notes, conditionality is both incompatible
with either complete ownership, or no ownership.

The link between country ownership and aid depend-
ency also does raise significant questions about the
power relationships inherent in the donor/beneficiary
relationship, with an unequivocal trade-off between aid
and ownership (Furtado & Smith 2009). In an analysis of
‘ownership’ of aid in Mozambique, which is widely con-
sidered a development success, there was an apparent
discrepancy between donor and government power
(de Renzio & Hanlon 2007). Killick et al. (2005) note that
‘boldness by (recipient) government’ (p. 50) can reduce
these asymmetries somewhat, but this is a small step
towards country ownership in the frequent case of
aid-dependent nations. The donor-recipient power
juxtaposition may in different modes confront recipient
government ownership of the conditionalities imposed
by donor agencies, with potentially adverse impacts on
outcomes of development projects or programmes. (cf.
Eyben 2010).

Politics, economics and conditionality: from
Washington Consensus to Post-Washington
Consensus

No discussion of conditionality of ODA loans or grants
would be complete without a closer exploration of a
wide scale transition to market-led economic develop-
ment, and the role of the state which underpins con-
ditionalities. Development policy has changed radically
from a state-led approach in the 1950s and 1960s. The
1970s saw the emergence of a focus on human needs
within a broader social agenda, and the evolution of the
open market in the 1980s and 1990s. A focus on insti-
tutions grew out of the failures of the free market, and
the current debates hinge around an increasing role of
the state, but within parameters of market-led devel-
opment. Conditionalities have changed and evolved in
line with donors’ or IFIs’ interests (Radelet 2006). Within
development literature the ongoing controversies about
aid effectiveness, the so-called Washington Consensus
and Post-Washington Consensus are bandied around as
a core component of the ‘new aid agenda’ referred to
previously, and are touted as either the roadmap to a
prosperous future, or as the source of all evil (cf. Stiglitz
2008). However briefly, the Washington Consensus is



6 V. JAKUPEC AND M. KELLY

used to denote broadly a free market economic philos-
ophy and politics, including free trade, floating exchange
rates, free markets and macroeconomic stability, dereg-
ulation, financialisation, and privatisation, which is still
supported in one form or another by IFls such as the
World Bank, IMF, the European Bank for Reconstruction
and Development, the ADB and others. In essence, it is
neoliberal ideology? based on the writings of economists
from the Austrian School such as Hayek (1979), and the
Chicago School such as Friedman (1980). The condition-
alities imposed under this model are of course directly
related to the underpinning philosophy of free market
and minimal state.

Significant critique of this neoliberal agenda within
the ODA arena, especially as a cornerstone for condi-
tionality, and implemented in developing countries
by various IFls in diverse forms, highlighted undesired,
ineffective and inefficient results for the developing
countries generally and specifically for the poor and the
socio-economically disadvantaged in many ODA recipi-
ent countries (Easterly 2001; Stiglitz 2002; Rodrik 2006).

In response to the emerging critiques and challenges
the World Bank and other IFls as the dominant propo-
nents of the Washington Consensus and its neoliberal
ideology, moved towards an increasingly complex and
sociopolitically reformist Post-Washington Consensus?
(Rodrik 2006). This Post-Washington Consensus has
refocused the debate on a more statist approach, thus
bringing to the fore sociopolitically justifiable devel-
opment strategies of the Left. Social democracy and
justice, socio-economic and sociopolitical equity and
participation, the developmental state, market-oriented
social economy, ordoliberalism, and other hallmarks of a
socially responsible state have gained credence in ODA
conditionality - at least at the academic level of the
development aid discourse (Engel 2006; Krogstad 2007;
Stiglitz 2008; Lesay 2012).

Conditionalities imposed on aid have been an area of
significant controversy; however; they remain in place
primarily because donor funding comes with a philo-
sophical requirement to justify the spending of pub-
lic money on foreign aid programmes, and therefore
must change conditions that have prevented economic
growth and development. In broad terms Radelet (2006)
identifies the changing nature of conditionalities in rela-
tion to the above evolution of political and economic
thinking. The 1980s saw conditionalities on macroeco-
nomic issues, trade reform and privatisation, governance,
corruption and institution building emerged as core
areas for conditionalities in the 1990s and in the current
Washington Consensus/Post-Washington Consensus era
there is debate around the role of conditions regarding
democratic reform (Radelet 2006). Unfortunately as
Radelet (2006) points out there are three key problems
with conditionalities, firstly it is not clear what policy
prescriptions will promote sustainable development.

Secondly, critiques of the imposition of too much con-
ditionality in ODA, are mirrored by critiques of too little,
and finally, conditionality does not seem to work, as gov-
ernments don't tend to implement reforms unless they
are in the interests of the country, and the World Bank in
particular is frequently noted as rarely withdrawing aid
in the absence of conditionalities not being met.

Jacobs (2004) highlighted institutional challenges
to support market-led growth, including promotion
of good governance and reduction of regulatory risk.
Regulatory reform is essential to achieving the ongoing
shifts in state and market institutions. However, reform
to the policy, institutional, procedural and instrumental
legal instruments that provide the context for market-led
economic growth and development require oversight,
and a clear assessment of the impact, positive and
negative, intended and unintended, and this needs to
be broader than just an analysis of the impact on eco-
nomic growth, as sustainable development has a much
wider remit, for social, environmental, cultural as well
as economic outcomes and impacts. When the regula-
tory reform is driven by conditions imposed by external
forces, such as IFls, there is an even greater need to assess
impact on a case by case basis.

Linking foreign aid, conditionality, ownership
and RIA

The starting point of the ‘linking ODA, ownership and
RIA' discussion is to locate ODA conditionality within a
context of RIA. And here we may find a problem of devel-
opment assistance, namely the efficacy of the imposition
of regulatory requirements through loan agreements
are, as we noted previously, hotly contested. However,
in the absence of the formulation and implementation of
regulatory conditionality, sustainable development may
be unlikely to be achieved. Thus, the question is not for or
against regulatory conditionality per se, but the type of
and processes of formulating regulatory conditionality.
To clarify, conditionalities, which are seen politically as
advantageous from a donor’s point of view, may not be
considered in the same light by the recipient country and
its population’s vantage point. This is especially the case
when conditionality may not be an effective policy or
regulatory tool for achieving sustainable development.
Loan conditionality can only be effective if there is the
recipient government’s political will and commitment
to social, economic and political reforms (Drazen 2002).

There are of course compelling arguments for IFls
to attach specific conditionalities to ODA grants and
loans. The imposition of conditionality is partly due to
the principal-agent problem in international devel-
opment (the indirect and distant link between the
(potentially long chain of) principal (donor) and agent
(beneficiary).* However, there is evidence to show that
the current regime of conditionality is to a large extent



counterproductive and ineffectual. If this stands to rea-
son, then those IFls, which insist on policy condition-
alities, may find themselves sidelined by developing
countries turning to other funding sources. Examples
are the China-led Asian Infrastructure Investment Bank
(Jakupec & Kelly 2015) and the New Development Bank
(formerly known as BRICS Bank) (Schablitzki 2014; Biwas
2015) which have fewer policy conditionalities attached
to their respective development aid. The former is in
direct regional competition with the ADB and potentially
the World Bank in the region, and the latter will undoubt-
edly compete globally with the World Bank.

This brings to the fore the question if lessening of con-
ditionality on ODA loans would entail recipient coun-
tries avoiding scrutiny of policies leading to economic
and political advancement within a social and cultural
context? The general answer may be in the affirmative.
However, an ex-ante RIA would potentially show such
weaknesses. Thus, in essence, there is not a sustaina-
ble argument against conditionality itself, but there is
an argument to make conditionality less doctrinarian
and more country-specific, and to use ex-ante RIA more
rigorously for ODA decision-making. That is, regulatory
reforms on the basis of conditionality need to be under-
stood as leading to changes that enhance the quality of
regulations in a context of providing authentic opportu-
nities to promote economic activities and social welfare.
But this is exactly what any IFI would claim in a relation of
imposed loan/grant conditionality. This may be true, but
only from a neoliberal economic and political ideology
agenda - an ideology which may or may not suit the
political, social, economic and cultural conditions of the
recipient country.

Despite the changes in conditionality from a
Washington Consensus orthodox neoliberalism to a Post-
Washington Consensus social neoliberalism or ordoliber-
alism framework, conditionalities at policy level have to
a large extent failed (Morrissey 2004; Emmanuel 2010).
Thus, it is not surprising that ownership concepts have
been introduced as part of a broader aid effectiveness
agenda (OECD 2005, 2008). The introduction of these two
new concepts isimportant, for they provide ODA donors
and recipient countries with a mechanism to effectively
reduce poverty. To elucidate, ownership, if appropriately
applied, so the argument goes, provides opportunities
for recipient governments to select their own develop-
ment policies and legitimately claim ownership.

However, the problem with current neoliberal IFls
policy conditionality is that it counteracts not only the
notion of ownership but also the basis of ODA effective-
ness and efficiencies (cf. Schablitzki 2014; Biwas 2015).
Furthermore, a significant number of ODA researchers
and practitioners are in agreement that conditionalities,
which have the aim of cajoling (or forcing) recipient gov-
ernments into specific policy and economic reforms, were
less than successful (Fine et al. 2001; Kuczynski et al. 2003;
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Morrissey 2004). There are a number of well-defined rea-
sons for the lack of success. Conditionalities undermine
the concept of ownership and thus local accountability
structures, especially when donors suppose that condi-
tions can enable recipient governments to push through
urgently needed economic and political reforms, without
a broader support from its populaces. Thus, there is a
danger that recipient governments become responsible
to the donors, rather than to its citizens.

Thus, redefining ownership would cast conditionality
in a new key. That is, IFls may need to redefine the own-
ership concept by appropriately addressing their think-
ing, and establish a level playing field between donors
and recipients. Alternatively, the whole project called
aid effectiveness will remain less effective than may be
required. Therefore, in order to present conditionality
in a new key, there is a need to subject conditionalities
themselves to RIA, unpacking pivotal notions in terms of
ownership at theoretical as well as practical levels.

In our analyses focusing on RIA rationale and
justification, we encountered, as indicated previously,
a number of problems: (i) there is an absence of RIA
theoretical discourse in academic as well professional
literature; (i) the regulatory theories underpinning ODA
are at best opaque or at worst curiously absent from the
IFI's justifications for conditionalities; (iii) the relationship
between donors and recipients has not been readily
defined in the ODA literature, i.e. the principal (donor)-
agent (recipient) relationship has not been sufficiently
addressed (cf. Killick 1997; Murshed 2009).

Through the preceding discussion, a number of
factors have been established. Firstly, although IFls
encourage and support ODA recipient governments to
implement RIA under the ‘good governance’ agenda,
there is little evidence presented in the IFl's reports
and relevant literature that the same principles apply
to assessing the imposition of conditionalities which
require policy or regulatory changes (cf. Kirkpatrick &
Parker 2007). Secondly, the impact of existing condition-
alities within the ODA arena are contested at best, and
ineffective and not necessarily readily acceptable and
implemented by the recipient governments, due to the
fact that the social, political and economic conditions are
not easily aligned with the donor ideologies (cf. Maxwell
2005; Stiglitz 2008). Thirdly, the concept of ‘ownership’is
avexed issue. On the one hand, there is much support for
the transfer of‘ownership’to the recipient country and at
the same time, there is much evidence that donors are
not willing to give up their power to dictate regulatory
conditionalities (cf. OECD 2008).

Research findings suggest that project effectiveness
is not entirely dependent on either the quality of con-
ditionalities or the quality of the recipient country’s
project relevant policies and regulations. Thus, the
question is what counts as an appropriate regulatory
or policy conditionality? The answer will depend on the
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vantage point. Due to an absence of ODA-related RIA
theoretical discourse offered by the IFls and scholarly
literature, we turn to theories underpinning general RIA
theories (cf. Radaelli & De Francesco 2007). Even a cursory
review of the literature shows that the prevailing theo-
ries are public choice theory and principal-agent theory,
respectively (Hanisch 2008). Concerning the latter in a
context of IFls, there is an assumption that IFls represent
epiphenomenal member states’ interests. At the same
time, there are assumptions that RIA is an extension of
economic evaluations and is achievable through ad hoc
econometric evaluations, rather than relying on theoret-
ical discourse about how and why conditionalities are
imposed by strongly developed states on weak devel-
oping countries and their governments. This militates
against a deeper analysis of conditionalities and changes
to existing and/or development of new regulations or
policies.

Our contention is that theoretical discourse regarding
conditionalities and regulatory changes differ in terms of
the extent of the causal nexuses between theoretical sup-
positions and the rationality for acceptance and imple-
mentation of RIA. If one focuses on orthodox neoliberal,
or social neoliberal economics, it is evident that both
economic orientations are heavily relying on rational
choice and public choice theories, respectively (Radaelli
& De Francesco 2007). Setting aside the strengths and
limitations of rational choice and public choice the-
ories, the core issue is that neither theory addresses
societal issues as espoused in structural theories, espe-
cially systems theory which brings to the fore the social
dimension subsuming the political dimensions and the
economic circumstances within a social context exists.
At the same time the orthodox neoliberal, or social neo-
liberal economic paradigms fail to take into considera-
tion the political communicative action (Habermas 1987;
Luhmann 1998, 2000), within which conditionalities are
proposed to be implemented. Without RIA, the nexus
between Structural theories such as system theory and
bureaucratic procedures to implement conditionalities
is akin to a‘black box’ (Bourguignon & Sundberg 2007).
An important fact remains, namely theorists within IFls
have mostly tried to explain and justify conditionalities
on a basis of predetermined economic theories, and thus
little attention has been given at theoretical level to the
need to expose the conditionalities to RIA, beyond the
actor-oriented theories such as the public choice and
rational choice theoretical paradigms.

Setting aside the debate on advantages and disad-
vantages of neoliberal and other politico-economic
models, key issues are quality of conditionality from a
vantage point of enhancing cost-effectiveness of the
ODA programme or project outcome, the legal quality
of regulatory changes required under conditionality and
the effectiveness of administrative formalities required to
bring about regulatory changes. The notion of regulatory

effectiveness can be seen as a quality issue, and may
cover processes such as the way regulations based on
conditionality are developed and enforced including
principles of consultation, transparency and accounta-
bility. This can be achieved through a rigorous ex-ante
RIA. Undertaking RIA with a focus on regulatory quality
needs to include outcomes, namely providing policy
decision-makers with regulations and policy alternatives
showing their respective strengths and weaknesses, and
political, social and economic advantages and disadvan-
tages, cost/benefit analyses coherence of proposed reg-
ulatory changes to the country’s full relevant policies and
regulatory regime, and clarity so that new or changed
regulations are easy to understand and to implement.

Being at risk of oversimplification, we suggest that
ODA-based RIA can overcome the critical principal-
agent tension as far as regulatory conditionalities are
concerned. It can provide a range of solutions to the
vested interest of the principal (donor) to impose cer-
tain regulatory conditionalities on the one hand and
the wider social, economic and political benefits for the
agent (recipient). There is sufficient evidence to show
that the principal-agent model may be well suited for
choosing alternatives solutions to conditionalities based
on RIA. This may defuse the tension between perceived
loss of control over outcomes and sharing of responsibil-
ities in formulating and implementing regulatory condi-
tionalities attached to ODA funding. RIA may show how
well the preferences of the IFl as the principal may be
able to correspond with those of the recipient govern-
ment as the agent. How well the competing preferences
can be aligned may well depend on the RIA and the neg-
ative or positive impacts alternatives provide, as much as
on the perception of ownership and harmonisation. In
this context the capacity of RIA to contribute to coherent
decision-making process is entirely justifiable.

Notwithstanding the positive connotations in favour
of RIA as it relates to ODA loan/grant conditionality, there
are some cautionary considerations to be advanced.
There is a case to be made for a measured step-by-step
approach for RIA in a context of ODA conditionality. If
one analyses the implementation of RIA at government
levels in developing countries a rather patchy picture
emerges. There are unresolved questions concerning
the nexus between RIA policies and practices and case
studies and theories (cf. Rihoux & Ragin 2006) that mili-
tate against how RIA in ODA may be successfully imple-
mented, so as to benefit the recipient countries and the
donors.

A second point to make in a call for a cautionary
approach is the issue of quality and effectiveness of RIA.
At a conceptual level we argue strongly for the potential
for RIA to critically assess the positive and negative effects
of proposed and existing regulations and non-regulatory
alternatives, as an important element of an evidence-
based approach to policy-making (OECD 2016). There are



significant issues with impact assessment more generally
within ODA. Issues of quality, transparency, legitimacy,
efficiency, effectiveness, and ownership of the RIA are
central in ensuring that RIA in this context becomes
more than just another bureaucratic hurdle, or hoop to
be jumped through before imposing‘pre cooked’ policy
prescriptions. There are also a range of opportunities for
engaging with RIA in a way that draws on innovation in
both theory and practice, as evinced by the wide range
of ways and methods of assessing impact in policy and
regulatory reform. Although we have focused on RIA,
there isimmense scope to look at how RIA, or associated
policy impact assessment tools and methodologies may
be implemented effectively in this context (as noted in
the introduction). Narrow prescriptive approaches are
unlikely to add value in this context. Although further
analysis of these issues is out of scope of this paper, it is
strongly warranted.

Conclusion

To employ RIA in the context of ODA is seen by many as
a politically sensitive undertaking. It may bring to the
fore negative aspects caused by political and regulatory
changes as required under the terms of ODA loan or grant
conditionalities. The apparent historical disinclination
of IFls to identify specific ex-ante outcomes emerging
from conditionalities requiring policy and regulatory
changes on the one hand, and to provide specific ex-post
evaluations of such conditionality is understandable, but
not recommendable. As we have seen in the discussion,
there are a number of reasons for this reluctance. This
includes the strong belief of major IFIs of the ideological
advantages of the neoliberal economic agenda and
the need for expedient disbursement of ODA funds,
and the reluctance to make public potential negative
effects of conditionalities on the recipient country social,
economic, political and cultural structures. However,
this must not militate against the advantages of RIA.
The above discussion and the argument for inclusion of
RIA into the ODA loan and grant project cycle provides
a more consistent and informed ODA policy decision-
making approach.

Our proposition is that applying RIA for analysing ODA
conditionality seems to be necessary, if one wishes to
advance the effectiveness of regulatory decisions and
decrease low-quality and unnecessary regulations
required under arbitrary conditionality. As stated above,
RIA can enrich the transparency of decisions, and aug-
ment consultation and participation of affected social
groups within the recipient country. Most developing
countries and transition economies would potentially
benefit significantly in economic, social and political
terms from an improved assessment of the need and cost
of conditionality before new regulations are adopted.
Used appropriately, RIA affords an epistemic framework
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for conditionality analysis. There are compelling argu-
ments for the proposition that the implementation of
RIA is likely to increase the prospect that positive as well
as negative impacts of conditionality will be identified,
especially where policy and regulatory development and
implementation skills may be weak.

Itis important to emphasise that there is no standard
or‘one-size-fits-all'RIA model. The objective of any RIA of
ODA conditionalities, which require regulatory or policy
changes, is to provide decision-makers with a range
of alternatives, including their respective positive and
negative benefits. RIA is recognised by OECD and IFls as
a catalyst forimproving the effect of regulatory decision-
making. RIA assesses the likely impacts of new regulations
in both efficiency (quantitative) and effectivity (qualitative)
terms, assisting decision-makers to make appropriate
choices. By affording an evidence-based, logical, and
consultative basis for regulatory policy-making, well-
executed RIA procedures frequently encourage good
governance contributing to the enhancement of social,
political and economic features acceptable to donors as
well as recipient countries. The focus here is of course on
well-designed and well-executed RIA, a point requiring
further discussion. Clear analysis of potential impacts
of alternative policy and regulatory changes associated
with conditionality in the design of aid programmes
provides a potential mechanism for enhancing recipient
government engagement with changes, and therefore
increasing ownership, striking a much more effective
balance between accountability (and oversight from
the donor) and effective regulatory reform through
relevant, enforceable, and effective conditions for aid,
contributing to sustainable development outcomes in
diverse contexts.

Notes

1. For some good examples of within-country
programme experiences, see for example the NIAP
program in Pakistan (http://www.niap.pk/).

2. Washington Consensus was originally a term coined
by US economist John Williamson to refer to a base
set of economic policy advise that ‘Washington’
would accept for Latin American countries as of
1989 consisting of fiscal discipline, a redirection of
public expenditure priorities for economic return and
income distribution such as health care and education,
tax reform, interest rate liberalisation, competitive
exchange rates, trade liberalisation, liberalisation of
inflows of foreign direct investment, privatisation,
deregulation, and secure property rights. The term
is used more broadly though as a shorthand for
neoliberalism.

3. Again, the term Post-Washington Consensus indicates
some kind of common understanding of the term,
which Marangos (2008) notes is highly inaccurate.
However, the terms persist within development. See
Marangos (2008) for a more detailed critique of WC
and PWC.
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4. A detailed review of the principal-agent problem is
beyond the scope of this paper. An excellent overview
of various conflicts of interest between donors and
recipient governments and the resulting issues with
conditionality can be found in Killick (1997).
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