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BULGARIA’S PARTICIPATION IN DEVELOPMENT
POLICY: POTENTIAL FOREIGN ECONOMIC BENEFITS

Eduard Marinov

Summary: Bulgaria could take advantage of its obligations within the EU
Development Policy in pursuit of its foreign and economic policy objec-
tives. The paper first discusses some insights from the economic theory re-
lated to development aid in terms of the motivation and potential eco-
nomic benefits for donor countries. It then analyses the responsibilities, the
implemented actions and the potential benefits of Bulgaria's participation
in international development cooperation. To conclude the paper presents
some directions for the necessary future research to assist in drawing up
recommendations on the strategic priorities that the country should set in
its participation in international development cooperation and in particu-
lar in providing development aid.

Keywords: development cooperation, Official development assistance,
donor motivation, relation between international trade and development
aid

JEL code: 024,024, F13

Introduction

The policy for cooperation with developing countries is new
to Bulgaria as in the course of the transition over the past two dec-
ades assistance to these countries could not be a foreign policy pri-
ority for obvious reasons. On the other hand, relations between
Bulgaria and many of these countries in the decades before left a
lasting mark in many of them, contributing to their economic de-
velopment. In recent years, serious efforts have been made in Bul-
garia to restore good practices in this respect, to rebuild the Bulgar-
ian presence in developing countries on the basis of the existing
former experience and of the new aims and priorities of Bulgarian
foreign policy.

After the end of the transition to a market economy and the
accession to the European Union, Bulgaria has the task of restoring

56



its position as a donor of international aid under the new condi-
tions. The implementation of Bulgaria's transition from the status of
a recipient of international aid into a donor makes it necessary a
special attention to be paid to the many issues in this regard be-
cause of the specific commitments arising from the country’s new
status.

Potential economic benefits for donor countries: literature
review

In economic development literature on development aid
there is a trend for studying both the effects of aid, as well as the ra-
tionale for its granting. These issues are interrelated as the reasons
for granting aid are often affecting its allocation as well. Many stud-
ies show that both development aid and international trade have a
positive impact on economic growth and development. This issue
will not be discussed here as the study focuses on the economic
gains of aid allocation.

Many studies try to identify whether donors tend to allow po-
litical and economic goals to influence their aid allocation decisions
or whether they instead select recipients on the basis of their objec-
tive development needs." While existing work suggests that the mo-
tives underlying aid decisions are mixed, these studies point to a
range of donor interests, such as the maintenance of colonial ties,
military alliances, the protection of spheres of influence, and trade
and investment ties, as central determinants of patterns of aid
flows.?

! Maizels, A., M. Nissanke. Motivations for Aid to Developing Countries. — World
Development, 1984,12 (9): 879-900; Neumayer, E. The Pattern of Aid Giving.
London: Routledge, 2003; Lewis, T. L. Environmental Aid: Driven by Recipient
Need or Donor Interests? — Social Science Quarterly 2003, 84 (1): 144-161;
Berthélemy, J. C. Bilateral Donors’ Interest v. Recipients’ Development Motives in
Aid Allocation: Do All Donors Behave the Same? — Review of Development
Economics 2006, 10 (2): 179-194; Fleck, R. K., C. Kilby. How Do Political Changes
Influence US Bilateral Aid Allocations? Evidence from Panel Data. — Review of
Development Economics 2006, 10 (2): 210-223.

2 Levitt, M.S. The Allocation of Economic Aid in Practice. — The Manchester
School of Economics and Social Studies, 1968, 6 (2):131-147; Burnside, C., D.
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Most researchers regard the commercial dimension of na-
tional interest as a main part of the motivation of donors for aid dis-
tribution. National interest of donor countries, reflected in trade ties
of the donors with the developing world, represents a consistent
benchmark to evaluate the self-interested attributes of aid alloca-
tions because the meaning of the concept itself does not vary
across donors or over time. In this regard there is strong empirical
evidence that in the case of OECD donors the volumes of bilateral
aid disbursements are significantly influenced by bilateral trade be-
tween donors.

As noted in many studies of development aid there are many
reasons why one might expect to observe a correlation between aid
and trade flows from a donor to a particular recipient:

¢ aid often is given to countries which have strong trading
ties with the donor (e. g. ex-colonies);

¢ aid could create trade dependency, where recipients pur-
chase imports from donors granting them large amounts
of aid because the aid is considered contingent on the
imports;?

Dollar. Aid, Policies, and Growth. — American Economic Review, 2000, 90 (4):
847-868; Dunning, T. Conditioning the Effects of Aid: Cold War Politics,
Donor Credibility, and Democracy in Africa. — International Organization
2004, 58 (2): 409-423; Bueno de Mesquita, B., A. Smith..A Political Economy
of Aid. - International Organization, 2009, 63 (2): 309-340; Lundsgaarde, E., C.
Breunig, A. Prakash. Instrumental Philanthropy: Trade and the Allocation of
Foreign Aid. — Canadian Journal of Political Science 2010,43 (3): 733-761.

3 This is the case with ,tied aid”, where the provision of aid is dependent upon
the recipient purchasing goods from the donor - this usually means that aid
is provided in the form of goods and services procured in the donor country,
thus aid itself is trade. See: Jepma, C. EC-wide Untying. International
Foundation for Development Economics and Department of Economics,
University of Groeningen, 1991. Even in the absence of tied aid there are
ways in which aid can induce recipient dependence on donors for the
supply of goods and services — for example, where equipment and
machinery are involved, replacement parts are often only available in the
original source country. See: Lloyd, T., M. McGillivray, O. Morrissey, R. Osei.
Investigating the Relationship between Aid and Trade Flows. CREDIT
Research Paper 98/10. Centre for Research in Economic Development and
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e aid could be regarded also as trade creating - it contrib-
utes to economic growth in the recipient country that
generates a subsequent increase in donor exports to the
recipient;

e Aid is often linked to the implementation of structural
economic reforms, especially the liberalization of foreign
trade regimes.*

Moreover there are various other economic mechanisms
through which development assistance could foster bilateral trade —
mostly regarding the increase of the import capacity of the recipient
country through supporting its economic development.®

The view that trade can lead to aid (i. e. there is a reverse rela-
tion) is generally attributed to effects of aid allocation policies of
donors:

e donors give preference in the allocation of their aid to
countries with which they have the greatest commercial
links;®

e the donor is “rewarding” the recipient for purchasing its
exports;’

e the donor is seeking to consolidate and/or expand its
market in the country through the expectation that aid

International Trade, University of Nottingham.

* Trade liberalization could affect donor’s exports, as reduction of trade
barriers increases the opportunities for market access in developing
countries. See: Morrissey, O. The Mixing of Aid and Trade Policies. - The
World Economy, 1993, 16(1): 69-84.

> Nowak-Lehmann, F,, I. Martinez-Zarzoso, A. Cardozo, D. Herzer, S. Klasen. Linking
Foreign Aid and Recipient Countries’ Exports: Are there Differences between
Regions of the Developing World? Discussion Paper No.206, Ibero-America
Institute, University of Gottingen. 2010; Lundsgaarde, E., C. Breunig, A. Prakash.
Instrumental Philanthropy: Trade and the Allocation of Foreign Aid. - Canadian
Journal of Political Science 2010,43 (3): 733-761.

6 Morrissey, O. The Mixing of Aid and Trade Policies. - The World Economy,
1993, 16(1): 69-84.

7 McGillivray, M., E. Oczkowski. A two-part sample selection model of British
bilateral foreign aid allocation. — Applied Economics, 1992, 24, 1311-1319.
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will have a trade-inducing effect;?

e the donor is pursuing a more aggressive and indeed risky
strategy; rather than focusing on established export mar-
kets, it could instead use aid to promote export ties in
those countries which currently are lesser markets.’

Although aid allocation literature does not provide a consen-
sus on the impact of trade on aid flows,'® they identify several gen-
eral types of aid-trade links that may exist:

e first, no relationship exists at all;

e second, trade is a determinant of aid (donors grant more
aid to those recipients that import more from them);

e third, aid impacts on trade (‘aid causes trade’);

e fourth, the link between trade and aid is bi-directional (aid
and trade form parts of a mutually reinforcing cycle - the
presence of one increases the likelihood of the other);

¢ last but not least, a third common factor is responsible for
the observed temporal correlation between aid and trade.

Most studies limit attention to one (or a sub-set) of these pos-
sible cases, one cannot draw general conclusions. This results in the
relatively low relevance of the estimations of these studies. Al-
though most researchers agree that there is a link, so far literature
cannot provide a unanimous answer to the question of its specific
features. Therefore, the study of this link suggested in this study
would allow for the formulation of reasoned recommendations re-
garding our country's strategy and policy in its participation in in-
ternational development cooperation. These can be done on the

8 Lloyd, T., M. McGillivray, O. Morrissey, R. Osei.Investigating the Relationship
between Aid and Trade Flows. — CREDIT Research Paper 98/10. Centre for
Research in Economic Development and International Trade, University of
Nottingham.

® McGillivray, M. op.cit.

%For a more thorough review of empirical research on the links between de-
velopment aid and foreign trade, see Marinov, E. The Link between Official
Development Assistance and International Trade Flows — Insights from Eco-
nomic Theory. - Journal of Financial and Monetary Economics, 2017, 4, 239-
247.
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basis of a study of the links between the flows of foreign trade and
development aid in EU Member States similar to Bulgaria as size and
openness of the economy, volume of foreign trade and develop-
ment assistance commitments.

Bulgaria’s participation in international development
cooperation

With European Union accession in 2007, the status of Bulgaria
has changed. The country takes significant financial and institu-
tional commitments within the framework of the Union's Develop-
ment Policy and from a recipient of international development as-
sistance becomes a member of one of the most active organizations
in international development policy and the largest donor in the
world. However, as the preparation for membership did not include
the elaboration of a development policy, Bulgaria is faced with the
challenge, on the left, of formulating and implementing a national
development policy that complements and strengthens the EU De-
velopment Policy on and, on the right — from a country that until re-
cently received official assistance to start allocating resources to
provide such assistance in line with its commitments as an EU
Member State.

Although because of the low standard of living, public attitudes
in Bulgaria are still related to the perception that receiving aid is a
norm'!, the commitments stemming from our EU membership are
unambiguous - in the years and decades to come, development pol-
icy must be supported with more and more resources, which will also
reflect on its place in the country's foreign relations. From the point of
view of Bulgaria's participation in the development financing process,
its membership in the European Union clearly outlines its donor posi-
tion. Development policy requires the annual investment of substan-
tial funds from the national budget, and the country's development
finance commitments are long-term and will become bigger and
bigger.

"By 2004, as a transition country, Bulgaria received official assistance (€ 1.5 billion
for 2004), with a significant part of it has been ODA — 637 million or up to 2.5% of
the country's GNIL(OECD data).
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Participation in International Development Cooperation is an in-
tegral part of the Bulgarian foreign policy and is carried out in accor-
dance with the common EU policy in this field. In national law, how-
ever, this issue was settled only in 2011 by Council of Ministers Decree
234, although the existing before 1989 relations between Bulgaria and
a number of developing countries.

Since 2007, Bulgaria as a Member State of the EU, starts to pro-
vide ODA,"? and based on the volume of aid provided, the period up to
2017 could be divided into several stages — in 2007-2009 the aid pro-
vided is minimal - its value is 12-17 mIn euro (0,04-0,06% of GNI), after
which it increases for the period 2010-2015 to 31-37 min euro (0,08-
0,1% of GNI), while in 2016 it almost doubles (61 mIn euro, 0,13% of
GNI). In the last year a decrease to 55 miIn euro is observed, which al-
though small in value, is substantial as a share of GNI (with 2 promile
points to 0,11% of GNI). The commitment of 0.33% of GNI in 2017 (or
EUR 140 million) is difficult to achieve, but this is characteristic for all
new EU member states — none of them is even close to implementing
its ODA commitments under the EU Development Cooperation Policy.
The best performers are Malta (0,22%), Estonia (0,17%) and Slovenia
(0,16%), while in Cyprus, Croatia, Hungary and Latvia aid provided as a
share of GNI is lower than in Bulgaria (0,09-0,1%). The only countries
that keep their obligations in 2017 in this regard are Sweden, Luxem-
bourg, Denmark and the United Kingdom (for the Member States of
before 2004 the target is 0.7% of GNI).

According to the Medium-term programme for develop-
ment assistance and the provision of humanitarian aid 2013-2015
Bulgaria participates at multilateral and bilateral level, directing its
development assistance to countries and regions of priority for the
country's foreign policy." In their determination, one takes into ac-
count the traditional historical, economic and cultural ties, geo-
graphical proximity and political will for cooperation, as well as the

12Complete data on the volume and share of aid provided by all EU Member
States are presented in Annex 1.

3Multilaterally Bulgaria participates in EDF, has financial contribution in EU for-
eign aid instruments as well as in international financial institutions (the Black
Sea Trade and Development Bank, the International Bank for Reconstruction
and Development, the International Finance Corporation).
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existence of specific aid capacities and the EU Enlargement and
Neighborhood Policies. In this regard, as priorities for Bulgaria the
Program identifies the Western Balkans, the Black Sea region, the
Middle East and North Africa as well as the post-conflict reconstruc-
tion countries and Sub-Saharan African countries.'® So far, Bulgaria's
ODA is mainly directed to meeting the country's commitments at a
multilateral level, while a minimum resource is spent on bilateral
aid."”

Bulgaria does not have the potential to seriously impact the
results of development funding. It is clear, however, that our coun-
try will provide resources as an EU member for assisting in the reali-
zation of the Sustainable Development Goals. The effect of spend-
ing these resources on recipient countries as well as on Bulgaria it-
self as a donor will be as substantial as behind them stands a realis-
tic and logically substantiated specific policy line that does not pur-
sue short-term political ambitions but long-term goals related to
the improvement of the international environment, the eradication
of the pressing problems of humanity as a whole, the provision of
opportunities for a decent life and work for all people on the
planet.’ To this end, it is necessary both to develop a national de-

“For more information on the aims, principles and priorities of Bulgarian
development policy, see Qunesa, M., A.BbnkaHosa, . byukos. NMonuTrKa 3a
pa3suTre: OT nomoly 3a pa3BuTME KbM r106anHO NapTHbOPCTBO 3a Pa3Bu-
Tne. [Fileva, P, A. Valkanova, P. Buchkov. Development Policy: From
Development Aid towards Global Development Partnership.] Co¢usa: BMIP,
2018, 94-96.

>For some positive results regarding mostly capacity building see Koctosa, A.
MonutnkaTa 3a pa3BUTME KaTo Bb3MOXKHOCT 3a ObJirapckaTta BbHLUHA NOMu-
Tuka. [Kostova, A. Development Policy as an Opportunity for Bulgarian
Foreign Trade] - Junnomayus, 12/2014, (tonn-pekemspmn), 65-72. ANMBHP.

'*MwunaHoB, M. ®MHaHCKpaHe Ha Pa3BUTMETO KaTo MPOoLEeC B MeXAyHapoaHo-
TO CbTPYAHUYECTBO 3a pa3BUTUE N MACTOTO Ha bbnrapua B Hero. B: Mexay-
HapOAHOTO CbTPYAHMYECTBO 3a Pa3BUTUE M YYacTUeTO Ha bbnrapua B Hero,
ny6nmkauma no NpoekT “bbarapckaTta NONMTMKa 3a pa3BUTME: MPO3PAYHOCT
npn cb3fpaBaHeTO Ha HOPMaTUBHA ypeaba u nporpamHa pamka’, prHaHcu-
paH no OMNAK un cbduHaHcupaH ot ECO. [Milanov, M. 2009. Financing
development as a process in International Development Cooperation and
Bulgaria’s place in it. In: International Development Cooperation and
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velopment policy and to establish institutional capacity to provide
assistance, as well as to provide the necessary support of the Bulgar-
ian public for the country’s full participation in international devel-
opment cooperation.

As an external border of the EU, Bulgaria is surrounded by de-
veloping countries while others are in its immediate vicinity. In-
vestments in the stability and prosperity of neighbors are directly
related to security (in terms of immigration, terrorism, etc.) and to
economic development (potential markets, establishment of lasting
trade relations, mutual investment, etc.) of our own country. If used
strategically, development policy can also be seen as an investment
in national human and administrative capital - the provision of
technical assistance or participation in international projects has a
positive effect on the relevant Bulgarian experts, organizations,
practitioners, etc. in the form of additional financial incentives,
greater professional opportunities, extended partnerships and
strengthened institutional capacity.

Some directions for future research

To support strategic decision making on the mid-term and
long-term priorities in Bulgaria’s participation in international coop-
eration development and in EU Development policy, due to the es-
tablished in theoretical and empirical research relation and in order
to draw own results on the link between development aid and in-
ternational trade here are proposed directions, scope and method-
ology for future research.”

Through statistical approaches measuring dependencies, the

Bulgarian Participation in It]. AVMBHP. 2009, c.31. [cited 15.07.2018] Available
from: http://bdi.mfa.government.bg/data/projects/opac/7-fin_razv.pdf].

7Some results of a pilot study (of the relation between aid flows — ODA and
TOF, and trade flows - total, imports and exports, of EU and China with Sub-
Saharan Africa for the period 2000-2012, using Engle-Granger cointegration)
could be found in Nestorov, N, E. Marinov. Development Aid and
International Trade in Sub-Saharan Africa: EU vs. China. In: Foreign Capital
Flows and Economic Development in Africa: The Impact of BRICS versus
OECD, Palgrave Macmillan, New York, USA, 2017, 271-297.
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link between the volume and dynamics of Official Development As-
sistance and foreign trade flows will be tested for a set of selected EU
countries, Members of the Development Assistance Committee of
the Organization for Economic Cooperation and Development and a
set of selected Least Developed Sub-Saharan African countries.

The time-frame of the study is 2003-2015, encompassing the
new trade relations framework between the EU and African countries.
Study of development aid will be limited to ODA flows only. Within
them it will analyze the volume of gross and net disbursements,'® not
taking into account the relieving and postponing of external debt
and the capital investments in public enterprises.

The member-states of DAC by the OECD are chosen as subject
of the econometric analysis as on one hand as members of the
OECD they have the obligation to report strictly and uniformly the
data on granted by them ODA, while on the other they are the most
active ODA donors. Five countries which are similar to Bulgaria in
terms of size and openness of the economy, volume of trade flows
and commitments to granting development assistance will be se-
lected among DAC members which are also members of the DAC
depending on data availability.

Least developed countries are selected as they receive over
50% of all ODA. The region of Sub-Saharan Africa is selected as on
one hand the countries there are among the recipients of the high-
est volumes of ODA in the world, while on the other hand it is in-
cluded as a priority region both in the Bulgarian Midterm Pro-
gramme for Development Assistance as well as in the European De-
velopment Cooperation Policy. Up to 10 countries which are among
Bulgaria’s main trade partners in the region will be selected de-
pending on data availability.

The specific statistical tools (e.g. cross-correlation, Granger
causality, Engle-Granger cointegration, Johnsen cointegration) to
assess the relation between development aid and foreign trade de-
pend on their results, thus they will be identified in the course of the

BOECD. Development finance data. [cited 15.07.2018] Available
from:http://www.oecd.org/dac/financing-sustainable-
development/development-finance-data/.
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research work according to their applicability to the available data.

The implementation of such research will assess the existence,
direction and strength of the link between the dynamics and volume
of development aid and international trade flows between the EU
member-states which are also members of DAC on one hand, and the
LDCs in Sub-Saharan Africa — on the other which will support the draw-
ing of recommendations on the strategic priorities which Bulgaria has
to set in its participation in the International Development Coopera-
tion, and more specifically — in granting and allocating Official Devel-
opment Assistance.

Conclusion

International trade and development aid are two of the main
tools for generating and redistributing wealth in the global econ-
omy and provide opportunities for developed industrialized
economies to contribute to the development of poorer developing
and least developed countries.

Economic literature and empirical research relate the volumes
of assistance provided and the trade flows from a donor to a par-
ticular recipient as a key part of donor motivation in the provision
and distribution of development aid from which donors can derive
political and economic benefits.

Participation in international development cooperation is an
integral part of Bulgarian foreign policy and is carried out in accor-
dance with the common EU policy in this field. From the point of
view of Bulgaria's participation in the development finance process,
its membership in the European Union clearly outlines its donor po-
sition.

Development policy requires an annual investment of sub-
stantial funds from the national budget, and the country's devel-
opment finance responsibilities are long-term and will become big-
ger. With the correct formulation of the strategic priorities in the
provision of official development assistance, Bulgaria could derive
significant economic benefits from its participation in international
development cooperation.
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