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Optimal Aid Policy for Diplomatic Allies:

Concurrent Discussion of the EU’s
Experience

Richard C. Lin~
Professor, Department of Economics

Soochow University, Taipei, Taiwan

Abstract

This paper takes foreign aid as an international lobbying because
donors across the Taiwan Strait utilize it to acquire favorable policy from
the receiving country. Under such premise, this paper establishes a
game-theoretic model and derives optimal behaviors of the donors.
Research results indicate that a unilateral increase of foreign aid is not
able to alter the equilibrium and the receiving country’s Taiwan policy
because countervailing action from rival donor will nullify its expected
consequence. However, favorable outcome for a donor may be reached if
context of the event is changed so that it becomes gracious to the
country’s behavior. With this in mind, this paper looks for
complementary measures for Taiwan’s foreign aid via the application of
the comparative static analysis. Among those, aid’s access effect and the
strategy of high technical cooperation are the center of examination.
Policy implications and the required undertakings for realizing these

measures are carefully examined.

Keywords: foreign aid, game theory, access effect, technical cooperation, the
European Union.
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