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Abstract :

This study attempts to assess the effectiveness of foreign
aid to the economic growth in developing countries, by
analyzing relationship between external flows especially
foreign aid and growth with taking into account political
variable as democracy and economic policy. The main
objective of this paper is to examine the impact of foreign aid to
African countries over the period 1980-2016 by using panel
data fixed effect analysis. The basic assumption is that foreign
aid promotes growth, especially in the presence of sound
economic policies. Results provide support for the positive
impact of ODA flows on growth, in the contrary the study did
not reach to significant evidence for economic policy on the
effectiveness of foreign aid through measure impact of
interactive variables (aid® economic policy) on economic
growth.

*Keywords:  foreign  aid-economic  growth-developing
countries- economic policy.
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Levin, Lin & Chut Im, Pesaran & Shin ADF-Fisher PP-Fisher
Variable Intercept Intercept Intercept Intercept
Intercept and trend Intercept and trend Intercept and trend Intercept and trend

GDP growth -17.4043 -19.7585 387.038 421.312
(0.000)* (0.000) (0.000) (0.000)

*kk *kk *kk
Aid growth -26.5949 -25.7448 522.992 581.256
(0.000) haisied (0.000) (0.000) (0.000)

*kk *k* *kk

Labor growth 2.59266 -2.3332 -0.05447 -2.74225 67.8792 99.4104 65.0830 54.9261
(0.995) (0.009) (0.478) (0.003) (0.012) ** | (0.000) (0.021) *=* | (0.125)
*kk *kk *k*k

Capital growth -20.7742 -20.4316 414.910 469.244
(0.000) ™ (0.000) (0.000) (0.000)

*kk *kk *k*k
FDI growth -61.1963 -31.5576 417.504 460.428
(0.000) ™** (0.000) (0.000) (0.000)

*k*x *kkx *kk
Democracy -2.09991 -2.37921 68.7402 68.3746
(0.018) haisid (0.009) (0.006) (0.006)

*k* *kkx *kk
Policy -3.68509 -4.74412 116.687 82.5530
(0.000) haisid (0.000) (0.000) (0.000)

’ *kk *kk *kk
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Levin, Lin & Chut Im, Pesaran & Shin ADF-Fisher PP-Fisher
Variable Intercept Intercept Intercept Intercept
Intercept and trend Intercept and trend Intercept and trend Intercept and trend
Inflation (%) -6.73833 -8.50441 188.372 227.611
(0.000) faaied (0.000) (0.000) (0.000)
' KAk KAk e
In Openness(% gdp) -0.52058 -0.06976 -1.49226 -1.64011 51.6926 66.8650 42.3204 67.3174
(0.301) (0.472) (0.068) * (0.051) * (0.199) &(1315) (0.544) ,(SQOB)
In Budget deficit (%gdp) | -5.77539 -7.82957 161.529 169.913
(0.000) bkl (0.000) (0.000) (0.000)
' e s *hk
In Gov. Expenditure -4.53928 -4.60891 99.7248 82.1273
(%gdp) (0.000) ™** (0.000) (0.000) (0.000)
*kk *kk *k*k
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o dauin YAl @blad) Ak dwll (0.00944 — 0.001752) o
dylaill ae daiie dagmill oday cdulelal)l chpatally Glubud) Glyita Je Jaids
@ Al Al 4 cliseall gall 0K A1 Ly LAnladl @l dalamy)
D Lae cchlana¥) 38K Al Glldg Adlad) spal) 8 bl g e b
el o dan)lal) clignall JaY) sl A0 Al agag pae )
el L)l il dntie 50 il o) ani Clignall sai Jiag
iy el Jaahl cpell sa) JW) Gul) saiy cJaall e 85 slem
s e dashll Ja¥) 8 By dulagl (slikal) 5yalaall duial) clnuy)
sai e deadl s B0 ol Cua Ldeatid) el laady) 3 bl
Sl o<l gai il ~ g s (8¢(0.922 — 0.508) G L galill
ChaY) sai 50 gl Ly ¢(0.0230-0.0207) ) sa eyl
Jals .(1.92e-18 — 1.556-18) b ) sai o labial) dpsa)
b oo s Y Al cild gl ol o s dalady) dubdd) sl
sai o Bala®Y) Aubill aigie s 5B a3 Cus oz gl i
A g 3 ((0.585 — 0.416) o e zslin ,El e oy ksl Ul
sai o il clisall gl ae saaall Lola®y) dubudl delil oS
Aua O Jlad) a5 (4) Ll e iy WS Jushall Ja¥I L sl
Cilykie daie pa Bl Lola®V) Glubidl Jelil Load adgie olad il
(el sl Slénayl) Sl s cdanl) (o DS g3 a9 Slgm
Sia ) pai o ol baydl of asid Al a5 ) JUY L
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al) Loocgall gl Lola®y) Glabudl e adiay Y Zalil) L i) Joall
B 3 bl S e Jady illy (10) JlassY) s Ll
sy il o manies ade s had Al el pe Gligeall Jelil
O Je dpalill 220 y8Y) lall 4 ealai®y) gaill Jaee Ao Lgnall gail
san o A1 e )l Bl dnlailly Lsilly Al b
leledl jaradt Ao da Ll L Dbl Lol dubd)
Gl a8 Joall a3g] Ll Claeladl) anads b jud 8 138 Nl
Aaldl) gl wllad)

sle oSt il L s 8 el (o e sl juds cale (S8
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LalaiBY) dudad) pdiga JB B sl galll o cligrall jf) il giliic (2) Jgsa
Dependent Variable : GDP growth
Method : Panel EGLS (Cross-section weights)

Cross-section weight (PCSE) standard errors & covariance

no d.f. correction)

1) (2 3) 4 (5) (6) ) (8) 9 (10)
Aid growth 0.002033 | 0.001861 | 0.001954 | 0.001807 | 0.001992 | 0.001973 | 0.002025 | 0.00944 | 0.001752 | 0.001764
** * * ** ** * ** * * *
@oor) | @sos) | @oen” | @wzeo)” | worn” | wes3)” | oss)” | @ees)” | @wesx)” | @71y
Aid growth(-1) | 0.000269 | 0.000262 | 0.000142 | 8.31e-06 | 0.000267 | 0.000255 | 0.000332 | 0.000246 | 4.53e-05 | 4.35¢-:06
©0.264) | (0248 | ©0139) | ©o08) | (0264 | (0.252) | 0325 | ©0239) | (0.044) | (0.004)
Aid growth(+1) 0.002896
(2.831)
Labor growth | 0.538724 | 0536827 | 0530001 | 0.507546 | 0.701069 | 0.921757 | 0.691830 | 0548016 | 0518424 | 0.559801
2569) " | 460" | @574 | 240" | 326007 | 3.657) | (3.103) " | (2.589) " | (2.442) | (2.620)
Capital growth | 0.022417 | 0022996 | 0.021511 | 0.021437 | 0.021011 | 0.021607 | 0.020664 | 0021843 | 0.021749 | 0.021385
*Ak Fokk *kk e Kokke - KAk Fokk Fkk KAk
5.428) | 5.483)"" | (5.228)"" | (5.216)"" | (5.125)"" | (5.262)"" | 5.064) " | (5.369) " | (5.349)" | (5.262)
FDI growth 192¢-18 | 1.8%-18 | 18918 | 1.89e-18 | 1.90e-18 | 1.89e-18 | 18818 | 15518 | 1.59e-18 | L.656-18
*kk *kk *k*k *k*k *kk *k*k Kk * *%x *%
2.678) " | (2594 | @.640)"" | (2.638)"" | 2.668)"" | (2.658)"" | 26an)™ | 213 | 2190 | 2272)
Policy 0.585476 | 0550078 | 0513261 | 0512140 | 0.416320 0.513030
*%k Kkk *khk E T Kk *
2338) " | (2200 | 2.088)"" | (2.009)" | (1.69) (1.904)
Policy*Aid 8.366-11 2.936-10
(0.939) (-1.332)
Policy*FDI 1.04e-10
2.819)
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LalaiBY) dalaud) jdige JB B s3LaBY) gaill o cligrall f) il gilii ; (2) Jgda auls

@ 2 Q) @) ©) (6) @) €S) ©)] (10)
Policy*FDI 1.04e-10
2.819)
Policy*Capital 2.00e-11
Fkk
(2.846)
Policy*Labor 3.11e-08
673)
Democracy 0.327300 | 0.264480 | 0.141468
Fkk Fkk
2.698) " | (2.039) (0.651)
Democracy*Aid 9.59e-11 3.20e-10
(1.267) (1.729)*
Constant 2400220 | 2.378371 | 1.174042 | 1.262600 | 0.743548 | -0.061508 | 0.386003 | 1.567064 | 1.715499 | 0.869625
( 4.060)*** (3.85 4)*** (L 431)*** (1.539 (0.899) (-0.066) (0.423) (2.301)** . 495)*** (1.024)
Obs. 687 670 687 687 687 687 687 687 687 687
R-squared 0.221078 | 0.230929 | 0.226318 | 0.225726 | 0.234005 | 0.232016 | 0.221332 | 0.231787 | 0.232715 | 0.237553
Adjusted R- 0.190393 | 0.198585 | 0.194619 | 0.192778 | 0.201410 | 0.199336 | 0.188198 | 0.200312 | 0.200064 | 0.202685
squared
;:Iasth)er test (F_ [7204]*** [7139]*** [7139]*** [6851]*** [7179]*** [7099]*** [6679]*** [7364]*** [7127]*** [6813]***
G e 9610, %65 , %1 s dyginall s gheua ) el # ¢ wx kkk o Aigala
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Dl 25ag Ayl codl dg ¢ 2016 — 1980 558l DA £ dY) Jeall e
dnaal i ol gl V) cdastienall dill (G pailly ligaall G disine dulal
re G L sty (alai®) saill Cligaall dea 8 Aksdaall Auabaidy) Cilislud)
. Livin and Rodman, (2004) aulys 4] clag L
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Al clysia ale Alas) Ciagi: (1) Gale
(Descriptive statistics)

Data — Obs Mean Std. Dev Max Min
Source .
GDP growth WBI 809 3.7605 4.9323 33.736 -20.493
Aid growth WBI 792 12.162 134.79 2676.6 -616.44
Labor growth WBI 792 2.7506 0.8491 4.9739 -1.0619
Capital growth WBI 715 6.3390 52.381 496.36 -558.54
FDI growth WBI 772 -4.32e+15 1.20e+17 18245 -3.33e+18
Democracy WBI 814 2.4066 1.4103 6 0
Policy 814 2.0837 0.5206 2.7889 -0.3175
Inflation (%) IMF 789 113.88 194.5 24429 0.0100
Openness (%gdp) WBI 787 70.747 29.67 165.65 14.326
Budget deficit (%gdp) IMF 784 -3.8638 10.99 47.248 -74.054
Gov. Expenditure WBI 781 15.805 5.806 45.297 2.0471
(%gdp)
4 awd) - 31 alyal) L) il jall g & gall dpalal) dlal)
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Spiial) G Bl N Adghuaa : (2) @ala
(Correlation matrix between variables)

Correlation GDP Aid Labor Capital FDI Democracy  Policy
[t-Statistic] (Prob.) growth growth growth growth growth
GDP growth 1
Aid growth 0.0524 1
[1.391]
(0.165)
Labor growth 0.0332 -0.0070 1

[0.880] [-0.186
(0.379) (0.852)]
Capital growth 0.1154 -0.0101 -0.0827 1
[3.078] [-0.267]  [-2.199]
(0.002)===  (0.789) (0.028)*
FDI growth 0.0558 -0.0144  -0.0202 0.0212
[1.481] [-0.381]  [-0.534] [0.562]
(0.139) (0.704) (0.593) (0.574)
Democracy 0.1728 0.0293 -0.1565 -0.0216  0.0643
[4.648] [0.777] [-4.199] [-0.571] [1.707]
(0.000)===  (0.438) (0.000)==  (0.568)  (0.088)*
Policy 0.0371 0.0404 0.1077 0.0393  0.0165 0.0632 1
[0.983] [1.071] [2.871] [1.043] [0.437] [1.679]
(0.326) (0.285) (0.004)==  (0.297)  (0.662) (0.094)*

A gimall ) 5 ()el1-Statistics () e [ Jecisl) Gle 9610,%5,%1 o sise die Ay giall ) jadi worroenn 3 A2 gala
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