ISSN: 2149-5203
Maliye Arastirmalari Dergisi

THE RELATIONSHIP BETWEEN FOREIGN AID AND ECONOMIC GROWTH

Dis Yardim ve Ekonomik Buyume Arasindaki iliski

Atif / Citation

Ozyllmaz, A. (2022). “The Relationship Between Foreign Aid and Economic Growth”. Maliye Arastirmalart Dergisi 8(1), 21-36.

Ayfer OZYILMAZ

Dr. Ogr. Uyesi
Kocaeli Universitesi,
GolcUk Meslek YUksekokulu,
Dis Ticaret BolUmU,
Kocaeli /TUrkiye
ayfer.ozyilmaz@kocaeli.edu.tr
Orcid ID:0000-0001-9201-2508

Arastirma & Yayin Etigi Research & Publication Ethics
Bu makale en az iki hakem tarafindan This article was reviewed by at least two
incelenmis, iThenticate yaziimi ile taranmus, referees, a similarity report was obtained
arastrma  yayin ve etigine aykirilik using iThenticate, and compliance with
edilmemistir. research/publication ethics was
confirmed.
Copyright ©
Politik Ekonomik ve Sosyal Arastirmalar
Merkezi, Sakarya/TURKIYE
Center for Political, Economic and Social
Research, Sakarya/TURKEY
CCBY-NC 4.0
Makale Bilgisi Bu makale Creative Commons Attribution-
Makale Tiirii: Arastirma Makalesi NonCommercial License altinda
lisanslanmustir.

Article Type: Research Article
This paper is licensed under a Creative

Commons Attribution-NonCommercial
License

ISSN: 2147-6071

PES/A

enter for Political, Economic and Social Research
« Politik, Ekenomik ve Sosyal Arastirmalar Merkezi

Cilt/Volume: 8 | Sayi/Issue: 1
Yil/Year: 2022 (Haziran/June)


mailto:armanzafer2525@gmail.com

The Relationship Between Foreign Aid and Economic Growth

Abstract

In developing countries, capital insufficiency is one of the main problems in economic growth. In these
countries, foreign direct investments, foreign debts, and foreign aid are important sources of financing in
overcoming the financing problems. When we focus on the growth problem of external financing, how
foreign aid affects economic growth is one of the important topics of discussion. In this study, the effect of
foreign aid on economic growth is investigated in 20 developing countries that receive the most foreign aid
in the world. Random effects, fixed effects, and pooled least squares methods were used for the analysis.
According to the findings, foreign aid is statistically significant in all models and negatively affects
economic growth. In addition, inflation, population, and foreign direct investments were used as control
variables. The effect of inflation on growth is often statistically insignificant. The effect of population on
growth is generally negative however, this effect is positive for foreign direct investments.

Keywords: Foreign Aid, ODA, Economic Growth, Developing Countries
JEL Codes: F35, P45, 010, 050

Ozet

Sermaye yetersizligi gelismekte olan iilkelerde iktisadi bliylimenin 6niindeki temel sorunlardan biridir. Bu
ulkelerde finansman sorunlarmmn asilmasinda dogrudan yabanci yatirimlar, dis borglar ve dig yardimlar
6nemli finansman kaynaklar1 arasindadir. Biiyime dis finansman sorunsalina odaklandigimizda, dis
yardimlarin ekonomik biiylimeyi ne yonde etkiledigi dnemli tartisma konularindan biridir. Bu ¢alismada
diinyada en fazla dis yardim alan gelismekte olan 20 iilkede, dis yardimlarin ekonomik biiylimeye etkisi
arastirilmaktadir. Analiz igin sabit etkiler, rassal etkiler ve havuzlanmis en kiguk kareler yontemleri
kullanilmistir. Elde edilen bulgulara gore, tim modellerde dis yardimlarin ekonomik biiyiimeye etkisi
istatistiksel olarak anlamli ve negatiftir. Bunun yani sira kontrol degisken olarak enflasyon, niifus ve
dogrudan yabanci yatirimlar kullanilmistir. Enflasyonun biiylimeye etkisi ¢cogunlukla istatistiksel olarak
anlamsizdir. Niifusun biiyliimeye etkisi genel olarak negatif iken; dogrudan yabanci yabanci yatirimlar i¢in
bu etki pozitiftir.

Anahtar Kelimeler: Dis Yardim, RKY, Ekonomik Biiyiime, Gelismekte olan Ulkeler
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Introduction

Foreign aid is transferred to developing countries in the form of grants or loans and is
known as official development assistance (ODA). In this context, foreign aids are
financial resources offered as grants or loans from governments or financial institutions
to developing countries for reasons such as economic stability, welfare, and sustainable
development. These are in the form of grants -non-refundable or concessional term loans
-25% grant amount- (Sahoo and Sethi, 2013). OECD recognizes ODA as an important
aid in promoting the well-being and economic growth of developing countries. Although
this is seen as grants and loans, it also includes support such as food aid, emergency aid,
and construction projects (Tang and Bundhoo, 2017).

Economic growth is one of the priority issues in studies on the effects of foreign aid.
Chenery and Strout's (1966) Theory of Gap Analysis is at the forefront of the studies
dealing with the foreign aid-growth relationship. Accordingly, the first gap is called the
savings gap or trade gap and is the difference between the amount of investment and
current domestic savings. The second gap is the trade deficit (currency gap) and the
negative difference between the foreign exchange required for imports and the foreign
exchange provided by exports. Therefore, in case of these deficits, countries generally
need foreign capital inflows. At this point, foreign aid plays a complementary role in
domestic production by providing the need for foreign exchange. Increasing production
level leads to economic growth. Therefore, foreign aid is determinant on economic
growth with the financing opportunity it provides (Appiah-Konadu et al. 2016; Liew et
al. 2012; Moreira, 2013; Tadesse, 2011; Chenery and Strout, 1966)

Three Gap Models emerged with the inclusion of the public in the gap analysis theory.
The three gaps the are trade gap, savings-investment gap, and fiscal deficit. In the case of
a fiscal deficit, also called a structural deficit, governments need external resources to
close this deficit (Ugwuegbe et al. 2016).

The Marshall Plan provided by the USA constitutes the beginning of foreign aid. These
aids formed the basis of fund flows from developed countries to developing countries in
the following periods (Girma, 2015). Inadequate capital is an important problem,
especially in low-income countries. External financing option comes to the fore in
overcoming this problem. Foreign direct investments and foreign aid are prominent
channels. However, many low-income countries do not have sufficient infrastructure to
attract foreign direct investment. At this point, the prominent channel is foreign aid
(Ozekhome, 2017; Abd el Hamid Ali, 2013; Kargbo, 2012).

Foreign aid has basically three purposes. These are as follows. i) Humane/moral reasons.
The main purpose here is the incentive to provide humanitarian aid such as helping the
poor, reducing income inequality, and minimizing injustices, ii) Economic interest: the
effort to create a market for their products by supporting the purchasing power of foreign
aid countries, the aim of providing cheap raw materials and labor and earning high profits,
iii) Strategic or political interest: Minimizing the threat of war and taking a peaceful role
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in the international arena by establishing friendly relations with countries that receive
foreign aid (Sahoo and Sethi, 2013).

Foreign aids increase economic growth mainly through two channels. One of them is that
it leads to stable economic growth by providing the necessary financing to countries with
limited capital. The second transmission channel is provided by governance and
technology transfer. Accordingly, foreign aid provides technology transfer and also feeds
growth indirectly by positively affecting managerial indicators such as transparency and
accountability (Adamu, 2013).

Foreign aid causes some countries to be dependent on aid and this process can negatively
affect economic growth. According to, foreign aid can negatively affect aid recipients
after a while. For example, systematic aid provided to countries may cause these countries
to expect continuous aid. As a result, productivity in those countries may decrease and
future plans may be focused on foreign aid. Therefore, dependency on foreign aid can
lead countries to get into a debt stalemate. The debt trap of countries may cause
macroeconomic problems to deepen (Dag et al. 2018; Dash, 2021).

The amount of foreign aid as well as its continuity may cause unexpected results for the
economy. For example, excessive aid can lead to the “Dutch disease”. The basic
mechanism here is the expenditure channel. When strong foreign aid is spent on goods
and services that are not traded in the country, there is an excessive demand for them.
Increasing demand and limited supply lead to an increase in imports, and on the other
hand, the increase in the prices of these non-tradable goods and services leads to an
increase in the demand for foreign exchange. All these can negatively affect economic
growth through the real exchange rate channel (Moreira, 2013).

One of the channels emphasized in studies suggesting that foreign aid will negatively
affect growth is crowding out. Accordingly, foreign aid is mostly used in public areas,
which may adversely affect private sector investments. In this case, which is called the
crowding out effect, foreign aid can negatively affect economic growth (Dag et al. 2018;
Liew et al. 2012).

The effect of foreign aid on growth is directly related to the structural conditions of the
countries, especially the administrative parameters. For example, South Korea was one
of the countries that received large amounts of foreign aid in the past years. In this context,
it was the first country to receive aid for nearly 50 years. South Korea, which was one of
the poorest countries in the past and received the most foreign aid, has become one of the
most important economies in the world today. Foreign aid has undoubtedly played a
critical role in the growth of South Korea. Today, it is one of the important countries
providing foreign aid. However, in the case of Cambodia, it can be argued that parameters
such as weak institutions and corruption weaken the positive impact of foreign aid
(Sothan, 2018; Kim, 2011). Similarly, although Sub-Saharan Africa receives the most
foreign aid in the world, it hosts the poorest countries in the world with its human
development index and per capita GDP (Tang and Bundhoo, 2017). Therefore, in many
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of the sub-Saharan African countries, despite large foreign aid, there has been a slowdown
in economic growth and they have fallen into a debt trap over time (Mallik, 2008).
Therefore, it is very difficult for foreign aid to positively affect economic growth without
strong institutions (Fasanya and Onakoya, 2012).

There is a large literature discussing the relationship between economic growth and
foreign aid, but as far as we know, there is no study that examines this debate in the
sample of countries that receive the most foreign aid using current data. In this context,
in this study, the effect of foreign aid on growth was investigated in the countries that
received the most foreign aid in the 1994-2020 period. FE, RE, and OLS were used for
analysis. The rest of the study is organized as follows. Literature reviews are given in
section 1 and data and methods are presented in section 2. Analysis results are discussed
in section 3.

1. Literature Review

One of the important debates is how foreign aid affects growth. The limited financing
opportunities in developing countries cause these countries to need funds outside the
country's resources, such as foreign borrowing or foreign aid. How these aids will affect
growth is directly related to how they are used. If used in productive investments, these
aids are expected to have a positive effect on growth. However, reasons such as corruption
and bad governance, and dependence on foreign aid may cause foreign aid to negatively
affect growth.

There are many studies suggesting that foreign aid has a positive effect on economic
growth. For example, Golder et al. (2021) argued that foreign aid has a positive effect on
economic growth both in the long and short run in Bangladesh. According to Dash (2021),
there is a positive relationship between foreign aid and growth in 8 South Asian countries.
Mustafa et al. (2019) found a long-term positive relationship between aid and growth in
Sudan. According to Moolio and Kong (2016), there is a long-term cointegration
relationship between economic growth and foreign aid in Lao PDR, Cambodia, Vietnam
and Myanmar. In addition, they found that foreign aid affects growth positively. Tait and
Chatterjee (2015) found that the effect of foreign aid on growth in 25 Sub-Saharan
African countries is positive in the long run. In addition, they emphasized that aids for
social infrastructure such as health and education have a strong effect on growth. Sahoo
and Sethi (2013) analyzed the impact of foreign aid on both development and economic
growth in India. According to the study, foreign aid affects both development and
economic growth positively; but the growth effect of foreign aid is stronger. Mitra (2013)
argued that there is a long-term relationship between aid and growth in Cambodia, and
aids have a positive effect on growth. Fasanya and Onakoya (2012) found that foreign aid
positively affects economic growth in Nigeria. In addition, they emphasized that the aid
also increased domestic investments. Daniel (2011) found that aid positively affects
growth in Ghana both in the short and long run. According to Asteriou (2009), in five
South Asian countries, there is a positive relationship between aid and growth. Karras
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(2006) found that foreign aid has a positive effect on economic growth in 71 developing
countries. Irandoust and Hatemi (2005) argued that foreign aid positively affected growth
in Ethiopia, Botswana, Kenya, India, Tanzania, and Sri-Lanka. Fayissa and Al-Kaissy
(1999), and Adamu (2013) found that foreign aid has a positive effect on growth in 80
developing countries and ECOWAS countries, respectively.

On the contrary, some researchers have argued that foreign aid negatively affects growth.
In this context, Adebayo and Kalmaz (2020) found a long-term relationship between
growth and foreign aid in Nigeria. In addition, according to the study, the effect of foreign
aid on growth is negative. According to Appiah-Konadu et al. (2016), there is a
cointegration relationship between foreign aid and economic growth, and foreign aid
affects growth negatively in Ghana. Corruption and, high-interest rates paid to aid in the
form of loans are shown as the reason for this. Abd el Hamid Ali (2013) found that foreign
aid in Egypt negatively affects economic growth in both the short and long run. According
to Liew et al. (2012), foreign aid in East African countries negatively affects growth.
Mallik (2008) suggested that there is a long-run cointegration relationship between
foreign aid and growth in 6 African countries dependent on foreign aid (Malawi, Niger,
Central African Republic, Togo, Sierra Leone, and Mali). In addition, in five of the six
countries, the effect of foreign aid on growth is negative. According to the study, the
dependence on foreign aid in Sub-Saharan African countries is determinant in these
findings.

On the other hand, some studies suggest that there is no significant relationship between
variables. For example, Kirikkaleli et al. (2021) found that the effect of foreign aid on
growth in Chad was statistically insignificant. According to the study, this is because aid
is mostly used for consumption. Upadhyaya et al. (2007) found that foreign aid was
insignificant to growth in Estenyo, the Czech Republic, Latvia, Poland, and Lithuania. In
addition, Mbah and Amassoma (2014), Feeny (2005), and Mbaku (1993) found that the
effect of foreign aid on growth was statistically insignificant in Nigeria, Papua
NewGuinea, and Cameroon, respectively.

Focusing on interaction variables, Tang and, Bundhoo (2017) argue that foreign aid alone
does not have a significant effect on growth in sub-Saharan Africa. According to the
study, if foreign aid is used together with the policy index as an interaction variable, the
effect is statistically significant and positive. In the study, the two-gap growth model,
which suggests that foreign aid will positively affect growth through imports and
investment channels, has been tested. Findings are that foreign aid is a good component
that provides import and investment requirements in these countries. Girma (2015)
emphasized that foreign aid affects growth negatively in Ethiopia. According to the study,
the effect of the foreign aid index, which interacts with policy, on growth is positive. On
the other hand, Tadesse (2011) argued that foreign aid affects growth positively in
Ethiopia. However, when aid interacts with policy, this effect turns negative. According
to the study, this is because the policies implemented during the sample period were weak.
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In addition, Farahmand (2021), who discussed the relationship between foreign aid and
growth in the context of causality/cointegration, found a cointegration relationship
between variables in Afghanistan. According to the study, there is a unidirectional
causality relationship from foreign aid to economic growth. Jena & Sethi (2019 )
suggested that there is a long-run relationship between variables in 45 SSA countries, and
that there is unidirectional causality from foreign aid to economic growth. Egri (2018)
found that there is no causal relationship between foreign aid and growth in Egypt.

Focusing on the nonlinear relationship in the foreign aid growth debate, Yiew and Lau
(2018) found a U-shaped relationship between growth and foreign aid in 95 developing
countries. Accordingly, foreign aid affects economic growth negatively at the first stage,
but positively affects it afterward. Tlizemen and Tiizemen (2015) argued that there is a
non-linear relationship between foreign aid and economic growth in Turkey.
Accordingly, foreign aids have an increasing and then decreasing effect on economic
growth. Therefore, there is a threshold effect in foreign aid. Tiwari (2011) emphasized
that the effect of aid on growth is not linear, in this context, high levels of foreign aid
affect growth negatively in 28 Asian countries.

There is a large literature suggesting that the relationship between variables differs
according to countries/time or different parameters. In this context, Azam and Feng
(2022) investigated the effect of foreign aid on growth in 37 developing countries with
different income levels. According to the study, foreign aid affects growth positively
across the panel, but this effect is very limited in low-income countries, and foreign aid
has a positive effect on growth in low-middle-income countries. On the other hand,
foreign aid does not have a positive effect on economic growth in upper-middle-income
countries. Babalola and Shittu (2020) argued that foreign aid was not effective on growth
in 16 West African countries, but this relationship turned negative if institutional
variables were included in the model. Mountain et al. (2018) investigated the effect of
foreign aid on growth in countries with different income levels. According to the study,
there is a positive relationship between foreign aid and growth in upper-middle and low-
income countries, but this relationship is negative in lower-middle-income countries.
Sothan (2018) found that foreign aid in Cambodia has a positive effect on growth in the
short run, but this effect is negative in the long run. Rahnama et al. (2017) found that
foreign aid has a positive effect on growth in high-income developing countries, but this
effect is negative in low-income developing countries. Kargbo (2012) argued that foreign
aid had a positive effect on economic growth in the pre-war period in Sierra Leone, but
this effect was weak or meaningless during the war period. Ekanayake and Chatrna (2010)
found that the effect of foreign aid on growth was mixed in 85 developing countries.
According to the study, foreign aid has a positive effect on growth in Africa, but this
effect is negative in the other three regions. The fact that Africa is the region that receives
the most aid is decisive in these findings. If the modeling in the study is based on income
levels, foreign aid affects growth negatively in low-middle-income countries and, this
effect is positive in other groups. Moreira (2005) differentiated the effect of foreign aid
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on growth as micro and macro findings in developing countries. According to micro
findings, foreign aid has a positive effect on growth. However, macro findings were
inconclusive. This is because of the micro-macro paradox. Durbarry et al. (1998) found
that in a large sample of developing countries, under the presence of stable
macroeconomic policies, foreign aid has a positive effect on growth, albeit partially.
However, these findings differ according to income level, geographical location and, aid
rates.

2. Data and Method

In this study, the effect of foreign aid on growth was analyzed in the period 1994-2020
using fixed effects, random effects and, Pooled OLS methods. As a sample, 20 countries
that receive the most foreign aid in the world were used. The list of these countries is in
Appendix (Al). The model is as in equation (1):

GROW;; = By + B1ODA; + BoINFyy + B3POPy + By F DIy +uy 1)

GROW represents growth and for this logarithmic form of GDP per capita (constant 2015
USS$) is used. ODA is an indicator of foreign aid and Net ODA received (% of GNI) is
used. For INF, Inflation, consumer prices (annual %), for POP, Population growth -annual
%-, for FDI, Foreign direct investment (net inflows % of GDP) are used. All variables
were obtained from the World Bank database.

In the study, first of all, diagnostic tests were included and as a result, a resistant estimator
was used. In FE and RE models, there are autocorrelation, heteroscedasticity, and cross-
sectional correlation problems together, so Driscoll and Kraay estimator is used. Driscoll
and Kraay’s (1998) estimator developed the standard non-parametric time series
covariance matrix to be resistant to all cases of spatial and periodic correlation (Tatoglu,
2016).

The Driscoll and Kraay’s standard errors of parameter estimates are obtained with the
help of the square roots of the diagonal elements of the asymptotic (resistive) covariance
matrix.

Var (B) = ()" s'r (xx)* )
Here, s"ra is defined as follows:
Sr =0o+H(E2, w(m) [2+2'] (3)

m(T) represents the lag length for autocorrelation. Bartlett weights expressed as
W(j,m(T)=1-j/(m(T)+1) ensure that s* is positive definite and allow higher order lags
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to take low weights in the sample autocovariance function. The (K+1)x(K+1) dimensional
; matrix is defined as follows:

YT he Bhej BY @)

Here, there is the equation h, () :Z?':(? h;; (B). The square of the t moment conditions
for each unit h; (B), is calculated for N with different T. With this minor correction,
Driscoll Kraay’s covariance matrix estimator can also be used in unbalanced panel data

models (Tatoglu, 2016).

Another resistant estimator used in the study is Arellano, Froot, and Rogers. After the
Huber, Eicker and, White estimators, studies were developed by Arellano (1987), Froot
(1989) and, Rogers (1993), and estimations were also used when the assumption of the
independent distribution of residues became flexible. Resistive standard errors were
produced when residuals were correlated within the cluster (unit in panel data models)
and uncorrelated between clusters. The variance estimator of the parameters is as in
equation (5):

Var (B) == ——(xX) (I, ] wu” Xi) (xx) (5)

Here M indicates the number of clusters, and N; indicates the number of units in the
clusters (Tatoglu, 2016)

3. Empirical Results

In the study, firstly, the stationarities of the series (Appendix A2) were examined with the
unit root test, and then the presence of varying variance, autocorrelation, and correlation
between units was tested by using the diagnostic tests (Appendix A3). The Driscoll-Kraay
estimator was used because there is heteroscedasticity, autocorrelation, and cross-
sectional correlation in fixed and random effects models. Since there are
heteroscedasticity and autocorrelation problems in the OLS model, the Arellona, Foot,
and Rogers estimators were used. The findings are presented in Table 1.

Table 1: Analysis Results

Variables Driscoll-Kray Fixed Effet Driscoll- Kray Random Arellano, Froot and Rogers
Effect for Pooled OLS

ODA -0.018876*** (0.0064629)  -0.01954*** (0.0063052) -0.0630737*** (0.0141789)

INF 3.73e-06  (3.68e-06) 3.18e-06 (3.11e-06) -0.0000478*** (0.000011)

POP -0.1338571** (0.0546757)  .1345561**(0.0610698) -0.0052204 (0.1634243)

FDI 0.0133821*** (0.0041023) .0127825** (0.0052183) -0.0133444 (0.0201111)
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CONS.  7.600067*** (0.1493004) 7.606491*** (0.817866) 7.59919*** (0.4083085)

OBS. 540

**<0.05, *** <0.01

According to the analysis findings, foreign aid has a statistically significant and negative
effect on economic growth in all models. The effects of other control variables used in
the study are as follows. The effect of inflation on economic growth is statistically
insignificant in FE and RE models, but this effect is statistically significant and negative
in OLS. The population has a statistically significant and negative effect on growth in FE
and RE models but is statistically insignificant in OLS. Foreign direct investments
positively affect economic growth according to FE and RE models, but it is statistically
insignificant according to OLS.

Conclusion

Capital insufficiency is one of the important structural problems in developing countries.
The inadequacy of domestic savings in these countries leads to the need for additional
resources. One of these channels is foreign aid. Foreign aid can be an important source of
economic growth when used optimally. One of the best examples of this is South Korea,
which has received foreign aid for many years. In this context, foreign aid used in
productive investments is expected to have a positive effect on economic growth.
However, developing countries often face structural problems such as a lack of
institutionalization, political or economic instability, and corruption. All these can lead to
the ineffectiveness of foreign aid. In addition, the dependency of foreign aid has a
negative impact on the country's economy. When interest payments are included in this,
aid is expected to harm economic growth rather than benefit.

In this study, the effect of foreign aid on economic growth was investigated in the 20
countries that received the most foreign aid during the period 1994-2020. For robust
results for FE and RE Driscoll-Kraay, for OLS model Arellano, Froot, and Rogers
estimator are used in the study. According to the analysis findings, foreign aid increases
economic growth in all models. Considering the other control variable findings, inflation
is statistically insignificant according to the FE and RE models. On the other hand,
population reduces economic growth, but foreign direct investment increases it.
According to the OLS model findings, inflation affects economic growth negatively. The
effect of population and FDI on growth is statistically insignificant.

Factors that can be effective in reducing the economic growth of foreign aid are as
follows. i) corruption, ii) institutional weakness, iii) lack of control, iv) socio-economic
and political instability, v) use of capital in non-productive sectors, vi) inefficiency and
lack of production caused by dependence on foreign aid, vii) crowding-out effect.

Considering all these parameters, it is important that foreign aid can positively affect
economic growth, primarily that institutions are transparent. In addition, aid should be
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used for optimal projects, because foreign aid interest expenses exceeding the investment
return rates cause foreign aid to be a burden, not a benefit to the economy.

References

Abd el Hamid A., H. (2013). Foreign aid and economic growth in Egypt: A cointegration
analysis. International Journal of Economics and Financial Issues, 3(3), 743-751.

Adamu, P. A. (2013). The impact of foreign aid on economic growth in ECOWAS
countries: A simultaneous-equation model. WIDER Working Paper, No.
2013/143.

Adebayo, T. S., & Beton Kalmaz, D. (2020). Ongoing debate between foreign aid and
economic growth in Nigeria: a wavelet analysis. Social Science Quarterly, 101(5),
2032-2051.

Appiah-Konadu, P., Junior, F. S., Eric, A., & Twerefou, D. K. (2016). The effect of
foreign aid on economic growth in Ghana. African Journal of Economic Review,
4(2), 248-261.

Arellano, M. (1987). Practitioners’ Corner: Computing robust standard errors for within-
groups estimators. Oxford Bulletin of Economics and Statistics, 49(4), 431-434.

Asteriou, D. (2009). Foreign aid and economic growth: New evidence from a panel data
approach for five South Asian countries. Journal of Policy Modeling, 31(1), 155-
161.

Azam, M., & Feng, Y. (2022). Does foreign aid stimulate economic growth in developing
countries? Further evidence in both aggregate and disaggregated samples. Quality
& Quantity, 56(2), 533-556.

Babalola, S., & Shittu, W. (2020). Foreign aid and economic growth in West Africa:
Examining the roles of institutions. International Economic Journal, 34(3), 534-
552.

Chenery, H., & Strout, M. (1966). Foreign assistance and economic development. The
American Economic Review, 66, 679-773.

Conchesta, N.K.(2008). Foreign aid and economic growth: The case of Tanzania.

Retrieved from
https://citeseerx.ist.psu.edu/viewdoc/download?doi=10.1.1.968.4124&rep=repl
&type=pdf.

Dag, M., Kizilkaya, O., & Demez, S. (2018). Samaritan ¢ikmazi baglaminda dis
yardimlarin ekonomik biylmeye etkisinin incelenmesi: Ampirik bir analiz.
Maliye Arastirmalart Dergisi, 4(1), 17-25.

Daniel, S. (2011). Trade openness, foreign aid and economic growth in post-liberalisation
Ghana: An application of ARDL bounds test. Journal of Economics and
International Finance, 3(3), 146-156.

31


https://citeseerx.ist.psu.edu/viewdoc/download?doi=10.1.1.968.4124&rep=rep1&type=pdf
https://citeseerx.ist.psu.edu/viewdoc/download?doi=10.1.1.968.4124&rep=rep1&type=pdf

Research Journal of Public Finance 8(1), (2022), 21-36

Dash, A. K. (2021). Does foreign aid influence economic growth? Evidence from South
Asian countries. Transnational Corporations Review, 1-14.
https://doi.org/10.1080/19186444.2021.1974257.

Driscoll JC, Kraay AC (1998) Consistent covariance matrix estimation with spatially
dependent panel data. Rev Econ Stat, 80, 549-560.

Durbarry, R., Gemmell, N., & Greenaway, D. (1998). New evidence on the impact of
foreign aid on economic growth. CREDIT Research Paper, No. 98/8.

Egri, T. (2018). Ekonomik  biiyiime ve dig  yardimlar  iliskisi:
Misir i¢in bir nedensellik analizi. Ekonomik ve Sosyal Arastirmalar Dergisi, 14,
31-43.

Ekanayake, E. M., & Chatrna, D. (2010). The effect of foreign aid on economic growth
in developing countries. Journal Of International BusinessaAnd Cultural Studies,
3,1-13.

Farahmand M. Akbar. (2021). The relationship between economic growth and foreign
aid: The case of Afghanistan. Journal of Economic Policy Researches, 8(2), 141-
154.

Fasanya, I. O., & Onakoya, A. B. (2012). Does foreign aid accelerate economic growth?
An empirical analysis for Nigeria. International Journal of Economics and
Financial Issues, 2(4), 423-431.

Fayissa, B., & El-Kaissy, M. . (1999). Foreign aid and the economic growth of
developing countries (LDCs): Further evidence. Studies in Comparative
International Development, 34(3), 37-50.

Feeny, Simon (2005) The impact of foreign aid on economic growth in Papua New
Guinea. Journal of Development Studies, 41(6), 1092-1117.

Froot, K.A. (1989). Consistent covariance matrix estimation with cross-sectional
dependence and heteroskedasticity in financial data. Journal of Financial and
Quantitative Analysis, 24(3), 333-355.

Girma, H. (2015). The impact of foreign aid on economic growth: Empirical evidence
from Ethiopia (1974-2011) using ARDL approach. Journal of Research in
Economics and International Finance, 4(1), 1-12.

Golder, U., Sheikh, M., & Sultana, F. (2021). The relationship between foreign aid and
economic growth: Empirical evidence from Bangladesh. Journal of Asian
Finance, Economics and Business, 8(4), 625-633.

Gorgiilii, M. E. (2016). Dis Yardimlarin Ekonomik Biiyiime Uzerine Etkileri. Journal of
the Human & Social Science Researches, 5(5), 1292-1322.

32


https://doi.org/10.1080/19186444.2021.1974257

Maliye Arastirmalar: Dergisi 8(1), (2022), 21-36

Irandoust, A. H. J. M., & Hatemi, A. (2005). Foreign aid and economic growth: new
evidence from panel cointegration. Journal of economic development, 30(1), 71-
80.

Jena, N. R., & Sethi, N. (2019). Foreign aid and economic growth in sub-Saharan Africa.
African Journal of Economic and Management Studies, 11(1), 147-168.

Kargbo, P. M. (2012). Impact of foreign aid on economic growth in Sierra Leone:
Empirical analysis. WIDER Working Paper, No. 2012/07.

Karras, G. (2006). Foreign aid and long-run economic growth: empirical evidence for a
panel of developing countries. Journal of International Development: The Journal
of the Development Studies Association, 18(1), 15-28.

Kim, J. (2011). Foreign aid and economic development: The success story of South
Korea. Pacific Focus, 26(2), 260-286.

Kirikkaleli, D., Adeshola, 1., Adebayo, T. S., & Awosusi, A. A. (2021). Do foreign aid
triggers economic growth in Chad? A time series analysis. Future Business
Journal, 7(1), 1-17.

Liew, C. Y., Mohamed, M. R., & Mzee, S. S. (2012). The impact of foreign aid on
economic growth of East African countries. Journal of Economics and
Sustainable Development, 3(12), 129-188.

Mallik, G. (2008). Foreign Aid and Economic Growth: A Cointegration Analysis of the
Six Poorest African Countries. Economic Analysis & Policy, 38(2), 251-260.

Mbah, S., & Amassoma, D. (2014). The linkage between foreign aid and economic
growth in Nigeria. International Journal of Economic Practices and Theories,
4(6), 1007-1017.

Mbaku, J. M. (1993). Foreign aid and economic growth in Cameroon. Applied
Economics, 25(10), 1309-1314.

Mitra, R. (2013). Foreign aid and economic growth: A cointegration test for Cambodia.
Journal of Economics and Behavioral Studies, 5(2), 117-121.

Moolio, P., & Kong, S. (2016). Foreign aid and economic growth: Panel cointegration
analysis for Cambodia, Lao PDR, Myanmar, and Vietnam. Athens Journal of
Business and Economics, 2(4), 417-428.

Moreira, S. B. (2005). Evaluating the impact of foreign aid on economic growth: A cross-
country study. Journal of Economic Development, 30(2), 25-48.

Moreira, S. B. (2013). Evaluating the impact of foreign aid on economic growth: A cross-

country study (1970-1998). Retrieved from
https://comum.rcaap.pt/bitstream/10400.26/4462/1/15 2003 7ConfCEMAPRE
actas.pdf.

33


https://comum.rcaap.pt/bitstream/10400.26/4462/1/15_2003_7ConfCEMAPRE_actas.pdf
https://comum.rcaap.pt/bitstream/10400.26/4462/1/15_2003_7ConfCEMAPRE_actas.pdf

Research Journal of Public Finance 8(1), (2022), 21-36

Mustafa, M. E., Elshakh, M. M., & Ebaidalla, E. M. (2019). Does foreign aid promote
economic growth in Sudan? Evidence from ARDL bounds testing analysis.
Journal of Economic Cooperation & Development, 40(3), 115-140.

Ozekhome, H. O. (2017). Foreign aid, foreign direct investment and economic growth in
ECOWAS countries: Are there diminishing returns in the aid-growth nexus. West
African Journal of Monetary and Economic Integration, 17(1), 61-84.

Rahnama, M., Fawaz, F., & Gittings, K. (2017). The effects of foreign aid on economic
growth in developing countries. The Journal of Developing Areas, 51(3), 153-171.

Rogers, W. (1993). Regression standard errors in clustered samples. Stata Technical
Bulletin, 3(13), 1-32.

Sahoo, K., & Sethi, N. (2013). Effect of foreign aid on economic growth and development
in India: An empirical analysis. South Asian Journal of Management, 20(1), 114-
138.

Sothan, S. (2018). Foreign aid and economic growth: evidence from Cambodia. The
Journal of International Trade & Economic Development, 27(2), 168-183.

Tadesse, T. (2011). Foreign aid and economic growth in Ethiopia: A cointegration
analysis. The Economic Research Guardian, 1(2), 88-108.

Tait, L., MA, B. S., & Chatterjee, 1. (2015). Foreign aid and economic growth in Sub-
Saharan Africa. Australia: University of Western Australia, Business School,
Economics.

Tang, K. B., & Bundhoo, D. (2017). Foreign aid and economic growth in developing
countries: Evidence from Sub-Saharan Africa. Theoretical Economics Letters,
7(5), 1473-1491.

Tatoglu, Ferda Y. (2016). Panel Veri Ekonometrisi, 3. Basim, Istanbul: Beta Basim.

Tiwari, A. K. (2011). Foreign aid, FDI, economic freedom and economic growth in Asian
countries. Global Economy Journal, 11(3), 1-26.

Tiizemen, S., & Tiizemen, O. B. (2015). Dis yardimlarin ekonomik biiyiime {izerine

etkisi: Tiirkiye 6rnegi. Kastamonu Universitesi Iktisadi ve Idari Blimler Fakiiltesi
Derqgisi, 8(2), 57-71.

Ugwuegbe, S. U., Okafor, I. G., & Akarogbe, C. A. (2016). Effect of external borrowing
and foreign aid on economic growth in Nigeria. International Journal of Academic
Research in Business and Social Sciences, 6(4), 155-175.

Upadhyaya, K. P., Pradhal, G., Dhakal, D., & Bhandari, R. (2007). Foreign aid, FDI and
economic growth in East European countries. Economics Bulletin, 6(13), 1-9.

Ucgkus, O., & Kendirci, B. (2012). Teoriden uygulamaya dis yardim. Sayistay Dergisi,
86, 57-77.

34



Maliye Arastirmalar: Dergisi 8(1), (2022), 21-36

Yiew, T. H., & Lau, E. (2018). Does foreign aid contribute to or impeded economic
growth?. Journal of International Studies, 11(3), 21-30.

Appendix
Table Al:Countries Included in the Analysis
Ethiopia Nigeri Bangladesh Indonesia Uganda
Jordan Sudan Morocco Kenya Egypt
Congo, Dem. Rep. India Vietham Myanmar Pakistan
Yemen Turkiye Iraq Tanzania Mozambique
Table A2: Unit Root Test Results
CIPS Unit Root Test
Variables Cons. Cons.+ Trend First Dif.
GROW -1.773 -1.900 -2.443%**
ODA -2.665*** -3.250*** -4.234
INF -2.573*** -3.081*** -4.400%**
POP -3.261%** -5.218*** -4.917%**
FDI -2.326%** -2.434 -3.828***

*** indicate that the series is stationary at 99% confidence

Table A3: Diagnostic Tests Results

Test Problem Result (FE) Result (RE) Result (OLS)
Modified Wald test ~ Heteroscedast. ~ 5780.91*** -
WO =
16.592292***
W50 = 14.096003
Levene, Brown and Heteroscedast —
Forsythe '
w10 =
16.378194***
Breusch-Pagan 36.37***
M. Bhargava et al. Autocorrelation  .13888225 13888225
D.W
Baltagi-Wu LBI Autocorrelation  .28639396 .28639396
Wooldridge test 29.597***
Pesaran CsSD 42.226%** 42.141%**
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Friedman CSD 319.183*** 319.095***
Frees CSD 10.910*** 10.881***
*** <0.01
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