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   Enhancing the effectiveness of aid has long been the international development community’s core agenda, 

given the limited resources available for the fight against poverty. With the establishment of the Millennium 

Development Goals (MDGs) in 2000 and the implementation of the Paris Declaration (PD) on Aid 

Effectiveness in 2005, the international community has continued to improve the impact of aid on 

development. However, poverty still persists despite drastic changes in the development landscape.    

 

Aid Effectiveness and Cross-Country Analyses 

   While aid is generally considered to have a positive impact on economic growth, which is believed to be a 

vital force in poverty reduction, cross-country empirical studies on aid effectiveness for growth have shown 

ambiguous results. A few studies have confirmed a positive relationship, while others have argued that there is 

no significant impact of aid on growth. Moreover, some studies have suggested that the positive impact 

emerges only with certain prerequisite conditions such as good, climate-related geographical environments, 

and only in certain forms or categories of aid. Although the current mainstream discourse asserts the 

importance of good policies for development aid to promote growth effectively, the controversy begs further 

research. A recent article in The Economist (Aug 16th 2014) also highlighted the continuing aid-growth 

controversy. 

 

   In a recent World Bank study, “Aid Is Good for the Poor,” we argue social aid significantly and directly 

benefits the poorest in society, while economic aid increases the income of the poor through growth. By 

examining impacts of aid on growth, inequality, and poverty, our study seeks to add insight to the 

controversial discussion on aid effectiveness.  

 

Challenges  

   Results presented in the past literature on aid-growth have been quite often ambiguous, and to some extent 

controversial, due to the usage of aggregate aid data in various analyses. The insignificant, even negative, 

results in past literature should be regarded as natural because aid is not necessarily, or directly, targeted at 

economic growth. The purposes of aid are diverse depending on project and programs. If the ultimate goal of 

aid is to reduce or end poverty, aid needs to benefit the poor more than other income groups and reduce 

inequality. Past literature paid very little attention to the distribution effects of aid for poverty reduction.  

   To shed light on this, we conducted a series of cross-county analyses on the impact of aid on growth, 

inequality, and poverty, using sector level aid data (economic, social, and aggregate aid) and distributional 



Table 1
Aid, Policies, Institutions, and Growth        

Dependent Variable: Period Average Growth Rate of Per Capita Income

Eco Aid Soc Aid Agg Aid Eco Aid Soc Aid Agg Aid EcoAid Soc Aid Agg Aid EcoAid Soc Aid Agg Aid
(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (15) (16)

Constant 0.1188*** 0.1348*** 0.0998** 0.1259*** 0.1204*** 0.0799 0.1162*** 0.1177*** 0.1202*** 0.1358*** 0.1293*** 0.1334*** 0.1257*** 0.1315*** 0.1349*** 0.1319***
(5.99) (5.27) (2.11) (3.94) (4.11) (1.58) (3.55) (4.36) (5.10) (2.96) (4.79) (4.94) (5.19) (2.99) (5.32) (4.99)

Initial Ln(Per Capita Income) -0.0082*** -0.0083*** -0.0035 -0.0060* -0.0058* -0.0028 -0.0069** -0.0073** -0.0078*** -0.0096** -0.0085*** -0.0090** -0.0081*** -0.0083* -0.0082*** -0.0080***
(3.83) (3.03) (0.71) (1.78) (1.87) (0.53) (1.99) (2.58) (2.84) (1.99) (2.88) (3.07) (2.86) (1.80) (2.98) (2.74)

Initial Ln(Fertility) -0.0253*** -0.0273*** -0.0300*** -0.0342*** -0.0337*** -0.0245** -0.0281*** -0.0269*** -0.0318*** -0.0355*** -0.0386*** -0.0388*** -0.0304*** -0.0342*** -0.0396*** -0.0405***
(4.27) (3.63) (2.90) (3.37) (3.67) (2.57) (3.29) (3.25) (5.34) (2.96) (3.76) (4.10) (4.82) (2.92) (3.83) (4.12)

Period Average Rate of Change of TOT 0.1142** 0.0918 0.1299** 0.1225** 0.1104* 0.1521*** 0.1474*** 0.1509*** 0.0467 0.0556 0.0557 0.0598* 0.0701 0.0805** 0.0804* 0.0726
(2.10) (1.45) (2.09) (2.05) (1.94) (2.68) (2.74) (2.88) (1.05) (1.23) (1.23) (1.28) (1.38) (1.82) (1.76) (1.54)

Initial Government Consumption/GDP -0.0005 -0.0005 -0.0008 -0.0007*
(1.04) (1.05) (1.63) (1.83)

Ln(1 + Period Average Inflation/CPI) -0.0671 -0.1099*** -0.1098*** -0.0741* -0.1132*** -0.1064*** -0.0806** -0.0627* -0.0869*** -0.0860*** -0.0576*
(1.46) (2.91) (3.14) (1.76) (4.38) (3.93) (2.31) (1.97) (2.67) (2.85) (1.84)

Period Average Growth Rate of 0.0717 -0.0984 -0.0804 -0.0074
 (0.49)  (0.52)  (0.43)  (0.05)

Period Average Rate of Change of -0.0495 0.0176 0.0623 0.0210 -0.0914 0.0542 0.0468 0.0123
Institutional Quality (ICRG Capacity)#1 (0.92) (0.08) (0.35) (0.20) (0.76) (0.30) (0.30) (0.13)

Period Average Aid/GDP#2 0.0111** 0.0034** 0.0013** 0.0099* 0.0017 0.0004 0.0027 0.0028** 0.0010 0.0047 0.0033*** 0.0014*
(2.00) (2.09) (2.57) (1.73) (0.99) (0.74) (0.52) (2.33) (1.53) (0.89) (2.54) (1.91)

Regional Dummy EAP 0.0017 -0.0068 -0.0052 -0.0058 -0.0069 -0.0056 -0.0042 -0.0051 0.0032 -0.0037 -0.0020 -0.0035 -0.0914 -0.0064 -0.0055 -0.0065
(0.26) (0.84) (0.59) (0.68) (0.85) (0.78) (0.61) (0.76) (0.43) (0.51) (0.27) (0.46) (0.76) (0.88) (0.74) (0.86)

Regional Dummy SSA -0.0065 -0.0026 -0.0054 -0.0029 -0.0067 -0.0102* -0.0079 -0.0098** -0.0003 -0.0044 -0.0060 -0.0063 -0.0032 -0.0065 -0.0076 -0.0088
(1.53) (0.42) (0.79) (0.45) (1.17) (1.85) (1.66) (2.09) (0.04) (0.52) (0.86) (0.90) (0.47) (0.77) (1.10) (1.18)

FSU Dummy 0.0199** 0.0198* 0.0235 0.0225 0.0233 0.0259** 0.0254* 0.0246* -0.0140 -0.0324** -0.0365*** -0.0369*** -0.0138 -0.0302** -0.0384*** -0.0398***
(2.18) (1.68) (1.34) (1.25) (1.28) (1.96) (1.89) (1.84) (0.89) (2.13) (2.93) (3.35) (0.82) (2.14) (3.15) (3.53)

Crises Dummy -0.0057 -0.0062 -0.0039 -0.0030 -0.0013 -0.0025 -0.0026 -0.0026 -0.0027 0.0005 0.0005 0.0017 -0.0005 -0.0005 0.0001 0.0021
(1.61) (1.55) (0.93) (0.67) (0.34) (0.61) (0.60) (0.67) (0.68) (0.09) (0.10) (0.35) (0.10) (0.10) (0.03) (0.43)

No. of Observations 127 105 85 85 95 99 100 112 102 77 77 82 87 74 74 79
R-squared 0.44 0.41 0.44 0.47 0.47 0.49 0.47 0.45 0.24 0.27 0.34 0.28 0.24 0.35 0.40 0.34
Notes:   i) Absolute value of t-statistics calculated with White-corrected standard errors is in parentheses. *, ** and *** indicate significance at the 10%, 5% and 1% levels, respectively.
ii) Panel two-stage least squares methods is used for these analyses.
iii) # denotes variables are instrumented with; #1-the initial level and period average growth rate of the previous spell; #2 -the period average rate of the previous spell.
Source:  Authors' compilation 

Policies Institutions Policies and Institutions

income data of 116 countries over the past three decades (60 countries over two decades for the sectoral aid 

analyses). For detail on the methods and empirical models, please refer to Section 2 in our paper.  

 

Economic Aid Promotes Growth 

Table 1 shows the results of our Barro-type ad hoc growth regressions for conditional convergence, with 

elements of exogenous conditions; a set of important factors such as policies, institutions, and factors of 

globalization; and sectoral aid. The results shows that impact of economic aid on growth was significantly 

positive (Column 6), while coefficients of social aid (Column 7) and aggregate aid (Column 8) were positive, 

yet smaller and insignificant. These results imply that economic aid contributes to growth. 

  

 

Social Aid and Aggregate Aid Benefit the Poor and Mitigate Inequality 

   Table 2 shows the estimated results of our examination of the variation of average incomes of quintiles 1-5 

by variation of average income of the country with economic, social, and aggregate aid respectively. We 

found that social and aggregate aid had positive systematic effects on quintiles 1 and 2 at the 1% significance 

level (Columns 6, 7, 11, & 12) and negative systematic effects on quintile 5 at the 1% significance level. 

These findings prove that social and aggregate aid benefits the poor more than other income groups. 

Furthermore, these show that aid contributes to reduce inequality by narrowing the gap between the rich and 

the poor. The negative and significant coefficient attached to the richest quintile may suggest that countries 

might have worked on distributional policies while receiving international social aid. As for economic aid, 



Table 2
Impact of Aid on the Quintile Income Groups (the Late 1990s-2000s)

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (15)
Quintile Income Groups Q1 Q2 Q3 Q4 Q5 Q1 Q2 Q3 Q4 Q5 Q1 Q2 Q3 Q4 Q5

Period Average Growth 
Rate  

1.2749*** 1.0826*** 1.0412*** 1.0007*** 0.9912*** 1.2195*** 1.0584*** 1.0261*** 0.9971*** 1.0069*** 1.1838*** 1.0367*** 1.0124*** 0.9903*** 1.0202***

of Per Capita Income# (6.59) (9.12) (12.87) (19.11) (14.17) (7.16) (10.24) (14.71) (21.82) (16.50) (7.07) (10.36) (15.05) (22.75) (17.03)

Aid/GDP 0.0019 0.0015 0.0008 0.0002 -0.0011 0.0013*** 0.0008*** 0.0004** 0.0001 -0.0006*** 0.0007*** 0.0004*** 0.0003** 0.00008 -0.0003***

(0.89) (1.12) (0.86) (0.35) (1.24) (3.00) (3.33) (2.52) (0.88) (3.41) (2.73) (3.13) (2.44) (1.04) (3.34)

Crises Dummy -0.0046 -0.0001 0.0009 0.0013 -0.0014 -0.0036 0.0006 0.0013 0.0014 -0.0019 -0.0040 0.0003 0.0012 0.0013 -0.0017

(0.77) (0.04) (0.36) (0.76) (0.61) (0.61) (0.15) (0.52) (0.83) (0.84) (0.69) (0.08) (0.46) (0.81) (0.74)

No. of Observations 138 138 138 138 138 138 138 138 138 138 138 138 138 138 138

R-squared 0.29 0.53 0.69 0.83 0.72 0.31 0.54 0.70 0.83 0.72 0.31 0.54 0.70 0.83 0.72
Notes:  i) Absolute value of t-statistics calculated with White-corrected standard errors is in parentheses.    *, ** and *** indicate significance at the 10%, 5% and 1% levels, respectively.
ii) Panel two-stage least squares methods is used for these analyses. 
iii) # denotes variable is instrumented with the initial level and period average growth rate of the previous spell.

Source:  Authors' compilation 

Dependent Variable: Period Average Growth Rate of Per Capita Income of the Quintile (real terms)
Economic Aid Social Aid Aggregate Aid

iv) Quintiles go from the poorest, Q1 to the richest Q5.

none of the coefficients were significant (Columns 1-5). That is, economic aid does not have systematic 

effects on the poor, nor any particular income group. Together with the evidence that economic aid 

contributes to economic growth in Table 1, the estimated results for quintiles 1-5 reveal that economic aid is 

good for the poor through growth effects. 

 

Policy Implications 

   The study shows that aid is good for the poor, because it not only benefits the poor in similar proportion to 

other income groups on average, but in fact it also benefits the poor more than other income groups. Presented 

evidence suggests that utilizing both growth and distribution effects of aid could maximize development 

effectiveness. Development aid could play an important role in assisting developing countries to find the 

optimal mix of economic and social aid to achieve poverty reduction and effectively share prosperity.  

   We hope that the findings from this study will help readers rethink the important role of aid in achieving 

the global development goals of ending poverty and promoting shared prosperity.  

   In our next post, we will further discuss aid effectiveness in relation to globalization.  


