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Abstract

Abstract

Developed countries have been providing more and more international development
assistance since the Millennium Development Goals (MDGs), contributing a lot to the
realization of global poverty reduction goals. However, there are still 1 billion people
living under absolute poverty line all over the world until now, while there is still 50 billion
dollars gap of international development assistance. Fortunately, emerging donors are
providing more and more aid in recent years, playing larger and larger role in international
aid stage. More importantly, these emerging countries follow so different aid models from
traditional developed countries that it poses a great challenge to existing international aid
system dominated by developed countries. As a typical example of emerging countries,
China's international aid and its aid model is getting more and more concern. So, what is
the difference between these two aid models? What is the economic effect of them?
Whether they both can promote the trade development and economic growth of recipients
or not? How do they complement and promote each other? The answers to these questions
can both improve the theory of aid economics further, and clarify people’s question and
misunderstanding to international development assistance, which matters the improvement
of aid effect and even reform of the whole international aid system, hence has great
theoretical and practical meanings.

Economic effect of international aid refers to the influence of aid on economic factors such
as consumption, investment, foreign trade and economic growth of one country. Existing
literature mostly focus on the economic effect on donors owe to data shortage and unequal
status, while rarely on recipients. After going through existing literature, there are two
important issues found: the first one is about the mechanism between aid and economic
growth. What are channels for aid to promote final economic growth? Existing literature
mainly focus on discussing the direct relationship between aid and economic growth, but
the specific transmitting mechanism between these two are regarded as a “black box”
without systematic discussion and examination. The second one is about effects among aid,

trade and economic growth. As for relationship among these three, existing literature
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mainly analyze the relationship between any two of them, that is, aid—trade,
aid—economic growth, trade—economic growth; there lacks of a united analytic
framework as to the relationship among these three, especially the channel role of foreign
aid between aid and economic growth.

Hence, this thesis aims to study the economic effects of international development
assistance on recipients from the perspective of foreign trade. It has two targets: one is that
studies the effect of aid on foreign trade so as to test effectiveness of “Aid for Trade”, that
is the direct economic effect of aid; one is that studies the economic growth effect of
different aid models with international trade as the breakthrough point, that is the final
economic growth effect of aid. To achieve these two expecting goals, after reviewing
theoretical and empirical literature at home and abroad, the thesis first comparatively
analyses the characteristics of the two different aid models; then theoretically and
empirically studies impacts of international aid of developed countries and China on
foreign trade (including trade cost, trade volume and trade diversification) respectively, so
as to test the feasibility of “Aid for Trade”; after that, studies effect of developed countries’
and Chinese aid on final economic growth of recipients and tests the intermediate role of
foreign trade; finally, puts forward suggestions on Chinese and developed countries’ aid
and their reforms according to conclusions and combining with realities of developed
countries and China.

This dissertation is divided into eight chapters in detail. Chapter 1 is introduction,which
states the background and significance of the topic, research ideas, framework and methods,
as well as the innovation and inadequacies of the text. Chapter 2 is the literature review,
which briefly defines relevant conception of international development assistance so as to
define research objects.Then, it reviews and combs the relevant important literature from
three sections. First section is direct influence of aid on economic growth; second section
is four transmission channels from aid to economic growth, saying
aid—consumption—growth,aid—investment— growth,aid—public expenditure—growth,

aid—trade—growth; final section is aid conditionality. As this thesis focuses on studying
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economic effects of aid from trade channel, it especially summaries and combs literature
on relationship between aid and trade, including such three parts as aid and trade cost, aid
and export volume, aid and export diversification. Chapter 3 analyzes aid models of
developed countries and China and summaries core characteristics of two models,
concerning about aid idea, aid channel, aid sector and aid modality, etc. Chapters 4~7 are
the core parts of this dissertation, whose first two chapters study trade effects of aid from
developed countries and China respectively, and second two chapters analyze economic
growth effects of two aid models and the channel role of international trade; the latter two
are the extension and foothold of the former two. In specific, Chapter 4 discusses trade
effect including trade cost, export volume and export diversification of aid from developed
countries. First segment studies trade cost reduction effect of aid from developed countries,
which first builds a trade cost function to discuss theoretical mechanisms of aid on trade
cost and puts forward some hypotheses, and then conducts an empirical study by using 67
recipients’ panel data from 2002 to 2011 to test the relationship between these two. Second
segment studies export volume effect of aid, which first constructs a theoretical model with
trade cost, and introduces into “iceberg trade cost” in the first segment to get the
relationship between export volume and aid. After the theoretical analysis, this segment
conducts an empirical study by using 67 recipients’ panel data from 2002 to 2011.
Meanwhile, I will consider the potential “threshold effect”, namely, optimal aid amount.
Third segment investigates effect of aid on recipients’ export diversification, whose idea is
similar to the first two segments, that is, first qualitatively analyzes theoretical mechanisms
of aid and export diversification, puts forward some hypotheses, and then conducts
empirical test. Chapter 5 studies the effects of Chinese aid on recipients’ trade with similar
structure and method to Chapter 4, which mainly tests effects of Chinese aid on recipients’
trade cost, export volume and export diversification; furthermore, the last segment
relatively analyzes differences of trade effects between these two models and related
reasons. This chapter chooses recipients in Africa as research sample because of aid

availability. Overall, Chapter 4~5 are mainly to test the assumption “‘aid for trade’ both
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from developed countries and China are effective”. Chapter 6 and 7 are the footholds of
Chapter 4 and 5 respectively, studying whether international aid through foreign trade
channel can enhance recipients’ economic growth or not from perspective of developed
countries and China respectively. Whereby, first segment in Chapter 6 empirically
investigates influence of developed countries’ aid on recipients’ economic growth and the
channel role of foreign trade between them using direct introduction method under the
perfect substitution condition of aid and trade. Under the imperfect substitution condition
of aid and trade, second segment in Chapter 6 first analyzes transmission mechanisms
among aid, trade and economic growth based on an endogenous growth model involving
physical capital and human capital; then empirically tests economic growth effect of
developed countries’ aid and trade channel with two-stage regression method. Chapter 7
studies economic growth effect and trade channel of Chinese aid using the similar method
and discusses differences of economic growth effects between these two models. Chapter 8
summarizes this dissertation, which consists of the main conclusions, policy implications
and the further research directions.

After theoretical and empirical analysis, the major results can be concluded as follows:
(1)aid and trade cost. International aid from developed countries can significantly reduce
recipients’ export cost and import cost, but the effect on import cost is weaker than that is
for export cost and different categories have different influences on different income level
recipients; Chinese aid can also significantly reduce recipients’ export cost and import cost,
but the effect on import cost is greater than that is for export cost .

(2)aid and export volume. Developed countries’ overall aid, aid for production sector and
aid for economic infrastructure all can increase recipients’ export, but only aid for
economic infrastructure has a U-shaped “threshold effect” on recipients’ export, and
different categories of aid have different effects on export of recipients with different
income levels; Chinese aid can increase recipients’ exports to China remarkably with a
inverted U-shaped “threshold effect”.

(3)aid and export diversification. Developed countries’ overall aid and aid for production
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sector can enhance recipients’ export diversification, and only aid for production sector
presents an inverted U-shaped “threshold effect” on export diversification, while aid for
economic infrastructure does not have significant effect on recipients’ export
diversification; Chinese aid may lower the level of recipients’ export diversification;
recipient’ income and their export diversification have an significant inverted U-shaped
“threshold effect”.

(4) aid and economic growth. Aid both from developed countries and from China can
significantly enhance recipients’ economic growth, and Chinese aid has an inverted
U-shaped “threshold effect” on recipients’ economic growth, while it is not true for
developed countries’ aid. Both the positive effects are realized through export channel,
however, aid not through export channel will hinder recipients’ economic growth.

Based on conclusions mentioned above, to further improve the effectiveness of
international development assistance, donors should further increase aid, especially “aid
for trade” to meet their international commitments as soon as possible; when providing
foreign aid, donors should treat differently and determine aid amount and modality
according to different national situations; donors need to strengthen coordination and
cooperation, complement and promote each other to promote recipients’ economic growth

and poverty reduction together, etc.

Key Words: Aid; Trade; Economic Growth
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