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Abstract

This paper examines the determinants of flow of foreign aid in the 20 ASIAN countries in a panel framework. The
model includes the foreign aid, foreign direct investment, six measures of governance, along with the purely economic
variables which have been taken as control variables. Estimation analysis was carried out by using pooled annual time
series data from 2002 to 2008 in the framework of fixed and random effect model. Relevance of GMM (1991) and
GMM (1998) estimates were also evaluated. We find that there is strong evidence of significantly positive impact of
past year's aid flow and regulatory quality on the current year's aid flow while significantly negative impact of exports
of goods and services, political stability and control over corruption on the current year's aid flow, weak evidence of
the negative impact of population, voice and accountability, and rule of law on the current year's aid flow and weak
evidence of significantly positive impact of government effectiveness on the current year's aid flow.
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1. Introduction
The United States first recognized the Usefulndsreign aid as a tool of diplomacy in the
World War 1. Policy makers believed that such agsam will fulfill three important goals.
First, to give assistance on humanitarian grountthéoneedy peoples, second, it would promote
liberal capitalist models of development in otheumtries and third it would enhance national
security. And the contemporary views also links tgroups the donor in one side and the
recipients countries on the other. The donor caesitnas their own self interest in disbursing
foreign aid it may be strategic, political and/moeomic while recipients has their needs for
removing poverty, improving primary education, readig the infant mortality. Available
literature indicates that foreign aid definitely aeaa positive impact on economic growth but
evidences are less clear-cut when we tries to duidwhat really determine the bilateral and
multilateral disbursement of foreign aid. Donor etries and international agencies argue that
their aid policies are meant to be selective anarfahe reforming government. The World
Bank has discussed openly about how to enhance goodrgmee that is how to lower level of
corruption of bureaucracy and of the official oétreceiving countries and to enhance the level
of governance World Bank is allocating aid to depaig countries. This study is in the direction
to identify the important factors which determihe &id allocation in the AISAN countries.
Rest of the paper is organized as follows. Secentiah presents an overview of the governance
achievements in ASIAN countries followed by reviek literature in third section. Fourth
section presents methodology adopted for the aisadysl the data source followed by empirical
analysis in the fifth section. Sixth section conlds.

2. An overview of governance achievements and aid flodisbursement in the Asian

countries

An overview of the achievement in governance inAlsean countries is discussed here on the
basis of the World Bank (2010) data on good govaeaAccording to the World Bank (2010),
the governance indicator score are measured bet&esh and 2.50 over time with lower score
indicating poor achievement and vice versa. Théeaements in various indices of governance
indicators in 20 ASIAN countries are presentedahlé 1a and 1b and the six dimension of
governance are defined in the section 3.
It is evident from table l1a and 1b that in the Ammevoice and accountability, government
effectiveness, control of corruption deteriorateshstantly scoring point below zero. Whereas
political stability and regulatory quality showed amprovement as it became positive in post
2005 and regulatory quality in post 2002. In theecaf China government effectiveness has
improved post 2005 scoring positively where as aher indicator remaining negative
throughout. In the case of Georgia government gffecess and regulatory quality showed an
improving trend having a positive score while othaticator deteriorated further whereas India
shows positive scores on voice and accountabifity Rule of law throughout the period from
2002 to 2008 while other indicator still remaingatve. All the six measures show a negative
trend for Indonesia throughout the period whereadah reveals a unique picture as out of six
indicators four indicators reaming positive throaghand only voice and accountability and
political stability showing a negative trend. Kakatan shows a negative score throughout the
period indicating no improvement at all whilst Ldmsing indifferent. Lebanon and Pakistan also
did not show any positive score for any of the ¢adlor throughout the period of 2002 to 2008. In
Philippians Voice and accountability score was fesiin the period of 2002 and 2005 but
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became negative in 2008 and government effectieeme2008 become zero, while all other
remains negative. Tajikstan, Turknenis, Uzbekis@h shows a negative trend in the
achievement of good governance. In the case ofTti@land voice and accountability was
positive in 2002 and 2005 but became negative 6082ihd political stability showed a positive
score in 2002 but deteriorated and became negati2005 and 2008 whereas government
effectiveness and regulatory quality remain positiv Thailand. Rule of law was positive in
2002 and 2005 but became negative in 2008 wheretsot of corruption was below zero
throughout. In Turkey government effectiveness r@gailatory quality both shows positive score
but regulatory quality shows a remarkable improvemb Vietnam political stability shows a
positive score and improvement but all other indicare below zero and on a deteriorating
trend.
Now if we focus on aid flow in ASIAN countries welllifind that aid as a percentage of GDP
for most of the Asian countries shows a declinirggnd with exception in the case of Georgia
and Lebanon, where aid as percentage of GDP irextefism 2005 to 2008 to some extent.
Bangladesh and Armenia recorded a small increasaitiias a percentage of GDP from 2005 to
2008 whereas Thailand shows a unique picture whéteas percentage of GDP became
negative.

3. Areview of literature on aid and governance
If we consider the literature relating to the catiens between aid and governance it is
somewhat scarce. However, the literature on the oblgovernance as the economic growth
determinant is growing over years. We will presanbrief review of literature relating to
governance, growth and aid allocation. North (19985 extensively emphasised the role played
by institutions in the process of economic progiEss governance is an essential component of
the new institutional economics. The study by Cod$98) and Rutherford (2001) show that
institutions are fundamental to the effective fumming of market-based economies and of late
studies provide empirical support in this aspesb.aFor example, Sala-i-Martin (1997) have
discussed the role of the institutions on the lefetompetition and government regulation of
markets; Hall and Jones (1999) discussed on tleafinstitutions on total factor productivity
and Keefer and Knack (1997) have focused on treeabproperty rights and the rule of law as
institutions. Though, achievements in good govecearary from country to country as noted in
Kaufmann et al. (2004) yet the swiftness of improeats in governance certainly matters for
integration in the world economy. Countries engagedimproving the dimensions that
contribute to good governance are likely to imprtwsr economic growth.
The link between aid and governance is an issuerdio@ires more rigorous investigation. The
literature in this area is scarce. However, somdiss$ find that the increasing in the institutional
guality enhances the process of economic growthdandlopment. For example by maintaining
a fair and efficient public sector administratidoyv corruption, effective law enforcement and
sound regulation can bring enhanced growth prosp&iurruption is another element that can
influence the economic performance of nations goeater extent. Ades and Di Tella (1999) and
Wei (2000) conclude that high trade intensity androall populations are associated with lower
corruption levels. Further, Anderson (2001) sugggdhat the ill functioning of institutions
increases both costs and risks of trading abroadeatending this Anderson and Marcouiller
(2002) provided the empirical evidence where detation in the quality of institutions reduces
foreign demand. There are some studies which haghlighted that institutions affect
development process of nations indirectly througdirtimpact on other variables that determine
the process of economic growth. For example, Hadl dones (1999) and Olson et al. (2000)



mentioned that deficient institutions impact pratkity and growth and that lower productivity
is an impediment to competitiveness which is likelyhave negative effects on trade. Similarly,
Mauro (1995) discussed on the role of corruptiontte economic growth; Gould and Gruben
(1996) noted on the role of intellectual properights on economic growth; Safavian et al.
(2001) discussed about the impact of regulatorgrioption into enterprise activities; Barro
(2001) discussed on the relationship between tleeofuaw and economic growth; Fischer et al.
(2001) discussed on the relationship between barata inefficiency and financial
mismanagement; Djankov et al. (2002) on the relatiqp between regulation of entry and
corruption; and last but not least Tiwari (20103adissed on the impact of various governance
indicators on the economic growth.

4. Econometric analysis of the quality of governancesconomic freedom and economic

growth

4.1 Model, Data source and Variables definition
This study focuses on finding out the aid flow det@ants among 20 ASIAN countrfefn
panel framework for the period 2002-2007. In thigdg we assume that aid flow depends upon
(a) various forms of Good Governance (GGOV), ad a®l(b) a number of purely Economic
Factors (EF) following Mosley et al. (2004) and G&D09) but extending the both models. In
this study we have preferred panel data analysientque as it has an advantage of containing
“the information necessary to deal with both theeitemporal dynamics and the individuality of
the entities being investigated” (Dielman, 198%)eTmost commonly used ways of assessing the
relationship between aid flow and its determinaatghe static panel data models. There are
basically three types of panel data models namelpooled Ordinary Least Squire (OLS)
regression, panel model with random effects anelpawodel with fixed effects. The evaluation
of a pooled OLS regression can be specified asvist|
AID, = B+ B(EF,) + B(GGOV,) + &yyvevcvveven 0

where i represents country, t represents time, Gg€vhprises five dimension to measure good
governance, Efcomprises variables that are purely economic heset variables we have taken

as control variables and the remainder is errom terhich is assumed to have a normal
distribution and varies over both country and tape In this study we define governance as the

traditions and institutions by which authority ircauntry is exercised. This includes the process
by which governments are selected, monitored apldced; the capacity of the government to
effectively formulate and implement sound policiaad the respect of citizens and the state for
the institutions that govern economic and socitractions among them. In this study the five
dimensions of governance through which it will beasured aréZoice and Accountability (VA),
Political Stability and Absence of Violence (PS-AV), Government Effectiveness (GE), Regulatory
Quality (RQ), and Control of Corruption (CC). Where VA captures the perceptions of the extent
to which a country's citizens are able to partitgpi selecting their government, as well as
freedom of expression, freedom of association,afrde media. PS-A¥aptures the perceptions
of the likelihood that the government will be dégliaed or overthrown by unconstitutional or
violent means, including politically-motivated woice and terrorism. GE captures the
perceptions of the quality of public services, thlity of the civil service and the degree of its
independence from political pressures, the qualityolicy formulation and implementation, and
the credibility of the government's commitment twls policies. RQ captures the perceptions of

2 List of the countries included for the analysipissented in appendix along with the descriptiméistics and
correlation analysis.



the ability of the government to formulate and iempent sound policies and regulations that
permit and promote private sector development. 8@dcaptures the perceptions of the extent to
which public power is exercised for private gaingluding both petty and grand forms of
corruption, as well as "capture" of the state biegland private interests. Following the related
literature to date, it is expecteceieris paribus) that economic growth is an increasing function
of each one of these measures of governance. Aogotd The World Bank (2007), the
governance indicator scores are measured betwes® apd 2.50 over time with lower scores
indicating poor achievements and vice versa.

Finally, we have taken some purely economic vagiakel., EF, to control for their impact on the
economic growth. These variables are LRIP, the namiong term Interest payments on
external debt; the total population; and EGS, natéxports of goods and services, expressed as
a percent of GDP and changed in to natural logastiffollowing Cebula 1995; Barro 1997);
nominal Foreign Direct Investment (FDI) is expresses a percent of GDP and a measure of
economic growth rate measured by GDP growth ratesuPnably, aid flow is a increasing
function of LRIP since a higher burden of long tdmterest payments on external debt acts to
demand for more and more aickteris paribus. Similarly, a higher population also forces
nations to demand for more and more aid in ordgeravide long and healthy life. Likewise,
higher EGS implies greater rate of real domestalpction,ceteris paribus. Finally, higher FDI
inflow is assumed to be growth generating. Forvaliables data has been obtained from the
official website of World Bank of World Developmemidicators (WDI) and was accessed on
May 2010. By incorporating the five dimensions afod governance and control variables
equation (1) can be specified as follows:

AID, = By + B(VA) + B,(PS)) + B(GE,) + £,(RQy) + B(RL,) + 5(CC,) + B,(LRIR) + 5, (EGS,)

+ G, (GDPgrowth,) + B,,(POR,) + &,,..ccvvvveee. @

However, while using a pooled OLS regression, aoesitunobservable individual effects are
not controlled therefore; heterogeneity of the d¢oes under consideration for analysis can
influence measurements of the estimated param@evsn and Danbolt, 2004). Further, using a
panel data model with incorporation of individu#fieets has a number of benefits for example,
among others; it allows us to account for individoeterogeneity. Indeed, developing countries
differ in terms of their colonial history, their ftecal regimes, their ideologies and religious
affiliations, their geographical locations and ditic conditions, not to mention a wide range of
other country-specific variables (Serrasqueiro Bndes, 2008). And if this heterogeneity is not
taken into account it will inevitably bias the résy no matter how large the sample is.
Therefore, by incorporating countries’ unobservabtividual effects in equation (4) the model
to be estimated is as follows:

AID, = Gy + B(VA) + B,(PS) + B(GE,) + B,(RQ) + B(RL,) + 5 (CC) + B, (LRIR,) + G, (EGS,)

+ f3,(GDPgrowth, ) + B,o(POR) +Wi...oovvvveve. )

where w, = 1 +¢&,,with 1 being countries’ unobservable individual effectheTdifference
between a polled OLS regression and a model camsglanobservable individual effects lies
precisely ing, .

To test the relevance of unobservable individutédat$ we use the Lagrange Multiplier (LM)
test. This tests the null hypothesis of irrelevaotenobservable individual effects, against the
alternative hypothesis of relevance of unobservaide/idual effects. If the null hypothesis is

not rejected this will implies that unobservabldiimdual effects are not relevant, and therefore,
a pooled OLS regression is an appropriate way ofyicey out evaluation of aid flow



determinants. On the contrary, if we reject thd hypothesis of irrelevance of unobservable
individual effects, we can conclude that a pooléds@egression is not the most appropriate way
of carrying out analysis of the relationship betweaid flow and its determinants i.e.,
unobservable individual effects are of relevanag strould be incorporated in the analysis.
However, there may be correlation between countueebservable individual effects and aid
flow determinants. If there is no correlation betwecountries’ unobservable individual effects
and aid flow determinants, the most appropriate wfagarrying out analysis is using a panel
model of random effects. On the contrary, if thereorrelation between countries’ individual
effects and aid flow determinants, the most appatgmway of carrying out analysis is using a
panel model of fixed effects. To test for the pblesiexistence of correlation we use the
Hausman test. Hausman test tests the null hypstluésion-existence of correlation between
unobservable individual effects and the aid floued®inants, against the alternative hypothesis
of existence of correlation. If the null hypothesisiot rejected we can conclude that correlation
is not relevant and therefore a panel model of sam@ffects being the most correct way of
carrying out the analysis of the relationship beweid flow and its determinants. On the
contrary, if the null hypothesis is rejected we @mclude that correlation is relevant and
therefore a panel model of fixed effects beingrtiest appropriate way to carrying out analysis
of the relationship between aid flow its determisan

Further, it is important to be mentioned is thattistpanel (with or without fixed and random
effects) models do not allow us to analyze the iptssslynamism existing in country aid flow
determinants. Study by Gani (2009) assumes econgroieth is an exogenous variable, even
though economic growth is expected to be endogemogsowth regressions. Addition to that,
economic growth may present issues of reverse lkigudar example, if economic growth
depends on the any of the aid flow determinantadei it will necessarily depend on aid flow
and if this kind of reverse causality is not taketo account, it can lead to serious inaccuracies
in research results. In such a situation it is aoly that the parameter estimates will be
inconsistent (because error term of the growth eguanay include factors that both affect aid
flow and are correlated with economic growth) bisbahe magnitude and the meaning of the
economic growth parameter will also get alteredva$f. Therefore, | have employed Arellano
and Bond’s Generalized Method of Moments (GMM)-tgséimator (1991) also to deal with the
issue of endogenity in the context of panel dataets In the dynamic framework equation (5)
can be written as follows:

AID, = By + B(VA) + B,(PS)) + B(GE,) + B,(RQ,) + B(RL,) + 5(CC,) + B,(LRIR) + 5, (EGS,)

+ B,(GDPgrowth,) + 5,,(POPR,) + p(AID, ) + W, ,.............. @

The GMM-type estimator proposed by Arellano and 8¢h991) is also known as two-step
estimation process and are constructed in two gh&sestly, first differences from the dynamic
panel data model are calculated; then, laggeddenfalight-hand side variables are used as their
instruments. With a lagged dependent variable @hdra@ndogenous regressors (as is the case
with aid and aid squared), the lagged levels atedda2 and earlier (t indexes time). If there are
predetermined regressors, all their lagged leveds used as instruments. Evaluation of the
equation (4) in first differences allows us to ehate unobservable individual effects,
eliminating in this way the correlation betwegnand AlD:.1. The use of lags of the growth and

its determinants as instruments allows for thetweraof orthogonal conditions betweez and
AlIDj¢1 i.e., eliminating correlation betwees) and AlD.;.



However, Blundell and Bond (1998) conclude that mvtiee dependent variable is persistent i.e.,
there being a high correlation between its valnabe current period and in the previous period,
and the number of periods is not very high, the GKIM91) estimator is inefficient. For this
kind of situations Blundell and Bond (1998) haveteexd the GMM (1991) estimator by
considering a system with variables at level amst filifferences. For the variables at level in
equation (4) the instruments are the variablesddgg first differences. In the case of the
variables in first differences in equation (6) thetruments are those lagged variables at level.
However, the GMM (1991) and GMM system (1998) dya@stimators can only be considered
robust if, firstly the restrictions created as asmguence of using the instruments are valid and
secondly there is absence of second order aut¢atiore To test the validity of the restrictions
we use the Sargan test in the case of the GMM (1894 GMM (1998) estimator. In both cases,
the null hypothesis is the restrictions imposedulg of the instruments are valid against the
alternative hypothesis that the restrictions arevadid. If the null hypothesis is rejected we can
infer that the estimators are not robust sinceriotisins imposed by use of instrument are not
valid. And to test for the existence of first artend order autocorrelation we use Arellano and
Bond (1991) test. The null hypothesis is that therao autocorrelation against the alternative
hypothesis being the existence of autocorrelattord if the null hypothesis of non-existence of
second order autocorrelation is rejected we comcthdt the estimators are not robust.

5. Estimation and Empirical Results
Results of static panel data models and dynamielg#ata models have been presented in table
3.
From table 3, it is evident that the results of ivald test are significant at 5% level of
significance in static panel data model and at &¥ell of significance at dynamic panel data
model and F tests are significant at 1% level giisicance in both the static panel and dynamic
panel data models therefore we can conclude thatamaot reject the null hypothesis that the
explanatory variables do not explain (taken as al&jhthe explained variable, and hence the
determinants selected in this study can be coresidier be enough explanatory of the aid flow
determinent. Further, the LM test indicate thatoaa reject the null hypothesis of irrelevance of
unobservable individual effects at 1% significanesel that implies that a pooled OLS
regression will not be the most appropriate waycafrying out analysis of the relationship
between aid flow and its determinants i.e., couspgcific heterogeneity is playing significant
role on the aid flow therefore, it should be inamgied in our model. Though is case of the
Hausman test we cannot reject the null hypothefsasence of correlation between countries’
unobservable individual effects and aid flow deteants yet in this case we find that the
assumption of Hausman test are not fulfilled. Tfeeee analysis of the relationship between aid
flow and its determinants is a panel model withedixeffects and in the presence of first order
autoregressive scheme has been carried out arltsrasipresented under model 4. It is evident
from the results of model 4 that GDP growths, PSaRd CC have significantly negative impact
on the aid flow while RQ has significantly positivepact on the aid flow.
In the next step we present the results of the G{®D1) and GMM system (1998) dynamic
estimators. The results of GMM (1991) and GMM (1PB&ve been under model 5 and model 6.
In this case also the results of the Wald testoith Imodels shows that the determinants used in
this study can be considered, as a whole, explanatdhe aid flow as Wald test is significant at
1% level of significance. Further, as the Sargah ienot significant in all models therefore we
can conclude that data do not provide evidenceeject the null hypothesis of instrument
validity and consequent restrictions generated fum® of the GMM (1991) and GMM system



(1998) dynamic estimators respectively i.e., inseats and restrictions generated from use of
GMM (1991) and GMM (1998) are valid. Arellano anadrigl (1991) test of autocorrelation
shows that in all models data do not provide ewideto reject the null hypothesis of absence of
first and second order autocorrelation. Therefgigen the validity of the instruments and
restriction imposed by GMM (1991) and GMM (1998)dambsence of second order
autocorrelation, we can conclude that the GMM (3984d GMM system (1998) dynamic
estimators are efficient and robust. But if we geeresults obtained from both the models we
find wide difference. For instance, population msignificant in case of GMM (1991) but
significant in GMM (1998); VA, GE and RL are sigeént in case of GMM (1991) but
insignificant in case of GMM (1998).

6. Conclusions
In the present study we extended the literaturelvhnalysis the importance of governance that
is institutions in determining the flow of aid i 2ASIAN countries in the framework of panel
data analysis. For the analysis we adopt fixeccetiad random effect model since Hausman test
failed to provide the choice between these two walyged the dynamic panel data models.
Though, there is inconsistency on the results tegddsy GMM (1991) and GMM (1998) models
we can conclude on the basis of whole analysis tthexe is strong evidence of significantly
positive impact of past year aid flow and regulatquality on the current year aid flow while
significantly negative impact of exports of goodsl @ervices, political stability and control over
corruption on the aid flow. Further, we find thhese is weak evidence of negative impact of
population, voice and accountability, and rulea whereas government effectiveness is found
to be having significantly positive impact but weakthe aid flow.
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Table 1a: Governance indicators

countrie: Voice and accountabili Political stability Government effectivene

200z | 200t 200¢ 200z 200t 200¢ 200z | 200t 200¢
Armenie -0.5€ | -0.5¢ -0.6€ -0.81 -0.21 0.01 -0.22 | -0.0¢ -0.07
Azerbajan -0.8¢ | -1.0¢ -1.2% -1.1% -1.17% -0.4¢ -0.87 | -0.62 -0.6¢
Banglades -0.45 | -0.5Z -0.61 -0.8¢ -1.61 -1.5¢ -0.72 | -0.8¢ -0.77
China(pR -1.5¢ | -1.5Z -1.72 -0.1¢ -0.2f -0.32 -0.01 | -0.12 0.24
Georgit -0.E -0.1¢€ -0.28 -1.47% -0.6¢ -1 -0.7€¢ | -0.4¢ 0.1¢
India 0.38 0.4z 0.4F -0.9¢ -0.7¢4 -0.9¢ -0.17 | -0.12 -0.02
Indonesi -0.41 | -0.1¢ -0.1<4 -1.61 -1.2F -1 -0.6: | -0.4¢€ -0.2¢
Jordal -0.77 | -0.4¢ -0.71 -0.47 -0.2¢ -0.32 0.1: 0.0¢ 0.27
Kazakhsta -1.12 | -0.94 -1.01 0.1: 0.01 0.51 -0.8¢ | -0.5€ -0.47
Kyrgyz sta -1 -0.€ -0.72 -1.02 -1.0¢ -0.6¢ -0.65 -0.€ -0.7
Laos -1.78 | -1.67 -1.71 -0.2¢€ -0.2¢ -0.01 -0.7¢ | -1.01 -0.8¢
Lebanoi -0.7¢ | -0.3¢ -0.4 -0.72 -1.1¢ -1.94 -0.28 | -0.2¢ -0.6¢4
Pakistal -1.1¢ | -1.0¢F -1.01 -1.5€ -1.7 -2.61 -0.5¢ | -0.5E -0.7%
Philippine: 0.14 0.0: -0.2 -0.6€ -1.0% -1.41 -0.17 | -0.11 0
Tajikistar -1.28 | -1.1¢ -1.32 -1.37 -1.3¢4 -0.7¢ -1.1€ | -0.9¢ -0.8¢
Thailanc 0.3¢ 0.0: -0.5¢€ 0.3¢ -0.€ -1.1¢ 0.17 0.3¢€ 0.11
Turkey -0.2¢ | -0.0¢ -0.1¢ -1 -0.52 -0.7% 0.0t 0.2 0.2
Turknenit -1.97 | -1.9¢ -2.0€ -0.4 -0.2¢€ 0.2: -1.3€ | -1.42 -1.1€
Uzbekistal -1.6€ | -1.82 -1.€ -1.21 -1.€ -0.91 -1.12 -1.1 -0.6¢
Vietnan -1.E -1.4% -1.62 0.3 0.37 0.32 -0.4¢€ -0.2 -0.31

Table 1b: Governance indicators
Regulatory qualit Rule of lav Control of corruptio

countrie: 200z | 200t 200¢ 200z 200t 200¢ 200z | 200t 200¢
Armenie -0.0¢ 0.11 0.32 -0.51 -0.E -0.3€ -0.7 -0.61 -0.5¢
Azerbaijat -0.6¢ | -0.5¢ | -0.3Z -0.87 -0.7¢ -0.7¢ -0.9¢ | -0.97 -1
Banglades -0.9¢ | -0.95 | -0.82 -0.77 -0.8: -0.7 -1.0€ | -1.31 -1.1
China(pR -0.5z | -0.2¢ | -0.2Z -0.3€ -0.41 -0.3¢ -0.41 | -0.67 -0.44
Georgit -0.8¢ | -0.5¢€ 0.5¢ -1.27 -0.7¢ -0.3¢ -1.1€ -0.4 -0.2%
India -0.3¢ | -0.21 | -0.21 0.0z 0.1¢ 0.1z -0.4¢ | -0.3¢ -0.37
Indonesi -0.71 | -0.4¢ | -0.27 -1.01 -0.84 -0.6€ -1.1: | -0.87 -0.64
Jordai 0.0¢ 0.2t 0.3/ 0.21 0.44 0.4¢ 0.0¢€ 0.3/ 0.41
Kazakhsta -0.8z | -0.4¢ | -0.37 -1 -0.7¢ -0.7¢ -1.0¢€ | -0.8¢ -0.9¢
Kyrgyz sta -0.17 | -0.72 | -0.3Z -0.7¢ -1.0% -1.2¢€ -0.81 -1.1 -1.0€
Laos -1.31 -1.2 -1.2F -1.0¢ -1.1 -0.€ -0.92 | -1.1¢€ -1.2%
Lebanmn -0.3% | -0.1¢ -0.2 -0.2¢ -0.3¢ -0.7% -0.4 -0.E -0.8%
Pakistal -0.€ -0.5¢ | -0.47 -0.7¢ -0.8¢ -0.92 -0.81 | -0.9¢ -0.71
Philippine: -0.1 -0.0f | -0.0F -0.52 -0.42 -0.4¢ -0.52 | -0.64 -0.7¢
Tajikistar 1.8 -1.0¢ | -0.97 -1.22 -0.92 -1.12 -1.0€ | -1.0¢ -0.9¢
Thailanc 0.1¢ 0.41 0.2¢€ 0.2 0.11 -0.02 -0.3¢ | -0.1% -0.3¢
Turkey 0.0¢ 0.1¢ 0.2z -0.1% 0.11 0.0¢ -0.4¢€ 0.01 0.1
Turknenit -1.98 | -2.07 | -2.02 -1.1€ -1.4 -1.3 -1.2% | -1.3F -1.3¢
Uzbekistal -1.58 | -1.71 | -1.41 -1.4 -1.3¢ -1.1¢ -1 -1.17% -1.0¢
Vietnan -0.71 | -0.5¢ | -0.5% -0.5¢ -0.3¢ -0.4% -0.7 -0.€ -0.7¢




Table 2: Aid flow in ASIAN countries

Net official development assistance and offig

aid received (constant 2007 US$)

idlid as a percentage of GDP

countries 2002 2005 2008 2002 2005 2008
Armenia 4.01E+08 1.88E+08| 2.86E+08| 4.575659 1.500219 1.655723
Azerbaijan | 4.3E+08| 2.41E+08| 2.22E+08 1.7652| 0.63974| 0.315187
Bangladesh 1.28E+09| 1.48E+09| 1.98E+09| 0.929454 0.906362 1.005356
china(pR) 1.84E+09 1.83E+09| 1.41E+09| 0.046382 0.034517, 0.019238
Georgia 4.1E+08 3.24E+08| 8.49E+08| 3.351167| 2.056931] 4.299439
India 1.87E+09 1.94E+09| 2.03E+09| 0.098178 0.079193 0.065554
Indonesia 1.65E+09 2.59E+09| 1.2E+09| 0.272901] 0.367236, 0.143341
Jordan 7.08E+08 7.2E+08| 7.17E+08| 3.676723 3.060327| 2.402813
Kazakhstan 2.48E+082.44E+08| 3.15E+08| 0.247097| 0.185306| 0.192046
Kyrgyz star| 2.52E+08| 2.99E+08| 3.4E+08| 3.239187| 3.363943 3.176365
Laos 3.73E+08§ 3.28E+08| 4.68E+08| 4.641246 3.38062| 3.842333
Lebanon 6.39E+08 2.72E+08| 1.01E+09] 1.840508 0.699334| 2.219056
Pakistan 2.86E+09 1.78E+09| 1.49E+09| 1.019685 0.524314| 0.383386
Philippines| 6.9E+08 5.8E+08| 79640000 0.323007| 0.231781] 0.027171
Tajikistan 2.12E+08 2.76E+08| 2.76E+08| 2.855863 2.857772| 2.292513
Thailand 3.22E+08 -1.2E+08| -5.4E+08| 0.086235 -0.02769 -0.10762
Turkey 5.85E+08 4.71E+08| 1.87E+09| 0.093468 0.060328 0.211597
Turknenis | 51540000 34830000 16490000 0.353537] 0.154057| 0.053431
Uzbekistan 2.4E+08 1.78E+08| 1.75E+08] 0.54933| 0.340226 0.26065
Vietnam 1.73E+09 2.03E+09] 2.4E+09| 1.215639 1.140453 1.081434




Table 3: Regression results of first specification

Panel data Models: Dependent variable Aid per aapit

Model 1 Model Z Model & Model 4 Model £ Model €
Independent variables | FE FE@ RE FE@ with AR(1)] GMM (1991) GMM (1998)
0.3316103*** 0 .4195553***
Aid per capita-1) | -------- [0.0093449 (.0154295)
-1.052673 -0.5868** -0.903834 -0.491242* -0.496682 -0.578178
GDP growth (-1.447882) (0.2244) (-1.298305) (0.263821) (0.4626279) (0.5260604)
-1.93E-11 -9.02E-12 -2.08E-11 -1.22E-11 -5.61e-11%** -2.17e-11%**
EGS (0.362905) (7.02E-12) | (-0.469777) | (1.10E-11) (1.85e-11) (6.46e-12)
5.81E-10 4.24E-10 -3.11E-09 9.60E-12 -2.60e-10 -3.77e-10
Interest rat (0.174556 (7.12E-10) (-1.07926; (8.60E-10) (1.37¢09) (1.24¢09)
-1.81E-07 -2.61E-08 -2.23E-08 -4.95E-08 -2.60e-10 -2.07e-07*
Populatior (-0.564572 (7.13E-08) (-0.717491 (1.03E-07) (1.94¢07 ) (1.26¢07 )
18.85275 6.495074 -4.147988 1.665943 -11.92865** 3.178149
VA (1.057225) (5.523230) (-0.343935) (7.048310) (4.898309) (10.2397)
-18.15787** -3.3667 -12.51521* -5.294363* -16.55565*** -34.19708***
PS (-2.060159) (2.38229) (-1.734394) (3.111386) (2.863332) (4.383888)
28.46727 12.0586* -1.841184 14.79264 19.55341** 28.74314
GE (0.908574 (7.24316 (-0.065641 (9.460142 (9.931904 (18.63557)
49.98562** 13.90342* | 50.0276*** 22.03168** 77.84356*** 76.9567 1%
RQ (2.400038) (5.606021) (2.737257) (8.551870) (5.763176) (14.15137)
-56.96165* -16.574** -41.31953 -21.08212** -68.07046*** -12.19174
RL (-1.977822) (7.02725) (-1.626510) | (9.351351) (10.46457) (21.73817)
-9.700724 -8.430892* 16.11095 -12.30564* -53.37714*** -32.3476**
CC (-0.424408 (4.695567 (20.90439 (6.275808 (7.33794 (15.10777)
74.31717 46.4089*** 52.94421** | 43.69738** -21.4781 63.18072***
Constan (1.330048 (14.0799 (2.948075 (20.61037 (27.91301 (11.71236)
0.168603
AR(l) | e (0.111975) | seemeeeeeeees | e
Model summary
R? 0.826317 0.931892 0.147901 0.920892 | = e —_—-
------------- Z1=-1.307 Z1=-1.3249
Arellanc-Bond test Z2=1.195 Z2=0.8402
DW 1.603004 1.773109 1.278302 1.800374
Sargantest = | —-meeeee- chi2(14)= 6.644 chi2(19)= 8.32
--------------------- chi2(1) =
LM 85.36***
Waldch? e | s 22.39** 2371* 87886.09*** 77997.82***
F-test 18.04609*** 51.8991*** 2.239084** 34.53499** | - | e
Hausman test -0.84
Fuo, 110= | meeememeeen | meeeememeeee | e Foasy 25.17%% | —mmenv
Fixed effect(F-test) 12.29***
Cross-sections included 20 20 20 20 20 20
Total panel observations| 140 140 140 140 140 140

Notes: 1. The LM test hgg distribution and tests the null hypothesis thabhservable individual effects are irrelevant impleining the
dependent variable, against the alternative hypathef relevance of unobservable individual efféntexplaining the dependent variable.
The Hausman test hg2 distribution and tests the null hypothesis thathservable individual effects are not correlatétth whe explanatory|
variables, against the null hypothesis of correfatietween unobservable individual effects ancetptanatory variables. 3. The Wald test h
x2 distribution and tests the null hypothesis ofgngicance as a whole of the parameters of thdagvgtory variables, against the alternat
hypothesis of significance as a whole of the patarseof the explanatory variables. 4. The F testri@mal distribution N(0,1) and tests t
null hypothesis of insignificance as a whole of gstimated parameters, against the alternativethgpis of significance as a whole of tl
estimated parameters. 5. *** ** and *denote sfg@ince at 1, 5 and 10 % level of significance eetpely. 6. The Sargan test hgd
distribution and tests the null hypothesis of digance of the validity of the instruments usediagt the alternative hypothesis of non-valid
of the instruments used. 7. The Z1 test has nodisafibution N(0,1) and tests the null hypothedisbsence of first order autocorrelatio
against the alternative hypothesis of existencérsif order autocorrelation. 8. The Z2 test hasmmadrdistribution N(0,1) and tests the null
hypothesis of absence of second order autocowelatjainst the alternative hypothesis of existeficecond order autocorrelation. 9. EF, (
BP-LM, SD denotes fixed-effect, cross-section, Botu and Pagan’'s Lagrange multiplier for random ctffand standard deviatio
respectively. 10. [----] denotes results are nohpoted. 11. @ denotes that model is estimated®atiel EGLS (Cross-section SUR) metho
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Appendix 1: List of countries included in the analis, descriptive statistics and correlation analysi

List of countries included in the analysis

Armenie Georgi¢
Azerbaijar India
Bangladesh Indonesia
Cambodia Iran
China (PRC) Jordan

Descriptive statistics
GDP
AIDPC  growtt

Kazakhsta Sri Lanke Turkmenistal Pakistal
Kyrgyzstar Syria Malaysie Uzbekistal
Lebanon Tajikistan Mongolia Vietnam
Philippines Thailand Nepal
Saudi Arabia Turkey Oman
EGS Interes Populatiol VA pPs GE RQ RL

Mean 38.69078 7.941837 6.49E+10 1.49E+09 1.66E+08 -0.8306 -0.8115 -0.440 -0.5174-0.6221
Median 15.24296 7.421355 9.66E+09 2.49E+08 20473317 -0.7150 -0.8850-0.46500-0.44500-0.7450
Maximum 279.2990 34.50000 1.00E+12 1.12E+10 1.32E+09 0.4700 0.5100 0.36000 0.59000 0.5100
Minimum -13.54016-0.175548 45265296 10551000 3059964.-2.1100 -2.6100 -1.4200 -2.1900-1.4100
Std. Dev. 51.64651 4.467341 1.66E+11 2.13E+09 3.52E+08 0.6663 0.6416 0.43425 0.60483 0.4814
Skewness 2.201800 2.395608 4.230548 1.835529 2.571804 -0.0241 -0.0666 -0.0615 -0.7285 0.5028
Kurtosis 8.502143 13.65415 20.98201 6.753991 7.984014 2.0798 2.6453 2.07458 3.1393 2.4686
Jarque-
qure 289.714: 796.055. 2303.83: 160.819¢ 299.233. 4.953. 0.837: 5.0839¢ 12.496¢ 7.545¢
Probability 0.00000( 0.00000f 0.00000t  0.00000t 0.00000f 0.084( 0.657¢ 0.0787( 0.0019: 0.022¢
Correlation analysis
GDP
AIDPC  Growth EGS Interest Population VA PS GE RQ RL
AIDPC 1
GDP
Growtr -0.06( 1
EGS -0.2607 0.08090 1
Interes  -0.3336" -0.1944{ 0.4495 1
Populatioi -0.3142: 0.0436¢ 0.7966( 0.52530: 1

VA 0.07945 -0.27299-0.1114
=N -0.028° 0.2280. 0.1757!
GE 0.10738' -0.17628: 0.3744:

0.453664 0.117462 1
0.0060¢ 0.06119¢ -0.2z4 1
0.53875: 0.342916. 0.612( 0.2171( 1

RQ 0.28507 -0.175030.17081 0.382665 0.131877 0.69870.096462 0.89516 1
RL 0.15099 -0.1557410.22368 0.465728 0.3183861 0.6053 0.24990230.90062 0.80924 1

CcC 0.2749 -0.168410.19156 0.434326 0.2092778 0.5156 0.19352700.87152 0.77934 0.90487736

CC

-0.721643
-0.795000

0.440000

-1.420000

0.418106
0.832062
3.314563

16.7315.
0.00023:

CcC

1



