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ABSTRACT 

  
Starting from the 1950s, non-traditional donors such as China, Brazil and India have 

been providing foreign aid to African and Latin American countries. China, as the largest 

non-traditional donor, has drawn the most attention in terms of both its incentive and 

impact. This paper will look into the impact of Chinese foreign aid on economic growth 

in Africa using a dataset constructed by AidData’s Tracking Under-reported Financial 

Flow Methodology. Analyzing 52 African countries in the time span between 2000 and 

2013, my findings indicate that Chinese foreign aid does not have a significant influence 

on GDP growth in Africa. These results are robust to several robustness checks and also 

align with prior findings concerning foreign aid from China. From a policy perspective, 

my findings indicate that institutional quality has a significantly mediating impact on 

GDP growth. Besides institutional factors, the impact of Chinese foreign aid is 

conditional on the level of population, initial income and aid/GDP ratio, pointing to the 

importance of initial conditions for determining economic growth outcomes.    
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INTRODUCTION 

 For decades, developed countries have been distributing billions of dollars in foreign aid to 

developing countries for a variety of reasons including pure moral aid; foreign policy tactics and 

maybe establishing overseas market for sales as well. Traditional donors are usually developed 

countries such as the United States, Germany and the UK, which sometimes will also be referred 

as western donors. The 29 largest donorsa in the world have formed Development Assistant 

Committee (DAC) of the Organization of Economic Cooperation and Development (OECD) and 

compiled a measure of government-contributed aid, which is called official development 

assistance (ODA). Among these DAC countries, EU with $86.66 billion of ODA in 2013, the US 

with $31.55 billion, UK with $17.88 billion and Germany with $14.06 billion are ranked as the 

top donors (OECD 2014). 

 

In addition to traditional donors, however, developing countries such as China, India, Brazil and 

South Africa are also getting more involved in the world of foreign aid since mid-1950s, among 

which China is one of the most active players. According to Kitano and Harada in their 

Estimating China’s Foreign Aid 2001-2013 (2015), China’s foreign aid has reached $7.1 billion 

in 2013 under the measure of ODA by OECD DAC and “is expected to increase rapidly and 

catch up with some of top five DAC members in the foreseeable future”. Data collected on 

China’s foreign aid dates back to 1956 when the Chinese government gave 20 million Swiss 

Franc in cash as a financial grant to the Egyptian government to support their fight on the right 

                                                
a DAC members: Australia, Austria, Belgium, Canada, Czech Republic, Denmark, European 
Union, Finland, France, Germany, Greece, Iceland, Ireland, Italy, Japan, Luxembourg, 
Netherlands, New Zealand, Norway, Poland, Portugal, Slovakia, Slovenia, South Korea, Spain, 
Sweden, Switzerland, United Kingdom, United States. 
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over the Suez Canal (Li 2006). The main recipients of Chinese foreign aid were in Asia in the 

early phase when China started to give out development aid (Li 2006). From the mid-1970s to 

1990, both the amount of foreign aid and its percentage of China’s GNP presented a descending 

curve and adjustments have been made on external relations to support domestic modernization 

construction since the opening reform in 1978. Starting from the 1990s, China’s foreign aid had 

entered a new period, which emphasizes reciprocity, according to some scholars. The majority of 

aid went to Africa while Latin America is also getting huge amounts of development aid in 

recent years. Echoing with “South-North Dialogue”, which refers to the foreign aid from 

developed world to developing countries, China considers its relationship with African and Latin 

American countries as “South-South Cooperation.”  

 

Expanding upon current research, this paper will build a model testing the influence of Chinese 

foreign aid on selected economic development outcomes in Africa with the aim to answer the 

question “Has Chinese foreign aid contributed to economic growth in Africa?” The 

effectiveness of aid allocation has been discussed for decades in terms of who should get the aid, 

how the aid is allocated and whether aid has actually helped developing countries (Boone 1996, 

Cogneau & Naudet 2007, Collier & Dollar 2007). For aid to be more effective, traditional donors 

have developed a set of institutional standards for recipient countries to meet. Recipients have to 

have these institutions installed or at least put in place institutional reforms so that they are 

qualified to receive foreign aid. Usually these institutional standards include level of democracy, 

scale of government, and market openness. In terms of the way in which donors give out aid, 

there has been heated debate about its effectiveness and the morality behind it, which I will 

further discuss in the literature review. Different from the institutional standards that traditional 
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donors set for recipient countries, China is well known for its “zero-conditionality policy”, which 

means that there are no prerequisites for recipient countries and is also explained by China as “no 

interfering in other countries’ internal affairs”(Condon 2012). If traditional donors’ policy 

conditionality is legitimate, Chinese foreign aid with its “zero-conditionality” policy should not 

be expected to have a significantly positive influence on economic growth in recipient countries. 

Yet, most studies looked into the incentives behind China as an active donor, namely from the 

donor end, while rarely has anyone explored whether Chinese foreign aid has played a critical 

role in helping recipient countries to foster socio-economic development outcomes and 

contribute to poverty reduction. For instance, Dreher and Fuchs (2011) looked at determinants of 

China’s aid allocation in different periods. Lengauer (2011) dug into the motives and methods of 

Chinese foreign aid policy in her paper China’s Foreign Aid Policy: Motive and Method. Chen, 

Dollar and Tang (2015) also looked into the incentives behind Chinese firms investing in Africa. 

Instead of diving into the reason behind China’s foreign aid, it might be more favorable for 

recipient countries as well as other donors to know whether aid with Chinese characteristics is 

actually influencing Africa positively. 

 

The key relationship to be explored is the relationship between the amount of Chinese foreign 

aid and the economic growth rate in recipient countries as an indicator of aid effectiveness. 

AidData's Chinese Official Finance to Africa Dataset, 2000-2013, version 1.2 provides the data 

on the amount of Chinese foreign aid received in Africa. Control variables in the model include 

population, income level, political proximity, natural resource rent, trade volume and 

governance, which are available at World Development Indicator from the World Bank, Harvard 

Dataverse and the Worldwide Governance Indicators.  



 4 

 

Empirical results show that Chinese foreign aid has a negative yet insignificant influence on 

GDP in African countries. Among other variables, natural resource rent and governance exhibit a 

significantly positive impact on GDP growth. This echoes with previous research findings 

(Burnside & Dollar 2000) that aid will be effective on the condition that good policies, such as 

an open trade policy and an efficient fiscal policy, are implemented alongside foreign aid 

donations. In addition, the results also show that the effectiveness of policy depends on the level 

of population, and initial income, pointing to the importance of initial conditions. From a policy 

perspective, the results support the conditionality policy that most traditional donors have in 

place for aid to be more effective.  

 

LITERATURE REVIEW  

The earliest studies on foreign aid focused on the effectiveness of traditional donors. For 

quantitative studies, Griffin (1970), Weisskopf (1972), Chenery and Syrquin (1975), Morsley et 

al (1987) and Levy (1988) have measured the impact of aid on savings, investment and growth in 

developing countries. Their results differed widely. In terms of estimating aid effect on growth, 

in 1997 Burnside and Dollar examined the influence of foreign aid on the economic growth of 

recipient countries in their paper Aid, Policies and Growth and incorporated the factor of policies 

of recipient countries and improved the econometric equations in previous studies. They used 

GDP growth rate as the dependent variable and adopted a 2SLS model where they constructed a 

policy index through trade policy, fiscal policy and monetary policy. Other control variables 

included were education, Sub-Saharan Africa dummy, population and initial income level. The 

influence was estimated through a panel across six four-year periods from 1970-1973 to 1990-
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1993 in which the country’s performance was collapsed over each four-year period. They found 

that aid did have positive influence on GDP growth on the condition that the recipient countries 

had sound economic policies, which justified the institutional standards required by traditional 

donors. In addition, Clemens et al (2004) reanalyzed three influential aid-growth studies and 

found that lag effects between aid and growth should be considered when analyzing aid’s impact 

on economic growth.  

 

Research on China’s foreign aid started only in recent years. Since China is not a member of 

OECD DAC and has been quite reluctant to disclose its amount of foreign aid, scholars mostly 

focused on estimating and tracking Chinese development aid in early stages. Bartke (1975) was 

the first scholar trying to keep track of Chinese foreign aid by collecting data through news 

articles from 1956 to 1987. Dreher and Fuchs (2011) also collected data from the China 

Commerce Yearbook. Bräutigam (2011) published two papers discussing general characteristics 

of Chinese development aid, which includes information on what it is, where it is distributed, 

why it is distributed and what is different about it. Kitano and Harada (2015) estimated China’s 

foreign aid from 2000 to 2013 and compared it to net ODA figures that OECD uses. In addition 

to the scarcity of official information on Chinese development aid, another problem with getting 

the picture of China’s foreign aid is how to fit it into the current system that OECD DAC uses to 

measure ODA. AidData (2015) has developed a research methodology of Tracking Under-

reported Financial Flows, classified China’s foreign aid following OECD definitions and created 

a database of Chinese official finance to Africa from 2000-2011 with 1,511 projects. The 

database is still being completed and expanding to Latin America as well. 
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Moreover, research started to focus on the determinants of China’s foreign aid as the data is 

presenting a clearer picture of Chinese aid in developing countries. Dreher and Fuchs (2011), 

Lengauer (2011), Nissanke and Soderberg (2011) and Dreher et al (2014) have all looked into 

the motives and determinants of China’s foreign aid, among which political interests, 

commercial motives and foreign policy stand out as the most critical ones.  

 

According to Dreher and Fuchs (2011), due to project design, supervision and the fact that 

China is still receiving development aid from other countries itself, Chinese foreign aid might be 

more or less effective than aid from traditional donors. Kobayashi (2008) also calls for future 

research on the following topics: (1) the effects of Chinese development aid on the recipient 

countries; (2) the effects on other donors and the donor community as a whole; and (3) the 

effects on the relationship and rule between the donor and the recipient country. To expand on 

what has already been established in the field of China foreign aid studies, my thesis will focus 

on the impact of China’s foreign aid on the average GNI growth over four-year periods of the 

recipient countries following a similar model that was adopted by Burnside and Dollar. 

 
CONCEPTUAL MODEL AND ANALYSIS PLAN 

Hypothesis 

The hypothesis is based on the discussion of the influence of traditional donors’ foreign aid on 

developing countries. Would the “zero conditionality” policy of Chinese foreign aid trigger 

economic growth to the same extend as traditional donors’ conditionality policy or have zero 

influence on economic development or even negatively influence GDP growth in Africa? If the 

influence is positive, is aid invested so that the market of recipient countries will grow or is it 
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consumed resulting in little effectiveness of foreign aid? To answer these questions, I will test 

the impact of China’s foreign aid not only on GDP but also on investment, savings as well as 

total factor productivity in recipient countries. 

 

There has been research on the impact of foreign aid on the condition of whether there is good 

policy in recipient countries. According to Burnside and Dollar (2011), the effectiveness in 

promoting economic growth depends on the policies in recipient countries: “aid only has a 

positive impact on growth in countries with good fiscal, monetary and trade policies and has 

little effect in the presence of poor policies”. And China is famous for its “zero-conditionality” 

policy, which requires no prerequisites from the recipient. Without good policies installed, it is 

hard to expect that Chinese foreign aid will have a positive impact on economic growth. 

Furthermore, other studies that focus on the incentives behind Chinese foreign aid mostly 

argue that political and commercial interests are the most important factors. Considering that 

China has neither development-driven incentives nor good policy prerequisites, we may presume 

that Chinese foreign aid does not have a positive impact on the economic growth of recipient 

countries in general.  

 

Regression Equation 

Based on the neoclassic model of Burnside and Dollar, a two-stage least-squares (2SLS) 

regression is adopted due to the fact that the exogenous variables will be used as instruments in 

the model.  
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In the main regression equation, g!" stands for the GDP of country i in year  t. a!", b!", c!", p!", 

x!", y!", z!" and v!" are amount of aid, level of initial income, trade as percentage of GDP, 

population, CPI, government consumption, natural resource rents and governance of country i in 

year  t respectively. Initial income level is included as a control variable because it is should 

expected that it would be easier for countries with higher level of national income in the first 

place to achieve greater GDP growth as they have more sufficient funds to allocate. Population is 

included because I am using total GDP instead of GDP per capita as the dependent variable. 

Trade as percentage of GDP, CPI and government consumption as adopted following what 

Burnside and Dollar included in their equation as indicators of trade policy, monetary policy and 

fiscal policy. Natural resource rent is chosen as a control variable because countries have more 

natural resources may achieve higher GDP growth easily by exporting resources. And 

governance is included because countries with better governance and more stable environment 

will be more likely to have higher GDP growth. The following equation shows this relationship: 

 

g!" = α+ β!a!" + β!b!" + β!c!" + β!p!" + β!x!" + β!y!" + β!z!" + β!v!" + ε!"    (1) 

 

IV regression is adopted because it is likely that the amount of Chinese foreign aid is not 

allocated randomly but distributed based on certain principles (Dreher & Fuchs 2011). A simple 

OLS regression will cause the problem of measurement error. The amount of aid is instrumented 

with 𝑒!" export volume,   𝑚!" import volume, 𝑛!"  percentage voting with China in UN General 

Assembly and 𝑞!" oil rents. 

 

𝑎!" = 𝛾 + 𝜃!𝑒!" + 𝜃!𝑚!" + 𝜃!𝑛!" + 𝜃!𝑞!" + 𝜂!"            (2) 
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Detailed descriptions of each variable and regression results will be explained in the following 

section. 

 

 
DATA DESCRIPTION 

General Description 

The main dataset is AidData Official Finance to Africa Version 1.2. It tracks 2,648 

development finance activities in 52 African countries from 2000 to 2013. The data includes 

both Chinese aid and non-concessional official financing. The dataset was generated using a 

novel, open-source data collection methodology (TUFF) that triangulates project information 

across a range of data sources including media reports, Aid Information Management Systems, 

scholarly articles and recipient or provider ministry websites. Other data are collected from the 

Africa Development Indicator of the World Bank, Harvard Dataverse and Worldwide 

Governance Indicators. Here is a brief description of each variable. 

Descriptive Data 

As is shown in Table 1, average amount of aid received in these 52 African countries is 176 

million US dollars for one year with the lowest of 40,000 US dollars and the highest of 3020 

million. These 52 African countries have an average GDP of 4.61 billion US dollars, an average 

total income of 16.5 billion US dollars and an average population of 17.8 million. These 

countries on average have trade as 82.43 percent of their GDP, a CPI of 8.78 percentage points, 

spend 15.88 percent of GDP on government consumption, have a governance indicator of -0.7 

and vote with China 87 percent of the time in the United Nation General Assembly. 
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Voice and Accountability, Political Stability and Absence of Violence/Terrorism, 

Government Effectiveness, Regulatory Quality, Rule of Law and Control of Corruption are the 

six governance indicators from the World Governance Indicators of the World Bank that have 

been taken into account in the regression. According to World Governance Indicators’ definition, 

these six variables individually reflect citizens’ freedom of expression and selecting their 

government, degree of political stability and violence, quality and independence of public 

services and policy implementation, government’s ability to regulate and promote private sector 

development, confidence in the rule of society especially in contract enforcement, property rights 

and the policy, and the extend to which public power is exercised for private gain. 

Table 1 Descriptive Summary 

Variable Mean Std. 
Dev. 

Min Max 

Aid (million USD) 176 411 0.04 3020 
GDP (billion USD) 4610 10100 0.416 103000 
GDP Growth 4.57 6.66 -62.08 63.38 
Income (billion USD) 16.5 39.2 -0.656 428 
Population (million) 17.8 25.6 0.08 173 
Trade Openness 82.43 47.60 20.96 351.11 
CPI 8.78 18.68 -9.80 325.00 
Government Consumption 15.88 7.32 2.05 54.80 
Governance -0.70 0.58 -2.29 0.83 
Natural Resource Rent 16.22 17.33 0.00 85.32 
Oil Rent 7.85 16.81 0 78.25 
UN Voting 0.87 0.06 0.53 1 
Export (billion USD) 7.62 15.5 0.04 145 
Import (billion USD) 7.50 13.0 0.06 122 
Investment (billion USD) -1.64 24.0 -92.1 115 
Savings (billion USD) 799 2470 -2.28 19800 

	  

Empirical Analysis 

Since I am looking into the relationship between GDP of recipient countries and the amount 

of Chinese foreign aid, I drew scatter plots first to have a general understanding of the 
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relationship between these two variables.b By using a log-log model, not only will I be able to 

interpret the results on percentage increase scale, but also the scatterplot graph will show a 

clearer path instead of clustering around the origin. 

 

One thing to be emphasized is that the variable on the Y-axis is GDP/GDP growth 4 years 

after these countries received Chinese foreign aid. The reason is that according to Clemens, 

Radelet, Bhavnani and Bazzi (2004), aid starts to have an effect on growth only 4 years after the 

allocation. Thus I merged the amount of aid with GDP data that are 4 years afterwards. And I 

lost 2 years of data on aid because the dataset contains aid data from 2000 to 2013. The 

scatterplot graph shows a slightly positive relationship between the logarithm of Chinese foreign 

aid and logarithm of GDP. 

 
A fixed effects model is adopted to take advantage of the panel structure of the dataset. Model 

specification basically followed and expanded upon what Burnside and Dollar did in their paper 

Aid, Policy and Growth in 2000. Their model was built based on neoclassical economic growth 

model.  

Table 2 Summary of 2SLS Results 

 (1) (2) (3) 
EXPLANATORY VARIABLES Logarithm of 

GDP 
Logarithm of 

GDP 
Logarithm of GDP 

Logarithm of Aid -0.031 -0.050 -0.037 
 (0.046) (0.044) (0.038) 
Logarithm of Initial Income Levelc 1.119*** 1.256*** 1.175*** 
 (0.156) (0.154) (0.152) 
Logarithm of Population 0.102 0.135 0.356 
 (0.557) (0.630) (0.592) 
Trade Openness 0.000 -0.001 -0.001 
                                                
b The scatterplot graph is included in Appendix. 
c Adjusted net national income in current US dollars. 
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 (1) (2) (3) 
EXPLANATORY VARIABLES Logarithm of 

GDP 
Logarithm of 

GDP 
Logarithm of GDP 

 (0.001) (0.001) (0.001) 
CPI -0.005 -0.002 -0.001 
 (0.005) (0.005) (0.004) 
Government Consumption 0.012 0.007 0.014 
 (0.010) (0.010) (0.010) 
Natural Resource Rent 0.020*** 0.021*** 0.018*** 
 (0.006) (0.006) (0.006) 
Governance 0.286** 1.895 -67.949*** 
 (0.123) (2.036) (22.085) 
Aid/GDP*Governance -0.587 -1.695 3.447 
 (2.323) (2.346) (12.000) 
Logarithm of 
Population*Governance 

 -0.481*** 8.804** 
 (0.172) (3.832) 

Logarithm of Income*Governance  0.276*** -0.092 
  (0.090) (1.240) 
(Aid/GDP)2*Governance   -36.783 
   (87.714) 
(Logarithm of 
Population)2*Governance 

  -0.295** 
  (0.123) 

(Logarithm of 
Income)2*Governance 

  0.011 
  (0.029) 

Constant 0.032 -3.164 -5.251 
 (6.586) (7.707) (7.056) 
Observations 108 108 108 
Number of Countries 15 15 15 

Notes: 
Standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 
a Instruments used: UN Voting, Export, Import, Oil Rents 

	  

	  
In 2SLS models, I used the percentage of agreeing with China in UN voting, exports and 

imports volume, and oil rents as instruments because Dreher and Fuchs (2011) argued that 

political interests and commercial interests are the major incentives behind Chinese foreign aid. 

Extracting oil rents is considered a possible incentive behind Chinese foreign aid but has not 

been justified. Trade openness, CPI and government consumption are adopted as indicators of 

trade, monetary and fiscal policy to control for the influence of governance. Natural resource rent 
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is tested because there is the possibility that countries that rely more on natural resources will be 

subject to price fluctuation over the years.  

 

From the empirical results, most regressions present a negative influence on economic growth 

in Africa. But none of them is statistically significant. We can basically draw the conclusion that 

Chinese foreign aid in Africa does not have a significant influence on the economic growth of 

recipient countries. The level of initial income is significantly positive, indicating that the higher 

recipient countries are in the first place, the more likely they will have larger GDP growth in the 

next stage. Natural resource rents are also positively significant, showing the importance of 

natural resource in supporting GDP growth in Africa. Another significant variable is governance 

as well as its interaction with Aid/GDP, population and income level. While supporting Burnside 

and Dollar’s argument that policy does matter for aid to be effective in promoting economic 

growth, this also implies that the influence of policy on aid effectiveness is dependent on the 

level of Aid/GDP, population and income of recipient countries. 

 

In addition, I tested the model with GDP growth four years after these countries received 

Chinese foreign aid because we may not expect it to bear fruits until after a few years. I also 

tested the influence of Chinese foreign aid on investment, savings and total factor productivity in 

African countries to see whether Chinese foreign aid is exerting influence on economic 

development through investment, saving or other factors. The results can be found in Appendix. 
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LIMITATIONS OF EMPIRICAL RESULTS 

The regression results are generally robust, but subject to a few limitations as follows. First of 

all, education indicator is not included in the model because all relevant statistics in Africa, 

which include literacy rate and mean years of schooling, are not sufficiently available to be 

included in the model. How big would be the reduction? As education is a major influence in 

economic growth, the omission of education indicator might bias my results. Yet the bias caused 

by omitting the education variable should be limited because country fixed effects are adopted in 

the model. In fact, education outcomes are only slowly changing over time, which limits the bias 

so that omission of education will not largely influence the regression results.  

 

Another problem is the limited number of observations. OLS regressions incorporated around 

300 observations while the number dropped to 114 in 2SLS regressions because of missing 

values in instruments. And the regression on investment and savings have even less observations 

also due to the problem of missing values. 

 

In addition, the time range of the dataset makes it hard to generate the results to a longer time 

period. According to Dreher and Fuchs (2011), the incentives that are driving Chinese foreign 

aid have been changing from 1956 to 2006, which implies that the effectiveness of Chinese 

foreign aid may also have changed throughout the years. Results from this study are only valid 

for Chinese foreign aid during the time period of 2000-2013. Yet considering the emergence of 

Chinese foreign aid only in recent years, this is a fairly long enough time frame. What is more 

possible is that Chinese foreign aid in recent years will only manifest with a substantial lag after 

several years.  
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CONCLUSION 

With “zero conditionality” policy and no strings attached, China does stand out as a unique 

country not only among emerging donors but also among traditional donors. Yet the question 

remains at the core of aid allocation: Is aid with Chinese characteristics effective in promoting 

economic development? From the empirical results shown above, we can see that Chinese 

foreign aid in Africa does not present a significant influence on the economic growth, which 

means that the amount of Chinese foreign aid is not correlated with GDP boost in Africa. It 

suggests that China’s “zero-conditionality” or “non-interference” diplomatic policy does not help 

with the effectiveness of foreign aid. The significance of the governance indicator and interaction 

term between aid and governance suggests that aid will be effective on the condition that good 

governance has been implemented, which supports the results of Burnside and Dollar (2000) that 

good policy is the prerequisite for effective foreign aid. Building upon their results, the 

interaction terms between governance and Aid/GDP, population and income level indicates that 

the impact of policy on aid effectiveness is different for countries at different development 

stages. Thus the conditionality policy of traditional donors may work on some recipients while 

fail on others. 

 

Thus fostering institution building is the top priority to improve aid effectiveness. 

Theoretically, it should be ensured that citizens of recipient country have freedom of speech, 

political stability, less violence and participation in selecting their government and the recipient 

government should be able to rule by established laws so that citizens have confidence in the 

regulation of society, and corruption should be reduced as much as possible. However, these 52 

African countries do not have sufficient infrastructure in place while some may even suffer from 
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widespread diseases and occasional wars, let alone implement good governance. Thus capacity 

building might be the core of discussion. This raises two paradoxical problems. First, if aid 

cannot be effective without sufficient capacity building and good governance, then how do 

developing countries achieve these? The situation would be that developing countries have no 

money to build capacity and improve governance themselves. However, if they try to achieve 

these through foreign aid, it is hard for aid to act effectively without good governance installed. 

This leads to the classic development question: Did the egg come before the chicken or the 

chicken before the egg? Did good governance come before economic achievement or the other 

way around? Second, the paradox of achieving good governance with Chinese foreign aid is: 

How can China make sure other countries have these features implemented while it does not 

even have them in place itself. Although no one would disagree that it would be beneficial for 

China to require good policies before giving aid, it might be more practical to have China 

implement them in the first place before talking about improving the effectiveness of China’s 

foreign aid. Yet this leads us to another hard question: Does China even have the intention to 

have good governance in the country itself? 

 

Theses two paradoxes inspire us to think more about the effects of “zero-conditionality” 

policy because China is playing an even more important role and will have larger influence in the 

world of development aid by leading recently emerged initiatives such as the New Development 

Bank (NDB) and Asia Infrastructure Investment Bank (AIIB). While “zero conditionality” with 

no strings attached may have some positive influence as a diplomatic tool for China as a country, 

it may not be a good policy to implement for these development banks. Instead, NDB and AIIB 

might want to allocate more capital to projects that help with capacity building or improve 
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governance in order to make development aid more effective. At this point, these institutions 

could greatly benefit from the pitfalls when analyzing Chinese and other international foreign aid 

to achieve the goal of sustainable poverty reduction in developing countries.    



 18 

APPENDIX A VARIABLE DEFINITIONS 

Variable Definition 
Aid The amount of aid received through each project in 

current US Dollar. 
Income Adjusted net national income in current US dollars 
Population Annual population in each country 
GDP Annual GDP in current US dollars 
GDP growth rate Annual GDP growth rate 
GDP per capita Annual GDP per capita in current US Dollar 
GDP per capita growth Annual GDP per capita growth rate 
Trade openness Trade as percentage of GDP 
Inflation Consumer Price Index (CPI) 
Government Consumption Annual government consumption as percentage of GDP 
Natural Resource Rent Natural resource rents as percentage of GDP 
Governance Average of 6 indicators from the Worldwide 

Governance Indicators, which include Voice and 
Accountability, Political Stability and Absence of 
Violence/Terrorism, Government Effectiveness, 
Regulatory Quality, Rule of Law and Control of 
Corruption 

Investment Investment covers transactions in equity securities and 
debt securities in current US dollars 

Savings GDP less final consumption expenditure (total 
consumption) in current US dollars. 

UN Voting Percentage agreed with China 
Export & Import Exports and imports of goods and services in current 

US dollars 
Oil Rent Oil rents as percentage of GDP 
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APPENDIX B GDP AND AID IN AFRICA FROM 2000 TO 2013 
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APPENDIX C SCATTERPLOT OF AID AND GDP 
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APPENDIX D OLS REGRESSION RESULTS 

 (1) (2) (3) (4) (5) 
EXPLANATORY VARIABLES Logarithm of 

GDP 
Logarithm of 

GDP 
Logarithm of 

GDP 
Logarithm of 

GDP 
GDP Growth 

      
Logarithm of Aid -0.003 -0.002 -0.003 -0.004  
 (0.008) (0.007) (0.008) (0.008)  
Logarithm of Income 0.542** 0.512** 0.645** 0.613** 0.289 
 (0.247) (0.213) (0.239) (0.230) (1.602) 
Logarithm of Population 0.601 0.387 1.231 1.298 4.515 
 (0.872) (0.305) (0.939) (0.912) (5.895) 
Trade Openness -0.000 -0.001 0.000 -0.001 0.028 
 (0.001) (0.001) (0.001) (0.001) (0.019) 
CPI -0.005** -0.006*** -0.006** -0.006*** -0.062** 
 (0.002) (0.002) (0.002) (0.002) (0.026) 
Government Consumption 0.002 0.003 0.002 0.004 -0.003 
 (0.009) (0.008) (0.008) (0.009) (0.079) 
Natural Resource Rent 0.012 0.012* 0.007 0.009* -0.082 
 (0.007) (0.007) (0.005) (0.005) (0.070) 
Governance 0.349*** 0.304*** -2.502 -36.954*** -108.903 
 (0.120) (0.113) (2.120) (13.648) (268.931) 
Aid/GDP*Governance   1.234 14.389 549.981*** 
   (0.870) (12.891) (115.218) 
Logarithm of 
Population*Governance 

  -0.118 3.396** 55.195* 
  (0.170) (1.651) (31.156) 

Logarithm of Income*Governance   0.216* 0.845 -27.438*** 
   (0.124) (0.574) (8.491) 
(Aid/GDP)2*Governance    -97.777 -3,443.434*** 
    (97.082) (1,122.213) 
(Logarithm of 
Population)2*Governance 

   -0.111** -1.872* 
   (0.053) (1.013) 

(Logarithm of 
Income)2*Governance 

   -0.014 0.648*** 
   (0.014) (0.175) 

Aid/GDP     50.391 
     (50.035) 
Constant 5.316 9.415** -6.919 -7.259 -73.697 
 (11.007) (3.835) (14.490) (14.237) (74.028) 
      
Country Fixed Effects Yes No Yes Yes Yes 
Observations 286 286 286 286 380 
R-squared 0.897  0.906 0.911 0.340 
Number of Countries 42 42 42 42 44 
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APPENDIX E 2SLS RESULTS ON OTHER DEPENDENT VARIABLES 

 (1) (2) (3) (4) (5) 
EXPLANATORY VARIABLES Logarithm of 

GDP After 4 
Years 

GDP Growth After 
4 Years 

Logarithm of 
Investment 

Logarithm of 
Savings 

TFP 

      
Logarithm of Aid -0.123  -0.405 0.091 0.046 
 (0.084)  (0.538) (0.104) (0.037) 
Logarithm of Income 1.039*** -0.232 -3.674 -0.005 -0.182 
 (0.310) (2.880) (3.450) (0.428) (0.179) 
Logarithm of Population 0.920 -2.711 24.840 3.551* 0.730 
 (1.248) (11.181) (21.214) (2.127) (0.782) 
Trade Openness 0.000 0.023 -0.024 0.012* -0.002 
 (0.002) (0.035) (0.051) (0.007) (0.002) 
CPI 0.003 -0.140 -0.015 0.015 -0.001 
 (0.008) (0.091) (0.085) (0.015) (0.004) 
Government Consumption -0.003 0.319* -0.479 -0.032 0.009 
 (0.020) (0.174) (0.326) (0.031) (0.014) 
Natural Resource Rent 0.021* 0.039 0.251 0.034 0.017 
 (0.012) (0.143) (0.480) (0.022) (0.011) 
Governance 0.037 -39.784 28.714 9.433 -0.093 
 (3.807) (56.995) (99.703) (12.057) (2.942) 
Aid/GDP*Governance -4.251 196.137 52.141 -128.983* -197.879 
 (3.891) (344.000) (809.252) (77.088) (196.896) 
Logarithm of 
Population*Governance 

-0.149 4.244 -1.234 -0.875 -0.092 
(0.304) (2.756) (7.992) (0.564) (0.133) 

Logarithm of Income*Governance 0.122 -1.319 -0.280 0.229 0.078 
 (0.166) (2.482) (4.474) (0.458) (0.131) 
Aid/GDP  170.166    
  (270.888)    
Constant -8.823 45.817 -277.729 -35.448 -7.970 
 (14.790) (135.442) (271.230) (26.421) (9.186) 
      
Observations 91 109 26 79 47 
Number of Countries 14 14 7 12 7 
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