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Summary

• Objective: 
• to investigate the linkage between foreign aid, institution quality, and 

growth

• Method:
• Use a dynamic panel data model (116 countries, 8 5-yr data from 1970-

2010) to estimate the impact of ODA on institutional quality (economic & 
political)

• Then, estimate the impact of ODA on growth by controlling for 
institutional quality

• Results:
• Aid flows are negatively associated with a recipient’s legal system, 

property rights, and its trade openness.

• After controlling for institutional quality, aid flows are not significantly 
related to growth.
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Literature

• Aid & growth
• Optimistic view

• Pessimistic view

• Institutions & growth
• Economic freedom (e.g. private property rights)

• Political freedom (e.g. check and balances)

• Aid & Institutional quality
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Institutional Quality

1. Polity democracy score

2. Checks and balances measure

3. Economic Freedom of the World (EFW)

4. 5 component area scores of EFW

5. Political rights

6. Civil liberties
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Estimation of relationship between aid and 
institutional quality
•

• 𝐼𝑁𝑆𝑇𝑡 = 𝛽0 + 𝛽1𝑂𝐷𝐴𝑡−1;𝑡 + 𝛽2𝐼𝑁𝑆𝑇𝑡−1 + 𝛽3𝑋𝑡−1

• 𝐼𝑁𝑆𝑇𝑡 − 𝐼𝑁𝑆𝑇𝑡−1 = 𝛽0 + 𝛽1𝑂𝐷𝐴𝑡−1;𝑡 + (𝛽2 − 1)𝐼𝑁𝑆𝑇𝑡−1 +
𝛽3𝑋𝑡−1
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Aid’s Effect on Institution’s Quality
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Growth regressions including affected institutional measures
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