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ABSTRACT 

 

 

SALIM, Amin Fikila. Foreign Aid and Economic Growth in Sub Saharan Africa 

Countries. Master’s Thesis, Ankara, 2019. 

 

 

The effects of external aid to the developing countries on economic growth have been 

controversial in the economic literature for many years, and economists have made various 

statements on this issue. This thesis analyzes the effects of foreign aid on economic growth in 

Sub-Saharan African countries. In this study, the annual data of 29 sub-Saharan African countries 

between 1990 and 2017 were used. The main hypothesis of the thesis is that foreign aid promotes 

the economic growth in Sub-Saharan Africa. The hypothesis was tested using panel data on 

foreign aid. As a result of the large-scale literature review and econometric analysis, the foreign 

aid of developed countries and organizations to Sub-Saharan African countries has had a 

negative and insignificant impact on the economic growth in the long-term. 
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ÖZET 

 

 

SALIM, Amin Fikila. Sahra Altı Afrika Ülkelerinde Dış Yardım ve Ekonomik Büyüme, 

 Yüksek Lisans Tezi, Ankara, 2019. 

 

Gelişmekte olan ülkere yapılan dış yardımların ekonomik büyüme üzerindeki etkileri iktisadi 

literatürde uzun yıllarca tartışma konusu olmuştur ve ekonomistler bu konu hakkında çeşitli 

beyanlarda bulunmuştur. Bu tez, Sahra altı Afrika ülkelerinde dış yardımların ekonomik büyüme 

üzerindeki etkilerini analiz etmektedir. Bu çalışmada 29 Sahra altı Afrika ülkesinin 1990 – 2017 

yılları arasındaki yıllık verisi kullanılmıştır. Tezin ana hipotezi, dış yardımların Sahra altı Afrika 

ülkelerinde ekonomik büyümeyi desteklediğini içermektedir. Hipotez panel dış yardımlarla ilgili 

panel veri kullanılarak test edilmiştir. Yapılan geniş çaplı literatür taramasının ve ekonometrik 

analizlerin sonucunda gelişmiş ülkelerin ve kuruluşların Sahra Altı Afrika ülkelerine yapmış olduğu 

dış yardımlar, ekonomik büyüme üzerinde farklı etkilerde bulunsa da uzun vadede önemsiz ve 

negatif etki oluşturmuştur. 

 

 

Anahtar Sözcükler 

 

Dış yardım, ekonomik büyüme, kalkınma, Sahra Altı Afrika, yabancı yardım 
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INTRODUCTION 

 

Throughout history, all humanity wanted to live wealthier and prosperity and tried 

to develop and grow in that direction. Both individual and social basis, after living 

as hunter-gatherer, humanity started to make production and accelerated 

development and civilization process. However, on the one hand, especially after 

the emergence of states and empires, humankind history had faced with many 

negative events such as war, natural disaster, epidemic and invasion. Although 

societies sometimes solve these problems based on their power and potential, 

there were times when they needed help and support from other societies. 

Therefore, the matter of assistance and cooperation has been a critical issue and 

discussion for states and nations throughout history.  

 

Although the need for foreign aid and assistance by states and societies depends 

on spiritual reasons and needs, the main purpose of these assistances has been 

the economic situation and indicators, especially for governments. The foreign 

aid matter and its relevance with economic growth and development goes back 

a long way in history of humanity and international relations community. 

Especially, during the period of colonization of big empires in Africa and South 

Asia in 18th and 19th centuries and after World War II demolition in Europe, 

external aid and official progress assistance from rich countries to developing and 

needy countries has an important place for economic, politic and social history of 

world. Most especially, after big and destructive wars and colonization process, 

developed countries has used a tool of foreign aid and assistance for some aims. 

These aims were contributing to economic and social growth and development 

of countries that are undeveloped and need of help, and contributing to gaining 

control and profiting from these countries politically and economically.  

 

The cohesion between foreign aid and growth of economy can appear in so 

important place in economics literature and there is a currently argumentative 
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debate about of its effects. With many kinds and objectives of foreign assistance, 

this topic had embodied the world history from various angles throughout history. 

Especially in the last two centuries, Africa continent and its countries like Sub-

Saharan part had faced with need for foreign assistance and official development 

support because of wars, invasions, epidemical problems etc. Therefore, this 

paper will investigate and interpret the relationship between foreign aid or ODA 

and growth of economy in Sub-Saharan Africa countries with data, econometric 

calculations and consequences and it will determine the promotion and strength 

of foreign aid to economics growth for Sub-Saharan Africa.  

 

In these days, the initial goal of foreign assistance is to make a contribution and 

stimulate the economic growth of countries and support the development and 

welfare process. Although, the people in academic community and decision 

makers have debated the impact of external assistance on growth of economy 

and development operation, the foreign aid policies and applications has an 

important place in international economic relations. Especially, in last decades, 

many kinds of foreign aid have different impacts and results on different countries. 

Sometimes, these foreign aid types used to promote the reconstruction and 

organization and to support and accelerate the development and welfare process 

of undeveloped and poor nations in terms of food, water sources, finance, 

education, health etc.  

  

Throughout history, the foreign aid had an important role as struggle with 

ideologies like between capitalism and communism, and as a strategy 

development in international political scene. However, debates about the 

effectiveness of foreign aid policies had continued because of some cases. Many 

people and decision makers esteem that the foreign aid decisions had negative 

results on undeveloped countries and even they increased poverty and inequality 

of opportunities, so these created a corruption problem like growth of gap 

between classes in societies. For example, the financing and promoting of Sub-

Saharan Africa countries by IMF and World Bank was not efficient and consistent 
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because of many factors like types, process, time and conditions of foreign aid. 

Therefore, we will interrogate the effectuality of foreign aid or official development 

assistance programs (ODA) on 29 countries in Sub-Saharan Africa region.  

 

To investigate the foreign aid and its relationship with economic growth and 

development in Sub-Saharan Africa region, primarily, we can look at the concept 

of foreign aid or ODA to clarify definition. Then, we can look over the overall 

economy of Sub-Saharan African countries to comprehend the need for foreign 

aid and assistance. We will examine the 29 Sub-Saharan Africa countries, 

especially low-income countries and needed for foreign assistance in respect to 

World Development Indicators database of World Bank, IMF, OECD and other 

official data sources. Finally, we will analyze the foreign aid and economic growth 

relation with numerical and statistical calculations and econometric models in 

third chapter and then will come to a conclusion about this relation. 
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CHAPTER ONE 

 

1. LITERATURE REVIEW 

 

In the economic literature, the most outstanding and substantive debate about 

this matter is the relationship direction and power. In the last decades, many 

economists and other scientists had studied about the effectiveness of foreign 

aids and donations and they argued and said many things with empirical results 

and data.  

 

In early studies, Chenery and Strout (1966) considered foreign aid and donations 

ease domestic savings and foreign exchange constraints. According to them, 

foreign aid increases the investments and supports the increase of the level of 

income with supplements. Therefore, foreign aids are useful for undeveloped 

countries to encourage economic growth. Furthermore, in the literature, some 

scientists argued and determined the affirmative relationship between foreign aid 

and economic expansion and growth with causality tests like Dhakal, Upadhyaya 

and Upadhyay (1996). They tested this causality and relationship for some 

African and Asian governments and they resulted the positive relationship about 

foreign aid and economic growth.  

 

Furthermore, Papanek (1973) concluded same results of positive relevance 

between foreign aid and economic growth, but he also insisted that half of his 

sample countries indicate that there are no causality and relevance between 

saving rates and foreign aid. There are also many papers that demonstrate the 

positive relevance between foreign aid and growth of economy and development 

process like Dowling and Hiemenz (1982), Gupta and Islam (1983), Burnside and 

Dollar (2000), Hansen and Tarp (2000), Dalgaard et al. (2004). However, there 

is a more important study that Levy (1988) found that there are notable and 
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positive connection between the ratio of aid to gross domestic product (GDP) 

growth rate and growth rate of economy for Sub-Saharan Africa region.  

There is another research that McGillivray (2005) the effect of ODA programs for 

African countries that increases economic growth and reduces poverty rates. 

Furthermore, Addison, Mavrotas and McGillivray (2005) investigated the foreign 

aid flows to African states and they arrived at a decision that foreign aid stimulates 

the economic growth and minimizes the poverty in Africa region. The other study 

that Karras (2006) also investigated and showed the relevance and correlation 

between assistance and economic development and growth and they determined 

that there is favorable, significant and permanent correlation between them.  

 

In other respects, there are many claims that there is negative correlation 

between foreign aid and economic results and development process. Griffin and 

Enos (1970) stated that the there are no positive relevance between foreign aid 

and economic growth. According to Griffin and Enos, foreign aid and donations 

creates the political corruptions and damages to states and democratic regimes. 

Furthermore, this leads to decrease of disposal rates because of circumstances 

and kinds of foreign aid.  

 

Also, some researchers analyzed the connection between foreign aid and 

economics growth with GNP and GDP data like Vivodas (1973). Vivodas finds a 

negative causality between foreign aid and economic growth like Mosely, Hudson 

and Horrel (1987). They also determined that there are negative and important 

relevance between foreign aid and financial expansion and growth in sixties and 

seventies, but they also ensue that there are negative but insignificant relevance 

in 1970-1980 period. The other studies that claim the negative relationship or no 

relation between foreign aid and financial improvement are, Mosley (1980), 

Boone (1996), Jensen and Paldam (2003) and Brautigam and Knack (2004).  
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One of the foreign aid types and ODA methods is foreign direct investments. In 

the last decades, private capital and sources had flowed to undeveloped regions 

and countries at important rates. In the last twenty years, even the foreign direct 

investment has grown zippier than assistance and donations to undeveloped or 

developing countries. In the literature, some researches argued that the FDI could 

boost economic development and increase the economic growth more effectively 

than foreign aid and donations. (Trevino and Upadhyaya, 2003). Furthermore, for 

example, Borenzstein, Gregorio and Lee (1998) tested the impacts of foreign 

direct investments on economic development and growth in 69 developing 

countries in last 20 years and they detected that the FDI is a momentous source 

for financial and economic growth with investments and development.  

 

Furthermore, Bosworth and Collins also resulted with some examinations and 

tests that determined boosting economic growth with FDI for some growing states 

of Asia, Africa and Latin America between 1978 and 1995. Another study that 

Trevino and Upadhyaya (2003) stated that foreign direct investments contribute 

to economic growth with investments and capital flow, positively.   

 

At the same time, there are many papers, studies and researches about the 

cohesion between aid, growth and development process in the literature. We will 

do short additions regarding these studies, again. Annen and Kosempel (2009), 

analyzed the impact of foreign assistance on economic growth and they found 

two results: While the non-technical aid is insignificant on economic growth, 

technical aid and assistance has positive and significant impact on growth of 

economy. Asiedu (2014) researched the promote power and relation of foreign 

aid on economic growth for Sub-Saharan Africa in terms of educational aid and 

resulted that aid for primary education has affirmative and important impact on 

economic growth, but post-primary education aid has negative effect on growth 

or no significant.  
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Minoiu, Sanjay and Reddy (2009) conducted a research about the long-run 

relation between development aid and growth, they obtained positive sequence 

on economic growth in the long-term, and these impacts are significant. Hatemi-

j and Irandoust (2005) investigated evidences about foreign assistance and 

economic expansion for some developing countries and they found positive 

relevance. There is another study of evidence from pooled mean group estimator 

about Sub-Saharan Africa countries, also by Ndambendia and Njoupouognigni 

(2010). They decided that positive correlation between assistance, FDI and 

economic growth. Leontief (1964) also found that there can have affirmative 

potential and can be positive impact of foreign aid on economic growth depending 

on program and process.  

 

Outside of facts of Africa countries, the researches can be observed about other 

areas and countries. Adelman and Chenery (1966) studied about the connection 

between external aid and economic growth for Greece case and concluded that 

there is successful plan of foreign aid to Greece. Furthermore, Alvi and Senbeta 

(2014) investigated the aid, growth and poverty relation and they found that there 

are heterogeneous effects on growth and poverty. Furthermore, Veiderpass 

(2015) analyzed the relation between productivity and foreign assistance for 89 

low and middle-income countries and she found that large aid receivers are 

affected with significant productivity decrease. Also, Gomanee, Girma and 

Morrissey (2005) found that the significant and affirmative relation between 

external assistance and economic expansion for Sub-Saharan Africa area, and 

they specified that one percent increase in aid over GNP promote the economic 

growth with 1/4% rate. Therefore, we can see many studies that examine the 

relevance and connection between foreign aid, ODA, foreign direct investment 

and growth, poverty and scarcity and some studies found the negative point, but 

a large majority of these studies found the positive and significant relevance 

between these concepts.  
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On the other side, we check up the formal and updated reports and bulletins 

about overview of economy and macroeconomic indicators of Sub-Saharan 

Africa countries. The cause is that the attitude and macro & micro economic 

decisions are related to need for foreign aid and its application process. 

Therefore, we can benefit from some official and confidential sources and 

databases of institutions like the Organization for Economic Cooperation and 

Development (OECD), World Bank (WB), International Monetary Fund (IMF), the 

Freedom House and other governmental and official institutional sources. 

 

To review of the economic and social situation and policies of Sub-Saharan Africa 

region, we can benefit from development reports, economic outlook reports, 

development co-operation reports, development and economic aid reports, 

efficiency reports and regional economic outlook reports of Sub-Saharan Africa 

region and countries. These reports include the data, statistics, policies and final 

statements, annually or periodically. These inventions and findings can be handy 

to check up and understand the dependence between foreign aid & assistance 

and economic growth & development.  

 

Therefore, according to literature and official reports, many papers and studies 

try to prove the relationship between the economic development & growth and 

external assistance & official development aid, positively and negatively. 
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CHAPTER TWO 

 

2. FOREIGN AID AND ECONOMIC GROWTH 

 

To understand better the relation between foreign aid and economic 

development, we need to understand the concept of foreign aid, economic 

growth, its components, reasons and results. Scientists and researchers had 

prospected the foreign aid, official development assistance (ODA), economic 

growth, development, welfare and other relevant concepts for a long time, 

academically and scientifically. Thus, to comprehend the meanings and 

relevance, we should express a number of definitions and concepts like foreign 

aid, foreign direct investments, growth, development, investment and some 

policies.   

 

2.1. Foreign Aid Concept and Definition 
 

2.1.1.  Definition of Foreign Aid 
 

To deduce the notion of foreign aid and its relevance with economy, we can 

identify the definition of this notion. Foreign aid is the financial assistance and 

backing of universal organizations, institutions or countries to needy countries 

and regions. Stated in other saying, foreign aid is transnational transfer process 

of capital, goods and services, in general definition. Furthermore, when we look 

at the literature, we can see the definition that foreign aid is the financial support 

and donation of financial, and commodity funds by rich states to destitute and 

weak nations and societies to fulfill the needs of people of destitute nations, 

according to Paula Hoy. (Hoy, 1998). The other definition is also that the 

interchange of money, commodities, goods and services from one country to 

another country, society or region. (Morgenthau, 1962). On the other side, there 

is also more technical meaning of OECD Development Assistance Committee 
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(DAC). In accordance with OECD, external assistance is stimulating and sighting 

of economic growth and welfare. (OECD, 2019). 

 

In accordance with this official illustration of foreign aid and assistance, transition 

of money or goods and services is to encourage and stimulate economic growth 

of nations and welfare of people. The foreign aid is also called as foreign 

assistance, external aid, external assistance etc. In other respects, according to 

some official institutions and sources like OECD, official development assistance 

(ODA) can be considered as a term of foreign aid or foreign assistance. Thus, we 

will use these descriptions and concept by location.  

 

As we see from the identification, external aid or foreign assistance can be done 

in a method of a loan, grant or donation. Besides, states or institutions can do 

assistance in cash or in kind. These kinds can be food, health goods and 

services, educational services, military tools and equipment, technical services, 

trainings etc. These aid plans and types are used as official development 

assistance, generally. This program (ODA) is backing program that contribute to 

accelerate the economic growth and social development of needy countries and 

regions. The official organizations and councils like WB, International Monetary 

Fund (IMF), OECD, World Health Organization (WHO), World Trade 

Organization (WTO) organizes and regulates the official aid and assistance plans 

and programs to needy and undeveloped countries and regions.  

 

To understand the definition of foreign aid, we can look at types or methods of 

foreign aid and assistance, actually. Morgenthau explained the forms of foreign 

aid as humanitarian aid, subsistence aid, military aid and support, bribery aid, 

prestige and economic development aid and programs. (Morgenthau, 1962). 

According to Hans Morgenthau, humanitarian aid is a political aid type and it is 

given to needy regions and regions during natural disasters, scarcity or other 

natural and human crises. For example, OECD members disburse between $100 
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and $150 billion each year for external assistance. (OECD, 2019) Furthermore, 

subsistence foreign aid is given to governments to support fundamental public 

and government activities that can affect the people directly. Bribery foreign aid 

means that the aid consists of political aims directly and it is given to leaders to 

apply policies about trade, war, international relations etc.  

 

Another type of foreign aid, prestige aid, helps undeveloped and developing 

countries about technological development process and helps to industrialization 

of a country. Although martial aid is not considered by some people as foreign 

aid because of effects and aims, Morgenthau mentioned that military aid is to help 

and supply military power to a country with materials and manpower. Especially, 

during the Cold War, the USSR and US used this foreign aid type for some 

important countries to protect themselves. On the other side, martial aid and 

assistance applications are not considered as assistance because these 

programs just promote security of states. (Haroon, 2003).  

 

 

Figure 1: The map of foreign aid donor and recipient countries (The Economist, 2014) 
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We can observe also in historical process two channels of foreign aid as bilateral 

and multilateral type. Bilateral foreign aid is one-to-one aid type while multilateral 

foreign aid type is aid from a group of governments or organizations to needy 

states. (Singer. 1982). Therefore, theoretically, foreign aid is delivered to different 

countries and regions for different financial and economic aims to help needy 

people and states. Moreover, we can consider the sorts of foreign aid like tied, 

project or voluntary aid. To support a particular project, plan or aim, governments 

and official organizations can use these aid types. 

 

Eventually, the foreign aid is a boost of a country or organization to needy, 

undeveloped or weak countries or regions for some reasons and purposes, by 

definition. The reasons of foreign aid are generally humanity problems, peace 

and tranquility in a region, decrease in inequalities, positive position and relations. 

Therefore, the foreign aid has a significant place for developed or undeveloped 

countries in order to their profits, advantages and goals. 

 

2.1.2 Concept of Foreign Aid  
 

While needy or weak countries need for external assistance and official 

development programs to grow and develop economically and socially, 

developed and wealthy countries want to do assistance and backing to jack up 

their own decisions and their self-security and position. Hence, all countries have 

a purpose and plan about the foreign aid and assistance in short and long terms 

and these aims, and plans can be friendly or hazardous. Foreign assistance can 

also be used for international and diplomatic relations and aims to takeover in 

international area and to have a voice about politics about the needy and recipient 

countries or regions, directly.  

 

Furthermore, there are many purposes or aims of foreign aid or ODA like supply 

of necessary raw materials or intermediate goods for production or moral and 
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cultural aims like spread of language, religion, traditions etc. These moral and 

cultural aims can be seen before 20th century, especially for empires. However, 

the main and apparent aim of the foreign assistance is to solve the humanitarian 

problems like wars, terrorism and crimes, diseases, scarcity, and economic non-

development.  

 

When look at the humanity history, we can see infinitely many examples and 

cases of foreign aid between tribes, governments, countries and regions. 

However, the first serious and big examples of foreign aid were in 18th and 19th 

centuries in European area and colonies of the empires and states in North and 

South Africa and India. To gain control and increase military power in 

undeveloped regions, states wanted to improve the economic, military and social 

structure of the regions. Then, the first and second World Wars had caused that 

foreign aid issue is more important for all people.  Besides, the end of the World 

War II caused two international duration in terms of foreign aid and ODA. These 

are independent states and independent economic development. Therefore, 

especially after Second World War, cooperation between countries gained 

prominence for all countries on the world and the establishment of international 

financial organizations and institutions accelerated. For example, the 

International Money Fund (IMF), WB, Multilateral Investment Guarantee Agency 

can be examples for this statement. These organizations and institutions are in 

charge of development and economic stability of states, initially. Because after 

the world war, the entire world changed fast, countries also had needed various 

sources of economic, social and political development. 

 

The most substantial and fundamental concept of external assistance is 

economic development help. The foreign aid aims to accelerate economic 

development and stimulate economic accruement of countries with 

industrialization and trade policies.  This backing or assistance kind is form of 

transfer of money to destitute countries to fix and reconstruct economic structure 

and stimulate economic development. Therefore, this type of foreign aid aims the 
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economic growth and development process of undeveloped governments in 

different perspectives such as investment, production, financial situation and 

balance of payments etc. (Hoy, 1998). Most undeveloped countries and regions 

depend on external supports and aids to catch developing and developed 

countries and states in terms of economic development and income. The primary 

aim of donor and supporter countries & organization and recipients is social and 

economic development. This development includes the decrease of poverty, 

scarcity and opportunity inequalities and increase in per capita income and social 

possibilities.   

 

External aid can be seen in several forms, as stated above. Individuals, states, 

governments, non-governmental organizations and institutions have used these 

aids. The most common aid types according to historical examples are food and 

essentials aid and other aid types in kind. Developed and wealthy states give the 

assistance and aid to destitute countries and areas to get better living standards 

and conditions. (Lancaster, 2007) According to Lancaster, also, approves those 

donor countries uses the foreign aid plans to expand and develop their political 

and international power between countries and recipient regions. Moreover, 

economists and other scientists have founded that the foreign assistance is used 

for benefits and interests of donor countries for some purposes. For example, 

Bigsten, Platteau, and Tengstan (2011) and some other scientists claimed that 

European countries do not want to optimize and allocate the foreign aid to needy 

countries and regions because of some benefits and profits from these recipient 

regions. Therefore, the foreign assistance or external aid has some motives and 

these changes from country, aims and purposes.  

 

Although the states or institutions have an objective or purpose behind the 

assistance or development aid, the recipient countries have needs and plans, 

also. Because they need to perform their own necessities and solve problems, 

they should use these foreign aid plans and programs efficiently. Therefore, there 

will be a matter of efficiency or effectiveness of external assistance and backing.  
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Is foreign aid effective to support needy countries, really? Can foreign aid 

promote the economic growth and stimulate the economic activity, positively? 

These problems and questions take up significant space in economic literature 

and social contents. Therefore, the argument and concept of foreign assistance 

and development assistance is very effective about the promotion and power on 

economic growth and development process. 

 

2.2. The Importance and Effect of Foreign Aid 
 

As mentioned above, because the tribes, societies, countries, states or 

organizations had faced with the issue of lack of resources, the foreign assistance 

issue had an important place for economic and social growth and development, 

throughout history.  There can be varied causes of usage of foreign aid or ODA. 

The assistance is designed to support the economic activity or accelerate the 

growth of an economy with financial or in-kind aid types.  

 

This assistance is significant and important with some reasons and benefits for 

needy or developing countries. Although many countries have done this 

assistance in terms of monetary, the developing countries has benefits in terms 

of some ways. For instance, infrastructure is one of the main matters of some 

areas and continents like Africa. The road, bridges, sewage systems and 

aqueducts and electricity can be built with the assistance of developed countries 

or organizations. Furthermore, agricultural technology and water resource is 

another problem for Africa continent because of the lack of technological 

development and drought. The technical and non-technical foreign advices can 

help the construction of draw well and duct systems. On the other side, the foreign 

assistance of education, health, martial or financial can provide the acceleration 

of the growth and development process of undeveloped, weak or poor countries.  
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Except these humanitarian and social matters, the foreign assistance is effective 

mean for diplomatic relations and policies. While developed countries uses the 

foreign assistance programs to save their images and positions on the world, 

needy countries or organizations want to benefit from the assistance or aid to 

survive and to have strong support behind. However, this aims and reasons can 

cause problems about independency and democratic regimes. The political and 

diplomatic aims of foreign assistance may infests the structure of democratic 

system and civil liberties. (Reci, 2014) Therefore, although the external 

assistance to needy or developing countries have good intention and aim, the 

results or impacts may differ from expected.  

 

The discussions about the impact of foreign aid and ODA program to assist 

people, to develop living conditions and to contribute to the increase in growth of 

economy had continued for a long time. Some economists and opinion leaders in 

academic communities claim that the foreign aid policies and decisions are not 

forceful and sufficient and even these had increased the gap between needy and 

wealthy classes in many cases. For instance, according to some development 

economists like Peter Bauer, “Development assistance is not necessary to 

rescue poor societies from a vicious circle of poverty. It is far more likely to hold 

them in that state. It stimulates dependence on others. It instigates the idea that 

forming from poverty based on external aid rather than on people’s own efforts, 

motivation, arrangements and institutions”. (Bauer, 1976)  

 

Therefore, some economists like Peter Bauer thinks that the foreign aid and 

donations from developed and wealthy countries to necessitous and needy 

countries creates the issues that political and economic dependence, colonialism, 

laziness, fast consumption and lack of motivation to produce. On the other side, 

some economists like Dalgaard, Hansen and Tarp (2003) think that the official 

development assistance (ODA) method is effective process for undeveloped 

countries, even in bad conditions and environment. The purpose of external aid 

is to make differences in living conditions of people and decrease in inequalities. 
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It should provide to reach easily fundamental needs and essential conditions for 

wealthy and comfortable life.  

 

Therefore, we will examine and research the efficiency and results of foreign aid 

and donations to Sub-Saharan African countries and determine the result of 

assumption that ODA (foreign aid) can contribute to growth of economy in Sub-

Saharan Africa countries.  

 

2.2.1. History and Examples of Foreign Aid 

 

In the interest of analysis of the effect of foreign aid and comprehend the concept, 

we should look over the historical background of foreign assistance and 

development aid. Actually, modern foreign assistance plans and programs can 

be seen from 18th and 19th centuries in European countries and its colonies on 

the world. Particularly, the martial assistance and technical advices from the 

empires and states to small tribes, countries and important regions strategically 

was designed to help saving of position and international power. For example, 

the subsidies of Prussia to its allies and friend countries can be an example for 

foreign assistance history. Furthermore, the foreign assistance as a money 

transfer, military aid, agricultural technology aid or health assistance of European 

countries and empires to colonies in Africa, Asia, Latin America or the Balkan 

region can be an example. (Williams, 2013) Rich and strong countries and 

empires had given the money and in-kind aid to support substructure such as 

roads, railways, sewage platforms, sea ports and they want to build strategical 

base camp to gain control against opponents. 

If we continue, we can see real and big development and growth process with 

foreign assistance and external aid after World War II in European area. World 

War II had created great damage in Europe and in nearby places. As from 1945, 

millions of people died, the largest cities of Europe were destroyed and, in some 

regions, even the most basic needs and essentials could not be met. By way of 



18 
 

 
 

the states that are under heavy burdens could not be able to fix their own 

damages, the foreign assistance and aid issue had gained importance again. 

Especially, US and the USSR, moving towards becoming a super power, shaped 

their foreign policies in this direction to gain power and control the international 

scene. Furthermore, because the USSR that defeated Nazi Germany (Third 

Reich) want to propagate the ideology of communism in European area and then 

Middle East region, it urged the US to take measures in this direction. (Grant, 

1979) Although, the apparent aim of the foreign aid and assistance policies is to 

reconstruct the Europe and accelerate the economic growth, the primary 

objective of the US is to improve national security and martial capacity of 

European countries to inhibit the USSR and its ideology, communism. These 

foreign aid policies that started in the late 1940s concentrated to European 

countries and then Asia, South America and Africa continents on the world.  

 

After the WWII and destruction of European area and Asia countries, these 

countries needed the massive foreign aid and supports. The foreign aid policies 

and recovering of European and Asian countries, they also focused on the 

external aid decisions and inflow of FDI & portfolio leaks to developing and 

undeveloped countries. Developing and undeveloped countries are defined and 

characterized by lower level of income, higher level of unemployment, unskilled 

industrial capabilities, high poverty and lack of social development. These 

matters of developing or needy countries formed needs of foreign aid to speed 

up the recovery and reconstruction process and support to domestic resources 

of these nations. These countries benefit from the foreign aid from developed 

countries one time or continuingly depending on conditions. For example, Sub-

Saharan African countries take advantage of foreign aid program from big 

developed nations on the world since 1980s and they still need and collect these 

aids to sustain the vital and fundamental social and economic activities. We also 

examines this foreign aid type and process in the history of Sub-Saharan Africa 

region. 
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The end of Second World War induced the consist of new era in terms of financial 

and social on the world. The formation of the USSR caused the formation of new 

foreign decisions and policies of the US because of communism. That away, the 

Truman doctrine and the Marshall Plan emerged that has affected the history of 

Europe and Middle East, even today. Because of the communism pressure in 

South Europe and Turkey, the Truman Doctrine aid policies was started to be 

applied with military and economic aid worth $400 million. (May, 1948) Then, in 

1947 again, the US launched the new aid program of Economic Recovery 

Program for European countries to recover and reconstruct. This assistance 

proposal passed by the Marshall Plan, also. Otherwise, the foundation of the 

North Atlantic Treaty Organization (NATO) aimed to prevent the spread of 

communism by the USSR and used the foreign aid method.  

 

 

Figure 2: The headline of The New York Times about aid to Greece and Turkey (NYT, 

1947) 

 

While the Truman Doctrine includes military and financial aid worth $400 million 

aid, President of the US targeted and promised foreign assistance to inhibit the 

spread of communism in Europe and other regions, in 1947. (Kennedy and 

Cohen, 2013) On the other side, the Marshall Plan included the economic and 

assistance as a loan and grant worth more than $12 billion in Southern and 

Western Europe between 1948-1951. (Wood, 1986) This plan included also 

recovery program of Europe continents in terms of poverty, unemployment, 

production, security and essentials. This plan restored industrial and agricultural 

policies and production methods, and then financial policies and foreign trade 
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policies in 1948-1951. Although the Marshall Plan targeted initial economic help 

to the European countries, the real aid and assistance was military through 

NATO.  

 

 

Figure 3: The payments of Marshall Plan to countries (Marshall Foundation, 1952) 

 

After Marshall Plan, the US President Truman also conducted the foreign aid 

program against hunger, scarcity and poverty in 1950 and it is known as “ancient 

enemies - hunger, misery and despair”. (Hoy, 1998) The aim of this program was 

reconstruction and building of infrastructure about economic development 

projects. After these plans, US had continued to conduct foreign aid programs to 

Africa, Asia, Europe and Middle East countries to struggle with communism and 

USSR during Cold War. (Hoy, 1998) After these big plans and aid programs, 
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because the Cold War continued till 1990s, the US and the USSR applied 

different foreign aid policies to gain power and control in the international scene. 

 

 

Table 1: The payments to partner countries of Marshall Plan in 1948-1952 (Schain, 2001) 

 

Apart from the Marshall Plan and Europe, some official organizations and 

institutions had applied the foreign assistance programs and development 

supports, like OECD, IMF, WHO, UNICEF etc. Particularly, Development 

Assistance Committee (DAC) of the Organization for Economic Co-operation and 
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Development (OECD) has conducted many foreign assistance programs on the 

world. Especially, the increase of opportunity inequalities and scarcities in Africa, 

Latin America, South Asia and other regions caused the emergence of new 

foreign assistance policies. Throughout the 20th century, for instance, many 

governments in Africa had faced with humanitarian problems and poverty 

because of undeveloped governments and states. Thus, the amount of 

humanitarian and development backing to African countries, particularly Sub-

Saharan Africa area, increased by OECD, IMF, WB, developed governments and 

other development banks. These states and institutions focalized to food, health, 

education and human rights problems. We will construe the history and instances 

of assistance to SSAn states in the next parts.   

 

Terminally, if we look at the other historical examples of foreign aid and 

assistance, we can see some plans of WB after 1960s and plans of IMF after 

1990s. (Phillips, 2013). The downfall of the USSR and the end of Cold War on 

the world, caused to return to development and humanitarian projects instead of 

military aid. Especially, the IMF and other great commercial banks and funds 

conducted foreign assistance programs to develop democratic regimes and 

human rights. In case of current policies and aims, the main focus of foreign 

assistance and aid policies is to decrease poverty and hunger problems, to 

decrease the gap and opportunity inequalities and to provide humanistic living 

standards in Africa, Latin America and Southern Asia. As stated above, we will 

survey and analyze the foreign assistance to SSA region in this paper.  

 

2.2.2. Approach of Foreign Aid 
 

Foreign aid is one of the major themes in macroeconomic literature, especially in 

the last decades. The end of World Wars and the increase in scarcity and 

disparities caused the increase in importance of foreign aid and caused the one 

of the main policies. This new era has changed also cooperation between 

organizations and countries. The foundation of some official organizations like 
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WB, IMF, OECD, UNICEF and councils of states help to cooperate for these 

aims. Therefore, this alterations and new era caused the major changes and shift 

in the concept of foreign aid and macroeconomic policies.  

 

The one of new paradigm is the Bretton Woods system. The Bretton Woods 

system was launched in 1944 with participation of 44 countries to found WB and 

new international regulations. Under this agreement, countries agreed about 

exchange rates, foreign trade policies, macroecnomic policies and foreign 

markets. The countries want to prevent trade wars between countries for 

development and growth policies. The usage of the Bretton Woods instead of 

Gold Standard system want to guarantee the value of currencies of countries and 

save the benefits of countries. However, after this agreement, each member 

country agreed to discharge its their own currency for U.S. dollars, instead of 

gold. Especially, poverty, inflation, the value of money and other macroeconomic 

problems on the world caused the emergence of this agreement. Furthermore, 

the establishment of IMF and WB are main players for the application the Bretton 

Woods System. 
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Figure 4: US gold stocks and external liabilities in 1951 – 1975 (Federal Reserve, 1976)  

 

This system also affected the foreign aid and assistance methods. The WB and 

the IMF started to conduct big foreign aid policies and agreements. Therefore, 

foreign assistance policies was applied based on US dollars and its policies. The 

foreign assistance programs has concentrated on the modernization and 

industrialization process in last decades. Aid is procured with varied ways and 

aims from support to states and regions to support development process with 

specific projects and programs. We can see two aid methods or approaches, 

actually. These are budget backing and sector approach. (Haroon, 2003)  

 

The budget support approach is committed to fix budget problems and strengthen 

the budget capabilities. The macroeconomic issues like monetary policy, inflation, 

foreign trade, budget deficit and balance of payments are related to budget 

constraitn and conditions, directly. This method empowers the recipient country 

policies and support governmental development strategies wtih transparency and 

strength ownership. This direct method helps recipient countries to manage 

national systems and development process directly. On the other side, the sector 

approach gives colloborator actors the greater ownership of development 

process and power of redistributing of internal and external sources.  

 

These approaches includes some ideas also. These are cash transfers, policy 

making based on evidence, budget flexibility, multilateralism and better 

instruments and tools. (CGDEV, 2017) These ideas aims the lower cost and 

effective results from foreign assistance programs. The allocation and 

redistribution of resources in foreign aid programs should be considered by 

donors and recipient countries. Therefore, the approaches for foreign aid is so 

important for the methods and effectiveness of assistance and development 

supports.  
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2.3. Economic Growth Concept and Definition 
 

2.3.1. What is Economic Growth? 
 

The other substantial description of this thesis is economic growth, after foreign 

assistance. Before the outlook of SSA economy and analyze of the relationship 

between foreign aid and economic growth, we should review the definition and 

components of economic growth. Economic growth is a demonstration that 

indicates the rising of the market value (corrected to inflation) of the services and 

goods that produced by an economy of a country in a certain period. (IMF, 2012). 

This demonstration is measured as a percentage that changes in real gross 

domestic product, or real GDP and real GDP per capita. In other saying, the 

growth rate of economy is the positive or negative rate of growth in GDP. The 

rate of growth of economy is impressed by many factors because of GDP. For 

example, consumption, investment, production, inflation and interest rates, 

exports and imports affect the real GDP and change in real GDP, and then 

economic growth. Moreover, other factors like labor and capital intensity, energy 

costs and materials, input costs and other equipment also are the considerations 

that impress the real GDP and then economic growth.  

 

Economic growth theme is the most outstanding demonstration of a country. This 

indicator shows the acceleration, stability, trust and potential of a country. This 

assists to understand the unemployment, poverty, scarcity, public services of 

countries, but this does not mean anything by oneself. This indicator also is 

important for labor and capital situation, business expansion, trade policies, 

decisions of economic plans and quality of life. Therefore, the economic growth 

index is one of the means to compare states, particularly developing and 

undeveloped countries. Moreover, economic development is also another 

concept except economic growth and it is broader concept that involves economic 

growth and other moral and tangible components. It means a multidimensional 

process includes major developments in social structure, institutions, economy 
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and politics, and also increase in wealth and decrease in inequalities. (Todaro & 

Smith, 2009).  

 

As we stated above, the economic growth implies the spurt in total output in an 

economy and it is formed with capital, labor and technology in basic terms. 

Because the economic growth is numerically measurement, there are several 

ways to calculate this growth, but the most common method is real gross 

domestic product (GDP). The best way of calculation of economic growth is real 

GDP that indicates the all of activities of an economy in a certain period. If we 

look at the GDP term gross domestic product is a monetary measure of the value 

of all final goods and services in a certain period. (Callen, 2018) To understand 

better the GDP concept, we can look at the definition and components detailed.  

 

According to OECD definition, GDP means a total measurement of the sum of 

gross values added of all people and organizations in a country. (OECD, 2014) 

On the other side, according to IMF definition, the total market value of all final 

goods and services produced in a country in a certain period. By the expenditure 

approach, GDP have some components that constituted the term of GDP. These 

components are consumption variable (C), investment variable (I), government 

spending variable (G) and exports (X) & imports variables (I) (or net exports, X-

M). (OECD, 2014) These components involve all transactions in an economy and 

it indicates the all activities in a certain time. Therefore, GDP can be used to see 

economic activities and to measure economic growth of an economy. However, 

there can be some ambiguities because of real GDP and nominal GDP 

definitions.  
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Figure 5: The real GDP growth rate of all countries (World Economic Outlook Database 

IMF, 2019)  

 

The nominal GDP is a measurement based on current prices. These current 

prices prevent the comparison between two periods because of changing in 

prices, or inflation. Therefore, to compare the GDP values of two periods, we 

should adjust the prices by constant prices and we need to use real GDP. In 

another saying, the real GDP value is adjusted value of nominal GDP to constant 

prices to eliminate inflation and change in prices problem, so to calculate the 

growth rate of an economy, we use the real GDP value. The real GDP can be 

influenced by some variables and aspects. Because of the components are 

related to prices, interest rates, tax rates, inflation, barriers, policies etc. directly, 

the real GDP, and then economic growth can be also affected by these 

components and variables.  Economic growth is a rise in the potential and 

capacity of an economy to produce from one time to another, so the production, 

consumption, spending and trade components of GDP is so effective on the 

economic growth. (Romer, 2019)  

 

On the other side, there are some discussions about the use of real GDP value 

to calculate the economic growth. Some states and institutions use the GNI 

(gross national income) term instead of GDP. (WB, 2015) The GNI term includes 
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income of citizens who live abroad. In other words, GNI value shows the all of 

income of residents of a country on the world. Then, while GDP calculates 

production in certain boundaries, GNI calculates the all income of residents. 

Some organizations and countries like WB use the GNI value to calculate 

economic growth.  

 

Figure 6: The map of the real GDP levels of countries in 2017 in constant 2010 US$ (WB, 

2019) 

However, there are some conflicts and problems about gross domestic product 

in the literature. GDP tells us the all economic activity of a country in a certain 

period but does not tell any detail. For example, GDP cannot measure the living 

standards, conditions, equalities and distribution, directly. Therefore, the GDP 

value cannot demonstrate the power of an economy by itself, but it is a substantial 

indicator that shows the economic activities of a country in a certain period. On 

the other side, to calculate the growth rate of an economy, the real GDP per 

capita can be used. Per capita means for each person or people taken as 

individual, so the real GDP per capita means a measure of a country’s economic 

output that divided to population of a country. This measurement is the better way 

to understand the standard of livings instead of the real GDP because this term 

shows the economic power by individual on average. For this reason, the real 

GDP per capita can indicate better the economic activities in a country and this 

can be used in calculation of economic growth.  
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Economic growth theme has many constituents, as we mentioned above. 

Although the real GDP, real GDP per capita, inflation, interest rate, trade values 

and other components show the numerical situation of economic growth, this term 

also contains the moral variables like technological advances, statement of labor 

and capital force etc. These components influence the economic growth in the 

short and long run, directly, so the changes in these variables affect the change 

in economic growth. The productivity and public policies are related to these 

variables and components and these terms can influence the economic activities 

of a country in terms of production, consumption and monetary. 

 

When look at the literature, economists have argued many growth models. If we 

look at the historical sense, we encounter several principle growth models. These 

can be mercantilist growth, classical theory, neo-classical (Solow/Swan) theory, 

endogenous growth, Malthusian and Keynesian theories. The mercantilist 

growth, the popular method during the industrial revolution is not a theory of 

growth, generally, but it claimed that the accumulation of gold & commodities and 

increasing of foreign trade can promote the economic growth. (Reinert, 2011)  

 

The classical growth theory was developed by Adam Smith and it was mentioned 

in The Wealth of Nations book in 1776. According to him, the market structure, 

specialization of labor, foreign free trade and scale of economy is important for 

economic growth. Moreover, David Ricardo and Thomas Malthus developed this 

classical theory and they argued that the technological changes were constant 

and increasing inputs can cause diminishing returns. (Lanza, 2012). On the other 

side, endogenous growth model is also the new model and it was developed by 

Paul Romer and Robert Lucas. They mentioned the importance of human capital 

and human productivity with knowledge base. Along with them, Joseph 

Schumpeter contributed to this growth theory and they gave the importance to 

technological improvements and innovation for economic growth in the long-run. 

(Parker, 2012) 
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Although there are many growth models and theories according to economists 

and other scientists like above, the most known and effectual theory is 

Solow/Swan model. This neo-classical growth theory suggests that the rise in the 

ratio of investment and GDP and technological improvements can lead to 

economic growth. (Solow & Swan, 1956) The most substantial point of Solow 

model is that the model can demonstrate the basic and abstract representation 

of economies. This model concentrates on the output, labor, capital and 

technology, in general. This dynamic growth model uses the production function 

with its components like capital, labor and productivity or technology parameters 

in basic form:  

(1) Yt = f(Kt, Lt, At) 

where the Yt dependent variable describes the total production in an economy, 

Kt describes the capital stock, Lt describes the labor force or total employment 

and At describes the productivity or technological improvements in an economy. 

(Solow, 1956) These variables are main indicators and factors that compose the 

economy and production. In this model, labor variable can be determined with 

total employment or labor force of an economy. Moreover, the capital stock shows 

the machinery and production structures, and then the technology variable 

indicates the capability of organization, production techniques, knowledge and 

efficiency in production. This variable is a shifter variable in this model because 

the technological improvements affect directly the total output and economic 

growth. (Jones, 2016) Also, there can be different variables like environmental 

quality, population etc. In brief, the Solow/Swan model denotes the production 

and output system of an economy and this helps to analyze the economic growth. 

Therefore, we will use this theory in chapter of econometric analysis.  

 

If we come back to economic growth and its factors, economic growth is one the 

most significant factors of an economy and it depends on some determinants. As 

we mentioned above, these determinants are capital, labor and technology and 
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apart from these, natural resources, infrastructure, wages, taxes, law, education, 

health, macro and micro economic policies, politic system, social factors, 

international trade position and so on can be other determinants for healthy 

economic growth. Therefore, the matter of economic growth is complex subject, 

and it has many determinants that affect growth directly or indirectly for an 

economy or a country. We can now look over the general economic outlook of 

SSA region and countries depending on above factors and determinants.  
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2.3.2. Overview of Economics of Sub-Saharan Africa 
 

The overall economic outlook of SSA region can help us to apprehend the matter 

of foreign aid and economic growth. Although we analyze the 29 SSA countries, 

the general overview of economy of the region indicates the position of 

development and economic structure. When look over the economy and social 

pattern of SSA, we can see developing and undeveloped countries relatively to 

rest of the world, generally. Especially, last decades of Africa history had 

confronted with many wars, civil wars, chaos, scarcity, demographic changes and 

borderline changes. As we have seen from news and international political 

developments, many SSA countries still struggle with social and economic 

problems. However, in spite of SSA countries have struggled with political and 

economic problems, the Africa continent is one of the quickest developing 

continents on the world under favor of BRICS countries (Brazil, Russia, India, 

China and South Africa) with FDI and portfolio flows. (2014, Pugliese & Sy). 

 

When look at the general economic level of African, economic growth of the 

region proceed to improve from 3% in 2018 to 3.5% in 2019. About half of the 

SSA are expected to grow about 5 percent in 2019, but in the other more 

resource-dependent 24 economies, including the big economies like Nigeria and 

South Africa, the economic expansion looks hold on weak in the short run. Most 

SSA countries have either indifferent or tight monetary policy viewpoint and have 

announced fiscal consolidation plans. These macroeconomic decisions may 

need to be recalibrated to support growth. (IMF, 2019) On the other side, 

economy of SSA countries has different indicators and structure. According to 

IMF report, economic heal and improvement in Sub-Saharan Africa continue with 

economic growth from 3% in 2018 to 3.5% in 2019. However, economic 

performance stays bifurcated. (IMF, 2019). When we look at the general overview 

of growth rate of real GDP for Sub-Saharan Africa region, average of world and 

average of OCED countries (48 countries and contains South Africa and Nigeria 

in Sub-Saharan Africa) in 1990-2014 period, we can see this graph:  
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Figure 7: The growth rates of real GDP of SSA, OECD & World. (WDI of World Bank, 

2019) 

 

According to this figure, we can see the average of growth rate of real GDP for 

SSA region is higher than the world and OECD countries generally in 1990-2017 

period except last 3 years. Also, we can exclude the high-income countries like 

South Africa and Nigeria from this graph and see again:  

 

Figure 8: The growth rates of the real GDP for SSA (excluding high income), OECD and 

World averages. (WDI of World Bank, 2019) 
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We can see again in above figure, the general average of the growth rate of real 

GDP is in rise than OECD average and world.  There may be several reasons for 

SSA countries like development policies, economic growth dynamics, foreign 

trade or official foreign assistance programs, and also we can see that there is 

no significant difference between including and excluding of high income SSA 

(SSA) countries. However, if we look at the real GDP values in constant prices 

(2010 US$), we can see significant difference and gap between SSA region and 

other regions:  

 

Figure 9: The real GDP values in constant 2010 US$ prices of the regions. (WDI of World 

Bank, 2019) 

 

This figure indicates that the total output and productivity of SSA region is very 

low than other regions or groups like OECD, North America, East Asia and 

Pacific, Europe and Central Asia and Latin America and Caribbean. There is just 

one region that close to SSA region and it is South Asia. Therefore, SSA countries 

do not have a big fragment in total output of the world relatively to other regions 

and countries. This may be caused by inefficiencies, inabilities or illiteracy about 

production and consumption parameters.  
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Figure 10: GDP per capita growth rate by regions. (WDI of World Bank, 2019) 

 

However, the growth of GDP per capita is better demonstration than real GDP 

because it involves the population and indicates per capita income, averagely. 

The growth rate of real GDP per capita for SSA region is nearly same with OECD 

members and world averages, but when we think the value of GDP, the SSA 

countries need more growth rate.  The figure is also shows the growth rate of real 

GDP per capita by country: 
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Figure 11: GDP per capita growth rate by country in SSA region. (WDI of World Bank, 

2019) 

 

The real GDP growth rate is one of the most substantial demonstrations that 

situation of countries. When look over the position and situation of SSA countries, 

the economic recovery in this region, local growth has begun from 3% in 2018 to 

3.5% in 2019. About half of the region’s countries are expected to grow about 5% 

or more and they are non-resource-intensive states, and for other remaining 

countries improvements and development in living standards will be slower. And, 

the region’s medium-term growth prospects are held back by low productivity 

growth and limited material capital accumulation, compared with countries at 

similar levels of development in Asia, developing Europe, and Latin America. 

(IMF, 2019) 

 

We can look at other variables and indicators that are related to macroeconomic 

position of SSA countries such as inflation, government debt, real interest rate, 

net exports, productivity rates, agriculture investments, infrastructure, health, 

education etc. Although the general average rates may not give the detail 

information on a country basis, the average ratios of all region can give an opinion 

to compare with other regions. For example, the inflation rate with consumer 

prices of the SSA countries and other regions can be seen below:  
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Figure 12: The inflation rates with consumer prices of SSA, OECD, Euro and Arab area 

(WDI of WB, 2019) 

 

Along with the real GDP values, the inflation rate indicator does not create a 

beautiful image for SSA region. The average inflation rate of SSA region is 

between 4% - 8% and this values higher than the big and significant regions on 

the world like OECD, Euro area, Arab world etc. It remarks also that the gap 

between the supply and demand for SSA region is higher than other regions. 

Besides, when we look at inflation rates on a country basis, we can see great gap 

between countries of SSA region. Even, some countries like Angola, South 

Sudan and Dem. Rep. of Congo struggle with hyperinflation about 500%:  
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Figure 13: The inflation rates of SSA countries in 1990-2017 period. (WDI of WB, 2019) 

 

Therefore, we can understand this from the figure: Although, the general average 

of inflation rate is below 10%, some countries try to tackle with hyperinflation 

problem, so this creates the purchasing power inabilities. On the other side, the 

real interest rate is concerned with investment, saving and foreign direct 

investments. (FDI) Because of higher inflation rates, there is also financial 

instabilities and risk problems for SSA countries:  

 

 

 

Figure 14: The real interest rates of SSA countries in 1990-2017 period. (WDI of WB, 

2019)  

 

Although the higher interest rates encourage savings and accumulation, it also 

may result the risk and lack of confidence to financial sector, and the investment 

possibilities had become difficult for government and private sector. However, we 

see the negative real interest rates in SSA region. The real interest rate is 

subtraction of inflation from nominal interest rate.  
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Figure 15: The lending interest rates of SSA countries (WDI of World Bank, 2019) 

However, the lending interest rate is more significant than real interest rate 

because the investors and borrowers are related to lending and its rates. Because 

the high lending interest rates make difficult to borrow, produce and invest, the 

production, and then total output of an economy may be affected from this 

indicator, directly. 

 

Another factor that affect the economic growth of an economy and potential to 

make new investments is total debt of governments. If a government has a big 

share of debt in GDP or GNI level, this may create difficulties about development 

process, government expenditures and taxes on people. According to figure 

below, SSA countries do not face with total debt service as a share in GNI, but 

when we look at this indicator on a country base, some countries like Dem. Rep. 

of Congo, Angola, South Sudan etc. tackle with high ratio of total debt service 

about 10%. (WB, 2019) 
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Figure 16: The total debt service ratio as a share in GNI of SSA countries. (WDI of World 

Bank, 2019) 

 

 

The one of the most substantial economic indicators that show maximum capacity 

of an economy is population and labor force. Because the labor force and 

population are the main component of the output model like basic Solow model, 

this factor can affect directly the output of an economy and economic growth. 

Therefore, the labor force and unemployment rates of countries are so significant 

during the making of macroeconomic policies for development and economic 

growth.  
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Figure 17: The average unemployment rates in SSA region, OECD and world. (WDI of 

WB, 2019) 

 

The unemployment rates SSA region are below than the OECD countries, so this 

can be seen good impression about employment and potential of economy. It 

spectates around 6% for the region. Moreover, when look over these rates on a 

country base, we can see some low-income and low-middle income countries 

also try to struggle with high unemployment rates. This problem may cause the 

lower output, lower personal income and then lower economic growth:  
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Figure 18: The unemployment rates of SSA countries in 1990-2017. (WDI of World Bank, 

2019)  

 

Also, the gender and sector parameters are important in employment indicator. 

We can see the female unemployment in the figure below. Female employment 

is one of the main development indicators, nowadays. Therefore, the 

engagement and employment of female population into labor force is significant:  

 

Figure 19: The female unemployment rates in SSA countries. (WDI of World Bank, 2019)  

On the other side, the fragment of employment relatively to sectors can 

demonstrate the structure of an economy. For example, if the fragment of the 

agricultural employment is more than other sectors like service sector or 

manufacturing sector, this is agriculture-intensive country. When look at the rate 

of employment in agriculture for SSA, OECD countries and world averages, we 

can see that SSA countries produce agricultural-intensive product rather than 

service or industrial goods. This situation leads that SSA region is food source of 

many regions and countries on the world.  
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Figure 20: The employment rates in agriculture sector in SSA countries. (WDI of World 

Bank, 2019)  

 

Otherwise, the share of the agricultural production in GDP is related to this 

employment rates. When look at the value of agriculture, forestry and fishing 

sectors in GDP, the share in GDP is more in SSA countries than OECD countries 

and world averages. This result is also related to potential of output and economic 

growth of SSA countries. 
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Figure 21: Agriculture, forestry and fishing production rates as value added in GDP. (WDI 

of WB, 2019) 

 

The foreign trade is one of the components in output model of expenditure 

approach. The export and import parameters constitute the foreign trade and 

show openness to abroad of an economy. The export and import ration in real 

GDP of SSA countries are more the OECD and world averages. This implies that 

the SSA countries are open to world about trade and cash flow between 

countries.  

 

Figure 22: The share of exports of goods in GDP for SSA, OECD and world. (WDI of 

WB, 2019) 
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Figure 23: The share of imports of goods in GDP for SSA, OECD and world. (WDI of 

WB, 2019) 

 

Along with these figures, foreign direct investment shares in GDP can also show 

the openness and cooperation between countries. If look at the figure below, the 

financial inflows for SSA, OCED members and world average are nearly same or 

have same trends:  

 

Figure 24: The net inflows of foreign direct investment as a share of GDP. (WDI of World 

Bank, 2019) 

 

Figure 25: The net ODA (ODA) as a share of GNI (WDI of World Bank, 2019) 
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The foreign aid, is also the main topic of this paper, is an assistance by other 

countries and organizations. This parameter can also indicate the structure of an 

economy and freedom or dependency to foreign countries. The graph of net ODA 

received shows the important feature of SSA region and usage of foreign 

assistance. Otherwise, when look at this parameter on a country base, some 

countries depend on foreign assistance more than the others:  

 

Figure 26: Net ODA received of SSA countries in 1990-2017 period. (WDI of World Bank, 

2019) 

Apart from these macroeconomic parameters, there are also some different 

indicators that demonstrate the development situation and fundamental functions 

of countries like infrastructure, education, health, poverty etc. We should look at 

these parameters briefly. For example, access to electricity is one of the major 

problems for SSA countries. In this region, many people and regions cannot 

access to electricity because of lack of infrastructure investment. Therefore, this 

problem can affect the production and output of economies directly and the 

growth is affected negatively.  
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Figure 27: Access to electricity of SSA region, OECD members and world averages. 

(WDI of WB, 2019) 

 

Besides, the water sources and accessibility are also fundamental feature of 

humanity and development. It is also enormous problem for SSA region because 

of lack of water sources. The major fragment of people in SSA region cannot 

access to water at least basic drinking services. This crisis may also cause the 

health problems and increase in mortality rates.  

 

Figure 28: People access at least basic drinking water sources. (WDI of World Bank, 

2019) 
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Another parameter is the share of health expenditures in GDP and it is also 

related to previous parameters, electricity and water sources. Because SSA 

countries face with very low real GDP values and high inflation & interest rates, 

the government and private spending on health and its technologies is very low 

rather than other big and developed countries. Therefore, these undeveloped or 

needy countries may need to foreign assistance and aid programs about health 

technologies and possibilities. 

 

Figure 29: The current health expenditures as a share of GDP. (WDI of World Bank, 

2019)  

Although the SSA countries have a few macroeconomic indicators and high 

potential because of some political and economic reasons, these region and 

countries still try to solve major humanitarian problems and continues to benefit 

from external aid from rest of the world such as US, China, Europe and other 

Asian and Latin American countries. The former reason of this statement is 

natural resources and geostrategic place of SSA. Therefore, developed and rich 

countries shaped their foreign direct investment policies and foreign aid targets 

according to their aims. Although SSA countries have faced with some humanity, 

economic and political problems and instabilities, they need to collect foreign aids 

and donations from international organizations and governments.  
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Figure 30: Population using drinking water services. (%) (WHO, 2019) 

 

The SSA region has struggled with many infrastructure and humanitarian 

problems, especially in last decades. The access to electricity, lack of water 

sources, inefficient sewage systems, human rights and civil wars and 

undemocratic politic regimes in some countries prevent the accelerated 

development process and these problems make countries need help. For 

instances, the inequalities in terms of accession to water and sanitation cause 

the needs for development aid and assistance. Besides, the inefficiency and 

absence of other infrastructural investments causes also epidemics, mortality and 

even chaos and civil wars.  

 

Therefore, the existing of these humanitarian problems results in the need for 

foreign assistance and development aid from other regions and countries. On the 

other side, the fact that there is a huge mine and natural resources under the 

ground and the lack of sufficient financial sources and technology to extract and 

produce, makes Africa a very valuable and potential region in the eyes of other 

countries.  
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Figure 31: Total natural resources rents (% of GDP) in SSA and world averages. (WDI 

of WB, 2019) 

 

Consequently, the lack of sufficient living conditions in many regions in SSA 

results in the need for foreign development assistance at least for a while. The 

development operation and then economic growth structure of SSA region and 

countries create requirement for planned, effective and productive assistance 

and aid programs.  

 

These are general economic outlook of SSA region and countries briefly. We can 

expand these reviews and outlook, but these indicators can give general opinion 

about SSA countries and their economic structure in favor of comparison with 

OECD member countries and world averages. As you can see from these 

parameters and indicators, many SSA countries try to tackle with poverty, scarcity 

and low-income problem although they have good potential. Therefore, these 

hitches cause the need to assistance and support from other countries and 

organizations because of fundamental and vital needs. While the realization of 

the support is important, the effectiveness and efficiency of this assistance is also 

significant to solve these problems and shortcomings.   
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CHAPTER THREE 

 

3. FOREIGN AID IN SUB-SAHARAN AFRICA 

 

3.1.History of Foreign Aid in Sub-Saharan Africa 

 

The economic structure and development mechanism of Sub-Saharan Africa 

countries point us that the region needs to undergo restructuring and settlement 

period because of the humanity issues and financial instabilities. Although the 

global growth projections of regions on the world draw positive foresights, these 

growth and development processes need external intervention and support. (IMF, 

2019) When we look at the last decades, some regions and countries had used 

the foreign assistance from the official organizations and countries, and one and 

major of these regions is Sub-Saharan Africa. SSA region had placed in ODA 

programs of many developed countries in the last decades. (OECD, 2019) 

Therefore, we will look at the brief history of foreign aid and development 

assistance to Sub-Saharan Africa.  

 

If we mention the definition and meaning of foreign aid again, it means the 

financial or technical advices by one to other to help in terms of financial, social 

or structural terms. It can involve the financial grants, loans and donations, 

educational and technical advancements, goods and services or materials 

according to aims and methods. Also, apart from humanitarian aims, military 

supports are also method of foreign assistance. For the foreign aid or assistance, 

the general theme is accepted by official institutions and countries as Official 

Development Assistance (ODA). Especially, OECD uses the ODA concept and 

measurement to indicate foreign aid and development assistance to countries 

and regions. These assistance and aid programs aim the reduction in poverty 

problems and solve weak living conditions on the world. Although some 

institutions and organizations claim that the development assistance achieved 

the goals and had reduced the poverty in general, many Africa countries and 
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others try to tackle with poverty problems, still. For example, one in five people 

survive in poor and weak life conditions on less than 1.25 US dollar a day in 

developing countries, according to OECD. (OECD, 2019) Therefore, there are 

needs for foreign development support programs for many areas on the world, 

still.  

 

When we look at the general situation of foreign aid or official development 

assistance (ODA) on the world, we can see grants, loans and other flows for the 

calculation and application of ODA. (OECD, 2019) For example, according to 

Development Assistance Committee (DAC) of OECD statistics, we can see some 

data and statistics like these:  

 

 

Table 2: The general trends of ODA on the world in 2016 US$ prices (OECD, 2019)  

 

The DAC has 30 members and these member countries developed and high-

income countries, generally. From 2016 to 2017, the disbursements and 

commitments of ODA has increased significantly in terms of money and 

percentage. Besides, if we look at the general trend of ODA for world averages 

in the sense of sectors and distribution, we can see these data and graph:  
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Figure 32: The distribution of ODA according to sectors in 2017. (OECD, 2019 

 

This figure also gives us an opinion that the general goal of the official assistance 

is to solve social and economic problems and issues. Finally, before the analyze 

and review the history of foreign aid to SSA, we can look at the top donor and 

recipient countries on the world according to net disbursements in 2017:  
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Table 3: The top 10 recipients in terms of net ODA disbursements in million US$. (OECD 

DAC, 2019) 

We can see from the table above, all of the top 10 ODA recipient countries are African 

countries, so the foreign assistance programs contain plans for African countries, 

generally.  

 

After the end of Second World War, the entire world had entered the settlement 

and restructuring progress to build more civilized, advanced and prosperous 

world. Therefore, the developing and undeveloped (poor) countries started to be 

in search of external support and assistance to accelerate this process. The Sub-

Saharan Africa region was also a region of these countries. Because of great 

destructions with civil wars, scarcity, climate changes and epidemics, this region 

had become the major recipient of external assistance.  However, the external 

aid process of the Sub-Saharan Africa was never easy.  

 

After the World War II, many developed countries like US, UK, France, Italy, and 

Germany started to colonize in Africa and Asia again like after the WWI. In Sub-
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Saharan Africa area, there were two independent countries and these were 

Ethiopia and Liberia, but others were colonies of rich countries. Because of 

mineral and agricultural reserves of Africa land, the SSA region had become the 

source of essential needs for US and European area. (McKelvey, 1965) Although 

most African colonies rejected the colonization process, they had need for foreign 

assistance of these big countries, also. The development and growth wishes 

began in this period of 1950-1960, but the lack of financial and social power for 

development and economic growth process, the colonies and countries had 

needed for official assistance programs for a long while.  

 

In the 1950-1960 period, because there were not a food crisis or scarcity and 

there were strong believes for industrialization wishes, African countries and 

colonies avoided from agricultural production. However, unforeseen results of 

population and climate change had created great issues in the following years for 

SSA region. (Eicher, 2003) The development thoughts and plans about capital 

accumulation, industrialization and believes on foreign assistance from wealthy 

countries had altered the development programs and policies of African countries 

and colonies. Besides, after the 1970, because of fluctuations and turbulences in 

world economy with oil and financial crisis, the development assistance and aid 

aims changed according to international relations. The five-year development 

plans and economic growth models reshaped because of shifting of priorities. 

The beginning of great development assistance programs to resourceful regions 

caused the plans had taken in this direction. Besides, international political 

tension and chaos also leaded to the reorganization of the development 

assistance programs.  

 

When look at the aid policies of developed countries, for example the US, there 

were the rise in the quantity of assistance to Sub-Saharan Africa and Latin 

America to get position stronger. (Williams, 2013) The threats about communism 

from the USSR was also a factor the reshaping of aid policies of US. They started 

to rise the quantity of assistance after 1970 and they continued until the end of 
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1980 for both humanitarian and self-interests. Also, the applications of NATO 

were in this direction. On the other hand, some official organizations wanted to 

be major player in this development and aid process.  

 

If we turn back to major problems of SSA region, many governments are affected 

by energy famine problem and there are many areas and countries that have no 

access to electricity. (2019, Engineering News). Also, because of increase in 

prices of goods and commodities like coal, petrol, thermal energy resources are 

becoming more valuable to generate power and electricity, so SSA countries 

need to build new hydropower generation facilities. On the other side, in regard 

to researchers at the Overseas Development Institute (ODI), many countries in 

the area face with the lack of infrastructure and this has created the limitations to 

economic growth. Especially, the undeveloped and lack of highway, sewage 

structures and also industrial facilities cause the limitations and slow down to 

economic growth. However, SSA area, on the other side, is a major and most 

substantial oil and mineral exporter of the world. Many mineral type and oil 

sources like gold, iron, uranium, antimony, coltan, manganese and copper are 

placed under the African soils. Therefore, this property of the area emphasizes 

the potential and significance of the Sub-Saharan Africa countries for the rest of 

the world for both political and economic reasons. Moreover, because of 

productive lands for agricultural production of Sub-Saharan Africa region, the 

society in these countries depends on agricultural income and production. As a 

result, the foreign aid and donations from the other part of the world to Sub-

Saharan Africa countries is vital and basis resource for the economic growth and 

development process, especially in the last decades. However, continuity and 

amount of foreign aids and donations has caused discussions about the 

impressiveness and efficiency of these foreign assistance for the development 

period and growth of economy of the Sub-Saharan Africa region. Therefore, we 

will examine the main argument that effectiveness and importance of the ODA 

programs and foreign aid promote economic expansion and growth and help 

growing and undeveloped countries to achieve economic growth goals.  
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Before efficiency and the effectiveness of assistance to SSA region, we should 

look at the historical examples of external support to Sub-Saharan Africa 

countries with data, graphs and figures. Because we focused on the 29 countries 

of SSA region, we will use the data of these countries apart from general overview 

of SSA region (49 countries). These 29 countries are Angola, Benin, Botswana, 

Burkina Faso, Cabo Verde, Cameroon, Chad, Comoros, Cote d’lvoire, Equatorial 

Guinea, Gabon, Ghana, Guinea-Bissau, Kenya, Lesotho, Madagascar, Malawi, 

Mali, Mozambique, Namibia, Niger, Nigeria, Senegal, Seychelles, Tanzania, 

Togo, Uganda, Zambia and Zimbabwe. The data of these countries is resourced 

from official databases of institutions, organizations and countries such as WB, 

IMF, OECD, United Nations etc. Besides, these data may be segregated for the 

DAC and non-DAC donors. Although DAC (Development Assistance Committee 

of OECD) donors are the major aid donors of OECD, the other donor countries 

that within or without OECD have a substantial role for development assistance 

and aid. Primarily, when we look at the general disbursements of ODA (ODA) to 

SSA region and these 29 countries, we can see these data and figures:  

 

 

Figure 33: The aid (ODA) disbursements to Sub-Saharan Africa (total) in millions US$ 

(2017) (OECD, 2019) 
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According to DAC database of OECD, Sub-Saharan Africa region had benefited 

great amount of aid between 1990-2017. On the other side, when we compare 

the net amount of ODA disbursements between the regions, Asia and Africa had 

benefited from the ODA in the last decades:  

 

Figure 34: The foreign aid (ODA) disbursements to countries and regions. (OECD 

DAC2a, 2019) 

 

Between 1990 and 2017 years, Asian and African countries and regions had 

benefited and used the foreign assistance programs more than the other regions. 

This means the development and economic growth process of these countries 

were supported by the other developed countries. 

 

On the other side, apart from the recipient countries, the donor countries and 

regions are also significant to understand the structure of foreign aid on the world: 

 

 

 

0

10000

20000

30000

40000

50000

60000

1
9

9
0

1
9

9
1

1
9

9
2

1
9

9
3

1
9

9
4

1
9

9
5

1
9

9
6

1
9

9
7

1
9

9
8

1
9

9
9

2
0

0
0

2
0

0
1

2
0

0
2

2
0

0
3

2
0

0
4

2
0

0
5

2
0

0
6

2
0

0
7

2
0

0
8

2
0

0
9

2
0

1
0

2
0

1
1

2
0

1
2

2
0

1
3

2
0

1
4

2
0

1
5

2
0

1
6

2
0

1
7

Europe, Total Africa, Total America, Total Asia, Total Oceania, Total



59 
 

 
 

 

Table 4: The ODA to Africa by donors in USD million in 2015-2017. (OECD DAC 2a, 

2019) 

 

As we mentioned before, because the US have some purpose about internation 

relations, politics and economy, US try to regulate their international policies in 

this direction. They have the great fragment in the share of foreign backing to 

Africa. We will also mention about the targets and purposes of these major donor 

countries in the next part. Also, we should look at the not only on a country base, 

also institutional and on a multilateral donation base:  

  



60 
 

 
 

 

Table 5: The great multilateral donor countries to Africa region in USD million. (OECD 

DAC2a, 2019) 

 

Apart from the countries, the most important institutions and organizations like 

International Development Association, EU Institutions and so on have a 

significant role to support and develop Africa economy and social structure. 

These amounts of aid and assistance contribute to solve the major humanity and 

military problems in Africa region and countries. 

 

On the other side, when we look at our sample of 29 countries of Sub-Saharan 

Africa countries, we can also see the average amounts of aid and assistance to 

these countries: 
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Countries 1990-99 2000-09 2010-17 2015 2016 2017 

Angola 472 469 242 402 207 219 

Benin 327 428 554 431 493 663 

Botswana 140 143 100 66 91 100 

Burkina Faso 537 725 962 998 1 027 865 

Cabo Verde 155 156 192 367 742 419 

Cameroon 670 896 699 667 757 1 187 

Chad 305 347 495 608 624 635 

Comoros 53 34 65 66 54 66 

Cote d’lvoire 1,059 597 1,089 655 616 813 

Equatorial 

Guinea 

52 28 17 7 7 7 

Gabon 1,179 2,182 3,451 99 42 104 

Ghana 793 1,146 1,420 1 759 1 316 1 237 

Guinea-

Bissau 

157 108 111 96 197 111 

Kenya 889 933 2 371 2 464 2 188 2 437 

Lesotho 140 94 188 83 112 144 

Madagascar 538 728 527 680 622 763 

Malawi 607 643 1 043 1 038 1 241 1 491 

Mali 560 720 1 144 1 205 1 208 1 325 

Mozambique 1 421 1 678 1 826 1 813 1 529 1 746 

Namibia 212 196 217 143 170 182 

Niger 408 488 824 871 951 1 182 

Nigeria 284 2 418 2 280 2 401 2 498 3 309 

Senegal 752 780 897 884 737 895 

Seychelles 26 22 21 7 6 19 

Tanzania 1,316 2,004 2,566 2 559 2 318 2 543 

Togo 198 140 267 200 165 338 

Uganda 907 1,367 1,621 1,619 1,757 1,976 

Zambia 1,026 1,102 928 795 964 1,008 
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Zimbabwe 552 358 727 775 654 718 

Total 9,738 9,040 8,043 8,900 8,211 7,061 

Table 6: The net receipts of ODA to SSA region (in 2016 USD millions) (OECD 

DAC2a, 2019) 

 

As we can see table above, the great amount of foreign assistance to Africa 

region had gone to many Sub-Saharan Africa countries. Because of the low-

income and poor living conditions, these countries and regions had benefited 

from the external assistance by DAC and non-DAC donor countries. Also, the 

amount of external assistance to Africa and then Sub-Saharan Africa has a big 

share in the amount of total assistance on the world. This assistance and aid 

have also some fragments according to sectoral aims and policies. When look at 

the sectoral fragment, we can see these figures: 

 

Countries Social Eco

n. 

Prod

. 

Mult

i 

Gener

al 

Deb

t 

Huma

n 

Othe

r 

Total 

Angola 255 

 

4 9 90 0 - 26 7 391 

Benin 207 510 229 21 89 0 1 49 1,105 

Botswana 56 1 8 5 - - 2 1 72 

Burkina 

Faso 

362 270 207 131 96 0 18 14 1,099 

Cabo 

Verde 

46 31 27 8 9 - 1 2 122 

Cameroon 261 216 229 99 423 - 82 58 1,367 

Chad 270 3 36 34 147 0 144 5 639 

Comoros 20 35 4 2 2 0 1 1 64 

Cote 

d’lvoire 

386 638 114 131 140 44 8 282 1,744 

Eq. 

Guinea 

4 0 0 1 - 0 0 1 7 

Gabon 25 0 4 4 85 0 - 1 119 
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Ghana 615 314 323 27 93 - 2 26 1,399 

Guin. 

Bissau 

55 59 18 6 11 - 1 1 152 

Kenya 1,922 746 467 142 20 0 271 30 3,599 

Lesotho 102 20 21 20 10 - 4 0 177 

Madagasc

ar 

353 496 371 110 197 0 35 8 1,568 

Malawi 639 86 460 77 37 - 84 31 1,414 

Mali 716 183 126 49 131 0 91 19 1,314 

Mozambiq

. 

1,242 

 

413 191 137 34 - 34 38 2,088 

Namibia 122 83 28 19 0 - 0 2 256 

Niger 488 226 199 122 78 0 130 13 1,255 

Nigeria 2 166 350 454 147 3 - 950 56 4,145 

Senegal 413 754 205 107 6 0 4 35 1,524 

Seychelles 3 4 3 4 - 0 0 0 14 

Tanzania 1,376 689 273 415 0 - 102 29 2,885 

Togo 203 107 82 6 70 0 1 2 472 

Uganda 1,038 183 156 69 11 - 347 29 1,834 

Zambia 640 366 73 21 3 - 11 17 1,132 

Zimbabwe 300 26 54 46 9 - 49 20 502 

Total 6546,57

8 

6813 

 

437

1 

 

205

0 

 

1704 

 

44 

 

2373 

 

777 

 

3016,47

2 

 

Table 7: The ODA commitments by sector and recipient countries in 2017 (OECD DAC 

Geobook, 2019) 

 

Finally, we can review the share of net ODA received as a percentage of GNI for 

these 29 countries. This graph gives us an opinion about the dependency for 

assistance of a country and share in GNI:  
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Figure 35: The net ODA received by 29 countries in SSA region (% of GNI) (WDI of WB, 

2019) 

 

According to the figure above, many countries in Sub-Saharan Africa region 

believe and depend on the foreign assistance to develop and grow economically 

and socially. This situation may create a hazard or potential problem about the 

negation of external assistance from other regions in following years. Therefore, 

the efficiency and effectiveness of assistance and aid are so substantial for the 

development progress of these countries in the long run.  

 

The impact of assistance on economic growth is a main subject of debates about 

this problem. A range of studies has conducted many causality and relationship 

tests and try to explain the efficiency of foreign aids and donations. The political 

condition is formed by Burnside and Dollar (2000). According to them, the foreign 

aid methods and policies are efficient when these recipient countries have good 

and stable macroeconomic and fiscal policies. In other way, Lensink and White 

(2001) determined that the foreign aid has no efficient and productive impacts on 

undeveloped countries in the long run via research with 111 countries. According 

to them, GDP growth rate, and then economic growth rate of these undeveloped 

and needy countries turns to negative numbers, so these foreign aid policies were 
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inefficient generally. On the other side, according to Headey (2008), after Cold 

War period, the foreign aid policies have positive impact, but insignificantly. 

Therefore, according to many researches and studies, the foreign aid policies has 

no positive effect in the long run without some macroeconomic conditions and 

stabilities. Therefore, many undeveloped countries still want to benefit from 

foreign aid opportunities. Also, when look at the foreign aid and investment 

relation, some foreign aid types and policies aim to increase investments and 

promote productivity. For example, Boone (1996) and Payne and Kumazawa 

(2005) confirmed the positive correlation between foreign assistance and 

productivity & economic growth with study of 29 African countries between 1980 

and 2001.  

 

Consequently, these major and significant indicators and data give us information 

about the history and amount of aid and assistance from developed organizations 

and countries to the whole Africa and Sub-Saharan Africa region. Although the 

countries and institutions aim the humanity and development of nations with 

these assistance policies, there are also some purposes and goals of countries 

behind these applications. We will review these aims and effects briefly in the 

next part. 

 

3.2. Aim and Effects of Foreign Aid 
 

The assistance and aid theme are described by some organizations and 

institutions. For instance, as we stated above, OECD defines foreign aid as fund 

flows ensured by official institutions and states to needy countries to stimulate 

growth and development of economy. These assistance and subsidization can 

be in cash and in kind with grants, loans or gifts. The foreign assistance, or official 

development assistance (ODA) according to OECD, involves some categorizes 

or purposes like infrastructure, economic basis, production and manufacturing, 

general budget backing, humanity assistance, multi-sectoral assistance and debt 

relief. Also, there can be different categorizes or purposes except these. The 
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assistance thoughts and ideas aim the economic infrastructure and progress, in 

general. This way is used by countries and organizations to expand potential and 

capacity of economy and then enhance the basic macroeconomic indicators for 

promotion of economic growth. Therefore, there are occasions and motives 

behind the foreign aid policies and applications. 

 

When look at the reasons and motives of external aid, the major motives are 

human security, human rights, living conditions of people and poverty. Poverty 

and great inequalities of people in needy and destitute countries and regions can 

create the needs for external assistance if these needy countries do not have 

sufficient capacity and abilities. For example, humanity issues and moral 

problems are initial motivations of external aid with the allocation and 

applications, according to Lumsdaine (1993). Consequently, scientists and 

researchers have found that the external aid have the aims of reducing of 

inequalities and poverty gap.  

 

Outside of humanistic matters and issues, foreign assistance policies and 

applications can have different motives and reasons. The international relations, 

interstate policies and geopolitical positions can influence the policies and 

decisions of foreign aid. Geostrategic interests and potential, foreign policies, 

alliances between states and cooperation can be main factors behind these 

policies, also. The best example for this can be Cold War period. The disquiets 

of US about spreading of communism by the USSR formalized the policies and 

motives of foreign aid of US again. (Williams, 2013) The Truman Doctrine and 

the Marshall Plan are major applications of US for this statement, as we stated 

above detailed. In parallel with these examples, we can see same thing about 

external aid to Sub-Saharan Africa region and countries.  

 

As stated in the history of foreign aid and assistance part, the assistance to Africa 

region in 18th and 19th centuries had some motives and aims. The colonization 
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process of European states and empires into SSA region and then the 

independence period of these colonies after Second World War had caused the 

formalization of foreign assistance and aid policies. (Apodaca, 2017) Because 

European states and US want to save positions and relations with African 

countries about trade, investment and resources. Outside of the humanistic 

matters and issues in Africa region, these governments and organizations want 

to have a voice for these regions about ideology, politic regimes or international 

relations.  

 

The most prominent motive behind the foreign assistance is humanitarian 

problems. The poverty gap, economic instabilities, human rights and living 

conditions are main factors in these policies seemingly. For instance, hungry 

crisis, access to electricity and fresh water, mortality rates and population, 

drought and climate change are major current issues on the world, particularly in 

Africa region.   

 

The Cold War period in history can give us opinions about the international 

foreign assistance. The policies of the USSR were formalized in this period with 

weak communist countries like Cuba, North Korea and North Vietnam. Moreover, 

post-Cold War period, the support and martial support to Afghanistan and 

Pakistan to prevent Russian expansionism into these regions are instances for 

these motives. On the other side, the US, European area and some organizations 

like NATO concentrated on Africa and Southern Asia with same aims. The 

foundation of the African Development Bank (AfDB) in 1964 and the foundation 

of the Asian Development Bank (AsDB) in 1966 indicate the application of the US 

and WB. Also, the foundation of African Development Fund in 1973 caused the 

formalization of foreign assistance to Africa region because of oil crisis during 

1970s and the wealth of natural resources in this region. We can see many 

examples except these instances in the literature and database of official 

institutions and governments. 
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All foreign assistance applications have conditions for recipient and donor 

countries and organizations and two sides have interests. For example, Collier 

and Hoeffler (2007) stated that approximately 40% of African military spending is 

supported by OECD. This means that Africa states can spare their budget to other 

expenses from martial and OECD member countries can apply and save their 

policies by cooperation with these African countries. Therefore, the foreign 

assistance can be useful as a foreign policy mean with the matter of 

exchangeability or fungibility.  

 

In brief, according to the applications and policies of external aid and foreign 

assistance, needy countries can benefit from the international support to maintain 

their social and economic life and to solve humanitarian problems and economic 

instabilities. On the other side, developed countries can also improve their 

international policies and position against the alliances and governments, so they 

can use the foreign aid tool. These examples and applications gives us opinions 

about these aims and effects.   
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CHAPTER FOUR 

 

4. EMPIRICAL STUDY OF THE EFFECT OF FOREIGN AID ON 

ECONOMIC GROWTH IN SUB-SAHARAN AFRICA 

 

4.1. Model Estimation 

 

The economic growth issue was discussed and modeled by economists in 

different ways for many years. As remarked in concept and definition section, 

there are several models and theories about economic growth. However, the 

prevailing theories are classical, neo-classical, endogenous and Keynesian 

growth theories. In this paper, we use the neo-classical theory, as known as 

Solow/Swan growth model because it is an exogenous theory that formulate the 

model of economic growth and it involves the analysis of changes in the level of 

total output in an economy.  

 

There are some assumptions of Solow/Swan economic growth model, also. 

According to this theory, population growth rate is at a constant rate, primarily, to 

correlate the current and future population. Moreover, all people have constant 

saving proportion according to their income levels. Other and final assumption is 

that all companies and firms are at the identical production technology level and 

they produce goods and services according to that technology. Moreover, the 

production model has capital and labor variables.  

 

This part consists the model specification and estimation about the correlation 

about foreign aid and economic growth. The final model is set by usage of panel 

least squares estimation method. This model can be formulated from the 

production function that consists capital, labor and aid variables:  
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(2) Y = f(K, L, A) 

 

Here, Y describes the real GDP (gross domestic product) and then capital is 

denoted as K, labor is denoted as L and finally, the amount of aid is denoted as 

A. (Ekanayake and Chatrna, 2010). On the other side, other variables like level 

of technology, population, investment, inflation, education level and so on can be 

counted in this model, but we focus on this fundamental model. Assume the 

equation above to be linear in logarithms, taking logs and differencing, the next 

formula can be concluded as a real GDP growth ratio.  

 

(3)  y = α + βl + σk + ϕa 

The lower-case letters of l, k and a show the growth rate of these independent 

variables, and α, β, σ, ϕ are coefficients. Based on this model, labor and capital 

stock variables are respective to population and growth, also. According to Karras 

(2006), some variables can affect the growth rate of real GDP. Moreover, 

according to studies in the literature like Feeny and McGillivray (2008), there is 

the law of diminishing returns to aid because recipient states and organizations 

have constraints of absorbent capacity. Therefore, the variance in real GDP 

depends on these variables and the formula is shaped like this:  

 

(4) GGDPit  = β0 +  β1GPOPit + β2(INV/GDP) it + β3(AID/GDP) it + β4(AID/GDP) 

2
 it + β5ln(GDP) i0 + β6INFit + ϵit 

 

In this formula, GGDPit is the dependent variable and it shows the growth rate of 

real GDP per capita of a country, so the rate of economic growth and “i” is country 

and “t” is year. GPOPit indicates the rate of labor force growth of a country. INVit 

is the variable that shows investment amount of a country. AIDit variable shows 

the amount of the foreign aid received of a country. GDPi0 is the first level of gross 

domestic product of a county, and finally, INFit is the rate of inflation of a country. 
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According to Feeny and McGillivray (2008) the resent findings shows the robust 

relationship between growth and aid. It indicates that there is an U sharped 

relationship. This shows that there are diminishing returns to aid according to 

absorptive capacitiy of the recipient country. Absorptive means the capacity how 

a recipient country use the aid effectively. In order to accommodate this 

relationship, a square term is added to the model. 

According to this model, growth rate of economy depends on initial GDP level, 

population growth, amount of foreign assistance and its ratio to GDP, the ratio of 

investment and GDP and inflation. There are also some coefficients β0, β1, β2, β3, 

β4, β5 and β6. These coefficients have the meanings with signs. The coefficients 

of growth rate of population and the investment to GDP, so β1 and β2, are 

expected to have a positive sign because when the population, labor force and 

capital stock of an economy raise, the potential and capacity of the economy and 

economic activities can increase, so total output increase, also. Hence, this can 

lead to economic growth or expansion. On the other side, the coefficient of 

inflation rate is expected to have negative sign by the way of the inflation or the 

rise in price levels affect the purchasing power and production costs negatively 

in an economy, generally. (Khan, 2015) The sign of coefficient of the foreign aid 

variables is the main matter of the paper and the hypothesis is that foreign aid 

can promote the economic growth for a country. We will test this hypothesis in 

the next parts.  

 

Moreover, we should add some dummy variables that can affect the economic 

statistics and structure, policies and growth process of an economy, directly or 

indirectly. The economic freedom (independent economy or colonization) and 

ethnic wars in a country (civil wars or political chaos) are most substantial 

variables about economic growth and development process. These variables and 

data can be found at WB and the Freedom House. Consequently, we can analyze 

the correlation between foreign aid and economic growth depending on this 

model and data with regression analysis.  
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4.2. Data and Econometric Analysis 
 

As stated in literature review and other parts, the data and indicators of these 

variables is taken from official institutions that are WB, OECD, IMF, the Freedom 

House and so on. In addition, the accuracy of these data and numerical 

information are confirmed with comparison between each other. 

 

We used 29 countries from Sub-Saharan Africa area and we analyzed the relation 

between 1990 and 2017 years. The list of countries used in this empirical study 

is given in Appendix part. If we explain the variables and their meanings again, 

the dependent variable, the growth rate of real GDP per capita, measures the 

economic growth, numerically. This data is received from World Development 

Indicators database of WB and they are in constant prices to eliminate price 

changes. The growth rate of population is the first independent variable that is 

taken from WB, a. The data set about the amount of foreign aid is taken from 

OECD Development Assistance Committee (DAC) database and the net 

disbursements to countries are used. The inflation rate data is taken from 

International Monetary Fund (IMF), and it is used as consumer price index (CPI) 

because the CPI shows anything bought by consumers including imported goods 

and services, but GDP deflator does not contain imported goods and services. 

Finally, the data of dummy variables of economic independency and civil war are 

from the database and reports of the Freedom House.  

 

We analyzed the relationship between foreign aid and economic growth for 

different ways. These are time and income level. The 1990 – 2017 period are 

separated into three groups: 1990 – 1999 period, 2000 – 2009 period and 2010 

– 2017 period. In addition, we analyzed the entire period of 1990 – 2017 at the 

end. The econometric tests are also applied for the correlation of foreign aid and 

economic growth. Now, we can analyze and discuss the results of the empirical 

analysis.   
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Variables 1990 - 1999 2000 - 2009 2010 – 2017 1990 – 2017 

Constant -8.122757 

(-2.677085) 

-5.967777 

(-4.490236) 

1.312545 

(1.084954) 

-5.356123 

(-4.776406) 

Population Growth 1.782139 

(1.884681) 

1.343118 

(3.439563) 

-1.404507 

(-4.776172) 

0.537262 

(1.603467) 

Capital Growth 0.273260 

(7.070893) 

0.220378 

(6.562850) 

0.070703 

(2.971967) 

0.226207 

(10.73893) 

(AID/GDP) -0.046469 

(-0.343805) 

-0.063062 

(-0.590864) 

0.489789 

(3.643216) 

0.069172 

(1.121984) 

The square of 

(AID/GDP) 

-7.92E-06 

(-0.003597) 

0.001616 

(0.473589) 

-0.019478 

(-2.741665) 

-0.001571 

(-1.336587) 

Inıtial level of GDP -1.27E-10 

(-1.092947) 

1.61E-11 

(0.263459) 

1.64E-10 

(3.697330) 

2.10E-11 

(0.440716) 

Inflation rate -0.003980 

(-1.954921) 

-0.011575 

(-0.830967) 

-0.026367 

(-0.623032) 

-0.003418 

(-2.421488) 

Economic 

independency 

1.817 

(1.201) 

-0.0121 

(-1.012) 

-0.1512 

(-1.215) 

-0.2621 

(-2.016) 

Civil war -0.346 

(-1.158) 

-1.3257 

(-3.120) 

-1.8127 

(-3.215) 

-0.7921 

(-3.219) 

LIC countries 0.1735 

(0.192) 

0.8248 

(1.415) 

-1.8254 

(-3.428) 

0.4921 

(1.198) 

LMI countries 0.8631 

(0.997) 

0.9202 

(1.592) 

-1.4912 

(-3.402) 

0.6782 

(1.549) 

UMI countries 1.0712 

(1.402) 

0.6792 

(1.182) 

-1.7156 

(-3.821) 

0.2182 

(0.684) 

Number of 

observations 

290 290 232 812 

Number of 

Countries 

29 29 29 29 

R2 and Adjusted R2 0.176804 

0.159351 

0.199477 

0.182505 

0.174342 

0.152324 

0.136541 

0.130106 

Table 8: The effects of foreign aid on economic growth in Sub-Saharan Africa countries. 

Variables Low Income Low-Middle 

Income 

Upper-Middle 

Income 

All Countries 
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Constant -2.4129 

(-1.291) 

-1.7286 

(-1.723) 

-2.9201 

(-1.224) 

0.2261 

(0.421) 

Population Growth 0.5692 

(1.696) 

0.2104 

(1.232) 

0.1468 

(4.716) 

0.1421 

(9.672) 

Capital Growth 0.1915 

(6.281) 

0.1104 

(5.237) 

0.6588 

(2.563) 

0.0432 

(0.256) 

(AID/GDP) 0.0827 

(1.638) 

-0.0167 

(-0.521) 

0.0844 

(0.589) 

0.0152 

(1.423) 

The square of 

(AID/GDP) 

-0.0212 

(-0.640) 

-0.0021 

(-0.348) 

-0.0021 

(-0.329) 

-0.0021 

(-0.155) 

Inıtial level of GDP -0.8216 

(-5.602) 

-0.4233 

(-2.245) 

-0.0921 

(-0.562) 

-0.2721 

(-4.664) 

Inflation rate -0.0021 

(-3.215) 

-0.0012 

(-2.432) 

-0.0212 

(-2.043) 

-0.0032 

(-5.213) 

Economic 

independency 

(dummy) 

-0.0829 

(-0.629) 

-0.0124 

(-0.854) 

-0.0821 

(-2.421) 

-0.1247 

(-1.124) 

Civil war (dummy) -1.5322 

(-1.675) 

-0.6423 

(-1.672) 

-0.3621 

(-0.643) 

-0.6352 

(-3.214) 

Number of 

observations 

392 280 140 812 

Number of Countries 14 10 5 29 

R2 and Adjusted R2 0.218261 

0.208294 

0.329482 

0.327563 

0.282304 

0.252143 

0.382914 

0.359692 

Table 9: The effects of foreign aid on economic growth in Sub-Saharan Africa countries 

based on different income levels.  

 

The values in parenthesis are t-values of these variables. In addition, there are 

also dummy variables of economic independency and civil war. The econometric 

regression analysis is done with Eviews Package Software. Now, we can discuss 

the results in the tables above. 
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4.3. Results of Panel Data 
 

In the table 8, according to the effects of foreign aid on economic growth in Sub-

Saharan Africa countries, we can conclude some findings. The population growth 

and capital stock growth variables (investment) have positive sign, so these have 

a positive effect on economic growth. However, in the first period (1990-1999), 

the population growth variable is insignificant statistically. While the capital stock 

growth variable have a positive sign for all periods, this variable is significant 

statistically, also. Therefore, the investment to GDP have an affirmative impact 

on economic growth, significantly. On the other side, population growth variable 

is significant statistically in only one period. (2010-2017)  

 

In addition, inflation rate variable has also negative sign as expected, so this 

means inflation affects the economic growth negatively in Sub-Saharan Africa, 

generally, but these are statistically insignificant, generally. Also, the initial GDP 

value is just statistically significant in 2010 – 2017 period and it has positive sign 

in last two 10-years period. When we look over the foreign aid variable, the most 

important variable, have positive sign in the period of 2010 – 2017 and  1990 –

1999 and 2000 – 2009 have negative sign and both statistically insignificant. 2010 

– 2017 period is statistically significant. Therefore, the foreign aid has a positive 

impact on economic growth in 2010– 2017 significantly and in 1990 – 1999 

insignificantly and then there is a negative impact on economic growth in 2000 – 

2009.  Moreover, the square term of this variable has only  one positive sign in 

2000 - 2009, but all of them are statistically insignificant. The adjusted R2 values 

are about 0.2, so these relatively low values can help us to compare with other 

studies.  

 

In addition, we should look over the dummy variables. The dummy variables are 

defined as follows: 1 if free; 0 if not free. In this case, the negative sign can be 

interpreted as countries which have no economic freedom. The civil war dummy 

variables have negative signs and these are significant. Therefore, the civil war 
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situation affects the economic growth of Sub-Saharan Africa negatively. 

However, economic independency variable is not significant statistically. 

Although the sign is positive in 1990 – 1999 period, this is insignificant and signs 

in other periods are negative. Consequently, when we look over the results 

generally, foreign aid could not promote the economic growth in the 1990 – 1999 

and 2000 – 2009 periods, it could promote the economic growth in the 2010 – 

2017 period, significantly.   

 

On the other side, when we investigate based on income levels, population 

growth and capital stock growth variables have positive signs, so these variables 

have a positive influence on economic growth for all income levels. However, the 

population growth is statistically insignificant for lower-middle income countries, 

only and other countries in the income levels are significant.  

 

The inflation rate coefficients also have negative signs for all income levels and 

these are statistically significant. Therefore, there is a negative impact of inflation 

rate on economic growth. In addition, the initial level of GDP has also negative 

sign, so there is adverse relation between the initial GDP and economic growth, 

but only upper-middle income countries are statistically insignificant. Moreover, 

when we look at the relationship between foreign and economic growth based on 

income levels of countries, there is also negative or insignificant impacts. For low-

income and upper-middle income countries, the foreign aid has a positive effect 

on economic growth, but this is statistically insignificant. For lower-middle income 

countries, the foreign aid has a negative impact on economic growth, but this is 

also insignificant. Therefore, as stated in the table, the foreign aid could not 

promote the economic growth for SSA countries, effectively. On the other side, 

economic independency and civil war dummy variables has negative effects on 

economic growth and also it can be related to efficiency of foreign aid on 

economic growth. The adjusted R2 values are relatively low, so these results can 

be compared with the other studies and calculations.  
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4.4    A brief history of Malawi & the results of Panel Data 

 

Malawi and other Sub Saharan African countries are the poorest in the world. 

Many countries in this region depend on agriculture. These countries need the 

substantial inflows of external resources because they are not able to save and 

they luck capital accumulation. The inflows which the external force provides to 

these country helps to reduce the gap created by luck of savings, lack of foreign 

exchange and the capabilities of raising revenues. Economy of a country can 

grow if there is savings according to Harrod-Domar growth traditional. Growth in 

sub Saharan African is needed to overcome the widespread poverty and to lift 

the living standards to level which is acceptable 

 

Now we talk about Malawi’s brief economic history so that we can be able to 

understand the results we found. Malawi gained independence in 1964. Since 

that time Malawi depend on agriculture and foreign aid for its economy. The 

economic performance and development has been tied to export of agricultural 

products. Malawi has experienced rapid economic progress since it got 

independence. It has received foreign aid from Britain, and the substantial inflows 

were more than the aid Malawi received from different sources. The first 15 years 

after independence (1964-1979, Malawi economy was impressive and its real 

GDP growth rate was 6.4% per annum. The government was successful in 

obtaining funds from both external and internal sources (Pryor 1990). In late 

1970s things changed, the growth slowed down due to the combination of internal 
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imbalances and international shocks. High inflation and budget deficit increased. 

In additional to global recession, sharp fall in foreign loans, shocks like falling of 

world price tobacco and rising of oil prices, Malawi lost the trade route which 

enable it to perform 80-90% of export and import due close of the railway road in 

1979 and 1981. This caused many problems like high transportation cost and 

many more. 

In 1981 government with the help of International Monetary Fund (IMF) made 

reform plans in order to stabilize the economy. They start to implement Structural 

Adjustment Loan (SAL) from 1981 to 1987 but it was in three phases, 1981-1984, 

1984-1986 and 1986-1987.  Mainly these reforms were focusing on the 

agricultural sector. Even these reforms were carried out the results were not 

impressive due to decline in the term of trade and influx of refugees from 

Mozambique. After another structural adjustment program in 1986 growth was 

recovered in 1987 and 1991. 

In early 1990s political situation was not good for Banda. 1991 to 1994 was a 

political transformation. It was the transition period to democracy and the number 

of donor increases and the aid inflow also increased. This time the structural 

adjustment was mainly focused in reduction of poverty but it includes other 

programs like trade reforms, privatization of parastatals to increase efficiency, 

liberalization of markets and agricultural markets, and smallholder farmers’ 

conditions. 

Economic growth during 1991 and 1994 was too volatile due to droughts and 

declining of tobacco prices. The expenditure of government also added the 
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volatility of growth because Banda’ regime spending were not checked. The new 

government also added to this volatility because it wanted to fulfill some of things 

it promised during campaign period like free primary school. After primary school 

schools were made free, the enrollment increased to 60% and there was a need 

to increase the number of new teachers (EIU 2001). 

In 1994 the government lost control on expenditures and the budget deficit rose 

to 37% of the GDP and the inflation high rocketed to 80% in 1995. The situation 

caused the donors to suspend aid. The new government reacted well to 

suspension of aid and brought back the inflation to 8% while budget deficit was 

down to 7.5%by 1996. They were able to achieve this by introducing the Medium 

Term Expenditure Framework (MTEF) in 1995. Each ministry was given a 

resource envelope which need to be spend according to MTEF and no ministry 

should spend more that it was allocated to them by the Ministry of Finance ( World 

Bank 2003). 

The fiscal deficit was started to deteriorate even though MTEF was being 

followed, this was due to failure of the new government to collect taxes. The 

government projected revenue was higher that collected. The elections in 1999 

also weakened the economy growth because the expenditure was more than 

planned. Although the deficit increased by 1999 the donors keep on donating aid. 

The growth in 1999 was negative and too weak.  

The country was hit by drought on 2000 and 2002. The problem was aggravated 

by the mismanagement of the Strategic Grain Reserve. The IMF again withhold 

the financial assistance in 2001 and 2002 and bilateral donors followed (World 
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Bank 2003). The program which was introduced by government and IMF, Poverty 

Reduction and Growth and Facility (PRGF) was out off track since 2000. This 

also contributed to holding of aid by IMF. Muluzi who was the president since 

1994 he changed the way he implement agreements in 2002-2004. Policymaking 

deteriorated in this period. There was a shift in priorities from governing to 

politicking. The president needed the support from the MPs, in order this to 

happen he needed resources to distribute and he started appointing unqualified 

people who were loyal to him. This caused the deficit to deteriorate more ( 

Khembo 2004). 

The new government in 2005 changed the way they govern. Economic 

performance improved, GDP growth rates went up and the inflation rate remained 

in single digits. People saw interest rates going down due to improvement of 

inflation. This time the government was able to collect taxes because good 

reforms were implemented. After 2012 GDP growth rates started to go down due 

the change of govenment although the country was recieving foreign aid. We can 

see that even Malawi receive foreign aid, the GDP growth rate depend on the 

other factors for example good governance, political stability and many more. 

 

  



81 
 

 
 

CONCLUSION 

 

 

The debates about the effects of foreign aid on economic growth continue for the 

economic literature and economists. Because the macroeconomic policies and 

international relations are based on foreign aid and external assistance for many 

needy countries, the method and effect of foreign aid is also substantial for donor 

and recipient countries.  

 

The concept of foreign aid is also a matter of debate for economists and policy-

makers. However, general idea of foreign aid is the assistance and support of 

states, global organizations, institutions or countries to needy countries and 

regions in terms of financial, social or political. This aid or assistance can be done 

as a transfer of capital, goods and services. However, the aim and method of 

foreign aid is more important than the concept. The foreign assistance programs 

are benefited from the developing or poor countries to promote economic growth 

and develop financial and social structure of society and government, but there 

are some purposes of aid giving nations to guarantee their own international 

policies and positions in short and long term. Therefore, this foreign assistance 

concept is so significant for the world political and financial order. 

 

The foreign aid and assistance programs contain the solutions and support plans 

for humanity problems. This foreign aid can be done in some ways such as 

financial investment, education support, health aid, infrastructure investment etc. 

Also, the foreign assistance can be advice programs technically or non-

technically such as development plans, growth prescriptions etc. Apart from 

humanitarian reasons, developed countries and global organizations can have 

some purposes to support developing countries and regions like diplomatic 

purposes or international relations. For example, we mentioned above the NATO 

applications and precautions for communism propagation. Therefore, states or 

institutions may want to gain and have control about the world order and they 

may use the foreign aid tool for this.  
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Although there can be many political and diplomatic purposes of foreign 

assistance programs to needy countries and regions, the main purpose of foreign 

aid is to promote economic growth of governments and societies. Therefore, 

economic growth concept and meaning is very important for application and 

method of foreign aid. Although the economic growth is not meaningful by 

oneself, it is the most important indicator for countries to understand state of 

affairs and general trend of general economy in a country. When we look at the 

general policies and purposes of foreign aid and assistance programs, they aim 

to promote the economic growth, constitutively. According to general statistics 

and reports of Sub-Saharan African region economy and its economic growth 

structure, many countries in SSA region have many problems about poverty, 

scarcity and low-income. Therefore, they need the foreign assistance and aid 

from abroad to promote economic growth and financial development. However, 

there are a big matter of debate, as we mentioned initially in this part. Can foreign 

aid or official development assistance promote the economic growth, especially 

for Sub-Saharan Africa region? Are there positive relationship or correlation 

between foreign aid and economic growth for Sub-Saharan African countries? Is 

this correlation significant, or not?  

  

This thesis analyzes the effects of foreign aid on economic growth for 29 

countries in Sub-Saharan Africa region and determines whether foreign aid 

promotes the economic growth of a country in this area. This thesis investigates 

the data between 1990 – 2017 periods and examines based on 10 years periods 

and income levels of countries. To find the correlation between foreign assistance 

and economic growth for Sub-Saharan Africa countries, the model based on the 

Solow growth model is used and population growth, investment share in GDP (or 

capital stock), inflation rate, initial GDP level and the amount of foreign aid 

received are used to understand this.  

 

The conclusion about the correlation between foreign aid and economic growth 

has mixed and different results depending on years and income levels. In the 10-
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years investigation, although 1990 – 1999 period indicates the positive relation, 

this result is statistically insignificant, and in the 2000 – 2009 period, there is 

adverse relationship between foreign aid and economic growth. However, we can 

see the positive and significant correlation between foreign aid and economic 

growth in the 2010-2017 period, significantly. On the other side, we cannot see 

the positive cohesion between economic growth and foreign assistance 

depending on income levels, so the foreign aid cannot promote the economic 

growth effectively in the long run. Consequently, the hypothesis about the 

promotion of foreign aid to economic growth cannot be proved and there are 

mixed results based on time and income levels as negative or insignificant.  
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APPENDIX.1. SSA COUNTRIES BASED ON INCOME LEVELS 

 

Appendix Table 1: Sub-Saharan Africa countries based on income levels. (WB, 

2019) 

 Countries 

Low-income countries Benin, Burkina Faso, Chad, Comoros, 

Guinea-Bissau, Madagascar, Malawi, 

Mali, Mozambique, Niger, Senegal, 

Togo, Uganda, and Zimbabwe 

Lower-middle income countries Angola, Cabo Verde, Cameroon, Cote 

d’lvoire, Gabon, Ghana, Kenya, 

Lesotho, Nigeria, Zambia 

Upper-middle income countries Botswana, Equatorial Guinea, Gabon, 

Namibia, Seychelles 
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APPENDIX.2. DATA 

Appendix Table 2: GDP per capita growth rate, population growth rate, 

investment to GDP, aid to GDP and inflation data of the 29 countries of Sub-

Saharan Africa region. 
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