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This paper aims to analyse the effect of foreign aid, moderated by gover-
nance effectiveness variables, on economic development in sub-Saharan
Africa. Data on foreign aid, gdp and governance variables were from the
World Bank governance archives covering five sub-Saharan African coun-
tries. The paper applied the ols and fixed effect panel multiple regression
analysis. From the first analysis, findings show a negative link between ex-
ternal aid and gdp per capita in sub-Saharan Africa. In the second analy-
sis with governance moderating variables, findings indicate a positive rela-
tionship between foreign aid and gdp with rule of law providing a positive
boost to foreign aid and gdp growth, but corruption and governance have
a negative relationship with economic growth. The paper highlights pol-
icy implications for the need to bridle corruption and to strengthen gover-
nance institutions to enable foreign aid to function effectively toward eco-
nomic growth. The paper suggests an agenda for further research to apply
more governance institution variables in further analysis of aid effective-
ness in sub-Saharan Africa economic growth.
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poverty
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Introduction

The role of foreign aid in managing the development of transition econ-
omies continues to be contentious and non-conclusive in global transi-
tions literature. It is important to recognise that how the government ap-
plies the foreign aid to local investment does matter in boosting the effec-
tiveness of foreign aid. This is why Ioan and Ioan (2016) highlight the im-
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portance of clear direction and quality of investment in promoting eco-
nomic growth. In addition, well-functioning economic institutions are
very important in directing the course of economic growth (Žižmond
and Novak 2006). Africa’s prevalent reliance on external aid has largely
provoked a well-being mindset in the continent (Easterly 2002). Aid to
sub-Saharan Africa (ssa) remains significant: during 2005–2013, the re-
gion received about 88 percent of the us$416.9 billion in official aid to the
African continent (oecd 2014). Earlier, during 1980–2004, the continent
received us$716.15 billion in official aid, with over 65 percent of that total
allocated to ssa (Lal and Rajapatirana 2007).

However, some researches argue that in some instances, the benefit of
aid to recipient countries does not reflect on the pace of economic growth.
For instance, some researches express the negative sentiment that aid to
some countries has rather encouraged poor accountability anddeeper de-
pendence, and promoted dysfunctional institutions (Grabowski 2006).
However, it does seem that aid-led economic growth has not been no-
ticeable for sub-Saharan Africa. Hence, critics of aid question the effec-
tiveness of aid to reduce poverty and promote development, especially
in the absence of selectivity in aid allocation (Bhagwati 2010). Therefore,
aid and economic development within sub-Saharan Africa remain a co-
nundrum, which requires unceasing research inquiry and solutions, es-
pecially considering that sub-Saharan Africa is a region lagging behind in
global transition (undp 2021). It presents a unique analysis wherein the
aid and development nexus is conducted first and then the governance
mediating variables are included in a second analysis.

Research on external aid and development in Africa has had varie-
gated results (Mallik 2008). Some researchers find a significant link be-
tween external aid and economic growth (Adebayo and Beton Kalmaz
2020). Others find a negative link between aid and economic growth (Is-
mail 2020). Yet others insist that foreign aid relates to economic devel-
opment in sub-Saharan Africa (Mbah and Amassoma 2014). However,
many researchers have overlooked that the government bureaucrats are
in charge of overseeing the application of foreign aid in local investments.
Hence, the effectiveness of governance should be brought into the analy-
sis of whether foreign aid does promote economic growth in sub-Saharan
Africa. This paper contributes by controlling the foreign variable with
government institution variables (namely corruption control, rule of law
and government effectiveness) in examining the influence of foreign aid
on economic growth in sub-Saharan Africa.
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table 1 Sub-Saharan Africa Foreign Aid (FAid) Received, and gdp per Capita

Year () () Year () ()

 . ,.  . ,.

 . ,.  . ,.

 . ,.  . ,.

 . ,.  . ,.

 . ,.  . ,.

 . ,.  . ,.

 . ,.  . ,.

 . ,.  . ,.

 . ,.  . ,.

 . ,.  . ,.

notes Column headings are as follows: (1) foreign aid (percentage of gni), (2) gdp
per capita (constant 2010 us$). Based on data from World Bank (see https://datacatalog
.worldbank.org).

The rationale and hence the need for this paper intertwines around
the problem of lack of significant economic growth and the high rate of
poverty in sub-Saharan Africa. Despite many years of aid dependency
(table 1), sub-Saharan Africa has little pragmatic evidence of aid-led eco-
nomic growth. Yet the region accounts for the highest aid dependency
ratio, more than other regions of the world, and whereas it is expected
that aid in sub-Saharan would engender growth for poverty reduction,
this has not matured as desired. Sub-Saharan Africa continues to account
for the lowest economic growth and highest level of poverty amongst the
world’s regions; hence, global transition to sustainable development by
2030 appears elusive in this region of the world. Therefore, this paper is
important as it contributes toward efforts to find solutions to the problem
of lack of aid effectiveness on growth – in this instance, this paper focuses
on how governance effectiveness variables might mar or improve aid ef-
fectiveness. This paper’s focus on sub-Saharan Africa is unique because
the region is trailing behind in the race for sustained growth and devel-
opment, and is still in dire need of solutions to lift the region out of its
economic and social woes. Hence, research papers such as this are most
pertinent to provide empirical suggestions that may contribute in lifting
the region to a better trajectory of economic growth and development.

Table 1 shows the foreign aid (official development assistance = oda as
 of gni) received into sub-Saharan Africa and the sub-Saharan African
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figure 1 Sub-Saharan Africa Foreign Aid Received (Percentage of gni)
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figure 2 Sub-Saharan Africa gdp per Capita (Constant 2010 us$)

economic growth (gdp per capita) for twenty years (2000–2019). Figures
1 and 2 show the line trend of foreign aid (oda) received (as percentage
of gni) and gdp per capita for sub-Saharan Africa for twenty years.

The problem of this paper pivots on weak economic growth and de-
velopment in sub-Saharan Africa amidst aid receipt over the years. Much
blame has often been ascribed to the international obstacles to growth
with little attention on national institutional problems such as corrup-
tion, which some researchers bemoan as a factor that weakens gover-
nance effectiveness toward economic policies and hence weakens the rule
of law. By extension, institutional economics theorists attribute weak in-
stitutions in sub-Saharan Africa as debilitating foreign aid’s influence on
growth. However, these institutional variables such as corruption, rule of
law, and governance effectiveness, have barely been subjected to empirical
test along with foreign aid within the region to evaluate how a combina-
tion of the variables may influence economic growth. This current paper
aspires to this unique analysis.

Accordingly, the objective of this paper is to analyse the influence of
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foreign aid, moderated by government effectiveness variables (corrup-
tion, rule of law and governance effectiveness), on economic develop-
ment in sub-Saharan Africa. It aims to first ascertain if foreign aid has a
positive or negative relationship to sub-Saharan Africa economic devel-
opment (Omoteso and Mobolaji 2014). Therefore, this paper rests on a
fundamental research question, namely how does foreign aid influence
economic development in sub-Saharan Africa when moderated by gov-
ernment effectiveness variables.

Literature Review
Minoiu and Reddy (2010) studied the impact of official development as-
sistance on the growth of developing economies. They applied a differ-
ent approach from previous research by separating aid meant for devel-
opment and aid specifically targeted at development. Their analysis also
provides a basis for further research to conduct a long-term evaluation
of the effect of aid on growth. Their findings show that the developmen-
tal type of aid has a significant influence on the enhancement of long-
term economic growth in developing countries. They also postulate that
donors prioritise their donation to enhance development and productive
relationships with the recipients and thirdly that some donors shelve ex-
cessive strategic bottlenecks to promote political institutions that priori-
tise development policies.

Other researchers argue and find empirically that this is not often the
case, that in some instances, aid has not occasioned the desired economic
development (Rajan and Subramanian 2008; Minoiu and Reddy 2010). In
addition, they cite Kilby andDreher (2010) to argue and provide a caution
that it is not always the case that the recipient characteristics invalidate
the effectiveness of aid. Rather, the motive behind the donor and the dis-
bursement attributes may have an important effect on how the aid affects
development – a character quite separate from the quality of the recipient
(Kilby and Dreher 2010).

Contrary to the earlier findings, Das and Sethi (2019) evaluate the im-
pact of external direct investment, official development assistance, and
remittances on the economic development of Sri Lanka and India. They
applied time series analysis for both countries from 1980 to 2016 and con-
sidered both short-term and long-term impacts of the external aid on de-
velopment. Their findings show that foreign direct investment combined
with remittances stimulates economic growth in India. However, for Sri
Lanka, economic growth derives from the combination of foreign aid and
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remittance inflow to the country. Following the ongoing research and the
diverse findings, Azam and Feng (2021) conduct a research wherein they
evaluate the effect of external aid on the economic growth of transition
countries. They applied a cross-sectional time series technique by using
the fixed-effect regression, and analysed up to thirty-seven countries in
transition. They kept the countries in blocks of income categorisation,
namely upper middle-income, lower-middle income, and low-income.
Their statistics results show two different results – firstly they find that a
combination of all the income groups with foreign aid produces a posi-
tive influence on the economic growth of these countries. However, when
they examined the relationship based on the income blocks, results in-
dicate a mixed outcome that resembles an earlier result by Rajan and
Subramanian (2008). They find that foreign aid has limited effect on the
low-income countries, the lower-middle income countries experience a
positive effect of foreign aid and fdi on economic growth, and the up-
per middle-income countries experience a positive effect on growth from
foreign direct investment; however, results for this income group showno
positive relationship with economic growth (Azam and Feng 2021).

Researchers also note that countries with endowed natural resources
more easily entice inflow of foreign capital (Africa Institute of South
Africa 2009), explaining the presence of foreign investors in conflict
countries such as Angola, drc, Chad, Sudan, and Nigeria, even at the
peak of conflicts. Development economists worry that, in some instances,
a disproportionate amount of profits accrues to foreign investors in the
region, implying more capital outflows than inflows. Critics argue that
skewed profit-sharing arrangements result in a deficit for some rich coun-
tries (Baxter 2002). There is also the problem that foreign aidmay at times
make the recipient countries perennially dependent on foreign aid. The
aid dependency ratios for sub-Saharan Africa, no matter the methods
of measurement, are generally much higher than other world regions
(World Bank 2006). The ratios are expected to grow even further as the
region’s population may likely increase by 2030 (Mills 2011). Attempts by
poor countries to extricate themselves from poverty are rendered futile
because of their entrenched underdevelopment and poor utilization of
productive resources; poverty in these countries therefore reinforces and
exacerbates a cycle of dependence on aid (Carruth and Freeman 2021;
Cleaver 2005). This is why Ioan and Ioan (2016) argue that investment
activity must have clearly outlined direction and attention to good in-
frastructure to have a meaningful effect on economic growth. It therefore
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means that the recipient country has a role to play to make foreign aid
influence economic growth. Hence, the following sections provide anal-
ysis of how foreign aid influences economic development in sub-Saharan
Africa by mediating foreign aid with governance effectiveness variables.

Further research on the aid and growth nexus provides further results
using the Cambodian sample between 1980 and 2014. Sothan (2018) ap-
plied the auto-regression distributed lag method and included trade lib-
eralisation and investment in the model. He finds that trade liberalisation
has a short- and long-term positive influence on growth, and foreign aid
shows only a positive effect on economic growth within the short-term
period whilst investment shows a positive long-term influence on eco-
nomic growth. Further results show that in the long-term, foreign aid
showed a negative influence on economic growth and investment within
the sample studied. He concludes that within the country and sample of
study, it is deleterious on growth to depend on foreign aid for a longer
period.

Some empirical researches have specifically focussed on examining
the effect of aid on the growth of economies and governance in transi-
tion countries (Askarov and Doucouliagos 2015a; Cungu and Swinnen
2003; Askarov and Doucouliagos 2015b; Heckelman 2010). Askarov and
Doucouliagos (2015a) examined the extent to which aid helps to facili-
tate economic growth and development in developing economies. Their
results show, amongst others, that aid facilitates economic growth within
the sample of countries studied. They also find that the results were robust
regarding the study sample, the regression estimation, and instrumental
control of endogeneity. However, they also find that the efficiency of aid
does not necessarily rely on good economic policy.

In another related research, Cungu and Swinnen (2003) applied econo-
metric analysis to examine the impact of aid on economic output and
economic growth using a panel sample of countries in transition. Their
econometric analysis discovers the existence of a significant and positive
relationship between economic growth and receipt of foreign aid. Their
further analysis indicates that the economic growth effect of aid is more
pronounced under liberal economic conditions – this finding helps to
quell the doubtful view of some research and is reassurance that aid can
assist in the growth of developing countries.

Another group of researchers has evaluated the role of aid in strength-
ening governance institutions in developing countries (Askarov and
Doucouliagos 2015b). Their finding does show that aid to developing
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countries helps in restoring democracies, especially regarding freedom
to exercise political rights. However, although aid enhances democracy,
they find no evidence that aid guarantees governance quality; instead,
aid from some countries such as the usa produces an apparent negative
effect on certain aspects of governance.

Another research by Heckelman (2010) evaluated the effect of aid on
democracies in Eastern European countries in transition with various
findings, which includes that increase in per capita aid assists in demo-
cratic reforms, and improved governance, judiciary, and election pro-
cesses. Accordingly, this current research applies some governance fac-
tors asmediating variables to analyse the effect of foreign aid on economic
growth of sub-Saharan African countries. In recognition of the potential
influence of institutions in channelling foreign aid toward desired out-
come, Babalola and Shittu (2020) evaluated the role played by institutions
regarding the relationship between economic development and external
aid in recipient countries of West Africa. They applied a panel and auto-
regressive distribution lag analysis. Within the sample of data, their result
shows that external aid has no effect on economic growth of the recipi-
ent countries. In addition, when they imputed institutional variables into
the equation, the institutional variables changed the outcome to a nega-
tive result. This change shows the devastating effect that institutions in
sub-Saharan Africa can have on external aid received into the region for
development.

Other recent empirical findings include the existence of a short- and
long-term relationship between foreign aid and economic growth in sub-
Saharan Africa (Jena and Sethi 2019a). Foreign aid has a negative effect
on growth in South and South East Asia (Rao et al. 2020). Foreign aid
causally affects economic growth in South Asia (Jena and Sethi 2021),
and a long-term relationship exists between foreign aid inflows and eco-
nomic growth (Sethi et al. 2019a). Furthermore, there is an equilibrium
relationship between foreign aid and economic growth in the long- and
short-term (Sethi et al. 2019b); inward remittance from abroad has a neg-
ative effect on expert growth (Jena and Sethi 2019b).

This paper finds support in the institutional theory of economic de-
velopment, which raises the sentiment that even with the abundance of
material and financial resources, a well-functioning institution is an im-
portant recipe for ensuring effective utilisation of resources to the benefit
of economic growth (Ferreira, Fernandes, and Ratten 2019). Hence, the
institutional theorists see institutions as forces that reign above individu-
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als to either thwart or lend support as a driver of political action that often
blends with cognitive ethos to control material resources and systems. In
this milieu, since institutions exert influence on policy issues and atten-
dant political actions, it follows naturally that institutions catalyse access
to and influence over resources (Wang, Li, and Zhao 2018). Importantly,
given their supremacy, political institutions create conditions that may el-
evate or act as limitations to the extent to which organised groups in the
society may successfully mobilize collective goods from the state institu-
tion (Amenta and Ramsey 2010). Accordingly, institutions constitute an
important armof economic growth and development given their overrid-
ing influence on the freeness of the market system, their enforcement of
rights and protection of private property, which contributes to attracting
international aid and investment (Chang 2011).

Accordingly, this paper differs slightly from the existing research by
measuring the influence of foreign aid on sub-Saharan African economic
growth by adding a nuance absent in the literature, which is moderat-
ing the influence of foreign aid on growth with three institutional vari-
ables, namely rule of law, control of corruption and governance effective-
ness. Hence this paper extends existing research. The following sections
present the method and results.

Data and Methodology
The paper applies the fixed effect panel multiple regression model to as-
sess the effect of foreign aid on the economic growth of select sub-Saharan
African countries. The proxy for economic growth is the gdp per capita
and the proxy for foreign aid is the net official development assistance
(oda). Previous researchers on economic development have highlighted
the importance of good government, such as corruption control, rule of
law and effective government, in a positive economic growth (Aluko and
Ibrahim 2020; De Vaal and Ebben 2011). However, previous researches
have not integrated a model of foreign aid with government variables to
assess gdp per capita growth. Therefore, this paper makes a novel con-
tribution by employing government variables as a control to see how gov-
ernment effectiveness may support the aid received in the enhancement
of economic growth. This becomes necessary because the government
manages the foreign aid received.

Data on foreign aid (which is oda as proxy), gdp per capita, and gov-
ernment effectiveness were derived from the World Bank archive of eco-
nomic indicators and World Bank Governance Indicators respectively.
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In the main analysis of this research, data cover a sample of five sub-
Saharan African countries over a period of four years, which constituted
the panel data arrangement. The five sub-Saharan African countries are
Ghana, Guinea, Gambia, Guinea-Bissau, and Equatorial Guinea.

Previous researchers have also applied fixed effect regression and panel
data in economic growth research (Van Eyden et al. 2019; Gozgor, Lau,
and Lu 2018). This paper contributes to existing models by incorporat-
ing both the foreign aid variable and government performance variables
(government effectiveness, rule of law, and control of corruption) in gaug-
ing aid effectiveness on economic growth in sub-Saharan African coun-
tries. Another novelty in this research approach is that firstly, before en-
gaging in the main analysis, the first analysis provides empirical confir-
mation of the research problem, which is that foreign aid to sub-Saharan
Africa appears not to support positive economic development in sub-
Saharan Africa. Equation 1 is the model for this first analysis, and the
result appears in table 2.

The regression equations for the analysis appear below.
First analysis:
Y = β0 + β1χ1 + ε, (1)

where Y is economic development (represented by gdp per capita), β0 is
intercept or constant, β1 is gradient or regression coefficient, χ1 is foreign
aid (shortened as FAid in the analysis), and ε is error (other independent
variables unaccounted for in the model).

Second analysis:
Y = β0 + β1χ1 + β2χ2 + β3χ3 + β4χ4 + ε, (2)

where Y is economic development (represented by gdp per capita), β0
is intercept or constant, β1–β4 are gradient or regression coefficients, χ1
is foreign aid (represented by FAid in the analysis), χ2 is governance ef-
fectiveness (represented by GovEffect in the analysis), χ3 is corruption
control (represented by CorControl in the analysis), χ4 is rule of law (rep-
resented by RuleofLaw in the analysis), and ε is error (other independent
variables unaccounted for in the model).

Definition and Measurement of Variables
Y – gdp per Capita

gdp per capita is measured by dividing the gdp by the midyear popula-
tion of a country (see https://datacatalog.worldbank.org). It is calculated
in constant 2010 us$.
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χ1 – Foreign Aid

Foreign aid denotes the international process of moving of money, goods
or services from developed countries or international institutions to de-
veloping countries, meant for improving the welfare of the receiving
country’s citizens (Corporate Finance Institute 2021). This paper uses
a popular foreign aid proxy referred to as Official development assistance
(oda) (oecd 2021). ‘Official development assistance (oda) is defined
by the oecd Development Assistance Committee (dac) as government
aid that promotes and specifically targets the economic development and
welfare of developing countries’ – according to oecd, the ‘dac adopted
oda as the “gold standard” of foreign aid in 1969 and it remains the main
source of financing for development aid’ (oecd 2021). oda is measured
by multiplying the annual disbursement on loans to developing coun-
tries by the loan’s grant component, which is calculated during the time
of loan commitment (oecd 2021). Therefore, the World Bank derives
a percentage of oda from the gross national income (gni) for each
country, and this paper uses the oda as a percentage of gni as calcu-
lated and documented in the World Bank development data archives
(see https://data.worldbank.org/indicator/DT.ODA.ALLD.CD).

χ2 – Governance Effectiveness

Governance effectiveness refers to a country’s public service quality, the
extent to which public service is free from political pressure to thwart
policy and service offerings, formulation of policies, and the credibility
thereof. The World Bank measures governance effectiveness using per-
centile ranking amongst all countries, ranging from 0 (lowest) to 100
(highest). Accordingly, this paper used the World Bank’s measured data
on governance effectiveness (see https://datacatalog.worldbank.org).

χ3 – Corruption Control

Corruption control level refers to the level to which public office holders
use public power to pursue private advantages and/or gains. The World
Bank measures corruption control using percentile ranking amongst all
countries, ranging from 0 (lowest) to 100 (highest).

χ4 – Rule of Law

A country’s rule of law refers to the extent to which various agents adhere
to and exercise confidence in the county’s rules guiding the society. It goes
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table 2 ols, Using Observations 2000–2019 (T = 20)

Variable Coeff. Std. error t-ratio p-value

Const. . . . <.***

FAid –. . –. .***

Mean dependent variable . sd dependent variable .

Sum squared resid. . se of regression .

R-squared . Adj. R-squared .

F(, ) . P-value(F) .

Log-likelihood –. Akaike criterion .

Schwarz criterion . Hannan-Quinn .

Rho . Durbin-Watson .

notes Dependent variable: gdp per Capita ssa.

further to include the credibility of business contract enforcement, cred-
ibility of law enforcement agents and the credibility of the court for seek-
ing redress and obtaining equitable justice irrespective of social and eco-
nomic status. The World Bank measures rule of law effectiveness using
percentile ranking amongst all countries, ranging from 0 (lowest) to 100
(highest). Accordingly, this paper used the World Bank’s measured data
on governance effectiveness (see https://datacatalog.worldbank.org).

Empirical Results and Findings

As indicated in the above models in equation 1 and equation 2, the analy-
sis is in two phases. The first analysis tries to appraise whether foreign aid
influences economic growth in sub-Saharan Africa. The second analysis
uses equation 2 to show how the introduction of governance variables
assists foreign aid effectiveness for five select sub-Saharan African coun-
tries.

Table 2 shows that the relationship is significant at aP-value of 0.00005.
However, the relationship is negative with a coefficient of –181.029. This
shows that within the period of study, foreign aid in sub-Saharan Africa
has a negative relationship with economic growth. The negative relation-
ship in this finding, which uses the whole of sub-Saharan African foreign
aid and gdp per capita data, confirms the prior findings of a negative or
no relationship between foreign aid and economic growth (Adebayo and
Beton Kalmaz 2020; Babalola and Shittu 2020).

This first analysis and result provide the impetus to progress to the next
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table 3 Summary Statistics

Variable Mean Median Minimum Maximum

RuleofLaw . . . .

CorControl . . . .

GovEffect . . . .

FAid .e8 .e8 .e6 .e9

gdp PCapt_Cnst . . . .

Variable Std. Dev. C.V. Skewness Ex. kurtosis

RuleofLaw . . . –.

CorControl . . . –.

GovEffect . . . –.

FAid .e8 . . .

gdp PCapt_Cnst . . . .

analysis that uses data from a sample of five countries in sub-Saharan
Africa to reassess the relationship between foreign aid and economic
growth with the introduction of governance effectiveness variables as
control variables on foreign aid. Table 3 and table 4 present the descriptive
statistics and correlation coefficient.

Although table 3 is not of use in the variables relational analysis dis-
cussed, suffice it to say the core interest in table 3 is the mean, which
shows the mean occurrence of each variable and the coefficient of vari-
ation, which shows the degree of dispersion during the period. Foreign
aid has the highest mean occurrence during the period, followed by the
gdp, rule of law, corruption, and governance effectiveness, respectively.
In terms of coefficient of variation (cv), gdp registered the highest level
of dispersion during the period; this is followed by foreign aid, rule of law,
corruption, and governance effectiveness, respectively. These are only de-
scriptive characteristics of the variables and have no direct implication on
the regression results discussed.

Fixed effect panel regression appears in table 5 and shows that the
direction of the relationship between foreign aid and gdp per capita
changes to a positive sign after the introduction of three governance
variables (rule of law, corruption, and governance effectiveness) into the
model.

Results from this second analysis show that when foreign aid is mod-
erated with the three governance variables, foreign aid is positively re-
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table 4 Correlation Coefficients

Variable () () () () ()

() RuleofLaw –. . . . .

() CorControl –. . . .

() GovEffect –. . .

() FAid –. .

() gdp
pcapt_cnst

.

table 5 Panel Data Regression Result for Foreign Aid and gdp in a Sample of Five
Sub-Saharan African Countries

Variable Coeff. Std. Error t-ratio p-value

Const. . . . .

RuleofLaw . . . .

CorControl –. . –. .

GovEffect –. . –. .

FAid . . . .

R-squared .

Adj. R-squared .

Durbin-Watson .

P-value (F) .

notes Model 1: Fixed-effects, using 20 observations. Included: 5 cross-sectional units.
Time-series length = 4. Dependent variable: gdp Per Capita.

lated to economic growth at a significance level of P = 0.0024, which is
far below the alpha level of 0.05. However, worthy of note is that it does
seem that rule of law provides a positive significant booster to the positive
influence of foreign aid on economic growth, as it has a positive regres-
sion coefficient of 98.1775 and a significant p-value of 0.04. However, it
is concerning that corruption and governance effectiveness have a neg-
ative effect on economic growth with negative regression coefficients of
–120.012, and –179.593, and significant p-values of 0.02 and 0.03, respec-
tively. This result also shows that weak control of corruption and weak
governance have a negative relationship with economic growth, and this
shows that weak governance and a low rate of corruption control can im-
pair economic growth even in the presence of foreign aid. This second
result is consistent with earlier findings, which indicate that under cer-
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table 6 Robust and Diagnostic Test Summary

Hausman Model Selection for
Random or Fixed Effect Test

P-value = . (therefore, random effect model is
not suitable)

Correlation coefficients The correlation matrix table indicates no multi-
collinearity

R-squared .

Adjusted R-squared .

Autocorrelation Durbin-Watson test for auto-correlation gives a value
= ., which indicates no autocorrelation

Normality of residual The errors are normally distributed with a p-value =
.

Heteroscedasticity The White’s test for heteroskedasticity indicates there
is no heteroskedasticity at a P-value = .

tain circumstances, foreign aid can have a positive effect on economic
growth (Das and Sethi 2019; Minoiu and Reddy, 2010).

In order to conclude results arising from regression results, it is impor-
tant to check how strong the linear relationship is (diagnostic test) (Shi
2013). In addition, it is also very vital to check how accurate the testing
method is (robust test) (Aveh and Awunyo-Vitor 2017). This paper con-
ducted a robust anddiagnostic analysis (table 6) to improve the credibility
of the results.

The Hausman Test: For random and fixed effect, suitability was con-
ducted to determine the most appropriate model of panel regression to
enhance methodological robustness. The null hypothesis is: random ef-
fect is suitable; and the alternative hypothesis: fixed effect is suitable. Since
theP-value is = 0.0011, the null hypothesis of randomeffect suitabilitywas
rejected (therefore, random effect is not appropriate). Hence, fixed effect
is used. In addition, table 4 presents the correlation matrix table and in-
dicates absence of multicollinearity. Furthermore, the diagnostic tests for
the strength of the regression were conducted; the most acknowledged
measure of strength of relationship in the literature is the standard er-
ror (se) of regression (Misra, Zimba, and Gasparyan 2021; Walter 2002),
which experts also refer to as standard error of estimate. The small stan-
dard error of this test being 0.024 suggests that predicted variable lies
very close to the regression line – which is a reliable test of regression
precision. This is confirmed by the further diagnostics of R-squared at
93 and adjusted R-squared at 89; the Durbin-Watson test of autocor-
relation is at a value of = 2.0001 showing absence of autocorrelation. In
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addition, the normality test and heteroscedasticity tests values of 0.4010
and 0.102 indicate that errors are normally distributed and that there is
no heteroskedasticity.

Conclusion and Policy Implication
This paper aimed to analyse the effect of foreign aid on economic de-
velopment in sub-Saharan Africa. Prior researchers have dwelt more on
exogenous variables, but this paper contributes differently by adding a
new model, which integrates endogenous variables, namely the govern-
ment effectiveness variables as control variables to the foreign aid vari-
able. The analyses were in two separate phases; from the first analysis,
findings show a negative link between external aid and economic growth
represented by gdp per capita in sub-Saharan Africa. A second analysis,
which applied the panel fixed effect multiple regression approach, indi-
cates that indeed, foreign aid does have a positive and significant effect
on economic growth. However, this positive relationship showed up af-
ter the inclusion of governance variables, namely rule of law, corruption,
and governance effectiveness into the equation as intervening variables.
In the second analysis, findings indicate that the rule of law provides a
positive boost to foreign aid and gdp growth. In contrast, an increasing
level of corruption and weakening governance showed a negative rela-
tionship with economic growth. This finding corroborates previous find-
ings on the positive relationship between foreign aid and growth (such
as Das and Sethi 2019; Minoiu and Reddy 2010). However, the differ-
ence between this paper’s findings and previous findings is that foreign
aid became positively significant only when governance variables were
added – thus adding a nuance to this paper and signifying the impor-
tance of institutional or governance variables in boosting aid effectiveness
in sub-Saharan Africa. Hence, this second result indicates an important
policy implication on the need to bridle corruption and strengthen the
rule of law and government effectiveness institutions to enable foreign
aid to yield the dividend of economic growth in sub-Saharan Africa.

Relying on the findings, the paper recommends the need for economic
policy makers to improve the state institutional control mechanisms to
reduce the level of corruption in the governance sector as one of the
strategic economic growth policy measures. This is because bureaucrats
are in charge of and provide policies and operations for investing the pro-
ceeds of foreign aid, and this needs to be done in an effective and ac-
countable manner. Another recommendation for economic policy mak-
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ers’ attention is the dire need for strengthening the rule of law and gov-
ernment effectiveness as this research shows that weakness in the rule of
law and government effectiveness has the propensity to retard the positive
effect of foreign aid on economic growth. Furthermore, the existing sub-
regional trade blocs in the region need strengthening to promote effective
use of the region’s natural resources to promote economic growthwith the
assistance of foreign aid. Therefore, economic policy makers should also
consider effective apparatus to turn the weakening trajectory of govern-
ment effectiveness toward a positive trajectory.

The limitation of this paper lies in its focus on data from sub-Saharan
Africa and on limited time coverage, mainly due to availability of data
for the sample. However, this limitation is an opportunity for further re-
search to explore this important growth and development concept fur-
ther. Accordingly, the paper provides an avenue for future researchers to
extend this research more by conducting regional analysis that may use
data from western, southern, and eastern African countries to assess how
regional variables might affect the result of the aid’s effect on economic
growth. In addition, such future research should strive to include all gov-
ernance variables, which may reveal more results on additional gover-
nance variables that have the propensity to assist foreign aid to grow or
retard economic growth.

References

Adebayo, T. S., and D. Beton Kalmaz. 2020. ‘Ongoing Debate between For-
eign Aid and Economic Growth in Nigeria: A Wavelet Analysis.’ Social
Science Quarterly 101 (5): 2032–51.

Africa Institute of South Africa. 2009.Africa at a Glance: Facts and Figures
2008–2009. Pretoria: Africa Institute of South Africa.

Aluko, O. A., and M. Ibrahim. 2020. ‘Institutions and the Financial De-
velopment-EconomicGrowthNexus in Sub-SaharanAfrica.’Economic
Notes 49 (3): e12163. https://doi.org/10.1111/ecno.12163.

Amenta, E., and K. M. Ramsey. 2010. ‘Institutional Theory.’ In Handbook
of Politics: State and Society in Global Perspective, edited by K. T. Leicht
and J. C. Jenkins, 15–39. New York: Springer.

Askarov, Z., and H. Doucouliagos. 2015a. ‘Development Aid and Growth
in Transition Countries.’ World Development 66:383–99.

———. 2015b. ‘Aid and Institutions in Transition Economies.’ European
Journal of Political Economy 38:55–70.

Aveh, F. K., and D. Awunyo-Vitor. 2017. ‘Firm-Specific Determinants of
Stock Prices in an Emerging Capital Market: Evidence from Ghana

Volume 19 · Number 4 · 2021



324 Richard Ilorah and Collins C. Ngwakwe

StockExchange.’Cogent Economics&Finance 5 (1). https://www.doi.org
/10.1080/23322039.2017.1339385.

Azam, M., and Y. Feng. 2021. ‘Does Foreign Aid Stimulate Economic
Growth in Developing Countries? Further Evidence in Both Aggregate
and Disaggregated Samples.’ Quality & Quantity. https://link.springer
.com/article/10.1007/s11135-021-01143-5.

Babalola, S., and W. Shittu. 2020. ‘Foreign Aid and Economic Growth in
West Africa: Examining the Roles of Institutions.’ International Eco-
nomic Journal 34 (3): 534–52.

Baxter, J. 2002. ‘Another Africa is Possible.’ Africa Recovery 16 (1): 18–9.
Bhagwati, J. N. 2010. ‘Banned Aid: Why International Assistance Does Not

Alleviate Poverty.’ Foreign Affairs 89 (1): 120–5.
Carruth, L., and S. Freeman. 2021. ‘Aid or Exploitation? Food-for-Work,

Cash-for-Work, and the Production of Beneficiary-Workers in Ethio-
pia and Haiti.’ World Development 140. https://doi.org/10.1016/j
.worlddev.2020.105283.

Cleaver, F. 2005. ‘The Inequality of Social Capital and the Reproduction of
Chronic Poverty.’ World Development 33 (6): 893–906.

Chang,H. J. 2011. ‘Institutions and EconomicDevelopment: Theory, Policy
and History.’ Journal of Institutional Economics 7 (4): 473–98.

Corporate Finance Institute. 2021. ‘Foreign Aid: The Voluntary Movement
of Capital from One Country to Another.’ https://corporatefinance
institute.com/resources/knowledge/economics/foreign-aid/.

Cungu, A., and J. Swinnen. 2003. ‘The Impact of Aid on Economic Growth
in Transition Economies: An Empirical Study.’ licos Discussion Pa-
per 128, Katholieke Universiteit Leuven, Leuven.

Das, A., and N. Sethi. 2019. ‘Effect of Foreign Direct Investment, Re-
mittances, and Foreign Aid on Economic Growth: Evidence from
two Emerging South Asian Economies.’ Journal of Public Affairs 20.
https://onlinelibrary.wiley.com/doi/abs/10.1002/pa.2043.

De Vaal, A., and W. Ebben. 2011. ‘Institutions and the Relation between
Corruption and Economic Growth.’ Review of Development Economics
15 (1): 108–23.

Easterly, W. 2002. The Elusive Quest for Growth: Economists’ Adventures
and Misadventures in the Tropics. Cambridge, ma: mit Press.

Ferreira, J. J., C. Fernandes, and V. Ratten. 2019. ‘The Effects of Technol-
ogyTransfers and Institutional Factors onEconomicGrowth: Evidence
from Europe and Oceania.’ The Journal of Technology Transfer 44 (5):
1505–28.

Gozgor, G., C. K. M. Lau, and Z. Lu. 2018. ‘Energy Consumption and
Economic Growth: New Evidence from the oecd Countries.’ Energy
153:27–34.

Managing Global Transitions



Foreign Aid and Economic Development in Sub-Saharan Africa 325

Grabowski, R. 2006. ‘Political Development, Agriculture, and Ethnic Di-
visions: An African Perspective.’ African Development Review 18 (2):
163–82.

Heckelman, J. C. 2010. ‘Aid and Democratization in the Transition Econo-
mies.’ Kyklos 63 (4): 558–79.

Ioan, C. A., and G. Ioan. 2016. ‘An Equilibrium Model for the Romanian
Economy.’ The Journal of Accounting and Management 6 (2): 41–75.

Ismail, K. M. 2020. ‘Impact of Foreign Aid on Economic Growth in Tan-
zania.’ Master’s dissertation, The University of Dodoma.

Jena,N. R., andN. Sethi. 2019a. ‘ForeignAid andEconomicGrowth in Sub-
Saharan Africa.’ African Journal of Economic and Management Studies
11 (1): 147–68.

———. 2019b. ‘Does Inward Remittance Lead to Export Performance in
South Asian Countries?’ International Journal of Social Economics 47
(2): 145–72.

———. 2021. ‘Foreign Capital and Growth Nexus Revisited: Empirical Evi-
dence from South Asian Countries.’ Transnational Corporation Review
13 (3): 269–92.

Kilby, C., and A. Dreher. 2010. ‘The Impact of Aid on Growth Revisited:
Do Donor Motives Matter?’ Economics Letters 107 (3): 338–40.

Lal, D., and S. Rajapatirana. 2007. ‘The Triumph of Hope over Experience:
AMarshall Plan for Sub-SaharanAfrica?’American Enterprise Institute
for Public Research 2:1–7.

Mallik, G. 2008. ‘Foreign Aid and Economic Growth: A Cointegration
Analysis of the Six Poorest African Countries.’ Economic Analysis &
Policy 38 (2): 251–60.

Mbah, S., and D. Amassoma. 2014. ‘The Linkage between Foreign Aid and
Economic Growth in Nigeria.’ International Journal of Economic Prac-
tices and Theories 4 (6): 1007–17.

Mills, G. 2011. ‘Urban Youth Can Save Africa Or Sink It.’ Sunday Times, 9
October.

Minoiu, C., and S. G. Reddy. 2010. ‘Development Aid and Economic
Growth: A Positive Long-Run Relation.’ The Quarterly Review of Eco-
nomics and Finance 50 (1): 27–39.

Misra, D. P., O. Zimba, and A. Y. Gasparyan. 2021. ‘Statistical Data Presen-
tation: A Primer for Rheumatology Researchers.’ Rheumatology Inter-
national 41 (1): 43–55.

oecd. 2014. ‘oda Receipts and Selected Indicators for Developing Coun-
tries and Territories.’ http://www.oecd.org/dac/stats/
statisticsonresourceflowstodevelopingcountries.htp.

———. 2021. ‘Official Development Assistance.’ https://data.oecd.org/oda
/net-oda.htm.

Volume 19 · Number 4 · 2021



326 Richard Ilorah and Collins C. Ngwakwe

Omoteso, K., and H. I. Mobolaji. 2014. ‘Corruption, Governance and Eco-
nomic Growth in Sub-Saharan Africa: A Need for the Prioritisation of
Reform Policies.’ Social Responsibility Journal 10 (2): 316–30.

Rajan, R. G., and A. Subramanian. 2008. ‘Aid and Growth: What Does the
Cross-Country Evidence Really Show?’ The Review of Economics and
Statistics 90 (4): 643–65.

Rao, D. T., N. Sethi, D. P. Dash, and P. Bhujabal, 2020. ‘Foreign Aid, fdi
and EconomicGrowth in South-East Asia and SouthAsia.’Global Busi-
ness Review. https://doi.org/10.1177/0972150919890957.

Sethi N., P. Bhujabal, A. Das, and S. Sucharita. 2019a. ‘Foreign Aid and
Growth Nexus: Empirical Evidence from India and Sri Lanka.’ Eco-
nomic Analysis and Policy 64:1–12.

———. 2019b. ‘Does Foreign Aid Act as an Instrument of Economic
Growth in India and Sri Lanka?’ Jurnal Ekonomi Malaysia 53 (2): 3–
19.

Shi, Y. 2013. ‘ANewDiagnostic Test for Regression.’Master thesis, The Uni-
versity of Western Ontario.

Sothan, S. 2018. ‘Foreign Aid and Economic Growth: Evidence from Cam-
bodia.’ Journal of International Trade & Economic Development 27 (2):
168–83.

undp. 2021.Graduation of African Least Developed Countries.https://www
.africa.undp.org/content/rba/en/home/library/reports/graduation-of-
african-least-developed-countries–ldcs—-emergin.html.

Van Eyden, R., M. Difeto, R. Gupta, and M. E. Wohar. 2019. ‘Oil Price
Volatility and Economic Growth: Evidence fromAdvanced Economies
Using More than a Century’s Data.’ Applied Energy 233:612–21.

Walter, S. D. 2002. ‘Properties of the Summary Receiver Operating Char-
acteristic (sroc) Curve for Diagnostic Test Data.’ Statistics inMedicine
21 (9): 1237–56.

Wang, S., J. Li, andD. Zhao. 2018. ‘Institutional Pressures and Environmen-
tal Management Practices: The Moderating Effects of Environmental
Commitment and Resource Availability.’ Business Strategy and the En-
vironment 27 (1): 52–69.

World Bank. 2006. World Development Indicators 2006. Washington, dc:
The World Bank.

Žižmond, E., and M. Novak. 2006. ‘Impact of Price-Deregulation on Mar-
ket Outcomes: The Case of Chimney Sweep Services in Slovenia.’
Prague Economic Papers 15 (4): 350–63.

Managing Global Transitions


