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Abstract: This main objective of this paper is to present a synthesis of the
empirical literature on the effectiveness of foreign aid on poverty reduction. This
is done through a review of empirical studies on the impact and effectiveness of
official development assistance (ODA) or foreign aid on poverty reduction. The
study divided the reviewed empirical literature into two broad groups: the studies
which used non-monetary measures of poverty and those that used monetary
measures of poverty. The survey results show that foreign aid has a positive
impact on poverty, as reported by the majority of studies in both the non-
momentary and monetary measures of poverty groups. This means that in
general, foreign aid reduces poverty, irrespective of the type of poverty measures
used. Of the studies which showed that foreign aid was effective in reducing
poverty, it was highlighted that: (i) democracy enhances the effectiveness of aid;
(i) aid targeted at pro-poor public expenditures such as agriculture, education,
health and other social services was effective; and (iii) aid disbursed in produc-
tion sectors, infrastructure and economic development was more effective in
reducing poverty. These channels should, therefore, be considered when making

policy decision on aid allocation.
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1. Introduction

The debate on the effectiveness of foreign aid is as old as the history of foreign aid itself. Many
studies have been conducted, and the raging debates have led to the emergence of three distinct
camps. The first camp consists of proponents of foreign aid who argue that targeted aid can
contribute towards the eradication of poverty in developing countries (Arndt, Jones, & Tarp, 2010,
2015; Sachs, 2005; Stiglitz, 2007). On the other extreme are aid critics such as Friedman (1958),
Bauer (1972), Easterly (2003, 2006, 2008), Moyo (2009) and Doucouliagos and Paldam (2006) who
uphold that aid is ineffective. Moyo (2009, p. 28) further argues that aid “perpetuates the cycle of
poverty and derails sustainable economic growth”. In between these two groups are those who
believe that aid can be effective under certain conditions (Burnside & Dollar, 2000, 2004; Collier &
Dollar, 2002; Collier, 2007; Mosley, Hudson, & Verschoor, 2004; Gomanee, Morrissey, Mosley, &
Verschoor, 2005a; Gomanee, Girma, & Morrissey, 2005b). This third group claims that the impact
and effectiveness of aid are dependent on the method employed by donors to allocate aid and the
recipient country’s characteristics such as governance, commitment, ownership of projects and
institutional capacity (Riddell, 2008).

The main objective of this paper is to present a synthesis of the empirical literature on the effective-
ness of foreign aid on poverty. This is done through a review of empirical studies on the impact and
effectiveness of foreign aid on poverty reduction. This paper reviews major findings from the research
studies on the direct effects of foreign aid on poverty. Presently, the empirical literature on aid effec-
tiveness is dominated by studies on the effectiveness of foreign aid on economic growth. There is
a general dearth of the empirical literature on the effectiveness of foreign aid on poverty reduction.
Thus, the poverty-reducing effects of aid are not well documented (White, 2015, p. 187). Mosley (1987)
refers to the lack of attention to poverty impact of aid as “a disgrace”. This paper is timely, given the need
to evaluate the concluded Millennium Development Goals (MGDs) in order to document the lessons
learnt in view of the recently promulgated Sustainable Development Goals (SDGs), which envision
a world of “no poverty”. In both the MDGs and SGDs, foreign aid is presented as one of the main tools
for fighting global poverty.

The rest of the paper is organised as follows: Section 2 offers a brief discussion on poverty and
foreign aid definitions and measurements; Section 3 presents a brief review on the theoretical link
between foreign aid and poverty and a review of the empirical literature on the impact of foreign
aid on (i) non-monetary and (ii)) monetary measures of poverty. Section 4 concludes the article with
a summary of the findings and a call for further research.

2. Definition foreign aid and poverty

2.1. Definition and measurement of poverty

Broadly, there are three basic approaches to measuring the prevalence of poverty in a household,
community, country, or region. The first approach is termed the income or expenditure method,
which is mainly based on the human basic needs approach (BNA). The BNA sets minimum absolute
standards of (primarily material) needs in a number of measurable dimensions (Clunies-Ross,
Forsyth, & Hug, 2009, p. 251). It is a consumption-oriented approach, as it predominantly focuses
on the minimum requirements for a decent life, such as health, nutrition, and literacy. In this
approachympoverty is defined as a lack of income or consumption (Deaton, 2006, p. 9). This
approach to poverty measurement assumes that individuals are poor if their income or
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consumption is below a particular level, usually defined as a minimum threshold or a “poverty
line”. The BNA leads to several poverty indicators, commonly referred to as monetary measures of
poverty, such as per capita gross national product (GNP), headcount index, poverty gap index, and
squared poverty gap.

According to the World Bank “people are considered as poor if their standard of living falls below
the poverty line, that is, the amount of income (or consumption) associated with a minimum
acceptable level of nutrition and other necessities of everyday life.” (World Bank, 1992, p. 5). From
this definition, the World Bank and its affiliates adopted monetary or income measures of poverty,
as contemplated by the BNA. The poor are distinguished from the non-poor by reference to
a poverty line that is defined from a critical level of money income or expenditure (Hanmer,
Pyatt, & White, 1999).

The second method of measuring the prevalence of poverty is called the human capabilities
approach (CA) and is centred on the pioneering work of Amartya Sen during the 1980s and 1990s.
This approach defines poverty as the absence of basic human capabilities to function at
a minimally acceptable level within a society (Lok-Dessallien, 1999, p. 11; Deaton, 2006, p. 10).
The CA looks at improving people’s well-being by expanding their “capabilities” so that they can
look after themselves. The CA notion hypothesises that poverty is a result of a lack of capability to
“function” or to “achieve” well-being (Wagle, 2005, p. 302). Well-being is defined as the “ends”,
while capability is defined as the “means” to achieve it (United Nations Development Programme
[UNDP], 2000). Furthermore, the CA to poverty measurement tries to measure poverty by looking
at poverty outcomes, or “ends”, such as individuals’ abilities and opportunities to live long, healthy,
and enjoyable lives; to be literate; and to have the freedom to pursue what they value (Clunies-
Ross et al., 2009; Sen, 1981, 1992, 1999). Based on this definition, it can be argued that the CA is
a more comprehensive approach to poverty measurement, compared to the BNA, as it places
poverty within the broader context of human development (Lok-Dessallien, 1999, p. 11). The
majority of the CA poverty indicators include non-monetary poverty measures or social indicators
such as life expectancy, literacy rates, and malnutrition.

The third method to poverty measurement is a hybrid approach, which recognises that poverty is
a multidimensional phenomenon. Perry, Lépez, and Maloney (2006) and Deaton (2013) argue that
poverty is a multidimensional concept, and it broadly covers an array of aspects such as health,
mortality, security, consumption and income poverty. From this expanded definition, the poverty
line may be multi-dimensional, incorporating both an income poverty line for needs that can be
met monetarily, and non-monetary lines for other needs (Bourguignon, 2004; Deaton, 2006).

The poverty indicators under this third approach can be referred to as multidimensional
poverty indicators, indices, or composite measures. Examples of these indicators include the
United Nations Development Programme’s (UNDP) Human Development Index (HDI), which is
a mixed measure of three dimensions of human development, namely (i) a long and healthy
life, as measured by life expectancy at birth; (ii) education or knowledge, measured by adult
literacy and the gross enrolment ratio for primary, secondary, and tertiary institutions; and (ii)
a decent living standard, which is proxied by the gross domestic product (GDP) per capita in
PPP in U.S. dollars (UNDP, 2005, p. 214). Another example is the Human Poverty Index (HPI),
which was developed by the UNDP as a complementary measure to the HDI (UNDP, 1997). The
HPI combines basic dimensions of poverty, and the variables used are longevity (percentage of
the people expected to die before age 40), adult illiteracy, access to health services and to
safe water, and under five malnutrition rates (UNDP, 1997, p. 14; Lok-Dessallien, 1999, p. 8). In
2010, the UNDP replaced the HPI with its new Multidimensional Poverty Index (MPI), which
identifies the poor using dual cut-offs for levels and numbers of deprivations, and then multi-
plies the percentage of people living in poverty by the percentage of weighted indicators for
which poor households are deprived (Todaro & Smith, 2012, p. 215). The MPI uses a range of
health, education and standard of living indicators, which are considered as important direct
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household indicators of deprivation (Todaro & Smith, 2012). Recently, Alkire and Foster (2011)
and Alkire and Santos (2014) developed what is termed the global Multidimensional Poverty
Index (MPI-1), which aggregates 10 poverty indicators in the dimensions of health (under-
nutrition and child mortality); education (years of schooling completed and school atten-
dance); and “standards of living” (which includes access to infrastructure such as electricity,
sanitation, water, housing, and use of improved cooking fuel, as well as ownership of house-
hold assets).?

Historically, it has been known that poverty is a result of poor people’s “dissolute behaviours”
such as having many children, idleness, or bad spending choices, for example; excessive consump-
tion of alcohol (Ravallion, 2015, p. 1971). From this argument, one can suggest that a change of
behaviour can eradicate poverty. However, the recently adopted outlook is that poverty is
a reflection of public and uncorrected market failures (Ravallion, 2015, p. 1974). This new outlook
suggests that policymakers can intervene in the market and help reduce poverty. It is therefore
important to adequately define and measure poverty levels, using all or a combination of the
methods discussed above. This would help in developing effective policy interventions.

This paper focuses on the multi-dimensional measure of poverty and surveys literature which
deals with both non-monetary and monetary measures of poverty. The non-monetary measures of
poverty used in empirical literature include HDI, infant mortality, literacy, school enrolment, life
expectancy, and GDP per capital income of the poorest quintile. Conversely, the monetary mea-
sures of poverty include poverty rate, poverty gap, and squared poverty gap.

The headcount index or the poverty rate, measures the proportion of households in a population,
with income per person below the poverty line. Thus, it measures the prevalence of poverty, in
terms of the spread of poverty within the population. Although the headcount index is the most
popular measure used by researchers, its main disadvantage is that it does not give an indication
of the poverty depth (Schaffner, 2014). The poverty-gap index measures the depth of poverty; and
it takes into account the dispersal of the poor. It averages the proportional income gaps across
everyone in the population against the poverty line. According to Schaffner (2014, p. 88), the
poverty gap index can be interpreted as the cost per person for eliminating poverty in the entire
country.? The squared poverty-gap index, on the other hand, is sensitive to the global prevalence
and the average depth of poverty, as well as the occurrence of deep poverty among the poor. The
index is also referred to as the poverty-severity index because of this wider reach. It is argued that
squaring of the gap or shortfall magnifies the state of those in deepest poverty (Alvi & Senbeta,
2012; Schaffner, 2014).

2.2. Definition of foreign aid

The disbursement of official development assistance (ODA) or foreign aid as it is known today
started soon after the World War II (McGillivray, Feeny, Hermes, & Lensink, 2006; World Bank,
1998). The donors’ main motives for aid allocation are diverse; they include (i) assist in meeting
humanitarian or emergence needs, (ii) assist developing countries achieve developmental (growth
and poverty reduction) goals, (iii) show solidarity, (iv) secure political and strategic interest, (v)
further commercial interest, (v) strengthen historical ties, and more recently (vi) fighting war on
terror and (vii) promoting human rights (Riddell, 2008, pp. 91-92).

Broadly defined, foreign aid comprises all resources; physical goods, skills and technical know-
how, financial grants (gifts) or concessional loans, which are transferred by donors to recipient
countries (Riddell, 2008). There are two broad types of foreign aid: official development finance
(ODF) and official development assistance (ODA). ODA is sometimes used interchangeably with
official aid (OA). ODA and OA cover (i) grants and (ii) concessional loans that have at least a 25%
grant component (World Bank, 1998, p. 6). Both ODA and OA derive from the official sources and
are given principally for promoting economic development and welfare of developing countries
(OECD, 2009, p. 50). The only difference between ODA and OA is that OA is the payments to
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“transitional countries” and some “advanced” developing countries while ODA covers the rest of
the developing countries (Clunies-Ross et al., 2009, p. 618).

Furthermore, ODA is a subset of ODF. ODF also includes non-concessional multilateral and
bilateral developmental loans with a less than 25% grant element (OECD, 2006). Foreign aid can
be classified into two broad groups, bilateral (two-sided) and multilateral (many-sided) aid. The
former refers to aid given by one donor government directly to a recipient government. The latter
is aid given by an international institution representing a number of government donors. In some
cases, however, a donor can contract with a multilateral agency to deliver a programme or project
on its behalf in a recipient country. Such cases are typically counted as bilateral flows and are
often referred to as Bi/Multi (OECD, 2018). International institutions which administer multilateral
aid include the United Nations Development Programme (UNDP) and the World Bank (WB).
Furthermore, bilateral aid is administered by agencies of the donor governments. According to
OECD (2009) more than two-thirds of total ODA from DAC member countries is provided bilaterally,
mostly in the form of grants. Some of the aid funds are from private organisations such as “non-
governmental organisations” (NGOs).

Lastly, foreign aid can be classified according to its intended use. Project aid is granted solely to
finance a specific project, such as the construction of a dam or road. Programme aid, on the other
hand, is less restrictive. The recipient government has some discretion over the use of programme
aid within a sector (for sectoral aid) or for general government support (Clunies-Ross et al., 2009).
Figure 1, shows the percentage composition of total sectoral aid in constant 2016 prices.

As shown in Figure 1, of all the aid disbursed from 1967 to 2016, 35% went towards social
infrastructure and services, which include education, health, water and sanitation, and govern-
ance support. The second largest component (21%) was allotted to economic infrastructure
and services (e.g. transport, communication, energy, and banking services). The third highest
amount (15%) was allocated to production sectors (such as agriculture, mining, construction,
and tourism) and the least, at 6% apiece, comprises allocations related to debt and humani-
tarian aid. Empirical studies surveyed herein include all types of foreign aid from different
sources.

3. Impact of foreign aid on non-monetary measures of poverty

3.1. Theoretical link between foreign aid and poverty

Earlier theorists (Rosenstein-Rodan, 1943; Nurske, 1953; Lewis, 1954) suggest that foreign aid
provides the necessary capital to boost developing countries into self-sustaining economic growth.
It was argued that poor countries needed a “big push” to free themselves from the constraints of
the low-level trap (Clunies-Ross et al., 2009; Rosenstein-Rodan, 1943), and therefore foreign aid
“jump starts economic growth, and initiates a virtuous cycle whereby investment generates income
and thus raises the economic return to further investment” (Shleifer, 2009, p. 381). Based on this
assumption that aid reduces poverty through economic growth, many poverty allocation models
were developed in line with the theories by Harrod (1939; 1948), Domar (1946), Chenery and Bruno
(1962), Chenery and Strout (1966), and Thirlwall and Hussain (1982).

Seminal empirical studies by Burnside and Dollar (2000, 2004), Sachs (2005), Rajan and
Subramanian (2008), Clemens, Radelet, Bhavnani, and Bazzi (2011) and Arndt et al. (2010, 2015)
found evidence that, in general, the increase in foreign aid has had a positive impact on invest-
ment and growth. However, the magnitude of the impact has varied across different countries,
regions, level of aid disbursed and recipient country policies, among other factors.

There are, however, two main problems with this aid-growth nexus. First, it does not directly
address the primary objective of aid allocation, which is poverty reduction. The second problem is its
implicit assumption that aid affects poverty through growth (Burnside & Dollar, 2000; Collier & Dollar,
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Figure 1. Sectoral composition of
foreign aid, net disbursement
total (1967-2016), constant 2016
prices.

Source: OECD (2017), DAC
statistics.
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2001, 2002; White, 2015). Though this might be correct, as sustainable improvements in social
outcomes require high and sustained growth rates. However, there has been a narrow interpretation
that if aid does promote economic growth; then, it implies that there is poverty reduction. This is not
satisfactory, because aid can affect poverty directly or through other channels.

As shown in Mahembe and Odhiambo (2017), channels through which foreign aid affect poverty
include economic growth, pro-poor public expenditure (such as education, health and other social
programmes), macroeconomic stabilisation effect, and funding of infrastructure and other devel-
opment initiatives. This study, however, focuses on the studies which empirically examined the
direct effect of foreign aid on poverty.

3.2. Impact of foreign aid on non-monetary measures of poverty

Boone (1996) is one of the earliest papers to empirically test the effectiveness of aid in increasing
investment (and therefore growth) and poverty. One of the widely quoted findings is that; aid does
not have a significant impact on poverty indicators (infant mortality and primary schooling ratios).

Collier and Dollar (2001) developed a model that they termed “efficient aid”, which would be
allocated according to “policy improvements that create a better environment for poverty reduction
and effective aid” (Collier & Dollar, 2001, p. 1787). The paper categorically stated that “poverty
reduction ... depends primarily on the quality of economic policy” (Collier & Dollar, 2001, p. 1800).
The policy implications from this analysis were that a mixture of good policy and foreign aid can
lead to economic growth and poverty reduction.

Collier and Dollar (2002) further derived what they termed a ‘poverty-efficient’ allocation of aid
criteria; and they used it to compare “poverty-efficient” with the actual aid allocations and to
estimate the impact on poverty reduction. The authors showed that aid, operating through
increased economic growth, was responsible for lifting about 10 million people out of extreme
poverty each year. The study further estimated that approximately 19 million people could be
f poverty each year—if aid agencies used a “poverty-efficient” aid-allocation strategy.

- is poverty-efficient reallocation of aid, which was also discussed in the World Bank
*4 *
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(1998) Report: Assessing Aid was heavily criticised by Lensink and White (2000). The main criticism
stemmed from its over reliance on the assumption that “poverty depends on growth, and growth
on aid”. Lensink and White (2000) argue that foreign aid can affect poverty through other
channels.

Hirano and Otsubo (2014) applied the conceptual framework of globalization and the poverty-
growth-inequality (P-G-I) relationship to investigate the effectiveness of aid to development. The
paper finds that social aid (education, health and water and sanitation spending) significantly and
directly benefits the poorest in society and economic aid (transportation, energy and communica-
tion and financial infrastructure spending) increases the income of the poor through growth.

A recent study by Arndt et al. (2015) assessed the impact of aid on economic growth, social
welfare indicators (poverty and infant mortality) and intermediate outcomes (such as investment,
consumption, health, education and agriculture). The study estimated the long-run

cumulative effects of aid in developing countries using limited information maximum likelihood
(LIML) and inverse probability weighted squares (IPWLS) estimators in a simultaneous equations
model framework, for the period 1970-2007. They found evidence that aid does stimulate growth,
improve social welfare indicators and reduces poverty. Though the results indicate that aid does
not have a significant effect on inequality, it was discovered that aid can raise investment, improve
school enrolment, boost life expectancy and reduce infant mortality (Arndt et al., 2015, p. 14).

3.3. Impact of foreign aid on monetary measures of poverty

Arvin and Barillas (2002) employ the Granger causality model to investigate the direction of
causality between aid and poverty in a bivariate framework, including democracy in a trivariate
Granger model. Both the bivariate and trivariate models are tested on annual data from 1975 to
1998 from a sample of 118 aid-receiving countries. The study categorised countries into two broad
groups: geographical regions and levels of income. For the full sample, the study results show that
aid did not affect poverty and vice versa. For the sub-samples, aid was found to reduce poverty in
East Asia and the Pacific but had a detrimental impact on poverty in low-income countries (Arvin &
Barillas, 2002, p. 2154).

Kosack (2003) assesses the effectiveness of aid on the quality of life in aid recipient countries.
The study used the ordinary least squares (OLS) and two-stage least squares (2SLS) estimation
techniques on a sample of 49 developing countries over the period 1974-1985. The study found
that aid can directly increase welfare but only in democratic structures, and not in autocratic
structures. Moreover, the paper establishes strong evidence that foreign aid has an indirect effect
on poverty and well-being if it is spent on disadvantaged poor people.

Bahmani-Oskooee and Oyolola (2009) used the pooled-time series and cross-sectional data for
49 developing countries over the period 1981-2002, in order to estimate the impact of foreign aid
on poverty. In order to control for endogeneity, the study used the 2SLS panel-estimation techni-
ques. The paper found that aid reduces poverty; and that inequality is detrimental to poverty
reduction. Chong, Grandstein, and Calderon (2009) used dynamic panel-data methods (GMM-1V) to
examine the effect of aid on income inequality and poverty reduction for the period 1971-2002.
The study could not find any robust statistical relationship between foreign aid and poverty
reduction or income inequality.

Mosley et al. (2004) examined the direct effect of aid on poverty, using the GMM 3SLS metho-
dology in a simultaneous equation set-up. The three main equations were poverty, aid and policy.
The policy variable in the analysis of Mosley et al. (2004) represented a significant departure from
the World Bank (1998), and the “good” economic policies (Burnside & Dollar, 2000). They termed
the proposed policies “new conditionality” to emphasise the departure. They further developed
a pro-poor public expenditure (PPE) measure, called the PPE index. The study found strong
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evidence that corruption, inequality, and the composition of public expenditure are strongly
associated with aid effectiveness (Mosley et al., 2004, p. F236). The main conclusion and policy
implications of the study were that aid allocations, which take into account good micro and macro
policies, income distribution, and GDP per capita, are more effective in reducing poverty.

Mosley and Suleiman (2007) followed up on the arguments advanced in the earlier paper by Mosley
et al. (2004). The latest study used both the panel data econometric analysis covering all developing
countries, and four case studies of heavily aid-dependent countries in Africa.* Mosley and Suleiman
(2007) estimated a poverty equation which incorporates the effects of aid through growth, macro-
economic policy, pro-poor expenditures, and instability in aid levels. They found evidence that the level
composition and the stability of foreign aid, matter in poverty reduction. The paper reaffirms the earlier
findings that aid is most effective in reducing poverty if it is used for pro-poor expenditures such as
agriculture, education and infrastructure. Military expenditure was found to have a negative impact on
poverty reduction.

Gomanee et al. (2005a) tested the hypothesis that aid leads to increasing aggregate welfare
using the fixed effect panel data estimation method on a sample of 104 countries for the period
1980-2000. The proxies for welfare were infant mortality and the HDI. The main findings of the
paper were that aid directly improves welfare indicators and that the impact is greater in low-
income countries, compared to middle-income countries. The paper also found that the channels
through which aid indirectly affects welfare is growth. They found no evidence that aid conducted
through PPE has a positive impact on welfare.> Another study by Gomanee et al. (2005b) also
investigated the impact of aid on human welfare using quantile regressions. The results contra-
dicted the earlier paper as they found evidence that aid can affect welfare through public
expenditure, and that the effect is greater in countries with lower welfare (poorer countries).
They further found evidence that the marginal effectiveness of aid in alleviating poverty is higher
in poorer countries than in richer countries (Gomanee et al., 2005b, p. 308).

Masud and Yontcheva (2005) assessed the effectiveness of foreign aid in reducing poverty, using
infant mortality and illiteracy or education as proxies for poverty. The paper compared the impact
of the two measures of foreign aid: official bilateral aid, which flows directly from a donor
government to a recipient country, and projects aid, which is disbursed through international
NGOs to developing countries. The two methodologies used are two-stage least-squares (2SLS)
regression and the system Generalized-Method of Moments (SGMM) approach. The study con-
cluded that NGO aid significantly reduces infant mortality compared to bilateral aid; and that the
impact of both types of aid on illiteracy is less significant (Masud & Yontcheva, 2005, p. 20).

Alvi and Senbeta (2012) examined the effect of foreign aid on poverty in a sample of 79
developing countries over the period 1981-2004. The study used the dynamic panel-data estima-
tion methods (SGMM) proposed by Blundel and Bond (1998). The paper used three measures of
poverty: headcount index; the poverty-gap index and the squared poverty-gap index; two sources
of aid: bilateral and multilateral; and two compositions of aid: grants and concessionary loans. The
study found that “aid reduces poverty after controlling for average income and income distribu-
tion” (Alvi & Senbeta, 2012, p. 968). The study further found that multilateral aid and grants reduce
poverty, while bilateral aid and loans do not.

Kaya, Kaya, and Gunter (2013) investigate the effectiveness of aid given to the agricultural
sector in reducing poverty. The study disaggregated total aid into subcategories and focused on
the agricultural aid. The empirical analysis used 4 years averaged cross-country data for a panel of
46 developing aid recipient countries over the 1980-2003 period. The main dependent variable is
the poverty headcount ratio at US$ 1 while the main explanatory variables are aid given to the
agricultural sector and the PPE.® The fixed effects panel estimator was used and found that a 1%
increase in agricultural aid reduces the headcount poverty ratio by 0.2% in the aid recipient
countries. The study also found that the growth elasticity of the headcount poverty ratio ranges
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from 1.7 to 3.5 based on different specifications. The paper concluded that agricultural aid is
effective in poverty reduction directly and indirectly through growth (Kaya et al., 2013, p. 593).

3.4. Summary of findings from a survey of the empirical literature

Table 1 gives a summary of some empirical studies reviewed herein. The first panel of Table 1
shows studies which used non-monetary or social development indicators as proxies for poverty,
and the second panel shows studies which used monetary measures of poverty (such as poverty
rate, poverty gap and squared poverty gap).

In summary, the empirical studies reviewed herein show mixed results. The main finding from
this selective survey of the literature is that though the impact of aid on poverty yields inconclusive
and conflicting results, the majority of the papers surveyed found significant evidence of the
effectiveness of foreign aid on poverty reduction. This means that in general, foreign aid reduces
poverty, irrespective of the type of poverty measures used. Of the studies which showed that
foreign aid was effective in reducing poverty, it was found that: (i) democracy enhances the
effectiveness of aid; (ii) aid targeted at pro-poor public expenditures such as agriculture, education,
health and other social services was effective; and (iii) aid disbursed in production sectors, infra-
structure and economic development was more effective in reducing poverty.

4. Conclusions

The main objective of this study was to survey empirical literature on the impact and effectiveness
of foreign aid on poverty reduction. In order to include many studies, we used wide-ranging
definitions of both poverty and foreign aid. However, despite using the wide-ranging definitions,
there is a general scarcity of studies which focus specifically on the poverty-aid nexus.

The study divided the reviewed empirical literature into two broad groups: the studies which used
non-monetary measures of poverty and those that used monetary measures of poverty. The survey
results show that foreign aid has had a positive impact on poverty reduction, as reported by the
majority of studies in both the non-momentary and monetary measures of poverty groups. This means
that in general, foreign aid reduces poverty, irrespective of the type of poverty measures used.
However, this study shows that the recently developed multidimensional measures of poverty such
as HPI, MPI and MPI-1 have not been used in the literature on the effectiveness of foreign aid.

Of the studies which showed that foreign aid was effective in reducing poverty, it was highlighted that
(i) democracy enhances the effectiveness of aid; (i) aid targeted at pro-poor public expenditures such as
agriculture, education, health and other social services was effective; and (iii) aid disbursed in production
sectors, infrastructure and economic development was more effective in reducing poverty. The main
policy implication is that these channels should be considered when making policy decision on aid
allocation.

However, given the relatively few studies, further studies are recommended, especially studies
which (i) investigate the impact of foreign aid on poverty using the different measures of poverty,
including the recently developed multidimensional measures of poverty; and (ii) assess the chan-
nels through which foreign aid affects poverty.
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3. A poverty-efficient aid program is one which reduces
poverty by as much as possible.

4. The case studies are Ethiopia and Uganda, where aid
effectiveness has been impressively high and
Zimbabwe and Malawi, where it has been depressingly
low (Mosley & Suleiman, 2007, p. 140).

5. See also Gomanee et al. (2003) for a detailed discus-
sion of PPE.

6. As per Mosley et al. (2004) and Gomanee et al.
(2005q).
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