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Abstract: This study examines the growth and determinants of foreign aid allocation to Nigeria. This study is
necessitated by the fact that most studies examines this issue with either panel data analysis or cross country
analysis framework, which do not really show specific country characteristics and moreover, there 1s no time
series analysis on the determinants of foreign aid allocation in Nigeria. The study employed Ordinary Least
Square method of estimation with an autoregressive model to examine the short run and long run coefficients
of the determinants. Data for the study were mainly secondary source extracted from the World Development
Indicator, 2007, The study revealed that both at the short run and steady state, national income per capita, total
debt service, population and domestic saving all have positive impacts in the determination of foreign aid
allocation to Nigeria. However, net barter term of trade has negative impact on it. The study then recommends
that policies aim at reducing the dependency and proper use of foreign aid be implemented.
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INTRODUCTION

The benefits of foreign aid have recently been under
severe scrutiny. Several observers argued that a very
large portion of foreign aid flowing from developed to
developng countries 1s wasted and only increases
unproductive public spending. Poor mstitutional
development, corruption, inefficiencies and bureaucratic
failures m the developing countries are often cited as
reasons for the result (Alesina and Dollar, 1998; Furuoka,
2008). While there are many reasons for giving foreign aid,
a major argument for such aid 1s that this assistance will
increase the rate of economic growth in countries, which
are recipient of aid. These expectations of aid induced
growth however have often been unrealistic. The
explanation 1s that aid largely goes to consumption rather
than productive activities which crowd-out domestic
savings and mvestment. Nigeria is among the African
countries ranks low on international comparisons. The
country occupies most of the bottom places in income per
capita, percentage of population living mn poverty, life
expectancy, AIDS prevalence, literacy, mfant mortality
and human development index among others. Nigeria is
also a huge growth disappomtment mn the last four
decades having the worst growth rates in the world. The
west has responded to Nigeria tragedy by intensive
mvolvement of foreign aid agencies and international
organization. On the average, African countries which
Nigeria is not an exception receives much more aid as
percentage of its mcome than other developing countries
and has spent more time on International Monetary Fund
(TMF) programmes {Easterly, 2005).
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Recent years have seen a surge in calls for more
foreign aid to Africa in order to eliminate the continent’s
poverty. Developed countries, international orgamzations
and other Philanthropists have all made renewed pleas for
a massive infusion of development aid to Africa. Experts
who argued in favour of more aid to Africa are of the view
that mjecting more foreign aid would materially benefit its
people. The role of western assistance in alleviating
Africa extreme poverty depends on various theories on
why Africa 18 poor. Economists overtime have msinuated
different models of poverty that have different
implications for foreign aid. These include the big
push models and foreign aid, project intervention
{education, health and mfrastructure), models of policies
and growth as well as aid, mstitutions and development.
Based on these theories and others, several researchers
have examined empirically the determinants of aid
allocation and its impact on recipient countries.

A recent research by Furuoka (2008) studied the
determinants of aid allocation, which he adopted Arellano
and Bond Generalized Method of Moment (GMM) type of
estimator for 152 developing countries for the period
2000-2005. The empirical findings revealed a complex
nature of foreign aid allocation with a dynamic panel
model but the static panel model mdicated that aid denors
tended to provide larger amounts of foreign to poorer
countries. The study specifically examined four
determinants vis-a-vis: gross national product per capita,
total debt services, net barter terms of trade and total
population of recipient countries.

Alkonor (2008) exarmned foreign aid impact to Africa
using theoretical and descriptive quantitative analyses
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revealed that aid is not a panacea for Africa’s
development woes. The study revealed further that
foreign aid has so far created a welfare continent mentality
and has become the hub around which the spokes of most
African economies tumn. The study also stated that
dependency on foreign aid has compromised the
sovereignty of African countries and that it is very
unfortunate that aid has taken >50% of Sub-Saharan
African countries budgets and seventy percent of their
public investment.

Alesina and Weder (2002) studied the effect of
corrupt governments on aid allocation for 20 developing
counties. The study adopted a panel analysis and as well
Tobit model for 5 year. The study revealed that there is no
evidence of less corrupt countries receiving more foreign
aid and the study never uncovered any weak evidence of
a negative effect of corruption on received foreign aid.

Alesina and Dollar (1998) studied the pattern of
foreign aid allocation from various donors to receiving
countries. The study revealed that the direction of foreign
aid is dictated by political and strategic considerations of
the recipients and that colonial past and political alliances
are the major determinants of foreign aid. The study used
probit model to estimate the likelthood that a developing
country receives aid and also adopted Tobit model to
estimate the response of the aid flow to the variables.

Burnside and Dollar (2000) studied the interactions
among choice of macroeconomic policies and growth
and revealed that aid is beneficial to countries that adopt
appropriate and stable policies. However, the study
revealed no evidence that foreign aid encourages the
adoption of good macroeconomic policies. The study
then showed that foreign aid is a waste to countries
without appropriate and stable domestic policies.

This study intends to contribute to this discussion
by analyzing the determmants of foreign aid allocation to
Nigeria. The studies that examined the determinants of
foreign aid especially in Africa excludes savings rate as
one of the determinants.

The main thrust of this study 1s to include savings as
a determinant of foreign aid and examine their relationship
empirically since in the big push model, low saving on the
part of most developing countries 1s the brain behind the
need for foreign aid.

MATERIALS AND METHODS

Data definition and source: With the aim of exarmining the
determinants of foreign aid allocation, this study shall
employ Nigeria annual series data from 1980-2007. These
series include overseas development assistance as a
proportion of GNP (ODA), National Income per capita

(GNT), Total Debt Service payment (TDS), net Barter Term
of Trade (BTT), Population (POP), gross domestic saving
as a proportion of GNP (ASY). The variables under
consideration are mainly sourced from the World
Development Indicator (WDI), 2007.

Model specification: Contrary to many of the earlier
studies which simply concentrated on a long run
specification or panel analysis in determination of foreign
aid allocation, this study extends its tentacle by examining
the short run and long run relationship between foreign
aid growth and its determmants. Therefore, following
Furuoka (2008), it is hypothesized that Official
Development Assistance (ODA) depends on National
Income per capita (GNI), Total Debt Service payment
(TDS), net Barter Term of Trade (BTT) and Population
(POP). However, to argument the Furuoka specification
based on the big push hypothesis, we include gross
domestic saving as a proportion of GNP (ASY) m the
model which previous studies ignored. Thus, the
subsequent equation to be estimated is outlined thus:

oda = f (gny, tds, btt, pop, asy) (1)

However, to determine the short run relationship, we
include the lagged value of ODA adopted from Tyoha
(2004 and Edo (2001) to transform the functional form to
be an autoregressive model. Thus, the equation m a
log-linear form is given as:

oda, = a, + ¢,oda,, + c,gni, + o;tds, +
o,btt, + aspop, + aasy, + £, (2

where, o, ¢; ¢, & and o, are the short run coefficients.
For the purpose of examining the long run coefficients:

oda, = oda,, = oda, (3)
Hence, solving Eq. 2:

oda-,0da,, = o + ogni, + ctds, + o,btt, +
apop; + cgasy . (4)

(1-t)oda,” = ¢, + o,gnit + ;tds, + a,btt, +
ospop, + tgasy, - £ (5)

odat* = oy/1-a, + ot/ 1-e g, + /1 - tds, +
/1 - btt, + a1 -0, pop, +
/1 -casy, + £/1-¢r, (6)

where, o,/1-ct,, o0/1-ct,, o/1-c0,, w/1-ct,, ¢ /1-¢¢, are the
long run coefticients.
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Note that the use of lower case letters indicates that
the variables are in their log forms. The use of natural log
transformation model allows the determation of the
responsiveness of foreign aid allocation to changes in the
predictors used in this study.

RESULTS AND DISCUSSION

This study presents the empirical results of the
systematic econometric process in this study. For easy of
appreciation and following the methodological procedures
earlier stated, the results are outlined in the followmng
order.

In Table 1 the R* value indicates that per capita
income, total debt service, barter term of trade, population
and domestic saving account for 86% of the total
variation in official development assistance for the sample
period. The f-statistics value of 28.39, which is significant
at both 1 and 5% mdicates that there 1s a considerable
harmony between Official Development Assistance
(ODA) and all the explanatory variables put together. The
table also shows that the coefficients of the explanatory
variables pass the sigmficant test at 5% level. Moreover,
a desirable property of the econometric result 1s the value
of the Durbin-h statistics, which indicates the absence of
autocorrelation in the error term.

The result shows that the past value of official
development assistance has positive influence m the
determination of foreign aid allocation. Though, this is
just a fraction which is less that one. The per capita
mcome, total debt service, population and domestic
saving have short run elasticity coefficients of 1.77, 0.73,
2.95 and 0.90 respective. This implies that they are all
positively related to the determination of foreign aid
allocation for the sample period. A 1% increase in any of
them will positively mfluence foreign aid allocation by the
percentage of the value of their coefficient presented
above in the short run. But this result is counter intuitive
specifically with regards to positive coefficients of per
capita mcome and total debt service. It was shown in the
result that term of trade has negative impact in the
determination of foreign allocation and it has a short run
elasticity coefficient of -1.07.

Presented below 1s the equation for the long run
elasticity coefficients:

oda,’ = -109.40 + 3.52gni, + 1.45tds-2.13btt, +
5.86pop, + 1.7%asy, (7)

In Eq. 7, it is shown that per capita income has a long
run coefficient of 3.52 on aid allocation and total debt
service has a long run coefficient of 1.42 but the barter

Table 1: The result of the short un model

Variables Coefficients SE t-statistics Prob.
C -55.02910 19.32360 -2.847766 0.0103
LOG (ODA(-1)) 0496631 0.146027 3.400947 0.0030
LOG (GND) 1.767547  0.564751 3129781 0.0055
1.OG (TDS) 0.732726  0.236653 3.096202 0.0059
LOG (BTD -1.068211  0.505084 -2.114919 0.0479
LOG (POP) 2953465 1.083888 2.724881 0.0134
LOG (ASY) 0901768 0.418540 2.154557 0.0442
R? 0.899681 Mean dep. var 19.033720

AdiR? 0.868002 8D dep. var 1.261577

3.E. of reg. 0458350  Akaike info criteria  1.502438

Sum squ resid 3.991615 Schwarz criteria 1.841156

Log likelihood -12.53170 F-stat 28.399430

Durbin-h 2311018  Prob (F-stat) 0.000000

Dependent variable: LOG (ODA); Sample: 1980-2007

term of trade has a long run coefficient of -2.13 while that
of population and domestic saving are 5.86 and 1.79
respectively. Therefore, at the steady state, the above
coefficients are the long run effects of the explanatory
variables on foreign aid allocation n Nigeria.

CONCLUSION

This study estimated the short run and long run
relationship of the determinants of foreign aid allocation
to Nigeria for the period 1980-2007. Five explanatory
variables were taken into consideration: national income
per capita (GNI), Total Debt Service payment (TDS), net
Barter Term of Trade (BTT), Population (POP), gross
domestic savings as a proportion of GNP (ASY). The
study employed the Ordinary Least Square method of
estimation contained m the E-Views 4.1 package. The
study revealed that per capita mcome, total debt service,
population and domestic saving all have positive
influence on foreign allocation to Nigeria at both the short
mun and long mn. However, net barter term of term of trade
had negative impact on foreign inflow determination. The
main issue of concern is that foreign aid flow might
encourage wasteful and unproductive public spending
and as well permit a relaxation m savings effort. There 1s
therefore the need for Nigeria government to implement
policies that will reduce dependency on foreign and as
well ensure proper use of aid to productive public
spending.

ACKNOWLEDGEMENTS

I whole heartedly wish to express my profound
gratitude to my beloved wife Idekegbamim P. Fregha and
my son Divine for the perseverance, sacrifice and moral
support throughout the duration of the research. T am also
indebted to Tomson Ogwang of the Brock Umniversity,
Canada for the mspiration impacted onme on Econometric
research.



Pak. J. Soc. Seci., 6 (5): 309-312, 2009

REFERENCES

Akonor, K., 2008. Foreign aid to Africa: A hollow hope?
International Law and Politics (JILP), 40: 1071-1078.
www law nyu.edu/ecm_dlv/.. Jecm pro059426.

Alesina, A. and B. Weder, 2002. Do corrupt
governments receive less foreign? Am. Econ. Rev.,
92 (4): 1126-1137. www jstor.org/stable/3083301.

Alesina, A. and D. Dollar, 1998. Who gives foreign aid,
to whom and why? I. Econ. Growth, 5 33-63.
www.nber.org/papers/wo61 2.

Burnside, €. and D. Dollar, 2000. Aid, policies and
growth. Am. Econ. Rev., 4: 847-868. www jstor.org/
stable/117311.

312

Easterly, W., 2005. Can foreign aid save Africa?
Saint John’s University. Clemens Lecture Series,
17: 1-28.
Clemens2005.

Edo, S.E., 2001. Demand for new issues in the capital
marlet: The role of stock market liquidity. T. Scc. $
Mgt. Sci, 29 (3): 229-224.

Furucka, F., 2008. A dynamic medel of foreign aid
allocation. Econ. Bull., 15: 1-13. vanderbilt.edu/2008
/.. /EB-0BO100124.

Tyoha, M.A., 2004. Applied Econometrics. 1st Edn.
Mindex Publishing, Benin, pp: 25-32. ISBN: 978-803-
51-91.

www.csbsju.edu/clemens/images/



