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Has the process of foreign-led assistance/development fostered economic growth and development around the 
globe? Reviewing the literature, this paper charts out the foreign aid landscape, in terms of its salient stakeholders, 
operational dynamics, and historical evolution, following which an attempt is made to o�er a comprehensive 
summary and analysis of the academic literature on the phenomenon. 

Results were generally mixed, with some authors suggesting a positive relationship, others a negative one, and 
others still claiming excessive heterogeneity to take a de�nitive stance. From a zoomed-out perspective, it can be 
said that foreign aid may facilitate GDP growth, but only if certain macroeconomic and political conditions are �rst 
met – which, in the case of the vast majority of developing countries, is unlikely under current circumstances. 
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Up until the 20th century, foreign aid largely took the form of military assistance for purposes of con�ict and 
geopolitical manoeuvring. The phenomenon of structured economic assistance to countries began, as per most 
accounts, with the Marshall Plan of 1948, in which transfers of resources were proposed in an e�ort to facilitate 
recovery – particularly in Western Europe – following the turbulence of World War 2. According to some scholars, 
however, the ‘logic’ of foreign aid – i.e. technocratic, top-down, and largely standardized ‘development’ assistance – 
began much earlier. William Easterly, for instance, documents that the United States was already involved in this 
process from 1927 onwards in China: where the Rockefeller Foundation was funding research projects and 
documenting China’s economic trajectory. (Easterly, 2014)

In other words, the political economy of foreign aid is a real arena – and notions of ‘neutrality’ in this particular 
context are suspect. This is further evidenced by the fact that Britain, for instance, immediately kick-started 
development projects around the �nal stages of World War 2 in its own colonies around the globe, particularly in 
the subcontinent and northern Africa. This is due, as per Easterly, to their having lost credibility during the 
preceding �ve years in the eyes of their subjects: who unanimously noted a clear mismatch between the rhetoric of 
‘liberty, equality, and fraternity’ hey espoused and their actions during the con�ict. In response to this, various 
‘development’ projects were initiated in an e�ort to preserve some form of control over the colonized regions – 
which lasted a short period before decolonization movements took o� around the globe. (Easterly, 2014) 

It is worth noting here, as well, that most bilateral aid providers have accepted that aid is a foreign policy tool. Multi-
laterals lenders such as the IMF and the longer term lenders such as the World Bank, ADB, IMF, etc. are a�ected by 
foreign policies of their major shareholders! While the term “aid” is meant to be a benign philanthropic enterprise, 
especially in Pakistan, we must examine it more carefully. Lenders have also adopted the benign term of “donor” to 
convey a philanthropic tone which in reality does not exist.

It is worth pointing out here that the Marshall 
Plan, besides streamlining assistance for 
post-war recovery in Europe, also established a 
series of incentives for these various countries to 
not ally with the Soviet Union as the Cold War 
took o� in 1945. This is also around the time the 
United Nations and World Bank were formally 
established, with the intention of facilitating 
‘development’ via loans to low-income countries 
as part of the agreement during the Bretton 
Woods Conference a year in 1944. 

Much of aid is loans though longer term and at concessional interest rates. All aid (grants and loans) comes with 
strings attached. 

     All aid has some form of conditionality. Conditionality is based on the prevailing paradigm in development 
economics that have been developed in the West. Conditionality can also be based on the foreign policy needs of 
the major shareholders.  

1. HISTORICAL BACKDROP AND POLITICAL 
ECONOMY OF FOREIGN AID

2. THE LANGUAGE AND MEANING OF AID 

Source: World Bank

Figure 1. Net O�cial Development Assistance and O�cial Aid Received, 
Global Aggregate in USD Billions
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 To determine conditionality, lenders have developed so-called “technical assistance” (TA). Consultants
from universities and businesses, therefore, visit Pakistan and other developing countries to study questions they 
de�ne and give us suggestions for policy. This is in keeping with the orientalist tradition. (Said, 2016). Overtime 
conditionality has become increasingly intrusive, e.g. by getting into cities’ maternity health, child nutrition, 
livelihood, and a plethora of other local subjects in the name of development. As Deaton (2015) notes, this intru-
sive TA erodes governance structures, lacks detailed local knowledge and ownership, and relies on one-size-�ts-all. 
 Costs of the TA and the conditionality monitoring are hidden in so-called concessional loans and grants, which 
are signi�cant and makes the loan costly often beyond market rates. (Nadim, 2022)
 TA brings in low quality consultants often to replace the best talent from a poor country, the latter contribut-
ing to brain drain. On balance, the country loses talent to build institutions and markets. (Haque and Khan, 2007) 
(Haque and Aziz, 1998).  
 Finally, TA competes with domestic research capacity and is often said to dump on the local research market 
as it comes bearing gifts. (Haque, 2020).  

For this brief survey, a comprehensive review of scholarly literature on ‘foreign aid e�ectiveness’ has been 
conducted – with a focus on the relationship between aid in�ows and economic growth in particular. In order to 
cover the largest possible sample size, a total of 18 studies – including 4 meta-analyses – were selected for this 
purpose. Details of author(s), publication year, question/hypothesis, sample, and overarching conclusions are all 
described.

Studies highlighted in green indicate a positive relationship between aid in�ows and economic growth, whereas 
those in red indicate a negative relationship. On the other hand, those in yellow indicate both – depending on the 
speci�c timeline in question and other macroeconomic and political factors. Findings outlined below.  

3. METHODOLOGY

4. SYNOPSIS MATRIX OF LITERATURE 

Title Author(s) Year Hypothesis
/Question Overarching Conclusion

Foreign Aid E�ectiveness 
and the Strategic Goals of 
Donor Governments

“Foreign aid can promote economic 
growth in recipient countries by 
facilitating economic reform, but only 
when the strategic bene�ts associated 
with providing aid are small for donor 
governments. When the strategic bene�ts 
are large, foreign aid becomes ine�ective 
because Western governments cannot 
credibly enforce their conditions for 
economic reform…” (Bearce and Tirone, 
2010)

David H. Bearce and Daniel C. 
Tirone 2010 2010

Western aid should 
be more positively 
associated with 
recipient economic 
reform after 1990

Western aid should 
be more positively 
associated with 
recipient economic 
growth after 1990 (5 
year lag)
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Title Author(s) Year Hypothesis
/Question Overarching Conclusion

The E�ect of Foreign Aid on 
Economic Growth in 
Developing Countries 

Politics and the E�ectiveness 
of Foreign Aid

Aid and Growth: What 
Meta-Analysis Reveals

Aid E�ectiveness on Growth: 
A Meta Study

A Meta-Analysis of Aid 
E�ectiveness: Revisiting the 
Evidence

The Ine�ectiveness of 
Development Aid on 
Growth: An update

New Evidence on the Impact 
of Foreign Aid on Economic 
Growth

Ramesh Durbarry; Norman 
Gemmell; David Greenaway

Does foreign aid 
have the ability to 
assist developing 
countries in stimulat-
ing faster growth

“Robust evidence, from a variety of 
samples and alternative econometric 
techniques, that greater foreign aid 
in�ows have a bene�cial e�ect on LDC 
growth, conditional on a stable 
macroeconomic policy environment in 
those countries.” (Durbarry et. al, 1998) 

1998

Hristos Doucouliagos and 
Martin Paldam 

Tseday Jemaneh Mekasha 
and Finn Tarp

Hristos Doucouliagos and 
Martin Paldam

Tseday Jemaneh Mekasha 
and Finn Tarp

Peter Boone

Foreign aid has a generally negative 
impact on the economic growth of 
developing countries, with two out of the 
three periods studied (1980-89 and 
2000-07) indicating a negative relationship 
and one (1990-99) indicating a positive 
one  

“Aid does not promote economic develop-
ment for two reasons: poverty is not 
caused by capital shortage, and it is not 
optimal for politicians to adjust distortion-
ary policies when they receive aid �ows. In 
programs where conditionalities are 
absent, underdeveloped, or di�cult to 
uphold, e�ect of aid is to increase 
consumption without any improvements 
in basic measures of human development. 
This was particularly true for programs 
between 1971 and 1990.” (Boone, 1995)

E. M. Ekanayake and Dasha 
Chatrna 2010 2010

1995

2012

2006

2019

2010

Foreign aid 
promotes growth in 
developing 
countries during the 
period 1980-2007

Foreign aid 
programs reduce 
poverty, promote 
economic develop-
ment, and improve 
basic measures of 
human development 
such as infant 
mortality and 
primary schooling 
ratios.

Foreign aid contrib-
utes to economic 
growth and develop-
ment

Has the AEL 
established that aid 
has an impact on 
economic growth? 
And, if it has, how 
large is the impact?

Foreign aid contrib-
utes to economic 
growth and develop-
ment

“The positive impact of aid on growth in 
Mekasha and Tarp (2013) is shown here as 
being robust to the inclusion of new 
studies in the meta-analysis and this 
appears to be true for di�erent time 
horizons…” (Mekasha and Tarp, 2019)

“On average, aggregate development aid 
�ows are ine�ective in generating growth. 
Also, we con�rm a striking pattern in the 
results: As the number of estimates has 
increased, the partial correlation of aid 
and growth keeps declining.” (Doucoulia-
gos and Paldam, 2010)

“There is heterogeneity in the estimate of 
the true e�ect of aid on growth across the 
68 studies. Furthermore, the e�ect 
homogeneity assumption can be rejected, 
from the outset, on theoretical grounds. 
Our results show that the weighted 
average e�ect of aid on growth from the 
68 studies is positive and statistically 
signi�cant with a magnitude of 0.098.” 
(Mekasha and Tarp, 2012)

“Taking all available evidence accumulat-
ed over 40 years of research into consider-
ation, we have to conclude that the AEL 
has failed to prove that the e�ect of 
development aid on growth is statistically 
signi�cantly larger than zero. We are forced 
to conclude that aid has not, on average, 
achieved its stated aims of generating 
development.” (Doucouliagos and Paldam, 
2006)

A) Has the literature 
�nally overcome the 
aid ine�ectiveness 
result? B) Increasing-
ly studies try to 
adjust for simultane-
ity bias. Has the 
evidence shown the 
existence of this 
bias? C) New 
evidence suggests 
that some aid 
components may 
have a positive e�ect 
on growth - is this 
true?
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Title Author(s) Year Hypothesis
/Question Overarching Conclusion

Evaluating the Impact of 
Foreign Aid on Economic 
Growth: A Cross-Country 
Study

Does foreign aid contribute 
to or impeded economic 
growth?

A meta-analysis of aid 
e�ectiveness

Does foreign aid really raise 
per capita income? A time 
series perspective

Foreign aid and economic 
growth: New evidence from 
a panel data approach for 
�ve South Asian countries

Foreign aid and economic 
growth: an econometric 
study of Bangladesh

Dimitrios Asteriou

Anisul Islam

“Foreign aid is bene�cial to the economic 
growth of developing countries. The 
present empirical results also suggest that 
non-linearity (negative e�ects of high aid 
in�ows) and time lags in the aid-growth 
relationship, country heterogeneity, and 
endogeneity of foreign aid should be 
factored in when assessing the impact of 
foreign aid on the economic growth of 
developing countries.” (Moreira, 2005)

“The relationship presented a U-shape 
between foreign aid and economic growth 
using data for 95 developing countries 
from the years of 2005 through 2013. 
Moreover, we found positive relationship 
between the population and foreign direct 
investment on economic growth. Interest-
ingly, results strongly support the view 
that both FDI and POP to be more import-
ant determinants of GDP, implying that 

“The positive impact of aid on growth 
documented in Mekasha and Tarp (2013) is 
found to be robust to the inclusion of new 
studies in the meta-analysis and this 
appears to be true for di�erent time 
horizons.  Publication bias is not a concern 
in the aid-growth literature and the 
observed e�ect is not an artefact hereof.” 
(Mekasha and Tarp, 2018)

“The direct impact of aid on per capita 
income is statistically insigni�cant or 
negative, but very small (in highly 
aiddependent countries). This �nding 
holds not only for the long run and 
recipient countries in general, but also for 
sub-groups of recipient countries, which 
have been grouped according to above/-
below average aid-to-GDP ratios, level of 
human development, level of income and 
region of the world.” (Lehmann et. al, 2012)

“The PMG estimates provide ample 
support of a strong positive relationship 
among the foreign aid over GDP ratio and 
GDP growth. There is also clear evidence of 
a positive investment share e�ect on GDP 
growth (the PMG investment growth 
coe�cients is positive and highly 
signi�cant).” (Asteriou, 2008)

“Foreign capital appears to have some 
positive role to play in the process of 
economic development in Bangladesh 
although not all of its categories are 
equally important. Loans and food aid 
appear to exert a stronger in�uence on 
economic growth than the other catego-
ries. It is also found that domestic resourc-
es exert a much stronger e�ect on growth 
than foreign resources. As such. govern-
ment policy needs to focus more heavily 
on mobilizing domestic resources rather 
than relying on foreign resources for the 
economic transformation of Bangladesh.” 
(Islam, 1992)

Sandrina Berthault Moreira 

Thian-Hee Yiew and Evan Lau

Tseday Jemaneh Mekasha 
and Finn Tarp

Felicitas Nowak-Lehmann, 
Axel Dreher, Dierk Herzer, 
Stephan Klasen, Inmaculada 
Martinez-Zarzoso

2005

2018

2018

2012

2008

1992

Does foreign aid 
contribute to the 
growth of developing 
countries? 

Does foreign aid 
contribute to the 
growth of developing 
countries? 

Has aid e�ectiveness 
changed over time 
and if so is the 
change genuine or 
an artefact of 
publication bias?

Is there a relationship 
between foreign aid 
and per capita 
income, and if so, 
what is its nature?

What is the 
relationship between 
foreign aid and 
economic growth in 
South Asia, namely: 
Bangladesh, Nepal, 
India, Sri Lanka, and 
Pakistan? 

To what extent did 
foreign aid assist the 
economic growth 
and development of 
Bangladesh following 
its independence 
from Pakistan?
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Out of the 18 studies in question, 7 reported a negative relationship between foreign aid in�ows and economic 
growth, 8 reported a positive relationship, and 3 reported a mixed relationship.  

The mixed relationship that was observed in two of the studies was based on a) the timeline, i.e. negative in the 
short-run and positive in the long-run, b) a positive relationship observed only in speci�c forms of aid, i.e. loans and 
in certain areas, in this case food security, and c) when the macroeconomic policies were ‘good’ – although a clear 
de�nition of this was missing. For (b), it was also observed that a comparative analysis of foreign and domestic 
resource mobilization for purposes of development suggested the latter is much more superior in fostering 
economic growth and development. 

• when strategic bene�ts for the donor were small, meaning initiatives were easy to track/monitor
• when a stable macroeconomic policy environment was present and ensured for future
• when a time lag of approximately 5 years was taken into account 
• when the political landscape was generally stable and not prone to turbulence

On the other hand, the studies reporting positive relationships largely emphasized certain important caveats to the 
linkage with economic growth. Some of these were as follows.

Title Author(s) Year Hypothesis
/Question Overarching Conclusion

Does Foreign Aid Accelerate 
Economic Growth? An 
Empirical Analysis for Nigeria

Aid, Policies, and Growth

Aid, Policies, and Growth: 
Comment

Aid, Dutch Disease, and 
Manufacturing Growth

Raghuram G. Rajan and 
Arvind Subramanian

William Easterly, Ross 
Levine, David Roodman

Craig Burnside and David 
Dollar

Ismail I. Fasanya and 
Adegbemi B. O. Onakoya

“The model developed in this paper 
provides evidence supporting the conten-
tion that foreign aid positively impacts 
economic growth in Nigeria. The policy 
variables reverse the positive e�ect of aid, 
even making it detrimental to economic 
growth in some cases. Therefore, donor 
governments should be aware of the 
political situations in recipient countries, 
and work with international bodies to 
ensure as much stability as possible. Sound 
policy and good economic management 
matter more than foreign aid for Nigeria…” 
(Fasanya and Onakoya, 2012)

2012

To what extent did 
foreign aid assist the 
economic growth 
and development of 
Nigeria? 

What is the impact 
on foreign aid in 
developing countries 
that have a) good 
�scal, monetary, and 
trade policies, and b) 
poor �scal, monetary, 
and trade policies?

Does foreign aid 
contribute to 
economic growth in 
the ‘developing’ 
world?

What e�ect do aid 
in�ows have on 
recipient countries’ 
long term growth 
rates and overall 
competitiveness?

The overarching �ndings are that “aid has a 
positive impact on growth in developing 
countries with good �scal, monetary, and 
trade policies. In the presence of poor 
policies, aid has no positive e�ect on 
growth.” (Burnside and Dollar, 2000)

This paper was a response to Craig 
Burnside and David Dollar (2000), and 
argued that “adding additional data to the 
BD study of aid e�ectiveness raises new 
doubts about the e�ectiveness of aid and 
suggests that economists and policy 
makers should be less sanguine about 
concluding that foreign aid will boost 
growth in countries with good policies.”  
(Easterly et. al, 2004)

The authors o�er signi�cant “evidence that 
aid in�ows have systematic adverse e�ects 
on the relative growth of labor intensive 
and export sectors, and… that aid depress-
es the average growth rate of the manufac-
turing sector in a country.” (Rajan and 
Subramanian, 2006)

2000

2004

2006

5. ANALYSIS
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Among the studies reporting negative relationships, it is worth pointing out that this correlation was not 
particularly strong – i.e. that aid did not reverse growth by a signi�cant amount in any of the cases studied, but a clear 
pattern of ine�ectiveness was observed. Rajan and Subramanian took the strongest stance against aid in this regard, 
arguing that it adversely impacts key sectors involved in export markets – including manufacturing, which is generally 
considered the foundation of healthy economies around the world.  

It bears mentioning that some of the studies reporting negative/negligible relationships between aid and growth 
were of the view that this is due to the evolving nature of development assistance – which has, over time, morphed 
from narrowly focusing on economic growth (measured by GDP) to broader objectives that revolve around the 
incubation of social sectors including education, healthcare, livelihood, nutrition, and other thematic areas under the 
umbrella of the United Nations’ Sustainable Development Goals (SDGs). These are all, however, intimately tied to 
economic growth – which suggests that this transition away from economic growth and into the social sector may also 
be largely ine�ective, something the Pakistan Institute of Development Economics intends on verifying in future work 
on the topic of foreign aid.

The overarching conclusion from the above synopsis is that foreign aid has had mixed results across the globe, and 
where these have tilted in the positive direction it has been as a direct consequence of certain factors – outlined 
above. Therefore, the sweeping claim that there is a direct and positive relationship between aid in�ows and economic 
growth/development is misguided. Aid-�ows are increasingly shrinking in relation to the needs of developing coun-
tries and market access is increasing for these countries. Moreover, as pointed out above aid �ows are not as conces-
sional as claimed as they are loaded with technical assistance and other charges. 

It is also worth probing into the e�ects of foreign aid on sovereignty. Indeed, years of foreign-led aid/development 
projects and initiatives have functioned to ‘crowd out’ the space for indigenous, context speci�c research and policy 
formulation in Pakistan (see Haque 2020). Considering the generally fragile nature of democracy, this has meant an 
increasing amount of space granted to the interests of external authorities pursuing their narrow, opportunistic inter-
ests. As is the case with all policy, this has generated winners and losers – with the vast majority of Pakistan’s popula-
tion not included at any stage of this elaborate process and experiencing no improvements in their living standards.

According to Friedrich Hayek, the nature of knowledge is always di�use, extremely context-speci�c, and largely unar-
ticulated – meaning that top-down initiatives are destined for failure. This has, to be fair, been challenged since the 
advent of the internet, which revolutionized the production and dissemination of knowledge, but this does not mean 
it may be substituted for proactive, decentralized, and representative local body governments and, more broadly, 
institutions that respond to the genuine needs and desires of their constituents. In this regard, a federally adminis-
tered approach is bound to be ine�ective – let alone the initiatives of donor agencies headquartered on the opposite 
end of the globe. (Hayek, 1945)

William Easterly, in his book titled, ‘The Tyranny of Experts’, elucidates on the above by pinpointing three primary 
pitfalls in the logic of foreign-led ‘development’ today. First, that it perceives regions/territories as ‘blank slates’ rather 
than the product of centuries of history. This decontextualized approach is bound to fail as it does not appreciate the 
fact that every situation is unique, with its own set of norms, cultures, traditions, political dynamics, institutional 
arrangements, and more – instead relying on a one-size-�ts-all strategy. Second, that nations are granted priority over 
individuals. This means that rather than focusing on how to expand freedoms at the basic human level via the 
guarantee of fundamental rights such as that of speech, trade, association, assembly, petition, etc., the activities of 
international �nancial institutions are based on a ‘tinkering at the margins’ approach that is meant to achieve abstract 
objectives for nations – such as ‘regional integration’ and ‘curtailing brain drain’. The consequences of this has been a 
hindering of genuine progress based on individuals having the freedom to self-actualize and contribute to the global 
economy with their unique talents and skillsets. Finally, foreign aid has from its inception been based on ‘conscious 
design’ rather than spontaneous solutions.  . This means that a speci�c set of prescriptions are meted out to recipient 
countries, who are asked to implement these – even if it must entail force/violence – in exchange for further aid. 

6. CONCLUSION



Rather than leveraging markets, technology, and people themselves to agglomerate information and adopt an impro-
visational approach, foreign-led ‘development’ instead relies on textbook solutions that have little to do with the real 
world, and are thus virtually impossible to truly ‘implement’ and have failed to generate sustainable solutions to press-
ing socioeconomic ills around the developing world. (Easterly, 2014)

Dambisa Moyo, an African scholar and economist, has elaborated upon the above by outlining the manner in which 
systemic aid, i.e. led by multilateral donor agencies and international �nancial institutions, has led to little results in the 
continent despite over USD 1 trillion being spent over the decades. This, she claims, is the result of absent oversight 
and involvement from the governments – who have essentially abdicated their responsibilities and granted the NGO 
sector a virtually free hand in working with and facilitating inroads from various donor agencies in a largely uncritical 
and opportunistic manner – leading to only short term gains for a small elite that operate in this space. Considering 
that IFIs generally push large-scale privatization, deregulation, and liberalization, this becomes as a vicious cycle 
which functions to crowd out space for checks and balances from government agencies, who are told – by ‘experts’ – 
to not intervene in the free market. On the �ip side, interventions from IFIs tend to encourage higher taxation on the 
SME (small and medium enterprises) sector – the engine of growth via entrepreneurship – primarily because they are 
easy to control and do not have signi�cant lobbying power like rent-seeking big industrialists might. All this is, of 
course, assuming that governments here even have the incentive to ‘correct’ this perverse arena, which in the vast 
majority of Africa they do not – which prompts top bureaucrats to instead involve themselves in the space and 
appropriate resources via ‘permissions’ and under the table dealings in order to enhance their personal wealth. (Moyo, 
2009)
In closing, it is pertinent to emphasize that it is far from self-evident that foreign aid in�ows generate economic 
growth and development – as demonstrated via a holistic assessment of the academic work that has historically been 
conducted on this phenomenon. Policy makers in Pakistan, therefore, ought to adopt a more context-speci�c 
approach that is inwardly focused on structural reform of key institutions in a manner that, �rst and foremost, incorpo-
rates feedback mechanisms that can allow for course correction and informed interventions rather than textbook 
solutions. 
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