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VLRQV��2EHO|HU��HPSOR\LQJ�D�)HDVLEOH�*HQHUDOLVHG�/HDVW�6TXDUHV�
DSSURDFK�ZLWK�)L[HG�(IIHFWV��)(����¿QGV�WKDW�WKHUH�LV�HYLGHQFH�WKDW��
GRQRU�FRXQWULHV�FRQVLGHU�KXPDQ�ULJKWV�UHFRUGV�ZKHQ�PDNLQJ�DLG�
DOORFDWLRQ� GHFLVLRQV�� ZLWK� FRXQWULHV� ZKLFK� KDYH� KLJKHU� IUHHGRP�
VFRUHV� KDYLQJ� D� KLJKHU� SURSRUWLRQ� RI�2'$� WR�*1,��+RZHYHU�� LW�
LV�VXJJHVWHG�WKDW�IXUWKHU�UHVHDUFK�LQWR�LQGLYLGXDO�GRQRU�FRXQWULHV¶�
DLG�SUDFWLFHV�PXVW�EH�GRQH�LQ�RUGHU�WR�GLVDJJUHJDWH�VWDQGDUG�2'$�
IURP�³VWUDWHJLF´�DLG��WKXV�JLYLQJ�D�PRUH�FRPSOHWH�SLFWXUH�RI�KRZ�
2'$�LV�GLVWULEXWHG��*KDQD�LV� WKH�ZRUOG�V�VHFRQG�ODUJHVW�SURGXF�
HU�RI� FRFRD�EHDQV��ZLWK� WKH�FRPPRGLW\�GRPLQDWLQJ� LWV� HFRQRP\��  
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I. Introduction

IQ�UHFHQW�GHFDGHV��2I¿FLDO�'HYHORSPHQW�$LG��2'$��KDV�RIWHQ�EHHQ�FULW-
ically viewed as an instrument to induce policy change in receiving 

countries. While there is extensive literature on the effectiveness of such 
aid, there has been less analysis on whether the decision-making process 
of donor countries maps the endeavour of encouraging policy change. 
$FNQRZOHGJLQJ�WKDW�HYHQWV�VSHFL¿F�WR�GRQRU�FRXQWULHV�VXFK�DV�¿QDQFLDO�
crises can negatively affect ODA by up to 28% (Dang et al., 2013), the 
focus of this study will lie on the characteristics of the recipient coun-
WULHV��0RUH�VSHFL¿FDOO\��WKLV�SDSHU�LQYHVWLJDWHV�ZKHWKHU�GRQRU�FRXQWULHV�
seem to make decisions factoring in the level of personal freedom that is 
present in the recipient country. For some time already, the quality of in-
stitutions became more important to donor countries to assess the effec-
tiveness of aid (Collier & Dollar, 2002), as tying aid to some conditional-
LW\�VXFK�DV�VSHFL¿F�KXPDQLWDULDQ�DQG�HFRQRPLF�LQGLFDWRUV�LV�LQFUHDVLQJO\�
advised by academics since the early 2000s (Dollar & Svensson, 2000). 
Therefore, this paper will shed more light onto whether donor countries 
have followed these recommendations. Key to the analysis are the as-
pects of political and personal liberty, which both may in fact make aid 
more effective in increasing the quality of life (Kosack, 2003). In order to 
control for characteristics affecting personal freedom as well as the level 
of aid, variables such as the income level, education or being a former 
colony are added to the model. An additional unique aspect of this study 
is to include a variable for rents on natural resources. This serves as a 
SUR[\�IRU�SROLWLFDO�SDUWLFLSDWLRQ��0RUHRYHU��D�KLJK�FRHI¿FLHQW�KDV�WKH�SR-
WHQWLDO�WR�LGHQWLI\�SUR¿W�RULHQWDWHG�LQYHVWPHQW�VWUDWHJ\�RI�GRQRU�FRXQWULHV�
in the primary sector. In order to answer the question of aid and freedom, 
the paper utilises a rich data set of 144 receiving ODA countries, which 
was compiled over a nine-year time span from 2009 to 2017. This paper 
ZLOO�¿QG�VRPH�HYLGHQFH�WKDW�DPRQJ�2'$�UHFHLYLQJ�FRXQWULHV��WKRVH�ZLWK�
higher personal freedom scores are able to secure more aid relative to 
Gross National Product (GNI).
������������,Q�UHFHQW�GHFDGHV��2I¿FLDO�'HYHORSPHQW�$LG��2'$��KDV�RIWHQ�EHHQ�
critically viewed as an instrument to induce policy change in receiving 
countries. While there is extensive literature on the effectiveness of such 
aid, there has been less analysis on whether the decision-making process 
of donor countries maps the endeavour of encouraging policy change. 
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$FNQRZOHGJLQJ�WKDW�HYHQWV�VSHFL¿F�WR�GRQRU�FRXQWULHV�VXFK�DV�¿QDQFLDO�
crises can negatively affect ODA by up to 28% (Dang et al., 2013), the 
focus of this study will lie on the characteristics of the recipient coun-
WULHV��0RUH�VSHFL¿FDOO\��WKLV�SDSHU�LQYHVWLJDWHV�ZKHWKHU�GRQRU�FRXQWULHV�
seem to make decisions factoring in the level of personal freedom that is 
present in the recipient country. For some time already, the quality of in-
stitutions became more important to donor countries to assess the effec-
tiveness of aid (Collier & Dollar, 2002), as tying aid to some conditional-
LW\�VXFK�DV�VSHFL¿F�KXPDQLWDULDQ�DQG�HFRQRPLF�LQGLFDWRUV�LV�LQFUHDVLQJO\�
advised by academics since the early 2000s (Dollar & Svensson, 2000). 
Therefore, this paper will shed more light onto whether donor countries 
have followed these recommendations. Key to the analysis are the as-
pects of political and personal liberty, which both may in fact make aid 
more effective in increasing the quality of life (Kosack, 2003). In order to 
control for characteristics affecting personal freedom as well as the level 
of aid, variables such as the income level, education or being a former 
colony are added to the model. An additional unique aspect of this study 
is to include a variable for rents on natural resources. This serves as a 
SUR[\�IRU�SROLWLFDO�SDUWLFLSDWLRQ��0RUHRYHU��D�KLJK�FRHI¿FLHQW�KDV�WKH�SR-
WHQWLDO�WR�LGHQWLI\�SUR¿W�RULHQWDWHG�LQYHVWPHQW�VWUDWHJ\�RI�GRQRU�FRXQWULHV�
in the primary sector. In order to answer the question of aid and freedom, 
the paper utilises a rich data set of 144 receiving ODA countries, which 
was compiled over a nine-year time span from 2009 to 2017. This paper 
ZLOO�¿QG�VRPH�HYLGHQFH�WKDW�DPRQJ�2'$�UHFHLYLQJ�FRXQWULHV��WKRVH�ZLWK�
higher personal freedom scores are able to secure more aid relative to 
Gross National Product (GNI).

II. Background 
               The Development Assistance Committee (DAC) of the OECD 
GH¿QHV�2'$�DV�³JRYHUQPHQW�DLG�WKDW�SURPRWHV�DQG�VSHFL¿FDOO\�WDUJHWV�
the economic development and welfare of developing countries” (OECD, 
2019a). Institutions such as the World Bank argue that aid ought to be 
selective depending on certain characteristics of the recipient country 
LQ�RUGHU�WR�LQFHQWLYLVH�LPSURYHPHQW�RI�LQVWLWXWLRQV�RI�VSHFL¿F�DJHQFLHV�
as well as the overall state (Annen & Knack, 2018). This conditional 
aid should not be confused with tied aid, whereby recipients may only 
utilise funds for business with the donor country. The latter strategy is 
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opposed by both the academic community and international NGOs due 
WR�WKH�VFRSH�IRU�UHVWULFWLRQ�RI�IUHHGRP�DQG�LQHI¿FLHQFLHV��2(&'������D���
Hence, it is crucial to investigate the factors actually playing a role in the 
donor behaviour of OECD countries in term of ODA as a percentage of 
Gross National Income (GNI).
������������$QVZHULQJ�WKH�TXHVWLRQ�RI�WKH�PRVW�HI¿FLHQW�ZD\�WR�GLVWULEXWH�
DLG��&ROOLHU� DQG�'ROODU� ������� ¿QG� WKDW� WKH� IRFXV� VKRXOG� EH� RQ� VWDWHV�
facing stark poverty but showing suitable policies. Thus, countries with 
high levels of personal freedom should be targeted strongly after con-
WUROOLQJ�IRU�RWKHU�FRXQWU\�VSHFL¿F�DVSHFWV��/XPVGDLQH��������SLRQHHUHG�
the idea of the level of democracy in a country being instrumental in how 
much ODA it receives. In addition, a higher index-level for institutional 
VWUHQJWK�SRVLWLYHO\�DQG�VLJQL¿FDQWO\�FRUUHODWHV�ZLWK�2'$�DV�D�SHUFHQWDJH�
of GDP (Collier and Dollar, 2002). In case studies in Mali and Ethio-
pia, policy improvement was observed to correlate with increases in aid 
(Devarajan et al., 2002). However, there is also some literature strongly 
opposing this more altruistic motivation of aid arguing for strategic gains 
from aid by donor countries. The United States’ engagement in the Mid-
dle East may be an example of such behaviour (Alesina & Dollar, 2000). 
This paper will add to the literature by offering an econometric investi-
gation which utilizes a rich dataset to form a more sophisticated view on 
overall donor behaviour. 
�����������2WKHU�RIWHQ�FLWHG�DVSHFWV�WKDW�PD\�LQÀXHQFH�WKH�OHYHO�RI�2'$�
are the level of poverty and colonial history (ibid.).  Moreover, ODA 
as percentage of GDP correlates positively with higher poverty levels. 
The OECD (2017) found that comparatively lower-income countries re-
ceived disproportionally more ODA than other LDCs.
           While there are some instances in which the positive effect of aid 
on democracy may be proven, a general problem of reverse causality 
is not shown by the literature. As aid does not have a clear direct effect 
on policy improvement (Burnside & Dollar, 2004), there are instances 
where ODA both fostered a positive impact on policies concerning per-
sonal freedom and where it was harmful to policy reform (Devarajan et 
al., 2001). However, this paper does not seek to reach a verdict on the 
effect of aid but rather on the motivation of donor countries. 
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III. Empirical Approach 
          This paper utilizes a dataset collected from different sources en-
compassing all countries which have at least once received ODA (144) 
during the period 2009-2017. In order to face data availability challeng-
es, two different independent variables are used to assess the impact on 
ODA distribution. On the one hand, personal freedom is tested using 
the Freedom House ranking. On the other hand, a dummy variable ap-
proach using the categories “Free”, “Partly Free” and “Not Free” is uti-
lised. While the ranking showed more variation, the categorical data used 
had fewer missing values. Moreover, donor countries may also rather 
think in one of the three categories when making decisions about ODA 
rather than in a precise ranking. In addition, due to a lack of observa-
tions on colonies, some were grouped together into the dummy variable 
FROBQRWJEIUDit indicating a colonial past where neither Great Britain nor 
France were the colonizers.
�����������������0RUHRYHU��GLIIHUHQW�VWDWLVWLFDO�DSSURDFKHV�DUH�XVHG�WR�¿QG�WKDW�
a Feasible Generalised Least Squares approach with Fixed Effects (FE) 
LV�WKH�SUHIHUUHG�VSHFL¿FDWLRQ��+RZHYHU��GXH�WR�WKH�QDWXUH�RI�)(��KLVWRULFDO�
LQYDULDQW�GDWD�RQ�FRORQLHV�FRXOG�QRW�EH�LQFOXGHG�LQ�WKH�VSHFL¿FDWLRQ��,Q�
order to capture these effects, cross sectional models for each year were 
XVHG��VHH�$SSHQGL[��7DEOH�$����7KH�VXFFHVVLRQ�RI�VSHFL¿FDWLRQV�RI�WKH�
different models is shown in the results section, but only the preferred 
VSHFL¿FDWLRQ�ZLOO�EH�LQWHUSUHWHG��

Model Freedom House Ranking

The FE model where the variables denote the within estimators, i.e. the 
difference between the value at time t and the mean is the following: 
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Model Freedom House Brackets

             Similarly, for testing whether different freedom brackets were 
VLJQL¿FDQW�WKH�IROORZLQJ�PRGHO�ZDV�XVHG�

 
 
 
ZKHUH� WKH�GHSHQGHQW�YDULDEOH� LQGLFDWHV�2I¿FLDO�'HYHORSPHQW�$LG�DV�D�
percentage of GNI, the independent variables for human freedom are 
either included by categories or an index with a value of one being the 
freest country in the ranking. The latter was compiled by using indicators 
in line with the Universal Declaration of Human Rights in order to assess 
WKH�OHYHO�RI�SROLWLFDO�ULJKWV�DQG�FLYLO�OLEHUWLHV��7KH�VHFRQG�VSHFL¿FDWLRQ�
assigns each country to a bracket of human freedom. While “free” and 
³SDUWLDOO\�IUHH´�DUH� LQFOXGHG�LQ� WKH�VSHFL¿FDWLRQ��³QRW�IUHH´� LV� WKH�EDVH�
category. Moreover, controls for economic well-being and rents on natu-
ral resources are added.
               All variables have also been carefully selected in order to meet 
the outlined economic theory. Concerning the dependent variable, the ra-
tio of ODA over GNI accounts for the amount of aid relative to the size of 
the country and its income. The control variables are also founded in the-
ory: I employ these variables in the model to avoid a violation of the Zero 
Conditional Mean assumption which is present if some variables that 
affect freedom levels as well as ODA/GNI are only captured by the error 
term. Life expectancy controls for the level of healthcare in the country 
and the years of schooling act as a proxy for the strength of the education 
system, which both may support the level of freedom and are at the same 
time likely to be correlated to the level of aid. Additionally, the rent on 
natural resources, as a proxy for the potential of economic exploitability, 
may also heavily affect the level of freedom in a given country.
            Ex ante the level of human freedom is expected to be positive-
ly correlated to ODA as a share of GNI. Two decades ago Alesina and 
Dollar (2000) claimed this relationship to be positive as donor countries 
value freedom in recipient countries. 
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IV. Description of Data
The dataset was compiled using the World Bank’s database for ODA 
(2019a) and rent on natural resources (2019b), the Freedom House data-
base for data on freedom levels (Freedom House, 2019), the UN Popula-
tion Division (2019) for life expectancy, the UN Development Program’s 
database (2019) for data on expected years of schooling and the Issue 
Correlates of War Project’s database (2018) for data on colonies.
            The sample of 144 low-income and middle-income countries was 
chosen between the years of 2007 and 2017 as the structure of the aid 
framework governed by the OECD changed before and after this time. 
$V�YLVLEOH�LQ�WKH�¿JXUH�IRU�WKH�QXPEHU�RI�REVHUYDWLRQV��7DEOH�����WKHUH�DUH�
some missing variables for the dependent and some of the independent 
YDULDEOHV��7KXV��D�VPDOO�QXPEHU�RI�HQWULHV�IRU�VSHFL¿F�\HDUV�DQG�FRXQWULHV�
had to be excluded from the dataset when running regressions, resulting 
in an unbalanced dataset. However, this does not pose a big problem as 
missing values are unlikely correlated to ODA/GNI levels. 
             The summary statistics of the numerical variables (Table 1) also 
JLYH� D�¿UVW� LQVLJKW� WR� WKH� GDWDVHW��2QH�PD\�REVHUYH� WKDW�2'$�*1,� LV�
fairly scattered with a standard deviation of 9.577, a negative minimum 
bound of -0.483 and a maximum of 89.04. The negative value can be ex-
plained by the fact that ODA/GNI is negative when a country pays back 
PRUH�ORDQV�WKDQ�LW�LV�UHFHLYLQJ�LQ�D�VSHFL¿F�\HDU��6LPLODUO\��WKH�PLQLPXP�
of the rent of natural resources of zero is explained by the fact that not ev-
ery country in the dataset has a sector for natural resources. Moreover, a 
VLPSOH�VFDWWHUSORW�DQG�¿WWHG�YDOXHV�LQGLFDWH�D�VOLJKW�SRVLWLYH�UHODWLRQVKLS�
between the freedom ranking of a country and the level of aid received 
(Graph 1). 
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V. Tests and Transformations
��������������,Q�RUGHU�WR�¿QG�WKH�SUHIHUUHG�VSHFL¿FDWLRQ��PXOWLSOH�WHVWV�ZHUH�
conducted to combat sources of statistical errors in both models – the 
index as well as the brackets. Such tests are key as the research question 
can hardly be answered using experimental or quasi experimental evi-
dence at national level and thus time series data is the best alternative. 
Testing of the research question started with a pooled OLS. As hetero-
scedasticity was found in this model using the Breusch-Pagan test, robust 
standard errors were used. The Ramsey RESET test was used to test for a 
PLVVSHFL¿FDWLRQ�EXW�DOVR�RPLWWHG�YDULDEOH�ELDV��$V�WKH�+B��RI�QR�RPLWWHG�
variables was rejected, a Fixed Effect model was set up controlling for 
time-invariant omitted factors.  Autocorrelation was investigated graph-
ically by plotting the error term against the lagged error term. Graphs 2 
DQG��� �VSHFL¿FDWLRQ�XVLQJ�EUDFNHWV� DQG� LQGH[�GDWD� UHVSHFWLYHO\�� FOHDU-
ly show a positive correlation of the error terms. Thus, as outlined by 
0XVDX�HW�DO����������WKH�IHDVLEOH�*/6�HVWLPDWLRQ�IRU�D�¿[HG�HIIHFW�PRGHO�
ought to be used to control for this aspect.

VI. Results
The results from the two different models do not only give a 

valuable insight into ODA donor behaviour individually but the compari-
son of the two makes the argument concerning the level of freedom more 
convincing. The model using a freedom ranking proves the expected pos-
itive relationship between freedom levels and ODA/GNI as change in the 
IUHHGRP�LQGH[�LV�KLJKO\�VLJQL¿FDQW��0RUH�SUHFLVHO\��WKH�FRHI¿FLHQW�LQGL-
cates a decrease of ODA/GNI of 0.0288 when moving one rank down 
the index towards a relatively less free state (ceteris paribus). The model 
utilizing freedom brackets instead of a relative ranking offers a more 
G\QDPLF�YLHZ��DOWKRXJK�PRVW�RI�WKH�UHVXOWV�DUH�VWDWLVWLFDOO\�LQVLJQL¿FDQW��
The overall observation that can be made of the results is in line with the 
testing conducted by Collier and Dollar (2002), which found a positive 
relationship between more democratic policies and aid levels. 
���������������'XH�WR�WKH�VFRSH�RI�WKLV�SDSHU��RQO\�WKH�FRHI¿FLHQWV�RI�WKH�PRG-
el using the freedom index (Table 4) will be investigated more closely. 
This model reinforces the investigation of the OECD (2017) that lower 
income countries receive a disproportionate amount of ODA. The differ-
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ence from a lower income country to a middle-income country makes a 
stark difference of around 4% more ODA relative to GNI (ceteris pari-
bus). This may be explained by a focus of donor countries on those in 
PRVW�QHHG�EXW�DOVR�EHFDXVH�WKH�*1,�JURZWK�RYHU�WLPH�UHGXFHV�WKH�¿JXUH�
for ODA/GNI. Still, there is a rather small difference between lower and 
XSSHU�PLGGOH�LQFRPH�FRXQWULHV��7KH�QHJDWLYH�DQG�KLJKO\�VLJQL¿FDQW�FR-
HI¿FLHQWV�IRU�OLIH�H[SHFWDQF\�DQG�\HDUV�RI�VFKRROLQJ�IXUWKHU�VXSSRUW�WKH�
idea that donor countries direct their aid towards regions with the great-
est need. 
�����������7KH�FRHI¿FLHQW�IRU�UHQW�RQ�QDWXUDO�UHVRXUFHV�LV�PRUH�DPELJXRXV�
ZLWK�GLIIHUHQW��EXW�DOVR�UDWKHU�LQVLJQL¿FDQW��UHVXOWV�DFURVV�WKH�WZR�PRGHOV��
More research would have to be conducted to make a clear judgement 
on this effect. However, it might also just not be taken into account at all 
ZKHQ�GRQRU�FRXQWULHV�GHFLGH�XSRQ�WKHLU�DLG�ÀRZV��:LWK�WKH�)(�PRGHO��
the effect of former colonies receiving disproportionate aid could not be 
observed. As pooled OLS models suffer from autocorrelation, cross sec-
tional models for each year (see appendix, Table A1) were used to infer 
more about the impact of colonial history. These simple models do not 
LQGLFDWH�DQ�RYHUDOO�IRFXV�RI�DLG�RQ�IRUPHU�FRORQLHV��DV�DOO�FRHI¿FLHQWV�DUH�
LQVLJQL¿FDQW�



103

 develoPment economicS   



104

Student economic Review vol.XXXiv



105

 develoPment economicS   

VII. Conclusion
This paper set out to explore the effect of the level of free-

dom in an ODA recipient country on donor behaviour. It did so by 
using a Feasible GLS estimation for panel data over a span of nine 
years and across 144 countries. The empirical results suggest that 
donor countries indeed reward freedom to some degree. More aid 
is given to countries which are relatively freer: ODA/GNI increas-
es by 0.0288 when a country rises one rank in the Freedom House 
index (when controlling for humanitarian and economic circum-
stances and keeping all else constant). When inspecting freedom 
brackets rather than a relative ranking, there are indicators for a 
nonlinear relationship. In other words, there might be a certain re-
gion of personal freedom in which donor countries may be more 
ZLOOLQJ�WR�VXSSO\�DLG��+RZHYHU��HYHQ�WKRXJK�WKHVH�DJJUHJDWH�¿J-
ures indicate that there is evidence for on overall rewards of hu-
man freedom, it does not rule out occasional strategic aid giving 
by some countries. Hence, beside this overall impression of ODA 
EHKDYLRXU��FRXQWU\�VSHFL¿F�VWXGLHV�DUH�D�QHFHVVDU\�FRPSOHPHQW�WR�
IRUP�DQ�H[KDXVWLYH�SLFWXUH��7KH�RWKHU�FRHI¿FLHQWV�ZHUH�DOVR�LQ�OLQH�
with prior literature and general intuition. Due to the used statis-
tical approach, the effect of being a former colony could not be 
VXI¿FLHQWO\�WHVWHG�WR�UHIXWH�$OHVLQD�DQG�'ROODU¶V��������FODLPV�EXW�
FURVV�VHFWLRQDO�PRGHOV� GR� QRW� VKRZ� VLJQL¿FDQW� LQGLFDWRUV� RI� FR-
lonial linkages.  These insightful results from this unique dataset 
PD\�EH�D�JRRG�VWDUW�IRU�IXUWKHU�UHVHDUFK�LQWR�PRUH�VSHFL¿F�HYHQWV�
such as political crises or the importance of former donation be-
haviour through lagged variables. Overall, especially due to the 
advanced model and the large dataset, the stated results are a strong 
indicator that donor countries may in fact be rewarding progres-
sive legislation in recipient countries through their ODA decisions.  
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