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Abstract

This paper re-examines the ‘good policy environargument in aid effectiveness and
allocation in Africa. It does so by controlling foine role of social cohesion and its
interplay with aid. The empirical results indicdteat once we account for the role of
social cohesion the impact of policy disappeards Tasts doubt on the conclusions in
Burnside and Dollar (2000) and the policy lessoesved from their findings. Our

results have important policy implications as tkaggest that conditioning aid allocation

on ‘good policy environment’ may not necessarilgdeo higher aid effectiveness.

This paper was prepared for presentation at thecafr Economic Conference on
‘Globalization, Institutions and Economic Developmef Africa’, to be held in Tunis,
November 12-14, 2008.



Introduction

In 1997, Craig Burnside and David Dollar publishedVorld Bank Policy Research
Working Paper titled “Aid, Policies, and Growth.h@ paper was subsequently published
in the American Economic Reviem 2000 and has become since the late 1990s an
influential contribution to the debate on aid effeeness. The main findings of the paper
are that the positive impact of aid on economionghodepends on the presence of good
policies (good fiscal, monetary, and trade polici&nce then, several empirical studies
(see for example, Hansen and Tarp, 2000; Eastedy.,e2004; and Baliamoune-Lutz,
2006) have shown that the effect of policy is rodtust.

The findings in Burnside and Dollar (2000) have samportant policy implications with

regards to aid allocation and conditionality. Ifl @ to be conditional on good policies,
one should ensure that the policy effect is sigaiit and robust. If good policies do
indeed influence aid effectiveness and donorsdidkio good policy then countries with
good policies will receive more aid and grow faq@d effectiveness). If on the other
hand, good policies are not what matters the nwstaking aid effective, then countries
with a good policy environment may receive more(agvarded by donors) but may still

show low (or negative) growth rates.

The present paper re-examines the ‘good policyrenment’ argument by using the
Burnside-Dollar (henceforth BD) methodology and axgling the panel data on Africa
slightly (using the dataset in Easterly at al.,200he study, however, is different from
both Burnside and Dollar (2000) and Easterly e(2004) in that it focuses exclusively
on African countries and controls for the effectsotial cohesion on aid effectiveness.
Our empirical results indicate that once we accdantthe role of social cohesion the
impact of policies disappears. This casts doultherconclusions in Burnside and Dollar
(2000) and the policy lessons derived from thamndifngs. Our results have important
policy implications as they indicate that conditium aid allocation on ‘good policy

environment’ may not necessarily lead to higheredfdctiveness. The empirical results

in the present paper suggest that countries witingtsocial cohesion may actually make



good use of aid, while aid in countries with wealcial cohesion may be ineffective,
independently of the policy environment. Howeveuy oesults also show that policy

(policy reform) has direct positive effects on gtbwindependently of the level of aid.

The topic of aid effectiveness is of particularekgnce to African countries due to the
heavy dependence of many countries on aid and ssiocel loans. Approximately half
of the total number of the International Developméssociation (IDA) borrowing
(eligible) countries is in Africa (about 40 coues). Many sub-Saharan African (SSA)
countries have been in the fragile states grouptlaad.ow-Income Country Under Stress
(LICUS) group. In addition, IDA aid allocation i® ta large extent function of the
Country Policies and Institutional Performance Asseent (CPIA) index, which is based
in part on economic policy indicatotsSimilarly, the roles of policy reform and social
cohesion are of special importance to Africa, astnoountries have undertaken or are
undertaking policy reforms and many African cowgrare characterized by weak social

cohesion, often caused by high ethnic fractiontibre

The remainder of the paper is organized as foll&estion 2 provides a brief review of
the literature on aid effectiveness. Section 3cdless the data and methodology. Section

4 discusses the estimation results. Section 5deslsummary and further discussion.

Aid effectiveness: A brief review of the literature

There exists an important body of empirical litaraton the aid-growth nexus as well as
some interesting reviews of the literature on tbysic, including Mosley (1987), White
(1992), Cassen (1994), Burnside and Dollar (2008)p (2000) Hansen and Tarp (2000,
2001), Lensink and White (2001), Dalgaard and Har{2001), Dalgaard et al. (2004),
McGillivray (2003), Easterly et al. (2004), Addisat al. (2005), McGillivray et al.
(2005), Rajan and Subramanian (2005), Antipin araidtas (2006), Baliamoune-Lutz
(2006), Bourguignon and Sundberg (2007), LahiriO@0 and Riddell (2007). The

findings in the empirical literature range fromdahaving no effect at all’, or even

! See the study by Baliamoune-Lutz (2008a)
2 See, for example, Baliamoune-Lutz (2008b).



‘having negative effects’ on growth, to ‘aid havisggong positive effects’ on growth.

Within this range we find different types of conaliital effectiveness.

The body of research that has argued that aid doespur growth (or may even have
negative effects) includes for example, White ()9%®bone (1994, 1996), Lal (1996,
2005), Martens et al. (2002), Easterly (2003), Ragend Subramanian (2005), and
Djankov et al. (2006). For example, Djankov et(2D06) argue that “foreign aid has a
negative impact on the democratic stance of devmjopountries, and on economic

growth by reducing investment and increasing gawemt corruption”.

Most studies that have argued in favor of condéloeffectiveness cite ‘good policy
environment’ as a crucial factor. Two notable exiceys’ are Dalgaard et al. (2004) and
Baliamoune-Lutz (2006). Dalgaard et al. focus amate-related factors and show that
aid is effective in enhancing growth, but the intp@csmaller in countries with larger
fraction of land in the tropics. On the other haB@liamoune-Lutz finds that social
cohesion has a more robust impact on the effe@s®f aid while the effect of policy

was insignificant.

In reaction to the finding in Burnside and Dol[@000) study that ‘aid is effective in
countries with good policy environment’, severalhaars have re-examined the
robustness of the policy effect. For example, Hares® Tarp (2000) show that aid has a
positive and significant effect on growth even ouugtries that do not have good policy
environment. Antipin and Mavrotas (2006) conclutiatt“the marginal effect of the
disputed (Aid/GDP) x Policy variable on real pepita GDP growth is substantially
smaller than in Burnside and Dollar, thus castegosis doubts on the robustness of their
findings, and most importantly, on the validity thie policy lessons emerging from the
BD study.” Dalgaard and Hansen (2001) claim thaatiything, good policy is likely to
reduce the growth effects of aid because theysastibstitutes in the growth process.”

% In addition, Hansen and Tarp (2001) and Lensink\athite (2001) tested the hypothesis that aid may
have diminishing returns. Both studies find empirievidence of decreasing returns to aid.



Easterly et al. (2004) use the BD data, and exteadgeriod covered to 1997 (Burnside
and Dollar used data for 1970-93) and add datahthstbecome available since the late
1990s. Using this modified set of data, the autlstrsw that the policy-aid interaction
does not have any effect on growth. They conclude t'...adding additional data to the
BD study of aid effectiveness raises new doubtsutltloe effectiveness of aid and
suggests that economists and policymakers shoulesbesanguine about concluding that
foreign aid will boost growth in countries with gbpolicies” (Easterlyet al. 2004, pp.
779-89).

Similarly, Baliamoune-Lutz (2006) uses both thegimal BD dataset and the Easterly et
al. dataset, and focuses on the interaction betseeial capital (social cohesion) and aid.
The author finds that social cohesion has an inapbrand robust impact on aid
effectiveness while the aid-policy interaction veatistically insignificant. Baliamoune-
Lutz (2006, pp. 6-7) writes théfi]t is rather surprising that while many agreettbacio-
cultural factors may affect the effectiveness af and may in turn be affected by aid,
there is not a single empirical study that has @egl the effect of social capital on aid
effectiveness at the macro leveThe use of aid for the ‘purpose it is meant forplias a
relationship of trust. Such trust may, to a largéelt, depend on the level of social

cohesion.”

Data and methodology

We use the dataset in Easterly et al. (20040 use the dataset from the Burnside and
Dollar (2000) study and also develop a modifiedadet where they add some new
observations the BD dataset as well as make sowsams to the data. The dependent
variable is the rate of growth in GDP per capitdae Tmain right-hand side (RHS)
variables include (1) aid, defined as the ratideivelopment Assistance to real GDP,
from Chang et al., 1998; IMF 2002; and DAC 2002) & policy index, which is a
regression-weighted average of macroeconomic psli@ee Burnside and Dollar, 2000);
(3) an indicator of financial development, definesl the ratio of M2 to GDP; (4)he

number of assassinations per million of peoplea¢b)ndicator of ethnic fractionalization

* Easterly et al. (2003) provide a detailed desionipof the data.



from Easterly and Levine (1997); (6) an indicatbmstitutional quality from Knack and
Keefer (1995); (7) the logarithm of initial incorper capita (from Summers and Heston,
1991, updated in Easterly et al. 2004) ; and @)ramy variable for sub-Saharan Africa.
Unless noted otherwise, all data are from the Wd&@#&hk (2002). The estimations
include fixed time effects to control for the effeof worldwide business cycles and the
same instruments in the BD study (see Burnsidelanicr, 2000).

Burnside and Dollar use a panel of 56 countriesdatd averages for six 4-year periods
from 1970 to 1993. The policy variable in their reb¢as well as in Easterly et al., 2004,
and in Baliamoune-Lutz, 2006) is an index composkthree polices: budget surplus,
inflation rates, and the Sachs and Warner (1998hogss index. This policy index is
interacted with aid and the sign and statisticghisicance of the coefficient on this

interaction term is evaluated.

In the present paper we use 4-year data averages 47 African countries (including

North Africa) for the period 1970-93 (the sampleBarnside and Dollar, 2000) and
1970-97 (the sample in Easterly et al., 2004). Somntries are missing data for some
periods and may have data in one sample but ndhenother (thus, the panel is

unbalanced).

Estimation results

Burnside and Dollar (2000) estimate several ordieast-squares (OLS) and two-stage
least-squares (2SLS) equations and find that tleéficent on the aid-policy interaction

term is positive and statistically significant muf OLS and two 2SLS estimations. In the
present paper, we focus exclusively on 2SLS esimsibecause aid is more likely to be

endogenous. The estimation results are reportédhies 1-3.

In Table 1 we report results from re-estimating Bi2 2SLS equations for the period
1970-93 (equations 5 and 8; 5/2SLs and 8/2SLS) evitee authors find statistical

evidence that policy has an impact on aid effectgs. We use their dataset but we



include only African countries. In columns (1)-@¢ include all African countries and in
columns (5)-(8) we include only low-income coundrién columns (3), (4), (7) and (8)
we omit outliers. In each case, we estimate thatmuwith and without the term ‘policy
X aid”. We find similar results to those obtained by BB low-income African

countries (and excluding outliers), the variabldiqgyohas a positive effect on aid
effectiveness; the coefficient on the interactiemt between aid and policy is positive

and statistically significant (column (7)).

Next, we use the dataset from Easterly et al. (R@@d focus on the BD period of time
(1970-93), and include the interaction between ietfiactionalization and aid. In this
paper, we consider ethnic fractionalization asraticator (or a proxy) for the level of
social cohesion.The results displayed in Table 2 indicate thatabefficient on this term
is consistently negative and statistically sigmifit suggesting that social cohesion
enhances aid effectiveness; or alternatively, etfractionalization reduces the impact of
aid on growth. However, the coefficient on the telpolicy X aid’ is no longer
significant and we find evidence that aid does hakrect positive effect on growth in

Africa.

The results in Table 3 are obtained from estimat@md data similar to those underlying
the results reported in Table 2, but extend theoddon 1997 (so that the dataset covers
1970-97). The results indicate that social cohegeihnic fractionalization) influences
aid effectiveness and the impact of policy on tffeciveness of aid disappears. In
addition, we find that both aid and policy refor(tise policy variable) have strong direct
positive effects on growth. While we find eviderafehese effects in all countries in our

sample, the effects are stronger in low-income trges

Overall, these findings are consistent with conolus reported in other studies. Hansen
and Tarp (2000), Dalgaard and Hansen (2001), Basterl. (2004), and Baliamoune-

° Easterly et al. (2005) use ethnolinguistic frausiization as an indirect measure of social colmesio
Ethnolingistic fractionalization is measured by fhebability that two randomly selected individuaigl
not belong to the same ethnolinguistic group (sestdtly and Levine, 1997).



Lutz (2006) find the coefficient on the policy-aidteraction term to be statistically
insignificant. However, Easterly et al. (2004) fitltht aid has no effect, while Hansen
and Tarp (2000), Dalgaard and Hansen (2001) fiatistital evidence that aid has a
direct impact but there are diminishing returnsatd. The present study fails to find
evidence of decreasing returns to aid but we doelwewfind that aid has a direct positive
effect on growth, once we control for the direatwth effects of the policy environment.

and social cohesion, and control for the intergfgocial cohesion and aid.

In summary, we find that a good policy environméas a direct positive impact on
growth but does not seem to influence the effenttgs of aid. The growth-effects of aid
in Africa are found to depend on social cohesiosing the index of social
fractionalization as a proxy for social cohesioiihe effect of social cohesion is
significant and robust to several changes in thecifipation. Thus, it appears that
reducing the negative effects of ethnic fractiaretion or improving social cohesion

could significantly enhance aid effectiveness.

Summary and discussion

In this paper, we study the impact of aid on a grotiAfrican countries, using data and
estimation techniques previously used in the emgliriliterature. We examine, in

particular, the impact of policy and social cohasmn the effectiveness of aid. The
empirical results indicate that once we accountlierrole of social cohesion the impact
of the interplay between policy and aid vanishdsictv casts doubt on the conclusions in
Burnside and Dollar (2000); that aid is effectivdyoin good-policy environments. Our

results carry potentially important implications fwlicy. They suggest that conditioning
aid allocation on ‘good policy environment’ may m#cessarily result in improved aid
effectiveness. The findings imply that countrieshwhigh levels of social cohesion are
more able to put aid to good use. We also find podicy has direct positive effects on
growth® independently of the level of aid. These resuitply that aid donors must try to

® It is important to note that the effectivenespalicy reforms can also be influenced by institngib
guality; see Addison and Baliamoune-Lutz (2006mpirical evidence of the significance of this
interplay in the Maghreb countries.



find more effective ways to allocate and help managl in countries with weak social
cohesion, such as targeting education and heatijleqts, and other projects that would
reduce the negative effects of ethnic fractionailira (social fragmentation) and/or

projects that are not sensitive to these effects.

What do these results imply? First, aid allocatemds to be based on the Country Policy
and Institutional Assessment (CPIA) ratihgghe CPIA index tries to account for some
factors that may have a positive effect on soatddesion by including an indicator of
social inclusion/exclusion in the cluster for ‘podis for social inclusion/equity’. The
results derived in this paper imply that perhapma@e elaborate measure of social
cohesion should be included in the cluster and Ishibe assigned a significant weight.
Second, the results we obtain in this paper indidhait while policy reform has a
significant impact on growth it does not directhfluence the effectiveness of aid in
Africa. Kanbur (2000) stresses the fact that Afnicauntries suffer from aid dependence,
which he explains as African policymakers spendialgiable time trying to comply with

reporting procedures and negotiations with dordasbur notes the following:

At the same time, there is no doubt in my mind tA&ica suffers from aid
dependence, by which | do not mean that Africang hia jump to every whim of
the donors. While this is true, and obnoxiously isothe small, | hope to have
shown that in the large and overall, the “shorsit&as one which pulls donors
and recipients alike. No, what | mean by saying thaica suffers from aid
dependence is that far too much of the time of ptdicy making and
implementation energies are devoted to interadtiitly external donor agencies--
many times to use the “weakness of strength” ptggirest the donors, more often
simply doing routine business of reporting to denaeervicing donor consultants,
and keeping things “normal” (just as on the donideswhere “normality” of
relations is prized) (Kanbur, 2000)

Kanbur also cites Wuyts (1996) who reports that‘fdozambique, where there are 405
projects in the Ministry of Health alone and adrmsirative costs run to 30 to 40% of

project funds. Separate reporting requirementgd&oh donor, and separate links between
parts of different aid agencies and their counteéspa the various Ministries, mean that

" We should point out that aid donors and aid agando not necessarily apply the policy-aid
conditionality in a strict manner; see Kanbur (20@00unnenkamp and Thiele (2006), and Baliamoune-
Lutz and McGillivray (2008).



much of time, energy and political capital is spengaming with external actors” (as
cited in Kanbur, 2000). It is quite reasonablexpect the time and resources devoted to
negotiating with donors to be higher the worse ploéicy outcome. Furthermore, as
argued by Adedeji (1995), Africa’s independent @ginaking and economic
management have been reduced and ‘narrowed’ asudt & trying to obtain the
‘certificate of good behavior’ from internationahancial institutions and aid donors.
What this implies is that basing aid allocation policy may in fact lead to more
inefficiencies and waste of resources that wouleaise take place and could diminish
the ability of policymakers to enact policies tlcauld have stronger positive effects on
aid effectiveness and growth, such as those thatldvamprove social cohesion.
Similarly, not allocating aid to a country that l&isong social cohesion but weak policy
environment (for e.g., based on inflation or thatestof its budget surplus) would
unjustifiably alter (reduce) the prospects of gtovit two ways. First, the country
receives less aid and hence is deprived a n additepurce of growth since we showed
that aid has a direct positive effect on growthAfinica. Second, since the country has
strong social cohesion, it may actually get addalobenefits from aid through its
efficient use (the interplay between social cohesind aid). Baliamoune-Lutz (2008a)
uses Arellano-Bond GMM estimations on African datal focuses in particular on the
effect policy reform and institutions have on grbwand the implications for aid
conditionality in fragile states. The author firtti&t social cohesion has a positive effect
on economic performance in fragile states in Afriaéile political institutions have a
negative effect. She also finds that trade refofpadicy) have ambiguous effects. High
levels of trade openness have negative effects that interplay between export
diversification and openness at high levels of oss produce a positive impact on
income. Baliamoune-Lutz (2008a) concludes that

The results associated with the effects of politioatitutions and openness to
trade seem to suggest the possibility of a ‘cah-& least in the short run. If a
fragile state tries to improve its political ingtibns or its openness to trade, and
thus improve its CPIA, it may end up with lower fpapita income, and it would
by definition of the formula used to allocate IDAINfls get more money.
However, while obtaining more aid may be a goodoue lower income implies
more poverty (assuming no changes in income digtab). Thus, aid would not
result in significant poverty reduction. (Baliamadbutz, 2008a)

10



Taking into account the impact of social cohesionaid effectiveness may shed new
light on the so-calledhicro-macro paradoXMosley, 1987), which refers to the fact that
micro-based studies generally find strong eviddhet aid is effective while macro-type

studies do not. Micro-based studies tend to focupmjects handled by small groups
(teams) where social cohesion is often strong. @swlts show that aid works better in
countries where social cohesion is high, thus #e®ms to reconcile the micro and macro

evidence.

The issue of aid effectiveness is an important dideast in the case of development
aid, donors, policymakers, and scholars should ablymbe interested in assessing
whether aid leads to higher growth and whethepittiibutes to poverty reduction. The
empirical literature includes contradictory findgagMany studies have argued that aid is
ineffective. For example, Boone (1994, 1996) fititst aid did not lead to higher growth.
Easterly (1999) draws similar conclusions, althobghfocus was on short-relationships
between aid and growth. Kanbur (2000) even titlsdpaper ‘the failure of aid’. On the
other hand, other scholars have argued that aidnéged, growth enhancing. For
example, Sachs et al (2004) contend that aid can glital role in helping countries to

achieve the necessary growth to escape the pavepty

Finally, as argued by Clemens et al. (2004), important to note that different types of
aid may have different effects on growth. It may inere insightful to distinguish

between ‘developmental aid’ and ‘geopolitical aitfowever, in the case of African
countries, and with the exception of a small numdfecountries (the main exception is
Egypt), aid tends to be developmental (and humaaitaelief) aid®

8 Mavrotas and Ouattara (2007) distinguish betweejept aid and financial program aid and show that
the two types of aid have different effects onlibbavior of the recipient government.
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Table 1
2SLS estimations, data from Burnside-Dollar samp3g,0-93
Dependent variable: Growth rate in real GDP

5/2SLS (low and middle-  5/2SLS (low and middle-  8/2SLS (low-income,
income, outliers included) income, outliers excluded) outliers included)

8/2SLS (low income
outliers excluded)

Initial GDP
Eth. Fract.
Assassinations
Eth. Fract. X
Assassinations
Institutional
quality
M2/GDP (lagged)
SSA

Policy index
Aid

Aid X Policy
(Aid)? X Policy

Observations
R2

(1) 2 3) (4) ©) (6)
0.07 0.27 0.26 0.13 -0.82 -0.46
(1.53) (1.50) (1.48) (1.36)  (2.13) (2.13)
-0.25 0.51 0.81 0.41 -0.39 1.14
(1.57) (1.81) (1.44) (1.69)  (1.55) (1.64)
-0.12 -0.61 -1.05 -0.64 0.09 -0.93
(2.06) (2.08) (2.07) (2.32)  (2.09) (2.16)
-2.48 -1.22 -0.57 -1.38 -1.06 1.44
(5.56) (6.23) (6.25) (6.23)  (5.13) (6.12)
0.71 0.53 0.52 0.67 0.72 0.38
(0.48) (0.48) (0.43) (0.46)  (0.48) (0.48)
0.006 0.001 -0.002 -0.001  0.008 -0.002
(0.03) (0.04) (0.03) (0.04)  (0.04) (0.04)
-2.36 -3.34 -3.79% -3.35 -2.79* -4.78%
(2.56) (2.24) (1.59) (2.15)  (1.56) (2.03)
0.28 -0.83 -1.34* -0.74 0.70 -1.61
(0.69) (1.44) (0.77) (1.48)  (0.69) (1.36)
-0.11 -0.15 -0.33 -0.45 -0.16 -0.27
(0.34) (0.32) (0.33) (.38) (0.40) (0.38)
0.12 0.69 0.66%* 0.01 0.09 1.29%*
(0.15) (0.70) (0.17) (1.39)  (0.15) (0.61)
-0.04 0.10 -0.09*
(0.05) (0.21) (0.05)
100 100 98 08 94 94
0.24 0.30 0.32 0.30 0.29 0.30

(7)
-0.76
(2.11)
0.67
(1.43)
-0.97
(2.11)
1.07
(5.80)
0.53
(0.45)
0.003
(0.04)
'4. 31***
(1.53)
-1.00
(0.78)
-0.39
(0.38)
0.66***
(0.16)

92
0.36

(8)
-0.82
(2.06)
0.55
(1.54)
-0.85
(2.19)
0.87
(5.85)
0.58
(0.45)
0.003
(0.04)
-4.19%*
(1.89)
-0.80
(1.23)
-0.42
(0.40)
0.47
(0.93)
0.03
(0.14)

92
0.36




Table 2

Data from Easterly et al. (2004), 1970-88counting for social cohesion
Dependent variable: Growth rate in real GDP

5/2SLS (low and middle-

5/2SLS (low and middle-

8/2SLS (low-income,

8/2SLS (low income outliers

income, outliers included) income, outliers excluded) outliers included) excluded)

1) 2 3) (4) (5) (6) ) (8) ©)
Initial GDP 1.04 0.52 -0.47 -0.86 -0.08 -1.08 -0.84 -1.09 -1.10

(2.47) (1.62) (1.04) (2.27) (1.31) (1.55) (1.45) (1.57) (1.57)
Eth. Fract. 6.10 4.28 7.18** 4.69 5.69* 412 6.43* 4.53 5.62

(3.98) (4.09) (3.38) (3.94) (3.32) (3.73) (3.22) (3.55) (3.70)
Assassinations -2.81 -2.18 -2.86 -1.99 -1.83 -1.66 -2.32 -0.94 -1.21

(2.29) (2.04) (2.37) (1.95) (2.44) (1.86) (2.34) (2.47) (2.41)
Eth. Fract. X -0.12 -0.98 -0.36 -1.96 -1.52
Assassinations (6.00) (5.93) (5.81) (5.91) (5.84)
Institutional quality  0.11 0.07 0.34 0.20 0.20 0.22 0.36 0.23 0.25

(0.32) (0.34) (0.29) (0.32) (0.29) (0.312) (0.312) (0.32) (0.32)
M2/GDP (lagged) 0.007 -0.007 -0.005 -0.01 -0.005 -0.01 -0.002 -0.02 -0.02

(0.04) (0.04) (0.04) (0.04) (0.04) (0.04) (0.04) (0.04) (0.04)
SSA -2.65 -2.19 -4,18** -3.12* -3.42** -3.26** -4.28**  -3.45%* -3.65%*

(1.74) (2.79) (1.67) (1.67) (1.48) (1.52) (1.60) (1.51) (1.52)
Policy index 0.94 1.09** 0.48 1.44%** 1.33* 1.41%** 0.65 1.52%** 1.52%**

(0.72) (0.43) (0.93) (0.43) (0.72) (0.45) (0.94) (0.47) (0.47)
Aid 2.89** 1.28 2.53** 0.96 2.65** 0.99 2.21** 1.09 2.01*

(1.29) (1.45) (1.18) (1.62) (1.06) (1.36) (2.07) (1.51) (2.01)
Aid X Policy -0.001 0.39 -0.06 0.37

(0.22) (0.34) (0.20) (0.33)
(Aid)? 0.19 0.25 0.19 0.19

(0.18) (0.28) (0.19) (0.23)

Aid X Eth. Frac. -3.34* -3.07* -3.91** -3.44* -3.18** -3.08* -3.59**  -3.18* -4.46*

(1.89) (1.83) (1.18) (1.78) (1.55) (1.68) (1.52) (1.62) (2.49)
(Aid)? X Eth. Fract. 0.28

(0.32)

Observations 106 106 103 103 100 100 98 98 98
R? 0.33 0.21 0.37 0.10 0.39 0.21 0.37 0.22 0.21
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Table 3
ELR data and ELR sample, 1970:@€counting for social cohesion
Dependent variable: Growth rate in real GDP

5/2SLS (low and middle- 5/2SLS (low and middle- 8/2SLS (low-income, 8/2SLS (low income outliers
income, outliers included) income, outliers excluded) outliers included) excluded)
1) 2 3) 4) (5) (6) (7 (8)
Initial GDP 0.84 0.89 -0.60 -0.44 -0.36 -0.99 -0.97 -0.96
(1.33) (1.31) (0.99) (1.12) (1.08) (1.21) (1.22) (1.30)
Eth. Fract. 4.39 4.59 6.32** 4.77* 4.83* 5.44* 5.35* 9.55
(1.33) (1.26) (3.08) (2.84) (2.84) (2.99) (2.98) (6.68)
Assassinations -0.06 -0.36 -0.29 -0.26 -0.35 -0.34 -0.36 -0.24
(0.97) (0.35) (0.94) (0.90) (0.34) (0.89) (0.35) (0.92)
Eth. Fract. X -0.74 -0.28 -0.13 -0.07 -0.43
Assassinations (2.81) (2.54) (2.46) (2.37) (2.42)
Institutional 0.06 0.07 0.27 0.19 0.21 0.28 0.26 0.24
quality (0.30) (0.37) (0.29) (0.29) (0.27) (0.31) (0.27) (0.28)
M2/GDP 0.01 0.02 0.01 0.01 0.01 0.01 0.01 0.01
(lagged) (0.04) (0.03) (0.04) (0.04) (0.03) (0.04) (0.03) (0.04)
SSA -2.39 -2.42 -3.78** -3.26** -3.32** -3.67** -3.58** -3.59**
(1.85) (1.74) (1.67) (1.54) (1.45) (1.68) (1.68) (2.57)
Policy index 1.12* 0.92** 0.94 1.58** 1.21%** 1.29 1.43*** 1.38***
(0.66) (0.36) (0.82) (0.63) (0.32) (0.80) (0.39) (0.40)
Aid 2.27* 2.26** 2.30*** 2.27** 2.09*** 2.03** 2.11%** 2.46***
(0.94) (0.95) (0.83) (0.78) (0.77) (0.82) (0.80) (0.76)
Aid X Policy -0.08 0.18 -0.15 0.07
(0.23) (0.38) (0.20) (0.35)
Aid X Eth. Frac. -2.24 -1.36 -3.32** -2.52** -2.52** -2.96** -2.92** -3.41**
(1.46) (1.44) (1.28) (1.16) (1.17) (1.25) (1.29) (1.36)
(Eth. Fract] -3.39
(5.99)
Observations 128 128 124 121 121 118 118 118
R? 0.27 0.27 0.30 0.33 0.32 0.31 0.31 0.31
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