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Abstract

Purpose - The purpose of this paper is to empirically investigate the effectiveness of Offcial Development Assistance (ODA)
in recipient countries' economy. ODA is designed to mitigate poverty and stimulate economic growth in the developing
countries. We classify total ODA into bilateral ODA and multilateral ODA depending on the number of donor countries. If
the ODA flows from one donor country to one recipient country, it is classified as bilateral ODA. If the multiple countries
simultaneously become donor countries through the international organizations such as United Nations and World Bank, it is
classified as multilateral ODA. This paper compares the effect of bilateral ODA and multilateral ODA in determining recipient
countries' economic development, and tries to provide policy implications to Korean ODA.

Research design, data, and methodology - Our primary explanatory variables are bilateral and multilateral ODA. Private
credit in recipient countries is adopted as additional explanatory variables to capture the level of financial development in
recipient countries. We measure the ODA effectiveness using economic growth and quality of life of the recipient countries
as the dependent variable. We collect 142 recipient countries' data from OECD statistics, during the period from 1970-2014.
Panel least squares estimation with country fixed effect is employed as the empirical model.

Results - Our results support that ODA variable has a negatively significant impact on recipient countries' economic growth,
while it is positively correlated with human development index. Recipient countries' private credit is positively correlated with
economic growth and human development index. The interaction variable of ODA and financial development turns out to be
significant in general. We find that the positive effect of ODA depends on recipient countries' financial market development
and this effect is stronger in multilateral aid than bilateral one.

Conclusions - From the analysis, we have confirmed that the recipient countries financial development is the necessity
condition to achieve positive effect of ODA. Based on these results, we suggest that Korean government should increase
the share of multilateral funding and pay attention to recipient countries' financial market development to maximize the
effectiveness of ODA.
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Figure 1: Trend of bilateral and multilateral ODA
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Figure 2: Source countries and institutions of bilateral and
multilateral ODA
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Table 1: Summary statistics

Variable Observation| Mean | Variance | Min. Max
GDP per capita 5,512 7,317 | 12,273 374 (160,512
HDI 2,740 0.58 0.14 0.21 0.85
Investment* 5,512 19.80 11.34 0.92 | 83.32
Private Credit* 4,770 28.67 | 24.80 0.00 |166.50
Total ODA* 5,512 3.36 5.12 -0.01 | 66.08
Bilateral ODA* 5,512 2.06 3.37 0.00 | 45.77
Multilateral ODA* 5,438 1.32 2.45 -0.08 | 49.28

Note: GDP per capita and HDI take the value before log
transformation. * stands for the percentage of GDP.

Table 2: Correlation Matrix

M @ & @ 6 6|0

(1) GDP per capita 1

(2) HDI 0.893| 1

(3) Investment* 0.472|0.453| 1

(4) Private Credit* 0.529|0.613{0.337| 1

(5) Total ODA* -0.647|-0.623/-0.261|-0.312| 1

(6) Bilateral ODA*  |-0.651|-0.628|-0.252|-0.300/0.966| 1

(7) Multilateral ODA* |-0.642|-0.599|-0.290|-0.342/0.894 |0.782| 1

Note: GDP per capita and HDI take the value before log
transformation. * stands for the percentage of GDP.
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Table 3: Effect on bilateral and multilateral ODA on economic

growth: fixed effect model

GDP per capita (1) (2) 3) (4) 5)
Investment 0.100***|0.126***|0.128***|0.118***|0.120***

(7.65) | (11.12) | (11.34) | (10.44) | (10.60)

0.075***|0.056***| 0.049*** | 0.056*** | 0.068***

(7.30) | (6.24) | (5.50) | (6.31) | (7.26)

Private Credit

Total ODA -0.219%%%-0.298***
(-38.03) | (-23.23)
Total ODA x 0.026***
Private Credit (6.89)
Bilateral ODA -0.135***-0.170***
(-24.70) | (-10.74)
Multilateral ODA -0.097***-0.126™***
(-21.60) | (-8.79)
Bilateral ODA x 0.012*
Private Credit (2.46)
Multilateral ODA x 0.009*
Private Credit (2.12)
Constant 7.564***|7.638***|7.652*** | 7.436*** | 7.393***

(132.34)[(153.57)|(154.52)|(151.21) |(147.84)
Country Dummy |Included|Included|Included|Included|Included
Year Dummy |Included|Included|Included|Included|Included
Observations 4,648 | 4640 | 4,640 | 4,605 | 4,605
Note: t-values are reported in parentheses. * p<0.05, *** p<0.001
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Table 4= ODAZ} +=R=2| &0 &0 DjXl= =
Z1 Ot Table 31 FAfeh ZHO|X|2H &It Q7|
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F=E HUEE P82 8= &9 EE A=
A= LERSCL FHEE DXl Feies &
ODASt FARZH BlZ=E & EE dAIPIE
Ch. SHX|2H 27 E10F ODAS| WsAg o F7K5HH TA|
ODAL E8AIY0l TET FR0| &2 ES SYA7IE A2
2 LIED oA k. 58AIE0|
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0

Table 4: Effect on bilateral and multilateral ODA on quality of life:
fixed effect model

HDI (1) (2) (3) (4) (5)
GDP per capita [0.012***/0.015***|0.014***|0.015***|0.015***
(9.88) | (11.27) | (11.21) | (11.53) | (11.65)
0.006***|0.006***|0.006***|0.006***|0.007***
(9.26) | (9.21) | (8.88) | (9.14) | (9.81)

Private Credit

Total ODA 0.003***| -0.0001
(5.48) | (-0.08)
Total ODA x 0.0008**
Private Credit (2.87)
Bilateral ODA 0.003***| 0.003*

(6.22) | (2.46)
0.0003 |-0.0025*
(1.00) | (-2.49)

Multilateral ODA

Bilateral ODA x -0.0001
Private Credit (-0.17)
Multilateral ODA x 0.0009**

Private Credit (3.03)
Constant 0.297***|0.273***|0.275***|0.270***|0.267***
(31.40) | (26.25) | (26.42) | (25.97) | (25.66)
Country Dummy |Included|included|Included|Included|included
Year Dummy |Included|Included|Included|included|Included
Observations 2604 | 2,598 | 2,598 | 2,580 | 2,580
Note: t-values are reported in parentheses. * p<0.05, ** p<0.01,
*** p<0.001
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