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Abstract

This paper empirically evaluates the effects of Aid for Trade (AfT) on foreign direct investment (FDI) flows to the developing and least developed countries (LDCs) as well as on exports and imports of these countries. Unlike previous studies, we investigate the effects of AfT on goods trade not only in all industries taken together but also in three specific sectors – agriculture, mining, and manufacturing. Additionally, we assess the effects of AfT on FDI, distinguishing two different FDI modes (greenfield FDI and cross-border M&A) in three specific sectors – primary, manufacturing, and services.

For this purpose, we compile bilateral data for 24 donor and 138 recipient countries for the period 2003-2015. We then estimate the effects of AfT on trade and FDI by applying the “semi-structural” and “full structural” gravity models with the Poisson Pseudo-Maximum Likelihood (PPML) estimator proposed by Santos Silva and Tenreyro (2006). 

It is found that AfT has a marginally significant effect on trade. Particularly, AfT to infrastructure is found to have a significant positive effect on both a recipient’s exports and imports of mining products. In contrast, AfT is found to have a significant positive effect on greenfield FDI in all industries – primary, manufacturing, and services industries, as well as on cross-border M&A in manufacturing and services industries. It is also found that all three components of AfT positively affect greenfield FDI, while aid to infrastructure and aid to trade policy and regulations increase cross-border M&A.
This paper also investigates the question of whether Vietnam is different from other recipient countries and tries to draw implications for Vietnam. 
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1. Introduction 
At the WTO Hong Kong Ministerial Conference in December 2005, the “Aid for Trade (AfT) Initiative” was launched and many high-income member countries pledged to increase their AfT contributions, particularly for least developed countries (LDCs). AfT comprises aid for “economic infrastructure”, “building productive capacity”, and “trade policy”. As an input to the 2017 Aid for Trade report being prepared as part of WTO's 6th Global Review of Aid for Trade, this paper empirically evaluates the effects of AfT on foreign direct investment (FDI) flows to the developing and LDCs as well as on exports and imports of these countries. 
Most research on the effects of AfT (and its components) on international transactions has focused on trade.
 For example, Cali and te Velde (2011), using country-level panel data for 99 countries over the period 2002-2007, find that among the components of AfT, aid for “economic infrastructure” is associated with greater recipient-country exports, while aid for “productive capacity” has no significant effect on exports. Using 2SLS with cross-section data for 88 countries, averaged over the period 2002-2007, Vijil and Wagner (2012) find empirical evidence that aid for infrastructure improves infrastructure of recipient countries, which in turn promotes exports. Utilizing a gravity framework with bilateral trade data for the period 1990-2005, Helble et al. (2012) find that total AfT increases both recipient exports and imports, but is more strongly associated with recipient exports than imports. In contrast, they find other types of aid are more strongly associated with recipient imports. Pettersson and Johansson (2013) also use a gravity framework with bilateral exports data for the period 1990-2005 and find that not only AfT but also overall aid is positively associated with both donor exports and recipient exports. They further find a particularly strong relation between aid in the form of technical assistance and exports in both directions. A report by OECD/WTO (2013, Chapter 5) also provides empirical evidence that AfT is correlated with increases in trade, whilst increases in other (non-AfT) aid tend to dampen export performance. Thus, most studies find positive effects of AfT on trade, particularly when AfT is in the form of aid for economic infrastructure or for trade policy assistance.

While the positive effects of AfT on trade are rather obvious,
 it is ambiguous whether AfT also has positive effects on other types of transaction, notably FDI. Nonetheless, the World Bank (2011) argues that AfT may promote investment, stating “An important dimension of AfT support spans measures to make countries more attractive to foreign direct investment (FDI)” (page 13). More generally, OECD (2004) argues that “ODA-backed efforts to enhance the investment climate are relevant in the context of attracting FDI” (page 18). However, the empirical evidence is rather inconclusive. For example, Harms and Lutz (2006) find that the overall effect of foreign aid on the sum of foreign direct and portfolio equity investment was close to zero during the 1990s. They further find that the effect becomes positive only in countries with a low regulatory quality. Karakaplan and Neypti (2005) also find an insignificant effect of foreign aid on FDI but find a significant positive effect in countries with good governance, this finding thus being in contrast with that of Harms and Lutz (2006). Asiedu et al. (2009) find even a negative effect of aid on FDI flows to the recipient countries, even though aid tends to reduce the adverse effect of expropriation risk in the recipient country on FDI. 
These studies consider only overall aid. However, as Harms and Lutz (2006) point out, foreign aid may raise the marginal productivity of private capital by financing public infrastructure investment or may have an adverse impact by creating incentives for unproductive rent-seeking. That is, foreign aid may encourage FDI inflows to the recipient countries by improving the recipient country’s economic infrastructure such as roads, communications, and electricity as well as social infrastructure such as education and public health, thereby removing bottlenecks that would otherwise prevent FDI inflows. On the other hand, foreign aid may discourage FDI inflows to the recipient countries because of the “rent-seeking” effect, as it causes local firms to engage more intensively in competition for rents from the aid and less strongly in activities for improving their productivity, thus reducing the marginal productivity of capital in the recipient country. 
Against this backdrop, using aid data for a sample of 88 countries, averaged over five-year intervals during the period 1970–2001, Selaya and Sunesen (2012) disaggregate aid into two types: (i) aid for social and economic infrastructure such as education, health, energy, transport, and communications and (ii) aid for building productive capacity in sectors such as agriculture, industry, trade, and banking. They find that aid for social and economic infrastructure was “complementary” in that it was associated with more FDI, while aid for building productive capacity deterred investment. Donaubauer et al. (2016) also find evidence that aid for economic infrastructure had a strong direct effect on FDI, based on 1990-2010 data. 
In addition to these two channels of the effect of aid on FDI (i.e., infrastructure effect and rent-seeking effect), one may think of a positive “financing effect” by improving the ability of the recipient country to finance more public infrastructure projects. Another possibility is a negative effect by diverting resource allocations from tradable sectors to non-tradable sectors, as theoretically suggested by Beladi and Oladi (2007). Thus, overall foreign aid may increase or reduce countries’ attractiveness for foreign investors. For example, aid from any donor country to Thailand may promote or discourage FDI from any donor or non-donor country.
Unlike these studies that consider multilateral effects of aid on FDI, Kimura and Todo (2009) focus on the bilateral “vanguard” effect. For example, aid from Japan to Thailand may promote FDI from Japan to Thailand. They suggest several reasons for this vanguard effect. First, when foreign aid is provided, information on the local business environment of the recipient country can be exclusively transmitted to the firms of the donor country. Second, the fact that the government provides foreign aid to a country may decrease the investment risk of the recipient country as perceived by the firms of the donor country. Third, a donor country may bring its business practices, rules, and institutions to the recipient country, so that the firms of the donor country may find it easier to do business in the recipient country.    

In order to evaluate the bilateral relationship between aid and FDI, Kimura and Todo (2009) consider five donor countries and 98 recipient countries during the period 1990-2002. They do not find any positive bilateral effect of either aid for infrastructure of for non-infrastructure has a significant impact on bilateral FDI. They find only a marginally significant positive impact of Japanese infrastructure aid on Japanese investment in recipient countries.  Kang et al. (2011) extend Kimura and Todo to show that not only aid from Japan but also from Korea seemed to promote bilateral FDI during the period 1980-2003. While these two studies do not explicitly consider AfT, Lee and Ries (2016) provide the only study that estimates the bilateral effect of AfT on FDI. Using bilateral data for 25 donor and 120 recipient countries for the period 2004-2012, they estimate the effects of bilateral AfT on greenfield investment, relying on a “structural” gravity model. They find a strong and significant effect of AfT on greenfield investment, particularly when the donors are among the top five donors. Among the three categories of AfT, both aid for infrastructure and that for building productive capacity are found to exert strong effects.
There are also some case studies on the effects of aid on FDI. For example, Bhavan et al. (2011) find that aid attracts FDI in South Asian countries such as Bangladesh, Sri Lanka, Pakistan, and India. Their results hold not only for aid for infrastructure (physical and human) but also for aid in the form of physical capital. In contrast, Carro and Larru (2010) find inconclusive evidence in the case of Latin American countries such as Argentina and Brazil. 

Having discussed the theoretical channels of foreign aid on FDI, this paper will disaggregate AfT into the following three categories: trade-related infrastructure (INF), building productive capacity (BPC), and trade policy regulations and trade-related adjustment (TPR). Theoretically, it seems obvious that the effect of aid to INF and TPR on both greenfield and M&A investments will be positive, because aid to infrastructure or technical assistance can ease important bottlenecks in public infrastructure and FDI-related governance in poor countries. Aid to TPR can also facilitate foreign investments through market knowledge and interpersonal relations. 
However, the effect of AfT to BPC on FDI can be negative because of the rent-seeking effect and by crowding out private foreign activities in the tradable goods sector. That is, even though the name of aid to “building productive capacity” (BPC) suggests that it aims to increase productivity, it may decrease the marginal productivity of private capital in the targeted sectors. The reason is that “foreign aid invested in physical capital competes directly with other types of capital, and thus replaces investments that private actors would have undertaken anyway” (Selaya and Sunesen 2012, p.2155). 

We will also include non-AfT aid (ie. aid other than AfT) as a control variable in the regression analysis. In fact, the effect of non-AfT aid can be positive because it includes social infrastructure such as education and health which is expected to be positively associated with FDI inflows. For example, Donaubauer et al. (2014) argue that aid in education may promote FDI by working through the channel of better education and qualifications. Indeed, they find that aid for education is positively associated with FDI flows to Latin American recipient countries. Positive effects can also be expected to the extent that any type of aid, including non-AfT aid, increases the financial ability of the recipient government to finance more infrastructure projects.
Besides, we aim to assess the effects of AfT on trade and FDI, not only in all industries taken together but also in three different sectors – agriculture, mining, and manufacturing.  Particularly, we distinguish FDI in terms of two different modes - greenfield FDI and cross-border M&A, while most other studies on aid and FDI use net FDI flows based on the international balance of payments (BoP). Lee and Ries (2016) focus on greenfield FDI flows but not on cross-border M&A. 
Aid may promote both cross-border greenfield and M&A investments because of the improved infrastructure. However, the influence is subtler for M&A investment than for greenfield investment. M&A occurs when the acquisition adds value to the target. Aid increases M&A when it raises the relative value of the target when owned by the acquirer. For example, an international acquirer may benefit disproportionately from information technologies because these allow for better communication with foreign headquarters. However, aid for energy may have equal benefits for a target under current ownership and under foreign ownership. In that case, it does not increase the likelihood of successful M&A. While the effect of aid for M&A is less straightforward than for greenfield investment, our analysis considers both because they are equally important components of global FDI flows.
For this purpose, we compile bilateral data for 24 donor and 138 recipient countries for the period 2003-2015.
 We then estimate the effects of AfT on trade and FDI by applying the “semi-structural” and “full structural” gravity models with the Poisson Pseudo-Maximum Likelihood (PPML) estimator proposed by Santos Silva and Tenreyro (2006). Our specifications include both bilateral and time-varying country fixed effects. 

The remainder of this paper is organized as follows. Section 2 first describes the data on AfT forming the focus variable in our regression analyses. Also discussed in Section 2 are the data on trade as well as greenfield and M&A investments which will be used as the dependent variables in the regression analyses. Section 3 explains the empirical framework and Section 4 reports and discusses the main results. Section 5 is devoted to discussion on developing Asian economies, particularly focusing on the landlocked and sea-locked economies of Asia. Section 6 offers concluding remarks with policy suggestions.
2. Data
2.1. Aid for Trade

The OECD manages the Creditor Reporting System (CRS) that contains flows of Official Development Assistance (ODA). ODA flows are recorded as aid commitments and disbursements. Commitments are not always fulfilled and there may be long lags before the funds are disbursed. Therefore, following Cali and te Velde (2011), Ferro et al. (2014), and Lee and Ries (2016), we employ data on disbursements. The OECD identifies AfT as comprising the following categories: 
 
1. Trade-related infrastructure (INF): Transport and storage (210), communications (220), and energy generation and supply (230). 
2. Building productive capacity (BPC): Banking and financial services (240), business and other services (250), agriculture (311), forestry (312), fishing (313), industry (321), mineral resources and mining (322), and tourism (332). 
3. Trade policy regulations (TPR): Trade policies and regulations (331). 

For our sample of 138 recipients
 for the period 2003-2014,
 the total disbursements of ODA and AfT were US$1,178 billion and US$318.6 billion, respectively. Thus, AfT accounted for about 27% of total ODA during the period. Figure 2-1 shows the trend of ODA and AfT for our sample. Overall ODA surged in 2005 and 2006, dipped in 2007, and then increased steadily thereafter, but AfT increased steadily over the whole period. ODA surged in 2005 mainly because of Iraq (from US$ 4.3 billion in 2004 to US$ 21.7 billion in 2005) and also in 2006 largely because there was a surge in aid to Nigeria, Rwanda, Senegal, and Tanzania. 
[Figure 2-1here]

Figure 2-2 displays trends for the three main AfT components: trade-related infrastructure (INF), building productive capacity (BPC), and trade policy regulations and trade-related adjustment (TPR). AfT aimed to build infrastructure has been gradually increasing over the period, while aid for building productive capacity has recently been decreasing. Since 2010, the share of AfT for infrastructure has surpassed that for building productive capacity. Thus, the figure suggests that the AfT Initiative (2005) has generated more AfT, particularly that targeted to building infrastructure. 
[Figure 2-2 here]

Table 2-1 shows the annual averages of gross ODA during 2003-2014 for the top 25 recipients.
 Iraq was the largest recipient of ODA with an annual average of US$5.6 billion, followed by Afghanistan, India, Democratic Republic of the Congo, and Ethiopia. The top 25 recipients accounted for 61% of ODA. Iraq, Afghanistan, and Congo received huge amounts of foreign aid during and after the relevant wars. In particular, it is worth noting that foreign aid to Afghanistan amounted to 35.7% of its GDP, while foreign aid to India, the third largest recipient, amounted to only 0.3% of its GDP. Table 2-1B shows the top 25 recipients of AfT based on annual averages. India was the largest recipient of AfT, with annual disbursements of US$1.7 billion, closely followed by Viet Nam, Afghanistan, Turkey, and Iraq. The top 25 recipients accounted for 66% of AfT disbursements. 
[Tables 2-1A&B here]

Island states appear to rely heavily on foreign aid as their shares as percentage of GDP are in most cases relatively high. Table 2-2 confirms that the small Pacific island states are among the countries that rely most heavily on foreign aid. Particularly, foreign aid levels as percentage of GDP are highest for Tuvalu (55.8%), Micronesia (39.9%), Marshall Islands (38.7%), Solomon Islands (35.9%), and Kiribati (24.9%).
 [Table 2-2 here]

Table 2-3A lists the top 25 country pairs in terms of total disbursements of gross aid during 2003-2014, while Table 2-3B lists the top 25 country pairs in terms of total disbursements of AfT during the same period. The U.S.-Iraq and U.S.-Afghanistan pairs show the largest amounts of gross aid disbursements, followed by Japan-Viet Nam, Japan-India, and Japan-Indonesia. It appears that U.S. aid was geared toward those countries which experienced internal and/or external conflicts, while Japanese aid concentrated on Asian developing countries. It is also noted that Japan’s share of AfT in gross aid is relatively higher than those of other donors. 

[Tables 2-3A&B here]

2.2. International Trade and FDI
We use data on bilateral trade in goods, drawn from OECD’s STAN Bilateral Trade Database (http://stats.oecd.org/Index.aspx?DataSetCode=BTDIXE_I4#), that classify exports and imports of goods in three commodity groups: agriculture, mining, and manufacturing. We also use data on bilateral greenfield and M&A investments, acquired from fDi Markets (Financial Times Ltd.) and Zephyr, respectively.
 Both the counts and dollar values of greenfield and M&A investments are available from these two sources. However, in cases where the number of M&A deals is positive, the values of the transactions are often not reported, for confidentiality reasons. In the subsequent analysis, therefore, we use the counts and dollar values of greenfield FDI, while for cross-border M&A investments we use only the relevant counts. 

Table 2-44 shows the top 25 recipients of greenfield and M&A investments during 2003-2015, respectively. China, India, and Brazil received the largest amounts of both types of investment. China was the top destination, receiving 15,354 greenfield projects and 9,062 M&A deals, accounting for 24.6% and 27.2% of the total counts, respectively, received by the 138 developing countries in our sample. Mexico, Vietnam, and Thailand, the 4th, 5th, and 6th largest recipients of greenfield investment projects, received the 8th, 10th, and 12th largest M&A investment. 
[Table 2-4 here]

3. Empirical specifications

We aim to assess whether AfT increases trade and FDI. For this purpose, this paper constructs a bilateral panel data set for trade and FDI, respectively, between 24 donor countries and 138 developing countries for the period 2003-2015. We then apply the gravity model to estimate the effects of AfT on trade and FDI flows. 
The gravity equation, pioneered by Tinbergen (1962) and Pöyhönen (1963), has been the workhorse for the empirical literature in international economics. This is so because it is very intuitive, has a strong theoretical foundation, and shows a very good fit to the data, not only for trade in goods but also for a variety of international transaction flows.
 
3.1. Effects on Trade

Anderson and van Wincoop (2003) generated the “structural” gravity equation based on general theoretical foundations, assuming differentiated products and homothetic preferences.
 The structural gravity equation includes not only bilateral resistance to trade but also multilateral resistance terms. As noted in Section 1, Wagner (2003) is the earliest published paper that uses a gravity-based equation to investigate the bilateral effects of aid on trade during the period 1970-1990. Helble et al. (2012) consider the aid effect on bilateral trade for the period 1990-2005 in a gravity framework. 

Following most theoretical formulations of the structural gravity equation, we can specify TRADEdrt, trade flows (exports or imports) between donor d and recipient r at time t, as the product of country and bilateral specific terms:
(1) 
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Mdt and Mrt measure the attributes of donor country d and recipient country r at a specific point in time t and 
[image: image2.wmf]t
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is a common time-specific factor. Ddrt reflects transaction costs between d and r at time t. In our application, TRADEdrt denotes bilateral exports to donor d from recipient r (or bilateral imports from donor d to recipient r) at time t. We classify exports and imports of goods in three industries: agriculture, mining, and manufacturing.

In our specification, we specify the bilateral term, Ddrt, by including a full set of bilateral pair fixed effects: 
Ddrt = = β1 ln(AfTdrt) + β2 ln(NAfTdrt) + β3 RTAdrt + β4 BITdrt + θ PAIRdr + uijt
where RTAdrt and BITdrt are binary variables indicating whether both countries are members of a bilateral/regional trade agreement or a bilateral investment treaty, respectively, and PAIRdr[image: image4.png]


indicates bilateral fixed effects between countries d and r. 

AfTdrt is bilateral AfT from donor d to recipient r, while NAfTdrt is bilateral non-AfT aid from donor d to recipient r. AfT will also be replaced with its three components: aid to trade-related infrastructure (INF), building productive capacity (BPC), and trade policy and regulations (TPR). It should be noted that there are many observations with zero values for bilateral aid (both AfT and non-AfT). Rather than adding one to the aid value before transformation to the natural logarithm, we follow Klette (1996), Wagner (2003), Cali and te Velde (2011), and Lee and Ries (2016) and split each of the two aid variables (both AfT and NAfT) into two variables as follows:
 β1 ln (AIDdrt) = β11 ln {max(1,AIDdrt)} + β12ZAIDdrt 
where ZAID is a zero-aid dummy, which takes the value 1 when AID = 0 and zero otherwise. In this formulation, the difference in exports (imports) of a recipient country receiving positive aid and a recipient country receiving zero aid (ceteris paribus) is given by 
TRADE|AID>0 - FDI|AID=0 = β11 ln AIDdrt -  β12.
We also specify the recipient-specific term, Mrt, as

Mrt = γ1ln(AfT_othrt) +  γ2 ln(NAfT_othrt) + γ3 ln(POPrt) + γ4 ln(PCGDPrt ) 

+ γ5 INFLATIONrt + γ6WGIrt
where AfT_oth and NAfT_oth are, respectively, AfT from all donors other than from donor d and non-AfT aid (i.e. all aid less AfT) from all donors other than from donor d.
 We will call these variables Third-party AfT and NAfT. The Third-party AfT (AfT_oth) will also be replaced with its three components: aid to trade-related infrastructure (INF), building productive capacity (BPC), and trade policy and regulations (TPR).  POP and PCGDP are, respectively, the population and per capita GDP of recipient countries and INFLATION is inflation rate of recipient countries. In addition, we include overall WGI, the average of six components of World Bank’s Worldwide Governance Indicators (WGI). 

We note that Anderson and van Wincoop (2003)’s theory-based structural gravity models require that estimation of a gravity equation take into account not only bilateral distance and transaction costs but also “multilateral resistance” that represents a country’s ease of market access. In the panel data estimations, “multilateral resistance” has been addressed by including time-varying exporting and importing country fixed effects.

However, in our present study, including time-varying aid recipient fixed effects precludes the estimation of Mrt, which includes the Third-party AfT (AfT_oth). Therefore, in one specification, we will measure the effects of Third-party AfT on bilateral trade by including only (time-invariant) recipient fixed effects and time-varying donor fixed effects as well as bilateral pair fixed effects. We will call this our “semi-structural” gravity specification. In another specification, we will assess the effects of bilateral AfT on bilateral trade by including a full set of time-varying donor and recipient fixed effects as well as bilateral pair fixed effects.
 We will call this our “full structural” gravity specification.
Santos Silva and Tenreyro (2006) argue that estimating a log-linearized gravity equation by ordinary least squares (OLS) results in bias and is inconsistent in the presence of heteroskedasticity, which is highly likely in practice. They suggest that a gravity equation be estimated by using the Poisson Pseudo-Maximum Likelihood (PPML) estimator. We will utilize PPML in our study.
 
One additional advantage of using PPML is that we do not lose zero observations. Nonetheless, yearly bilateral trade values are often zero and volatile flows (particularly in the case of the agricultural and mining industries of small-size, low-income developing countries). Therefore, as an effort to obtain fewer cases of zero values and to reduce random volatility of trade flows, we transform yearly data to triennial data by aggregating the dependent variable for years 2004-2006, 2007-2009, 2010-2012, and 2013-2015. We then match the dependent variable with the AfT variable and other explanatory variables for the preceding periods (i.e. 2003-2005, 2006-2008, 2009-2011, and 2012-2014), thus allowing both contemporaneous and lagged effects (1-3 years) of AfT on trade flows to accrue. 

3.2. Effects on FDI
In addition to the multilateral effects of AfT on FDI, we also aim to assess the bilateral effects of AfT. For this purpose, this paper constructs a bilateral panel data set for greenfield and M&A, respectively, from 24 donor countries to 138 developing countries for the period 2003-2015. We utilize the same specifications of the equations for trade flows. One difference is that we include GDP growth rate (GROWTH) as an additional explanatory variable.
 That is, Mrt is 
Mrt = γ1ln(AfT_othrt) +  γ2 ln(NAfT_othrt) + γ3 ln(POPrt) + γ4 ln(PCGDPrt ) 

+ γ5 INFLATIONrt + γ6WGIrt+ γ7 GROWTHrt
where GROWTH is GDP growth rate of recipient countries. 
4. Empirical Results 
In our regressions, we drop Afghanistan, Iraq, and Libya because of their peculiar war circumstances. We also drop tax havens such as Liberia, Maldives, Cook Islands, Niue, Marshall Islands, Vanuatu, Anguilla, Montserrat, Panama, and St Vincent and the Grenadines. Furthermore, we drop those countries which did not receive any greenfield investments during the period 2003-2015. Thus, we end up having 116 countries in the sample for regression analyses. We will drop the recipients which are considered as tax havens.
 In actually regressions, we will also lose some more countries, for which data on our explanatory variables are not available, depending upon the particular regression specifications. 

4.1. Effects on Trade

For bilateral effects of AfT on trade, we utilize OECD’s STAN Bilateral Trade Database. Exports and imports are classified into three commodity groups: agriculture, mining, and manufacturing. Reported in Table 4-1 are the results from the “semi-structural” gravity framework with the inclusion of recipient fixed effects as well as donor-period fixed effects and pair fixed effects. That is, for recipient countries, recipient dummies are included instead of donor-period dummies, so that we can obtain estimates for the recipient’s time-varying variables including AfT of third-party countries (AfT~drt). Note that the Third-party AfT values are defined as AfT from all donors other than from donor d. Even though Table 4-1 also reports bilateral AfT (AfTdr), we concentrate on the Third-party AfT, because the effects of bilateral AfT can be estimated with greater precision with the “full structural” gravity framework, by including not only “donor-” but also “recipient-” period fixed effects as well as pair fixed effects (which are reported in Table 4-3). 

On examining the estimates for Third-party AfT (shaded row) in Table 4-1, we find that AfT from third-party sources significantly affects only recipient exports of agricultural commodities. Specifically, a 100% increase in AfT from third-party sources increases bilateral exports of agricultural goods from the recipient by 7.7%. Thus, economically, the AfT effect on export promotion is not large. The regression equation also includes non-AfT aid, i.e. foreign aid other than AfT, as an explanatory variable. As a matter of fact, non-AfT aid includes not only humanitarian aid but also aid to social infrastructure such as education and health, which may also influence international transactions through the development of human capital. It is found that this has a positive association with exports of mining products from recipient countries.

When we split AfT into its three components, we find that AfT to building productive capacity (BPC) is positively and significantly associated with recipient exports of all goods (Column 1 of Table 4-2), even though AfT as a whole did not carry a positive coefficient in exports of all goods (Column 1 of Table 4-1). Among the three sectors, AfT to BPC promotes exports of agricultural goods in particular and also of manufacturing goods (to a lesser degree). Specifically, a 100% increase in AfT to BPC from third-party sources increases bilateral exports of agricultural goods from the recipient by 10.3%. Indeed, the positive effect of AfT on recipient exports of agricultural products is due to aid to BPC. It is also seen that AfT to infrastructure (INF) is positively and significantly associated with recipient exports of mining products (Column 3 of Table 4-2), even though AfT as a whole did not carry a positive coefficient in exports of mining products (Column 3 of Table 4-1).

[Table 4-1 here]

[Table 4-2 here]

Reported in Table 4-3 are the results obtained from the full structural gravity framework, with inclusion of not only “donor-” but also “recipient-” period fixed effects as well as pair fixed effects. Note that the inclusion of recipient-period fixed effects precludes identification of the coefficient on the Third-party AfT. Bilateral AfT is found to increase bilateral exports from recipient to donor countries. But this association is significant only at the 10% level. It is also noted that non-AfT aid does not carry a statistically significant positive coefficient in any equations. When the bilateral AfT variable is replaced with its three components (Table 4-4), aid to infrastructure (INF) is found to impact positively and significantly bilateral exports of goods, particularly of mining and manufacturing products. It is also found to impact positively and significantly bilateral imports of mining products. In contrast, TPR appears to have a negative impact on bilateral exports and imports of mining products, which is at odds with expectations. 

[Table 4-3 here]

[Table 4-4 here]

4.2. Effects on FDI

For greenfield FDI, Table 4-5 reports the results when recipient fixed effects as well as donor-period fixed effects and pair fixed effects are included. As in the case of the results for trade in Table 4-1, we focus on the results for Third-party AfT. It is found that an increase in AfT from other sources increases bilateral greenfield FDI in all industries – primary, manufacturing, and services industries. Specifically, when AfT increases by 100%, greenfield FDI increases by about 17.6% in counts and about 13% in value. For example, if AfT to Bangladesh had doubled from an annual average of US$ 0.6 billion to US$ 1.2 billion during the whole period 2003-2014, there would have been 40 more counts (or US$ 2.2 billion more) of greenfield FDI flows to Bangladesh during the period 2003-2015 (i.e., 265 counts instead of the current level of 225 counts or US$ 19.4 billion instead of the current level of US$ 17.2 billion). 
In contrast, the effect of Third-Party NAfT (aid other than AfT) is marginally significant in the equation for the value of greenfield investment in all industries (Column 5). 

The corresponding results for cross-border M&A are reported in Table 4-6. It is found that Third-Party AfT also positively impacts cross-border M&A, particularly in manufacturing and services industries. Specifically, when AfT increases by 100%, cross-border M&A investment increases by about 12.4% in counts. For example, if AfT to Bangladesh had doubled from an annual average of US$ 0.6 billion to US$ 1.2 billion during the whole period 2003-2014, there would have been 4 more counts of M&A investment flows to Bangladesh during the period 2003-2015 (i.e., 40 counts instead of the current level of 36 counts). 
Table 4-7 summarizes the results when AfT is replaced with its three components. Aid to INF appears to promote greenfield FDI most significantly. Aid to TPR is also positively associated with greenfield FDI. Specifically, a 100% increase in aid to INF increases greenfield FDI inflows to the recipient country by 12.5% in counts and 11.9% in value, while a 100% increase in aid to TPR increases greenfield FDI inflows by 3.1% in counts. For example, if aid to INF in Bangladesh had doubled from an annual average of US$ 0.35 billion to US$ 0.7 billion during the whole period 2003-2014, there would have been 28 more counts (or US$ 2.2 billion more) of greenfield FDI flows to Bangladesh during the period 2003-2015 (i.e., 253 counts instead of the current level of 225 counts or US$ 19 billion instead of the current level of US$ 17.2 billion).  Similarly, when aid to TPR in Bangladesh had doubled from an annual average of US$ 8.3 million to US$ 16.6 million during the whole period 2003-2014, there would have been 7 more counts of greenfield FDI flows to Bangladesh during the period 2003-2015 (i.e., 232 counts instead of the current level of 225 counts).
Aid to INF and aid to TPR also appear to promote M&A investment inflows to the recipient country. In contrast, aid to BPC does not appear to increase M&A investment, but does increase greenfield FDI in primary and manufacturing sectors. 

[Table 4-5 here]

[Table 4-6 here]

[Table 4-7 here]

Effects of bilateral AfT on bilateral greenfield investment and cross-border M&A are reported in Tables 4-8 and 4-9, respectively. Bilateral AfT appears to increase bilateral greenfield FDI, particularly in manufacturing and services industries. However, such a positive effect is not found for cross-border M&A. When AfT is replaced with its components (Table 4-10), aid to infrastructure (INF) appears to positively impact both greenfield and M&A investments in services industry. In contrast, aid to building productive capacity (BPC) is found to increase greenfield investment in manufacturing and services industries, while it may decrease greenfield investment in primary industry. Aid to trade policy and regulations (TPR) also appears to contribute to both greenfield and M&A investments in primary industry.

[Table 4-8 here]

[Table 4-9 here]

[Table 4-10 here]

5. The Case of Vietnam 
Vietnam has been rapidly developing since the launch of Ðổi Mới in 1986 and has been one of the major recipients of aids from international community. In this session, we put Vietnam at the center of analysis and compare it with other ASEAN developing members, (i.e. excluding Singapore and Brunei).
As we found out in the empirical analysis of this study, AfT is particularly effective in promoting FDI. Therefore, we focus on FDI and AfT toward Vietnam.
5.1. FDI
Table 5-1 lists all ASEAN developing members according to the size of greenfield and M&A investment inflows during the period 2003-2015. In the case of greenfield FDI, Vietnam ranks the top in terms of the number of deals and the second in terms of dollar value. Specifically, Vietnam received 2,594 greenfield projects which amounted to US$ 238.7 billion, accounting for about one quarter of total greenfield investment flows to ASEAN developing region.  In terms of the number of cross-border M&A deals during the same period, Vietnam ranks the third followed by Malaysia and Indonesia. The table also reports the dollar values of M&A for ASEAN members, but as noted in Section 2, the values of the M&A transactions are often not reported, for confidentiality reasons. Therefore, we simply report the value of M&A transactions for the sake of reference.

[Table 5-1 here]

Figure 5-1 displays the trend of greenfield FDI and M&A FDI inflows to Vietnam and other ASEAN developing members during the period 2003-2015. Greenfield FDI flows to Vietnam (in terms of the number of deals) peaked in 2008 and then sled down before it began increasing in recent years. However, the number of greenfield FDI deals in Vietnam in 2015 was still smaller than that in 2008, the peak year. In contrast, greenfield FDI flows to Indonesia (and the Philippines and Myanmar to some extent) have been on a continuous rise.  In contrast, cross-border M&A investments have been increasing since 2010 for most ASEAN developing members, particularly for Indonesia, Malaysia, and Vietnam. 
[Figure 5-1 here]

Table 5-2A presents the top 25 country pairs in terms of total greenfield FDI inflows during 2003-2015, while Table 5-2B presents the top 25 country pairs in terms of cross-border M&A investments inflows during the same period. With US$ 47.3 billion, Vietnam-Japan pair recorded the largest amount of greenfield FDI flows, followed by Indonesia-Japan and Vietnam-South Korea pairs. In terms of the number of greenfield FDI projects, Thailand-Japan pair ranked the top, followed by Vietnam-Japan pair. Table 5-2B reports the top 25 country pairs in terms of the number of the M&A deals. Unlike greenfield FDI, the major M&A investors for ASEAN developing countries include Singapore, Cayman Islands, and Virgin Islands, which are considered as tax havens. 

[Table 5-2A&B here]

Table 5-3 reports the top five FDI investors to Vietnam during the period 2003-2015. In terms of dollar value, the major source countries of greenfield FDI for Vietnam are Japan, South Korea, United States, Malaysia, and Chinese Taipei. In terms of the number of deals, Germany is included instead of Malaysia among the top five investors. The top five investors account for over 55 percent of total greenfield FDI flows to Vietnam during the period. Looking on the number of M&A investment deals, we find that Japan, Singapore, Cayman Islands, Virgin Islands, and the United States are the major donors accounting for almost 60 percent of the total M&A investments during the period.

[Table 5-3 here]

5.2. Aid for Trade

Table 5-4 summarizes the amounts of total ODA and AfT disbursed to the 8 ASEAN recipients (Cambodia, Indonesia, Malaysia, Myanmar, Laos, the Philippines, Thailand and Vietnam) during the period 2002-2015. The total disbursements of ODA and AfT were US$132.2 billion and US$44.5 billion, respectively. Thereby, AfT accounted for nearly 34% of total ODA received by ASEAN countries during the period. Among the ASEAN developing members, Vietnam received the largest amount of ODA (US$ 42.5 bill), followed by Indonesia, the Philippines, and Myanmar. It is also interesting to note that the share of AfT is the largest for Vietnam among the ASEAN recipients. Table 5-5 also shows that Vietnam’s major donors have been Japan, France, Germany, and Korea.

[Table 5-4 here]

[Table 5-5 here]

Figures 5-2 and 5-3 illustrate the annual disbursements of total ODA and AfT for ASEAN recipients during the period 2002-2015. Vietnam stands out as a country to which total ODA increased most rapidly among the ASEAN recipients, from US$ 951 million in 2002 to US$ 3,894 million.  Since 2011, Vietnam has been the largest ODA recipient country among the ASEAN members.  Looking on Figure 5-3, we find that AfT disbursements to Vietnam have increased even more rapidly than overall ODA, while AfT disbursements to other ASEAN members have been stable. Figure 5-4 shows that among the three components of AfT, aid to economic infrastructure has been particularly increasing in Vietnam.
[Figure 5-2 here]

[Figure 5-3 here]

[Figure 5-4 here]

5.2. Implications for Vietnam
To be discussed.

6. Summary and Concluding Remarks
Aid for Trade (AfT) is expected to promote economic development of recipient countries by increasing trade, with better access to foreign markets and goods. Another avenue through which AfT may promote economic development is foreign direct investment (FDI). There are a number of ways in which aid promotes FDI. Aid targeted to improve infrastructure such as transportation, energy, and information technologies makes a recipient country more attractive to investors. Aid to develop productive capacity may be complementary to MNE investment. For example, aid for agricultural research may encourage investment in downstream food processing. However, there is also the possibility that AfT may deter FDI flows to the recipient countries. Here are two examples: (1) it may cause local firms to engage more intensively in competition for rents from the aid and less strongly in activities for improving their productivity, thus reducing the marginal productivity of capital in the recipient country; (2) it may divert resource allocations from tradable sectors to non-tradable sectors, which are less attractive to foreign investors. Thus, well targeted development assistance may help recipient countries to a greater extent.

Against this backdrop, this paper distinguishes between aid directed toward infrastructure such as transportation, communications, and energy, and aid invested in building productive capacity. Then, this paper empirically evaluates the effects of Aid for Trade (AfT) on foreign direct investment (FDI) flows to the developing and least developed countries (LDCs), as well as on exports and imports of these countries. Unlike previous studies, we investigate the effects of AfT on goods trade not only in all industries taken together but also in three specific sectors – agriculture, mining, and manufacturing. Additionally, we assess the effects of AfT on FDI, distinguishing two different FDI modes (greenfield FDI and cross-border M&A) in three specific sectors – primary, manufacturing, and services.

For this purpose, we compile bilateral data for 24 donor and 138 recipient countries for the period 2003-2015. We then estimate the effects of AfT on trade and FDI by applying the “semi-structural” and “full structural” gravity models with the Poisson Pseudo-Maximum Likelihood (PPML) estimator proposed by Santos Silva and Tenreyro (2006). 

It has been found that AfT has a marginally significant effect on trade. Specifically, aid to infrastructure has a positive effect on exports of mining products, while aid to building productive capacity has a significant positive effect only on exports of agricultural products. In terms of bilateral effects of AfT, aid to infrastructure has a positive effect on bilateral exports of mining and manufacturing products.  
Overall, we find that AfT has greater and more significant effects on greenfield FDI than on trade. Particularly, aid to infrastructure has a positive effect on greenfield FDI flows to the recipient countries in all three industries – primary, manufacturing, and services. In contrast, the effect of aid to building productive capacity on greenfield FDI is positive in primary and manufacturing industries but negative in services industries. However, we find a positive effect of bilateral aid to building productive capacity on bilateral greenfield FDI in both manufacturing and services industries. Thus, aid to building productive capacity may crowd out private foreign greenfield FDI but it also promotes bilateral greenfield FDI from a donor to a recipient country (ie., a vanguard effect). In fact, such a vanguard effect is stronger when aid is in the form of aid to building productive capacity than when it is in the form of aid to infrastructure or trade policy assistance. This finding is consistent with our expectations because when foreign aid is provided in the form of building productive capacity in industries, information on the relevant local business environment of the recipient country can be exclusively transmitted to the firms of the donor country. 

We also find positive effects of AfT on cross-border M&A, but their magnitudes and significance are smaller than those for greenfield FDI. Specifically, aid to both infrastructure and trade policy assistance has a significant positive effect on manufacturing and services industries but there is no such positive influence of aid to building productive capacity on M&A investment in any industries. We also find a positive vanguard effect of aid to infrastructure on M&A in services industries.
AfT has been successful in the sense that it has promoted not only trade but also, to a greater extent, FDI flows to the recipient countries. However, our empirical results suggest that even within AfT, its composition matters for its overall level of efficiency. Particularly, we have found that aid to infrastructure is the most effective in promoting both trade and FDI. A central challenge, therefore, is to increase the share of aid to infrastructure so as to improve the recipient country’s physical infrastructure such as transportation, communications, and energy. 
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Figure 2-1: Trend of Aid for Trade, 2003-2014
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Source: Drawn by the author using OECD’s DAC database.

Figure 2-2: Share of Different Categories of Aid for Trade, 2003-2014
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Note: INF indicates aid for infrastructure, BPC aid for building productive capacity, and TPR aid for trade policy regulation.

Source: Drawn by the author using OECD’s DAC database.

Figure 5-2: Annual ODA Disbursements to ASEAN Developing Countries (US$ Million), 2002-2015
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Source: Drawn by the author using OECD’s DAC database.

Figure 5-3: Annual AfT Disbursements to ASEAN Developing Countries (US$ Million), 2002-2015
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Source: Drawn by the author using OECD’s DAC database.

Figure 5-4: Shares of different components of AfT, received by Vietnam, 2002-2015

[image: image9]
Source: Drawn by the author using OECD’s DAC database.

[image: image10.emf]Table 2-1A: Top 25 Recipients of Gross Aid, annual averages during 2003-2014

1 Iraq 5,587.7 5.69 8.5

2 Afghanistan 4,325.7 4.41 35.7

3 India 3,826.9 3.90 0.3

4 Congo, Democratic Republic of the 3,236.5 3.30

5 Ethiopia 3,194.1 3.25 14.2

6 Viet Nam 3,134.4 3.19 3.0

7 Nigeria 3,000.9 3.06 1.7

8 Tanzania 2,806.0 2.86 11.6

9 Pakistan 2,690.7 2.74 1.7

10 Indonesia 2,603.9 2.65 0.5

11 China (People’s Republic of) 2,456.9 2.50 0.1

12 Bangladesh 2,155.8 2.20 2.1

13 Egypt 2,116.0 2.16 1.2

14 Turkey 1,994.2 2.03 0.3

15 Mozambique 1,941.6 1.98 18.6

16 Ghana 1,916.6 1.95 9.9

17 Kenya 1,872.6 1.91 5.0

18 Uganda 1,841.8 1.88 13.9

19 Morocco 1,503.7 1.53 1.7

20 Zambia 1,469.1 1.50 12.1

21 Côte d'Ivoire 1,288.4 1.31 5.1

22 Senegal 1,171.9 1.19 10.6

23 Mali 1,162.5 1.18 13.2

24 Haiti 1,154.6 1.18 17.6

25

Philippines 1,143.5

1.16

0.8

Total (25 major recipients) 59,595.9 60.7

Total (138 recipients) 98,167.5

100.00

Note: ADB members are in purple.

Source: Authors' calucation using OECD's DAC database

Gross Aid

(US$ Mil)

Share (% of

total aid)

Share (% of

GDP)

Recipient


[image: image11.emf]Table 2-1B: Top 25 Recipients of Aid for Trade (AfT), annual averages during 2003-2014

1 India 1,715.8 6.46 0.1

2 Viet Nam 1,684.3 6.34 1.6

3 Afghanistan 1,339.5 5.04 10.9

4 Turkey 1,176.4 4.43 0.2

5 Iraq 1,082.0 4.07 1.6

6 Egypt 905.2 3.41 0.5

7 Indonesia 748.6 2.82 0.1

8 Morocco 737.7 2.78 0.8

9 Ethiopia 723.1 2.72 2.9

10 Tanzania 686.9 2.59 2.6

11 Pakistan 651.8 2.45 0.4

12 China (People’s Republic of) 613.7 2.31 0.0

13 Bangladesh 612.2 2.31 0.6

14 Kenya 547.4 2.06 1.4

15 Ghana 527.6 1.99 2.1

16 Mozambique 468.0 1.76 4.4

17 Uganda 463.3 1.74 3.0

18 Philippines 395.9 1.49 0.2

19 Serbia 379.9 1.43 1.0

20 Mali 375.2 1.41 3.9

21 Sri Lanka 359.7 1.35 0.9

22 Congo, Democratic Republic of the 352.1 1.33

23 Nigeria 348.9 1.31 0.1

24 Tunisia 328.5 1.24 0.8

25

Senegal 307.4 1.16

2.5

Total (25 major recipients) 17,531.1 66.0

Total (138 recipients) 26,553.9 100.00

Note: ADB members are in purple.

Source: Authors' calucation using OECD's DAC database

Recipient

AfT (US$

Mil)

Share (% of

total aid)

Share (% of

GDP)


[image: image12.emf]1 Liberia 690.6 65.0 1 Tuvalu 4.7 15.0

2 Tuvalu 17.7 55.8 2 Afghanistan 1,339.5 10.9

3 Micronesia, FS 111.3 39.9 3 Kiribati 15.1 9.8

4 Marshall Islands 61.4 38.7 4 Liberia 92.3 6.4

5 Sao Tome & Principe 60.7 36.4 5 Burundi 115.6 5.8

6 Solomon Islands 230.2 35.9 6 Sao Tome & Principe 9.6 5.0

7 Afghanistan 4,325.7 35.7 7 Cabo Verde 71.9 4.6

8 Burundi 590.5 35.4 8 Gambia 36.1 4.5

9 Kiribati 38.0 24.9 9 Mozambique 468.0 4.4

10 Malawi 1,111.5 23.0 10 Micronesia, FS 11.9 4.2

11 Sierra Leone 537.1 22.1 11 Malawi 215.9 4.1

12 Rwanda 927.3 21.4 12 Tonga 15.4 4.0

13 Guinea-Bissau 150.8 19.2 13 Mali 375.2 3.9

14 Mozambique 1,941.6 18.6 14 Rwanda 198.4 3.9

15 Somalia 587.4 18.0 15 Bhutan 51.0 3.8

16 Haiti 1,154.6 17.6 16 Burkina Faso 307.2 3.7

17 Central African Republic 290.8 16.2 17 Solomon Islands 26.9 3.6

18 Niger 753.5 16.0 18 Madagascar 238.4 3.5

19 Gambia 130.1 15.8 19 Vanuatu 21.8 3.4

20 Eritrea 162.4 14.7 20 Sierra Leone 91.7 3.4

21 Cabo Verde 216.9 14.7 21 Mauritania 116.8 3.3

22 Madagascar 918.4 14.4 22 Guinea-Bissau 25.0 3.3

23 Palau 27.9 14.2 23 Palau 6.4 3.2

24 Ethiopia 3,194.1 14.2 24 Samoa 20.0 3.2

25

Uganda 1,841.8 13.9

25

Dominica 14.2

3.1

Note: ADB members are in purple.

Source: Authors' calucation using OECD's DAC database

Table 2-2: Top 25 Recipients of Gross Aid and Aid for Trade in terms of their GDP shares during 2003-2014

Recipient

Gross Aid

(US$ Mil)

Share (% of

GDP)

Recipient

AfT (US$

Mil)

Share (% of

GDP)


[image: image13.emf]AfT share

(%)

1

United States Iraq 33,737.9 10,044.5

29.8

2

United States Afghanistan 22,806.3 8,305.9

36.4

3

Japan Viet Nam 13,571.6 9,231.6

68.0

4

Japan India 13,417.7 10,289.5

76.7

5

Japan Indonesia 12,897.8 5,124.3

39.7

6

Japan China (PRC) 12,482.4 3,284.4

26.3

7

Japan Iraq 9,817.3 1,664.1

17.0

8

United Kingdom Nigeria 7,934.5 656.0

8.3

9

United States Pakistan 7,880.3 1,430.8

18.2

10

United States Ethiopia 7,405.8 310.7

4.2

11

United States Sudan 7,353.3 377.7

5.1

12

Japan Philippines 7,255.8 2,718.5

37.5

13

Germany Iraq 6,660.8 6.4

0.1

14

Germany China (PRC) 6,565.0 1,971.9

30.0

15

United Kingdom India 6,291.0 1,310.7

20.8

16

United States Congo, DR 6,233.6 48.4

0.8

17

United States Jordan 6,162.3 264.4

4.3

18

Japan Myanmar 5,979.7 264.1

4.4

19

United States Kenya 5,851.2 231.8

4.0

20

France Morocco 5,565.9 2,024.7

36.4

21

United States Colombia 5,451.0 895.2

16.4

22

United States Egypt 5,374.2 2,037.4

37.9

23

Germany India 4,989.0 3,087.5

61.9

24 France Côte d'Ivoire 4,688.0 20.9 0.4

25 Japan Thailand 4,622.9 3,187.4 68.9

Source: Authors' calucation using OECD's DAC database

Donor Recipient

Gross Aid

(US$ Mil)

Aid for Trade

(US$ Mil)

Table 2-3A: Top 25 Pairs in the order of Gross Aid, total during 2003-2014


[image: image14.emf]AfT share

(%)

1

Japan India 13,417.7 10,289.5

76.7

2

United States Iraq 33,737.9 10,044.5

29.8

3

Japan Viet Nam 13,571.6 9,231.6

68.0

4

United States Afghanistan 22,806.3 8,305.9

36.4

5

Japan Indonesia 12,897.8 5,124.3

39.7

6

Japan China (PRC) 12,482.4 3,284.4

26.3

7

Japan Thailand 4,622.9 3,187.4

68.9

8

Germany India 4,989.0 3,087.5

61.9

9

Japan Philippines 7,255.8 2,718.5

37.5

10

Japan Sri Lanka 4,070.1 2,175.4

53.4

11

United States Egypt 5,374.2 2,037.4

37.9

12

France Morocco 5,565.9 2,024.7

36.4

13

Japan Turkey 3,235.7 1,981.4

61.2

14

Germany China (PRC) 6,565.0 1,971.9

30.0

15

Japan Iraq 9,817.3 1,664.1

17.0

16

United States Pakistan 7,880.3 1,430.8

18.2

17

Japan Bangladesh 3,838.1 1,381.7

36.0

18

United Kingdom India 6,291.0 1,310.7

20.8

19

Japan Pakistan 2,726.7 996.5

36.5

20

Germany Egypt 2,253.0 993.5

44.1

21

Japan Egypt 1,463.0 980.7

67.0

22

France Viet Nam 2,284.3 915.1

40.1

23

United States Colombia 5,451.0 895.2

16.4

24 Germany Brazil 2,199.0 882.3 40.1

25 Germany Turkey 2,028.1 797.8 39.3

Source: Authors' calucation using OECD's DAC database

Donor Recipient

Gross Aid

(US$ Mil)

Aid for Trade

(US$ Mil)

Table 2-3B: Top 25 Pairs in the order of Aid for Trade, total during 2003-2014


[image: image15.emf]1 China (PRC) 15,354 24.62 1 China (PRC) 9,062 27.16

2 India 9,104 14.60 2 India 6,319 18.94

3 Brazil 3,825 6.13 3 Brazil 2,251 6.75

4 Mexico 3,515 5.64 4 Ukraine 1,867 5.60

5 Viet Nam 2,594 4.16 5 South Africa 1,152 3.45

6 Thailand 2,141 3.43 6 Malaysia 1,085 3.25

7 Malaysia 1,994 3.20 7 Indonesia 1,073 3.22

8 Indonesia 1,545 2.48 8 Mexico 948 2.84

9 Turkey 1,429 2.29 9 Turkey 762 2.28

10 South Africa 1,352 2.17 10 Viet Nam 712 2.13

11 Philippines 1,297 2.08 11 Argentina 606 1.82

12 Argentina 1,038 1.66 12 Thailand 546 1.64

13 Colombia 959 1.54 13 Colombia 439 1.32

14 Ukraine 925 1.48 14 Serbia 374 1.12

15 Serbia 858 1.38 15 Peru 368 1.10

16 Morocco 729 1.17 16 Philippines 344 1.03

17 Egypt 699 1.12 17 Egypt 293 0.88

18 Peru 559 0.90 18 Jordan 286 0.86

19 Nigeria 479 0.77 19 Kenya 246 0.74

20 Kenya 470 0.75 20 Nigeria 234 0.70

21 Kazakhstan 448 0.72 21 Kazakhstan 224 0.67

22 Myanmar 393 0.63 22 Mauritius 219 0.66

23 Pakistan 375 0.60 23 Belarus 177 0.53

24 Costa Rica 371 0.59 24 Panama 170 0.51

25 Tunisia 371 0.59 25 Bosnia and Herzegovina 160 0.48

52,824 84.72 29,917 89.66

62,354 100.00 33,366 100.00

Table 2-4: Top 25 Recipients of Foreign Direct Investment, total during 2003-2015

Greenfield FDI  Cross-border M&A

Recipient

Number of

projects

Share (%) Recipient

Number of

deals

Share (%)

Total (25 major recipients) Total (25 major recipients)

Total (138 recipients) Total (138 recipients)

Source: Authors' calculation using greenfield FDI data commercially provided by fDi Markets of Financial Times, Ltd and

cross-border M&A data drawn from Thomson-Reuters Zephyr Database.


[image: image16.emf](1) (2) (3) (4) (5) (6) (7) (8)

All goods Agriculture Mining

Manufacturi

ng

All goods Agriculture Mining

Manufactu

ring

Bilateral AfT

0.009 0.002 -0.005 -0.005 0.003 0.005 -0.102** 0.007

ln{max(1, 

AfT

drt

)} (0.010) (0.009) (0.025) (0.008) (0.008) (0.016) (0.051) (0.008)

No Bilateral AfT

0.109 0.001 -0.212 0.019 0.013 0.089 -1.443** 0.067

(

NAID

drt

)

(0.118) (0.118) (0.268) (0.107) (0.097) (0.214) (0.588) (0.097)

Third-Party AfT

0.019 0.077*** 0.055 -0.011 0.002 -0.040 -0.041 0.006

ln( 

AfT

~drt

) (0.019) (0.025) (0.054) (0.018) (0.018) (0.034) (0.093) (0.018)

Bilateral NAfT

-0.022* 0.014 -0.097*** -0.002 0.006 0.039 -0.076 0.008

ln{max(1, 

AfT

drt

)} (0.011) (0.017) (0.036) (0.010) (0.010) (0.037) (0.052) (0.011)

No Bilateral NAfT

-0.136 0.216 -1.225** 0.084 0.282** 0.244 -0.326 0.326**

(

NAID

drt

) (0.165) (0.245) (0.617) (0.134) (0.135) (0.547) (0.745) (0.139)

Third-Party NAfT

0.031 0.015 0.150** 0.059 -0.019 0.031 -0.161 -0.027

ln( 

NAfT

~drt

) (0.038) (0.031) (0.061) (0.036) (0.019) (0.055) (0.140) (0.019)

-2.226* -0.872 2.416 -1.578* -0.411 -2.958*** -5.019* -0.175

(1.188) (0.704) (2.480) (0.835) (0.411) (0.802) (2.826) (0.411)

-0.033 0.095 0.136 -0.134* 0.285*** 0.570*** -0.466 0.299***

(0.102) (0.074) (0.226) (0.080) (0.065) (0.129) (0.393) (0.060)

0.387*** -0.038 0.721** 0.311*** 0.559*** 0.267 0.532 0.550***

(0.114) (0.123) (0.288) (0.109) (0.092) (0.204) (0.473) (0.088)

0.000 0.000 -0.000 0.000 0.000 0.000*** -0.000 0.000

(0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000)

-0.007 -0.045 0.154 -0.019 0.065 -0.006 -0.164 0.074

(0.048) (0.056) (0.114) (0.053) (0.045) (0.083) (0.178) (0.046)

0.065 0.009 0.070 0.060 -0.040 0.100 -0.413** -0.038

(0.069) (0.106) (0.098) (0.075) (0.060) (0.090) (0.199) (0.061)

Fixed Effects

Pair(dr) Yes Yes Yes Yes Yes Yes Yes Yes

Country(r) Yes Yes Yes Yes Yes Yes Yes Yes

Country(d)-Period(t) Yes Yes Yes Yes Yes Yes Yes Yes

N

8551 8066 6005 8547 8543 6865 5931 8543

R-sq

0.997 0.987 0.964 0.999 0.995 0.994 0.998 0.996

ln

Population

rt

ln

PCGDP

rt

Notes: 1. Estimates are obtained with Poisson Psuedo-Maximum Likelihood (PPML) estimator.  2. Standard errors are in

parenthesis are based on clustering by country-pair. 3. ***, **, and * indicate the significance levels of 1, 5, and 10 percent,

respectively.

WGI

rt

Inflation

rt

Free Trade Agreement

(

FTA

drt

 

=1 if yes)

Bilateral Investment

Treaty (

BIT

drt

=1 if yes)

Recipient exports to donor Recipient imports from donor

Table 4-1: Effects of Third-Party AfT on Bilateral Trade - PPML Results
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Table 4-2: Effects of Components of Third-Party AfT on Bilateral Trade - PPML Results

Recipient Exports to donor  Recipient Imports from Recipient

Notes: 1. All estimates in each column are obtained using Poisson Pseudo-Maximum Likelihood (PPML) Estimator, with the

inclusion of bilateral fixed effects as well as donor-period fixed effects. 2.  All other variables such as bilateral aid variables are

included in regressions but not reported for the sake of brevity. 3. Standard errors are in parenthesis are based on clustering

by country-pair. 4.  ***, **, and * indicate the significance levels of 1, 5, and 10 percent, respectively.
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N
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R-sq
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Notes: 1. Estimates are obtained with Poisson Psuedo-Maximum Likelihood (PPML) estimator.  2. Standard errors are in parenthesis

are based on clustering by country-pair. 3. ***, **, and * indicate the significance levels of 1, 5, and 10 percent, respectively.

Table 4-3: Effects of Bilateral AfT on Bilateral Trade - PPML Results

Recipient Exports to donor  Recipient Imports from Recipient

Free Trade Agreement

(

FTA

drt

 

=1 if yes)

Bilateral Investment Treaty

(

BIT

drt

=1 if yes)
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Table 4-4: Effects of Components of Bilateral AfT on Bilateral Trade - PPML Results

Recipient imports from donor Recipient exports to donor 

Notes: 1. All estimates in each column are obtained using Poisson Pseudo-Maximum Likelihood (PPML) Estimator, with the

inclusion of bilateral fixed effects as well as donor-period fixed effects and recipient-period fixed effects. 2.  All other variables

including the non-Aid dummies (NAD) are included in regressions but not reported for the sake of brevity. 3. Standard errors

are in parenthesis are based on clustering by country-pair. 4.  ***, **, and * indicate the significance levels of 1, 5, and 10

percent, respectively.
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Table 4-5: Effects of Third-Party AfT on Bilateral Greenfield FDI - PPML Results

l

WGI

rt

ln

Population

rt

ln

PCGDP

rt

Number of Greenfield FDI  Value of Greenfield FDI 

Notes: 1. Estimates are obtained with Poisson Psuedo-Maximum Likelihood (PPML) estimator.  2. Standard errors are in

parenthesis are based on clustering by country-pair. 3. ***, **, and * indicate the significance levels of 1, 5, and 10 percent,

respectively.
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=1 if yes)
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Number of Cross-border M&A
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Population
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ln

PCGDP

rt

Table 4-6: Effects of Third-Party AfT on Bilateral Cross-border M&A - PPML

Results

l
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Bilateral Investment

Treaty (
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=1 if yes)

Notes: 1. Estimates are obtained with Poisson Psuedo-Maximum Likelihood

(PPML) estimator.  2. Standard errors are in parenthesis are based on clustering

by country-pair. 3. ***, **, and * indicate the significance levels of 1, 5, and 10

percent, respectively.
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Table 4-7: Effects of Components of Third-Party AfT on Bilateral Greenfield FDI and Cross-border M&A - PPML Results

Number of Greenfield FDI  Value of Greenfield FDI  Number of Cross-border M&A 

Notes: 1. All estimates in each column are obtained using Poisson Pseudo-Maximum Likelihood (PPML) Estimator, with the inclusion of bilateral fixed effects as well as donor-

period fixed effects. 2.  All other variables such as bilateral aid variables are included in regressions but not reported for the sake of brevity. 3. Standard errors are in parenthesis

are based on clustering by country-pair. 4.  ***, **, and * indicate the significance levels of 1, 5, and 10 percent, respectively.
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Country(r)-Period(t) Yes Yes Yes Yes Yes Yes Yes Yes

N

5658 2330 4123 3848 5635 2319 4111 3829

R-sq 0.988 0.927 0.987 0.992 0.954 0.817 0.966 0.966

Notes: 1. Estimates are obtained with Poisson Psuedo-Maximum Likelihood (PPML) estimator.  2. Standard errors are in parenthesis

are based on clustering by country-pair. 3. ***, **, and * indicate the significance levels of 1, 5, and 10 percent, respectively.

Number of Greenfield FDI  Value of Greenfield FDI 

Table 4.8: Effects of Bilateral AfT on Bilateral Greenfield FDI - PPML Results
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Fixed Effects

Pair(dr) Yes Yes Yes Yes

Country(d)-Period(t) Yes Yes Yes Yes

Country(r)-Period(t) Yes Yes Yes Yes

N

3404 1352 2123 2137

R-sq 0.991 0.903 0.978 0.995

Notes: 1. Estimates are obtained with Poisson Psuedo-Maximum Likelihood

(PPML) estimator.  2. Standard errors are in parenthesis are based on clustering

by country-pair. 3. ***, **, and * indicate the significance levels of 1, 5, and 10

percent, respectively.

Table 4-9: Effects of Bilateral AfT on Bilateral Cross-border M&A - PPML

Results

Number of Cross-border M&A 

Free Trade Agreement

(

FTA

drt

 

=1 if yes)

Bilateral Investment Treaty

(

BIT

drt

=1 if yes)


[image: image25.emf](1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12)

All

industries

Primary

Manufacturi

ng

Services

All

industries

Primary

Manufacturi

ng

Services

All

industries

Primary

Manufacturi

ng

Services

Bilateral INF

0.013 -0.002 0.008 0.025** 0.015 -0.034 -0.016 0.087*** 0.019 0.039 -0.020 0.036**

ln{max(1, 

INF

drt

)} (0.009) (0.018) (0.010) (0.012) (0.017) (0.043) (0.016) (0.026) (0.014) (0.030) (0.021) (0.017)

Bilateral BPC

0.027*** -0.002 0.029** 0.029** -0.011 -0.105** 0.060** 0.041 -0.021 -0.056 -0.006 -0.023

ln{max(1, BPC

drt

)}

(0.010) (0.023) (0.012) (0.014) (0.022) (0.053) (0.026) (0.028) (0.015) (0.048) (0.023) (0.021)

Bilateral TPR 

0.001 0.027 0.016 -0.003 0.023 0.119** 0.027 -0.037 0.021 0.079* 0.032 -0.019

ln{max(1, 

TPR

drt

)} (0.010) (0.024) (0.012) (0.012) (0.021) (0.054) (0.024) (0.024) (0.017) (0.042) (0.024) (0.023)

Notes: 1. All estimates in each column are obtained using Poisson Pseudo-Maximum Likelihood (PPML) Estimator, with the inclusion of bilateral fixed effects as well as donor-

period fixed effects and recipient-period fixed effects. 2.  All other variables including the non-Aid dummies (NAD) are included in regressions but not reported for the sake of

brevity. 3. Standard errors are in parenthesis are based on clustering by country-pair. 4.  ***, **, and * indicate the significance levels of 1, 5, and 10 percent, respectively.

Table 4-10: Effects of Components of Bilateral AfT on Bilateral Greenfield FDI and Cross-border M&A - PPML Results

Number of Greenfield FDI  Value of Greenfield FDI  Number of Cross-border M&A 


[image: image26.emf]Table 5-1: Ranking of ASEAN developing members in terms of greenfield FDI  and M&A, total during 2003-2015

rank recipient

number of

projects

share (%) rank recipient

value (US$

mil)

share (%)

1 Viet Nam 2594 24.85 1 Indonesia 240,411.70 27.48

2 Thailand 2141 20.51 2 Viet Nam 238,712.30 27.29

3 Malaysia 1994 19.10 3 Malaysia 139,708.60 15.97

4 Indonesia 1545 14.80 4 Thailand 103,815.90 11.87

5 Philippines 1297 12.43 5 Philippines 81,389.80 9.30

6 Myanmar (Burma) 393 3.77 6 Myanmar 36,774.50 4.20

7 Cambodia 308 2.95 7 Cambodia 22,085.60 2.52

8 Lao PDR 166 1.59 8 Lao PDR 11,891.00 1.36

Total ASEAN 10438 100.00 Total ASEAN 874,789.40 100.00

rank recipient

number of

projects

share (%) rank recipient

value (US$

mil)

share (%)

1 Malaysia 1085 27.86 1 Indonesia 3,161.61 34.91

2 Indonesia 1073 27.55 2 Malaysia 3,049.09 33.67

3 Viet Nam 712 18.28 3 Thailand 1,665.25 18.39

4 Thailand 546 14.02 4 Philippines 754.91 8.34

5 Philippines 344 8.83 5 Viet Nam 407.45 4.50

6 Cambodia 63 1.62 6 Myanmar  15.03 0.17

7 Myanmar 40 1.03 7 Lao PDR 1.92 0.02

8 Lao PDR 32 0.82 8 Cambodia 0.02 0.00

3895 100.00 9,055.27 100.00

Greenfield FDI

Total ASEAN Total ASEAN

M&A FDI

Source: Authors' calculation using greenfield FDI data commercially provided by fDi Markets of Financial Times, Ltd and

cross-border M&A data drawn from Zephyr database.


[image: image27.emf]Table 5-2A: Top 25 pairs in the order of greenfield FDI inflows during 2003-2015, ASEAN developing host countries only 

rank host home US$ million rank host home Number

1 Viet Nam Japan 47,269.60 1 Thailand Japan 876

2 Indonesia Japan 39,726.90 2 Viet Nam Japan 601

3 Viet Nam Korea, South 36,363.60 3 Philippines United States 429

4 Indonesia United States 33,254.30 4 Malaysia United States 412

5 Indonesia PRC 32,548.00 5 Indonesia Japan 373

6 Thailand Japan 32,367.40 6 Viet Nam United States 308

7 Malaysia United States 23,448.70 7 Thailand United States 301

8 Thailand United States 21,800.70 8 Malaysia UK 245

9 Malaysia Japan 20,077.40 9 Viet Nam Korea, South 227

10 Viet Nam United States 17,918.50 10 Malaysia Japan 211

11 Philippines Japan 17,900.60 11 Malaysia Germany 170

12 Viet Nam Malaysia 15,748.60 12 Indonesia United States 169

13 Viet Nam Taipei,China 15,424.40 13 Philippines Japan 169

14 Philippines United States 15,403.40 14 Viet Nam Taipei,China 164

15 Malaysia PRC 14,209.70 15 Viet Nam Germany 132

16 Myanmar Japan 14,165.00 16 Viet Nam Malaysia 114

17 Indonesia Korea, South 13,206.10 17 Viet Nam Singapore 114

18 Viet Nam UK 12,677.40 18 Thailand Germany 111

19 Indonesia Malaysia 12,251.60 19 Malaysia Singapore 106

20 Indonesia India 11,471.30 20 Indonesia Malaysia 103

21 Indonesia Singapore 11,030.40 21 Viet Nam UK 101

22 Indonesia France 11,024.40 22 Myanmar Japan 97

23 Viet Nam PRC 10,642.20 23 Thailand UK 94

24 Malaysia Germany 10,166.00 24 Indonesia Singapore 93

25 Viet Nam Thailand 9,951.80 25 Indonesia PRC 87

Source: Authors' calculation using greenfield FDI data commercially provided by fDi Markets of Financial Times, Ltd.


[image: image28.emf]Table 5-2B: Top 25 pairs in the order of M&A FDI inflows during 2003-2015, ASEAN developing host countries only 

rank host home US$ million rank host home Number

1 Malaysia Saudi Arabia 1,528.4 1 Malaysia Singapore 397

2 Indonesia United States 875.2 2 Indonesia Singapore 351

3 Thailand Hong Kong 748.5 3 Indonesia Japan 172

4 Indonesia Cyprus 733.3 4 Viet Nam Japan 126

5 Indonesia Netherlands 655.8 5 Malaysia United States 123

6 Malaysia United States 478.0 6 Thailand Japan 118

7 Thailand Japan 465.0 7 Thailand Singapore 115

8 Indonesia Japan 271.9 8 Viet Nam Singapore 108

9 Philippines Japan 241.0 9 Indonesia Malaysia 102

10 Malaysia Cayman Islands 209.8 10 Philippines United States 72

11 Indonesia Norway 203.0 11 Viet Nam Cayman Islands 72

12 Philippines Netherlands 187.5 12 Malaysia Japan 70

13 Malaysia Belgium 163.3 13 Malaysia Virgin Islands (British) 66

14 Malaysia Australia 143.9 14 Malaysia UK 66

15 Thailand Belgium 143.3 15 Indonesia UK 56

16 Viet Nam Luxembourg 137.5 16 Thailand United States 55

17 Malaysia Netherlands 134.4 17 Indonesia Virgin Islands (British) 49

18 Philippines Cayman Islands 121.6 18 Philippines Japan 48

19 Philippines Virgin Islands 117.9 19 Indonesia Hong Kong 48

20 Indonesia Cayman Islands 117.2 20 Viet Nam Virgin Islands (British) 47

21 Viet Nam United States 104.2 21 Indonesia United States 46

22 Indonesia Australia 99.0 22 Thailand Malaysia 46

23 Malaysia Virgin Islands 93.4 23 Philippines Singapore 46

24 Thailand United States 93.0 24 Viet Nam United States 45

25 Thailand Singapore 68.3 25 Malaysia Hong Kong 38

Source: Authors' calculation using cross-border M&A data drawn from Zephyr database.



[image: image29.emf]Table 5-3: Top 5 of FDI investors to Vietnam, total during 2003-2015

rank investor value (US$ mill) share (%) rank investor

number of

projects

share (%)

1 Japan 47,269.6 19.80 1 Japan 601 23.17

2 Korea, South 36,363.6 15.23 2 United States 308 11.87

3 United States 17,918.5 7.51 3 Korea, South 227 8.75

4 Malaysia 15,748.6 6.60 4 Taipei,China 164 6.32

5 Taipei,China 15,424.4 6.46 5 Germany 132 5.09

132,724.7 55.60 1,432 55.20

238,712.3 100.00 2,594 100.00

rank investor value (US$ mill) share (%) rank investor

number of

projects

share (%)

1 Luxembourg 137.5 33.75 1 Japan 126 17.70

2 United States 104.2 25.58 2 Singapore 108 15.17

3 Russia 43.1 10.57 3 Cayman Islands 72 10.11

4 PRC 27.3 6.69 4 Virgin Islands  47 6.60

5 Japan 22.9 5.63 5 United States 45 6.32

335.0 82.22 398 55.90

407.5 100.00 712 100.00

Source: Authors' calculation using greenfield FDI data commercially provided by fDi Markets of Financial Times, Ltd and

cross-border M&A data drawn from Zephyr database.

Greenfield FDI

Total of 5 investors Total of 5 investors

Total of all investors Total of all investors

M&A FDI

Total of 5 investors Total of 5 investors

Total of all investors Total of all investors


[image: image30.emf]Table 5-4: ODA and AfT Disbursements to ASEAN Developing Countries, 2002-2015

Total ODA AfT

US$ Mil US$ Mil Share (%)

1 Cambodia 8,820.5 2,343.7 26.6

2 Indonesia 34,600.6 8,787.6 25.4

3 Laos 4,991.6 1,718.3 34.4

4 Malaysia 3,465.0 677.0 19.5

5 Myanmar 13,882.0 1,136.1 8.2

6 Philippines 15,839.6 4,480.2 28.3

7 Thailand 8,062.9 3,912.6 48.5

8 Vietnam 42,493.1 21,429.6 50.4

132,155.3 44,485.3 33.7

Rank Recipient


[image: image31.emf]Table 5-5: Top 25 pairs in terms of total ODA disbursements to ASEAN countries, 2002-2015

rank recipient donor US$ million rank recipient donor US$ million

1 Viet Nam Japan 15,301.1 1 Viet Nam Japan 10,366.2

2 Indonesia Japan 13,879.6 2 Indonesia Japan 5,481.8

3 Philippines Japan 8,399.5 3 Thailand Japan 3,528.4

4 Myanmar Japan 6,360.8 4 Philippines Japan 3,001.0

5 Thailand Japan 5,414.4 5 Viet Nam France 1,039.5

6 Indonesia Australia 4,469.5 6 Indonesia Germany 900.9

7 Indonesia United States 3,234.5 7 Viet Nam Korea 750.8

8 Indonesia Germany 2,920.6 8 Cambodia Japan 673.5

9 Malaysia Japan 2,849.3 9 Indonesia Australia 547.8

10 Viet Nam France 2,520.6 10 Malaysia Japan 547.8

11 Philippines United States 2,113.1 11 Viet Nam Germany 473.0

12 Cambodia Japan 1,687.6 12 Lao People's Democratic RepublicJapan 467.8

13 Indonesia France 1,632.2 13 Myanmar Japan 448.8

14 Viet Nam Germany 1,553.5 14 Philippines United States 403.3

15 Indonesia Netherlands 1,460.3 15 Indonesia France 372.1

16 Viet Nam Korea 1,291.4 16 Viet Nam Australia 319.0

17 Viet Nam Australia 1,206.5 17 Philippines Korea 240.1

18 Philippines Australia 1,190.8 18 Viet Nam Denmark 229.2

19 Myanmar Germany 1,169.9 19 Indonesia United States 228.9

20 Lao People's Democratic RepublicJapan 1,146.3 20 Philippines Germany 226.6

21 Cambodia United States 1,000.3 21 Cambodia Korea 216.3

22 Viet Nam United States 962.2 22 Indonesia United Kingdom 210.5

23 Viet Nam United Kingdom 871.5 23 Cambodia Australia 183.5

24 Myanmar United Kingdom 810.0 24 Philippines Australia 170.3

25 Philippines Germany 709.8 25 Myanmar United Kingdom 156.6

Totall ODA AfT



[image: image32.emf]1 Afghanistan AFG 4,325.7 1,339.5 35.7 10.9 31.0

2 Albania ALB 349.0 116.9 3.4 1.1 33.5

3 Algeria DZA 327.2 68.7 0.2 0.1 21.0

4 Angola AGO 397.2 52.8 1.1 0.1 13.3

5 Anguilla AIA 3.3 1.7 52.6

6 Argentina ARG 125.9 39.9 0.0 0.0 31.7

7 Armenia ARM 315.0 140.7 4.3 1.8 44.7

8 Azerbaijan AZE 231.5 117.6 1.0 0.4 50.8

9 Bangladesh BGD 2,155.8 612.2 2.1 0.6 28.4

10 Belarus BLR 71.5 8.8 0.1 0.0 12.3

11 Belize BLZ 21.0 13.5 1.5 0.9 64.0

12 Benin BEN 635.6 172.2 10.0 2.5 27.1

13 Bhutan BTN 105.5 51.0 8.2 3.8 48.3

14 Bolivia BOL 869.6 276.0 6.3 1.7 31.7

15 Bosnia and Herzegovina BIH 512.0 183.9 3.5 1.2 35.9

16 Botswana BWA 168.1 14.1 1.5 0.1 8.4

17 Brazil BRA 735.9 245.2 0.0 0.0 33.3

18 Burkina Faso BFA 1,043.2 307.2 13.7 3.7 29.4

19 Burundi BDI 590.5 115.6 35.4 5.8 19.6

20 Cabo Verde CPV 216.9 71.9 14.7 4.6 33.1

21 Cambodia KHM 645.1 212.2 6.5 2.0 32.9

22 Cameroon CMR 1,140.8 188.7 5.7 0.8 16.5

23 Central African Republic CAF 290.8 30.8 16.2 1.7 10.6

24 Chad TCD 433.5 71.5 5.2 1.0 16.5

25

China (People’s Republic of) CHN 2,456.9 613.7 0.1

0.0 25.0

26 Colombia COL 882.2 219.5 0.4 0.1 24.9

27

Comoros COM 62.8 7.2 11.9

1.4 11.4

28 Congo (Republic of) COG 465.1 28.4 5.4 0.3 6.1

29 Congo, Democratic Republic of the COD 3,236.5 352.1 10.9

30 Cook Islands COK 16.2 4.5 28.0

31 Costa Rica CRI 85.0 36.3 0.3 0.1 42.7

32 Côte d'Ivoire CIV 1,288.4 137.3 5.1 0.5 10.7

33 Cuba CUB 87.5 24.4 0.2 0.0 27.8

34 Djibouti DJI 122.3 19.7 11.6 1.9 16.1

35 Dominica DMA 22.6 14.2 5.0 3.1 62.8

36 Dominican Republic DOM 222.7 72.2 0.5 0.2 32.4

37 Ecuador ECU 255.0 72.2 0.5 0.1 28.3

38 Egypt EGY 2,116.0 905.2 1.2 0.5 42.8

39 El Salvador SLV 257.8 76.7 1.3 0.4 29.7

40 Equatorial Guinea GNQ 32.2 0.7 0.3 0.0 2.1

41

Eritrea ERI 162.4 26.3 14.7

2.5 16.2

42 Ethiopia ETH 3,194.1 723.1 14.2 2.9 22.6

43 Fiji FJI 70.8 12.9 2.1 0.4 18.2

44 Former Yugoslav Republic of Macedonia MKD 215.6 70.5 2.7 0.8 32.7

45 Gabon GAB 105.1 31.7 0.9 0.2 30.1

46 Gambia GMB 130.1 36.1 15.8 4.5 27.8

47 Georgia GEO 557.5 205.3 5.2 1.8 36.8

48 Ghana GHA 1,916.6 527.6 9.9 2.1 27.5

49 Grenada GRD 20.6 5.2 2.7 0.7 25.1

50

Guatemala GTM 409.3 65.4 1.1

0.2 16.0

Appendix Table 1: List of Recipient Countries with Gross Aid and Aid for Trade (AfT), annual average during 2003-2014

Recipients iso_r

Gross Aid

(US$ Mil)

AfT (US$

Mil)

Gross Aid

(% of GDP)

AfT (% of

GDP)

AfT (% of

Gross Aid)



[image: image33.emf]51 Guinea GIN 468.8 66.8 9.7 1.5 14.2

52 Guinea-Bissau GNB 150.8 25.0 19.2 3.3 16.6

53 Guyana GUY 153.4 42.5 9.7 1.9 27.7

54 Haiti HTI 1,154.6 189.2 17.6 2.6 16.4

55 Honduras HND 692.8 161.8 5.5 1.1 23.4

56 India IND 3,826.9 1,715.8 0.3 0.1 44.8

57 Indonesia IDN 2,603.9 748.6 0.5 0.1 28.7

58 Iran IRN 122.4 5.5 0.0 0.0 4.5

59 Iraq IRQ 5,587.7 1,082.0 8.5 1.6 19.4

60 Jamaica JAM 125.3 46.0 1.0 0.4 36.7

61 Jordan JOR 1,136.3 156.8 5.2 0.6 13.8

62 Kazakhstan KAZ 184.1 64.0 0.2 0.1 34.8

63 Kenya KEN 1,872.6 547.4 5.0 1.4 29.2

64 Kiribati KIR 38.0 15.1 24.9 9.8 39.8

65 Korea, Democratic People's Republic of PRK 90.2 7.5 8.3

66 Kyrgyzstan KGZ 291.0 98.6 6.7 2.3 33.9

67 Lao PDR LAO 355.8 136.9 6.8 2.7 38.5

68 Lebanon LBN 584.5 76.6 1.8 0.2 13.1

69 Lesotho LSO 173.0 20.9 8.0 1.1 12.1

70 Liberia LBR 690.6 92.3 65.0 6.4 13.4

71 Libya LBY 108.0 8.9 0.2 0.0 8.2

72 Madagascar MDG 918.4 238.4 14.4 3.5 26.0

73 Malawi MWI 1,111.5 215.9 23.0 4.1 19.4

74 Malaysia MYS 265.0 54.3 0.1 0.0 20.5

75 Maldives MDV 43.8 6.6 2.2 0.3 15.2

76 Mali MLI 1,162.5 375.2 13.2 3.9 32.3

77 Marshall Islands MHL 61.4 4.6 38.7 2.8 7.5

78 Mauritania MRT 414.1 116.8 12.4 3.3 28.2

79 Mauritius MUS 123.4 30.1 1.3 0.3 24.4

80 Mexico MEX 476.0 98.3 0.0 0.0 20.7

81 Micronesia, Federated States of FSM 111.3 11.9 39.9 4.2 10.7

82 Moldova MDA 306.3 105.6 5.7 1.8 34.5

83 Mongolia MNG 295.8 130.9 5.8 2.5 44.3

84 Montenegro MNE 80.2 29.7 2.0 0.7 37.0

85 Montserrat MSR 38.6 9.1 23.6

86 Morocco MAR 1,503.7 737.7 1.7 0.8 49.1

87 Mozambique MOZ 1,941.6 468.0 18.6 4.4 24.1

88 Myanmar MMR 1,048.5 86.5 2.1 0.2 8.3

89 Namibia NAM 223.3 58.1 2.3 0.6 26.0

90 Nepal NPL 728.5 223.0 5.5 1.7 30.6

91 Nicaragua NIC 782.3 204.0 10.5 2.4 26.1

92 Niger NER 753.5 150.0 16.0 2.9 19.9

93 Nigeria NGA 3,000.9 348.9 1.7 0.1 11.6

94 Niue NIU 14.9 3.0 20.4

95 Pakistan PAK 2,690.7 651.8 1.7 0.4 24.2

96 Palau PLW 27.9 6.4 14.2 3.2 22.9

97 Panama PAN 66.1 10.2 0.3 0.0 15.4

98 Papua New Guinea PNG 462.5 123.3 5.4 1.4 26.7

99 Paraguay PRY 153.7 55.8 1.0 0.4 36.3

100

Peru PER 645.1 196.3 0.6

0.2 30.4

AfT (% of

Gross Aid)

Recipients iso_r

Gross Aid

(US$ Mil)

AfT (US$

Mil)

Gross Aid

(% of GDP)

AfT (% of

GDP)


[image: image34.emf]101 Philippines PHL 1,143.5 395.9 0.8 0.2 34.6

102 Rwanda RWA 927.3 198.4 21.4 3.9 21.4

103 Saint Helena SHN 64.5 39.7 61.6

104 Saint Lucia LCA 23.3 11.2 2.0 1.0 48.2

105 Saint Vincent and the Grenadines VCT 17.7 8.5 2.7 1.3 47.8

106 Samoa WSM 77.4 20.0 12.0 3.2 25.9

107 Sao Tome & Principe STP 60.7 9.6 36.4 5.0 15.9

108 Senegal SEN 1,171.9 307.4 10.6 2.5 26.2

109 Serbia SRB 968.0 379.9 2.8 1.0 39.2

110 Sierra Leone SLE 537.1 91.7 22.1 3.4 17.1

111 Solomon Islands SLB 230.2 26.9 35.9 3.6 11.7

112 Somalia SOM 587.4 33.4 18.0 1.5 5.7

113 South Africa ZAF 1,007.9 170.2 0.3 0.1 16.9

114 Sri Lanka LKA 926.5 359.7 2.4 0.9 38.8

115 Suriname SUR 73.1 22.7 2.4 0.6 31.0

116 Swaziland SWZ 73.8 24.8 1.9 0.6 33.6

117 Syrian Arab Republic SYR 567.1 49.1 0.5 0.1 8.7

118 Tajikistan TJK 285.6 114.6 6.4 2.3 40.1

119 Tanzania TZA 2,806.0 686.9 11.6 2.6 24.5

120 Thailand THA 584.3 306.8 0.2 0.1 52.5

121 Timor Leste TLS 234.9 47.9 20.4

122 Togo TGO 325.2 40.3 9.9 1.2 12.4

123 Tokelau TKL 15.1 3.7 24.8

124 Tonga TON 50.6 15.4 13.9 4.0 30.4

125 Tunisia TUN 790.0 328.5 1.9 0.8 41.6

126 Turkey TUR 1,994.2 1,176.4 0.3 0.2 59.0

127 Turkmenistan TKM 22.5 2.9 0.1 0.0 12.9

128 Tuvalu TUV 17.7 4.7 55.8 15.0 26.3

129 Uganda UGA 1,841.8 463.3 13.9 3.0 25.2

130 Ukraine UKR 555.5 205.1 0.4 0.1 36.9

131 Uzbekistan UZB 220.5 90.2 0.8 0.3 40.9

132 Vanuatu VUT 75.9 21.8 12.4 3.4 28.7

133 Venezuela VEN 51.5 4.5 0.0 0.0 8.7

134

Viet Nam VNM 3,134.4 1,684.3 3.0

1.6 53.7

135

Wallis and Futuna WLF 90.4 7.2

8.0

136 Yemen YEM 618.7 119.9 2.2 0.4 19.4

137 Zambia ZMB 1,469.1 203.5 12.1 1.4 13.8

138

Zimbabwe ZWE 561.6 77.4 6.7

0.8 13.8

Note: ADB members are in purple.

Source: Authors' calucation using OECD's DAC database

AfT (% of

Gross Aid)

AfT (% of

GDP)

Recipients iso_r

Gross Aid

(US$ Mil)

AfT (US$

Mil)

Gross Aid

(% of GDP)
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� Aside from AfT effects, Lee et al. (2015) assess whether and to what extent WTO's developing member countries have received more AfT.


� There are also studies that find positive effects of aid on trade (eg. Wagner, 2003; Silva and Nelson, 2012; Nowak-Lehmann et al., 2013; and Ferro et al., 2014), but they do not explicitly distinguish AfT from other types of aid.


� To some extent, AfT, like other types of aid, may increase the real exchange rate and have a negative influence on the recipient countries’ exports. 


� A number of recipients will be dropped in our actual regressions.


� Numbers in parentheses are sectoral classification numbers according to OECD's Creditor Reporting System.


� TPR includes trade policy and administrative management (33110), trade facilitation (33120), regional trade agreements (33130), multilateral trade negotiations (33140), trade-related adjustment (33150), and trade education/training (33181)


� There are 151 countries/states that received AfT during the period 2003-2004. We dropped 13 countries/states because they are classified as high-income countries according to the World Bank (July 2016). See Appendix A1 for the list of 138 countries. In regression analyses, our sample will become smaller as we drop some more countries for various reasons, as will be explained in Section 4. 


� 2014 is the latest year for which the AfT data are available as of the time of writing this report. We chose 2003 as the beginning year because greenfield data are available from this year and also because the coverage of data on aid disbursements became complete from 2002 onward (Cali and te Velde, 2011).


� Appendix Table 1 lists 138 countries with their annual gross aid and AfT during 2003-2014.  


� For multilateral analysis, we collapse bilateral greenfield and M&A data by year and recipient countries.


� The best references for the structural gravity model are Head and Mayer (2013) and Yotov et al. (2016).


� Based on different assumptions, Eaton and Kortum (2002), Helpman, et al. (2008), and Chaney (2008, 2013) have also proposed theoretical gravity models for trade in goods.


� As noted in Section 2, bilateral data on services trade cover only a limited number of country pairs.


� AfT_othrt = AfTrt – AfTdrt and NAfT_othrt = NAfTrt – NAfTdrt; Unlike bilateral aid, there are seldom zero values for AfT and non-AfT aid from other donors; therefore, we do not include non-aid dummies for third-party aid.  


� For an excellent guide to the structural gravity model, the reader is referred to Yotov et al (2016).


� This is Lee and Ries (2016)’s preferred specification when they assess the bilateral effects of AfT on greenfield FDI. This is also Baier and Bergstrand (2007)’s preferred specification when they assess the effects of preferential regional arrangements on bilateral trade.


� For extensive discussion on PPML, see � HYPERLINK "http://privatewww.essex.ac.uk/~jmcss/LGW.html" �http://privatewww.essex.ac.uk/~jmcss/LGW.html�.  


� These specifications are similar to those adopted by Lee and Ries (2016), which is the only study that utilized the structural gravity equation to assess the bilateral effects of AfT on FDI. Head and Ries (2008) derive a gravity equation for FDI in a theoretical model based on the idea of an international market for corporate control.


� There are various ways to define tax havens. We use the EU list of tax havens (www.eubusiness.com/news-eu/economy-politics.120n).
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