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ABSTRACT

This paper aims to assess the effectiveness of Korea's official development assistance
(ODA) in terms of improvement in per capita gross domestic product (GDP) of aid
recipients, and promotion of Korea's exports and outward foreign direct investments (FDI)
to ODA recipients. The assessment has also been done for different groups of aid

recipient countries divided by their regional

location, income level, and economic

freedom. For this purpose, this paper empirically tests the effectiveness of bilateral grants
and loans for 163 aid recipient countries during the period of 1990 to 2003. Results
show that ODA from Korea had not been able to explain the variations in aid recipient
countries' growth in per capita GDP. Provision of aid promoted outward FDI to aid
recipient countries during the entire period considered. With respect to exports, provision
of aid had facilitated Korea's exports to aid recipient countries, except for the period of
2000~2003. On the basis of the findings, recommendations for future aid policy have

been made.
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{Table 1> Korea's Official Development Assistance (1991~2005)

Korea's ODA (Unit: US$ million, %)

Bilateral ODA Multilateral ODA ODA/

Year Grand GNI
Loans Grants - -

e % Sl % Total | (%)
$ % $ % Total Total

1991 65| 21 25.01 79 315 55 26.0 45 57.5 | 0.020
1992 142| 31 310| 69 45.2 59 316 41 76.8 | 0.025
1993 27.4| 46 32.7| 54 60.1 54 51.4 46 1116 | 0.034
1994 21.6| 36 385| 64 60.1 43 80.2 57 140.2 | 0.037
1995 21.4| 30 501 70 71.5 62 445 38 116.0 | 0.026

1996 69.9| 57 534 43 1233 7 35.8 22 159.2 | 0.033
1997 56.6| 51 54.8| 49 1113 60 74.3 40 185.6 | 0.042
1998 875] 70 372 30 1247 68 58.0 32 182.7 | 0.058

1999 924] 70 39.0] 30 1314 41 186.2 59 317.5 | 0.079
2000 834 64 478| 36 1312 62 80.9 38 212.1 | 0.047
2001 | 1186| 69 530] 31 1715 65 93.1 35 264.7 | 0.063
2002 | 140.1| 68 66.7| 32 206.9 74 72.0 26 278.8 | 0.059
2003 99.7] 41 1455 59 245.2 67 120.7 33 365.9 | 0.064
2004 | 118.7| 38 193.0| 62 311.6 77 91.6 23 403.3 | 0.059
2005 | 1453| 31 | 3180| 69 463.3 62 289.0 38 752.3 0.096

Source: Ministry of Finance and Economy(2006).
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{Table 2> Recipient Countries of Bilateral Grants: Distribution by Region

(Unit: %)
Area | Year 1991~94 1995~98 1999~2002
Africa 32.5 (51) 20.7 (52) 14.1 (50)
Asia 36.0 (21) 449 (21) 60.6 (22)
East Europe 6.8 (24) 11.1 (25) 10.7 (26)
Latin America 17.1 (32) 14.1 (33) 10.9 (33)
Middle East 2.2 (12) 4 (12) 1(13)
Oceania 5.4 (12) 3.8 (13) 6 (12)
Total 100.0 (152) 100.0 (156) 100.0 (156)
Average Annual Amount $19,957,740 $35,963,763 $39,214,640

Note: ( ): Number of countries.
Source: KOICA Statisctical homepage.
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{Table 3> Recipient Countries of Bilateral Grants: Distribution by Per Capital Income

(Unit: %)
Income Level / Year 1991~94 1995~98 1999~2002
Low 60.2 (64) 60.3 (64) 66.4 (63)
Lower Middle 32.7 (51) 35.0 (54) 28.3 (56)
Upper Middle 7.0 (31) 45 (32) 5.1 (30)
High 0.2 (6) 0.1 (6) 0.2 (7)
Total 100.0 (152) 100.0 (156) 100.0 (156)
Average Annual Amount $19,957,740 $35,963,763 $39,214,640

Note: (

): Number of countries. Per capita income levels are determined by the average annual income during

the four year period on the basis of the nominal GNI data provided by the World Bank (2005). Low:
below $875; Lower Middle: between $875 and $3,465; Upper Middle: between $3,466 and $10,725, and
High: above $10,726 (http://go.worldbank.org/K2CKM78CC0)
Source: KOICA Statistical homepage.

{Table 4> Recipient Countries of Bilateral Grants: Distribution by Economic Freedom

(Unit: %)
Economic Freedom / Year 1991~94 1995~98 1999~2002
Low 23.9 (26) 17.9 (25) 28.0 (27)
Middle 435 (28) 49.9 (28) 430 (27)
High 326 (31) 322 (31) 29.1 (31)
Total 100.0 (85) 100.0 (84) 100.0 (85)
Average Annual Amount $14,604,083 $24,115,704 $23,229,664

Note: (

): Number of countries. Distribution by the level of economic freedom is based on the Gwartney and

Lawson(2006)(www.freetheworld.com/download.html#efw). The average annual amounts are smaller than
in other tables since some countries with no indication of the level of economic freedom have been
deleted from the classification.
Source: KOICA Statistical homepage.
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{Table 5> Bilateral Grants:

Distribution by Sector

(Unit: %)
Sector / Year 1991~94 1995~98 1999~2002
Directly Productive Sector 22.7 23.1 20.5
Indirectly Productive Sector 72.3 74.7 73.4
Emergency Relief Sector 5.0 2.3 6.1
Total 100.0 100.0 100.0
Average Annual Amount $18,891,473 $32,422,016 $33,819,215
Source: KOICA Statistical homepage.
{Table 6> Bilateral Grants: Distribution by Type
(Unit: %)
Type / Year 1991~94 1995~98 1999~2002
Projects 11.9 33.4 31.1
Goods/Materials 38.6 19.5 13.2
Development Surveys / Studies 19.6 6.0 5.3
Volunteers 6.0 14.2 14.3
Training Fellowships 9.6 14.0 19.5
Expert Services 3.6 2.3 18
Medical Doctors 39 4.9 34
Taekwondo Instructors 32 19 16
NGO Activities 0.6 15 2.0
Emergency Relief 31 2.3 7.8
Total 100.0 100.0 100.0
Average Annual Amount $22,264,802 $35,988,802 $39,409,889
Source: KOICA Statistical homepage.
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{Table 7> Bilateral Grants and Economic Growth: Summary of Regression Analysis

Dependent Variable: Growth

Year 1991 ~95 1995~99 1999 ~2003
2.154* 2.244%** 2.999%***
Constant
(2.604) (3.501) (4.916)
. .086 265%** 262%**
Initial GDPPC
(1.488) (5.643) (7.567)
InvIGDP .056 -.045 116
\Y
(.445) (-.381) (1.055)
. 2.383 .389 .695
Aid/GDP
(1.720) (.645) (.407)
(AIDIGDP)*P -2.440 -417 -.716
(-1.757) (-.689) (-.856)
PG -.059 .015 .066*
(-1.855) (.457) (2.290)
p 1.941* 573 431
(2.297) (1.263) (.803)
No. of Observation 111 119 120
R’ 343 AT2 506

Note: ( ): t-value. level of significance * p<.05, ** p<.01, *** p<.001

(Table 8> Bilateral Grants and Per Capita GDP: Summary of Correlation Analysis

Year 1991~95 1995~99 1999 ~2003

Correlation Coefficient .001 -.069 -.058

No. of Countries observed 161 163 163
Az} AT Al B 9F  FD 5 gk P D HILEE 199
S 718 Rolela Vel AL MAY  GDP AAe] THAL FFS TR
Holek, e} 4709 WS BAol AL & S irk olgd A= $5e) ODA
&3 S| AR MY ol Y 4 7} 200003l 1 FEIE A9 2=
HEAY EAAT e A FEE ARREE Bk =] BAA
27} 4=] 199 GDP 4337 ddo] Aol Y= izt 4 5 flvke
Aok 4 F e TAA 2AE & A ouletd, =477 A2 A
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AFEAF AL B el 4 PH JFL vjF Aoz vekdrh 1
Aoz HjRER] ko 4] 2 9lo)o] om} 2L} 1999~2003 0= A} IF FALE
A FAT F ok B8 ol I o Alre SAHCE FasHA] ARt
925 v I7ie A7l dxeh R R4 (R) 2AE USRIt R
XEL Zsleto] AMEelA] Bgk A= gk A0 9). o]t 1999~2003'd Abelel] yjEhdt
lolt}y. 22y dhoo] AXE AlFd ®IZLE olF|sy] st FAEE AY,
ol olelgt FU=e TEe LHsA  A5FE B AAF ARElE )
IR E e dxAFALt gPaln o EAE A8
A e Aot & 5 ol ST AgHz BFYS o,
{Table 9> Bilateral Grants and Exports: Summary of Regression Analysis
Year 1991~95 1995~99 1999~2003
Constant -16.628*** -8.658* -1.722
(-4.051) (-2.336) (-.473)
POP .919%** 881*** .950***
(population) (10.075) (11.094) (11.703)
GDPPC 1.571*** 1.334*** 1.101***
(per Capita GDP) (10.161) (10.002) (8.860)
DIST -277 -.768* -1.125%*
(Distance) (-.741) (-2.338) (-3.466)
AID 321%** 245%** -.044
(Grants) (5.036) (3.984) (-.707)
No. of Observation 163 163 163
R? 552 568 562

Note: ( ): t-value. level

of significance * p<.05, ** p<.01, *** p<.001
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{Table 9—1> Bilateral Grants and Exports: Regression Analysis by Region
(Africa and Asia)

Region Africa Asia
Year 1991~95 1995~99 | 1999~2003 | 1991~95 1995~99 | 1999~2003
Constant 14.556 4.483 -10.611 -39.093** | -23.748** -13.285
(.639) (.198) (-.626) (-3.014) (-3.345) (-1.417)
POP .785** JT7L** 1.194%** 1 1.356%** | 1.140%** | 1.169***
(Population) (3.509) (3.416) (6.414) (4.835) (7.972) (8.061)
GDPPC 742* 957** 1.064*** | 2.334*** | 1829*** | 1473%**
(per Capita GDP) | (2.327) (2.996) (4.414) (6.609) (9.381) (4.428)
DIST -2.462 -1.437 -.350 .559 -.213 -.729
(Distance) (-1.061) (-.626) (-.205) (.442) (-.313) (-.991)
AID .013 -.002 -.243* .621** A92x** 151
(Grants) (.091) (-.012) (-2.502) (3.155) (4.909) (.637)
No. of Observ. 53 53 53 22 22 22
R? 276 285 494 833 .920 .869

Note: ( ): t-value. level of significance * p<.05, ** p<.01, *** p<.001

{Table 9—-2> Bilateral Grants and Exports: Regression Analysis by Region
(Latin America and East Europe)

Region Latin America East Europe
Year 1991~95 1995~99 | 1999~2003 | 1991~95 1995~99 | 1999~2003
Constant -18.762 -37.300 -36.602 20.264 28.161 41.284
(-1.044) (-1.401) (-1.236) (1.040) (1.297) (1.937)
POP 830*** 792%** 848 ** 1.099** .870* 1.363**
(Population) (7.205) (4.643) (4.538) (3.355) (2.791) (3.438)
GDPPC 1.393*** 1.898** 1.779** 2.812%** | 2.387*** 1.562*
(per Capita GDP) | (4.330) (3.420) (3.195) (6.091) (4.728) (2.657)
DIST -.386 1.080 .760 -5.562* -5.839* -6.790*
(Distance) (-193) (.370) (.247) (-2.488) (-2.303) (-2.648)
AID BTL*** .949** 1.162** .029 .239* -420*
(Grants) (7.712) (3.835) (3.510) (.260) (2.078) (-2.119)
No. of Observ. 33 33 33 28 28 28
R? .809 .603 543 .830 563 533

Note: ( ): t-value. level of significance * p<.05, ** p<.01, *** p<.001
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{Table 10—1> Bilateral Grants and Exports: Regression Analysis by Income Level

(Low and Lower Middle Income Countries)

Income Level Low Lower Middle
Year 1991~95 1995~99 | 1999~2003 | 1991~95 1995~99 | 1999~2003
Constant -20.046* -10.474 -4.164 -23.795** -13.510 .386
(-2.479) (-1.507) (-.758) (-2.700) (-1.599) (.039)
POP .906%** J73x** 1.076*** .806*** JT73*** .634**
(Population) (4.365) (4.513) (7.994) (5.879) (6.049) (3.563)
GDPPC 1.272* 1.411** 1.325%** 2.954%** 2.309** 1.092
(per Capita ) (2.275) (2.926) (3.740) (4.412) (2.885) (1.259)
DIST 274 -.462 -1.084* -598 -1.263 -1.513
(Distance) (.452) (-.913) (-2.565) (-.769) (-1.701) (-1.756)
AID .391** .301* -.144 428*** H3L*** .486
(Grants) (2.706) (2.623) (-1.678) (4.456) (4.530) (1.894)
No. of Observ. 66 66 66 56 56 56
R? 419 508 634 627 577 421
Note: ( ): t-value. level of significance * p<.05, ** p<.01, *** p<.001

{Table10—2> Bilateral Grants and Exports: Regression Analysis by Income Level

(Upper Middle and High Income Countries)

Income Level Upper Middle High
Year 1991~95 | 1995~99 | 1999~2003 | 1991~95 | 1995~99 | 1999~2003
Constant -12.545 -7.458 -6.765 56.476 21.436 -15.283
(-1.685) (-.878) (-.641) (1.113) (.498) (-.549)
POP 1.011%** | 1.036%** | 1.041*** 2.453* 2.193 914
(Population) (10.327) (11.490) (8.912) (3.348) (2.257) (1.394)
GDPPC 1.372* 1.018 1.231 -6.884 -4,042 1.490
(per Capita GDP)| (2.164) (1.453) (1.545) (-1.312) (-.824) (.556)
DIST -.588 -7.548 -.907 -1.616 -.190 .082
(Distance) (-1.091) (-1.394) (-1.426) (-1.229) (-.149) (.062)
AID 218 115 .019 281 271 .038
(Grants) (2.003) (.729) (.209) (1.735) (1.499) (.214)
No. of Observation 32 32 32 9 9 9
R? 824 836 763 874 762 544

Note: (

): t-value. level of significance * p<.05, ** p<.01, *** p<.001
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{Table 11> Bilateral Grants and Exports: Regression Analysis by Economic

Freedom Level

Economic Freedom
High Middle Low
level
Year 1991~95 | 1995~99 |1999~2003 | 1991~95 | 1995~99 [1999~2003| 1991~95 | 1995~99 |1999~2003
Constant 9172 | -8639 | -8266 | -6974 | -6595 | 5424 | -4741 | -4956 | -11.092
(-1252) | (-1.056) | (-1444) | (-667) | (-1.240) | (-796) | (-312) | (-276) | (-1.064)
POP LO77%*% | 8B4*** | 1.014%** | 1015%%* | Q71%#** | gege** | 913% | 76Q** | .903***
(Population) | (7.513) | (5.601) | (5.967) | (4834) | (8.023) | (6.149) | (2110) | (2.835) | (4.142)
GDPPC 1.343%%% | 1,692%% | 1.645%% | 1261%kx | 1199%x | 1209%%% | 1481% | 1469%F* | 1113+
(per Capita GDP) | (4135) | (3629) | (7.474) | (4446) | (6551) | (5.159) | (2787) | (3.986) | (5.379)
DIST -656 | -1.041* | -1.236** | -974 -763* -643 -1.204 -.998 -483
(Distance) | (-1513) | (-2518) | (-3.360) | (-1.569) | (-2.164) | (-1.325) | (-859) | (-687) | (-560)
AID -041 281 185 086 015 -021 070 163 323
(Grants) (-378) | (1.285) | (2.042) | (290) (310) | (-232) | (294) (440) | (1.065)
No. of Ohserv. 30 2 2 29 33 33 29 33 33
R’ 793 43 829 765 834 728 452 567 T44
Note: ( ): t-value. level of significance * p<.05, ** p<.01, *** p<.001
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{Table 12> Bilateral Grants and FDI: Summary of Regression Analysis

Year 1991~95 1995~99 1999~2003
Constant -7.710 -11.954* -10.622
(-1.309) (-2.061) (-1.727)
POP 1.056%*** 1.288*** 1.235%**
(Population) (7.209) (9.177) (8.204)
GDPPC 1.174%*= 1.384%** 975%**
(per Capita GDP) (5.128) (6.373) (4.438)
DIST -1.911%** -1.928*** -1.584**
(Distance) (-3.713) (-3.896) (-3.048)
AID A11%%* AQ5*** .289*
(Grants) (3.920) (4.249) (2.468)
No. of Observation 126 126 126
R? 465 556 496

Note: (

): t-value. level of significance * p<.05, ** p<.01, *** p<.001

(Table 13> Bilateral Grants and FDI: Regression Analysis by Economic Freedom Level

Economic Freedom
High Middle Low
Level
Year 1991~95 | 1995~99 |1999~2003| 1991~95 | 1995~99 |1999~2003| 1991~95 | 1995~99 |1999~2003
Constant -18.015 -19.460 -22.585 -5.024 017 -38.158 -19.168 -34.888 -5.624
(-.830) (-915) | (-1.202) | (-.249) (.001) (-1.686) | (-1.190) | (-1.908) | (-.248)
POP 1.540%* | 1470*%* | 1.938** | 1.352** | 1.157** | 1571*** | 1020* | 1.978*** | 1.336**
(population) | (3536) | (3.703) | (3.797) | (2917) | (3.165) | (4071) | (2166) | (6.022) | (2.914)
GDPPC 1.176 1.613 1.225 1.600* =177 1.372* 1.947** | 1.489** 464
(per Capita GDP) | (1.220) | (1.343) | (1.334) | (2.609) (-220) | (2126) | (3.033) | (3.186) (.925)
DIST -1.564 -1.412 -1.695 -2.499 -1.455 544 -1.463 -430 -1.611
(Distance) (-1.190) | (-1.424) | (-1560) | (-1.861) | (-1.016) | (.280) (-1.197) | (-350) (-.996)
AID 426 332 347 -.028 137 252 661* 132 -.041
(Grants) (1.328) (.615) (1.188) | (-.047) (-778) (1.053) | (2413) (-299) (-.059)
No. of Obs. 25 28 28 26 28 28 26 29 29
R2 572 520 584 .500 .592 471 542 752 520

Note: ( ): t-value. level of significance * p<.05, ** p<.01, *** p<.001
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{Table 14> Bilateral Loans and Exports/FDI: Summary of Regression Analysis

Dependent
Variable Exports FDI
Year 1990~2000 1990~2000 1990~2000 1990~2000
Constant -3.355 -3.703 1.524 -2.300
(-1.200) (-.997) (.220) (-.250)
POP .88L*** .880*** .868*** 852***
(Population) (10.652) (10.490) (4.193) (4.067)
GDPPC .885*** .883x** 1.285** 1.270**
(per Capita GDP) (6.047) (5.941) (3.375) (3.312)
DIST -.589** -.587** -1.93g*** -1.910%**
(Distance) (-3.138) (-3.080) (-4.163) (-4.062)
EDCF AID .022 239
(Loans) (.144) (.633)
No. of Observation 57 57 56 56
R’ 831 831 630 633

Note: (

): t-value. level of significance * p<.05, ** p<.01, *** p<.001
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