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CHAPTER 1 

1. Introduction 

Although the world has witnessed unprecedented growth since World War II and per 

capita income has increased globally, income inequality has also risen sharply since 1980 in 

many countries whiles the globally, the top 1% earners have captured twice as much growth 

as the poorest 50% of individuals (Alvaredo et al., 2018; World Bank, 2018).  During the 

same period, the global population living in extreme poverty declined to a world record low 

of 736 million by the year 2015; however, poverty is still on the rise in many developing 

countries and has become more entrenched and harder to root out in certain areas (World 

Bank, 2018).  A recent World Bank report indicates that most of the world’s poor are now 

located in middle-income countries (World Bank, 2018).  The Report further notes that 

higher poverty rates are found at two higher income thresholds – $3.20 per day and $5.50 

per day – which are typical of standards in lower- and upper-middle-income countries.  The 

World Bank classifies countries into 4 income groups namely the high (HI), upper-middle 

(UMI), lower-middle (LMI), and low (LI) income countries based on their annual gross 

national income (GNI) per capita. Based on the World Bank’s classification system, the 

high-income countries are considered advanced or “developed countries” whereas the other 

groups of countries are referred to as the emerging or “developing countries”.  

Evidence from empirical studies suggests that when countries enter the middle-

income bracket – which currently ranges from 1,036 to $12,535 GNI per capita (World Bank, 

2021a) – those countries face peculiar economic developmental challenges which if not 

addressed can result in perpetual economic growth slowdowns and stagnation that prevents 

them from reaching high-income status (Aiyar, et al., 2013; Eichengreen et al., 2012, 2013; 

Glawe–Wagner, 2016). The difficulties faced by developing countries in their quest to 

advance to high-income status have been well documented by several authors (Chang, 2002). 

For instance, it has been found that only 13 out of 101 middle-income countries in 1960 were 

able to advance to high income by the year 2008 (World Bank, 2012) escaping what has 

been described in some economics literature and development circles as the so-called 

middle-income trap (MIT). In this study, ‘escaping the MIT’ is used to describe the extent 

to which countries can advance from the middle-income bracket to the high-income group.  
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 The MIT is recognized as a global development challenge, which affects countries 

in all regions of the world including Africa, the Americas, Asia, and Europe. Due to the 

adverse welfare consequences such as income inequality, low human capital, and high 

unemployment in the affected countries, policymakers and international development 

organisations such as the IMF, World Bank, World Economic Forum, and the United Nations 

have also been creating awareness about the need for countries to avoid and escape the MIT 

(Foxley, 2016; Glawe – Wagner, 2016, World Bank, 2012; WEF, 2016; UNCTAD, 2021). 

Thus, the need for countries to escape the MIT is consistent with the Sustainable 

Development Goals (SDGs) which among other objectives seek to end poverty in all its 

forms, promote sustainable economic growth, and end all forms of inequality both within 

and among nations (UN, 2015; UN, 2017). Furthermore, addressing the MIT and problems 

such as poverty in developing countries is of concern to the developed countries due to 

perceived potential negative spillover effects on their economies (Szent-Iványi, 2019). 

Within the academia, several researchers including Aiyar et al., (2013); Eichengreen 

et al., (2012, 2013); Gill – Kharas (2015); Glawe – Wagner (2016, 2020); Han – Wei (2016); 

Wang et al. (2018)  have conducted various several studies on why very few countries can 

escape the MIT (move from middle-income to high-income) and what factors can help 

countries to overcome the MIT. There are also divergent views in literature as to the 

definition, causes, and how countries can escape it (Glawe – Wagner, 2016). Some of the 

factors attributed to the MIT in the literature include unfavourable demographics, bad 

governance, weak institutions, poor infrastructure, low human capital, and technological 

development as well as the trade structures, of economies (Aiyar, et al., 2013; Glawe – 

Wagner, 2016; Foxley 2016; World Bank, 2012).  In light of the current 4th Industrial 

Revolution and the technological transformation taking place globally, Glawe – Wagner 

(2020) have noted that there is also a ‘middle-income trap 2.0’ which they posit may even 

be more difficult to escape than the predecessor MIT if countries are unable to equip their 

citizens with digital competencies. 

Although different perspectives have been proposed regarding how countries can 

escape the MIT, there is consensus that escaping the MIT would require some level of 

sustained economic growth (Acheampong – Udvari, 2020) although the exact level of 

growth and specific drivers of this growth has remained inconclusive and may vary from 
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country to country (UNCTAD, 2021). For instance, Felipe et al. (2012) proposed that 

escaping the MIT would require that countries grow at an annual growth rate of 3.5% and 

4.7% if they are in the UMI and LMI respectively. Meanwhile, the COVID-19 pandemic has 

impeded economic growth globally (HLPE, 2020; IMF, 2020) and middle-income countries 

have been among the worst-hit (World Bank, 2020). Globally, in 2020 there was an 

estimated GDP growth reduction of 3.5 percent, and while economic recovery from this 

contraction is expected to be long, uneven, and uncertain, the advanced economies are more 

likely to improve sooner due to existing favourable economic structures and growth patterns 

that existed before the pandemic (IMF, 2021). The implication is that COVID-19 has made 

it more difficult for countries to escape the MIT. 

In addition to finding solutions to the MIT, the COVID-19 pandemic has given new 

impetus to policymakers in middle-income countries to find sustainable drivers of growth to 

fuel their economic recovery and sustainable development. Meanwhile, it has been 

established in development literature, that economic growth is determined by several 

domestic factors including the quality of human capital, economic structure, and the level of 

technology as well as international factors such as foreign aid and international trade (Todaro 

– Smith, 2015). In addition to promoting economic growth, some authors including 

Kanchoochat (2015), Reyes et al. (2007), Zhou et al., (2018), and Acheampong (2020) have 

also noted that international trade can help countries to escape the MIT whiles Acheampong 

and Udvari (2020) have also found that foreign aid has the potential to help upper-middle-

income countries to escape the MIT. Despite these findings, one area that has received little 

attention from researchers and development practitioners is the potential role of aid-for-trade 

(AfT)  in helping countries to overcome the MIT although the Initiative was intended to 

promote economic growth in developing countries. 

Both the concept of MIT and the Aid for Trade Initiative (AfTI) appeared in economics 

and development literature around the same time. The term ‘middle-income trap’ appeared in 

literature a year after the commencement of the AfTI in a World Bank report authored by Gill – 

Kharas (2007) whereas the AfT Initiative was officially launched in December 2005. The AfT 

policy was developed in recognition of the potential of international trade as an engine of 

economic growth and poverty reduction coupled with evidence that participation in international 

trade has been unequal over the years with developing countries being more disadvantaged 
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(OECD – WTO, 2019). The OECD and WTO had also discovered that developing countries 

were confronted with a range of supply-side and trade-related infrastructure obstacles that 

impaired their ability to effectively engage in international trade. The objective of the AfT policy 

was therefore to allocate official development assistance (ODA) specifically targeted at 3 broad 

areas that facilitate export expansion and diversification in developing countries with the view 

to boosting the contribution of exports to economic growth with the expectation that this growth 

would translate into sustained poverty reduction in the long-term (OECD – WTO, 2011, 2017 

2019). AfT has been subsequently prioritized in the SDGs as a tool for poverty reduction and 

socioeconomic development in developing countries. Thus, the SDG target 8.a has the aim to 

“Increase Aid for Trade support for developing countries” (UN 2017, p. 13). Over the years, 

foreign aid and trade preferences have been among the variety of tools used by developed 

countries to contribute to poverty reduction in developing countries (Szent-Iványi, 2019). 

Despite its noble objectives, several authors have criticized the AfT Initiative. For 

instance, Hühne et al. (2014) have argued that AfT is characterized by conditionality, which 

overtly or covertly favours the donors enabling them to export or impose their cultural, 

social, political and economic, and commercial values and ideals on recipient countries at 

the expense of the needs and desires recipient countries. Similarly, Flemming –Tilstam 2016; 

Gnangnon, 2016 have also criticized AfT and argued that donor countries would benefit 

more from the Initiative. Meschi – Vivarelli (2009) as well as Winters – Martuscelli (2014) 

have also criticised the AfT policy on the grounds that trade liberalisation has neither been 

effective in reducing poverty nor promoting inclusive development. Furthermore, Chang 

(2002) in his book ‘Kicking Away the Ladder, Development Strategy from a Historical 

Perspective’ points out that although many developed countries and international 

development organisations have been putting pressure on developing countries to adopt 

policies such as liberalization of international trade and investment, privatization and 

deregulation, the historical fact is that the developed countries did not use most of the 

policies that they have been recommending to developing countries. 

Notwithstanding the criticisms of the AfT, several empirical studies have found that AfT 

positively impacts the following: attracting FDI, multiple measures of export performance, 

poverty reduction, and total employment (OECD – WTO, 2019). After 10 years of the AfT 

Initiative, Lammersen – Roberts (2015) have noted that the Initiative has raised awareness 



5 

  

among stakeholders about the positive role that trade can play in promoting growth and 

development. However, independent empirical studies are yet to evaluate the short and long-

term well as the direct and indirect effects of AfT on growth. Meanwhile, although other factors 

may be important, investigating the potential of AfT in escaping the MIT is very relevant because 

trade has been identified as one of the most important factors for economic growth over the past 

70 years (Dicken, 2015; Frankel – Romer 1999; Todaro – Smith, 2015). Judith Ricz in Szanyi 

(2020) has also noted that the trade in goods and export-oriented economic strategies played an 

important role in the successful East Asian developmental states that escaped the MIT. In 

addition, studies on AfT are yet to focus solely on middle-income countries. Furthermore, the 

intra-group heterogeneity impacts of AfT are yet to be analysed, although studies have found 

that the effectiveness of aid on growth differs by income group. Since economic growth is a 

prerequisite for escaping the MIT and trade has been identified as an engine of growth, the main 

hypothesis of this study is that AfT is a factor that can enable countries to escape the MIT. 

 

1.1 Hypotheses and research questions 

This study seeks to fill the theoretical and empirical gaps in the existing MIT, aid 

effectiveness, and international trade literature by utilizing a mixed-methods approach to 

answer the following main research question: What is the potential of AfT in helping 

countries to escape the middle-income trap? To answer this question, the study evaluates the 

effectiveness of the AfT policy Initiative in achieving its stated objective of promoting economic 

growth through export expansion in developing countries by focusing on those middle-income 

countries that have been beneficiaries of AfT during the first 13 years of the Initiative from 2006 

to 2018. By focusing on these countries and time period, the study could ascertain the potential 

of AfT in helping these countries to escape the MIT by testing the following 4 hypotheses: 

 

𝐻1: AfT has had a statistically significant positive impact on the trade performance 

of middle-income countries. 

 

𝐻2: AfT has had a statistically significant positive impact on economic growth in 

middle-income countries through improved export performance. 
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𝐻3: AfT has had a statistically significant positive impact on economic growth in 

middle-income countries through improved supply-side logistics and infrastructure. 

 

𝐻4: AfT can help middle-income countries to escape the MIT through significant 

positive impacts on their economic growth. 

 

In order to test the above hypotheses, the study utilises various quantitative research methods 

to investigate the following dimensions:  

1. The impact of aid for trade on export performance of middle-income countries  

2. The impact of aid-for-trade on the supply side trade logistics and infrastructure in 

middle-income countries; and 

3. The short and long-term as well as direct and indirect impacts of aid-for-trade economic 

growth in middle-income countries. 

 

In addition to using quantitative methods to test the potential of AfT in helping 

countries escape the MIT, the study also sought to answer the following research question: 

What factors influenced the effectiveness of AfT in achieving its objective of improving 

trade performance and economic growth? To answer this question, qualitative methods 

were used to understand the processes and challenges encountered during the 

implementation of the Aid for Trade Initiative from the perspective of all AfT participants 

including the donors, international development organisations, and beneficiary countries? 

 

1.2 Significance of the study 

Bacchetta et al. (2005) have noted that quantitative and detailed trade policy 

information and analysis are more necessary than ever before as the contentions surrounding 

trade opening have led to questions as to whether the gains from trade exceed the costs. The 

AfT policy Initiative is based on the theoretical premise that both foreign aid and trade can 

promote economic growth, which has also been identified as a prerequisite for escaping the 

MIT. Yet the veracity of these linkages is yet to be empirically proven. In terms of academic 

relevance, both the AfT and MIT are relatively new concepts that have been in existence for 

just a little over a decade. The MIT as a concept is still evolving. The outcomes of this study 
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will therefore contribute to the evolution of the empirical and theoretical literature on the 

MIT as well as the impacts of the AfT. A unique contribution of this study to the existing 

literature is that it adds a new dimension to MIT analyses by exploring the potential role of 

AfT. This study builds on the strand of MIT literature that posits that international trade can 

help countries escape the MIT. It also builds on a recent study by Acheampong and Udvari 

(2020) who found that foreign aid has the potential to help some countries, particularly those 

in the UMI bracket to escape the MIT. Another novelty of this study is that it employs a 

mixed-methods design, various statistical techniques, and disaggregates findings at various 

levels to get a comprehensive evaluation of the impacts of the AfT policy and also account 

for endogeneity issues. It is the expectation that this study will provide empirical evidence 

on whether AfT can help middle-income countries to overcome the MIT whiles contributing 

to the wider debate regarding aid effectiveness. By so doing, this study will contribute to 

knowledge and policy formulation in the developing world, particularly on how to avoid and 

break out of the MIT as well as informing donors on the returns on their ODA which at least 

in theory intends to promote socioeconomic development. The findings can also inform 

policy on AfT allocation and administration.  Given the current COVID-19 crisis, the 

findings could give an indication of the potential of AfT in the economic recovery of middle-

income countries. In this regard, the study has both academic and practical relevance. 

 

1.3 Structure of the study  

The study will be organized into chapters.  The introductory chapter will be followed 

by two theoretical chapters on the key concepts of the study.  The first theoretical chapter 

will focus on the concept and theoretical underpinnings of the MIT whereas the second 

theoretical chapter will focus on the concept, theoretical underpinning, and nexus between 

the MIT and trade, foreign aid, and the Aid for Trade Initiative. In the 4th chapter, the 

conceptual framework for investigating the potential of aid-for-trade in escaping the middle-

income trap is presented and discussed. This is followed by a methodological chapter that 

details how the study was conducted.  The subsequent chapters would be devoted to 

discussing the findings of the study. The study concludes with a summary of the key findings 

and recommendations for policy and further studies. 

 



8 

  

CHAPTER 2 

2. Theoretical Underpinnings of the Middle-Income Trap 

This study is underpinned by the concepts of the middle-income trap and aid-for-

trade.  The goal of this chapter is, therefore, to review conceptual, theoretical, and empirical 

literature relating to how countries can avoid and break out of the MIT.  Central to this 

literature review is a critical analysis of the debate concerning how the MIT is defined and 

how best countries can escape the MIT. However, before discussing the concept of MIT, 

there is the need to understand the concept of a middle-income country. 

2.1 Concept of middle-income country 

Currently, the most widely used system for classifying countries into income groups 

is the one introduced by the World Bank in 1987. The World Bank classifies countries into 

four income categories namely: high-income (HI), upper-middle-income (UMI), lower-

middle-income (LMI, and low-income (LMI).  These categories are determined based on the 

real per capita gross national income (GNI) calculated based on the Atlas method.  

According to World Bank (2021a), the Atlas conversion factor is used instead of simple 

exchange rates in order to reduce the impact of exchange rate fluctuations in the cross-

country comparison of national incomes.  As part of the World Bank’s methodology, the 

Atlas conversion factor for any year is the average of a country’s exchange rate for that year 

and its exchange rates for the two preceding years, adjusted for the difference between the 

rate of inflation in the country and international inflation. The current income thresholds for 

the various country groups are indicated in Table 1. 

 

Table 1 World Bank’s country income group classifications 2021 

Income Group GNI per capita threshold Status 

High-income (HI) $12,536 or more Developed 

Upper middle-income (UMI) $4,046 – $12,535 Developing 

Lower middle-income (LMI) $1,036 – $4,045 Developing 

Low-income (LI) $1,035 or less Developing 

Source Author’s construct based on World Bank (2021a) 
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The World Bank reclassifies countries every year on the 1st of July. The 

classifications are done for all World Bank member economies and all other economies with 

populations of more than 30,000. These official analytical classifications are fixed during 

the World Bank's fiscal year which ends on the 30th of June. In terms of development status, 

countries within the low-income and middle-income thresholds are classified as developing 

economies whereas the high-income countries are those that are considered developed.  

Some authors such as Glennie (2011) have raised concerns about the use of national income 

to represent the development status of countries and recommend other measures like the 

purchasing power parity (PPP) or the Human Development Index and, more recently, the 

multidimensional poverty index developed by the United Nations Development Programme 

(UNDP). The UN et al. (2009) have also noted that per capita growth rates in real national 

income or in real actual consumption generally provide a better measure of the changes in 

the average “welfare” of a country’s population than the changes in GDP volumes. 

Empirical studies have however found a positive relationship between higher income 

per capita and higher socioeconomic development indicators (Glennie, 2011; UNDP, 2019). 

The higher socioeconomic associated socioeconomic development indicators make it 

desirable for all countries to avoid and escape the MIT (i.e., advance from lower to higher 

income levels). It is also therefore not surprising that governments in all regions of the world 

including those in the developed and developing countries set annual targets to increase their 

economic growth rates in order attain higher income levels. Also, one of the targets of SDG8 

is to sustain per capita economic growth in accordance with national circumstances and, in 

particular, at least 7 percent gross domestic product growth per annum in the least developed 

countries (UN, 2015, 2017). Whether the increase in GNI per capita translates into 

improvements in the overall well-being of the majority of citizens is another very important 

question that is beyond the scope of this study; however, it is expected that higher per capita 

income levels and escaping the MIT would translate into improved well-being. 

Data from the World Bank as indicated in Figure 1 shows that over the years, the 

majority of countries have been middle-income bracket although the number of countries 

that were classified as low-income has reduced while more countries have joined the high-

income group. An examination of the World Bank’s historical classification of countries 
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indicates that in 1987 middle-income countries constituted about 46 percent of the countries 

in the world and by 2020, middle-income countries constituted 51 percent of the 218 

countries classified by the World Bank (Figure 1). Whereas some countries have consistently 

remained in the same income group over the years, others have also moved up and down 

different income groups. As indicated in the previous chapter, while per capita income has 

increased and the population living in extreme poverty has decreased globally since the 

1950s, income inequality has risen sharply since 1980 while poverty is still on the rise in 

many developing countries and is become more entrenched and harder to root out in certain 

areas (Alvaredo et al., 2018; World Bank, 2018). 

 

Figure 1 Evolution of countries by income groups from 1987 to 2020 

 

Source Author’s construct based on World Bank historical classifications 

 

2.2 Concept of middle-income trap 

According to Gill and Kharas who introduce the term ‘middle-income-trap’ in a 2007 

World Bank Report titled ‘An East Asian Renaissance, Ideas for Economic Growth’, the 

MIT concept emerged due to the inability of the existing economic growth theories to inform 

development policy satisfactorily in middle-income countries (Gill – Kharas, 2015).  Until 

the emergence of the concept of the MIT, the endogenous growth theories and the Solow 

growth model had been the foremost economic frameworks put forth to explain the 
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differences in the economic performance of nations.  However, Gill – Kharas (2015) posit 

that, although the endogenous growth theories and the Solow growth model were successful 

in addressing growth problems in high-income and low-income countries respectively, 

neither of those two frameworks was satisfactory in understanding and addressing the nature 

of economic growth challenges in middle-income countries; thus, the emergence of the MIT 

concept.  This gave rise to the notion of MIT which is a relatively new phenomenon, 

conceptually (Glawe –Wagner, 2016; Leven, 2019).   

 There is currently no standard or accepted definition of what constitutes the MIT 

(Glawe – Wagner, 2020). Although different definitions of the MIT have been proposed by 

various authors, the term MIT is generally used to describe countries that experienced rapid 

growth, which enabled them to reach middle-income status but have not been able to catch 

up to the developed countries and achieve high-income status (Glawe – Wagner, 2016, 

2020); but rather, they get caught in the middle-income range – the so-called MIT (Gill – 

Kharas, 2015).  According to Glawe and Wagner (2016, 2020) definitions of the MIT can be 

classified into two main categories. The first category is referred to as the  “(primarily) 

theoretical definitions” while the second category is referred to as the “(primarily) 

empirical/quantitative definitions”.  The empirical/quantitative definitions are further 

divided into relative and absolute definitions of the MIT (Figure 2). 

Figure 2 Classifications of middle-income-trap definitions 

 

Source  Authors Construct based on (Glawe – Wagner, 2016) 
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2.3 Theoretical definition of middle-income-trap 

 According to Glawe – Wagner (2016), theoretical definitions only describe the 

characteristics of the MIT; however, these definitions are unable to indicate which countries 

are caught in the MIT.  For instance, Glawe – Wagner (2016) have pointed out that some of 

the earliest authors on the subject such as Gill – Kharas (2007), Kharas, H. – Kohli (2011), 

and Ohno (2009) who proposed the theoretical definitions, define the MIT as a form of 

political failure characterised by missing structural and institutional reforms. Several models 

including the Dual-sector model developed by Arthur Lewis in 1954, also known as the 

Lewis model, and Rostow’s Stages of Economic Growth model developed in 1960 are 

among the numerous models that provide the basis for theoretical definitions of the MIT 

(Glawe – Wagner, 2016).  The core argument of theoretical definitions is that factors that 

generate growth in low-income countries are no longer available once an economy achieves 

middle income; therefore, countries fall into the MIT if they are unable to transform their 

economies from subsistence to modern economies as they develop.  The theoretical 

definition of the MIT and the stages countries must go through to escape the MIT has also 

been summarised by Ohno (2009) as depicted in Figure 3.  

 

Figure 3 Ohno’s middle-income trap model 

 

Source Author’s construct adapted from Ohno, (2009, p.28) 
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Based on Ohno’s model, countries that are stuck in the MIT are characterised by 

lower technological development, aid dependency, subsistence agriculture, and simple 

manufacturing with supporting industries but still under foreign guidance. Based on the 

theoretical definitions of the MIT, development is viewed as a linear process in which all 

countries must pass through a similar path from one stage to another. However, this 

perspective of development has been criticised based on the premise that different countries 

have unique histories and characteristics that make it impossible for them to replicate the 

development path of others. It is in view of the theoretical definitions of the MIT, which 

emphasise the need for structural and institutional reforms that in a report recommending 

how China can avoid the MIT, the World Bank states that “successful implementation of the 

reform policies, contained in this report, aimed at finding new growth drivers – increased 

efficiency in input use, higher human capital investments, increased innovation, and a shift 

to high-value services – will help China avoid the middle-income trap” (2012, p.11).  

According to Glawe – Wagner (2016) the weakness of the theoretical definitions is that they 

do not provide a definite answer as to whether a country is in the MIT or not, thereby leaving 

too much scope for interpretation. 

 

2.4 Empirical/quantitative definitions of the middle-income trap 

 In addition to the theoretical definitions of the MIT, there are also the 

empirical/quantitative definitions of MIT which are also divided into relative and absolute 

approaches. As compared with the theoretical definitions, this set of definitions provides 

precise definitions of the two (2) components of the term MIT, namely “middle-income” and 

“trap”.  For instance, Glawe – Wagner (2016) notes that the notion of a trap – which refers 

to a self-perpetuating or self-reinforcing mechanism, persisting character, or steady state that 

is difficult to break out of – has been used for a long time in the growth literature to define 

a poverty trap (which applies to very poor countries), is also used in MIT definitions.  

Empirical evidence has revealed that “at very low income levels, a vicious circle may set in, 

whereby low income leads to low investment in education and health as well as plant and 

equipment and infrastructure, which in turn leads to low productivity and economic 

stagnation. This is known as a poverty trap or what Nobel laureate Gunnar Myrdal called 

‘circular and cumulative causation’ (Todaro – Smith, 2015, p. 57).   
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Based on the definition of “trap”, the MIT is considered as a situation where countries 

remain in the middle-income range for a long period of time and find it extremely difficult 

to advance to high-income status. In terms of the persistent character of the trap, different 

durations have been proposed by different authors in terms of the number of years that 

countries must remain in the middle-income range to be considered as being trapped.  For 

instance, Woo et al. (2012) refer to MIT as a period that is longer than 50 years whereas 

Felipe et al. (2012) view the MIT period as longer than 42 years consisting of 14 years in the 

lower-middle-income range and 28 years in the upper-middle-income range. Despite the 

different views about the number of years countries must spend in the middle-income range 

to be considered trapped, empirical evidence suggests that many middle-income countries 

have remained in the middle-income group for more than half a century. 

  

2.4.1 Absolute and relative definitions of MIT 

The absolute definitions are based on absolute middle-income thresholds such as the 

World Bank’s income group classification of countries. Based on these definitions of the 

MIT, countries are considered as being stuck in the MIT if they fall within the GNI per capita 

thresholds for middle-income for a long period of time but again the exact number of years 

is still inconclusive in literature. The absolute definitions of the MIT are similar to the 

relative definitions of MIT in that, they both use the GNI per capita of countries to determine 

their status. However, whereas the absolute definition is based on fixed national per capita 

income thresholds, the relative definitions are based on the GNI per capita of countries in 

relation to selected developed countries. 

In the MIT literature, the relative definitions of MIT classify countries based on a 

comparison of their per capita income relative to that of the US or another developed country. 

For instance, the determination of the 13 out of 101 countries widely cited in MIT literature 

as having escaped the MIT between 1960 and 2008 was estimated by the World Bank using 

the relative approach by comparing the GNI per capita of countries to that of the US (see 

Figure 4). Different authors have however proposed different ranges within which the GNI 

per capita of countries would have to be relative to the US to be considered as being stuck 

in the MIT. For example, Woo et al. (2012) defined the middle-income bracket as ranging 

from 20% and 55% of the US per capita income.  
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Figure 4 The 13 countries that escaped the middle-income trap from 1960 to 2008 

 

Source World Bank (2012, p. 12) 

 

Alternatively, Robertson – Ye (2015) argue that a country is in the middle-income 

range when its per capita income is between 8% and 38% relative to that of the US. Based 

on these examples, Glawe – Wagner (2016) have observed that there are significant 

differences in the thresholds within the group of absolute as well as relative definitions of 

the MIT and these differences have resulted in a great variation in the empirical results in 

terms of which countries are considered as having been caught in the MIT. Nevertheless, 

countries such as Malaysia and Thailand in East Asia as well as Brazil and Colombia in Latin 

America have been cited as countries that have been affected by the MIT because they 

experienced rapid growth and attained middle-income status in a very short period of time 

but have not been able to reach high-income status in over 50 years (Agénor, 2017; Glawe 

– Wagner, 2016, 2020). Both the absolute and relative definitions of the MIT have been 

criticized on the grounds that the thresholds are defined arbitrarily which leads to different 

results in empirical studies (Agénor, 2017; Iammarino et al., 2020). 
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2.4.2 Middle-income trap 2.0 

Against the background of the Fourth Industrial Revolution and the expected 

challenges associated with automation, Glawe – Wagner (2020) have modified the concept 

of MIT and created a new concept called middle-income trap 2.0. According to the authors, 

challenges of automation will pose additional difficulties for MICs to overcome the middle-

income range in a timely manner. For instance, it is anticipated that the future technological 

progress associated with automation and artificial intelligence would be more skilled-biased; 

however, the LICs and LMICs are not prepared to cope with the increasing skill requirements 

and this would result in an increasing mismatch between the technological advancement and 

the associated skill requirements in developing countries (Glawe – Wagner, 2020). Based on 

their analysis of the impacts of automation, artificial intelligence, and digitalization on the 

growth drivers of developing countries and the mechanisms of the MIT, Glawe – Wagner 

(2020) conclude that improving human capital accumulation, especially with respect to the 

upgrading of the requisite skills needed with the rapid advance of automation, would be 

essential for escaping the MIT 2.0. 

 

2.5 COVID-19 and the middle-income trap 

 In 2020, there was a worldwide economic recession as a result of the COVID-19 

pandemic (HLPE, 2020; IMF, 2020) and middle-income countries have been among the 

most affected in terms of economic growth and poverty (World Bank, 2020). For instance, 

an estimated 72 million representing about 80% of the new people who have now become 

poor as a consequence of the COVID-19 pandemic are in middle-income countries (World 

Bank, 2020). Currently, about 75% of the current global population lives in middle-income 

countries (Prydz – Wadhwa, 2019). Before the pandemic, a recent World Bank report noted 

that most of the world’s poor people are now living in middle-income countries (World 

Bank, 2018).  To make matters worse, unemployment was also projected to increase by 10% 

in middle-income countries as a result of COVID-19 (IMF, 2020). 

 An analysis of the GNI per capita for 154 countries over the last 5 years before the 

COVID-19 pandemic and the first year of the pandemic indicates that middle-income 

countries were affected more than any other income group. For instance, Paired-Samples t-
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test results indicate that in all income groups there was a significant reduction in the GNI per 

capita during the first year of the pandemic when compared with the previous year’s GNI 

per capita; however, as indicated in Figure 4, in the year 2020 the average GNI per capita 

for UMI countries was almost 10 percent less than that of the previous year and 3.7 percent 

less than the average for the 5 years leading up to the pandemic. This suggests that the 

COVID-19 pandemic has made it more difficult for some countries to escape the MIT. Based 

on the most recent classifications of the Bank, 6 countries namely Indonesia, Iran, Mauritius, 

Panama, Romania, and Samoa dropped into lower income brackets as a consequence of the 

COVID-19 pandemic (Hamadeh, et al., 2021). 

 

Figure 4 Impact of COVID-19 on economic growth worse for middle-income countries 

 

Source Author’s calculations based on data from World Bank (2021b) 

 

According to IMF (2020), the global growth contraction for 2020 as a result of the 

pandemic is estimated at -3.5 percent. At current growth rates, the World Bank (2020) points 

out that achieving the SDGs would require that all economies grow between 8.0 and 8.5 

percent per capita per year from now to 2030. A trend analysis of the GNI per capita growth 

rates by income groups for 154 countries for the previous 5 years before the COVID-19 

pandemic indicates that UMI income countries had the highest growth rates, but in 2020 
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these countries experienced the highest contraction (Figure 5). Furthermore, while economic 

recovery from the contraction caused by the pandemic is expected to be long, uneven, and 

uncertain, the IMF (2021) has cautioned that the advanced economies are more likely to 

improve sooner due to existing favourable economic structures and growth that existed 

before the pandemic. This justifies the need for developing countries to explore possible 

solutions to overcoming the MIT and therefore provides a practical justification for the need 

to investigate the potential of aid-for-trade in helping countries to escape the MIT especially 

since the COVID-19 pandemic has also affected the foreign aid landscape (Brown, 2021) in 

that, aid is now scarce and stakeholders are more concerned about the available aid being 

used effectively.  

Figure 5 GNI per capita (Atlas) growth trends by income groups 2016-2020 

Source Author’s calculations based on data from World bank (2021b) 

 

2.6 Chapter summary 

Based on the various conceptions of the MIT discussed in this chapter, it is clear that 

the MIT as a concept is still evolving. As indicated in the different definitions of the MIT 

discussed above, currently, there is no consensus in the literature as to what exactly 

constitutes the MIT. Different perspectives of the MIT have been proposed by various 

authors. Foxley (2016) has concluded that the MIT is characterized by the following three 
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related conditions: (1) a slowdown in growth due to an inability to achieve continuous 

improvements in competitiveness and productivity; (2) excessive inequality and lack of 

social protection; and (3) the inability of the institutional system to provide stability, 

transparency, and good governance.  

 

Table 2 Summary of perspectives on the causes and characteristics of middle-income-trap 

No

. 

Cause(s) and 

characteristics of 

MIT 

Authors 

1 Economic growth 

slowdown 

Gill – Kharas 

(2007, 2015) 

Eichengreen 

(et al. 2013) 

Aiyar et al. 

(2013)  

Felipe et 

al. (2012);  

Foxley 

(2016) 

2 Economic 

catching up’ 

theory 

(subsistence 

versus modern 

high tech 

industrial 

economy) 

Ohno, 2009  Gill – Kharas 

(2007) 

Kharas – Kohli (2011) 

3 Weak social 

indicators 

(poverty, 

inequality) 

Glawe – Wagner, (2016) Foxley (2016) 

4 Weak institutions Foxley (2016) Glawe – Wagner (2016) UNCTAD 

(2021) 

5 Long periods in 

middle-income 

range 

Woo et al. (2012) Felipe et al. (2012) 

6 Low Human 

Capital 

Eichengreen et 

al. (2013) 

World Bank 

(2012) 

Glawe –

Wagner, 

(2016; 

2020) 

Wang-Li 

(2018) 

Source Author’s construct 
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As a consequence of the various perspectives on the MIT (Table 2), various authors 

have also proposed different solutions for escaping the MIT. For instance, UNCTAD (2021) 

posits that countries can escape the MIT if they invest in their productive capacities in the 

following 8 areas:  information and (1) communication technologies (ICTs), (2) structural 

change, (3) natural capital, (4) human capital, (5) energy, (6) transport, (7) the private sector 

and (8) institutions. Other authors including Kanchoochat (2015); Reyes et al. (2007); 

Soyyigit (2019); and Zhou et al., (2018) are also of the view that effective participation in 

international trade can help countries to escape the MIT. Table 3 summarises some of the 

various perspectives on how countries can overcome the MIT.  

 

Table 3 Summary of various perspectives about solutions to the middle-income-trap 

No. Solution to MIT Authors 

1 Sustained economic 

growth 

Eichengreen 

et al. (2013) 

Felipe et al. 

(2012) 

Acheampong – Udvari 

(2020) 

2 Build human 

capital 

Eichengreen 

et al. (2013) 

Wang – Li 

(2018) 

Glawe – 

Wagner, 

(2016; 2020) 

World 

Bank, 

(2012) 

3 Structural 

transformation  

Eichengreen 

(2011) 

Soyyigit 

(2019) 

UNCTAD 

(2021) 

Glawe – 

Wagner, 

(2020) 

4 International Trade Glawe – 

Wagner, 

(2018, 2020) 

Zhou et al., 

(2018) 

Acheampong 

(2020) 

Soyyigit 

(2019) 

 

5 Technological 

advancement 

Ohno, 2009 Glawe – Wagner (2020) 

6 Foreign aid Acheampong – Udvari; (2020) 

Source Author’s construct 

Despite the different definitions and perspectives about what constitutes the MIT, 

what can be concluded from existing literature on the MIT is that, when countries enter 

the middle-income bracket, those countries face peculiar economic growth challenges 
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which if not addressed can result in perpetual economic slowdowns and stagnation that 

causes the affected countries to spend a long period of time within the middle-income 

range preventing them from advancing to high-income status. For instance, authors such 

as Gill – Kharas (2007, 2015), Eichengreen et al. (2013), Aiyar et al. (2013) as well as Felipe 

et al. (2012) have noted that MIT as a period of economic slowdown or reductions in income 

per capita. Thus, Eichengreen et al. (2013) have observed that countries can be considered 

as being stuck in the MIT if they experience an average GDP growth of at least 3.5% for 

several years, and then stepped down by at least 2% between successive seven-year periods.  

Felipe et al. (2012) are therefore of the view that avoiding the MIT is a question of how 

countries can grow fast enough to cross the LMI segment in at most 28 years, and the upper-

middle-income segment in at most 14 years. Based on this hypothesis, to be able to escape 

the MIT, the countries in the lower-middle-income range would have to grow by at least 

4.7% annually while those in the upper-middle-income would have to annually grow by at 

least 3.5% (Felipe et al., 2012). 

It is in view of the above that Acheampong and Udvari (2020) have concluded that 

escaping the MIT would require some level of sustained economic growth – which can be 

defined as an increase in an economy’s real GDP or GNI per capita or an increase in an 

economy’s capacity to produce or an increase in the production, income, and expenditure of 

an economy (UN, 2019; UN et al., 2009). Meanwhile, based on the various empirical 

studies as cited in Table 3 it can be concluded that achieving sustained economic growth 

and escaping the MIT is a complex phenomenon that is influenced by the interplay of 

several domestic and international factors. Considering that escaping the MIT is desirable 

due to the negative welfare consequence in the affected countries, coupled with the fact that 

finding solutions to the MIT is of academic and practical relevance, this study seeks to add 

a new perspective to the MIT discourse by focusing on the role of international trade and 

foreign aid in escaping the MIT by exploring the potential role of the Aid for Trade Initiative 

in contributing to the quest of countries to escape the MIT, especially since over the years 

foreign aid and trade preference have been among the tools used by the donor community to 

support developing countries in achieving socioeconomic development goals. The next 

chapter introduces the concept of aid-for-trade and its theoretical underpinnings. 
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CHAPTER 3 

 

3.  Theoretical Underpinnings of Aid for Trade Initiative 

In the previous chapter, the MIT concept and the various perspectives on the causes 

and how countries can escape the MIT were introduced. In this chapter, the concept of AfT 

is introduced as a potential solution for escaping the MIT. Whereas the term ‘middle-income 

trap’ (MIT) was introduced in the year 2007 by Gill and Kharas in a World Bank report, the 

Aid for Trade Initiative (AfTI) was introduced 2 years earlier. Based on the definition of 

Schaffner (2014) that a policy is a general term used to refer to any intervention in the 

socioeconomic system such as a policy, program, or project implemented by any 

development actor (including governments and diverse non-governmental organizations), 

the AfTI can be regarded as an international development policy that was developed by both 

governments and non-governmental organisations. The subsequent sections cover the 

origins, concept, and theoretical underpinnings of the AfTI. 

 

3.1 Origin and concept of the Aid for Trade Initiative 

The Aid for Trade Initiative was officially launched at the Hong Kong Ministerial 

Conference of the WTO in December 2005. The AfT Initiative was introduced in recognition 

of the need to assist developing countries to address their supply-side and trade-related 

infrastructure challenges that inhibit their effective participation in international trade (Cadot 

– Melo, 2014). In this regard, through the leadership of the WTO, the donor community and 

policymakers in developing countries agreed that there should be Official Development 

Assistance (ODA) – which is defined by the OECD as grants and loans provided by the 

official sector with the main objective to promote economic development and welfare of 

developing countries (OECD, 2020a) – specifically set aside to assist the developing 

countries to build their trade capacity.  In furtherance of this objective, the Ministerial 

Conference which is the highest decision-making body of the WTO tasked the Director-

General to consult with Members as well as with the IMF and World Bank, relevant 

international organisations, and the regional development banks on how to put in place 

appropriate mechanisms to secure additional financial resources for the AfTI (WTO, 2005). 
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The Conference also tasked the Director-General of the WTO to set up a Task Force to 

develop modalities to operationalize the Aid for Trade Initiative (WTO, 2005, 2020). 

The Aid for Trade Task recommended using existing mechanisms for identifying and 

prioritising trade-related capacity constraints around which donors should align their support 

for the new initiative by using the Paris Declaration on Aid Effectiveness as the guiding 

principle (Lammersen – Roberts (2015). The Aid for Trade Task Force subsequently defined 

the components of AfT to include the following: Aid for technical assistance for trade policy 

and regulations, which covers aid used to help countries to develop trade strategies, negotiate 

trade agreements, and implement their outcomes; Aid for economic infrastructure, which 

includes aid used for building roads, ports, and telecommunications networks to connect 

domestic markets to the global economy; Aid for building productive capacity and trade 

development which covers aid allocated for helping the private sector to exploit their 

comparative advantages and diversify their exports;  and AfT-related adjustment, which 

refers to aid intended for helping developing countries with costs associated with trade 

liberalisation, such as tariff reductions, preference erosion, or declining terms of trade 

(OECD  –  WTO, 2007, 2011, 2017).   

 

Figure 6 Components of aid-for-trade  

 

Source: Author’s construct based on OECD – WTO (2019, p. 519-525). 
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According to the OECD – WTO (2017), AfT flows are a subset of ODA. Both ODA 

and aid-for-trade flows are reported as gross disbursements in million of US dollars. As 

indicated in Figure 6, AfT flows are classified under 3 broad categories namely (1) aid for 

trade policy and regulations (AfPR) and trade-related adjustment; (2) aid for economic 

infrastructure (AfEI); and (3) aid for building productive capacity (AfBPC). The annual 

commitments and disbursements under each of these 3 components of AfT are recorded in 

the OECD’s Creditor Reporting System (CRS) database. 

 

Figure 7 Cumulative aid-for-trade disbursements by income groups from 2006 to 2017 

 

Source Author’s construct based on data from OECD Creditor Reporting System  

 

According to the most recent Aid for Trade at a Glance 2019 report published by 

OECD and WTO, an amount of USD 409 billion in official development assistance and USD 

346 billion in low concessional loans has been disbursed to help developing countries build 

their trade capacities since the AfT Initiative started in 2006 (OECD – WTO, 2019).  In terms 

of the volume of AfT, the report identifies Japan, the EU, the World Bank, the United States, 

Germany, France, the United Kingdom, the African Development Bank, the Asian 

Development Bank, and the Netherlands who have collectively provided about 82% of total 

disbursements since 2006 as the top the aid-for-trade donors. However, in terms of aid-for-

trade as a share of country programmable aid, the report notes that the Arab Fund for 

Economic and Social Development (80%) share is the top donor, followed by the OPEC 

Fund for International Development (66%), Belgium (63%), Kuwait (61%), Austria (61%), 
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and the European Union (60%). By 2019, the European Union was the largest AfT donor 

(EC, 2021). The middle-income countries collectively have also received the largest share 

of AfT since 2006 although the LDCs received more than the UMICs (Figure 7).  

The most recent data from the OECD also indicates that middle-income countries 

have been the largest recipients of Other Official Flows (OOF) to AfT. According to OECD 

(2021), LMICs and UMICs have collectively attracted close to 80% of the total trade-related 

OOF, compared to only 11% for LDCs and other LICs, and another 10% for regional or 

unspecified OOF (Figure 8).  

 

Figure 8 Distribution of official flows to aid-for-trade by income category (2006-2019) 

 
Source OECD, 2021, p.10. 

 

According to the WTO, activities under the AfT Initiative are implemented based on 

biennial work programmes. The most recent AfT Work Programme for 2020-2022 was 

issued on 11 February 2020 under the theme “Empowering Connected, Sustainable Trade”, 

the Programme focuses on the opportunities that digital connectivity and sustainability offer 

for economic and export diversification as well as how AfT can help empower different 

economic actors to take advantage of these opportunities (WTO, 2020). According to the 

WTO, the new Work Programme seeks to add value by analyzing how current 

industrialization and economic growth objectives of beneficiary countries interact with those 

on sustainability and responsible production, approaches which can be collectively termed 

“green growth”. This follows the 2018-2019 Work Program on the theme of “Supporting 
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Economic Diversification and Empowerment for Inclusive, Sustainable Development 

through Aid for Trade” which was officially issued on 7 May 2018 (WTO, 2020).  

Although developing countries have been receiving for over 40 years, what is new 

about the AfT Initiative is the recognition by the donor community that trade should be 

actively used as an instrument of development policy to accelerate growth and reduce 

poverty (Iorio, 2006). According to Iorio (2006), another new aspect of the Aid for Trade 

Initiative was the linkage of AfT to the multilateral trade regime and the Doha Development 

Agenda (DDA) which according to the WTO had a fundamental objective to improve the 

trading prospects of developing countries. OECD – WTO (2017) have pointed out that much 

of AfT is aimed at reducing trade costs since lower trade costs increase connectivity and lead 

to better trade performance in terms of growth and diversification.  Furthermore, it is 

expected that better trade performance can help improve long-term development indicators, 

notably through employment creation and poverty alleviation (OECD – WTO, 2017).   

 

3.2 Theoretical underpinnings of the Aid for Trade Initiative 

Jakupec – Kelly (2015) have observed that at the theoretical level, AfT is 

underpinned by the principles of trade-based capacity and infrastructure building, supply-

side economics, and facilitation of short- and medium-term trade-based adjustments. 

Similarly, OECD and WTO have noted that the AfT Initiative was conceptualized based on 

the fact that in today’s globalised world there is clear evidence that trade is a powerful engine 

for economic growth which is essential for poverty reduction (2007 p. 3). Despite the 

benefits that trade offers, evidence suggests that participation in international trade has been 

unequal over the years with developing countries being more disadvantaged due to several 

inhibiting factors.  For instance, the OECD – WTO (2019) have observed that developing 

countries face more disadvantages in terms of the diversification in merchandise exports as 

well as access to foreign markets.   

The inequality in world trade has necessitated the global adoption of the principle of 

special and differential treatment for developing countries, in particular, least developed 

countries (LCDs), in accordance with World Trade Organization agreements (UN, 2017).  

The AfT Initiative was introduced with the view that it could enhance growth prospects and 

reduce poverty in developing countries if effective (Udvari, 2014; WTO – OECD, 2019).  
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Specifically, one of the objectives of the AfT Initiative is to promote export expansion in 

developing countries with the view to boosting the contribution of exports to economic 

growth for sustained poverty reduction (OECD – WTO, 2019; Udvari, 2014). 

 According to the OECD – WTO (2019) increasing exports of goods and services 

was identified in 2006 by the Aid-for-Trade Task Force as part of the rationale for Aid-for-

Trade.  The OECD and WTO (2019) have observed that the objectives of the AfT Initiative 

are in line with the SDGs adopted by world leaders in 2015. For instance, the SDG 17.11 

aims to “Significantly increase the exports of developing countries, in particular with a view 

to doubling the least developed countries’ share of global exports by 2020” (UN, 2015, 2017, 

p. 24).  The SDG 8 also requires donor countries to increase their AfT support to developing 

countries (UN 2015, 2017). All these efforts are aimed at ensuring that developing countries 

can effectively participate more effectively in international trade.  

 

3.3 The role of international trade in economic growth 

As indicated in the previous chapter, economic growth can be defined as an increase 

in an economy’s real GDP or GNI per capita which refer to the total production (output) or 

income of an economy. At the most basic level, the importance of international trade to 

economic growth can be seen in the equation for national income (total earnings of all factors 

of production in a given period) accounting from the expenditure side of national accounts 

for open economies depicted as follows:  

 

                       GDP = 𝐶𝑎 + 𝐼𝑎 + 𝐺𝑎 + (𝑋𝑎 − 𝐼𝑀𝑎)                                             (1) 

Where GDP is the national income; 𝐶𝑎 = consumption expenditure of households; 𝐼𝑎 = 

investment in plant and equipment, residential construction, and inventory accumulation; 𝐺𝑎 

= government purchases of goods and services; and (𝑋𝑎 − 𝐼𝑀𝑎) represents net exports in 

which 𝑋𝑎 and 𝐼𝑀𝑎 are the total exports and imports respectively for a given period (Ragan 

– Lipsey, 2007; UN et al., 2009). As indicated in Table 4, the importance of trade to growth 

has increased significantly in countries of all income levels since 1960. In this regard, Dicken 

(2015) has noted that in the second half of the twentieth century, world merchandise trade 
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increased almost 20-fold as countries have become more tightly interconnected through trade 

flows whiles more and more production is traded across national boundaries. 

 

Table 4 The increasing importance of trade to growth (exports + imports as % GDP) 

Entity 1960 1970 1985 1995 2000 2010 2015 2019 

HIC 23.7* 29.7 41.4 44.0 51.5 58.8 60.9 61.2 

MIC 17.2 15.4 27.2 41.6 49.4 53.6 47.6 47.4 

UMI 14.5 13.0 26.7 41.1 48.4 53.0 47.1 51.4 

LMI 26.1 23.2 28.6 43.2 52.6 55.6 49.1 46.1 

LIC - 36.4 * 41.8 * 60.5 * 45.0* 59.8 44.1 47.5 

World 24.5 25.0 36.7 43.2 50.7 57.0 56.2 56.3 

Source: Extracted from World Bank, 2022; *Dicken, 2015, p. 46. 

 

Over the past 70 years, the views of economists on the role of international trade in 

the economic growth and development of countries have gone through some dramatic 

changes. In this regard, Schaffner (2014) has observed the following: In the 1950s many 

economists encouraged policymakers to protect their economies by imposing tariffs and 

other import restrictions to avoid the effects of international trade. However, by the 1980s, 

many economists began to urge the governments of developing countries to open their 

economies to international trade as part of their development policies and strategies. For 

many developing countries, trade liberalisation was part of the conditionalities for accessing 

aid from the IMF and World Bank as part of Structural Adjustment Programmes in the 1980s 

and 1990s (Edwards, 2015). Consequently, by the 1980s and 1990s, governments of many 

developing countries began to reduced their trade barriers with the hope that integration with 

the rest of the world would speed up their economic growth (Schaffner, 2014). 

In recent years, calls for trade liberalisation as a means of rapid growth have become 

more qualified for several reasons. For instance, Schaffner (2014) points out that some 

countries that accomplished major liberalizing trade policy reforms in the 1990s failed to 

enjoy the anticipated growth or saw growth accelerate only many years after the reforms. 

This led to the recognition of the importance of investments in infrastructure and institutional 
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development, both as complements to trade liberalization and as sources of growth in their 

own right. Thus, while most economists continue to believe that openness to international 

trade has the potential to boost economic growth, they also acknowledge that trade policies 

are among the set of institutions that are key determinants of growth (Schaffner, 2014). 

Currently, international trade is widely accepted as an integral part of the 

development of economies to the extent that trade issues have been prioritised in the 2030 

Agenda for Sustainable Development popularly known as the Sustainable Development 

Goals (SDGs) which was adopted by world leaders in 2015 (UN, 2015, 2017).  According 

to Todaro and Smith (2015) international free trade has been called the “engine of growth” 

that propelled the development of today’s economically advanced nations during the 

nineteenth and early twentieth centuries. Again, the importance of international trade to the 

socioeconomic development of countries has been acknowledged by the most recent Global 

Competitiveness Index Report (GCI) 2018 which notes that trade has contributed to 

generating prosperity across all countries in the past few decades (WEF, 2018; Schwab, 

2018).  According to the GCI report, the benefits of trade openness have been particularly 

remarkable in South-East Asia and China, where export-led economic growth has quickly 

raised the living standards of a sizable portion of the population.  Furthermore, the report 

argues that economies that participate more in the global economy are the most competitive 

and this accounts for their higher productivity and higher income levels (Schwab, 2018). 

Theoretically, it is expected that opening to international trade will encourage a shift 

of productive resources into sectors or activities in which a country has a comparative 

advantage with all other things being equal. According to Schaffner (2014) if export 

activities are inherently more dynamic than other production activities, then opening to trade 

can raise overall growth by increasing the share of a country’s resources that are allocated 

to dynamic sectors; however, if import-competing sectors are more dynamic, then opening 

to trade can reduce overall growth. In addition to influencing the allocation of resources to 

more dynamic sectors, Schaffner (2014) has observed that opening to trade can speed 

growth, regardless of the sectors involved, if international competition, the potential for 

international expansion, cheaper imports of intermediate goods, or involvement in export 

markets tends to speed investment or productivity.  
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According to Chugh (2015), one way in which governments can encourage technical 

progress is through international trade because trade policies “would expose domestic 

economic agents to more ideas (in the externality manner), which is the ultimate engine of 

economic growth” (p. 422). This is because openness to trade could encourage greater 

efficiency by increasing competitive pressures on domestic import-competing producers and 

by expanding the export sector, in which international competition is inherently important 

(Schaffner, 2014). Furthermore, it is believed that trade could also encourage more rapid 

investment by shifting the orientation of local firms away from small domestic markets 

toward larger external markets, where expansion is possible without driving down prices.  

In an empirical study on the impact of trade on standards of living, Frankel – Romer 

(1999) found that trade has a quantitatively large and robust and statistically significant 

positive effect on income. This result suggests that openness to international trade 

accelerates development and is consistent with what Dollar – Kraay (2004) describes as one 

of the few held beliefs among economists that even Nobel prize winners on both the left and 

the right agree. From a historical perspective, there is also evidence that the successful East 

Asian developmental states were connected to the world economy mainly through the trade 

of goods and their export-oriented economic strategies (Ricz, 2020). It is therefore not 

surprising that AfT Initiative was based on some of the theoretical expectations and 

empirical studies on the impacts of trade on growth and development. It should however be 

noted that generally, exports themselves are autonomous with respect to domestic national 

income (Ragan – Lipsey, 2007). In addition, to being informed by theories on the role of 

trade in economic growth, the AfT Initiative is also consistent with the perspective that 

foreign aid is an important tool for achieving socioeconomic development goals. 

 

3.4 The role of foreign aid in economic growth 

 According to Todaro – Smith (2015), the role of foreign aid in development featured 

in economic growth theories of the 1950s and 1960s, when theorists viewed the process of 

development as a series of successive stages through which all countries must pass. From 

this perspective, the theorists posited that the right quantity and mixture of savings, 

investment, and foreign aid were all that was needed for developing nations to proceed along 

an economic growth path that had historically been followed by the developed countries. 
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This linear approach to development was however replaced in the 1970s. Currently, it is 

believed that the impacts of aid on c growth and development depend on several other factors 

including good governance and fiscal policy (Doucouliagos – Paldam 2009).  

The impact of foreign aid on economic growth is still inconclusive. Empirical studies 

on the impact of foreign aid on economic growth and development have produced mixed 

results (Udvari – Ampah 2018). Some authors such as Askarov – Doucouliagos (2015) and 

Feeny – Vuong (2017) found a positive relationship between aid and economic growth, while 

other authors such as Burke – Ahmadi-Esfahani (2006) and Rajan – Subramanian (2008) 

among others could not prove this positive relationship. The mixed results are well described 

by Lof et al. (2015) who used the same dataset but a different method employed by Nowak-

Lehman et al. (2012) and found contrary results. The mixed results have contributed to the 

“great debate” between the “aid radicals” and “aid reformers” concerning aid effectiveness 

which had Easterly (2008) and Moyo (2009) on the former side and Sachs (2005) and Collier 

(2007) on the latter side (Jakupec – Kelly, 2015).  

According to Jakupec – Kelly (2015) changes in contemporary development have 

contributed to a shift in the “great debate” about aid to an evolving and disputed discourse 

and practice such that currently, value for money and providing evidence that aid has positive 

impacts is a major determinant of aid allocations. Furthermore, the recent thinking of OECD 

donors such as the European Union (EU)  is that aid may be more effective when targeted at 

specific sectors of the economy (EC, 2005). In this regard, recent empirical studies have 

shown that aid has positive impacts when it is allocated to specific sectors such as aid-for-

innovation or aid-for-trade (Ndikumana – Pickbourn 2017; Udvari – Ampah, 2018).  

 

3.5 Chapter summary 

The AfT was launched by the WTO Ministerial Meeting in December 2005 with the 

objective to promote growth and poverty reduction in developing countries through export 

expansion and improvements in supply-side trade infrastructure and logistics. As indicated 

earlier in this chapter, an examination of the rationale behind the AfT  Initiative as contained 

in documents of the OECD and WTO suggests that the Initiative is in accordance with the 

SDGs and is informed by the theoretical position that both international trade and foreign 

aid are important for economic growth and socioeconomic development (Figure 9). 
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Figure 9 Theoretical nexus between the Aid for Trade Initiative and economic growth  

 

Source Author’s construct 

 

Empirical studies on the impacts of foreign aid and international trade respectively 

have produced mixed results as highlighted in this chapter. There are still debates in literature 

and development circles regarding the impacts of both international trade and foreign aid on 

economic growth and whether the positive effects outweigh the negatives and vice versa. 

Nevertheless, the AfT Initiative which has been in existence for about a decade and a half 

now provides a unique opportunity to re-examine these nexuses as well as to explore how 

the combination of both aid and trade impacts countries. Although the motivations for AfT 

might differ among donors and recipient countries, the renewed commitments to the 

Initiative as contained in the Aid-for-Trade Work Programme for 2020-2022 that was issued 

on 11 February 2020 under the theme of “Empowering Connected, Sustainable Trade” is an 

indication that policymakers, the donor community, and governments across the world still 

consider aid and investments in trade as important for achieving economic development 

goals. As indicated in Chapter 2, both foreign aid and international trade have been identified 

as potential solutions for escaping the MIT. Thus, since AfT has both foreign aid and trade 

components with the objective of promoting economic growth in developing countries, it is 

logical to assume that AfT has the potential to help countries to escape the MIT. In the next, 

chapter the nexus and conceptual framework for investigating the potential role of AfT in 

helping countries to escape the MIT are presented and discussed. 
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CHAPTER 4 

 

4. Aid for Trade and the Middle-Income Trap Nexus 

 As discussed in chapter 2, escaping the MIT requires some level of sustained 

economic growth. Meanwhile, economic growth is determined by several factors including 

foreign aid and international trade. As also discussed in the previous chapter, the AfT 

Initiative was initiated based on the recognition of the role of both international trade and 

foreign aid in economic growth. These theoretical perspectives provide the basis for 

investigating the potential role of AfT in escaping the MIT. In this chapter, the nexus 

between the MIT international trade and foreign aid are discussed.  

 

4.1 International trade and the middle-income trap 

The role of international trade in escaping the MIT takes its roots from the theoretical 

definitions of the MIT. From this perspective, it is argued that structural change and 

trade/imitation are the two main growth drivers of developing countries; therefore, if these 

initial growth drivers become exhausted, countries may become stuck in an MIT if are unable 

to quickly shift to an innovation-based growth strategy (Glawe – Wagner, 2016, 2020). 

According to Glawe – Wagner (2016) this idea originates from neoclassical trade literature 

and the leader-follower models proposed by authors such as Barro and Sala-i-Martin in 1997. 

The trade/imitation argument focuses on the imitation of foreign technologies and 

comparative advantage as the main drivers of growth.  The core tenet of this perspective is 

that an economy in its early phase of development can generate (transitory) growth if it 

specializes in labour-intensive and low-wage tasks/goods (according to its comparative 

advantage), and succeeds in imitating the technology of more advanced countries as the 

country grows (Glawe – Wagner, 2016).   

It has been observed that poor developing countries usually have a small basket of 

products and the exported products are of low complexity (Zhou et al., 2018). It is based on 

this premise that the theoretical definitions of the MIT argue that political and institutional 

adjustments such as shifting from an export-manufacturing based growth model to an 

innovation-technological based growth model are necessary when a country enters the 

middle-income range to avoid the MIT. Similarly, Glawe – Wagner (2020) posit that in order 
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to cope with new challenges posed by the 4th Industrial Revolution and avoid the MIT 2.0, 

developing countries need to diversify their export baskets and move up the value chain so 

that they can compete with advanced countries.   

Some empirical studies have sought to investigate the relationship between 

international trade and the MIT.  For instance, Reyes et al. (2007) have used Complex 

Network Analysis to assess the evolution of International Economic Integration in East Asia 

and Latin America and how that has contributed to their development status using the 

COMTRADE database and bilateral trade data for 171 countries from 1980 to 2005. This 

methodology allowed the authors to investigate the whole structure of international trade 

relationships and to determine both the position of High Performing Asian Economies 

(HPAE) and Latin American Economies (LATAM) in the network and its evolution over 

time. Reyes et al. (2007) found that HPAE countries are more integrated into the world 

economy, as they have moved – over the past 25 years – from the periphery of the network 

towards its core. In contrast, the LATAM region seems to be losing presence within the 

network or, at best, its integration process has remained stagnant possibly explaining why 

many of them remained in the middle-income range for a long period of time. The authors 

conclude that it is not only the degree of openness that matters for the economic performance 

of countries, but also their positioning within the network of international trade flows since 

there seems to be a core-periphery set up in the scheme of global trade.   

Using the Fitness-Complexity method (FCM) to analyze the common characteristics 

of the countries that successfully get through the middle-income trap, Zhou et al. (2018) have 

shown the origin of the MIT based on the international trade network. Their analysis reveals 

that developed countries export more low-complexity products than developing countries, 

indicating that, when a developing country gets through the MIT, it should develop low-

complexity products as well as high-complexity products. Felipe et al. (2012) also focused 

on the export composition argument suggesting that higher product complexity and export 

diversification play an important role in avoiding the MIT.  Similarly, Eichengreen et al. 

(2013) have observed that a large share of high-tech exports, may help countries to avoid 

growth slowdowns associated with the MIT whiles Glawe – Wagner (2020) have noted that 

export sophistication was one of the key success factors that enabled the East Asian countries 
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that escaped the MIT to shift from an export-manufacturing-driven growth strategy to an 

innovation-productivity-driven growth strategy. 

Based on a study of the five East Asian countries which escaped from the MIT, 

Kanchoochat (2015) argues that export expansion alone is not sufficient for sustaining the 

structural transformation of an economy but the export composition is also important.  In 

this regard, a recent study on the relationship between structural transformation and the MIT 

conducted by Soyyigit (2019) found that the extent to which a country diversifies and 

produces more sophisticated exports was an important factor for sustainable development in 

countries that escaped the MIT. The findings of these studies on the role of international 

trade in escaping the middle-income trap resonate with the Nairobi Maafikiano 

(TD/519/Add.2, paragraph 57) which emphasizes the importance of economic 

diversification into modern, sustainable and more technologically advanced productive 

activities, as well as the production of higher-value products (UNCTAD, 2018). According 

to UNCTAD (2018), this transformation is essential for sustainable long-term growth and 

for building resilience to shocks that periodically affect the economic performance of 

developing countries.  On the importance of trade in escaping the MIT, Acheampong (2020) 

also found a significant relationship between trade balance and economic growth in some of 

the countries that escaped the MIT between 1960 and 2008. 

 

4.2 Foreign aid and the middle-income trap 

Until a recent study by Acheampong – Udvari (2020), the nexus between foreign aid 

and the MIT was yet to be analysed although several researchers including Nowak‐Lehmann 

et al. (2012); Arndt et al. (2015); Askarov – Doucouliagos (2015); Jakupec – Kelly (2015); 

Birchler – Michaelowa (2016); Gopalan – Rajan (2016): Feeny – Vuong (2017); Ndikumana 

– Pickbourn (2017); as well as Udvari – Ampah, (2018) had investigated the impact of aid 

on growth and socioeconomic development. In their analysis of the direct impact of aid on 

the economic growth of middle-income countries over the past 28 years, Acheampong – 

Udvari (2020) found that foreign aid significantly impacts economic growth in middle-

income countries; however, the impact is positive in the UMI countries and negative in the 

LMI countries. Therefore, they conclude that aid is likely to be more effective in helping the 

UMI countries to escape the MIT but not the LMI countries. 
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 Despite the mixed results in the literature on the effectiveness of foreign aid and its 

impact on economic growth and development, some authors argue that foreign aid is 

indispensable to economic development due to the capital and financial constraints of 

developing countries (Jhingan, 2011; Todaro – Smith, 2015). For instance, based on an 

evaluation of aid from the European Union (EU) to middle-income countries (MICs) in order 

to inform aid allocation decisions for the European Commission institutions and EU member 

states, Glennie (2011) concluded that international support for MICs, including financial aid, 

continues to play an important role in global development noting that, foreign aid plays two 

roles in MICs: firstly, as a non-essential catalyst for change and secondly, in some cases, as 

part of an orderly graduation process from aid dependence (Glennie, 2011). South Korea is 

an example of a country that was dependent on foreign aid at some point (World Bank, 

2018); however, it is among the 13 MIT escapees over the period 1960 to 2008 and is 

currently a member of the OECD donor countries.  

 Udvari – Ampah (2018) have also observed that foreign aid can facilitate the 

achievement of socioeconomic development goals if allocated to the appropriate sectors of 

the economy. Thus, foreign aid continues to be one of the most important sources of 

international development funds and expertise for most developing countries including 

middle-income countries (Alonzo – Glennie, 2015, Glennie, 2011). In recognition of this, 

article 3 (3) of the global Declaration on the Right to Development notes that States have the 

duty to cooperate with each other in ensuring development and eliminating obstacles to 

development (Bissio, 2013). The SDGs also have a specific target of increasing ODA in 

developing countries. Specifically, the SDG target 17.2 states that developed countries are 

to implement fully their official development assistance commitments, including the 

commitment by many developed countries to achieve the target of 0.7 per cent of ODA/GNI 

to developing countries and 0.15 to 0.20 per cent of ODA/GNI to least developed countries 

(UN, 2015, 2017). The adoption of the AfT Initiative by the WTO Ministerial Conference 

was also in consonance with these principles. 

 

4.3 Empirical studies on aid-for-trade and implications for middle-income trap 

Despite its noble objectives, empirical studies on AfT have produced mixed results. 

Several authors have criticized the AfT Initiative. For instance, critics such as Hühne et al. 
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(2014) argue that AfT is characterized by conditionality, which overtly or covertly favours 

the donors enabling them to export or impose their cultural, social, political and economic, 

and commercial values and ideals on recipient countries thereby ignoring needs and desires 

recipient countries. In this regard, Flemming – Tilstam 2016; Gnangnon, 2016 have also 

criticized AfT on the grounds that donor countries would benefit more from the AfT 

Initiative. Meschi – Vivarelli (2009) as well as Winters – Martuscelli (2014) have also 

criticised AfT on the grounds that trade liberalisation has neither been effective in reducing 

poverty nor promoting inclusive development. Thus, Jakupec– Kelly (2015) concluded that 

the paramount aim of AfT, namely to reduce poverty in developing ODA recipient countries 

has to a large extent not been achieved; therefore, there is a compelling argument to be made 

for balancing poverty reduction and trade liberalization.  

Despite the criticisms of AfT, there is substantial empirical literature on its positive 

impacts (Ghimire et al. 2016; Lemi, 2017; OECD – WTO, 2019; Udvari, 2013, 2014, 2016, 

2017). Nevertheless, empirical studies on AfT have been predominantly focused on the impact 

of AfT on exports. For instance, Udvari (2014) investigated the impacts of AfT on trade with the 

EU to determine if trade expansion experienced in recipient countries was only the result of the 

EU-15’s activity or the new EU member states also.  Udvari also investigated the impact of AfT 

on the export performance of the Iberian EU countries in 2016 and the impact of the AfT on the 

export performance of the Baltic States in 2017.  Based on these and a review of other empirical 

studies on aid-for-trade, Udvari (2017) concludes that AfT has generally had positive impacts. 

Ghimire et al. (2016) for instance, found a positive and significant effect of AfT on 

multiple measures of export performance, however, with diminishing returns. Martinez-Zarzoso 

et al. (2017) also investigated the effectiveness of AfT using a panel quantile regression approach 

and found that AfT has a positive impact on exports particularly for countries that export less in 

volumes. Hühne et al. (2014) also found that AfT has a positive impact on the exports of 

beneficiary countries to donor countries as well as imports of beneficiary countries from donor 

countries. However, the impacts may vary by donor. For instance, Lemi (2017) investigated 

two donors (the OECD and China) and found that in the case of the OECD member states, 

the impacts of AfT on export expansion were positive unambiguously, while the AfT from 

China had weaker impacts. In studies that analysed the AfT-impacts regardless of donors, 

the effects on trade expansion were found to be positive (Bearce et al. 2013; Ghimire et al. 
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2016).  In a recent study, Brazys – Elkin (2020) investigated the extent to which the AfT 

Initiative has been effective in promoting improved export outcomes in Nepal at the firm 

level. They found that the proximity of firms to more AfT projects improves their export 

performance but some projects may be more effective than others. 

Regarding the impact of AfT components on export expansion, the empirical results 

have been mixed. For instance, Lemi (2017) found that only AfT for trade education and 

training from OECD countries significantly improved net exports, particularly in Africa. 

However, a 2019 report of the OECD and WTO indicates that trade facilitation as a 

component of the aid for technical assistance for trade policy and regulations had the most 

impact. It is followed by agriculture as a component of the aid for building productive 

capacity (OECD – WTO, 2019). Using a quantile regression approach, Martínez-Zarzoso et 

al. (2017) found that whereas aid for trade policy and regulation was associated with higher 

exports for all quantiles, aid used to build infrastructure was found to affect exports at only 

the lowest quantiles (0.10–0.35), whiles aid for building productive capacity was generally 

more effective for the lower quantiles of the export distribution (0.10–0.50). 

Besides the impact of AfT on exports, some researchers have also investigated the 

impact of AfT on other economic variables. For instance, Lee – Ries (2016) investigated the 

impact of AfT on FDI and found AfT had a positive impact on bilateral greenfield investment 

noting that aid for trade infrastructure and productive capacity are strongly associated with 

investment. Similarly, Roy (2017) noted that AfT can play a supportive role in improving the 

policy environment and helping beneficiary countries to attract FDI.  Despite the positive 

outcomes of AfT noted in the various empirical studies discussed above, it is still unclear whether 

the positive impacts found in the studies discussed above would still hold if those studies had 

concentrated on just the middle-income countries.  

Although the AfT Initiative was introduced in recognition of international trade as 

an engine of growth, after 15 years of the Initiative, empirical studies are yet to investigate 

the impact of AfT on economic growth in recipient countries. However, understanding how 

the AfT impacts economic growth in middle-income countries has implications for 

understanding the potential role of the Initiative in helping countries to escape the MIT. 

Again, although both concepts have received enormous attention from development 

practitioners, policymakers, and researchers over the past decade since their introduction 
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into economics literature and development circles, the nexus between AfT and the MIT and 

the potential of the AfT to help countries to escape the MIT is yet to be investigated. 

Meanwhile finding solutions to the MIT has become more relevant than ever before as the 

majority of the world’s poor who now live-in middle-income countries, have also been made 

worse off by the COVID-19 pandemic. This study seeks to fill this empirical gap by 

investigating the potential of AfT in helping countries escape the MIT 

 

4.4 Chapter summary 

As discussed in this and earlier chapters, the nexus between AfT and the MIT can be 

summarized in my novel conceptual and analytical framework for investigating the potential 

role of the AfT Initiative in helping countries escape the MIT (Figure 10). As depicted in 

Figure 10, the AfT Initiative which was led by the WTO and other international development 

organisations such as the OECD and the World Bank was the outcome of interactions 

between 3 main participants: donors, international organisations, and the beneficiary 

countries. As noted in the previous chapter the AfT Initiative was based on the theoretical 

premise that trade can facilitate growth. Based on this premise, the AfT Initiative was 

expected to help beneficiary countries to participate more effectively in trade by providing 

them with aid in 3 major areas: AfPR, AfEI, and AfBPC. This aid, in turn, had multiple 

direct and indirect objectives which were expected to result in improved export performance. 

For instance, AfT was expected to improve the supply side logistics and infrastructure that 

has inhibited the effective participation of developing countries in trade. By improving these 

factors, it was expected that beneficiary countries would be able to improve their export 

performance which includes increasing their exports of goods and services, export 

diversification, and increased access to foreign export markets. As indicated earlier, escaping 

the MIT would require countries to diversify and transform the structure of their economies 

towards one based on high value-added knowledge and innovation, as opposed to 

low/medium value-added manufacturing/services countries to become resilient to shocks 

and sustain economic growth. By improving their export performance, the AfT Initiative is 

expected to lead to increased economic growth, which is also a prerequisite for escaping the 

MIT.  This provides the theoretical basis for investigating the potential role of AfT in 

escaping the MIT. 
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Figure 10 Conceptual framework for investigating the role of  AfT in escaping the MIT 

 
Source Author’s construct 

 

A novelty of this study is that, whereas studies have looked at the impact of AfT on 

trade costs, trade performance, FDI, employment, and poverty reduction (Cado – Melo, 

2014; Gnangnon, 2018; OECD – WTO, 2019), the existing studies have neither investigated 

the impact of AfT on economic growth nor concentrated solely on middle-income countries. 

Another novelty of this study is that, even within the middle-income bracket, the existing 

studies on AfT have not compared the impacts between the UMI and LMI countries 

respectively. Based on Figure 10, it is also possible to investigate the various indirect 

channels through which AfT can impact growth (i.e., through improved infrastructure and 

logistics and improved export performance) which has been missing in the existing studies. 

Additionally, whereas existing studies on AfT have been predominantly quantitative, this 

study adds a qualitative dimension to understand how the AfT participants and country-

specific factors influence the effectiveness of AfT and economic growth in middle-income 

countries? The next section provides more details on the methodology of the study. 
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CHAPTER 5 

5. Methodology 

This chapter provides details regarding how the main research question and 

hypotheses of this study were investigated.  The chapter begins by discussing the research 

design, target population, and the sample selected for the study.  This is followed by a 

description of the data used for this study and their sources.  The various data analysis 

techniques employed and the regression models are then specified.  The chapter ends by 

discussing the pre and post data analysis robustness checks, tests, and measures taken to 

ensure the reliability and validity of the findings. 

 

5.1 Research Design 

The study adopted a mixed research design; however, the study was predominantly 

quantitative in nature employing econometric methods. The mixed-methods design is based 

on the premise that all methods have biases and weaknesses; therefore, the combination of 

multiple data types and research approaches can provide more holistic results (Creswell – 

Creswell, 2018).  Furthermore, in order to enhance the validity and reliability of social 

research findings, several literature sources advocate for triangulation or the use of mixed-

methods – research that combines the use of quantitative and qualitative data collection 

techniques and analytical procedures (Saunders, et al., 2016). Specifically, this study utilised 

a multiphase mixed methods research design, which is common in the fields of evaluation 

and program interventions. According to Creswell – Creswell (2018), this advanced design 

allows for the combination of multiple research strategies.  In this regard, the study 

complemented various quantitative analyses with expert and key informant interviews with 

officials of the WTO and OECD, as well as document analysis of the Aid for Trade Self-

Assessments Questionnaires from government officials of beneficiary countries. The study 

also combined both first-generation and second-generation techniques and statistical 

methods. According to Hair et al., (2017) second-generation techniques which are referred 

to as structural equation modeling (SEM) can overcome the weaknesses of first-generation 

methods such as regression analyses.  
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The study was also partly evaluative, exploratory, and confirmatory as well as 

deductive and inductive. The confirmatory and deductive aspect of the study involved 

hypothesis testing and was informed by economic theory which suggests that both foreign 

aid and international trade can contribute to economic growth. According to Söderbom et al. 

(2015), econometric methods are typically used for three related purposes that include policy 

analysis, testing theory, and forecasting. As indicated in the previous chapter, this study 

sought to investigate the direct and indirect impacts of AfT (which has both aid and trade 

components) on economic growth. This objective makes the study confirmatory since studies 

are considered confirmatory when the objective is to test the hypotheses of existing theories 

and concepts (Hair et al., 2017). 

The study was also evaluative because it assessed the effectiveness of the AfT 

Initiative in achieving its stated policy objectives of export expansion and diversification in 

beneficiary countries as a means of promoting economic growth. In evaluation studies, the 

researcher develops an in-depth analysis of a case which can either be a programme, event, 

activity, process, or one or more individuals or entities within a specified time period 

(Creswell – Creswell, 2018). In the case of program evaluations, for instance, the researcher 

collects detailed information using a variety of data collection procedures in order to best 

understand the long-term goals of the programme being evaluated (Creswell – Creswell, 

2018). In this study, the focus was on determining the effectiveness of the AfT Initiative in 

achieving its objectives, particularly in middle-income countries from its commencement in 

2006 to 2018. This makes the study evaluative since it sought to investigate whether a 

particular policy instrument (the AfT Initiative) has had the desired impacts with respect to 

improving the supply-side trade logistics and infrastructure, export performance, and 

economic growth in middle-income countries. 

The inductive and exploratory aspect of this study involved investigating the 

potential of AfT in helping countries to escape the MIT as well as the determinants of aid-

for-trade effectiveness in middle-income countries. According to Hair et al. (2017) studies 

are considered exploratory when the objective is to identify latent patterns in the data, 

particularly in situations where there is no or only little prior knowledge on how the variables 

are related. To the best of my knowledge, the connection between the AfT and MIT is yet to 

be analysed in neither the MIT nor the AfT literature respectively. 
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5.2 Target population, sample, and scope of the study 

Since the objective of the study was to determine the potential of the AfT Initiative 

in helping countries to escape the MIT, the target population for this study was all AfT 

recipient countries that have been classified as middle-income from the year 2006 when the 

AfT disbursements began as well as other participants of the AfT Initiative including donors 

and international organisations.  Based on the World Bank’s historical classification of 

countries, in the year 2006, there were 95 countries classified as middle-income. Out of the 

95 MICs, data from the OECD indicates that 83 were AfT beneficiaries (see Table 5).  

 

Table 5 Target population and sample for the study 

Income Group No. of countries AfT Recipients Sample 

Lower-middle income 55 53 53 

Upper-middle income 40 30 28 

All middle-income 95 83 81 

Source Author’s based on data from OECD and World Bank 

 

The goal of this study was to include all the 83 middle-income AfT beneficiary 

countries in this study; however, due to unavailable and incomplete export performance and 

other data required for the various analyses to answer the research questions and test 

hypotheses, 2 of the 83 countries namely Croatia and the West Bank and Gaza Strip were 

omitted from the study (See full list in Appendix 1). A total of 81 countries were included in 

this study. Figure 11 shows the map of the 81 countries by total AfT received from 2006 to 

2018. It should however be noted that the sample size varied for various analyses due to 

incomplete or unavailable data. The statistical software used for this study, which included 

Eviews, Gretl, Smart PLS, and SPSS were able to handle missing data by automatically 

selecting the required sample sizes to obtain optimal results for the respective analyses that 

will be discussed in the next section. 
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Figure 11 Map of the sample middle-income countries for the study 

 

Source: Author’s construct based on data from OECD 

 

 Most of the 81 countries in this study were from the Latin America and Caribbean 

region (27) followed by the East Asia and Pacific, Europe and Central Asia, and the Sub-

Saharan Africa regions, which had 14 countries respectively. The remaining countries were 

from South Asia, the Middle East and North Africa. Figure 12 provides a distribution of the 

sample countries by geographical regions based on World Bank classifications. 

 

Figure 12 Distribution of sample countries by geographic regions 

 

Source Own construction based on World Bank regional classifications 
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For the 81 countries, the study relied on panel data covering the period from 1996 to 

2018. The year 1996, which represents 10 years before the commencement of the AfT was 

chosen for some analysis because there was a need to understand the trade performance of 

the middle-income countries 10 years before and after the AfT Initiative in order to ascertain 

if there had been any improvements in their export performance. The year 2018 was also 

selected because it marked the end of the most recent AfT Work Programme for which data 

was available. At the time of this study the most recent data for many of the variables of 

interest were also up to 2018. Due to the limitations of relying solely on secondary 

quantitative data, and the objective of the study, additional primary data, which were mainly 

qualitative were gathered in addition to the panel data.  The target population for gathering 

primary data comprised all participants of the AfT including the donors, the beneficiary 

countries, and social partners including the WTO and OECD. 

All the participants for the primary data gathering were selected using stakeholder 

sampling – a type of purposive sampling that is particularly useful in the context of case 

studies, evaluation research, and policy analysis (Palys, 2008).  Whereas purposive sampling 

also referred to as judgment sampling is a non-random sampling technique that deliberately 

selects research participants that would yield the most comprehensive understanding of the 

subject being studied based on the researcher’s knowledge of the population, its elements, 

as well as the nature and objectives of the study (Babbie, 2008; Tongco, 2007; Yin, 2003), 

stakeholder sampling is a special kind of purposive sampling that involves “identifying the 

major stakeholders who are involved in designing, giving, receiving, or administering the 

programme or service being evaluated, and who might be affected by it (Palys, 2008, p.697). 

The following key stakeholders were therefore purposively using stakeholder 

sampling due to their various connections with the AfT Initiative: (1) Head of Policy 

Analysis and Strategy unit at the OECD’s Development Co-operation Directorate (DCD); 

(2) Head of the Aid for Trade Unit of the WTO; (3) Head of Investment Climate, Private 

Sector, Trade & Employment at the European Commission’s Directorate-General for 

International Partnerships (DG INTPA E2); and (4) Head of Aid for Trade Unit at DG 

INTPA. With purposive sampling, the objective is to identify experts or key informants – 

people who are well versed in the social phenomenon that is being investigated and who are 

willing to share their knowledge about the phenomena (Babbie, 2008). Whereas a respondent 
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in a study provides information about themselves, allowing the researcher to construct a 

composite picture of the group the respondents represent, a key informant is an expert who 

can talk directly about a group it either represents or works with.  

An official of the OECD’s DCD was selected for this study because they work 

directly with the donors of the AfT. The DCD supports the OECD Development Assistance 

Committee (DAC) – an international forum of the largest providers of aid, including 30 

members – through the provision of transparent data on development finance, and improved 

development co-operation practices and policies by helping to set international principles 

and standards for development co-operation, and as well as monitor how donors deliver on 

their commitments (OECD 2021). Since the OECD’s DCD works with donors, they are 

aware of donor motivations and challenges. The unit also tracks AfT flows and conducts 

monitoring exercises on the progress of the AfT Initiative together with the WTO.  

An official of the WTO’s Aid for Trade Unit was also selected for this study because 

as indicated in Chapter 3, the AfT Initiative was led by the WTO. The WTO also liaises with 

all the participants of the AfTI and also conducts biennial monitoring and evaluation of the 

AfT Initiative together with the OECD. In this regard, gathering information from officials 

of the OECD and WTO was necessary to be able to understand the implementation processes 

of AfT, the challenges faced by the various stakeholders, and the conditions for AfT 

effectiveness. This information was needed to validate and provide explanations for some of 

the results that were obtained from the secondary quantitative data analyses. 

Although it was desirable to speak to other participants of AfT, since the WTO, 

OECD, and the European Commission do not represent the full spectrum of donors involved 

in planning and delivering AfT projects, they are nevertheless the most relevant stakeholders 

as the coordinating entities and the largest AfT donor respectively. Marshall (1996) points 

out that in qualitative research, sample sizes are often determined on the basis of theoretical 

saturation – the point in data collection when new data no longer brings significant additional 

insights to the research questions. Based on the qualitative data gathering paradigm, even if 

it were possible, it is not necessary to collect data from everyone in a population in order to 

get valid findings since “a valid picture of even a non-representative sample is preferable to 

an invalid description of a perfectly random sample” (Teevan – Hewitt, 2001, p. 33). 
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5.3 Data collection procedure, instruments, variables, and data sources 

As indicated in the previous sections, the study relied on both primary and secondary 

sources of data as well as quantitative and qualitative data. All the data gathered in this study 

were informed by the hypotheses, research questions, and conceptual framework of this 

study as depicted in Figure 10. The data collection procedure for the study was in two stages.  

The next section outlines the stages and process of data collection for this study.  

 

5.3.1 Data collection procedure 

The first stage involved the gathering of secondary data on macro-level economic 

parameters for each of the 81 middle-income countries. These data were quantitative. The 

data gathered in the first stage included the following variables: aid-for-trade, economic 

growth, determinants of economic growth, trade performance, determinants of trade, supply-

side trade barriers and facilitators. These data were obtained from credible sources including 

the OECD’s Creditor Reporting System (CRS) aid activity database, the IMF, UNCTADstat, 

World Bank, and the WTO. The AfT data for instance was obtained from the OECD’s CSR, 

which is an internationally recognised source of authoritative data on ODA and other official 

flows to developing countries, dating back to 1967 (OECD, 2020b).  

The second stage involved the gathering of qualitative data relating to the 

implementation of the AfT Initiative and the determinants of AfT effectiveness. These data 

were obtained from two sources. The first source of primary data was obtained through semi-

structured interviews with 1 key informant from the OECD and WTO respectively and 2 

officials from the European Commission’s Directorate General for International 

Partnerships. These interviews were conducted online and through a video call. In order to 

get as many perspectives as possible, and to supplement the data obtained through 

interviews, additional data on the determinants of aid-for-trade effectiveness were obtained 

from the database of Aid for Trade Self-Assessments Questionnaires administered by the 

OECD and WTO. The database includes hundreds of questionnaires filled out by officials 

of AfT recipient countries, 16 international organisations, 27 DAC donors, 8 non-DAC 

donors, 11 South-South donors, and 15 economic groupings (See relevant extracts of the 

questionnaires in Appendix 6 to 11). Table 6 summarises all the data gathered and their 

sources whiles Appendix 13 provides links to all the electronic databases used in this study.  
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Table 6 Study variables, data and their sources 

Variable Indicator Source 

Main study 

variable(s) 
Aid-for-trade (LnAfT) and its components: 

 (LnAfPR), (LnAfEI), (LnAfBPC) OECD 

Economic 

growth 

GDP in current purchasing power parity PPP in billions 

(LnGDP) 

IMF GDP per capita in constant PPP units (LnGDPC) 

Determinant of 

economic 

growth 

FDI (ZFDI) 

UNCTADstat 
Population (LnPop) 

8 Productive Capacity Indices (ICTs, structural change, 

transport, energy, private sector, natural capital, 

human capital, institutions)  

Trade 

performance 

Total Goods and Services Exports (LnEx) 

UNCTADstat  
Export diversification absolute numbers (LnAD) 

Export product concentration index (CI) 

Export product diversification index (DI) 

World merchandise export market share (MS) 
WTO  

Total Merchandise exports (LnMX) 

Determinant of 

trade  

Population (LnPop) UNCTADstat 

Geography: ‘1’ if landlocked, ‘0’ if not UN 

Exchange rate regime: ‘1’ if Flexible, ‘0’ if not IMF 

WTO dummy: ‘1’ if WTO member, ‘0’ if not WTO 

Economic shock: ‘1’ if recession year, ‘0’ if not Eurostat 

Size of economy (LnGDP) IMF 

Trade 

facilitators & 

inhibitors Logistics performance index (LnLPI) World Bank 

Determinants of 

AfT 

effectiveness 

1. Interview with key informants; 

2. Aid for Trade Self-assessment Questionnaires from 

AfT participants: donors, beneficiary countries, and 

international organisations; 

3. Official OECD and WTO documents and reports 

Officials of 

OECD, 

WTO; EC 

wto.org; 

oecd.org 

Note: See Appendix 13 for links to all databases (page 176). 

Source Author’s construct 
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5.3.2 Definition of study variables and data collected 

 Besides AfT which was the main test variable of interest, the study also collected 

data on other variables to be able to adequately address the hypotheses and research 

questions of the study. Based on Figure 10 and Table 6, the variables in this study included 

the following: economic growth; determinant of economic growth, trade performance, 

determinants of trade; as well as supply-side trade logistics and infrastructure. 

 

Economic growth 

Since escaping the MIT requires sustained economic growth, economic growth was 

used as a dependent variable in some of the analyses. For economic growth and the size of 

economies, different measures of GDP including current prices and constant prices were 

used since there is still a debate in the literature as to the best measure to use. However, the 

results were similar and so only GDP measured in Purchasing Power Parity (PPP) was used 

to represent the size of economies since the regression models with this measure had higher 

r-squares. Also, for income levels, the study used GDP per capita measured in constant 

Purchasing Power Parity in line with the recommendation of OECD that the use of the GDP 

measured in PPP is more suitable for comparing the size of economies and income levels of 

different countries since this measure reflects the relative prices of consumer and investment 

goods in different countries (OECD, 2005). 

 

Determinants of economic growth 

 Although the focus of this study was to investigate the impact of AfT on economic 

growth in middle-income countries, one of the objectives was to determine the unique 

contribution that the components of AfT make to economic growth when other determinants 

of growth are controlled for. Based on economic growth theories, the study included as many 

determinants of growth as possible. The variables included FDI, population, and 8 

productive capacity index (PCI) component measures: ICTs, structural change, transport, 

energy, private sector, natural capital, human capital, and institutions which could explain 

over 90% of the variations in growth in the study countries. According to UNCTAD (2021), 

these productive capacities determine the capacity of an economy to produce goods and 

services. The PCI summarises the state of productive capacities in economies worldwide by 
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computing scores that range from 0 and 100 by using a robust methodology and have a strong 

positive correlation of 0.91 GDP per capita (UNCTAD, 2021). 

 

Trade performance 

 The AfT Initiative aimed to improve the trade performance of developing countries 

through improved export performance and supply side infrastructure and logistics. As noted 

by Bacchetta et al. (2012) trade performance can be accessed using a variety of measures. 

This study, therefore, utilised multiple measures of export performance including the annual 

exports of goods and services measured in USD current prices in millions, annual 

merchandise exports in million US dollars, world merchandise export market share, product 

export diversification index, product export concentration index (normalized Herfindahl-

Hirschmann index), and the absolute number of exported product lines.  

The export product concentration index measures the degree of concentration of 

goods exported by each country excluding services. It can be used as a warning sign of low 

export diversification, with ensuing economic vulnerabilities since it indicates the extent to 

which a share of a country’s exports is accounted for by a small number of commodities or 

if the exports of a country are well distributed among many products (UNCTADstat, 2019). 

This index ranges from zero to one, with a larger value representing a higher degree of export 

concentration. 

The export product diversification index (the Hirschmann–Herfindahl index) on the 

other hand measures the degree to which a country’s exports are dispersed across different 

destinations or different goods (at the HS 6-digit level) with lower values reflecting higher 

diversification (UNCTAD, 2020). According to UNCTAD (2020), low diversification is 

interpreted as an indication of vulnerability since the exporter is more exposed to economic 

shocks as they are limited to a small number of export markets or goods. 

 

Determinants of trade performance 

Since the 1962 seminal work of Jan Tinbergen, it has been known that the size of 

bilateral trade flows between any two countries can be estimated using the “gravity equation” 

which is analogous to the Law of Gravity attributed to Isaac Newton (Bacchetta et al., 2012). 

Nowak-Lehmann et al. (2010) have observed that the gravity model of trade is nowadays the 
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most commonly accepted framework to model bilateral trade flows, and it is often used in 

AfT-literature. According to the gravity model, trade between two countries is explained by 

nominal incomes and the populations of the trading countries, as well as by the distance 

between the economic centres of the exporter and importer, and by several trade inhibitors 

and facilitation factors. In a recent AfT study, Udvari (2017) used a gravity model based on 

the assumptions of Carey et al. (2007) and Africano – Magelhães (2005) that trade is 

positively affected by the income and population of trade partners and negatively affected 

by their distance as a proxy for transport costs (Africano – Magelhães, 2005; Khayat, 2019). 

Nowak-Lehmann et al. (2010) also augmented the traditional gravity model with bilateral 

aid (ODA), from a specific donor and the rest of the donors to a recipient country. They also 

factored in multi-lateral aid and nominal bilateral exchange rates in their model. 

The previous studies employing the gravity model focused on country pairs as the 

unit of analysis and the impact of aid or AfT from specific donors to specific countries. Since 

the focus of this study is not on specific donors, or bilateral trade flows, but rather, on the 

impact of the overall AfT on the export performance of middle-income countries, the 

distance variable was not relevant for this study; however, a dummy variable to account for 

the of geography countries was introduced since literature on trade policy analysis indicate 

that exports are also determined by whether a country is landlocked or not based on the 

hypothesis that transport costs increase with distance and that the costs are higher for 

landlocked countries and islands (Bacchetta, 2012). This study also adopted variables such 

as GDP and population which have been found to be determinants of export performance. 

Concerning export diversification, the study adopts a model similar to Elhiraika – Mbate 

(2014) who points out that export diversification is determined by variables such as GDP per 

capita, domestic investment, FDI, ODA, human capital, terms of trade, institutions, as well 

as global economic shocks. Additional dummy variables were introduced into the regression 

model in order to investigate whether WTO membership, crisis periods, and the type of 

exchange rate regime practiced in the beneficiary countries were significant factors that 

influenced export performance in the middle-income countries. 
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Trade facilitators and inhibitors 

Since the AfT Initiative also aimed to improve the supply-side factors that had 

inhibited the effective participation of developing countries in international trade, the 

Logistics Performance Index (LPI), which measures the efficiency of trade infrastructure 

and logistics (Arvis et al., 2018) was adopted for this study. The LPI ranges from 1 to 5 with 

higher scores representing better performance. The overall score reflects perceptions of a 

country’s logistics based on the efficiency of customs clearance processes, quality of trade- 

and transport-related infrastructure, ease of arranging competitively priced shipments, 

quality of logistics services, ability to track and trace consignments, and frequency with 

which shipments reach the consignee within the scheduled time (Arvis et al., 2010). 

Therefore, an improvement in the LPI could improve trade performance since the supply 

side logistics and infrastructure of developing countries were identified by the OECD and 

WTO as factors that inhibited their effective participation in international trade. 

Due to the wide dispersion between countries in values for the variables used in this 

study, the quantitative variables were standardized through natural log transformations. In 

the case of FDI where some countries had negative values, this variable was standardized by 

conversion to z-scores. Particularly for the LPI where data were only available for every two 

years, the missing data for the in-between years were estimated by taking the mean values 

for the year before and after whiles data for 2008 and 2009 were interpolated. 

 

Determinants of aid-for-trade effectiveness 

 In addition to investigating the impacts of AfT on growth, trade performance, as well 

as supply-side logistics and infrastructure, the study also sought to determine the factors that 

influenced the effectiveness of AfT. Due to the limitations of quantitative data in terms of 

answering why questions and explaining implementation processes, as an innovation to the 

AfT literature, this study sought to use an inductive approach to determine the determinants 

of AfT effectiveness by qualitatively investigating this through interviews with officials of 

the OECD and WTO as well as through thematic analysis of responses from the Self-

Assessment Questionnaires from the participants of the AfT Initiative  (beneficiary 

countries, donors, and multilateral international organisations). The questionnaires had the 

following specific question: “What factors contribute to the success of aid-for-trade?” 
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5.4 Data analysis and statistical techniques 

 As indicated in earlier chapters, the study sought to answer the question of whether 

aid-for-trade (AfT) has the potential to help countries to escape the middle-income trap 

(MIT). In this regard, based on economic growth theory, the objectives of the AfT Initiative, 

and the existing literature on the MIT, 3 hypotheses were investigated. As indicated in the 

conceptual framework, AfT can have indirect impacts on economic growth through 

improvements in export performance and supply-side trade infrastructure and logistics. 

Various data analysis techniques including qualitative and quantitative methods were 

employed to investigate these interactions. The analysis of data was guided by the study’s 

conceptual framework. Since the study adopted a mixed research design, the analyses were 

done in stages with different methods for the qualitative and quantitative data. 

 

5.4.1 Analysis of qualitative data 

The analysis of qualitative data was done in two stages since qualitative data were 

obtained from two different sources.  Firstly, the information obtained from the Aid for Trade 

Questionnaires was distilled using document analysis and then organised under pre-set 

headings corresponding to the dimensions of the hypotheses and research questions of the 

study.  The analysis of primary qualitative data obtained from key informant interviews was 

first transcribed into Microsoft Word.  After transcribing, the responses were organised 

under pre-set headings corresponding to the hypotheses and research questions just as was 

done with the data from the questionnaires.  The responses were then analysed based on the 

conceptual framework for the study. 

After the data were organised under the respective headings corresponding with the 

hypotheses and research questions, the next step was thematic analysis which involved the 

identification of patterns and themes as well as consistencies and differences in the data 

assembled.  Some of the relevant resulting information was then distilled and used to explain 

the findings obtained from the quantitative data analyses (details of which will be discussed 

in the next section) whiles the other information was used to answer the research question 

on the factors that influenced the effectiveness of AfT in achieving its objectives from the 

perspective of the various participants of the AfT Initiative including the donors and 

international development organisations as well the AfT beneficiaries. 
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5.4.2 Analysis of quantitative data 

The quantitative data were analysed using descriptive statistics, correlation analysis, 

t-tests and various regression analysis models. The descriptive statistics were used to 

understand the distribution of the key variables whiles the correlation analysis was used to 

test if there were any significant statistical relationships between AfT and some of the key 

dependent variables (See Appendix 12 for descriptive statistics of all the study variables).  

Paired-samples T-tests were also used to investigate whether there was any 

significant difference in the export and LPI performance of the study countries since the 

introduction of the AfT Initiative. The t-tests are the most appropriate statistical tools to use 

when there are two groups or two sets of data (before and after), and the researcher wishes 

to compare the mean scores on some continuous variables (Pallant, 2011). The Paired sample 

t-tests (also called repeated measures) are used when there is the need to test variables after 

some intervention or event. In this study, there was the need to investigate the export 

performance of the MICs 10 years before and after the AfT Initiative since AfT is expected 

to have an indirect effect on economic growth through improvements in export performance. 

Since the LPI data series only starts from 2007, the t-test was also used to check if there had 

been any statistically significant improvements in the LPI of the MICs 10 years afterwards. 

In addition to testing if there was a statistically significant change in the export 

performance of the middle-income countries 10 years before and 10 years after the AfT 

Initiative, the study also sought to quantify the percentage change in the yearly average trade 

performance 10 years before and after the AfT Initiative using the following formula: 

 

                               ∆𝑇𝑟𝑎𝑑𝑒 𝑃𝑒𝑟𝑓𝑜𝑟𝑚𝑎𝑛𝑐𝑒 (𝑇𝑃) =
(𝑇𝑃1−𝑇𝑃2)

𝑇𝑃1
𝑥100                               (2) 

 

Where 𝑇𝑃1 is the average trade performance 10 years before the AfT Initiative and 𝑇𝑃2 is 

the average trade performance 10 years after the AfT Initiative. The trade performance 

indicators analysed included the total annual merchandise exports, annual world 

merchandise export market share, the annual absolute number of export product lines, the 

annual export concentration index, and the annual export diversification index. Table 7 

summarises the hypotheses and research questions, their dimensions, and the respective 

research methods and statistical techniques used to analyse each dimension. 
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Table 7 Summary of hypotheses, research question, and their respective statistical analysis 

Hypothesis/Research 

Question 

Dimensions of analysis  Analytical technique 

𝑯𝟏: AfT significantly 

improves the trade 

performance of middle-

income countries    

Changes in export performance (by 

countries, geography, regions); 

Changes in LPI performance 

Descriptive statistics, 

Paired samples t-test 

Relationships between AfT and export 

performance  

Pearson’s product-

moment correlation 

Impact of AfT on export performance Quantile regression 

Relationships between AfT and LPI Pearson’s correlation 

Impact of AfT on LPI Quantile regression 

𝑯𝟐  and 𝑯𝟑 : AfT has had a 

statistically significant 

positive impact on economic 

growth in middle-income 

countries through improved 

supply side logistics and 

infrastructure / improved 

export performance 

AfT effects on economic growth 

through export performance and LPI 

PLS-SEM 

𝑯𝟒: AfT is a factor can 

enable middle-income 

countries to escape the MIT 

through significant positive 

impacts on their economic 

growth. 

Impact of AfT on growth  Hierarchical multiple 

regression 

Lagged effects of AfT on growth Dynamic panel 

regression 

Short and long-run effects of AfT on 

growth 

Variance 

decomposition 

Impact of AfT on economic growth by 

income level 

Quantile regression 

Direct and indirect effects of AfT on 

growth 

PLS-SEM 

RQ: What factors affected 

the effectiveness of AfT in 

middle-income countries? 

Measures put in place to ensure AfT 

effectiveness 

Document and 

thematic analysis of 

official reports and key 

informant interviews 

Challenges encountered during 

implementation of AfT 

Conditions for AfT effectiveness 

Source Author’s construct. 

 

In view of the study objectives, 5 different multiple regression approaches were used. 

These approaches were hierarchical multiple regression (also called sequential regression), 

dynamic panel regression, panel quantile regression, vector autoregressive regression (VAR) 

variance decomposition, and partial least squares structural equation modeling (PLS-SEM). 

The various approaches were used in order to capture different dimensions of the effect of 
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AfT on economic growth in the middle-income countries. For instance, the HMR shows the 

magnitude of AfT contributions to growth when other determinants of growth are controlled 

for; the variance decomposition shows the contributions of AfT to growth over time; the 

Systems GMM shows whether the impact of AfT on growth is immediate or lagged; the 

quantile regression shows the impact of AfT on growth based on the income level of 

countries; whiles the PLS-SEM shows both the direct and indirect impacts of AfT on 

economic growth. In all the analyses and regression models used in the study, the total AfT 

(LnAfT) or its components constituted the independent variable of interest. However, 

depending on the hypothesis and objective, the set of independent variables and dependent 

variables changed. This will be more elaborated on under the model specifications.  

 

5.5 Model specifications 

Since the objective of the study was to understand the potential role of AfT in helping 

countries to escape the MIT, the study utilized various statistical models to understand the 

direct impacts of AfT on economic growth in the middle-income countries as well as the 

indirect effects through which were anticipated through improved export performance as 

envisaged by the AfT Initiative. The general static model for this study can be represented 

by the following equation: 

 

                                            𝑦𝑖𝑡 = α𝑖 + 𝛽𝑖𝑋𝑖𝑡
′ + 𝑒𝑖𝑡                                                 (3) 

 

Where y is the dependent variable (economic growth, LPI, or export performance depending 

on the hypothesis and specific objective); α is the constant; 𝛽 is the coefficient for the set of 

 𝑋𝑖𝑡
′ independent variables (LnAfT, LnAfBPC, LnAfEI, LnAfPR, and other explanatory 

variables) for each of the ‘i’ cross-sections (middle-income countries) for each time period 

‘t’ (11 years from 2008-2018). In determining the impact of AfT on export performance, the 

other explanatory variables were the determinants of trade; whereas, in determining the 

impact of AfT on economic growth, the other explanatory variables are the determinants of 

economic growth (Table 6). Details of the various models used and their respective 

specifications are discussed next. 
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Hierarchical multiple regression models 

Since, one of the objectives of the study was to understand the potential role of AfT 

in helping countries to escape the MIT, the study first applied a hierarchical multiple 

regression to understand the unique contribution of AfT to economic growth in the middle-

income countries when other determinants of growth are controlled for. With this approach, 

variables or sets of variables are entered into the model in steps (or blocks), with each 

independent variable being assessed in terms of what it adds to the prediction of the 

dependent variable after the previous variables have been controlled for (Pallant, 2011). The 

contribution of the additional variables to explaining changes in the dependent variable is 

measured by the 𝑟2 change. The hierarchical multiple regression was estimated using two 

models. The variables used to estimate the models are depicted in Figure 13. Population 

(LnPop) and total exports of goods and services (LnEx) were initially part of the control 

variables but they were taken out of the final estimation due to high VIF values suggesting 

high multicollinearity with other variables in the analysis. 

 

Figure 13 Hierarchical multiple regression models for  the investigating impact of aid-for-

trade on economic growth in middle-income countries 

 

Source Author’s construct 

 

Dynamic panel regression model specification 

In order to understand whether AfT had lagged or immediate impacts on economic 

growth, the study used a dynamic panel regression model (Systems GMM). The Systems 
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GMM addresses autocorrelation by using the lag(s) of the dependent variable as instruments. 

The dynamic linear panel regression model can be represented as follows (in notation based 

on Arellano (2003): 

                                            𝑦𝑖𝑡 = α𝑦𝑖,𝑡−𝑖 + 𝛽′𝑥𝑖𝑡 + 𝜂𝑖 + 𝑣𝑖𝑡                                   (4) 

 

Where y is the dependent variable (LnGDP per capita), x represents the explanatory 

variables, 𝜶 is the coefficient of the lags of the dependent variable. 𝛽′ is the coefficient for 

time independent variables; 𝜂𝑖  is the cross-section effect; and  

𝑣𝑖𝑡  𝑖𝑠 the white noise or error term.  Equation 4 was estimated using 3 separate 2-step 

dynamic panel regression models. In model 1 and model 2, the explanatory variables were 

aid-for-trade (LnAfT), ZFDI and the 8 CPI components. In order to analyse the extent of 

direct effects the AfT has on the growth of countries that were classified as either LMI or 

UMI, the study adapted a similar approach used by Udvari (2017) to investigate the direct 

effects of AfT on different country groups if the belonged to the least developed countries, 

oil exporter countries or the ACP countries by introducing two interaction terms, namely 

LMI*AfT and UMI*AfT. However, due to perfect collinearity between the two interaction 

variables, model 1 had LMI*AfT as an independent variable whiles model 2 had UMI*AfT 

as an independent variable. In model 3, the LnAfT was replaced by its components (LnAfPR, 

LnAfBPC, and LnAfEI). Since the object of using the dynamic panel regression models was 

to determine if AfT had an immediate or lagged impacts on growth in the middle-income 

countries, the AfT variables and its components were lagged to 3 time periods in all the 

Systems GMM models. Before running these models, the necessary pre-estimation and post-

estimation robustness checks were conducted. The Augmented Dickey-Fuller (ADF) unit 

root test were also conducted to ensure all variables were stationary (Appendix 2). 

 

Quantile regression model specification 

In order to address the issues of heteroskedasticity, autocorrelation, non-normality, 

and outliers in the data set, panel quantile regression models were used. This study follows 

a similar empirical approach to Martínez-Zarzoso et al. (2017) who investigated the impact 

of AfT by using panel quantile regression and two strategies to address endogeneity. 

Quantile regression is a robust estimation technique that permits a more complete description 
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of the conditional distribution than just relying on the conditional mean analysis alone since 

the quantile model allows the population to be divided into segments with equal proportions 

of the reference population in each segment (Koenker, 2001; IHS Global Inc, 2017). The 

quantile regression can be represented as follows: 

 

                                                                𝑦𝑖 = 𝑥𝑖
′𝛽𝑞 + 𝑒𝑖                                                  (5) 

 

Where 𝑦𝑖is the dependent variable (economic growth, export performance, and LPI 

respectively), and  𝛽𝑞 is the vector of unknown parameters for the set of independent 

variables 𝑥𝑖
′associated with the 𝑞𝑡ℎ quantile. In determining the impact of AfT on export 

performance, the dependent variables were the various measures of export performance 

whiles the independent variables were AfT and the determinants of trade; in determining the 

impact of AfT on LPI, the dependent variable was the LPI whiles the explanatory variables 

were the 3 components of AfT; and in determining the impact of AfT on economic growth, 

the dependent variable was GDP per capita whiles the independent variables were AfT and 

the determinants of economic growth (Table 6).  

In order to analyse the extent of direct effects the AfT has on the exports of countries 

that were classified as either LMI or UMI, the study introduced the LMI*AfT and UMI*AfT 

interaction terms just as was done with the dynamic panel regression. However, due to 

perfect collinearity between the two interaction variables, separate quantile regression 

models had to be estimated. 

 

Partial Least Squares Structural Equation Modeling (PLS-SEM) 

Based on the objective of the AfT Initiative to promote economic growth in 

developing countries through improved export performance and improvements in the supply 

trade logistics and infrastructure, the study also sought to investigate the direct and indirect 

effects of AfT on growth in the middle-income countries by using Partial Least Squares 

Structural Equation Modeling (PLS-SEM). The PLS-SEM was used to analyse the impact of 

AfT on various performance indicators including total export of goods and services, total 

merchandise export, merchandise export market share, diversification, concentration, and 

absolute number of export products as well as the LPI and how these indicators in turn impact 
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economic growth. The validity and reliability of the model were tested using Cronbach Alpha 

and composite reliability (CR). With all the variables, the alpha values and CR values were above 

the recommended 0.7 meaning that the variables were valid and reliable. After testing the 

reliability and validity, bootstrapping was conducted to test for the total, direct, and indirect 

impacts of AfT on growth. Bootstrapping is a nonparametric procedure that allows the testing 

for the statistical significance of various PLS-SEM results such as path coefficients by taking 

multiple random samples out of the dataset.  

5.6 Chapter summary 

This chapter explained how the study was conducted and measures that were taken 

to ensure validity and reliability of the results. In order to ensure reliability, all data use in 

this study were obtained from credible sources. In order to avoid spurious regressions, all 

the variables used in this study were tested for stationarity. The Augmented Dickey-Fuller 

(ADF) test statistic was significant at level and first difference meaning that the null 

hypothesis that the variables have a unit root could be rejected (See Appendix 2). All the 

requisite preliminary and post analysis robustness tests were conducted to ensure that the 

assumptions of normality, linearity, homoscedasticity, and independence of residuals were 

not violated. In the case of the t-tests, Levene’s test for homogeneity of variance was 

performed to ensure that the assumption that samples are obtained from populations of equal 

variances was not violated. In the instances where the assumption was violated, the 

appropriate alternative statistics were used. 

To further ensure more robust results, the study complemented the parametric 

statistical analyses with non-parametric and second generational statistical analyses. For 

instance, in the case of the quantile and PLS-SEM, the assumptions of normality are not pre-

requisites for obtaining robust results. Furthermore, in order to address issues of endogeneity 

the study employed the systems GMM while as many relevant variables as possible were 

considered to avoid omitted variable bias. Also, the various analyses were also disaggregated 

to the income group, regional groups, and country levels to be able to understand how the 

results differed among the countries in the sample.  

The use of different statistical techniques in this study as indicated in Table 8 was 

necessary to compensate for the weaknesses in the various approaches by leveraging on the 
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advantages of each method. For instance, the hierarchical multiple regression is able to 

indicate the unique contributions of AfT to economic growth but it does not give an 

indication of the long and short-term impacts of AfT on economic growth and so the 

Variance Decomposition was used to compensate for this. Also, the dynamic panel 

regression for example, is able to indicate if the impact of AfT on economic growth is 

immediate or lagged but it does not give an indication as to whether AfT impacts the growth 

of all the countries symmetrically. The use of quantile regression for instance compensates 

for this weakness.  

 

Table 8 Statistical techniques used in this study and their advantages 

Method Advantages 

Hierarchical Multiple 

Regression 

• R-square change 

• Shows unique contribution of variables to a phenomenon 

Systems GMM – 

Dynamic Panel 

Regression 

• Addresses serial correlation, heteroskedasticity and 

endogeneity by using lagged levels as instruments 

• Useful for short time periods 

• Provides short and long run effects 

Quantile Regression • Does not require assumptions of normality to be robust 

• Addresses Heteroskedasticity 

• Shows relationships at different distributions of 

dependent variable 

• Median is a better predictor of average than mean 

• Not affected by outliers in dataset 

VAR Variance 

Decomposition  

• Useful when variables are stationary and cointegrated  

• Shows short and long run effects 

PLS-EM • Non-parametric; does not require normality for robust 

results 

• Shows direct and indirect effects in one model 

Source Author’s construct 
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Again, different techniques were used to be able to answer different dimensions of 

the research hypotheses and questions which otherwise would not have been possible by 

relying on a single technique.  A limitation of all regression models and cross-country 

quantitative analyses is that they are unable to answer why or process related questions. 

Furthermore, they are unable to explain the unique country characteristics, and the role of 

institutions and various social actors in influencing the outcomes of various phenomena. To 

overcome these shortcomings, the study used a mixed method and complemented the 

quantitative analyses with qualitative data that provided insight into the implementation 

processes and role of institutions in influencing the outcomes of the AfT Initiative. The use 

of qualitative data to complement the quantitative analyses in this study was informed by the 

following observation concerning the ongoing debates about the reliability of empirical 

studies on aid effectives: 

“In dealing with recent controversies on aid effectiveness, ... there is little 

hope of making significant progress in these debates if the economics 

profession continues to rely heavily on cross section and panel regressions. 

In order to move forward and find out under what conditions aid is helpful 

and when it fails, these works need to be supplemented by in depth case 

studies that follow a country’s history for many decades, focus on specific 

details of policy, understand the way in which the authorities relate to aid 

officials, concentrate on the political economy of reforms, and scrutinize the 

beliefs of politicians, policy makers and other key players. Only then will the 

profession be able to understand the intricacies of foreign assistance and its 

level of effectiveness.” (Edwards, 2015, p. 279) 

As indicated by Saunders, et al. (2016) in order to enhance the validity and reliability 

of social research findings, several literature sources advocate for triangulation or the use of 

mixed-methods – research that combines the use of quantitative and qualitative data 

collection techniques and analytical procedures. The results from the various quantitative 

and qualitative analyses conducted for this study to determine the potential of AfT in helping 

countries to escape the MIT are presented in the next chapter. 
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CHAPTER 6 

 

6. Findings and Discussions 

This chapter presents and discusses the key findings of the study. The findings are 

presented under sections in line with the dimensions of the research hypotheses and 

questions. The chapter begins by presenting the distribution of AfT among the middle-

income countries over the study period. This is followed by findings on the impact of AfT 

on the export performance of the middle-income countries. These findings are disaggregated 

by countries, regions, and geography. Findings on the impact of AfT on the supply side trade 

logistics and infrastructure are then presented before discussing the impacts AfT on 

economic growth. The chapter concludes by discussing the determinants of AfT 

effectiveness from the perspective of various participants of the AfT Initiative.  

 

6.1 Distribution of aid-for-trade to the study middle-income countries 2008-2018 

 A trend analysis of the total AfT disbursed to the 81 MICs over the study period 

indicates that there was a slight decline from 2008 to 2009 from which period the total AfT 

increased on a year-on-year basis peaking in 2012.  The total AfT then trended downwards 

from 2012 until 2016 when it began to rise again (Figure 14). Furthermore, on a year-on-

year basis, the AfEI trended higher than both the AfPR and AfBPC. 

 

Figure 14 Trend of aid-for-trade disbursed to middle-income countries from 2008 to 2018 

 

Source Author’s construct based on data from OECD 
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 A disaggregation of the total AfT received by its 3 components among the sample 

countries indicates that from 2008 to 2018 the majority of AfT was disbursed for building 

economic infrastructure (59%) followed by the aid for building productive capacity (39%). 

The aid for trade policies, regulations, and adjustments constituted the smallest proportion 

(2%) of the AfT disbursed to the middle-income countries over the study period (Table 9). 

 

Table 9 Distribution of aid-for-trade by sectors 2008-2018 

Descriptive Statistics AfPR AfEI AfBPC Total AfT 

N 891 891 891 891 

Mean          3.09           98.34           64.84           166.28  

Median 0.49 22.82 21.01 54.79 

Minimum -0.07 0.00 0.00 0.00 

Maximum      247.16      1,534.07      2,164.89        3,163.27  

Sum   2,752.13    87,623.36    57,775.86    148,151.42  

% of total AfT 1.86% 59.14% 39.00% 100.00% 

Note: N = number of observations (81 middle-income countries x 11 years) 

Source Author’s calculations 

 

6.1.1 Distribution of aid-for-trade by income groups 

Further analysis of the distribution of AfT by middle-income groups indicates that 

overall, between 2008 to 2018, countries classified as UMI received more AfT than the LMI 

countries. However, the LMI countries received more AfT than the UMI countries on 

average (Table 10). 

 

Table 10 Distribution of aid-for-trade by middle-income groups 

Descriptive Statistics LMI UMI All MICs 

N 337 554 891 

Mean        214.87           136.72  166.2754 

Median          85.93             39.30  54.79 

Minimum            0.99  0.00 0 

Maximum     1,926.59        3,163.27  3163.27 

Sum of AfT   72,410.49      75,740.93     148,151.42  

% of total AfT 48.90% 51.10% 100.00% 

Source Author’s calculations 
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 A trend analysis of the AfT disbursements by income groups indicates that at the 

initial stages of the Initiative, countries classified as LMI received more AfT than the UMI 

income countries. However, from 2011, countries classified as UMI began to receive more 

of the total AfT disbursements than the LMI countries and this has been the trend since 

(Figure 15). In terms of the average AfT, there has not been any consistent trend in terms of 

which group of countries receive more AfT over the study period. 

 

Figure 15 Trend of aid-for-trade disbursements by middle-income groups 2008-2018 

 

Source Author’s construct based on data from OECD (2020b) 

 

 With the exception of the aid for economic infrastructure (AfEI), the study finds that 

countries classified as UMI received more of the other 2 types of AfT when compared to the 

cumulative disbursements to the LMI from 2008 to 2018 (Figure 16). For instance, out of a 

total 57,775.81 million USD allocated for building productive capacity, countries classified 

as UMI received an amount of 34,598.98 million USD representing 60% of this type of AfT 

(Figure 16). 
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Figure 16 Distribution of aid-for-trade by middle-income groups 2008-2018 

 

Source Author’s calculations based on data from the OECD (2020b) 

 

6.1.2 Distribution of aid-for-trade to middle-income countries by regions 

 A descriptive analysis of the AfT disbursed to the 81 MICs by geographical regions 

indicates that countries in the South Asia and Sub-Saharan Africa regions received the lowest 

proportion of the total AfT as well as all the 3 components of AfT. As indicated in Figure 

17, countries in the Europe and Central Asia region received the highest proportion of the 

total AfT over the study period with 36% and 29% respectively.  

 

Figure 17 Share of aid-for-trade to middle-income countries by regions 2008-2018 (%) 

 

Source Author’s construct and calculations based on data from OECD (2020b) 
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The East and North Africa (31%) received the largest proportion of AfPR followed 

by Latin America and Caribbean (24%) and then the Europe and Central Asia (22%) 

respectively. Similar to the findings for the AfPR, the Middle East and North Africa region 

also received the largest proportion of the AfEI (28%) followed by the Europe and Central 

Asia (25%), and then East Asia and the Pacific (19%) regions respectively.  

 

6.1.3 Distribution of aid-for-trade at the country level 

 Based on a descriptive analysis of the AfT disbursed to the 81 MICs, the study finds 

that the distribution was uneven. Turkey was the largest recipient of the total AfT accounting 

for 21,875.35 million USD of representing 15% of the total AfT whereas Equatorial Guinea 

was the lowest recipient accounting for 5.12 million USD which is less than 1% of the total 

AfT disbursed to the middle-income countries (Figure 18).  

 

Figure 18 Map of total aid-for-trade disbursements to middle-income countries 2008-2018 

 

Source Author’s construct based on data from OECD (2020b) 

 

Interestingly, the study finds that the top 10 AfT recipient countries which included 

Egypt, Morocco, Indonesia, Tunisia, China, Serbia, Brazil, Sri Lanka, and the Philippines 

accounted for about 55% of the total AfT allocated to the 81 MICs whereas the bottom 10 

received less than 1 percent (Table 11). 
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Table 11 Top 10 and bottom 10 aid-for-trade recipients 2008-2018  

Rank Top 10 
Total AfT  

($ Million) 

AfT 

(%) 
Bottom 10 

Total AfT  

($ Million) 

AfT 

(%) 

1 Turkey 21,875.35 14.77 Equatorial Guinea 5.12 0.00 

2 Egypt 12,191.62 8.23 Venezuela 16.93 0.01 

3 Morocco 10,791.64 7.28 Northern Mariana Islands 49.20 0.03 

4 Indonesia 9,290.36 6.27 Palau 59.19 0.04 

5 Tunisia 5,395.24 3.64 Turkmenistan 60.20 0.04 

6 China 5,213.82 3.52 Marshall Islands 70.85 0.05 

7 Serbia 4,600.52 3.11 Seychelles 89.98 0.06 

8 Brazil 4,183.03 2.82 Panama 105.18 0.07 

9 Sri Lanka 4,057.74 2.74 St. Lucia 108.47 0.07 

10 Philippines 4,029.91 2.72 Libya 118.98 0.08 

Source Author’s calculations based on data from OECD (2020b)  

 

 Apart from the total AfT, the study finds that the distribution of the 3 components of 

AfT was also uneven. With respect to the AfPR, the study finds that from the period 2008 to 

2018, Iran was the greatest recipient with 600.14 million USD representing 22% of the total 

AfPR. Figure 19 shows the geographical distribution of the AfPR. 

 

Figure 19 Map of distribution of aid for policies, regulations, and adjustments 2008-2018 

 

Source Author’s calculations based on data from OECD (2020b) 
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 Similar to the trend with the total AfT, the study finds that a large share of the AfPR 

was disbursed to the top 10 recipients. As indicated in Table 12, the top 10 recipient countries 

of the AfPR received over 60% of the total AfPR whereas the bottom 10 recipients of the 

AfPR received less than 1 percent (Table 12) 

 

Table 12 Top 10 recipients of aid for policies, regulations, and adjustments 2008-2018 

Rank Top 10 
AfPR  

($ Million) 

AfPR 

(%) 
Bottom 10 

AfPR 

($ Million) 

AfPR 

(%) 

1 Iran 600.14 21.81 Palau 0.00 0.00 

2 Kazakhstan 178.97 6.50 
Equatorial 

Guinea 
0.06 0.00 

3 Egypt 154.52 5.61 Serbia 0.16 0.01 

4 Grenada 150.68 5.48 Cape Verde 0.24 0.01 

5 Ukraine 115.32 4.19 Venezuela 0.36 0.01 

6 Montenegro 113.63 4.13 Belarus 0.40 0.01 

7 
St. Vincent and the 

Grenadines 
105.39 3.83 Mauritius 0.58 0.02 

8 Namibia 98.61 3.58 Marshall Islands 0.62 0.02 

9 Philippines 89.91 3.27 Panama 0.65 0.02 

10 Cameroon 81.14 2.95 Moldova 0.66 0.02 

Source Author’s calculations based on data from OECD (2020b) 

 

With respect to the aid for economic infrastructure (AfEI) the study finds that Turkey 

was also the largest recipient with 10,185.82 million USD accounting for 12% of the total 

AfEI followed by 2 North Africa and Middle Eastern countries namely Egypt and Morocco. 

As indicated earlier, countries in this region received the most AfEI. On the other hand, one 

(1) out of the 81 MICs analysed in this study (Northern Mariana Islands) did not receive any 

of the AfEI. Figure 20 provides a geographical visualization of the distribution of the AfEI 

among the middle-income countries from 2008 to 2018. 
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Figure 20 Geographical distribution of aid for economic infrastructure 2008-2018 

 

Source Author’s calculations based on data from OECD (2020b) 

 

 The study also finds that the top 10 AfEI recipients accounted for 59% of the total 

AfEI disbursements whereas the bottom 10 received less than 1% (Table 13). Four out the 

top 10 AfEI recipients were from North Africa and the Middle East whereas at least half of 

the bottom 10 were either island nations or from the Latin America and Caribbean region. 

 

Table 13 Top 10 recipients of aid for economic infrastructure 2008-2018 

Rank Top 10 
AfEI 

($ Million) 

AfEI 

(%) 
Bottom 10 

AfEI  

($ Million) 

AfEI 

(%) 

1 Turkey 10,185.82 11.62 
Northern Mariana 

Islands 
0.00 0.00 

2 Morocco 8,768.07 10.01 Equatorial Guinea 0.43 0.00 

3 Egypt 7,268.29 8.29 St. Kitts and Nevis 3.17 0.00 

4 Indonesia 6,812.11 7.77 Venezuela 3.83 0.00 

5 Sri Lanka 3,367.00 3.84 Turkmenistan 15.17 0.02 

6 Brazil 3,185.77 3.64 
St. Vincent and the 

Grenadines 
16.70 0.02 

7 Tunisia 3,052.79 3.48 Grenada 18.16 0.02 

8 China 2,924.77 3.34 St. Lucia 18.52 0.02 

9 Iraq 2,913.60 3.33 Iran 23.73 0.03 

10 Thailand 2,807.49 3.20 Fiji 36.81 0.04 

Source Author’s calculations based on data from OECD (2020b) 
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Figure 21 Geographical distribution of aid for building productive capacity 2008-2018 

 

Source Author’s calculations based on data from OECD (2020b) 

 

 Again, the study finds that Turkey was the largest recipient of the AfBPC just as was 

the case with the total AfT and AfEI. Turkey received 11,679.87 million USD worth of 

AfBPC over the study period. This amounts about 22% of the total AfBPC that was disbursed 

to the 81 MICs. Figure 21 shows the geographical distribution of the AfBPC. 

 

Table 14 Top 10 recipients of aid for building productive capacity 2008-2018 

Rank Top 10 
AfBPC 

($ Million) 

AfBPC 

(%) 
Bottom 10 

AfBPC 

($ Million) 

AfBPC 

(%) 

1 Turkey 11,679.87 20.22 Palau 1.95 0.00 

2 Egypt 4,768.82 8.25 Equatorial Guinea 4.64 0.01 

3 Indonesia 2,422.28 4.19 Venezuela 12.74 0.02 

4 Serbia 2,374.85 4.11 Northern Mariana Islands 26.38 0.05 

5 Tunisia 2,329.73 4.03 Marshall Islands 29.73 0.05 

6 China 2,220.26 3.84 Seychelles 31.01 0.05 

7 Morocco 2,014.47 3.49 Kiribati 32.33 0.06 

8 Namibia 1,517.42 2.63 Turkmenistan 37.83 0.07 

9 Colombia 1,469.38 2.54 Tonga 41.46 0.07 

10 Bolivia 1,316.35 2.28 Dominica 44.45 0.08 

Source Author’s calculations based on data from OECD (2020b) 



72 

  

 As indicated in Table 14, the top 10 recipients of the AfBPC accounted for 56% of 

the total AfBPC whiles the bottom 10 AfBPC recipients received less than 1%. This trend is 

consistent with the trend in the distribution of the total AfT as well as the distribution of the 

3 components of AfT whereby the distribution was uneven among countries. When asked 

about the criteria for determining the volume and type of AfT allocation, officials of the 

OECD and WTO explained that AfT disbursements are based on negotiations between 

countries and donors and also in accordance with the priorities of donors and the respective 

beneficiary countries (Field data, 2021). For instance, a WTO official noted that: 

“The WTO or OECD do not allocate amounts per country but rather 

advocate for the increase of the aid provided. They also monitor the volumes 

over time. Budgetary allocations are made at the level of the aid providers 

[bilateral donors, development banks, international organizations, etc.].” 

(Field data 2021) 

An official of the OECD further explained that what is of concern to the OECD 

nowadays is not just the quantity of AfT provided but the quality of the AfT and the extent to 

which AfT can contribute to the achievement of sustainable development goals and green 

growth. In this study, the objective was to investigate the potential of AfT in helping 

countries to escape the MIT. As indicated in the earlier chapters, escaping the MIT requires 

sustained economic growth. In order to order to determine the potential of AfT in helping 

countries to escape the MIT, there was the need to investigate the direct impacts of AfT on 

economic growth in the middle-income countries that benefitted from aid-for-trade as well 

as the indirect impacts of AfT on economic growth through improvements in export 

performance (export expansion and diversification) as well as improvements in the supply 

side infrastructure and logistics. In the subsequent sections, the key findings in respect of 

these objectives are presented and discussed. 

 

6.2 Impact of aid-for-trade on export performance in middle-income countries 

Since the one of the objectives of the AfT Initiative was to improve the export 

performance of beneficiary countries with the expectation that improved export performance 

would contribute economic growth in developing countries, the study analysed the impact of 

AfT on 6 measures of export performance. Firstly, the impact of AfT on merchandise exports, 
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export market share, and total export of goods and services were analysed. This was followed 

by an analysis of the impact of AfT on 3 measures of export diversification (export 

diversification index, export concentration index, and total number of export product lines). 

 

6.2.1 Impact of aid-for-trade on merchandise exports, market share, and total export 

of goods and services in middle-income countries 

A Paired-samples t-test was first used determine if there had been any significant change 

in the merchandise export performance of the middle-income countries before and after the 

introduction of the AfT Initiative. For the sample as whole, the study finds that there was a 

statistically significant change in the merchandise exports meaning the countries had been able 

to increase the returns that they obtain from exports (Table 15). However, with respect to the 

world merchandise market share there had not been any significant change in the performance 

of the middle-income countries as a whole even 10 years after the AfT Initiative. Meanwhile, 

UNCTAD (2021) has noted that during the last decade, export market shares have moved to the 

advantage of developing countries in all sectors, with the presence of developing countries in the 

international markets increasing substantially compared with developed countries, particularly 

in non-metallic minerals and communications equipment. The findings of this study suggest that, 

while the middle-income countries collectively have witnessed some improvements in their 

merchandise exports, the improvements have not been significant enough to improve their share 

in the global merchandise trade. 

 

Table 15 Change in merchandise exports and market share 10 years after AfTI 

Variable t df Sig. (2-tailed) Mean∆ 

Std Error 

Difference 

MX -4.845 856.063 0.00 -41706.8 8608.6006 

MS -1.901 1102.82 0.06 -0.00101 0.00053 

Source Author’s calculations based on data from wto.org 

 

Due to endogeneity issues, the study also sought to investigate how the export 

performance of the middle-income countries varied at the country level and also whether the 

export performance of the middle-income countries varied by their geography since geography 
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has also been found to be a determinant of exports. In this regard, the results of the Paired-

samples t-test were disaggregated by countries, by geographical regions based on the World 

Bank’s classifications and also based on whether countries were landlocked or not. 

 With regards to merchandise exports, the study finds that out of 80 countries analysed 

only 4 countries (St. Vincent and the Grenadines, Samoa Syrian Arab Republic, and Grenada) 

did not record a statistically significant change at the 5% level when the average annual 

merchandise exports 10 years before the AfT Initiative was compared to the average after 10 

years of AfT. Also, while the majority of countries recorded a net percentage increase over the 

same period, only 4 countries (Northern Mariana Islands, Dominica, Palau, and Syrian Arab 

Republic) recorded a decline. Overall, Djibouti with a percent increase of 3854% and Northern 

Mariana Islands with a 100% reduction recorded the highest increase and reduction respectively 

when the average annual merchandise exports of the middle-income countries 10 years before 

the AfT Initiative was compared with the average 10 years after the Initiative (Figure 22).  

 

Figure 22 Country level changes in merchandise exports 10 years after Aid for Trade Initiative 

 

Source Author’s calculations based on data from unctadstat.org 
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 With respect to merchandise exports, it can be concluded the majority of the AfT 

beneficiary MICs have recorded positive gains when the average year total 10 years before the 

AfT Initiative is compared with the average year total 10 years after the Initiative. However, 

percentage change has been asymmetrical among the countries. Table 16 shows the top 10 and 

bottom 10 performers over the period. 

 

Table 16 Rankings of change in merchandise exports of MICs 10 years after AfTI 

Rank Top 10 Countries ∆ 𝑴𝑿(%) Bottom 10 Countries ∆ 𝑴𝑿(%) 

1 Djibouti 3854.98 Northern Mariana Islands -99.54 

2 Azerbaijan 936.66 Dominica -46.71 

3 Panama 770.74 Palau -38.84 

4 Georgia 585.95 Syrian Arab Republic -16.20 

5 China 548.27 Grenada -6.96 

6 Iraq 525.62 St. Vincent and the Grenadines 1.16 

7 Albania 524.08 Samoa 11.78 

8 Bolivia 514.59 Jamaica 14.89 

9 Kazakhstan 477.15 Mauritius 44.15 

10 Angola 449.50 Tonga 44.74 

Source Author’s calculations based on WTO data 

 

 In terms of the world merchandise export market share, about half of the countries in the 

sample either recorded no significant change in their market share or rather recorded a drop in 

their market share when the average market share 10 years before the AfT Initiative was 

compared with the average market share 10 years afterward. Other countries including 

Azerbaijan, Panama, Bosnia and Herzegovina, Nicaragua, and China recorded the highest 

percentage increases in market share. Table 17 shows the top 10 and bottom 10 performers 

with regards to the percent changes in market share. However, in terms of the total world 

merchandise export market share, China (12.71%), Mexico (2.31%), Thailand (1.29%), 

Malaysia (1.27%), and Brazil (1.23%) are the AfT beneficiaries that recorded the largest 

annual world merchandise export market shares respectively as at 2018. 
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Table 17 Ranking of by changes in export market share 10 years before after AfT Initiative 

Rank Top 10 Countries ∆ 𝑴𝑺% Bottom 10 Countries ∆ 𝑴𝑺% 

1 Azerbaijan 333.33 Northern Mariana Islands -100.00 

2 Panama 250.00 Mauritius -66.66 

3 Bosnia and Herzegovina 200.00 Syria -62.50 

4 Nicaragua 200.00 Jamaica -50.00 

5 China 166.74 Swaziland -50.00 

6 Bolivia 150.00 Dominican Republic -37.50 

7 Iraq 147.06 Cameroon -33.33 

8 Kazakhstan 140.00 Cuba -33.33 

9 Angola 125.00 Philippines -32.65 

10 Peru, Turkmenistan 100.00 Costa Rica, El Salvador, Sri Lanka -25.00 

Source Author’s calculations based on data from WTO.org 

 

 In addition to analyzing the changes in merchandise export performance of the middle-

income countries since the introduction of the AfT Initiative at the individual country levels, the 

study also investigated the performance of the countries at the geographical and regional levels. 

As indicated in Table 18, with regards to merchandise exports there was a significant 

improvement in both landlocked and non-landlocked countries. 

 

Table 18 Change in merchandise exports of middle-income countries by geography  

 Geography Variable t df Sig. ∆ 𝑻𝑷(%) 
 

Not landlocked MX -4.67 714.69 0.00 274.15 
 

Landlocked MX -6.05 141.11 0.00 360.21 
 

Not landlocked MS -1.91 919.81 0.06 63.16 
 

Landlocked MS a. - - a. 
 

a. cannot be computed because the standard deviations of both groups are 0. 
 

Source Author’s calculations 

 

Although there were significant improvements in merchandise exports in all regions of 

the world, only the middle-income the Middle East and North African region collectively 
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recorded a significant increase in market share (Table 19). As indicated earlier in this chapter, 

this region was the second highest recipient of the total AfT and highest recipient of the AfPR 

and the AfEI. Out of the 9 countries analysed from this region, only 3 of the countries namely 

(Syria, Libya, and Tunisia) lost market share over the study period. Not surprisingly, these are 

countries that experienced conflict and social unrest and were affected by the Arab Spring over 

the study period. The Arab Spring was a series of anti-government protests, uprisings, and armed 

rebellions that spread across the region in the early 2010s in response to corruption and economic 

stagnation and starting with the Tunisian Revolution. The on-going Syrian civil war also began 

on 15 March 2011 as part of the wider 2011 Arab Spring protests. Also, between 2009 and 2011, 

there was the Libyan civil war which eventually led to the killing of the country’s leader Colonel 

Muammar Gaddafi. The conflicts have had adverse economic impact. 

 

Table 19 Change in export performance of middle-income countries by regions after AfT 

 Region  Variable t df 
Sig. (2-

tailed) 

Mean 

Difference 

Std. Error 

Difference 

East Asia & Pacific 
MX -3.282 149.223 0.001* -149698.15 45609.89368 

MS -1.754 182.49 0.081 -0.00486 0.00277 

Europe & Central 

Asia 

MX -5.4 139.3 0.000* -21677.275 4014.3165 

MS -1.333 216.71 0.184 -0.00042 0.00031 

Latin America & 

Caribbean 

MX -4.386 353.773 0.00* -22692.615 5173.91826 

MS 0.194 538 0.846 0.00007 0.00038 

Middle East &  

North Africa 

MX -6.193 104.662 0.000* -21577.422 3484.40601 

MS -2.419 112.713 0.017* -0.00078 0.00032 

South Asia 
MX -1.967 42.898 0.056 -1895.4333 963.47911 

MS a. - - - - 

Sub-Saharan Africa 

  

MX -4.035 173.852 0* -9025.2429 2236.62432 

MS -0.716 278 0.475 -0.00014 0.0002 

a. t could not be calculated because standard deviations of both groups are 0 

*. Significant result 

Source: Author’s calculations 
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Table 20 Merchandise exports and market share performance by geography and regions 

Region Geography Variable t df 
Sig. (2-

tailed) 
Mean ∆ 

Std. Error 

Difference 

East Asia 

& Pacific 

  

  

  

Not landlocked 

  

MX -3.282 149 0.001 -149698.2 45609.894 

MS -1.754 183 0.081 -0.00486 0.00277 

Landlocked 

  

MX a. - - - - 

MS a. - - - - 

Europe & 

Central 

Asia 

  

  

Not landlocked 

  

MX -3.503 58 0.001 -29845.38 8520.713 

MS -1.4 91 0.165 -0.001 0.00071 

Landlocked 

MX -5.773 76 0 -15842.91 2744.2507 

MS b. - - - - 

Latin 

America 

& 

Caribbean 

  

Not landlocked 

  

MX -4.315 327 0 -23993.57 5561.1078 

MS 0.195 498 0.846 0.00008 0.00041 

Landlocked 

MX -13.994 24 0 -6430.65 459.5182 

MS b. - - - - 

Middle 

East & 

North 

Africa 
 

Not landlocked 

  

MX -6.193 105 0 -21577.42 3484.406 

MS -2.419 113 0.017 -0.00078 0.00032 

South Asia 

  

Not landlocked 

  

MX -2.046 28 0.05 -2623.7 1282.5784 

MS b. - - - - 

Landlocked 

  

MX -18.68 18 0 -438.9 23.49603 

MS b. - - - - 

Sub-

Saharan 

Africa 
 

Not landlocked 

  

MX -3.977 136.83 0 -11063.18 2781.875 

MS -0.718 218 0.474 -0.00018 0.00025 

Landlocked 

  

MX -3.089 58 0.003 -1552.8 502.61474 

MS b. - - - - 

a. t could not be computed because standard deviation of both groups was zero 

b. t could not be computed because one of the groups was empty 

Source: Author’s calculations 
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When the t-test results were further broken down as indicated in Table 20, there was a 

significant increase in the merchandise export performance in both landlocked and non-

landlocked countries in all geographic regions since the introduction of the AfT Initiative. These 

findings suggest that geography was not a major determinant of the merchandise export 

performance of the middle-income countries. Although, the t-test results indicate that overall, 

there have been statistically significant improvements in the merchandise export performance in 

the middle-income since the introduction of the AfT Initiative, these findings cannot be fully 

attributed to the AfT Initiative since t-test are only able to indicate if there has been a significant 

change after an intervention but does not give an indication of causal relationships.  

In order to determine the causal relationship between AfT and the merchandise export 

performance of the middle-income countries, the study first used Pearson’s Product Moment 

correlation analysis to determine if there was any statistically significant relationship between 

AfT and export performance (Figure 23). Regression models were also used to test the impact 

of AfT on export performance. Specifically, the study utilized 2 quantile regression models 

based on Equation 5 to estimate the impact of AfT on export performance and also account for 

differences in how the UMI and LMI countries were impacted.  

 

Figure 23 Correlation between aid-for-trade and merchandise exports 

 
Source Author’s construct and calculations  
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Results of correlation analysis indicates that between the period 2008 to 2018 there was 

a significant positive relationship between the total aid-for-trade and annual merchandise exports 

as well as the total export of goods and services and export market share in the middle-income 

countries. However, the study finds that the relationship between AfT and both merchandise 

exports and total exports of goods and services was stronger in the LMI countries whereas the 

relationship between AfT and market share was stronger in the UMI countries (Table 21). 

 

Table 21 Relationship between aid-for-trade and export flows in middle-income countries 
  

Lower middle-income 

  

Upper middle-income 

   
Result LnMX LnEx MS LnMX LnEx MS 

LnAfT Pearson Correlation 0.54** 0.56** 0.20** 0.40** 0.33** 0.44** 

 Sig. (2-tailed) 0 0 0 0 0 0 

 N 583 552 583 286 282 286 

LnAfPR Pearson Correlation 0.28** 0.21** 0.13** -0.30** -0.26** -0.08 

 Sig. (2-tailed) 0 0 0 0 0 0.159 

 N 583 552 583 286 282 286 

LnAfEI Pearson Correlation 0.35** 0.37** 0.16** 0.45** 0.49** 0.46** 

 Sig. (2-tailed) 0 0 0 0 0 0 

 N 583 552 583 286 282 286 

LnAfBPC Pearson Correlation 0.60** 0.58** 0.19** 0.42** 0.32** 0.42** 

 Sig. (2-tailed) 0 0 0 0 0 0 

  N 583 552 583 286 282 286 

** Correlation is significant at the 0.01 level (2-tailed). 

* Correlation is significant at the 0.05 level (2-tailed).         

Source Author’s calculations 

  

In terms of the 3 components of AfT, the study finds that the AfPR had a very weak 

relationship with all the measures of the export performance of the MICs. In the case of the LMI 

countries the relationship was direct but in the UMI countries the relationship was inverse. 

Among the LMI countries, the AfBPC had the strongest relationship with export whereas in the 

countries classified as UMI, the AfEI had the strongest relationship with export performance. 

At the regional level, the study finds that there was a significant positive relationship 

between AfT and merchandise exports in all regions except Europe and Central Asia as well as 

Sub-Saharan Africa. As indicated in Table 22, the relationship was strongest in the countries 

located in South Asia and weakest in Sub-Saharan Africa. With respect to the total export of 
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goods and services, there was significant positive relationship with AfT in all regions except the 

Middle East and North Africa. but the relationship was strongest in East Asia and the Pacific. 

Meanwhile ensuring that hat developing countries, and especially the least-developed among 

them, secure a share in the growth of world trade commensurate with the needs of their economic 

development was an essential part of the Doha Development Agenda which informed the AfT 

Initiative (WTO 2005). 

 

Table 22 Relationship between aid-for-trade and export flows by the regions 

Region  Results LnMX LnEx MS 

East Asia & Pacific Pearson Correlation 0.733** 0.657** 0.428** 

 Sig. (2-tailed) 0 0 0 

 N 154 121 154 

Europe & Central Asia Pearson Correlation 0.128 0.269** 0.575** 

 Sig. (2-tailed) 0.143 0.001 0 

 N 132 143 132 

Latin America & Caribbean Pearson Correlation 0.355** .304** 0.211** 

 Sig. (2-tailed) 0 0 0 

 N 297 297 297 

Middle East & North Africa Pearson Correlation 0.200* 0.056 -0.062 

 Sig. (2-tailed) 0.047 0.596 0.54 

 N 99 91 99 

South Asia Pearson Correlation 0.893** 0.585** .c 

 Sig. (2-tailed) 0 0 . 

 N 33 33 33 

Sub-Saharan Africa Pearson Correlation 0.073 0.173* 0.177* 

 Sig. (2-tailed) 0.365 0.035 0.028 

  N 154 149 154 

** Correlation is significant at the 0.01 level (2-tailed). 

* Correlation is significant at the 0.05 level (2-tailed). 

c. Could not be computed because at least one of the variables is constant 

Source Author’s calculations 

 

 Interestingly, although the t-test results showed that the Middle East and North Africa 

region was the only region that had experience a significant increase in world merchandise 

export market share when the average 10 years before the AfT Initiative was compared with the 

average 10 years after the AfT Initiative, based on the correlation analysis results, the study finds 

that this is the only region that did not have a significant positive relationship between AfT and 

market share. Again, it is possible that the conflicts in Libya, Tunisia, and Syria may have 

contributed to this trend. The Europe and Central Asia region had the strongest positive 

relationship between LnAfT and world merchandise export market share (Table 22).  
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With respect to the impact of AfT on merchandise exports in the middle-income 

countries, the quantile regression models (Equation 5) revealed that AfT had a significant 

impact on merchandise exports; however, the impact was negative in both models (Table 23). 

The findings suggest that a 1% increase in the median value of LnAfT would result in a 0.29% 

reduction in the median value of LnMX in the first model whereas a 1% increase in the median 

value of LnAfT would result in a 0.33% reduction in the median value of LnMX in Model 2. 

 

Table 23 Impact of aid-for-trade on merchandise exports in middle-income countries 

Dependent Variable: LnMX 

Method: Quantile Regression (Median), Huber Sandwich Standard Errors & Covariance 

Sample: 2008 2018; Included observations: 803 
  

Variable 
Model 1 Model 2 

𝛽 Prob.   S.E 𝛽 Prob.   S.E 

C 9.799 0.003 3.320 9.799 0.003 3.320 

LnAfT -0.293 0.001** 0.088 -0.326 0.000** 0.087 

LnAfBPC 0.109 0.108 0.068 0.109 0.108 0.068 

LnAfEI 0.088 0.017* 0.037 0.088 0.017* 0.037 

LnAfPR -0.030 0.081 0.017 -0.030 0.081 0.017 

LMI*AfT -0.032 0.060 0.017 - - - 

UMI*AFT - - - 0.032 0.059 0.017 

LnGDP 1.404 0.000** 0.246 1.404 0.000** 0.246 

LnGDP per capita -0.378 0.108 0.235 -0.378 0.108 0.235 

LnPop -0.296 0.251 0.257 -0.296 0.251 0.257 

WTO membership -0.082 0.362 0.090 -0.082 0.362 0.090 

Economic shocks 0.164 0.012** 0.065 0.164 0.012** 0.065 

Geography 0.253 0.000** 0.071 0.253 0.000** 0.071 

Exchange rate regime -0.222 0.001** 0.068 -0.222 0.001** 0.068 

Quasi-LR statistic 3286.715 0* - 3286.715 0* - 

Pseudo R-squared      0.767472 0.767472 

Adjusted R-squared      0.763940 0.763940 

* Significant at 1%, **Significant at 5% 

Source Author’s calculations 
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Out of the 3 components of AfT, only the AfEI had a significant positive impact on 

merchandise exports. The quantile regression results suggest that a 1% increase in the median 

value of LnAfEI would result in a 0.09% increase in the median value of LnMX in both models. 

The quantile regression results also indicate that the income group of the sample countries did 

not have a significant impact on merchandise exports but other gravity model variables such as 

GDP, geography, economic shocks, and the exchange rate regimes practiced in the middle-

income countries were found to have significant effects on merchandise exports suggesting that 

close to 80% of the variations in the conditional median of LnMX could be explained by these 

variables together with aid-for-trade based r-square values of 0.8. Also, the Quasi-LR statistics 

were also significant indicating that the models were stable. 

Further analysis of the quantile process estimates indicates that in the first model AfT 

had significant impacts on merchandise exports in countries within the 20th to 70th quantiles of 

the merchandise exports distribution whereas in the second model the AfT was significant from 

the 10th to 70th quantiles; nevertheless, in all the quantiles, the impacts were negative. On the 

other hand, the aid for economic infrastructure (AfEI) had significant positive impacts in the in 

countries within the 20th to 70th quantiles of the merchandise exports distribution in both models 

and in all quantiles the impacts were positive (Figure 24). 

   

Figure 24 Quantile process estimates of the impact of aid-for-trade on merchandise exports 

 

Source Author’s calculations 
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The Chi-Square Statistic of 353.30 for Wald Slope Equality Test was also statistically 

significant (Prob. = 0.00) suggesting that the slope equality varied across quantiles. In other 

words, the elasticity of merchandise exports to AfT and AfEI were not the same in all quantiles. 

Also, Chi-Square Statistic of 62.71 for the Wald Symmetric Quantiles Test was also statistically 

insignificant (Prob. = 0.15) suggesting that there was conditional symmetry in the quantiles. 

Conditional symmetry implies that the average value of two sets of coefficients for symmetric 

quantiles around the median will be equal to the value of the coefficients at the median (IHS 

Global Inc, 2017 p. 551). 

The results of the quantile regression models suggest that the impact of AfT in middle-

income countries is asymmetrical. Also, the quantile process estimates suggest that the AfEI has 

more potential to help middle-income countries particularly those within the 20th to 70th quantiles 

of the merchandise exports distribution to expand their merchandise exports.  

Apart from the impact of AfT on merchandise exports, the study also investigated 

how AfT impacted the total export of goods and services by using 2 quantile regression 

models based on Equation 5. The study finds that in the first model, the impact of AfT on 

total export of goods and services was not significant but in the second model it was 

significant and negative (Table 23). This finding is similar to the impacts of AfT on 

merchandise exports.  

Two (2) out of the 3 AfT components namely the aid for policy, regulations, and 

adjustments (AfPR) and the aid for economic infrastructure (AfEI) had significant impacts 

on the total export of goods and services; however, only the LnAfEI had positive impacts 

on the export of goods and services (LnEx) whereas the LnAfPR had negative impacts. 

The income group of the countries also had a significant impact on the total export of goods 

and services. The impact was positive in the UMI countries and negative in the countries 

classified as LMI. In addition, the GDP, population, economic shocks, and the exchange 

rate regime practiced in the middle-income countries had significant impacts on the exports 

of goods and services. Both the goodness of fit statistic Pseudo R-square and the Adjusted 

R-square are 0.83 indicating that close to 83% of the variations in the conditional median of 

LnEx could be explained by these variables and aid-for-trade. The Quasi-LR statistic was 

also significant indicating that the model is stable (Table 24).  
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Table 24 Impact of aid-for-trade on total exports of goods and services 

Method: Quantile Regression (Median), Huber Sandwich Standard Errors & Covariance 

Sample: 2008 2018; Included observations: 803 
  

Variable 
Model 1 Model 2 

β  Prob.   SE β  Prob.   SE 

C 8.601 0.000 1.817 8.601 0.000 1.817 

LnAfT -0.090 0.095 0.054 -0.120 0.028* 0.055 

LnAfBPC -0.030 0.395 0.035 -0.030 0.395 0.035 

LnAfEI 0.065 0.005** 0.023 0.065 0.005** 0.023 

LnAfPR -0.027 0.001** 0.008 -0.027 0.001** 0.008 

LMI*AfT -0.030 0.004** 0.010 - - - 

UMI*AfT - - - 0.030 0.004** 0.010 

LNGDP 1.245 0** 0.126 1.245 0** 0.126 

LNGDPC -0.142 0.294 0.135 -0.142 0.294 0.135 

LNPOP -0.333 0.01** 0.129 -0.333 0.01** 0.129 

WTO membership 0.065 0.235 0.055 0.065 0.235 0.055 

Economic shocks 0.151 0* 0.035 0.151 0* 0.035 

Geography -0.069 0.085 0.040 -0.069 0.085 0.040 

Exchange rate regime -0.141 0.005* 0.050 -0.141 0.005* 0.050 

Quasi-LR statistic 5441.3 0.00  5441.3 0.00  

Pseudo R-squared 0.832008   0.832008   

Adjusted R-squared 0.829507   0.829507   

* Significant at 1%, **Significant at 5%         

Source Author’s calculations 

 

The quantile process estimates indicate that the total AfT only had significant impacts 

on the total export of goods and services in Model 2 from the 10th to 50th quantiles but these 

impacts were negative (Figure 25). Contrary to an earlier finding of Martinez-Zarzoso et al. 

(2017), the results of this study show that among the middle-income countries the total AfT had 

negative impacts on countries that export less goods and services. However, Martinez-Zarzoso 

et al. (2017) found that total AfT disbursements promote the export of goods and services mainly 

for the lower quantiles (0.1, 0.25, 0.50) of the conditional distribution of exports and therefore 

concluded that countries that export less in volume are those benefitting most from AfT. The 

differences in findings could be to the fact that Martinez-Zarzoso et al. (2017) used data from 
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2000 to 2011 and covered 124 countries; however, this study used more recent data from 2008 

to 2018 and concentrated only on middle-income countries. 

 

Figure 25 Quantile process estimates for impact of AfT on goods and services exports 

 

Source Author’s construct and calculations 

 

 With respect to the AfT components, the quantile process estimates show that the 

LnAfEI had significant positive impacts on LnEx from the 10th to 50th quantiles (Figure 

26). This result is similar to Martinez-Zarzoso et al. (2017); however, rather than the total AfT 

disbursements, this study finds that it is rather the aid for economic infrastructure that has more 

benefits for countries that that export less goods and services. The other 2 components of AfT 

namely the AfPR and AfBPC were found to have significant negative impacts on the total export 

of goods and services. The LnAfPR was found to have significant impacts from the 10th to 60th 

quantiles while the LnAfBPC was found to have significant impacts from the 70th to 90th 

quantiles of the LnEx distribution. The Wald Chi Square statistic of 270.65 for Test for Slope 

Equality was significant suggesting that the elasticities of LnEx to AfT was asymmetrical across 

quantiles whiles the Wald Chi Square statistic of 51.52 for the Symmetric Quantiles Test was 

insignificant suggesting evidence of conditional symmetry among quantiles. 
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Figure 26 Impact of aid-for-trade components on export of goods and services exports 

 

Source Author’s calculations 

 

The quantile process estimates further revealed that the income group of the 

middle-income countries had significant impacts on the total export of goods and services 

in all quantiles (10th to 80th) except the 90th quantiles. Interestingly, however, the impacts 

were positive in countries classified as UMI and negative in countries classified as LMI 

(Figure 27). This finding is consistent with Acheampong – Udvari (2020) who found that 

foreign aid has different impacts in UMI and LMI countries. 

 

Figure 27 Income group effect on AfT impacts on export of goods and service 

 

Source Author’s construct and calculations 
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Similar to the results regarding merchandise exports, these findings suggest that 

the aid for economic infrastructure has the greatest potential for expanding the total 

exports of goods and services in the middle-income countries particularly among countries 

below the 70th quantile. The slope equality test was significant in both instances suggesting that 

the elasticity of total export of goods and service as well merchandise exports to AfT varied 

among countries in different quantiles. In the case of the export of goods and service, this study 

also finds that the income group also had significant impacts and that AfT had the greatest 

positive impacts in UMI countries within the bottom quantiles of the total export of goods and 

services distribution. Earlier results also suggest that the impacts of AfT varied across countries 

and regions. 

When asked about these results, an official of the OECD was of the personal view that 

it is not surprising that the AfT had some significant impacts on export expansion since this was 

one of the initial objectives of the AfT Initiative. He however noted that just increasing the volume 

of exports alone is not sufficient for escaping the MIT but rather the focus should be on how AfT 

increases total factor productivity and also how trade impacts the domestic economies of the 

beneficiary countries through knowledge spillovers and technological transfer as well as the 

extent to which countries can move up the global value chain (Field data, 2021). As noted by 

Folfas – Udvari (2019) nowadays, global production networks and value chains are critical for 

the world economy. Again, since the MIT literature also suggest that composition of exports is 

also important for escaping the MIT (Kanchoochat, 2015; Soyyigit, 2019, Zhou et al., 2018), the 

study also investigated the impact of the AfT on export diversification in the middle-income 

countries especially since OECD – WTO (2019, p. 27) notes that “economic diversification and 

economic empowerment embody the rationale for the Aid for Trade Initiative”. 

 

6.2.2 Impact of aid-for-trade on export diversification in middle-income countries 

Besides the impacts of AfT on export flows, the study also investigated how aid-for-

trade has impacted the export diversification performance of the middle-income countries since 

this was another objective of the AfT Initiative. Specifically, the study investigated the impact 

of AfT on 3 different measures of export diversification namely the absolute number of export 

product lines (AD), export diversification index (DI), and the export concentration index (CI). 

The results were also disaggregated by regions, geography, and by countries. 
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With respect to export diversification performance, t-test results indicate that there 

have been significant improvements in absolute number of export product lines of the 

middle-income countries when the average number of export products 10 years before the 

AfT Initiative was compared with the average number of export products 10 years after 

the introduction of the AfT Initiative. With respect to their export product diversification and 

concentration indices the t-test results indicate that there had not been any significant change in 

the performance of the middle-income countries as a whole even 10 years after the introduction 

of AfT Initiative (Table 25).  

 

Table 25 T-test results on export diversification performance after Aid for Trade Initiative 

Variable t df Sig. (2-tailed) Mean∆ S.E. ∆ 

DI 0.701 1565 0.484 0.00398 0.00567 

CI -0.017 1552 0.987 -0.00019 0.01132 

AD -5.169 1565 0.00* -21.2567 4.11229 

Source: Author’s calculations 

 

The results of the t-test suggest that, while there has been a significant increase in the 

number of export product lines, a large share of exports of the countries analyzed were still 

accounted for by a small number of commodities. However, further analyses indicate that the 

export diversification performance of the middle-income countries since the AfT Initiative was 

asymmetrical across countries and geographical regions. 

 The disaggregation of t-test results by with regards to the export diversification 

performance of the middle-income countries by geographical regions indicates that, with 

respect to the export diversification index, only 3 out of the 6 regions namely East Asia & 

Pacific, the Middle East & North Africa, and South Asia had experienced a significant change 

since the introduction of AfT. In the case of the of the Middle East and North Africa there 

was a significant decrease in their export diversification index whereas in both South Asia 

as well as East Asia & Pacific there was a significant increase.  

Since the export product diversification index (the Hirschmann–Herfindahl index) 

measures the degree to which a country’s exports are dispersed across different destinations or 

different goods with lower values reflecting higher diversification (UNCTAD, 2020), the 
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findings suggest that there have been significant improvements in the Middle East and North 

African countries whereas East Asia & Pacific as well as the South Asia have become 

significantly worse off in terms of their export diversification index. Table 26 provides a 

breakdown of the performance of the middle-income countries on the 3 different measures of 

export diversification by regions based on t-test results. 

 

Table 26 Export diversification performace after Aid for Trade Initiative by regions 

Region Variable  t df P value Mean∆ S.E.  ∆ 

East Asia & Pacific DI -2.146 246.192 0.033 -0.03309 0.01542 
 

CI -0.278 246.032 0.781 -0.00819 0.02944 
 

AD 0.014 265 0.989 0.17529 12.85732 

Europe & Central 

Asia 

DI 0.695 238 0.488 0.00883 0.01272 

CI -1.441 211.544 0.151 -0.03983 0.02765 

AD -5.126 224.292 0 -32.46667 6.33333 

Latin America & 

Caribbean 

DI 0.91 538 0.363 0.00793 0.00871 

CI -0.126 538 0.9 -0.00159 0.01267 

AD -3.288 538 0.001 -21.67778 6.59292 

Middle East & North 

Africa 

DI 3.181 178 0.002 0.04589 0.01443 

CI 1.76 178 0.08 0.078 0.04433 

AD -3.388 169.789 0.001 -27.21111 8.03064 

South Asia DI -4.262 58 0 -0.04533 0.01064 
 

CI -3.008 58 0.004 -0.11867 0.03945 
 

AD -0.975 58 0.334 -16.6 17.02978 

Sub-Saharan Africa DI 1.16 278 0.247 0.01471 0.01269 
 

CI 0.6 278 0.549 0.01779 0.02963 

  AD -3.215 278 0.001 -26.45714 8.22877 

Source: Author’s calculations 

 

 T-test results for the export diversification performance of the middle-income countries 

by regions were also mixed. For instance, the study finds that for the sample countries as a whole 

there has been a significant increase in the export concentration index of the landlocked countries 

but not the non-landlocked countries (Table 27). For the export diversification index and 

absolute number of export products, the overall result did not differ by geography.  
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Table 27 Export diversification performace after Aid for Trade Initiative by geography 

Geography Variable t df 
Sig. (2-

tailed) 

Mean 

Difference 

Std. Error 

Difference 

Not landlocked DI 1.293 1305 0.196 0.00801 0.0062 

 CI 0.908 1305 0.364 0.01137 0.01252 

 AD -4.333 1305 0 -20.63839 4.76353 

Landlocked DI -1.336 258 0.183 -0.01569 0.01174 

 CI -2.254 244 0.025 -0.058 0.02573 

  AD -3.796 258 0 -24.33846 6.4124 

Source: Author’s calculations 

  

Further analysis of the changes in export diversification performance of the 

middle-income countries since the introduction of the Aid for Trade Initiative revealed 

that the result was asymmetrical across landlocked and non-landlocked countries even 

within the various geographical regions. For instance, in some regions, the changes in the 

absolute number of export product lines were significant for both the landlocked and non-

landlocked countries but in other regions that was the case (Table 28). Furthermore, the results 

for both the export diversification index and the export concentration index were also different 

for the landlocked and non-landlocked countries. For instance, based on t-test results, the study 

finds that in the Europe and Central Asia region whereas there was a significant reduction in the 

export diversification index within the non-landlocked countries, there had not been any 

significant change in the export diversification index of the landlocked countries since the 

introduction of the AfT. On the other hand, the study finds the reverse effect with respect to the 

product export concentration index.  

Unlike the Europe and Central Asia region, the t-test results show different results in 

other regions. For instance, the study finds that there has been a significant increase in the 

average absolute number of exported product lines in both landlocked and non-landlocked 

countries in all regions but in the Sub-Saharan Africa region there had not been any significant 

increase in the landlocked countries since the introduction of the AfT Initiative. Only the 

landlocked countries recorded a significant increase in AD since the introduction of the AfT 

Initiative. Table 28 provides a breakdown of the changes in the performance of the middle-

income countries on the 3 measures of export diversification by geography and regions. 
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Table 28  Export diversification performace after AfTI by regions and geography 

Region Geography Variable t df Prob. Mean ∆ S. E. ∆  

Europe & 

Central 

Asia 

  

  

Not 

landlocked 

  

DI 2.20 98 0.03 0.04 0.01646 

CI 1.15 98 0.25 0.01 0.01286 

AD -3.89 79 0.00 -38.16 9.8137 

Landlocked 

  

DI -0.67 138 0.51 -0.01 0.01608 

CI -2.01 123 0.05 -0.08 0.03926 

AD -3.71 138 0.00 -28.40 7.64248 

Latin 

America 

& 

Caribbean 

  

  

Not 

landlocked 

  

DI 1.11 493 0.27 0.01 0.00897 

CI 0.13 498 0.90 0.00 0.01346 

AD -2.94 498 0.00 -20.90 7.11182 

Landlocked 

  

  

DI -1.65 38 0.11 -0.02 0.01058 

CI -1.57 38 0.12 -0.04 0.02767 

AD -9.46 38 0.00 -31.45 3.32548 

South 

Asia 

  

  

  

  

Not 

landlocked 

  

DI -1.34 38 0.19 -0.02 0.01121 

CI -2.30 24 0.03 -0.13 0.05838 

AD -0.78 37 0.44 -18.95 24.18516 

Landlocked 

  

  

DI -6.70 18 0.00 -0.11 0.01583 

CI -4.62 18 0.00 -0.09 0.01884 

AD -3.44 18 0.00 -11.90 3.45848 

Sub-

Saharan 

Africa 

  

  

  

Not 

landlocked 

  

DI 1.22 218 0.22 0.02 0.01448 

CI 0.73 218 0.46 0.03 0.03434 

AD -3.08 218 0.00 -29.78 9.67285 

Landlocked DI 0.25 58 0.80 0.00 0.01601 

CI -0.16 58 0.87 -0.01 0.05776 

AD -1.01 53 0.32 -14.27 14.15154 

There were no landlocked countries in both East Asia & Pacific as well as Middle East & North Africa 

Source: Author’s calculations 

 

Apart from the regions and geography the study also investigated the changes in 

export diversification performance of the middle-income countries at the country levels by 

comparing the performance of each country 10 years before and after the Aid for Trade Initiative 
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by using Paired-samples t-test. The t-test results revealed asymmetrical outcomes across 

countries and within regions for all the 3 measures of export diversification analysed. 

Although for the sample as a whole, the t-test results showed that there had not been any 

significant change in the export diversification index, when the 10-year average before the AfT 

Initiative was compared with the average after 10 years the AfT Initiative, the disaggregation of 

the results shows that more than half of the sample countries (49 out of 79 with data available) 

recorded significant changes. As indicated in Figure 28 some countries have recorded a reduction 

whereas some countries have recorded an increase. 

 

Figure 28 Map of AfT impact on export diversification index of middle-income countries 

 
Source Author’s calculations and construct based on data from unctadstat.org 

 

 A descriptive analysis of the change in export diversification index when the 10 year 

average before the AfT Initiative was compared with the average 10 years after the AfT Initiative 

indicates that out of all the middle-income countries, Turkey has recorded greatest improvements 

in their export diversification index followed by Tunisia and Angola whiles Micronesia, Kiribati, 

and Marshall Islands are countries which have recorded the worse deterioration in their export 

diversification index since the AfT Initiative. Table 29 shows the top 10 and bottom 10 

performers with respect to changes in the export diversification index after the AfT Initiative.  
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Table 29 Ranking of countries by export diversification index performance after AfTI 

Rank Top 10 Countries ∆ 𝑫𝑰(%) Bottom 10 Countries ∆ 𝑫𝑰(%) 

1 Turkey -22.04 Micronesia, Fed. Sts. 30.91 

2 Tunisia -20.35 Kiribati 21.29 

3 Angola -18.91 Marshall Islands 16.72 

4 Syria -16.33 Bhutan 16.15 

5 Egypt -14.22 Tonga 14.83 

6 Cuba -12.46 Argentina 13.55 

7 Iran -12.43 Palau 11.53 

8 Malaysia -10.46 Equatorial Guinea 10.80 

9 Mauritius -10.01 Brazil 8.88 

10 Thailand -8.50 Cape Verde 8.65 

Source Author’s calculations 

 

Interestingly, Turkey was also the highest recipient of AfT whiles Tunisia was the 5th 

highest recipient out of the 81 middle-income countries analysed over the study period. Egypt 

which is also among the top 10 performers was also the 2nd highest recipient of AfT. As at 2017, 

both Thailand and Turkey were ranked among the top 10 most diversified countries in the world 

whiles Micronesia and Kiribati were also among the bottom 10 diversified economies in the 

world (UNCTAD, 2019). 

 Although the t-test results showed that overall, there had been a significant increase 

in the number of export product lines of the middle-income countries since the 

introduction of the Aid for Trade Initiative, a disaggregation of the t-test results at the 

country level revealed asymmetrical outcomes. While some countries had recorded an 

increase when their average number of export product lines 10 years before the AfT Initiative 

was compared to their average number of export product lines 10 years after the AfT Initiative, 

the study finds that some countries also recorded a reduction in their number of export product 

lines. Figure 29 shows the performance of all the study countries with respect to their absolute 

number of export product lines performance. 
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Figure 29 Map of AfT impact on number of export product lines of middle-income countries 

 

Source Author’s construct and calculations based on data from unctadstat.org 

 

Overall, Seychelles which was among the bottom 7 AfT recipient emerged as the 

country that recorded the highest percentage increase in their average absolute number of 

export product lines followed by the Republic of Congo, and Lesotho. Table 30 provides the 

top 10 and bottom performers with respect to the number of export product lines. 

 

Table 30 Ranking of countries on number of export product lines performance after AfTI 

Rank Top 10 Countries ∆ 𝑨𝑫% Bottom 10 Countries ∆ 𝑨𝑫% 

1 Seychelles 116.72 Northern Mariana Islands -42.95 

2 Congo, Rep. 99.03 Kiribati -36.43 

3 Lesotho 98.69 Swaziland -10.98 

4 St. Lucia 96.45 Venezuela -8.44 

5 Tonga 92.59 Mexico -1.52 

6 Samoa 91.79 Argentina -1.33 

7 Gabon 88.80 Grenada -0.98 

8 Equatorial Guinea 76.69 South Africa 0.36 

9 Vanuatu 76.54 China 0.47 

10 Belize 75.04 Malaysia 1.77 

Source Author’s calculations 
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 With respect to the export product concentration index, the study finds that only 

the South Asia region recorded a significant change since the introduction of the AfT; however, 

within regions, the performance of countries varied (Figure 30). Table 31 also shows the top 10 

and bottom 10 performers with respect to changes in the export concentration index. 

 

Figure 30 Map of AfT impact on export concentration index of middle-income countries 

 

Source Author’s construct and calculations based on data from unctadstat.org 

 

Table 31 Ranking of countries on export concentration index performance after AfTI 

Rank Top 10 Countries ∆ 𝑪𝑰(%) Bottom 10 Countries ∆ 𝑪𝑰(%) 

1 Syria -54.95 Maldives 78.86 

2 Cuba -40.66 Brazil 70.82 

3 Bosnia and Herzegovina -39.77 Bolivia 70.43 

4 Egypt -38.69 Djibouti 62.27 

5 Samoa -36.47 Kiribati 55.71 

6 Northern Mariana Islands -35.84 Colombia 54.67 

7 Mauritius -34.07 Belarus 46.74 

8 Philippines -34.03 Azerbaijan 46.74 

9 Moldova -33.94 Guyana 41.16 

10 Iran -30.68 Micronesia 33.18 

Source Author’s calculations 
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Although the t-test results give an indication as to whether, there has been an 

improvement or not in the export diversification of beneficiary countries since the introduction 

of the AfT, it does not give an indication of causal relationships. Correlation analysis was 

therefore used to investigate the relationship between AfT and export diversification in the MICs 

whereas quantile regression models were used to estimate the impact of AfT on the export 

diversification of the middle-income countries based on Equation 5.  

 Based on Pearson’s Product Moment Correlation, the study finds that there was a 

significant positive relationship between the total aid-for-trade and the absolute 

number of export product lines (AD) whiles there was a significant negative 

relationship between the AfT and both the export product concentration and 

diversification indices. The relationship between the LnAfT and LnAD was stronger in the 

LMI countries (R = 0.5) compared to the UMI countries (R = 0.4) whiles the reverse was the 

case with respect to the relationship between the AfT and both the CI and DI (Table 32). 

 

Table 32 Relationship between aid-for-trade and export diversification by income groups 
  Lower middle-income  Upper middle-income  
  LnAD CI DI LnAD CI DI 

LnAfT Pearson Correlation 0.50** -0.41** -0.34** 0.41** -0.54** -0.52** 

 Sig. (2-tailed) 0.00 0.00 0.00 0.00 0.00 0.00 

 N 528 572 572 275 286 286 

LnAfPR Pearson Correlation 0.27** -0.16** -0.22** -0.32** -0.03 0.012 

 Sig. (2-tailed) 0.00 0.00 0.00 0.00 0.67 0.84 

 N 528 572 572 275 286 286 

LnAfEI Pearson Correlation 0.28** -0.34** -0.28** 0.56** -0.43** -0.48** 

 Sig. (2-tailed) 0.00 0.00 0.00 0.00 0.00 0.00 

 N 528 572 572 275 286 286 

LnAfBPC Pearson Correlation 0.62** -0.41** -0.28** 0.39** -0.58** -0.49** 

 Sig. (2-tailed) 0.00 0.00 0.00 0.00 0.00 0.00 

  N 528 572 572 275 286 286 

** Correlation is significant at the 0.01 level (2-tailed). 

* Correlation is significant at the 0.05 level (2-tailed). 

Source Author’s calculations 

 

In terms of the 3 components of AfT, the study finds that the AfPR had a positive 

relationship with the absolute number of export product lines (LnAD) in the LMI countries 
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but the relationship was negative in the UMI countries. With respect to the absolute number 

of export product lines, the study finds that the LnAfEI had the strongest positive relationship 

in the UMI countries whereas the LnAfBPC had the strongest positive relationship in the 

LMI countries. With regards to the export product concentration and diversification indices, 

the relationship with the total AfT and the 3 components were significant and negative in 

both the LMI and UMI countries with the exception of the LnAfPR which did not have a 

significant relationship in the UMI countries. The results also varied by regions (Table 33). 

 

Table 33 Relationship between LnAfT and export diversification by regions 

Region  Results LnAD CI DI 

East Asia & Pacific Pearson Correlation 0.517** -0.472** -0.537** 

 
Sig. (2-tailed) 0 0 0 

 
N 110 143 143 

Europe & Central Asia Pearson Correlation 0.275** -0.533** -0.494** 

 
Sig. (2-tailed) 0.001 0 0 

 
N 143 132 132 

Latin America & Caribbean Pearson Correlation 0.336** -0.350** -0.082 

 
Sig. (2-tailed) 0 0 0.16 

 
N 286 297 297 

Middle East & North Africa Pearson Correlation -0.043 -0.341** -0.389** 

 
Sig. (2-tailed) 0.71 0.001 0 

 
N 77 99 99 

South Asia Pearson Correlation 0.879** -0.924** -0.421* 

 
Sig. (2-tailed) 0 0 0.015 

 
N 33 33 33 

Sub-Saharan Africa Pearson Correlation 0.308** -0.400** -0.335** 

 
Sig. (2-tailed) 0 0 0 

  N 154 154 154 

** Significant at the 0.01 level (2-tailed). * Significant at the 0.05 level (2-tailed). 

c Cannot be computed because at least one of the variables is constant. 

Source Author’s calculations 
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 At the regional level, the study finds a significant positive relationship between 

the total AfT and absolute number of export product lines in all regions except for the 

Middle-East and North Africa. This result is consistent with the t-test results which 

revealed that there had been a significant reduction in the absolute number export product 

lines in this region since the introduction of the AfT Initiative. With respect to the export 

product concentration and diversification indices there was a significant negative 

relationship with the total AfT in all regions except the Latin America and Caribbean region 

in which there was no significant relationship with the export diversification index.  

Besides the relationship between AfT export diversification, the study also 

analysed the impact on of AfT on export diversification using quantile regression 

models. With respect to absolute number of export product lines (AD), the study finds that 

the total AfT had a significant negative impact although the correlation results indicate that 

there was a significant positive relationship between LnAfT and LnAD in all regions except 

the Middle East and North Africa region (Table 34). The quantile process estimates further 

indicates that the impacts of LnAfT on AD were significant and negative for countries within 

the 50th to 90th quantiles in Model 1 and the 40th to 80th quantiles in Model 2 (Figure 31). In 

both models the impact was of LnAfT greatest for countries in the 70th quantile (Figure 31.  

 

Figure 31 Process estimates of impact of aid-for-trade on number of export product lines 

 

Source Author’s construct and calculations 
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Table 34 Impact of aid-for-trade on the absolute number of export product lines 

Dependent variable: Absolute number of export product lines (AD) 

Method: Quantile Regression (Median), Included observations: 792  
 

Model 1 
 

Model 2 
 

Variable 𝛽 Prob. Std. Error 𝛽 Prob. Std. Error 

C -938.143 217.086 0.000 -938.143 

217.08

6 0.000 

LNAFT -6.705 3.358 0.046* -9.057 3.593 0.012** 

LNAFBPC 7.642 2.381 0.001** 7.642 2.381 0.001** 

LNAFEI 4.667 1.663 0.005** 4.667 1.663 0.005** 

LNAFPR 0.040 0.945 0.966 0.040 0.945 0.966 

LMI*AFT -2.352 0.965 0.015* - - - 

UMI*AFT - - - 2.352 0.965 0.015* 

LNGDP -44.689 15.717 0.005** -44.689 15.717 0.005** 

LNPPPC 69.047 15.974 0.000** 69.047 15.974 0.000** 

LNPOP 73.060 15.749 0.000** 73.060 15.749 0.000** 

WTO Membership 4.850 9.034 0.592 4.850 9.034 0.592 

Economic Shocks 1.412 3.260 0.665 1.412 3.260 0.665 

Geography -1.843 4.287 0.667 -1.843 4.287 0.667 

Exchange rate regime 5.423 3.654 0.138 5.423 3.654 0.138 

Quasi-LR statistic 1657.25 0.00** 
 

1657.25 0.00** 
 

Pseudo R-squared 0.585     0.585     

Adjusted R-squared 0.579 
  

0.579 
  

* Significant at 1%, **Significant at 5%         

Source Author’s calculations 

 

 With respect to the AfT components, the study finds that only the AfBPC and the 

AfEI had significant positive impacts on the absolute number of export product lines in the 

middle-income countries. The quantile process estimates show that the LnAfBPC was 

significant from the 20th to 90th quantiles whereas the LnAfEI was only significant from the 

40th to the 80th quantile of the AD distribution (Figure 32). In both models, the impacts were 

greatest in the 70th quantile but overall, the AfBPC had the greatest impacts. 
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Figure 32 Process estimates of impact of aid-for-trade components on export product lines 

 

Source Author’s calculations and construct 

 

 Similar to the results for the total export of goods and services, the study finds that 

the income group of the countries also had a significant effect on the impact of AfT on the 

absolute number of export product lines. The impacts were significant in countries within 

the 40th to 80th quantiles of the AD distribution. Again, in these quantiles, the impacts were 

positive for the UMI countries and negative for the LMI income countries (Figure 33). 

 

Figure 33 Process estimates on effect of income groups on AfT impacts on export products 

 

Source Author’s calculations and construct 
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Aside from the income groups, the study also finds the population and size of the 

economies also had significant impacts on the absolute export product lines of the middle-

income countries. The goodness of fit statistic Pseudo R-square and the Adjusted R-square 

are 0.59 and 0.58 respectively suggesting that about 60% of the variations in the conditional 

median of the absolute number of export product lines in the middle-income countries could 

be explained by the models. The Quasi-LR statistic was also significant indicating that the 

model is stable. Furthermore, the Wald Chi Square statistic of 693.07 for Test for Slope 

Equality was significant suggesting that the elasticities of AD to AfT was asymmetrical across 

quantiles whiles the Wald Chi Square statistic of 160.45 for the Symmetric Quantiles Test was 

significant suggesting no evidence of conditional symmetry among quantiles. 

With the export concentration index, the study finds that the total AfT had significant 

positive impacts in the 60th to 90th quantiles whereas the LnAfBPC had significant negative 

impacts in all quantiles of the CI distribution and the LnAfEI only had significant negative 

impacts in countries within the 50th to 90th quantiles (Figure 34) but the LnAfPR did not have 

any significant impacts. The results suggest that AfBPC contributes to improvements in the 

CI of all countries whiles the AfEI contributes to improvements of countries with higher CI. 

 

Figure 34 Quantile process estimates of impact of AfT on export concentration index 

 

Source Author’s calculations and construct 
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The quantile regression models suggest that the income group of the countries did 

not influence the CI performance of the MICs; however, other determinants such as the 

quality of human capital, institutions, natural capital, the private sector, as well as the 

exchange rate regime practiced in the beneficiary countries were significant. The goodness 

of fit statistic Pseudo R-square and the Adjusted R-square are 0.36 and 0.35 respectively 

suggesting that close to 40% of the variations in the conditional median of the export 

concentration index in the middle-income countries could be explained by the models 

suggesting that other factors were also important determinants. The Quasi-LR statistic of 

674.66 was also significant indicating that the model is stable. Furthermore, the Wald Chi 

Square statistic of 828.82 for Test for Slope Equality was significant suggesting that the 

elasticities of CI to AfT was asymmetrical across quantiles whiles the Wald Chi Square statistic 

of 146.88 for the Symmetric Quantiles Test was significant suggesting no evidence of 

conditional symmetry among quantiles. 

With respect to the export diversification index, the study finds that only the AfEI 

had a significant impact but the impacts were not great. The quantile process estimates 

suggest the LnAfEI only had significant negative impacts for countries in the 10th and 50th 

quantiles respectively. Neither the total AfT nor the other 2 components of AfT had any 

significant impact. The income group of the countries was also not significant. The study 

however finds that other factors such as economic shocks, foreign direct investment, and the 

exchange rate regimes in the middle-income countries as well as the quality of human 

capital, institutions, and the private sector had significant impacts on the DI. The Pseudo R-

square and the Adjusted R-square goodness of fit statistics were 0.29 and 0.27 respectively 

suggesting that close to 30% of the variations in the conditional median of the export 

concentration index in the middle-income countries could be explained by the models 

suggesting that other factors were also important. The Quasi-LR statistic of 407.58 was also 

significant indicating that the model is stable. Furthermore, the Wald Chi Square statistic of 

355.29 for Test for Slope Equality was significant suggesting that the elasticities of DI to AfT 

was asymmetrical across quantiles whereas the Wald Chi Square statistic of 63.49 for the 

Symmetric Quantiles Test was also insignificant suggesting evidence of conditional symmetry 

among quantiles. 
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In spite of the mixed results concerning export diversification, several countries have 

reported positive outcomes.  According OECD – WTO (2019) 53% of developing countries 

reported that they have experience progress in economic diversification since the beginning 

of the Aid for Trade Initiative in 2006 in their Self-Assessment Questionnaires. For instance, 

when asked the question ‘Has your government recorded progress in economic 

diversification since the launch of the Aid for Trade Initiative in 2006?’, an official of Costa 

Rica stated that “Costa Rica's exportable offer has diversified significantly in terms of 

products and destinations since 2006. For example, medical devices, growth in pineapple 

exports, and an increase in the share of exports from the service sector” (Appendix 7). 

Based on the results presented in this chapter, it can be concluded that AfT has had 

some significant impacts on the export performance of the middle-income countries. 

However, the impacts have not been symmetrical. Although, the impacts of AfT on the 

middle-income countries was asymmetrical across countries with different geography, 

income levels, and different levels of export development, the positive impacts are consistent 

with various empirical studies on AfT as noted by Udvari (2017) and the most recent review 

of AfT studies captured in the OECD and WTO’s Aid for Trade at a Glance 2019. The 

results also suggest that the various components of AfT has different impacts for different 

countries consistent with the strand of aid effectiveness literature which suggest that foreign 

aid may be more effective if channeled to specific sectors (Udvari & Ampah, 2018). For the 

sample countries as a whole, the findings suggest that while there have been some improvements 

in terms of export expansion, in many of the countries a large share of exports are still accounted 

for by a small number of commodities. Meanwhile authors such as Felipe et al. (2012), 

Kanchoochat (2015), OECD – WTO (2019) and others have noted that export diversification is 

important for growth, achieving sustainable development goals and escaping the MIT. 

 

6.3 Impact of aid-for-trade on the supply side trade infrastructure and logistics 

As indicate in the earlier chapters, the AfT Initiative was introduced based on the 

realization that developing countries were unable to effectively participate in international trade 

to challenges with several supply side factors such as infrastructure and logistics. Thus, one of 

the objectives of AfT is to improve trade infrastructure and logistics in beneficiary countries with 

the expectation that this would translate to more effective participation in trade. As Arvis et al., 
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(2018) points out, improvements in supply side infrastructure and logistics reduces trade costs. 

The study therefore investigated the impact of AfT on the Logistics Performance Index (LPI) of 

the beneficiary middle-income countries. 

A paired-sample t-test of the overall LPI scores for 60 of the 81 middle-income countries 

that had available data for 2007 when the LPI data series begins compared to the LPI of the same 

countries for 2018 indicates that there has been a significant improvement in the LPI of the 

countries since the introduction of the AfT Initiative by 6%. The results are as follows: LPI for 

the MICs at the beginning of the AfT initiative (M = 2.54, SD =0.37) was found to be lower than 

LPI for the MICs as at 2018 (M = 2.69, SD =0.34); t 4.71, p = 0.00, two-tailed). The mean 

difference was -0.15 (95% CI: 0.09 to 0.22) at df=59.  

Results of Pearson’s Product Moment Correlation analysis confirmed that some of the 

improvements with the LPI of the middle-income countries could be associated with AfT. 

Overall, the relationship between LnAfT and LPI was stronger in countries classified as UMI 

compare to the LMI countries. With the exception of the LnAfPR which did not have a 

significant relationship with the LPI of the UMI countries, all the components had a significant 

positive relationship with the LPI in both the LMI and UMI countries (Table 35). 

 

Table 35 Relationship between aid-for-trade and logistics performance index of study countries 

  LMI UMI All countries 

LnAfT Pearson Correlation 0.351** 0.398** 0.343** 

 Sig. (2-tailed) 0 0 0 

 N 465 191 656 

LnAfPR Pearson Correlation 0.102* -0.131 0.034 

 Sig. (2-tailed) 0.027 0.07 0.389 

 N 465 191 656 

LnAfEI Pearson Correlation 0.308** 0.414** 0.312** 

 Sig. (2-tailed) 0 0 0 

 N 465 191 656 

LnAfBPC Pearson Correlation 0.326** 0.349** 0.309** 

 Sig. (2-tailed) 0 0 0 

 N 465 191 656 

** Correlation is significant at the 0.01 level (2-tailed). 

* Correlation is significant at the 0.05 level (2-tailed).  
Source Author’s calculations 
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Further correlation analysis revealed that the relationship between AfT and the LPI of 

the middle-income countries varied by geographical regions. For instance, the total AfT had a 

significant positive relationship in all regions except Latin America and Caribbean as well as 

East Asia and the Pacific. With respect to the relationship between the 3 components of AfT and 

the LPI, the study finds that in all regions, the AfPR did not have a significant relationship with 

the LPI (Table 36). However, the relationship between the other 2 components and the LPI was 

mixed for countries in the respective regions. For instance, it is only the Europe and Central Asia 

as well as the Sub-Saharan African regions that significant positive relationships between the 

LPI and both the AfEI and the AfBPC. Overall, the strongest significant relationships were found 

to be in the Europe and Central Asia region (Table 36). 

 

Table 36 Relationship between aid-for-trade and logistics performance index by regions 

Regions   AfT AfPR AfEI AfBPC 

East Asia & Pacific Pearson Correlation 0.241 0.214 0.206 0.275* 

 Sig. (2-tailed) 0.055 0.09 0.103 0.028 

 N 64 64 64 64 

Europe & Central Asia Pearson Correlation 0.766** -0.016 0.762** 0.710** 

 Sig. (2-tailed) 0 0.853 0 0 

 N 145 145 145 145 

Latin America & Caribbean Pearson Correlation 0.032 -0.114 0.076 -0.066 

 Sig. (2-tailed) 0.643 0.093 0.265 0.334 

 N 218 218 218 218 

Middle East & North 

America Pearson Correlation 0.289** 0.133 0.198 0.346** 

 Sig. (2-tailed) 0.005 0.203 0.058 0.001 

 N 93 93 93 93 

South Asia Pearson Correlation 0.389* 0.212 0.383* 0.311 

 Sig. (2-tailed) 0.045 0.289 0.049 0.114 

 N 27 27 27 27 

Sub-Saharan Africa Pearson Correlation 0.521** -0.004 0.446** 0.361** 

 Sig. (2-tailed) 0 0.971 0 0 

  N 109 109 109 109 

* Correlation is significant at the 0.05 level (2-tailed)   

** Correlation is significant at the 0.01 level (2-tailed).       

Source Author’s calculations 

 

The study also sought to quantify the impact of AfT on the LPI of the middle-income 

countries using 2 quantile regression models. Without controlling for other determinants, the 
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study finds that the LnAfT has significant impacts on the LPI with the results suggesting that a 

1% increase in the median value of LnAfT would increase the median value of LPI by 0.07. As 

indicate in Figure 35, the quantile process estimates further indicates that AfT has stronger 

impacts on the LPIs of countries in higher quantiles of the LPI distribution. The income groups 

of the countries were also significant with positive impacts in UMI countries and negative 

impacts in LMI countries (Figure 35).  

In the quantile regression models, both the Pseudo R-square and the Adjusted R-square 

goodness of fit statistics were 0.1 suggesting that close to 10% of the variations in the conditional 

median of the LPI in the middle-income countries could be explained by the models. However, 

the low figures suggesting that other factors were more important. The Quasi-LR statistic of 

97.97 was also significant indicating that the model is stable. The Wald Chi Square statistic of 

25.25 for Test for Slope Equality was insignificant suggesting that the elasticities of the LPI to 

AfT was symmetrical across quantiles whiles the Wald Chi Square statistic of 35.52 for the 

Symmetric Quantiles Test was also significant suggesting no evidence of conditional symmetry 

among quantiles. 

 

Figure 35 Process estimates of impact of aid-for-trade on Logistics Performance Index 

 

Source Author’s construct and calculations 
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 With respect to the 3 components of AfT, the study finds that only the LnAfBPC and 

LnAfEI had significant impacts on the LPI of the middle-income countries although the impacts 

were very weak. The quantile process estimates further indicates that each of the 3 components 

impacted countries in the various quantiles of the LPI distribution differently. For instance, the 

LnAfBPC had stronger positive impacts on the LPI of countries in the lower quantiles while the 

LnAfEI had stronger positive impacts in countries within the top quantiles of the LPI distribution 

(Figure 36). The AfPR only had significant impacts in the 20th to 40th quantiles. However, the 

AfT components could only explain about 5% of the variations in the conditional median of LPI.  

 

Figure 36 Impact of aid-for-trade components on Logistics Performance Index 

 

Source Author’s construct and calculations 

 

The Wald Chi Square statistic of 58.51 for Test for Slope Equality was significant 

suggesting that the elasticities of LPI to AfT was asymmetrical across quantiles whiles the Wald 

Chi Square statistic of 36.50 for the Symmetric Quantiles Test was also significant suggesting 

no evidence of conditional symmetry among quantiles. Although the study finds that AfT can 

contribute to the improvements of the LPI of the middle-income countries, the study finds that 

other factors such as the private sector, institutions, the population, FDI, and income level and 

size of economy had significant impacts on the conditional median of the LPI in the middle-

income countries as compared to aid-for-trade. As indicated in Table 37, these factors explain 

about 40% of the variations in the conditional median of LPI in the middle-income countries. 
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Table 37 Aid-for-trade impact on logistics performance index of middle-income countries 

Dependent Variable: Logistics Performance Index (LPI)   

Method: Quantile Regression (Median); Included observations: 619  

Huber Sandwich Standard Errors & Covariance  

Sparsity method: Kernel (Epanechnikov) using residuals 

Bandwidth method: Hall-Sheather, bw=0.114  

Estimation successfully identifies unique optimal solution 

          
Variable Coefficient Std. Error t-Statistic Prob.   

          
C -5.392991 1.273360 -4.235246 0.0000 

LnAfT -0.040603 0.049438 -0.821289 0.4118 

LnAfBPC 0.017398 0.028403 0.612518 0.5404 

LnAfEI 0.012980 0.022892 0.567035 0.5709 

LnAfPR 0.008971 0.006264 1.432215 0.1526 

Private Sector 0.009744 0.002350 4.146164 0.0000 

Institution 0.006114 0.001257 4.863293 0.0000 

ZFDI 0.030170 0.009372 3.219349 0.0014 

Human Capital 0.001339 0.002618 0.511257 0.6094 

LnGDP -0.317188 0.091555 -3.464455 0.0006 

LnGDP per capita 0.480634 0.104170 4.613920 0.0000 

LnPopulation 0.435818 0.091669 4.754254 0.0000 

          
Pseudo R-squared 0.408303     Mean dependent var 2.686491 

Adjusted R-squared 0.397581     S.D. dependent var 0.348903 

S.E. of regression 0.214667     Objective 48.36013 

Quantile dependent var 2.652977     Restr. objective 81.73130 

Sparsity 0.463336     Quasi-LR statistic 576.1895 

Prob (Quasi-LR stat) 0.000000     Slope Equality Test stat                69.3054 

Prob (Wald Test stat) 0.00     Symmetric Quantile Test stat      38.28781 

     
     

Source Author’s calculations 
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6.4 Impact of aid-for-trade on economic growth in middle-income countries 

As indicated in the earlier chapters, the main objective of this study was to investigate 

the potential of the AfT Initiative in helping countries to escape the MIT. Since, escaping 

the MIT requires some level of sustained economic growth, there was the need to investigate 

the impact of AfT on economic growth in middle-income countries in order to determine the 

potential of the AfT Initiative in helping countries to escape the MIT. In order to achieve 

this objective, the study was guided the following hypothesis: 

 

𝐻4: AfT can enable middle-income countries to escape the MIT through significant 

impacts on their economic growth. 

 

In order to test the hypotheses of this study, the following research questions were 

investigated: (1) Does AfT make any unique contributions to economic growth in middle-

income countries when other determinants of economic growth are controlled for? (2) How 

does the income group of countries influence the impact of AfT on economic growth in 

middle-income countries? (3) Does AfT have lagged or immediate impacts on economic 

growth in middle-income countries? (4) How does AfT impact economic growth in middle-

income countries over time? (5) What are the direct and indirect effects of AfT on economic 

growth in the middle-income countries? To answer these questions, the study utilized various 

statistical techniques including hierarchical multiple regression, panel quantile regression 

analysis, VAR variance decomposition, and PLS-SEM. The subsequent sections present and 

discusses the key findings emanating from these analyses and research questions. 

 

6.4.1 Contribution of aid-for-trade to economic growth in middle-income countries 

Firstly, the study used the hierarchical multiple regression models (Figure 13) to 

determine whether AfT and its components have any impact on economic growth in the 

middle-income countries when other determinants of growth are controlled for. In this 

regard, the study finds that indeed AfT makes a unique contribution to economic growth. 

With respect to the impact of AfT on GDP per capita, the model as a whole explains close 

to 60% of the variations in GDP per capita. The change statistics were also significant 

suggesting that the LnAfT explains about 4% of the variations in LnGDP per capita of the 
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middle-income countries when other determinants of growth such as FDI, human capital, 

institutions, technological advancement etcetera are controlled for (Table 38).  

 

Table 38 Contribution of aid-for-trade to economic growth in middle-income countries 

Dependent 

Variable Model R 𝒓𝟐 

Adjusted 

𝒓𝟐 S.E. 𝒓𝟐 ∆ Prob. 

LnGDP 

1 0.845a 0.714 0.711 1.30749 0.714 0 

2 0.852b 0.726 0.722 1.28161 0.012 0 

LnGDP per capita 

1 0.728a 0.53 0.524 0.40475 0.530 0 

2 0.757b 0.573 0.568 0.38583 0.043 0 

a. Predictors: (Constant), ZFDI, Institution, Energy, Transport, ICT, Natural Capital, 

Private Sector, Structural Change, Human Capital 

b. Predictors: (Constant), ZFDI, Institution, Energy, Transport, ICT, Natural Capital, 

Private Sector, Structural Change, Human Capital, LnAfT 

Source: Author’s calculations 

 

When the results were disaggregated by income groups, the study finds that LnAfT 

only has significant impacts on the LnGDP per capita of UMI countries but not the LMI 

countries (Table 39). This finding is consistent with Acheampong – Udvari (2020) who 

concluded that foreign aid has the potential to help UMI countries to escape the MIT. 

However, with respect to LnGDP, the study finds that the impact of LnAfT was greater in 

the LMI countries. That notwithstanding, per capita growth rates in real national income 

generally provide a better measure of the changes in the average “welfare” of a country’s 

population than the changes in GDP volumes (UN et al. 2009). Furthermore, it is per capita 

income is the indicator the is generally used in MIT analysis. 
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Table 39 Contribution of aid-for-trade to economic growth by income groups 

Dependent 

variable 
 

Model R 𝒓𝟐 

Adj.  

𝒓𝟐 S.E. ∆ 𝒓𝟐  Prob 

LnGDP per capita LMI 1 0.782a 0.61 0.61 0.34 0.61 - 

  
 

2 0.782b 0.61 0.60 0.34 0.00 0.50 

  UMI 1 0.602a 0.36 0.34 0.28 0.36 - 

    2 0.635b 0.40 0.38 0.28 0.04 0.00* 

LnGDP LMI 1 0.872a 0.76 0.76 1.17 0.76 - 

   2 0.907b 0.82 0.82 1.00 0.06 0.00* 

  UMI 1 0.912a 0.83 0.83 1.07 0.83 - 

   2 0.918b 0.84 0.84 1.04 0.01 0.00* 

a. Predictors: (Constant), ZFDI, Institution, ICT, Natural Capital, Energy, Transport, 

Private Sector, Structural Change, Human Capital 

b. Predictors: (Constant), ZFDI, Institution, ICT, Natural Capital, Energy, Transport, 

Private Sector, Structural Change, Human Capital, LnAfT 

Source Author’s construct 

 

In addition to the total AfT, the study also investigated the impact of the AfT 

components on economic growth in the middle-income countries. Again, with respect to the 

impact of Rest the 3 components of AfT on GDP per capita, the model as a whole explains 

close to 60% of the variations in GDP per capita. The change statistics were also significant 

indicating that about 5% of the variations the GDP per capita could be attributed to the 

components of AfT (Table 40). 
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Table 40 Contribution of the 3 components of aid-for-trade to economic growth 

Dependent 

Variable Model R 𝒓𝟐 

Adjusted 

𝒓𝟐 S.E. 𝒓𝟐 ∆ Prob. 

LnGDP 
1 0.845a 0.714 0.711 1.30748 0.714 - 

2 0.855b 0.73 0.726 1.27318 0.016 0 

LnGDP per 

capita 

1 0.728a 0.53 0.524 0.40474 0.530 - 

2 0.762b 0.581 0.574 0.38289 0.051 0 

a. Predictors: (Constant), ZFDI, Institution, Energy, Transport, ICT, Natural Capital, 

Private Sector, Structural Change, Human Capital 

b. Predictors: (Constant), ZFDI, Institution, Energy, Transport, ICT, Natural Capital, 

Private Sector, Structural Change, Human Capital, LnAfPR, LnAfBPC, LnAfEI 

Source Author’s calculations 

 

A disaggregation of the impact of the AfT components on economic growth by 

income groups revealed that in the UMI countries, that both the LnAfEI and LnAfBPC had 

negative impacts. However, in the LMI countries, the LnAfBPC had a significant positive 

impact on the LnGDP per capita while the LnAfEI had a negative impact (Figure 37).  

 

Figure 37 Impact of aid-for-trade components on growth in middle-income countries 

 

Source Author’s calculations 
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 Further analysis of the impact of the AfT components on economic growth in the 

middle-income countries using quantile regression confirmed that only the LnAfBPC and 

the LnAfEI had significant impacts the LnGDP per capita of the middle-income countries. 

Whereas the LnAfEI was found to have negative impacts in all quantiles, the LnAfBPC had 

significant positive impacts among countries in the bottom 10th to 30th quantiles of the 

LnGDP per capita distribution (Figure 38). Similar to the hierarchical multiple regression 

results, the quantile regression model showed that the AfT components alone could only 

explain about 4% of the variations in the median value of GDP per capita based on a Pseudo 

R-squared and Adjusted R-squared values of 0.04. The Quasi-LR statistic of 57.93 was also 

significant suggestion the model stable while both the Wald Chi-Square statistics for both 

the slope equality and symmetric quantiles of 223.11 and 138.62 respectively were 

significant suggesting the components of AfT impacted countries at various GDP per capita 

levels differently as indicated in Figure 38. 

 

Figure 38 Quantile process estimates of the impact of AfT components on economic growth 

 

Source Author’s calculations 

 

6.4.2 Short and long run impacts of aid-for-trade on growth in middle income countries 

In addition to determining the overall impacts of AfT on economic growth in the 

middle-income countries, the study also investigated whether the impact was immediate or 

lag. For this objective, VAR variance decomposition and Systems GMM 2-step dynamic 

panel regression models were used. In order to determine the short-term and long-term 
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effects of AfT on economic growth in the middle-income countries, the study used variance 

decompositions, since this statistical approach indicates the relative impact that one variable 

has on another variable over time. 

 

Table 41 VAR variance decomposition of GDP per capita by aid-for-trade components  

Period S.E. LnGDP per capita LnAfBPC LnAfEI LnAfPR 

1 0.07 100.00 0.00 0.00 0.00 

2 0.10   99.97 0.02 0.00 0.01 

3 0.12   99.82 0.12 0.05 0.01 

4 0.14   99.56 0.29 0.14 0.01 

5 0.15   99.12 0.59 0.29 0.01 

Source: Author’s calculations 

 

The variance decomposition results indicate that GDP per capita is strongly 

endogenous whiles the components of the AfT had a strongly exogenous impact on GDP per 

capita. In the short run 100% of the error variance in GDP per capita is explained by itself. 

Over the long run, the components of AfT collectively can only account for about 1% of the 

variance in GDP per capita (Table 41). Out of the 3 components AfT, the variance 

decomposition indicates that both within the short and long run the aid for building 

productive capacity has the greatest impact on economic growth. The results of the variance 

decomposition were consistent with the results of the hierarchical multiple regression results 

which found that the LnAfEI and LnAfBPC have the greatest impact on GDP per capita. The 

series however suffered from serial correlation and heteroskedasticity. 

The study further investigated whether the impact of AfT and its components on GDP 

per capita was immediate or lagged using 2 step dynamic panel regression models that 

address both serial correlation and heteroskedasticity (Table 42 and Table 43). In model 1, 

AfT had a significant positive impact on GDP per capita but the impact was not immediate. 

Only the previous year’s LnAfT had a significant positive impact on the current year’s 

LnGDP per capita. However, in Model 2, the LnAfT did not have any significant positive 

impacts on the LnGDP per capita. But rather, the results rather show that AfT has negative 

impacts on economic growth in the long term. 
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Table 42 Lagged impacts of aid-for-trade on economic growth in middle-income countries 

Method: 2-step dynamic panel regression, using 503 observations.  

Included 72 cross-sectional units. 

Dependent variable: LnGDP per capita 

Variable Coefficient p-value Coefficient p-value 
 

LnGDPC (-1) 0.939436 <0.0001* 0.939436      <0.0001* 

LnAfT 0.00315201 0.5023 0.0014602 0.6881 
 

LnAfT_1 0.00537666 0.0464** −0.00158841 0.7252 
 

LnAfT_2 0.00070717 0.8165 −0.000227441 0.9242 
 

LnAfT_3 0.00045743 0.9102 −0.00553434 0.0931* 
 

ZFDI 0.00910933 0.4006 0.0091093 0.4006 
 

Transport 0.00086769 0.5031 0.0008677 0.5031 
 

Energy 0.00105994 0.0989 0.0010599 0.0989 
 

Human Capital −0.000987311 0.7975 −0.000987311 0.7975 
 

ICT 0.00060219 0.8956 0.0006022 0.8956 
 

Institution 0.00196473 0.0431** 0.0019647 0.0431** 
 

Natural Capital 0.004913 0.1595 0.004913 0.1595 
 

Private Sector 0.0000837 0.9354 0.0000837 0.9354 
 

Structural Change −0.00110467 0.5874 −0.00110467 0.5874 
 

LMI*AfT −0.00169180 0.7727 - - 
 

LMI*AfT_1 −0.00696506 0.1738 - - 
 

LMI*AfT_2 −0.000934615 0.8308 - - 
 

LMI*AfT_3 −0.00599177 0.2711 
   

UMI*AfT - - 0.0016918 0.7727 
 

UMI*AfT_1 - - 0.0069651 0.1738 
 

UMI*AfT_2 
  

0.0009346 0.8308 
 

UMI*AfT_3 - - 0.0059918 0.2711 
 

Test for AR (1) errors: [0.0007] 
 

Test for AR (1) errors: [0.0007] 

Test for AR (2) errors: [0.8021] 
 

Test for AR (2) errors: [0.8021] 

Sargan test:  = 47.1135 [0.2367] Sargan test:  = 47.1135 [0.2367] 

Pesaran CD test - p-value = 0.152614 Pesaran CD test - p-value = 0.152614 

*Significant at 1%; **Significant at 5% *Significant at 1%; **Significant at 5% 

Source Author’s calculations 
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Table 43 Lagged impacts of aid-for-trade components on economic growth 

Method: 2-step dynamic panel regression, using 504 observations.  

Included 72 cross-sectional units  

Dependent variable: LnGDP per capita 

Variable Coefficient Std. Error z p-value 

LnGDPC (-1) 0.875419 0.067104 13.05 <0.0001* 

constant −0.00112814 0.002483 −0.4544 0.6496 

LnAfBPC 0.002722 0.002233 1.219 0.2229 

LnAfBPC_1 0.001341 0.001971 0.6802 0.4964 

LnAfBPC_2 −0.00102039 0.002187 −0.4665 0.6408 

LnAfBPC_3 0.001678 0.002554 0.657 0.5112 

LnAfEI 0.000804 0.001386 0.5805 0.5616 

LnAfEI_1 4.40E-05 0.001554 0.02833 0.9774 

LnAfEI_2 0.002412 0.001001 2.409 0.016** 

LnAfEI_3 −0.00378054 0.001117 −3.383 0.0007*** 

LnAfPR 0.000308 0.001232 0.2504 0.8023 

LnAfPR_1 0.000162 0.001125 0.1439 0.8856 

LnAfPR_2 0.000682 0.001023 0.6668 0.5049 

LnAfPR_3 −0.00180341 0.001483 −1.216 0.2241 

ZFDI 0.00961 0.009268 1.037 0.2998 

Transport 0.000346 0.001284 0.2692 0.7877 

Energy 0.001106 0.000604 1.831 0.0671* 

Human Capital −0.00104579 0.003093 −0.3381 0.7353 

ICT 0.001478 0.002985 0.4951 0.6205 

Institution 0.001824 0.001107 1.648 0.0994* 

Natural Capital 0.003849 0.003257 1.182 0.2374 

Private Sector −6.90722e-05 0.001139 −0.06062 0.9517 

Structural Change −0.00142621 0.002057 −0.6932 0.4882 

Test for AR(1) errors: z = -3.36372 [0.0008] 
 

Test for AR(2) errors: z = -0.571605 [0.5676] 
 

Sargan over-identification test: Chi-square (41) = 45.7305 [0.2821] 

Pesaran CD test - p-value = 0.183045   
*Significant at 10%; **Significant at 5%; ***Significant at 1% 

Source Author’s calculations 
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With respect to the impacts of the components of AfT on economic growth in the 

middle-income countries, the results of the two-step dynamic panel regression analysis 

indicate that the aid for building economic infrastructure (AfEI) had a significant positive 

impact on economic growth. However, the impact was not immediate. Out of all 3 

components of AfT, it is only the previous 2 years’ LnAfEI that had a significant positive 

impact of the current year’s LnGDP per capita of middle-income countries (Table 43). 

In all the regression models, institutions were found to have a positive impact on 

economic growth. This finding is consistent with UNCTAD (2021) who has noted that there 

is no simple, uniform and universal blueprint that enables developing countries to address 

their persistent and emerging development challenges; but rather, each country needs to 

design homegrown and indigenous development policies and strategies based on their 

specific socioeconomic circumstances, resource bases, institutional capabilities and overall 

local conditions. Furthermore, functioning institutions capable of formulating and 

implementing development policies are critical, not only to generate economic growth, but 

also to ensure the inclusivity and sustainability of such growth (UNCTAD, 2021 p.47). 

 

6.4.3 Direct and indirect Impact of aid-for-trade on growth in middle-income countries 

The study also investigated the direct and indirect impacts of AfT on economic 

growth in the middle-income countries in order to ascertain the potential of AfT in helping 

countries to escape the MIT. Based on the conceptual framework of this study as discussed 

in Chapter 4, in the long-term, the AfT Initiative is expected to contribute to economic 

growth indirectly through the provision of ODA in 3 areas namely AfPR, AfEI, and AfBPC. 

This aid is in turn expected to improve the supply side capacity, logistics and infrastructure 

of the beneficiary countries. The improvement of the supply side capacity, logistics and 

infrastructure is also expected to improve the export performance of the beneficiary countries 

in terms of expansion in the exports of goods and services, export diversification, and 

increased access to foreign export markets. By improving their export performance, the AfT 

initiated is expect to result in increased economic growth. In order to gain a comprehensive 

picture of the direct and indirect impacts of AfT on growth in the middle-income countries, 

the study utilised PLS-SEM as indicated in Figure 39.  
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Figure 39 PLS-SEM model for direct and indirect effects of aid-for-trade on growth  

Source Author’s construct and calculations 

The PLS-SEM results confirmed that AfT had significant direct effects on various 

measures of export performance and the LPI but the direct impact of AfT on economic 

growth was not significant (Table 44). Also, the study finds that LPI and the various export 

performance measures had significant direct effects on economic growth. Out of the 6 export 

performance measures analysed it is only the total annual merchandise exports and total 

number of export product lines that did not significant direct effect on economic growth 
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Table 44 Total effects of aid-for-trade on economic growth in middle-income countries 

Causal link Sample Mean T Stat  P Values 

Aid-for-Trade -> Concentration Index -0.303 16.313 0* 

Aid-for-Trade -> Diversification Index -0.394 16.054 0* 

Aid-for-Trade -> Export of Goods and Services  0.165 7.105 0* 

Aid-for-Trade -> Logistics Performance Index 0.342 10.433 0* 

Aid-for-Trade -> Number of Products 0.334 19.649 0* 

Aid-for-Trade -> Market Share 0.085 2.86 0.004* 

Aid-for-Trade -> Merchandise Exports 0.083 2.867 0.004* 

Aid-for-Trade -> Economic Growth -0.012 0.066 0.948 

Concentration Index -> Economic Growth 0.352 6.928 0* 

Diversification Index -> Economic Growth -0.34 4.113 0* 

Number of Products -> Economic Growth 0.186 2.749 0.006* 

LPI -> Economic Growth 0.151 2.012 0.045* 

Market Share -> Economic Growth -0.464 1.939 0.053* 

Goods &Services Export -> Economic Growth 0.181 1.08 0.281 

Merchandise Exports -> Economic Growth 0.212 0.597 0.551 

LPI -> Goods & Services Export 0.458 16.772 0* 

LPI -> Merchandise Exports 0.322 6.519 0* 

*Significant effect       

Source Author’s calculations 

The results of the PLS-SEM indicate that AfT has significant indirect effects on 

growth in the middle-income countries but the impact is not direct. The path analysis 

suggests that AfT has significant indirect effects on growth through export diversification 

but not through other channels such as total exports in goods and services (Table 45). This 

finding is consistent with observation of UNCTAD (2018, 2021) that export diversification 

is essential for sustainable long-term growth and for building resilience to the shocks that 

periodically affect the economic performance of developing countries and countries with 

economies in transition. The findings are also consistent with OECD – WTO (2019) that 

export diversification is important for achieving the SDGs as well as managing volatility and 

providing a more stable path for equitable growth and development. 
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Table 45 Indirect effects of aid-for-trade on economic growth in middle-income countries 

Path analysis T Stats P Values 

AfT -> Concentration Index -> Economic Growth 6.019 0* 

AfT -> Diversification Index -> Economic Growth 3.921 0* 

AfT -> LPI -> Goods & Services Exports 7.656 0* 

AfT -> LPI -> Merchandise Exports 4.944 0* 

AfT -> Export Products Lines -> Economic Growth 2.715 0.007* 

AfT -> Market Share -> Economic Growth 1.619 0.106 

LPI -> Goods & Services Exports -> Economic Growth 1.049 0.295 

AfT -> LPI -> Goods & Services Exports -> Economic Growth 1.008 0.314 

LPI -> Merchandise Exports -> Economic Growth 0.606 0.545 

AfT -> LPI -> Merchandise Exports -> Economic Growth 0.59 0.556 

AfT -> Merchandise Exports -> Economic Growth 0.348 0.728 

AfT -> Goods & Services Exports -> Economic Growth 0.057 0.955 

*Significant effect     

Source Author’s calculations 

 

The results of the PLS-SEM indicate that about 14% of the variance in economic 

growth could be explained by the model. This is an indication that other factors are more 

important than AfT and exports for explaining economic growth in the middle-income 

countries. Nevertheless, the model suggest that AfT can make significant contributions to 

economic growth in the middle-income countries and therefore, it can contribute to helping 

countries to escape the MIT However, as indicated earlier in this chapter, the impacts of AfT 

are asymmetrical across the middle-income countries. The results of this chapter are largely 

consistent with Lammersen – Roberts (2015) who noted that AfT has been found to be 

effective at both the micro and macro level according to a broad range of trade and 

development literature; however, the results vary considerably depending on the type of aid-

for-trade intervention, the sector at which the support is directed, the income level, and the 

location of the recipient country. In view of the asymmetrical results, the study sought to 

also investigate that factors that influenced the effectiveness of AfT. 
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6.5 Determinants of aid-for-trade effectiveness 

As indicated in the earlier chapters, in addition to investigating the impact of AfT on 

growth in middle-income countries using quantitative methods, the study also sought to 

identify the factors that influenced the effectiveness of the AfT Initiative from the 

perspective of all participants including the donors, the beneficiary countries, and 

international organisations. Also, since the results of the quantitative analyses presented in 

the previous chapter indicate that the impacts of AfT were asymmetrical across countries, 

there was the need to understand the possible contributory factors. In this regard, the study 

relied on qualitative analyses of official documents, key informant interviews with officials 

of the OECD, WTO, and DG INTPA as well as the responses from over 100 Self-Assessment 

Questionnaires administered by the OECD and WTO to officials of the various AfT 

participants. Specifically, these analyses focused on investigating the measures that were put 

in place to ensure AfT contributes to economic growth, the challenges encountered during 

the implementation of the AfT Initiative, and the factors that can make AfT more effective. 

The results of these analyses are presented in the subsequent sections. 

 

6.5.1 Measures put in place to ensure aid-for-trade effectiveness 

The study finds that there was no global target set for achieving economic growth 

during the study period although various stakeholders involved in the conceptualization and 

implementation of AfT identified economic growth as one of the objectives of the Initiative 

(Field data, 2021-2022). For instance, at the first Aid for Trade Session meeting organized 

by the Committee on Trade and Development at the WTO, the representative of Uganda on 

behalf of the African Group said “Aid-for-Trade would allow them to enhance growth 

prospects” whiles a representative of the WTO Secretariat stated that “Aid for Trade was 

also aimed at making developing countries part of an inclusive globalisation process so they 

could generate growth and achieve poverty reduction” (WTO 2007, p. 4 and 10). 

Interviews with the key informants as well as analysis of the Self-Assessment 

Questionnaires and interviews also revealed that both donors and beneficiary countries 

considered economic growth as an important indicator for AfT effectiveness and success. 

For instance, when asked the question about How do you [AfT beneficiary countries] define 

the success of aid for trade in your country, officials from all the beneficiary countries that 
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completed the questionnaires affirmed economic growth as being either ‘important’ or ‘most 

important’ to the success of the AfTI in their respective countries (See Appendix 8 for 

example). Furthermore, 73% of respondents captured in the most recent aid-for-trade 

monitoring e report of the OECD and WTO were of the view that aid-for-trade could 

contribute to the achievement of the SDG on decent work and economic growth (OECD – 

WTO, 2019). Yet, in spite of all of these aspirations, there was no specific set global target 

for achieving economic growth as part of the AfT Initiative. Meanwhile, having set targets 

could provide a baseline for measuring progress and impact as well as providing evidence to 

support the political rhetoric and commitments. 

The study finds that the determination of AfT projects and specific project objectives 

were determined at the country levels based on national priorities and negotiations between each 

country and their respective donors and development partners (Field data, 2021-2022). For 

instance, an official of the European Commission’s DG INTPA E2 explained that “we are 

tailoring our approach to the needs of the partner countries. We do not have a specific tool box 

with instructions. We are never imposing are priorities for aid for trade on any countries” (Field 

data, 2022). Thus, while the various stakeholders acknowledged that economic growth was a 

desirable outcome of the AfT Initiative, the various donors and countries had different priorities 

and projects and this could partly explain the asymmetrical impacts of AfT on growth.  

The study also finds that there was no systematic or uniform strategy to ensure that 

the objectives of the AfT Initiative were achieved at the country levels. For instance, when 

asked about mechanisms put in place to ensure that AfT was effective, an official of the 

WTO stated that “The WTO [together with the OECD] conducts a monitoring and evaluation 

exercise on a biennial basis. Results of the Monitoring exercises inform the At a Glance 

publication” (Field data, 2021). The monitoring exercises form part of recommendations by 

the Task Force on Aid for Trade that was established at the inception of the AfTI. As part of its 

recommendations on ensuring that AfT is effective the Task Force emphasized that all AfT 

providers and recipients have a responsibility to report on progress and results, and to increase 

confidence that aid-for-trade will be delivered and used effectively. In this regard, the joint 

OECD and WTO monitoring and evaluation exercises has tailored questionnaires to partner and 

donor countries, providers of South-South co-operation, multilateral agencies and regional 

economic communities, which solicit information on strategies and their implementation, 
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financing and views on whether aid-for-trade is working or not. Since the inception of the AfT 

Initiative, 7 monitoring exercises have been undertaken with the recent one being done in 2019. 

Although, the OECD and WTO conduct their biennial monitoring and evaluation 

exercises, an official of the WTO pointed out that “Because questionnaires are based on self-

assessments, there may be some gap years in which some countries or donor did not respond” 

since the filling of the questionnaires were voluntary (Field data, 2021). This was also confirmed 

by an interview with an official of the OECD.  

Aside from monitoring and evaluation exercises of the OECD and WTO, there were no 

other deliberate or uniform measures put in place to ensure that AfT was effective; however, the 

study finds that various donors and countries had different systems in place to monitor the 

outcomes of their respective AfT projects. For instance, an official of DG INTPA explained the 

European Union’s strategy as follows: 

“This goes beyond aid-for-trade. This is how we work. We work on a 7-year 

budget. First, we have a discussion with the partner countries. We ask the 

governments to identify priority areas that we can support and that they would 

want to partner with us. Once the priorities are identified, the we agree on 

specific programs to achieve the priorities identified. We monitor the 

implementation. We follow up implementation and we ensure that whatever Euro 

that we are giving for free to the developing country is well used. We cannot 

ensure that results will be achieved because this depends on other factors. But 

at least we ensure that implementation is as best as possible. If the results are 

not achieved then the European Union may decide to no longer support this 

priority because then it is a clear indication that the partner is not committed. 

(Field data, 2022) 

 

6.5.2 Implementation challenges and factors that influenced aid-for-trade effectiveness 

 Besides not having specific global targets for economic growth and measures in place to 

ensure that AfT was effective, the various participants including the donors, international 

organisations, and beneficiary countries also identified various implementation challenges that 

impacted the effectiveness of AfT. For instance, when asked about the factors that have affected 

the implementation and effectiveness of the AfT Initiative, an official of the OECD explained 
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that at the donor level, there were challenges mobilizing resources from the traditional donors 

for the Aid for Trade Initiative since the traditional donors were more comfortable with financing 

projects in the areas of poverty, health, and education. Thus, a huge chunk of the financial 

support for the Initiative came from the “big players” such as the World Bank (Field data, 2021).   

The OECD official also noted that there were some challenges with the coordination of 

AfT projects mainly because for the first time the Aid for Trade Initiative brought together 

different communities within development circles namely those involved with foreign aid on 

one side and those involve with trade and investments on the other side who otherwise saw their 

work as being distinct from each other and so this resulted in some coordination challenges (Field 

data, 2021). For instance, the OECD official noted that in some of DAC member countries with 

the exception of countries such as Canada and Australia, trade issues are handled by the Ministry 

of Finance whiles the Ministry of Foreign Affairs handles foreign aid and international 

development cooperation. Due to these bureaucratic arrangements, coordination across 

ministries had an adverse effect on the implementation of the AfT Initiative due to a lack of 

consensus as to who should be responsible for aid-for-trade. The need for improved coordination 

of AfT projects has also been identified by officials of the European Commission as one of the 

challenges to AfT effectiveness (Field data, 2022). In spite of these early challenges, Lammersen 

– Roberts (2015) are of the view that “the Initiative has succeeded in rekindling awareness 

among developing countries and donor agencies about the positive role that trade can play in 

promoting economic growth and development” (p. 22). 

Still on the challenges, the OECD official noted that at the beginning of the AfT 

Initiative, there were a lot of challenges with the capacity of the Enhanced Integrated Framework 

(EIF). The EIF is partnership of 51 countries, 24 donors and eight partner agencies that work 

closely with governments, development organizations and civil society to provide support to 

small businesses and governments of the poorest countries to enable them use trade as an engine 

for development and poverty reduction. According to the OECD official, there was a lot of funds 

available through the EIF to support the AfT Initiative at the initial stages; however, the EIF 

lacked the capacity to disburse the funds. Since a lot of the funds were also not disbursed, it did 

not create the incentive for more funds to be put into the pot (Field data, 2021). 

At the country level, an official of the WTO noted that “challenges vary according to 

the country concerned” (Field data, 2021). This was also confirmed by the thematic analysis of 
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the responses to the Self-Assessment Questionnaires gathered from officials of the AfT 

beneficiary countries as well as interviews with officials of the EC’s DG INTPA. Based a 

descriptive analysis of data from the OECD – WTO (2019), limited industrial or manufacturing 

capacity, limited access to trade finance, and limited agricultural production capacity were 

identified as the most frequent challenges reported by beneficiary countries (Figure 40).  

 

Figure 40 Constraints to aid-for-trade effectiveness identified by beneficiary countries 

 
Source Author’s construct and calculations based on data from OECD – WTO (2019) 

 

 Other challenges identified by the AfT participants included limited access to export 

markets and diverging priorities between partner and donor. As indicated by the official of the 

WTO, the challenges varied by country. For instance, when asked What do you see as major 

challenges or areas for improvements, an official of Lebanon responded as follows:   

“Projects to boost the exports of Lebanese food and other agro‐industrial 

products have faced a number of challenges in accessing DAC markets, 

especially the EU market.  A number of projects have been put in place to try 

to boost exports, including most prominently the QUALEB project, which is 

funded by the EU with the objective of strengthening quality management, 

capabilities and Infrastructure in Lebanon.  While moderately successful in 

increasing exports, these projects still rely on the enactment of the Food 

Safety Law, which has been proposed to Parliament, but has encountered 
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delays mostly related to the overarching political situation.  The absence of 

this law implies the absence of a food safety regime, which can negatively 

affect food exports”. (Appendix 8) 

 

 An official of Ukraine also noted the following challenge with respect to the 

effectiveness of AfT: “despite significant potential for export growth, our competitiveness is still 

hindered by low productivity, market and product concentration, limited financial access, 

deteriorating physical infrastructure, and cumbersome regulations and customs procedures” 

(OECD – WTO, 2019, p. 40).  

From the perspective of donors, low levels of training and skills, poor international 

competitiveness, limited standards compliance, inadequate network infrastructure (power, 

water, telecommunications), and limited industrial or manufacturing capacity in the beneficiary 

countries were identified as the major challenges that impacted AfT effectiveness (OECD – 

WTO, 2019). Other challenges identified in the Self-Assessment Questionnaires of the donors 

included diverging priorities between partner and donor, lack of country ownership of AfT 

projects, limited financing for the private sector, poor alignment of aid-for-trade received with 

national/regional priorities and weak institutional capacity. For instance, when asked a question 

about What factors may limit the success of the aid-for-trade support that you provide for 

economic diversification, an official of the European Union identified the failure to mobilize 

domestic private investment, inability to leverage foreign direct investment, limited financing 

for the private sector and limited services capacity as the major constraints to AfT effectiveness 

(Appendix 9). 

 On the other hand, when asked to provide additional information on the factors that 

contribute to the success of the aid-for-trade support that the EU provides for economic 

diversification, the EU official stated that “market access and the degree to which local 

productive capacities are fit for seizing market opportunities (especially those created by trade 

agreements) are also key factors for successful economic diversification” while an official of 

Sweden also identified similar challenges and noted that “there is a difference between factors 

that explain limited success in a specific support programme (e.g. lack of country ownership) 

and factors that explain limited diversification (e.g. insufficient infrastructure)” (Appendix 10). 

 On the part of the international organisations, an official of the World Bank also 
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identified similar challenges and contributory factors to the effectiveness of the AfT Initiative as 

noted by both the donors and beneficiary countries. However, the World Bank official further 

highlighted the following as constraints in the Banks AfT strategy: “high levels of economic 

concentration/absence of or poor implementation of competition policy disciplines; weak 

investment climates (unclear value proposition able to attract needed types of FDI); and weak 

inter-agency coordination and inadequate/ineffective external stakeholder consultation 

channels/public-private” (Appendix 11). 

 Based on the findings discussed above it is clear that various factors contributed to AfT 

effectiveness. While some factors were due to structural, infrastructure, and capacity challenges 

in the AfT recipient countries, others were also due implementation challenges such as poor 

coordination, divergent donor and partner priorities, inadequate stakeholder consultations, etc. 

Whiles some of these challenges were common to the various AfT participants, others were 

peculiar to specific countries, donors, and international organisations. Nevertheless, these 

challenges can partly explain the asymmetrical impacts of AfT found in the previous sections. 

 

6.5.3 Conditions for aid-for-trade effectiveness 

The study finds that various stakeholders have identified several conditions and proposed 

different measures that can make AfT more effective. For instance, at the workshop on the 2019 

Aid-For-Trade Monitoring & Evaluation Exercise conducted by the WTO and OECD, various 

stakeholders shared their experiences, challenges as well as recommendations on how countries 

can benefit more from the AfT Initiative and enhance their growth and development prospects. 

For instance, the United Nations Industrial Development Organization (UNIDO) argued that 

manufacturing linkages to the economy was a major driver to poverty reduction and a traditional 

pathway for economic diversification. The representative of UNIDO at the workshop therefore 

underscored the need for policy makers to give attention to manufacturing so as to promote 

sectoral interlinkages by citing the following 3 sectors as the top sectors that offer the best 

prospects in manufacturing: food and beverages, wearing apparels, and textile as they exhibited 

fast growth and accounted for a large share of manufacturing value added in an early stage of 

development. Furthermore, UNIDO was of the view that, appropriate industrial policy was 

necessary to promote inclusive and sustainable development (WTO 2019). 
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On their part, the World Bank argued for a policy mix approach based on the premise 

that there is no one path to diversification. In this regard, the World Bank was of the view that a 

multi-pronged approach targeting agriculture, manufacturing, and services was needed to sustain 

diversification given their interdependencies. Furthermore, the Bank was of the view that 

investments in knowledge and skills were factors that are required to mobilize labour across 

sectors and embrace changes. Additionally, the World Bank noted that nurturing small local 

firms to grow could also enhance the diversification prospects of countries because the export 

propensity of a firm increases as it grows thereby creating jobs. To conclude, the representative 

of the World Bank noted that policy design should be attuned to the specificities of countries as 

there was no one size fits all approach to economic diversification (WTO 2019). 

In the Self-Assessment Questionnaires, an official of the World Bank outlined the 

following as the World Bank Group’s four (4) recommendations to ensure that AfT is effective 

and facilitate economic diversification in the beneficiary countries:  

i. “An appropriate incentive framework through reforms to the business and 

investment climate, reviewing trade policies to remove bias against 

exporting and ensuring effective competition in product markets and in key 

backbone services such as transportation, energy and communications  

ii. investment, trade policy and trade facilitation reforms that reduce trade 

costs, increase transparency and predictability for traders and result in 

declining trade costs and efficient trade logistics lie at the heart of the 

success of countries in integrating into the global economy and achieving 

more diversified economies with not only more, but also better, jobs;  

iii. effective policies to support adjustment and the reallocation of resources to 

new activities – from declining sectors but also from the informal sector and 

new entrants to the job market. The focus should be on supporting workers, 

identifying and overcoming constraints on mobility including gender.  

iv.  government interventions that target specific market, policy and 

institutional failures” (Appendix 11). 

The UNCTAD was also of the view that countries need to refocus their exports 

particularly with a new focus on services, especially since recent global economic trends suggest 

that the world is entering a stage of “slowbalisation” that is characterized by slower growth, or 



130 

  

contraction, of trade, FDI and capital. Based on these trends, the UNCTAD was of the view that 

a shift to services could boost the growth prospects of countries since services “had been shown 

to hold growth potential either through direct exports or embedded as inputs” (WTO 2019, p. 2). 

 In spite of the challenges associated with AfT, officials of both the OECD, WTO, and 

the European Commission are of the view that the Initiative is still relevant for achieving the 

SDGs, the green agenda, COVID-19 recovery and helping countries to escape the MIT. 

However, an official of the OECD noted in order for the AfT Initiative to become more effective, 

the following 3 factors would have to be in place: appropriate financial instruments; enabling 

environments; and sustainable business strategies (Field data, 2021). 

 With respect to the financial instruments, the official of the OECD official noted that 

there is the need develop innovative types of financing such as blend financing - the strategic 

use of development finance for the mobilisation of additional finance towards sustainable 

development in developing countries - and this would entail risk sharing, which would require 

that the donors have to stick together with the local and the international companies. Also, with 

respect to financing, the OECD official noted that foreign aid may become scarcer due to the 

COVID-19 and this in turn would make donors more interested in ensuring that the limited 

resources achieve the maximum impacts and not get wasted (Field data, 2021). 

 With respect to the enabling environment, the OECD official pointed out that, in order 

for AfT to have positive impacts on trade and contribute to higher productivity and value added, 

governments would have to put in place the requisite institutional arrangements and regulations 

that are conducive to businesses but also ensures that foreign investments contribute to the local 

economy as well as knowledge and technological transfer (Field data, 2021). Furthermore, the 

official said there should an integrated environment that fosters multi-stakeholder partnerships 

strong collaborations between various stakeholders including the development community, 

business and investment community, as well as the government. 

 Finally, the OECD official was of the view that ensuring that AfT achieves maximum 

impacts would require more sustainable business strategies such that companies that participate 

in AfT projects would adhere to the tenets of the Global Compact which encourages businesses 

and firms worldwide to adopt sustainable and socially responsible policies both at home and 

overseas. If multinationals assist beneficiary countries to develop more sustainable value chains, 

the OECD official posits that in the long run the beneficiary countries could generate the 
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requisite capacities to enable them become self-sufficient and not be dependent on foreign aid. 

In addition to helping countries to escape the middle-income trap, the OECD official was also 

of the view that AfT could help countries in their COVID-19 recovery (Field data, 2021). 

 Similar to the views of the OECD official, officials of the of the European Commission 

were also of the view that AfT could help countries to escape the MIT. For instance, in an 

interview, the Head of DG INTPA E2 pointed out that “We see aid-for-trade as the correct tool 

for promoting economic growth… In the European Union, we have seen an example of how with 

increasing trade, increasing integration, and the single European market countries that have 

received direct support from the European Union such as Spain have achieved tremendous 

economic growth… We can see similar trends in developing countries” (Field data, 2022).   

The DG INTPA E2 official however noted that AfT can be more effective through 

improved information sharing among stakeholders, reduced fragmentation, improved 

coordination, and better targeting of AfT support to ensure that countries that are more in need 

benefit from AfT, and stronger focus on social and environmental sustainability as well as 

inclusive and economic growth. She further emphasized that “There is still room for 

improvement. All international donors not just the European Union should be more focused on 

greening and ensuring more sustainable and inclusive development” (Field data, 2022). 

 

6.6 Chapter summary 

 In this chapter, the key findings of this the study were presented. Firstly, a descriptive 

analysis of how AfT was distributed among the 81 middle-income countries analysed in this 

study was presented. This was followed by results on the impact of aid-for-trade on export 

performance in middle-income countries which include results on the impact of aid-for-trade on 

merchandise exports, market share and export of goods and as well as the impact of aid-for-trade 

on export diversification. In section 6.3, results on the impact of aid-for-trade on the supply side 

trade infrastructure and logistics was presented after which findings on the impact of AfT on 

economic growth was discussed. Results on the impact of AfT on growth included results on the 

unique contribution of AfT to growth when other determinants of growth are controlled for, 

results on the short and long run as well as the direct and indirect effects of AfT on growth. The 

chapter concluded be discussing the factors that affected the implementation and effectiveness 

of AfT. The next chapter summarises the key conclusions derived from these results. 
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CHAPTER 7 

7. Summary, Conclusions and Recommendations 

In this chapter, the summary, conclusions, and limitations of the study are discussed. 

The summary covers the main objectives of the study as well as the methodology used to 

address the study objectives whiles the conclusion section also highlights the key results of 

the study and their implications. Additionally, the novelty of the study, and 

recommendations for policy and further research are also proposed at the end of this chapter. 

7.1 Summary of the study 

The study sought to determine the potential of the aid for Aid for Trade Initiative 

(AfTI) in helping countries to escape the middle-income trap (MIT). Since the objective of 

the AfTI was to contribute to economic growth through improvements in supply side trade 

logistics and infrastructure as well as through improved export performance couple with the 

consensus that escaping the MIT requires sustained economic growth, the study investigated 

the following 4 hypotheses: 

 

𝐻1: AfT has had a statistically significant positive impact on the trade performance 

of middle-income countries. 

 

𝐻2: AfT has a statistically significant positive impact on economic growth in middle-

income countries through improved export performance. 

 

𝐻3: AfT has a statistically significant positive impact on economic growth in middle-

income countries through improved supply side logistics and infrastructure. 

 

𝐻4: AfT is a factor that can help middle-income countries to escape the MIT through 

significant impacts on their economic growth. 

 

In order to test the above hypotheses, the study utilised various quantitative statistical techniques 

including descriptive statistics, paired-samples t-test, correlation analysis, dynamic panel 
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regression, quantile regression, and PLS-SEM to analyse panel data spanning from 1996 to 2018. 

The analyses covered the following:  

1. The impact of aid-for-trade on the export and trade logistics performance of middle-

income countries since the introduction of the Aid for Trade Initiative; 

2. The impact of aid-for-trade on the supply side trade logistics and infrastructure in 

middle-income countries; 

3. The short and long term as well as direct and indirect impacts of aid-for-trade 

economic growth in the middle-income countries; and 

 

Due to the limitations of quantitative research, the study complemented the 

stakeholder quantitative analyses with a qualitative analysis which investigated the factors 

that influenced the effectiveness of AfT from the perspective various participants of the Aid 

for Trade Initiative such as the donors and international development organisations as well 

officials of beneficiary countries. A summary of the key findings of the study are as follows: 

 

Impact of aid-for-trade on export performance 

 The study analysed the impact of aid-for-trade on 6 different measures of export 

performance including the annual merchandise exports, world merchandise export market 

share, export diversification index, export concentration index, the absolute number of 

export product lines, and the annual total export of goods and services. The t-test results 

showed that overall, there had been a statistically significant increase in the annual 

merchandise exports of the middle-income countries but not world merchandise market 

share. Also, there had not been any significant change in the export concentration and 

diversification indices of the middle-income countries as a whole. Pearson’s product moment 

correlation analyses also showed that there had been a significant relationship between aid-

for-trade and various measures of export performance. However, quantile regression results 

suggest that the impacts of AfT on the various export performance measures were 

asymmetrical across the middle-income countries. With regards to merchandise exports, 

only the AfEI infrastructure had positive impacts. With regards to the total export of goods 

and services only the aid for policy, regulations, and adjustments (AfPR) and the aid for 

economic infrastructure (AfEI) had significant impacts on the total export of goods and 
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services; however, the AfEI had positive impacts whereas the AfPR had negative impacts. 

The quantile process estimates further revealed that the income group of the middle-income 

countries had significant impacts on the total export of goods and services in all quantiles 

(10th to 80th) except the 90th quantiles. Interestingly, however, the impacts were positive in 

countries classified as UMI and negative in countries classified as LMI. 

With respect to export diversification, the study finds that there was a statistically 

significant improvement in absolute number of different products exported among the 

middle-income countries; however, with respect to their export product diversification and 

concentration indices there had not been any significant change in the performance of the 

countries as a whole even 10 years after the AfT Initiative. The study also finds that the 

export diversification performance of the study countries since the introduction of the AfT 

Initiative has varied by geography and income groups. For instance, with respect to the 

export diversification index, 3 out of the 6 regions namely East Asia & Pacific, the Middle 

East & North Africa, and South Asia had experienced a significant change since the 

introduction of AfT. In the case of the of the Middle East and North Africa there was a 

significant decrease in the export product diversification whereas there was a significant 

increase in both South Asia as well as East Asia & Pacific  

With respect to the export product concentration index, the study finds that only the 

South Asia recorded a significant change since the introduction of the AfT. Again, with 

respect to the absolute number of export product lines, Europe & Central Asia, Latin 

America & Caribbean, and the Sub-Saharan Africa regions respectively are the regions that 

have experienced a significant increase since the introduction of the AfT Initiative. Also, the 

study finds that for the sample countries as a whole there has been a significant increase in 

the export concentration index of the landlocked countries but not the non-landlocked 

countries meaning the landlocked countries have become more vulnerable. However, with 

the export diversification index and absolute number of export product lines, the overall 

result did not differ by geography although the results were asymmetrical across countries 

The study also finds that the relationship between AfT and various export 

diversification measures varied by income groups. For instance, the study finds that the 

AfPR had a positive relationship with the absolute number of export product lines (LnAD) 

in the LMI countries but the relationship was negative in the UMI countries. With respect to 
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the absolute number of export product lines, the study finds that the LnAfEI had the strongest 

positive relationship in the UMI countries whereas the LnAfBPC had the strongest positive 

relationship in the LMI countries. With regards to the export product concentration and 

diversification indices, the relationship with the total AfT and the 3 components were 

significant and negative in both the LMI and UMI countries with the exception of the 

LnAfPR which did not have a significant relationship in the UMI countries. 

In terms of impacts, the study finds that only the AfBPC and the AfEI had significant 

positive impacts on the absolute number of export product lines in the middle-income 

countries. Similar to the results for the total export of goods and services, the study finds that 

the income group of the countries also had a significant effect on the impact of AfT on the 

absolute number of export product lines. The impacts were significant in countries within 

the 40th to 80th quantiles of the AD distribution. Again, in these quantiles, the impacts were 

positive for the UMI countries and negative for the LMI income countries. 

With the export concentration index, the study finds that the total AfT had significant 

positive impacts in the 60th to 90th quantiles whereas the LnAfBPC had significant negative 

impacts in all quantiles of the CI distribution and the LnAfEI only had significant negative 

impacts in countries within the 50th to 90th quantiles (Figure 29) but the LnAfPR did not 

have any significant impacts. The results suggest that AfBPC contributes to improvements 

in the CI of all countries whiles the AfEI contributes to improvements of countries with 

higher levels of export concentration. With respect to the export diversification index, the 

study finds that only the AfEI had a significant impact but the impacts were weak. 

 

Impact of aid-for-trade on supply side trade logistics and infrastructure 

 The study finds that AfT has significant impacts on the LPIs of the middle-income 

countries but the impacts are higher in countries with higher quantiles of the LPI distribution. 

With respect to the 3 components of AfT, the study finds that they all had significant positive 

impacts on the LPI of the middle-income countries although the impacts were very weak and 

asymmetrical across countries. However, overall, the components of AfT could only explain 

about 5-6% of the variations in the conditional median of LPI. 
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Impact of aid-for-trade on economic growth 

The study also finds that AfT and its components make a significant unique 

contribution to economic growth in the middle-income countries when other determinants 

of economic growth are controlled for. However, the impact of AfT on growth is neither 

immediate nor direct. Only the previous year’s LnAfT had a significant impact positive 

impact on the current year’s LnGDP per capita indicating the impacts of AfT on growth is 

not immediate. Out of all 3 components of AfT, it is only the previous 2 years’ LnAfEI that 

had a significant positive impact of the current year’s LnGDP per capita of middle-income 

countries. The path analysis also suggests that, AfT can best impact growth in the middle-

income countries indirectly through export diversification and improvements in the trade 

infrastructure and logistics. However, this study has showed that the impacts asymmetrical 

across countries. For instance, regarding the unique contributions to economic growth in middle-

income countries when other determinants of economic growth are controlled for, the change 

statistics were significant suggesting that the LnAfT explains about 4% of the variations in 

LnGDP per capita of the middle-income countries when other determinants of growth such as 

FDI, human capital, institutions, technological advancement etcetera are controlled for. 

However, the study finds that LnAfT only has significant impacts on the LnGDP per capita of 

UMI countries but not the LMI countries. A disaggregation of the impact of the AfT components 

on economic growth by income groups also revealed that the LnAfPR did not have any 

significant impact on the LnGDP per capita. Only the LnAfEI and LnAfBPC had significant 

impacts but these impacts varied by income groups. For instance, in the UMI countries, the study 

finds that both the LnAfEI and LnAfBPC had negative impacts. However, in the LMI countries, 

the LnAfBPC had a significant positive impact on the LnGDP per capita while the LnAfEI had 

a negative impact. 

The variance decomposition results also indicate that GDP per capita is strongly 

endogenous whiles the components of the AfT had a strongly exogenous impact on GDP per 

capita. In the short run 100% of the error variance in GDP per capita is explained by itself. Over 

the long components of AfT collectively can only account for about 1% of the variance in GDP 

per capita. Meanwhile, out of the 3 components AfT, the variance decomposition indicates that 

both within the short and long run the aid for building productive capacity has the greatest impact 
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on economic growth followed by the aid for economic infrastructure although their overall 

impact was very weak. 

 

7.2 Conclusions of the study 

Based on the results above, the following conclusions can be drawn with respect to 

the 4 hypotheses that were tested in this study. The study partially accepts the 𝑯𝟏 that AfT 

has had a statistically significant positive impact on the trade performance of middle-income 

countries since the t-test results showed that overall, there had been a statistically significant 

increase in the annual merchandise exports of the middle-income countries but not world 

merchandise market share. Also, overall, there was a significant increase in the absolute 

number of export product lines but no significant change in the export concentration and 

diversification indices of the middle-income countries as a whole. The Pearson’s product 

moment correlation analyses also showed that there had been a significant relationship 

between aid-for-trade and various measures of export performance. However, quantile 

regression results suggest that the impacts of AfT on the various export performance 

measures were asymmetrical across the middle-income countries. 

The study also affirms the 𝑯𝟐 and 𝑯𝟑 that AfT has a positive impact on economic 

growth in middle-income countries through improvements in export performance and trade 

logistics and infrastructure respectively since the results of the PLS-SEM indicates that AfT 

has significant effects on economic growth in the middle-income countries through the 

logistics performance index and export diversification respectively. It can therefore be 

concluded that AfT has positive effects on economic growth in middle-income countries 

through improvements in trade logistics and infrastructure as well as export diversification. 

 Finally, the study also affirms the 𝑯𝟒 that AfT is a factor that to help countries to 

escape the MIT since the study finds that AfT makes a unique contribution to economic 

growth when about 80% of the other determinants of economic growth are controlled for 

although the results of the hierarchical multiple regression revealed that the impact was 

positive in the UMI countries and negative in the LMI countries. Besides the asymmetrical 

and indirect impacts, the dynamic panel regression results also revealed that the impacts of 

AfT on economic growth is not immediate but lagged. Nevertheless, it can be concluded that 
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AfT has the potential to help countries to escape the MIT but the potential is not the same 

for all middle-income countries. 

 

7.3 Recommendations  

Although the AfT has the potential to help some countries to escape the MIT, the low 

r-square change from the hierarchical multiple regression is also an indication that other 

country specific productive capacity factors such as the quality of institutions and human 

capital among other factors are very important for promoting economic growth in the 

middle-income countries. Therefore, escaping the MIT would require policy makers to in 

the various countries adopt tailor-made policy mixes that takes their productive capacities 

into consideration. Since the results show that AfT can impact growth through export 

diversification, AfT should be used to invest in transforming the economy and building 

resilient economies that are no longer aid dependent in the long run. 

The results of qualitative analyses of this study further suggest that in order for AfT 

to be more effective in achieving its various development objectives including economic 

growth and diversification in middle-income countries, policy makers and stakeholders 

would need to address the various country specific challenges such as poor infrastructure, 

limited technical and institutional capacity, difficulties accessing foreign markets, and 

inadequate funding as well as the program related challenges such as poor coordination at 

the donor, national, and local levels, divergent priorities between donors and partners, and 

inadequate stakeholder consultations and collaborations that were identified among the 

numerous challenges that adversely impacted the effectiveness of the AfT Initiative. Also, 

in order for the AfT Initiative to be more effective in helping countries to escape the MIT, 

policy makers should have specific targets and projects deliberately aimed at promoting 

sustained economic growth in the long term.  

At a time when the COVID-19 has caused one of greatest recessions in recent history 

and has impacted all aspects of the global economy with the middle-income countries being 

more adversely affected, the results of this study have highlighted the importance export 

diversification which had already been recognized as being critical for making countries 

more resilient to global economic shocks and promoting sustained economic growth and 

development. Since escaping the MIT requires self-sustaining growth, the pandemic has 
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emphasized the need for beneficiary countries use existing resources efficiently and leverage 

the opportunities provided by the AfT Initiative to diversify their economies and generate 

self-sustaining growth that would make them less dependent on aid and more resilient to 

shocks in the future. In the long run, the results of this study suggest that the aid for building 

productive capacity and the aid for building economic infrastructure are more significant for 

impacting economic growth as well as improving the export performance and diversification 

in the middle-income countries. However, economic infrastructure would have to be 

accompanied by capacity building of the youth particularly with digital and entrepreneurial 

skills to enable them to take advantage of opportunities provided by AfT and Industry 4.0. 

As the first empirical study that investigated the direct and indirect impacts of AfT on 

economic growth in middle-income countries, this study provides useful feedback to the OECD, 

WTO, and other stakeholders on key aspects of the AfT Initiative’s impacts that were yet to be 

evaluated and should therefore inform future AfT policy and program strategies as well as 

monitoring and evaluation exercises. 

The findings of this study are consistent with trade literature that suggest that deliberate 

trade policies can promoted economic growth. Specifically, the findings resonate with the vision 

of the AfT Initiative that investments in trade logistics and infrastructure as well as export 

diversification can enhance the growth prospects of developing countries and contribute to the 

SDGs which in the long run could reduce poverty and improve the wellbeing of citizens in the 

beneficiary countries. The findings of this study are also consistent with earlier studies on AfT, 

which found positive impacts on various measures of trade performance. The findings of this 

study are also consistent with economic growth literature as well as AfT literature that suggest 

that both international trade and foreign aid contributes to economic growth and could therefore 

help countries to escape the MIT. On the other hand, the weak impacts coupled with the mixed 

results and asymmetrical findings across countries also contribute to the ongoing debates about 

the effectiveness of both trade openness and foreign aid in achieving socioeconomic 

development goals.  

 

7.4 Limitations of the study 

A limitation of this study is that it covers the period from 2006 to 2018 so it does not 

allow us to understand how the COVID-19 pandemic has affected the AfT Initiative’s impact 
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on economic growth. The scope of the study and also challenges associated with traveling 

restrictions during the COVID-19 period did not allow for more face-to-face interviews with key 

actors of the AfT Initiative as well as those directly involved in the implementation of AfT 

projects at the local levels. However, this can be considered in future studies.  

 

7.5 Areas for further research 

There is a need for more in-depth country case studies on the impacts of AfT at both the 

macro and micro levels to understand how unique country characteristics impact the utilization 

and effectiveness of AfT. Additional studies can also compare the impacts of AfT on economic 

growth in the middle-income, the low-income, and LDCs countries to understand how and the 

impacts of AfT vary across different country groups. Further studies can also investigate the 

impacts and effectiveness of AfT from specific donors on economic growth and development in 

the beneficiary countries. 
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Appendices 

Appendix 1 List of middle-income Aid for Trade recipients in 2006  

Lower-middle income countries 

1. Albania 

2. Angola 

3. Armenia 

4. Azerbaijan 

5. Belarus 

6. Bhutan 

7. Bolivia 

8. Bosnia-Herzegovina 

9. Cameroon 

10. Cape Verde 

11. China 

12. Colombia 

13. Congo, Rep. 

14. Cuba 

15. Djibouti 

16. Dominican Republic 

17. Ecuador 

18. Egypt, Arab Rep. 
 

19. El Salvador 

20. Fiji 

21. Georgia 

22. Guatemala 

23. Guyana 

24. Honduras 

25. Indonesia 

26. Iran, Islamic Rep. 

27. Iraq 

28. Jamaica 

29. Jordan 

30. Kiribati 

31. Lesotho 

32. Maldives 

33. Marshall Islands 

34. Micronesia, Fed. Sts. 

35. Moldova 

36. Morocco 

 

37. Namibia 

38. Nicaragua 

39. North Macedonia 

40. Paraguay 

41. Peru 

42. Philippines 

43. Samoa 

44. Sri Lanka 

45. Suriname 

46. Swaziland 

47. Syrian Arab Republic 

48. Thailand 

49. Tonga 

50. Tunisia 

51. Turkmenistan 

52. Ukraine 

53. Vanuatu 

 

Upper-middle income countries 

1. Argentina 

2. Belize 

3. Botswana 

4. Brazil 

5. Chile 

6. Costa Rica 

7. Dominica 

8. Equatorial Guinea 

9. Gabon 

10. Grenada 
 

11. Kazakhstan 

12. Lebanon 

13. Libya 

14. Malaysia 

15. Mauritius 

16. Mexico 

17. Montenegro 

18. North Mariana 

Islands 

19. Palau 

20. Panama 
 

21. Serbia 

22. Seychelles 

23. South Africa 

24. St. Kitts and Nevis 

25. St. Lucia 

26. St. Vincent and the 

Grenadines 

27. Turkey 

28. Venezuela 
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Appendix 2 Results of stationarity tests for all study variables  

  

Variable 

ADF - Fisher Chi-square ADF - Choi Z-stat 

Statistic Prob. Statistic Prob. 

Energy  186.241  0.0102 -2.44279  0.0073 

Human capital  281.981  0.0000 -6.27905  0.0000 

ICT I0  185.411  0.0114 -0.80361  0.2108 

ICT I1  294.122  0.0000 -8.14347  0.0000 

Institutions  188.902  0.0071 -3.70974  0.0001 

LnAD  234.305  0.0000 -4.28182  0.0000 

LnAfBPC  233.825  0.0000 -3.67293  0.0001 

LnAfEI  255.949  0.0000 -4.94233  0.0000 

LnAfPR  184.180  0.0099 -1.73052  0.0418 

LnAfT  204.173  0.0022 -3.39026  0.0003 

LnEx  303.588  0.0000 -8.09092  0.0000 

LnGDP  271.436  0.0000 -4.53006  0.0000 

LnGDP per capita  241.263  0.0000 -2.21689  0.0133 

LnMX I0 171.368 0.2209 -1.34604 0.0891 

LnMX I1 171.368 0.2209 -1.34604 0.0891 

Natural capital  402.484  0.0000 -10.568  0.0000 

Private Sector  258.476  0.0000 -4.25518  0.0000 

Structural change  236.057  0.0000 -5.08921  0.0000 

Transport  259.397  0.0000 -4.00891  0.0000 

ZFDI  270.397  0.0000 -6.48723  0.0000 

Source Author’s calculations  
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Appendix 3 Group statistics for t-test by regions and geography 
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Source Author’s calculations 
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Appendix 4 Results of hierarchical multiple regression for impact of AfT on growth 

Coefficientsa 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 

Collinearity Statistics 

B Std. Error Beta Tolerance VIF 

1 (Constant) 10.138 .230  43.994 .000   

Transport -.017 .003 -.189 -6.467 .000 .708 1.413 

Energy .009 .004 .064 2.207 .028 .720 1.390 

Human Capital .006 .004 .065 1.509 .132 .323 3.095 

ICT .103 .007 .578 15.268 .000 .420 2.380 

Institution .001 .002 .029 .918 .359 .616 1.624 

Natural Capital -.021 .002 -.276 -9.050 .000 .648 1.543 

Private Sector -.023 .003 -.302 -7.925 .000 .415 2.409 

Structural 

Change 

.037 .007 .220 5.502 .000 .376 2.659 

ZFDI -.028 .019 -.048 -1.470 .142 .574 1.743 

2 (Constant) 9.788 .223  43.866 .000   

Transport -.024 .003 -.274 -9.314 .000 .633 1.580 

Energy .007 .004 .048 1.721 .086 .717 1.396 

Human Capital .016 .004 .160 3.769 .000 .303 3.302 

ICT .090 .007 .505 13.666 .000 .400 2.501 

Institution .000 .001 .010 .337 .736 .613 1.632 

Natural Capital -.018 .002 -.232 -7.899 .000 .631 1.586 

Private Sector -.019 .003 -.247 -6.718 .000 .404 2.477 

Structural 

Change 

.044 .006 .261 6.809 .000 .371 2.698 

ZFDI -.021 .018 -.036 -1.150 .250 .573 1.746 

LnAfT -.091 .010 -.263 -8.917 .000 .629 1.589 

Dependent Variable: LnGDP per capita 

Source Author’s calculations 
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Appendix 5 Results of hierarchical multiple regression analysis in LMI countries 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 

Collinearity Statistics 

B 

Std. 

Error Beta Tolerance VIF 

1 (Constant) 9.495 .236  40.290 .000   

Transport -.019 .004 -.178 -5.093 .000 .616 1.624 

Energy .004 .004 .037 1.192 .234 .767 1.304 

Human Capital .032 .005 .348 6.907 .000 .296 3.380 

ICT .084 .007 .479 11.325 .000 .419 2.386 

Institution -.005 .002 -.085 -2.371 .018 .585 1.711 

Natural Capital -.018 .002 -.236 -7.663 .000 .791 1.264 

Private Sector -.022 .003 -.297 -7.061 .000 .423 2.365 

Structural 

Change 

.022 .007 .148 3.151 .002 .341 2.935 

ZFDI -.029 .021 -.059 -1.412 .159 .432 2.314 

2 (Constant) 9.401 .235  40.032 .000   

Transport -.012 .004 -.115 -2.779 .006 .423 2.366 

Energy .004 .004 .031 .990 .323 .734 1.363 

Human Capital .030 .005 .321 6.264 .000 .274 3.647 

ICT .086 .007 .487 11.476 .000 .400 2.501 

Institution -.005 .002 -.082 -2.326 .020 .579 1.728 

Natural Capital -.018 .002 -.234 -7.723 .000 .788 1.269 

Private Sector -.022 .003 -.295 -7.082 .000 .414 2.413 

Structural 

Change 

.021 .007 .145 3.124 .002 .332 3.009 

ZFDI -.043 .021 -.086 -2.056 .040 .415 2.410 

LnAfBPC .061 .015 .170 4.083 .000 .414 2.415 

LnAfEI -.034 .010 -.122 -3.612 .000 .629 1.591 

LnAfPR .004 .008 .013 .438 .662 .797 1.255 

Dependent variable: LnGDP per capita 

Source Author’s calculations 
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Appendix 6 Detailed results of hierarchical multiple regression for impact of AfT 

components on growth in UMI 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 

Collinearity Statistics 

B Std. Error Beta Tolerance VIF 

1 (Constant) 10.320 .372  27.776 .000   

Transport -.022 .003 -.549 -7.843 .000 .513 1.951 

Energy .038 .008 .358 5.019 .000 .494 2.023 

Human Capital -.028 .006 -.471 -5.062 .000 .290 3.445 

ICT .041 .009 .347 4.476 .000 .419 2.388 

Institution -.004 .002 -.179 -2.017 .045 .319 3.140 

Natural Capital -.011 .004 -.272 -2.769 .006 .260 3.848 

Private Sector .003 .005 .075 .611 .542 .166 6.014 

Structural 

Change 

.013 .012 .120 1.080 .281 .204 4.899 

ZFDI -.021 .026 -.051 -.818 .414 .644 1.552 

2 (Constant) 9.263 .415  22.311 .000   

Transport -.021 .003 -.521 -7.728 .000 .507 1.971 

Energy .032 .007 .300 4.269 .000 .467 2.139 

Human Capital -.018 .006 -.299 -3.129 .002 .252 3.967 

ICT .040 .009 .338 4.370 .000 .384 2.602 

Institution -.006 .002 -.234 -2.714 .007 .310 3.221 

Natural Capital -.003 .004 -.067 -.643 .521 .212 4.720 

Private Sector .008 .005 .192 1.587 .114 .157 6.368 

Structural 

Change 

.021 .012 .194 1.802 .073 .198 5.039 

ZFDI .007 .026 .018 .285 .776 .576 1.737 

LnAfBPC -.047 .013 -.280 -3.714 .000 .404 2.476 

LnAfEI -.023 .010 -.165 -2.308 .022 .448 2.230 

LnAfPR .006 .008 .034 .661 .509 .862 1.159 

Dependent variable: LnGDP per capita 

Source Author’s calculations 
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Appendix 7  Country-level example of export diversification improvement 
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Source Extracted from Self-Assessment Questionnaire for Costa Rica 

https://webfs.oecd.org/aidfortrade/Partners/Questionnaires/Costa_Rica_2019_AfT_questionnair

e_EN.pdf  

Retrieved on 20 September 2021 

https://webfs.oecd.org/aidfortrade/Partners/Questionnaires/Costa_Rica_2019_AfT_questionnaire_EN.pdf
https://webfs.oecd.org/aidfortrade/Partners/Questionnaires/Costa_Rica_2019_AfT_questionnaire_EN.pdf
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Appendix 8 Country-level challenges and expectation of aid-for-trade impacts on growth 
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Source Extracted from Self-Assessment Questionnaire for Lebanon 

https://www.oecd.org/countries/lebanon/47713673.pdf 

Retrieved on 20 September 2021 

https://www.oecd.org/countries/lebanon/47713673.pdf
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Appendix 9 Challenges and success factors for aid-for-trade identified by European Union 
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Error! Bookmark not defined.Appendix 10 Donor challenges and success factors for aid-

for-trade effectiveness 
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Source Extracted from Self-Assessment Questionnaire for Sweden 

https://webfs.oecd.org/aidfortrade/Donors/Questionnaires/Sweden 2019_AfT_questionnaire.pdf 

 Retrieved on 20 September 2021 

https://webfs.oecd.org/aidfortrade/Donors/Questionnaires/Sweden%202019_AfT_questionnaire.pdf
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Appendix 10 Example of response to question on challenges identified by international 

donor organisations 
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Source Extracted from Self-Assessment Questionnaire for the World Bank 

https://webfs.oecd.org/aidfortrade/Donors/Questionnaires/World_Bank_Group_2019_AfT_quest

ionnaire.pdf 

 Retrieved on 20 September 2021 

 

https://webfs.oecd.org/aidfortrade/Donors/Questionnaires/World_Bank_Group_2019_AfT_questionnaire.pdf
https://webfs.oecd.org/aidfortrade/Donors/Questionnaires/World_Bank_Group_2019_AfT_questionnaire.pdf
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Appendix 12 Descriptive statistics of all study variables 

 

Source Author’s calculations 

 

 

 

 

 

Variable N Mean Median Minimum Maximum Std. Deviation Kurtosis Skewness

AD 858 151.98 170.00 3.00 258.00 81.52 -1.20 -0.47

CI 858 0.37 0.29 0.07 0.98 0.23 -0.22 0.94

DI 858 0.70 0.71 0.35 0.94 0.11 0.28 -0.80

Energy 792 26.96 27.48 9.62 59.21 4.27 18.45 1.93

Human Capital 792 47.47 47.56 27.64 61.50 5.98 0.28 -0.53

ICT 792 10.03 9.79 3.52 22.05 3.31 -0.39 0.26

Institution 792 50.18 49.74 18.12 83.07 12.10 -0.02 0.11

LnAD 803 4.85 5.20 1.61 5.55 0.84 1.96 -1.61

LnAfBPC 891 2.94 3.05 -5.72 7.68 1.78 1.72 -0.78

LnAfEI 891 2.92 3.13 -5.18 7.34 2.22 0.28 -0.56

LnAfPR 891 -0.46 0.00 -7.98 5.51 2.03 -0.34 -0.35

LnAft 891 3.96 4.00 -4.44 8.06 1.70 1.13 -0.57

LnEx 834 9.00 9.11 2.95 14.80 2.22 -0.12 -0.25

LnMX 869 8.24 8.68 0.69 14.73 2.87 -0.32 -0.52

LnPop 891 8.26 8.55 2.87 14.17 2.34 -0.49 -0.20

LnGDP per capita 825 9.30 9.37 7.46 10.62 0.59 0.57 -0.75

LnGDP per capita 825 3.81 3.90 -1.85 9.98 2.43 -0.49 -0.16

LPI 656 2.67 2.63 1.27 3.78 0.35 0.74 0.47

MS 869 0.00 0.00 0.00 0.14 0.01 69.24 8.11

MX 869 55,955.15 5,892.00 2.00         2,486,695.00  231,405.03      72.69       8.26         

Natural Capital 792 51.17 50.55 32.88 89.78 7.75 2.99 0.91

Private Sector 792 77.80 79.75 47.55 89.67 7.55 3.45 -1.76

Structural Change 792 19.16 19.29 9.28 43.47 3.53 5.78 1.02

Transport 792 17.03 15.53 8.45 60.59 6.63 8.88 2.17

ZFDI 803 0.00 -0.27 -0.92 7.98 1.00 37.46 5.84
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Appendix 13 Links to electronic databases 

Variable URL for Database Date accessed 

Aid-for-trade https://www.oecd.org/dac/aft/aid-for 

tradestatisticalqueries.htm  

23/08/2020 

GDP https://www.imf.org/en/Publications/WEO/weo-

database/2021/October  

23/08/2020 

FDI https://unctadstat.unctad.org/wds/TableViewer/table

View.aspx?ReportId=96740  

30/08/2020 

Population https://unctadstat.unctad.org/wds/TableViewer/table

View.aspx?ReportId=97  

20/09/2020 

Goods and 

services exports 

https://unctadstat.unctad.org/wds/TableViewer/table

View.aspx?ReportId=89795  

20/09/2020 

WTO 

membership 

https://www.wto.org/english/thewto_e/whatis_e/tif_

e/org6_e.htm  

20/09/2020 

Economic 

shocks 

https://ec.europa.eu/eurostat/cache/bcc/bcc.html  20/09/2020 

Export 

Diversification  

https://unctadstat.unctad.org/7zip/US_ConcentDive

rsIndices.csv.7z  

17/12/2020 

Productive 

capacity  

https://unctadstat.unctad.org/wds/TableViewer/table

View.aspx?ReportId=199270  

30/08/2020 

Merchandise 

Exports 

https://stats.wto.org/ 30/05/2021 

Logistics 

Performance 

Index 

https://lpi.worldbank.org/sites/default/files/Internati

onal_LPI_from_2007_to_2018.xlsx  

30/05/2021 

Exchange rate 

regime 

https://www.elibrary-

areaer.imf.org/Pages/ChapterQuery.aspx  

30/05/2021 

Self-Assessment 

Questionnaires 

https://www.oecd.org/aidfortrade/countryprofiles/ 

 

20/09/2021 

Source Author’s construct 

https://www.oecd.org/dac/aft/aid-for%20tradestatisticalqueries.htm
https://www.oecd.org/dac/aft/aid-for%20tradestatisticalqueries.htm
https://www.imf.org/en/Publications/WEO/weo-database/2021/October
https://www.imf.org/en/Publications/WEO/weo-database/2021/October
https://unctadstat.unctad.org/wds/TableViewer/tableView.aspx?ReportId=96740
https://unctadstat.unctad.org/wds/TableViewer/tableView.aspx?ReportId=96740
https://unctadstat.unctad.org/wds/TableViewer/tableView.aspx?ReportId=97
https://unctadstat.unctad.org/wds/TableViewer/tableView.aspx?ReportId=97
https://unctadstat.unctad.org/wds/TableViewer/tableView.aspx?ReportId=89795
https://unctadstat.unctad.org/wds/TableViewer/tableView.aspx?ReportId=89795
https://www.wto.org/english/thewto_e/whatis_e/tif_e/org6_e.htm
https://www.wto.org/english/thewto_e/whatis_e/tif_e/org6_e.htm
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