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Abstract 
 

This thesis examines the effects of political leadership on economic development 

in Sub-Saharan Africa. In order to measure economic development, GDP growth 

per capita is used as a proxy. Moreover, political leadership is operationalized 

thorough the quality of political institutions. The quality of political institutions is 

measured by the way of the World Banks’ six World Governance Indicators.  

 

By using panel data and a fixed effect model, with growth of GDP per capita as 

the dependent variable, this study is finding that institutional quality matters for 

economic growth in Sub-Saharan Africa. Moreover, Foreign Direct Investment, 

trade and foreign aid is found to be significant for economic growth in Sub-

Saharan Africa. Interestingly, Foreign Direct Investment is found to have a greater 

effect on GDP per capita growth than foreign aid in Sub-Saharan Africa.    
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PART I: Introduction 
 

1.1 Motivation and purpose of the study 

Norway has long been recognized as one of the countries that are in the forefront 

of the dispersal of monetary aid to developing countries. A big portion of this aid, 

in conjunction with aid from other sources, is funneled towards Sub Saharan 

African (SSA) countries. Although the combined worldwide aid amounts to USD 

46.1 billions in 2014 (World Bank 2016b), it does not appear to have materialized 

in a tangible increase in economic development proportionate to this massive 

influx of aid. This makes SSA an interesting area of study. SSAn countries are 

particularly interesting when compared to the so-called “Asian Tigers”, which 

comprises of the countries of South-Korea, Singapore, Taiwan and Hong Kong. 

These groups both encompassed impoverished countries that received monetary 

aid but while (Ibid) the latter group went on to become so-called “growth 

miracles”, the former seems to be stuck in an economic stalemate.  

As the cases of SSAn countries and Asian Tigers seems to suggest, economic 

development in aid-receiving nations seems to be moderated by some other 

dynamic than the amount of aid received. This thesis proposes that political 

institutions moderate economic development, measured through gross domestic 

product (GDP) growth. The effects of leadership and corruption again mediate the 

relationship between political institutions and economic development.   

Throughout modern history there have been many cases where authoritative and 

undemocratic leaders have led their respective countries to what is considered 

growth miracles. Examples of such countries are China, South-Korea, Singapore, 

Taiwan and Chile. This might seem as an inconvenient paradox, going against the 

belief that economic development should go hand in hand with political freedom 

and democracy. One may argue that it is actually the other way around, and that as 

a country develops economically, a better quality of life for the inhabitants will 

follow, which in turn might lead to a surge in demand for more personal freedom 

and political transparency. Hopefully, by attempting to answer the chosen 

research question, this thesis will also help shed some light on this apparent 

inconsistency.  
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1.2 Background  

Africa is a continent characterized by rich natural resources, emerging markets 

and high levels of corruption (International 2014). Corruption, for the purpose of 

this paper, is defined as “the abuse of entrusted power for private gain” 

(International 2016). GDP per capita was (current USD) 1570 on average for Sub-

Saharan Africa (World Bank 2015a), while the world average was (current USD) 

10 000 (Ibid). The well-known idea of convergence in economics implies that 

poorer countries have the ability to grow faster than rich countries, because they 

can replicate technology and methods of richer countries. In addition, they will 

experience a smaller degree of diminishing returns (especially in capital). 

Considering how poor SSA is (low average GDP per capita), they do not display 

the degree of growth one would expect. This is especially evident when one 

compares this lack of growth with the meteoric rise of the Asian Tigers in 1960-

70’s with a peak growth of 13,9 in Singapore in 1970 compared to the average 

growth of 4.4 in SSA between 2006-2015 (World Bank 2016e). 4.4 % annual 

growth is not so small, however, when looking at GDP growth per capita (GGPC). 

GDP growth can be defined as a measure of the rate of change of a countries 

overall output of goods and services from one year to the next. SSA has had a 

GGPC of 1.78% during the last ten years. It is deemed likely that unstable 

politics, corruption and poor governance limit SSAs economic development. The 

following graphs demonstrate the economic growth of the Asian Tigers from 1966 

to 1984, and the growth of SSA during the last 20 years. The remarkable 

difference between the two is undeniable.  
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Figure 1: Asian Tigers' GDP per capita in thousand dollars 

 

Source: worldbank.org 

 
Figure 2: SSAs' GDP per capita in thousand dollars 

 

Source: worldbank.org 

 

As aforementioned, SSAn nations receive large amounts of foreign aid. A big 

proportion of this aid is meant to support the economic development. If the 

foreign aid recipient is a country deemed corrupt, the marginal benefit of this aid 

is most likely less than if the beneficiary was a country considered less corrupt. 
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Thus, it is very interesting and potentially beneficial to look at economic growth 

linked to corruption. Corruption affects the quality and stability of political 

institutions. Poorly run institutions can in turn lead to a possible decrease in 

economic growth and development.     

At this point it is worth pointing out the large discrepancy in economic growth 

amid countries in SSA. Countries like Botswana have experienced a large growth 

in GDP the last years, and Transparency International also rates the country 

amongst the least corrupt SSAn. In contrast, many other African countries have 

little growth and high levels of corruption, and there is most likely a link between 

the high levels of corruption and low economic growth (Patton 2014). Political 

leadership might explain this large divergence concerning growth and levels of 

corruption. African nations are known for large variations in political leadership 

styles, ranging from benevolent leaders like Nelson Mandela to infamous leaders 

like Idi Amin. This variation in leadership styles can have a profound effect on the 

stability and efficiency of political institutions and economic growth. A case 

comparison between the SSAn countries of Rwanda and Burundi that exemplifies 

the effects of political leadership on economic development will follow later in 

the theoretical background part. 

 

1.3 Development and aid 

SSA is the region in the world that receives most foreign aid. This aid is largely 

meant to boost economic development. Foreign aid can potentially help improve 

economic development by making more capital available for investments, which 

again can improve productivity. Foreign aid can be defined as: “…the 

international transfer of capital, goods, or services from a country or 

international organization for the benefit of the recipient country or its 

population” (Williams 2015). This thesis will not encompass humanitarian aid, 

but merely focus on aid meant for economic development. 

In 2013, SSA received a total of 46.8 billion dollars (World Bank 2016c). Norway 

gave 31.7 billion NOK in total foreign aid in 2013, which amounts to 0.99 percent 

of their gross national income (Norad 2015). This makes Norway considered to be 

the country that gives most aid per capita in the world. The sheer amount of this 
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foreign aid underlines the importance of measuring and evaluating the effects of 

aid, in order to maximize the impact. Thus, due to the trust-based nature of aid 

and the highly detrimental effects that corruption and mismanagement can have 

on the intended effects of aid, scrutinizing the political leadership and political 

institutions in aid-receiving countries should be of vital interest. For corrupt 

leaders monetary aid may simply mean “free money”, suitable for fattening their 

and their supporters pockets.    

 

Foreign aid is meant to benefit a country’s inhabitants. Even though wealthier 

countries donate enormous amounts of aid to boost economic development in 

poorer states, the results of this aid are still intangible. Despite Africa being the 

continent that receives most foreign aid, it has not shown the economic 

development in par with the aid received. The aid and the idea of convergence 

(poor countries grow faster) imply that SSA should experience a much higher 

growth than what is currently the case. Some of the underlying explanations for 

this phenomenon will hopefully be brought forward with the conclusion of this 

thesis. 

 

1.4 Research question and subject of research 

Based on the abovementioned, the following research question is proposed:       

 

“How will economic development in Sub-Saharan African countries be mediated 

by the effect of their political leadership?”  

 

As already stated, economic development is a crucial variable telling of a 

country’s quality of life. Economic development can be defined as progress in the 

economy. It usually refers to the adoption of new technologies, transition from an 

agriculture based to an industry based economy and general improvements of 

living standards (Dictionary 2016). Unfortunately, economic development is hard 

to measure. Therefore, for the purposes of this thesis, economic growth will be 

used as a proxy for economic development. By looking at year-to-year changes in 

GDP, economic growth can be assessed. It can be defined as 

(𝐺𝐷𝑃+1−𝐺𝐷𝑃)/GDP. However, this will not distinguish between growth resulting 

from an increase in productivity, and growth resulting from population increase. 
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Consequently, year-to-year changes in GDP per capita will be used as a measure 

for economic growth.   

As aforesaid, the purpose of this thesis is to look at how political leadership 

affects economic development. It is believed that political leadership affects the 

quality of institutions, and that the quality of institutions highly affects economic 

growth. Correspondingly, a comparison amongst a sample of seemingly 

comparable aid-receiving countries with a divergent political leadership would be 

highly fitting for the purpose of this thesis. More specifically, when comparing 

nations with many initial similarities, the likelihood for any unobserved variables 

influencing economic development is reduced, which in turn is expected to 

strengthen the explanatory effects of the selected countries’ political leadership. 

Accordingly, this thesis will use a sample of 40 countries considered to be 

developing countries, situated in SSA (see appendix A). The aim is to measure the 

effects of political leadership by assessing the link between economic growth, 

quality of institutions, aid and corruption. The causes of economic growth are a 

vast subject, thus this thesis will have clear limitations in the variables considered. 

Also, due to the sheer size of the sample, disparities in some key areas like 

population size, culture, infrastructure and resources are expected. Nevertheless, it 

is believed that meaningful results will be found.  
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PART II: Theoretical background 
 

In this part of the paper theories and models relevant for this thesis will be 

elaborated upon. Firstly, some theory and background information concerning the 

elusive concept of leadership will follow. Secondly, relevant growth theories will 

be expounded. Thirdly, a comprehensive literature review presenting some of the 

major findings in the field will ensue. Lastly, this part will be summed up by a 

case example shedding light on the effects of political leadership on economic 

development. 

 

2.1 Leadership and political institutions 

The literature shows a clear gap in addressing the effects of political leadership on 

economic development. This is presumably due to the fact that leadership is 

inherently challenging to define and measure. Quantifying the essence of 

leadership is highly difficult. Consequently, this paper proposes that the quality of 

leadership can be indirectly measured through the quality of political institutions.  

Researchers Bruce E. Winston and Kathleen Patterson did a study addressing “the 

elephant in the room” in social sciences; the elusiveness of the term leadership 

and its myriad of definitions. Their study identified 90 variables that together 

cover the whole of leadership (Winston and Patterson 2006). What follows are the 

first sentences of this integrated definition of leadership:  

 

“A leader is one or more people who selects, equips, trains, and influences one or 

more follower(s) who have diverse gifts, abilities, and skills and focuses the 

follower(s) to the organization’s mission and objectives causing the follower(s) to 

willingly and enthusiastically expend spiritual, emotional, and physical energy in 

a concerted coordinated effort to achieve the organizational mission and 

objectives.“ (Winston and Patterson 2006, 7) 

 

With this integrated definition in mind it is not farfetched to imagine the profound 

impact that different political leaders’ personalities can have on their respective 

nations’ stability and political institutions and thus, returning to an issue 

accentuated in the initial part of this thesis, presumably to some degree also 

explain the large differences in growth and corruption levels witnessed in SSA.  
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Professor Carl J. Friedrich of Harvard University accentuates the link between 

leadership and political institutions with the following: “In order to become a 

ruler, the leader’s stabilized power has to be institutionalized, that is to say 

structured” (Friedrich 1961, 9). The keyword here is institutionalization, as that is 

what bridges leadership with rule. A political structure, he ensues, is comprised of 

political institutions. Institutions can be defined as: “…a set of social factors, 

rules, beliefs, values and organizations that jointly motivate regularity in 

individual and social behavior” (Greif 2006, as quoted by Alonso and Garcimartín 

2013). Moreover, following empirical research, the researchers Alonso and 

Garcimartín identified the most important determinants of institutional quality in a 

given country to be: income per capita and income allocation, the tax systems’ 

efficiency and the educational level in the population (Alonso and Garcimartín 

2013). These findings are somewhat reflected in the variables used in the ensuing 

regression analysis. 

 

Consequently, it is implied by the abovementioned that leaders have a huge 

impact on their followers in the way they select, influence and train them. Leaders 

in turn become rulers when their power becomes institutionalized in political 

institutions. Thus, a “good” ruler will pave the way for high quality political 

institutions, whilst a “bad” one will lead to poor political institutions. 

Accordingly, the quality of political leadership can be measured by the 

improvement or decline in political institutions. The quality of political 

institutions will again correlate with the levels of growth and corruption in a given 

country, directly affecting the inhabitants’ wellbeing through income per capita, 

fair tax systems and educational levels. Henceforth, institutional quality will 

function as a proxy for political leadership.   

 

Next, different growth theories that will be applied to explain some of the results 

of the regression analysis will follow. 

 

2.2 Growth theories  

Economic growth is a complex phenomenon. There are many different theories on 

growth, but none of them is universally acknowledged as the right one. In this 
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thesis, three growth theories are used to constitute the framework. These theories 

are expected to help explain why growth in the aid-recipient countries scrutinized 

in this thesis, behave in the way they do.  

 

2.2.1 Classical growth theory 

The generalized classical theory on growth is a combination of the contributions 

from the classical economists like Adam Smith, Robert Malthus and David 

Ricardo. These great economists of past times differ in many beliefs, but on some 

points, they agree. They believe that the economy has a subsistence level (Jain and 

Bojaj 2008). If GDP goes above this level (the growth is above its steady state) 

the population will increase. When the population goes above its subsistence 

level, GDP will in turn decrease, due to limited resources. This in turn will cause 

the population to decrease (Ibid).   

 

2.2.2 The Harrod-Domar model 

The Harrod-Domar model is a growth model that emphasizes the importance of 

saving and investment (Ibid). The level of growth depends on the national level of 

saving and the productivity of capital investment. The former have a duel 

character in this model. Firstly, it will generate income, and secondly it will 

augment the productivity of capital by increasing the capital stock. If investment 

is positive, real income and output will continue to grow. But in order to maintain 

a full employment equilibrium level of income, the expansion of both real income 

and output is needed at the same rate as the productive capacity of the capital 

stock. This model states that if these are not equal, the economy will move away 

from its equilibrium growth path. Since foreign aid will increase the capital stock, 

this model is deemed useful for this thesis.  

 

2.2.3 Neo-classical growth theory/Solow Swan model 

Neoclassical growth theory is a theory, which was developed independently by 

Solow and Swan in the 1950s. The model is micro founded, which means that the 

underlying assumption is based on individual choices and preferences and rational 
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behavior amongst agents is assumed. The model identifies three factors that 

explain growth: capital, labor and technology. The model emphasizes technology 

as a driver of growth. The model also explains how growth depends on the 

investment rate of inhabitants in a country. Since aid will potentially increase the 

investment rate in a country, this is considered relevant to this thesis. The model is 

criticized for assuming rational human behavior. Since foreign aid can be defined 

as inflow of capital to a country, it can be valuable to look at the effects of this in 

the light of the Solow-Swan model (David 2011, 10-30).  

 

2.2.4 Endogenous growth 

The last growth theory we will look at is the theory of endogenous growth. It 

states that growth is the result of internal processes, government, human capital 

and access to capital (Helpman 1992). It is developed in the 1990s with Romer 

and Lucas being among the most important contributors. Supporters of this theory 

claim that it explains the difference in productivity in industrialized countries, 

compared to the productivity of emerging markets. The endogenous growth model 

is the first to include human capital. Human capital has increasing returns to scale, 

since humans learn from each other. This is in contrast to exogenous growth 

models, where economic growth is primarily determined by exogenous factors.  

It is expected that all of the growth theories will be of some relevance. The 

classical theories, although they might be considered to be slightly outdated, can 

give an understanding of how growth and population behaves. The neo-classical 

theories can potentially help to explain how capital accumulation and growth is 

linked. The endogenous theory is useful because it emphasizes the value of human 

capital, and how growth in a country can be endogenous.  

 

2.2.5 Business cycles 

The theory of business cycles states that an economy will experience fluctuations 

over a period of time (Arnold 2002). The economic activity will go in cycles. 

GDP will expand, reach a peak, then contract, reach a trough, then repeat the 

cycle. If business cycles are present in our sample, it is very likely that last year 

GDP is an explanatory factor for present year GDP.  
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2.3 The case of Rwanda and Burundi 

In order to better illustrate how political leadership might affect economic 

development, a case example highlighting this potentially causal relationship will 

now ensue. 

 

The reasoning for the choice of these two SSAn countries was rooted in their 

strikingly similar prerequisites, leading nevertheless to a currently vastly different 

economic situation. Rwanda and Burundi are two central/east African countries 

with a common border. They are two of the smallest countries situated in 

mainland Africa and roughly of the same geographic size and population. They 

share a common history, with both being former German and Belgian colonies, 

with the latter ruling the two countries as a European colony named Ruanda-

Urundi. Correspondingly, they both have a bloody past with some of the most 

brutal human calamities of recent times (Kiwuwa 2015). Furthermore, both 

countries are members of the East African Community. Also, both countries have 

received relatively high degree of foreign aid relative to GDP and per capita 

(World Bank 2016a). They are also both resource-poor countries with agricultural 

economies. According to the World Bank, Rwanda and Burundi had an aid 

relative to GDP of approximately 16.25% and 19% (World Bank 2016b, 2015b). 

Nonetheless, the startling similarities seem to come to an abrupt halt at this point. 

Following the devastating genocide of 1994, Rwanda’s economy has seen an 

exponential surge. The country is frequently voted as the least corrupt country in 

the region with a rank of 44 amongst 167 countries on Transparency 

Internationals’ corruption perceptions index (International 2015), and the best to 

conduct business in (Fitzgerald 2010). Contrastingly, Burundi has a rank of 150 

on the same index, and is deemed the most corrupt country in the East African 

Community (Kiwuwa 2015). Also, almost 70 percent of the countries population 

are below the poverty line (Joel Tokindang and Gbetnkom 2014). The following 

graph shows GDP per capita for Rwanda and Burundi from 2002 to 2013. Clearly, 

Rwanda is the most successful in terms of growth per capita.  

 

As briefly mentioned above, the differences in the occurrence of corruption are 

sizable. In 2005, Burundi had a corruption score of 23 (scale goes form 0-100 

with 0 being most corrupt), and Rwanda had 31 (International 2015). In 2015, 

Burundi had a score of 21, and Rwanda had a score of 54 in the same scale. In 
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another source of corruption indicators obtained from the World Bank (World 

Bank 2015c), the scale goes from 2.5+ to -2.5 with -2.5 being the most corrupt. In 

2005, under the presidency of president Pierre Nkurunziza, Burundi had a score of 

-0.9. This decreased (more corruption) to -1.19 in 2014. In the year 2000, when 

president Paul Kagame took office, Rwanda on the other hand had a corruption 

score of  -0.65. 14 years later, in 2014, the corruption index was 0.83.  

 

In addition to differences in level of corruption, the two nations also differ in 

terms of economic growth. The ensuing graph shows GDP in Burundi and 

Rwanda during the last 20 years. There seems to be a clear pattern. 

 
Figure 3: Burundi and Rwanda GDP in thousand dollars 

 
Source: worldbank.org 

 

Economic growth is an important determinant for the quality of life of a country’s 

inhabitants. However, increased economic growth can also be due to an increase 

in population. As a country experiences population growth, this growth may also 

be reflected in terms of GDP as well, without necessarily making the inhabitants 

any richer. Therefore, it is important to look at GGPC. Even though a country can 

experience GGPC without necessarily making the median of their inhabitants 

better off due to income inequalities, GGPC is still a very important determinant 
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of a country’s economic success. The subsequent graph shows a huge difference 

amid the two countries’ GDP per capita. 

 
Figure 4: Burundi and Rwanda GDP per capita in thousand dollars 

 
Source: worldbank.org 

 

The present leader of Rwanda, the incumbent president Paul Kagame, has both 

been praised for his socioeconomic successes in transforming the country into a 

modern state as well being accused for veering towards authoritarianism, resulting 

in increased suppression of the press and the political opposition, with 

assassinations and disappearances following in the wake. Recently, Kagame has 

also started to campaign for a constitutional amendment in order to pave the way 

for a third presidential term, a possibility he previously had categorically 

dismissed. 

 

President Kagame seems to display several traits distinctive to autocratic 

leadership. The rapid economic rise of Rwanda seems at the onset to have been 

made on the back of individual liberties. Whether this surge has necessitated an 

autocratic leader or not is an interesting inquiry. Pierre Nkurunziza, the president 

of Burundi, has some characteristic differences with the Rwandan president. 

Whereas president Kagame is well known internationally as a charismatic and 

forceful leader, president Nkurunziza is his obscure counterpart, rarely heard of on 
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the international political scene. As is currently desired by Kagame, Nkurunziza 

has been sworn in for a third term, something that is considered unconstitutional 

under Burundian law. 

 

Although this case example proves no casual links, as there might be other 

underlying reasons explaining the differences in Rwanda and Burundi’s current 

economic situation. Nevertheless, this case comparison indicates that there might 

be a possible correlation between the two presidents’ leadership styles and the 

degree of corruption present in their respective countries. The much higher rate of 

growth and overall healthier economic development displayed by Rwanda is a 

probable sign of the dyadic effects of political leadership on corruption, which in 

turn affects economic growth. This case example will be revisited in part IV of 

this paper. Next, the literature review will be presented. 
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PART III: Literature review 
 

In order to be able to understand the connection between economic development 

and the leadership of aid-receiving countries, it is appropriate to pinpoint some of 

the underlying reasons for why there exists a divide between rich and poor 

countries in the first place. As initially mentioned, for the purpose of this thesis, 

economic growth will be used as a substitute for economic development. If one 

were to follow neo-classical economic thinking, the variations in economic 

growth between different countries are positively correlated with the differences 

in the way the respective countries amass capital. While Solow (1956) explains 

this difference in growth with variations in saving rates amongst countries, Cass-

Koopmans on the other hand believe that disparities in preferences between 

leisure and consumption can explain the this difference (Koopmans 1965; Cass 

1965). Later, Romer (1986) and Lucas (1988) introduced the notion that human 

and physical capital accumulation also can be used to explain economic growth. 

Moreover, Romer (1989) expanded upon the neo-classical models by also 

including innovation, deeming the level of innovation in a country to be directly 

relevant to economic prosperity. Although these models provide useful insights of 

various economical mechanics, they fail to give a thorough explanation of 

economic growth. 

 

3.1 Growth and political institutions  

In a bid to offer a more fundamental explanation for economic growth instead of 

only proximate ones, North and Thomas (1973) proposed differences in 

institutions as an explanation for variations in growth. According to North: 

“Institutions are the rules of the game in a society or, more formally, are the 

humanly devised constraints that shape human interaction” North (1990, 3). In the 

words of Acemoglu, Johnson and Robinson: ”Of primary importance to economic 

outcomes are the economic institutions in society such as the structure of property 

rights and the presence and perfection of markets” Acemoglu, Johnson and 

Robinson (2005, 389). The researchers claim that without well-functioning 

institutions, individuals are not provided with the incentives to invest or embrace 

more proficient technologies. Institutions are also vital in helping to assign 
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resources to where they will have the most effect. Furthermore, they decide who 

gets the profit, proceeds and the remaining right of control (Acemoglu, Johnson 

and Robinson 2005). In other words, good institutions are essential to a healthy 

economic environment, and this in turn is likely correlated with economic growth. 

Conclusively, bringing attention back to this chapters’ initial inquiry into why 

there exists a divide between rich and poor countries, Acemoglu, Johnson and 

Robinson suggest that the answer to this question is strongly correlated with the 

state of the institutions in the respective countries (Ibid). One cannot say anything 

meaningful about the former without also considering the latter.  

 

3.2 Political power and institutions  

It is vital to point out that institutions are endogenous; they are intertwined with 

the society in which they exist, with the purpose to serve this society. However, it 

is not given that inhabitants of a country are a homogenous group. Countries may 

have more than one group. These groups have different preferences, and thus a 

conflict of interest may arise. In a fractionalized country the balance of political 

institutions is determined by each groups political power. Consequently, the group 

with the most political authority is prone to secure the set of institutions that it 

favors (Ibid). This means that political power determines political institutions.  

Acemoglu, Johnson and Robinson (Ibid) divide political power into two parts: de 

jure and de facto political power. De jure political power in a society 

encompasses power that stems from political institutions. Examples are the form 

of government (autocratic/democratic), and the degree of restraints placed on 

politicians. De facto political power on the other hand goes beyond political 

institutions. Individuals that wield de facto political power are not necessarily 

allotted power by the political institutions. Examples can be peasants in an 

agricultural society that revolt against authority or dictators that seize power 

through a coup d’etat (Ibid). It is evident from the literature that economic growth 

is determined by the state of a country’s political institutions, which again is 

mediated by the presiding political power in the country.      
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3.3 Corruption and growth 

According to Mauro (1995) some researchers, starting with Leff (1964) and 

Huntingon (1968), suggest that corruption might increase growth. This happens 

mainly through two mechanisms. Firstly, corrupt practices such as speed money 

might help individuals avoid bureaucratic delay. Secondly, government 

employees might work harder if they are allowed to levy bribes, especially when 

the bribes act as a piece rate. While the former will raise the probability that 

growth will increase when bureaucratic regulations are cumbersome, the latter 

will have effect regardless of the bureaucratic efficiency. 

Contrastingly, Shleifer and Vishny (1993) argue that corruption tends to lower 

economic growth. They identify two reasons for why corruption will slow 

economic growth. The first reason is the weakness of central government. A weak 

central government will allow other government agencies and bureaucracies to 

enforce independent bribes. When a foreign investor needs to bribe numerous 

government agencies to be able to operate in a country, the cumulative bribe price 

will be high, thus lowering the incentive for foreign investment in that country. 

The second reason is that corruption demands secrecy. This can shift investments 

away from high value projects, towards lower value projects. This is due to the 

fact that the inherently secretive nature of corruption makes the probability of 

keeping corruption a secret decisive when choosing projects.      

In the attempt to measure the extent to which government institutions affect 

economic growth, one has to recognize that institutions and economic variables 

evolve jointly: not only do institutions affect economic performance, but 

economic variables may also affect institutions (Mauro 1995). To address the case 

of this endogeneity, Mauro uses the ethno-linguistic fractionalization index as an 

instrument, arguing that ethno-linguistic fractionalization is highly correlated with 

both corruption and other institutional variables. Moreover, Mauro states that 

ethno-linguistic fractionalization can be said to be exogenous to both corruption 

and other institutional variables. Ethno-linguistic fractionalization is the 

probability that two random individuals from the same country do not belong to 

the same group of people. Furthermore, Mauro finds evidence that corruption 

lowers private investments, thus reducing economic growth. This result holds 

even for countries where bureaucratic delay is very cumbersome. He finds a 

statistical significant negative link between corruption and investment, and 
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corruption and growth. Mauro says that corruption lowers investments because 

investors see bribes as an additional tax, hence lowering the incentive to invest. 

 

3.4 Economic growth and aid 

The researcher Victor Levy found evidence for a positive and significant 

correlation between aid and economic growth and investment in SSA, using both 

time series and cross sectional observations (Levy 1988). The study also 

established that capital accumulation contributed to sustained economic growth. 

This last finding the researcher states, is contrary to the common understanding 

that capital investment had failed to generate income growth in the early 1970’s 

(Ibid).  

In another study investigating whether SSA is affected differently by factors 

affecting Foreign direct investment (FDI), Elizabeth Asiedu (2002) arrived at 

results indicating that Africa is indeed different, implying that successfully 

implemented policies from other regions will not necessarily create the same 

results when applied to SSA. More specifically the researcher state, FDI is 

encouraged to non-SSAn countries by the way of a more developed infrastructure 

and a higher return on capital, whereas these same factors have no effect on FDI 

directed at SSA (Ibid). Additionally, even though the factor openness to trade 

encourages FDI to SSAn and non-SSAn countries alike, the marginal benefit from 

the said factor is higher for non-SSAn countries than SSAn countries. This, 

according to the researcher, suggests that liberalization of trade is more valuable 

for non-SSAn countries than for SSAn ones, resulting in an increase in FDI to 

non-SSAn countries. Asiedu also underscores another finding, which is that, 

ceteris paribus, a country placed in SSA will receive less FDI based on its 

geographical location alone (Ibid).  

The researcher suggests three implications for policies, derived from her study: 

the first one being the need for SSAn countries to change their trade regimes by 

liberalizing them, consequently improving their FDI streams. In order to achieve 

this, the reforms need to be considered credible and permanent by potential 

investors. Secondly, successful policies from other regions cannot be blindly 

applied in SSA as their impact may be different here than in non-SSA. Lastly, 

Asiedu suggests that international organizations like the World Bank can play a 
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vital role in the changing of perception towards African countries. Thus, paving 

the way for increased FDI by altering the impression that Africa is inherently 

risky, a notion somewhat based on ignorance in the researchers’ view (Ibid). 

Asiedu’s findings seems to suggest that FDI to SSA is hampered by their image of 

high risk and non-liberal trade regimes. This leads to a downward spiral where the 

negative image lessens the marginal benefit of a more open trade regime in SSA 

in terms of increased FDI, which again makes the SSAn governments less 

inclined to implement the said liberalization.  

In another study attempting to determine whether there exists a long-term and a 

short-term correlation between foreign aid and economic growth, Mallik 

Girijasankar (2008) found that there is indeed a long-term link between 

international aid and the living standards in the six poorest SSAn countries. 

Although no significant short-term correlation were established, a significant 

negative long-term effect between foreign aid as a percentage of real GDP and 

real GDP per capita was found in five of the six countries examined (Ibid).  

Although the researcher does no attempt to examine the underlying reasons for the 

findings in his paper, he speculates, amongst other things, that a big portion of the 

aid given to the impoverished countries included in the study goes to meet 

humanitarian needs, rather than to expand the productivity of the economy (Ibid). 

The researchers’ conjectures would imply that aid-receiving nations must carry 

their impoverished populations past a certain threshold, before any aid received 

can help grow their economies instead of merely catering to their residents’ 

humanitarian needs.     

 

3.5 Aid and political institutions 

In their study, the researchers Stephen Knack and Deborah A. Bräutigam (2004) 

ask how dependence on substantial amounts of aid affects governance in SSAn 

countries. They categorized their findings in three parts: first, there is a strong 

correlation between high aid levels in African countries and declines in 

governance. Second, there is an equally strong relationship between high aid 

levels and a lesser tax share of GDP. And lastly, increased GDP per capita is 

associated with enhanced governance (Ibid). The researchers also argue that large 
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amounts of aid over a long period of time can weaken governmental institutions. 

To combat this, the researchers suggest that official aid needs to be much more 

selective in terms of the recipients. Also, extensive aid programs must be 

temporary instruments for development (Ibid).  

In another study, Alberto Alesina and Beatrice Weder (1999) examined whether 

corrupt governments received less foreign aid. Their research paper concluded 

that less corrupt governments do not necessarily receive more foreign aid. In fact, 

depending on the measurement used, more corrupt governments obtain more aid. 

Furthermore, the researchers did not find any evidence for reduced corruption as a 

consequence of increased foreign aid (Ibid). Other interesting findings were that 

Scandinavian donors reward less corrupt recipients, and that the United States 

seems to favor democracies, but pays no mind to the recipient countries’ quality 

of governance (Ibid). All in all, the researchers give a resounding no to their initial 

inquiry. Contrastingly, Mauro (1997) says that it is a possibility that corruption 

may reduce the effectiveness of aid flow through the diversion of funds from their 

intended projects. Consequently, this has led to some donor countries scaling back 

their monetary assistance.   

Peter Boone did a study looking at the effectiveness of foreign aid when related to 

the political regime of beneficiary countries. He found that aid does not increase 

economic development significantly, nor does it benefit the poor when 

improvement is gauged in human development indicators (Boone 1996). 

Furthermore, the researcher found that aid in fact increases the size of 

government, and that there is no correlation between degree of political freedom 

(liberal democratic versus highly repressive) and the impact of aid (Ibid). Also, 

Boone found that liberal political regimes and democracies have averagely 30% 

less infant mortality when compared to highly repressive regimes. This, the 

researcher states, may possibly point to short-term aid in support of new political 

regimes being the most effective way to reduce poverty (Ibid). In the end, the 

researcher states that his results are in agreement with a model where the 

politicians increase the welfare of a wealthy elite (Ibid).  

Conclusively, Boones’ findings do not seem to bare well for the advocacy of aid 

for the purpose of economic development, having instead an un-intentional 

bloating effect on the recipient countries government/elite. These findings seems 
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to support Knack and Brautigams’ abovementioned findings, giving credence to 

the hypothesis of short-term aid being the most effective way to ensure effective 

governments while reducing poverty.          

“Foreign Aid and Regime Change: A Role for Donor Intent” is the name of a 

study conducted by the researcher Sarah Blodgett Bermeo (2011). As the name 

implies, the paper examines whether there is any correlation between foreign aid 

and the probability of democratization in the countries receiving the aid. The data 

analyzed in the study was extracted from the AidData database, which is a 

substantial collection of development finance information. The researcher states 

that evidence points to the characteristics of the aid donor playing a moderating 

role in the relationship between aid and democratization in the recipient country 

(Ibid). Upon further elaboration, the researcher states that although aid from 

democratic donors is positively correlated with the probability of a democratic 

transition within recipient countries, countries receiving aid from authoritarian 

donors are less likely to undergo the same type of transition.  

Restraining from drawing hasty conclusions, Bermeo explains that the 

abovementioned positive correlation between aid from democratic donors and 

democratization within recipient countries cannot necessarily be assigned to the 

direct effects of the aid, rather it might be a case where donors are 

disproportionally directing aid to countries where democracy is deemed more 

likely to blossom (Ibid). Likewise, Bermeo states that in instances where donors 

unconditionally give aid to authoritarian recipients, this helps entrench the 

incumbent regime (Ibid).  

To summarize this literature review, the research seems to suggest that corruption 

and weak political institutions are negatively correlated with economic 

development, by the way of growth. Aid does not seem to necessarily increase 

economic growth, nor does it lead to democracy.  

Next, presentation of data will follow. 
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PART IV: Presentation of data 
 

Here, a portrayal of the different variables used in the thesis will follow. Also, the 

case example of Burundi and Rwanda will be reassessed, before ending this part 

of the paper with a brief discussion of shortcomings amongst the variables.   

 

4.1 Variables 

As mentioned in part I, the sample consists of 40 SSA countries. The variables 

used are based on data gathered from worldbank.org and the World Governance 

Indicators (WGI) project, which comprises of six dimension of governance based 

on a research program of the World Bank (see appendix C). For the purpose of 

this study, it was deemed fitting to apply the WGIs six dimensions of governance 

in order to describe institutional quality, as they are believed to garner the most 

essential components of quality institutions, namely the effects of corruption, 

political stability, accountability and the effectiveness of government. The WGIs 

were measured biannually up until the 2000.  

 

From the aforementioned growth theories, it is reasoned that growth is the result 

of internal processes, government, technology, human capital and access to 

capital. The variables described below are chosen in order to capture these 

aspects. Some of the variables are self-explaining and require little clarification, 

while others are more complex, resulting in more in-depth depictions.  

 

4.1.1 GDP growth per capita (GGPC)      

GGPC is used as the dependent variable in the regressions. This variable defines 

yearly growth rate of GDP per capita in percentage, based on a constant native 

currency (World Bank 2016d). Including population as an independent variable 

was initially considered, but since the effects of a population increase or decrease 

already will be captured in GGPC, it is not included in the regression. It is 

believed using GGPC, instead of GDP (not per capita) as the dependent variable 

with population as an independent variable, will get better estimates for economic 

development. The mean for this variable is 2.03 with a standard deviation 5.91 

(see appendix D). The large standard deviation points to large variations in 
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GGPC. In the regressions, lagged GGPC (LGGPC) will be added as an 

independent variable. The rational behind this is that growth could have a 

momentum effect with the previous year’s growth explaining the present year. 

This is also supported by the theory of business cycles.  

 

4.1.2 Gross Capital Formation (GCF) as % of GDP 

Gross Capital Formation (GCF) depicts the percentage of GDP used to add to the 

fixed assets of the economy, i.e. investments. These assets involve constructions 

of roads, railways, hospitals, schools, residential and office buildings and so on 

World Bank (2016d). This variable has a mean of 20.3% with a standard deviation 

on 9.84, which means that on average, 20.3% of the GDP is used each year to 

invest  (see appendix D).  

 

4.1.3 FDI net inflows as % of GDP 

According to the World Bank definition of FDI, they are the: “…net inflows of 

investment to acquire a lasting management interest in an enterprise operating in 

an economy other than that of the investor.” World Bank (2016d). Economic 

reasoning, along with many growth theories, supports this variable as an 

important determinant of economic growth. Countries with low production due to 

lack of capital will potentially have large benefits resulting from FDI. This 

variable has a mean on 4.34, with a standard deviation on 9 (see appendix D). The 

relatively low mean with the high standard deviation means that some countries in 

some time periods get a high amount of FDI, while other observations gets very 

low FDI.  

 

4.1.4 Official aid received as % of GDP (FAGDP) 

This variable describes the net official development assistance and official aid 

received in 2013 USD World Bank (2016d). The development assistance entails 

concessional loans by member countries of the Development Assistance 

Committee (DAC) and non-DAC countries alike, as well as multilateral 

institutions. The loans are meant to endorse welfare and economic development in 

the recipient countries (Ibid). Aid can be used to invest, and according to some 

growth theories, this capital formation should increase economic growth. In the 
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regression analysis, official foreign aid received will be divided by GDP 

(FAGDP) in order to estimate the amount of aid received compared to the size of 

the economy in the respective nations. It is important to keep in mind that FAGDP 

will be relatively higher in countries with lower GDP, than it will in countries 

with a higher GDP. This variable has a mean of 0.13 and a standard deviation of 

0.20 (see appendix D). 

 

4.1.5 Inflation, consumer prices 

This variable encompasses inflation as measured by way of the consumer price 

index. It measures the yearly changes in cost to the average consumer of attaining 

a certain good or service World Bank (2016d). 

 

4.1.6 Trade % of GDP 

This is the totality of imports and exports of services and goods measured as a 

part of the GDP (Ibid). This can be used as a measurement of how open a country 

is to trade. A potential weakness in this variable is that it does not separate import 

and export. The mean is 72, with a standard deviation on 37 (see appendix D).   

 

4.1.7 Population 

This variable describes the number of inhabitants in a nation. The variable is 

included in order to determine whether there is a relationship between populous 

countries and high levels of corruption and political instability. However, as this 

variable is not included in the regression, it is mostly used for descriptive 

purposes.  

 

4.1.8 Ethno-linguistic fractionalization (ELF) 

ELF is a variable that measures the probability that two individuals, chosen at 

random in a given country, will not be part of the same ethno-linguistic group. A 

country with a homogenous population will have a low ELF, while a country with 

many different ethno-linguistic groups will have a high ELF. As mentioned in the 

literature review, Mauro found that ELF correlates strongly with corruption and 

institutional efficiency (Mauro 1995). A high degree of ELF in a country may lead 
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to ethnic conflicts, which again can pave the way for political instability, and 

ultimately, civil war (Ibid, 693). The mean for this variable is 0.68, with a 20.8 

standard deviation (see appendix D). These scores are relatively high compared to 

countries in other regions (Roeder 2001). A list of the ethno-linguistic 

fractionalization scores in different countries is provided in the appendix. The 

numbers are from 1985 and the score goes from 0 to 1 (see appendix E). ELF will 

not be featured in the regressions; rather it will function in a descriptive manner in 

order to provide additional information. 

 

4.1.9 Coastline 

The reasoning for the inclusion of this variable is based on the assumption that 

there is a prevailing positive correlation between countries with a coastline and 

economic development, and the same correlation being negative in the case of 

landlocked countries. Correspondingly, an UN study shows that landlocked 

developing countries have less average per-capita income, inferior governance, 

poorer health outcomes and higher poverty headcount than their comparative 

coastal developing countries (UN-OHRLLS 2013). As was the case with ELF and 

Population, this variable will be used as a descriptive source.  

 

4.2 Institutional Quality variables 

As abovementioned, institutional quality will be based on the WGI dimensions. 

These dimensions consisted of Voice and Accountability (V&A), Political Stability 

and Absence of Violence (PS), Government Effectiveness (GE), Regulatory 

Quality (RQ), Rule of Law (RoL) and Control of Corruption (CoC) (see appendix 

C). The WGI dimensions are scored from -2.5 to +2.5. A detailing of the six 

dimensions will follow next. For the remainder of this thesis the acronym WGI 

will be substituted by the term Institutional Quality (IQ).  

 

4.2.1 Voice and Accountability (V&A) 

This dimension describes the degree to which countries inhabitants can affect their 

government, as well as capturing perceptions of freedom of expression and 

association and a free media (see appendix C1). This variable is dualistic: one part 

captures the inhabitants’ individual freedoms, while the second part encompasses 
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the degree of reliability of the state and public sector. The mean is -0.60, with a 

standard deviation of 0.71 (see appendix D). 

 

4.2.2 Political Stability and Absence of Violence (PS) 

Here, the perceived likelihood for political instability and politically motivated 

violence (terrorism) is measured (see appendix C2). These types of violence can 

be both internal and external conflicts. E.g. violent demonstrations (riots), coup 

d’état, social unrest, conflict with external party. The variable also measures the 

intensity of internal conflicts. For this variable, the mean is -0.58, with a standard 

deviation of 0.91 (see appendix D). 

 

4.2.3 Government Effectiveness (GE) 

This dimension encapsulates the perceived quality of public and civil services like 

public transportation, roads and highways, public schooling, drinking water, waste 

disposal and so forth, as well as the credibility of the governments’ commitment 

to implement the various policies while avoiding succumbing to political 

pressures i.e. the quality of bureaucracy and red tape (see appendix C3). The mean 

is -0.73, with standard deviation of 0.60 (see appendix D). 

 

4.2.4 Regulatory Quality (RQ) 

The RQ dimension condenses the governments perceived ability to promote 

private sector development by articulating and employing sound regulations and 

policies (see appendix C4). Important concepts measured are discriminatory 

taxation, burden of government regulations and ease of starting business. Here, 

the mean is -0.66, with a standard error of 0.62 (see appendix D). 

 

4.2.5 Rule of Law (RoL) 

RoL captures discernments of the degree to which parties have trust in and abide 

by the rules of society. These societal rules encompass property rights, the police, 

the courts and the quality of contract enforcement. More specifically this variable 

measures the business costs of crime and violence, the level of security of goods 

and persons and the degree of the independence of the courts. RoL also measures 
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whether the state provides compensation in instances of expropriation and breach 

of contracts (see appendix C5). The mean is -0.72, with a standard deviation of 

0.65 (see appendix D). 

 

4.2.6 Control of Corruption (CoC) 

This variable expresses discernments of the degree to which public power is 

wielded for personal gain. This incorporates both simple and large kinds of 

corruption, in addition to instances where the state in essence is “hijacked” by 

private interest groups and elites. The variable is constructed by a number of 

different data sources amassed by the WGI project (see appendix C6). It is 

important to notice that this variable communicates control of corruption and not 

corruption itself. Thus, countries scoring highly in the CoC variable in the 

regression analysis display low degrees of corruption. The mean for this variable 

is -0.61, with a standard deviation of 0.58 (see appendix D). 

 

4.3 Institutional Quality (IQ) in Burundi/Rwanda 

In the light of the IQ dimensions, it would be fitting to revisit the 

Burundi/Rwanda case example in order to see how they apply to that particular 

case. Below, the IQ dimensions relative to GGPC in the Burundi/Rwanda 

example are shown. Notice the improvement of the IQ valuables seen in Rwanda. 

The differences in the IQ variables can both be systemic and random. As the IQ 

variables range from -2.5 to +2.5, a difference in 1 in the IQ scores (20%) is 

deemed highly unlikely to be random. The IQ variables relative to GGPC in 

Rwanda will follow next. 
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Table 1: IQ relative to GGPC Rwanda 

 
Source: WGI and worldbank.org 

 

Paul Kagame entered office in Rwanda in 2000. At this point in time, the numbers 

testify to a bad economic environment. The following years and up to 2013, there 

appears to have been a strengthening of all the IQ variables, and a satisfying 

GGPC. At a closer look, CoC has had an increase of 1.29 in the period that 

Kagame has been in office. In the same period, RoL and RQ have had an increase 

of 1.2 and 1.05 respectively. The variable showing the biggest improvement is PS, 

with an increase of 1.73. Assuming the link between leadership and institutional 

quality mentioned in part 2.1 holds true, president Kagame seems to have done a 

good job, with a resulting decrease in corruption and a relatively high and steady 

growth. The IQ variables relative to GGPC in Burundi are presented on the 

following page. 
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Table 2: IQ relative to GGPC Burundi 

 
Source: WGI and worldbank.org 

 

Pierre Nkurunziza assumed office in Burundi in 2005. The previous year’s growth 

has been unstable and low. The IQ variables in Burundi have a low score in 2005, 

and they lack the positive trend exhibited by Rwanda. There is a notable decrease 

in V&A with .31, and corruption has increased with .47. There is a slight decrease 

in the other IQ variables. The data presented above is by no means clear evidence 

that the differences in both GGPC and the IQ variables are resulting from the 

differences in the two nations’ leadership. However, there is an undeniable 

disparity between these two countries’ IQ and growth scores, making it at the very 

least plausible that leadership is a determinant for institutional quality.  

 

4.4 Shortcomings in variables 

While some of the abovementioned variables were ultimately used in the 

regression, others merely acted as sources for descriptive information.  

 

As already mentioned, political leadership will be measured by changes in IQ. 

This proxy obviously has limitations. It is likely that other factors than political 

leadership affects the IQ variables. And likewise, it is likely that a political leader 

can increase GGPC in a country, even though no noticeable difference in IQ is 
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present. Still, the objective and quantitative qualities of IQ as a proxy on political 

leadership makes it a good fit. 

 

In neo-classical growth theories, technology is considered as an important factor 

of growth. However, no suitable variable were found in order to capture this 

aspect. Moreover, human capital is a hard variable to quantify. The inclusion of 

the variable “gross enrollment ratio, secondary” that was meant to function as a 

proxy for human capital, turned out to prove problematic. It was missing too 

many observations, so it was removed from the analysis. It was not possible to 

find a good substitute for this variable. The potentially similar variable “labor 

force, secondary” (labor force with secondary education) also had many missing 

observations. Further, the IQ variables include data from 1996, 1998, 2000-2013. 

A larger timespan would be more beneficial. Likewise, the variable “tax revenue 

(% of GDP)” was initially meant to be included in the regression as it was 

believed to be an explanatory factor in growth, but it was ultimately excluded due 

to an excessive amount of missing observations. As mentioned in part 2.1, the 

findings of Alonso and Garcimartín disclosed that a healthy tax system is 

positively associated with institutional quality, providing needed funds in order to 

create quality institutions. However, data on taxes proved to be difficult to find as 

all our sample countries are developing, with inadequate data.  
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PART V: Methodology 
 

In this part of the thesis, the chosen research strategy and research design is 

presented, before moving on to a depiction of the analytical statistics used.   

 

5.1 Research strategy  

In social sciences it is common to make a distinction between two types of 

research strategies; quantitative and qualitative research strategy (Bryman and 

Bell 2011). Qualitative research encompasses a relationship between research and 

theory that is inductive. This means that new theory is generated as a result of 

observations. Quantitative research on the other hand is of deductive nature. This 

entails that theory in a particular field of research forms the premises for a 

hypothesis or hypotheses, which in turn leads to data collection and testing of the 

data in order to obtain findings that either confirm or reject the hypotheses. These 

findings may again necessitate the revision of contemporary theory. It is evident 

that the last part of the described process of deduction involves induction, where 

the former leads to the latter, which, depending on the findings may or may not 

lead to a new process of deduction. In this thesis, a quantitative deductive research 

strategy will be applied. Consequently, a quantitative deductive-based approach 

can be applied to answer a hypothesis found by applying the qualitative method 

(Ibid). A quantitative method concerns data that can be analyzed in a statistical 

setting, and can give empirical support for a hypothesis.   

 

5.2 Research design 

A research design is used as a framework in order to gather and analyze data. In 

this thesis, the design of choice is the longitudinal design. In this type of design a 

chosen sample is examined and then re-examined on at least one further occasion 

(Ibid). There are two main types of longitudinal design: the cohort study, and the 

panel study, with the latter being applied in this thesis. 

 

As abovementioned, panel data is a type of longitudinal data, containing both 

cross-sectional data and time series (Ibid). In the sample, data from all SSA 

countries from 1996 to 2013 was included. However, the sample was very 
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unbalanced. Some countries had very few observations and were removed from 

the sample (Sao Tome, Somalia, South Sudan, Central African Republic and 

Reunion, Cape Verde and Ethiopia). The advantages of panel data are that it 

enables one to understand how the sample is causally influenced over time (Ibid). 

On the other hand, a problem with longitudinal data is related to its very nature. 

Due to the fact that the sample is surveyed over a long period of time, sample 

erosion may be experienced, and indeed this was also the case with the sample 

used in this very thesis.    

 

5.3 Panel data estimation method  

There are many methods of doing a multivariate regression but the three most 

common is Pooled OLS, Fixed effects and Random effects. Pooled OLS can be 

used when the study subjects are homogenous. Pooled OLS is clearly unfit, since 

countries in SSA are very heterogeneous. The choice must be between fixed and 

random effects.   

 

5.3.1 Fixed and Random effects 

Fixed effects estimation measures differences in intercept for each country. This 

estimation technique is best used when there are distinctive differences between 

countries that do not change over time, like distance to equator, whether or not the 

country has a coast, ethno-linguistic fractionalization, colonial history etc. The 

fixed effect estimations add a dummy variable for each country, where the 

distinctive differences are accounted for (H. Stock and W. Watson 2015, 418). A 

random effect regression is best if it is believed to be no fixed effects separating 

the countries, with the changes in time being random.  

 

It seems likely that a fixed effect estimation method is best fitted to the data 

presented in this thesis. To be sure, a Hausman test was conducted in Stata (Stata 

2016). The null hypothesis is that both methods are possible to use. The 

alternative hypothesis says that fixed effects estimation is possible to use, while 

random effect is not. The output is provided on the next page.  
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Figure 5: Hausman test, Stata output 

 
Source: worldbank.org 

 

This output advocates to reject the null hypothesis and use fixed effect estimation. 

The regressions used have GGPC as the dependent variable, while FDI, GCF, 

inflation, trade, FAGDP and LGGPC act as independent variables. Adding the IQ 

variables or lagging GCF and FDI (more about this in part 5.5.3) to the 

regressions do not alter the outcome of this test, so fixed effect estimation is 

clearly the better option.  

 

5.4 Unit root  

A variable has a unit root if the mean or variance changes over time. If it does not 

change over time, the variable is stationary (Bjørnland and Thorsrud 2014). If 

variables with a unit root are included, the estimates may be biased. Variables can 

be screened for unit roots doing an augmented Dickey Fuller test in Stata (Ibid).  

 

The output shows that the null hypothesis cannot be rejected, signifying that the 

growth rate of GDP per capita does not include a unit root (see appendix B). All 

the other variables, which will be used in the regression, were checked and none 

contained an unit root. However, a trend term had to be added when trade was 

tested. Trade is trend-stationary. This could potentially lead to wrong estimate of 

the coefficient in the subsequent regression, and/or wrong significance level. We 
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can make trade stationary (not just trend-stationary) by using yearly differences, 

or removing the trend in the data. This however would lead to loss of information, 

thus it was decided to keep trade as it is. 

 

5.5 Statistical challenges  

When doing a multivariate regression, one wants to find out how the dependent 

variable is affected by the independent variables. The ideal is to get the true 

relationship between the variables. However, there are many pitfalls. Variables 

can be omitted, variables can be wrongly measured and simultaneous causality 

and multicollinearity can be present. All this may lead to biased coefficients and a 

low validity of the regression. Below, the most common problems and ways 

intended to diminish the effect of these problems are presented. 

 

5.5.1 Multicollinearity  

Perfect multicollinearity is when one of the independent variables is a perfect 

linear combination of the other independent variables. Imperfect multicollinearity 

arises when one of the independent variables is highly correlated, but not 

perfectly, with the other independent variables. If highly correlated variables are 

used in a regression, at least one variable will be imprecisely estimated (H. Stock 

and W. Watson 2015, 248-51).     

 

5.5.2 Omitted variables 

Omitted variables occur when the regression model leaves out one or more 

important factors. When an explanatory variable is omitted from the regression, 

the results will be biased (Ibid, 365). It is likely that the regressions have many 

omitted variables. If the model were to have no omitted variables, all variables 

explaining economic growth per capita would have to be included. This is clearly 

not feasible, so omitted variable bias will be present in this study.  

 

5.5.3 Simultaneous causality 

Simultaneous causality arises when causality runs from the dependent variable to 

any of the independent variables (Ibid, 372-75). That is if GDP per capita growth 
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affects any of the independent variables, and not just the other way around. There 

are two ways to mitigate this problem, with the first and most relevant being the 

use of instrumental variables. The other is to design and implement a randomized 

controlled experiment, but this is beyond the scope of this thesis. It is likely that 

simultaneous causality exists in this study. GGPC might affect FDIs: when 

investors see that a country is growing they might be inclined to invest in that 

country. It also seems likely that GCF can be affected by GGPC. No good 

instrument variable for FDI was found for these variables. To diminish this 

problem, lagged values of these two variables are used in the regression. Lagged 

values means that the previous year’s values are used in the regression analysis. 

The use of lagged values may also seem more fitting from an economical 

perspective since it is deemed reasonable that the effects of investments may take 

a year to affect the GGPC. Trade is another variable that might be exposed to 

simultaneous causality. This is due to the possibility that a high GGPC with its 

corresponding high economic activity (e.g. investments in real capital) can lead to 

an increase in trade. 

 

5.5.4 Reliability of data 

As briefly mentioned in the introduction of part I, the data used will be based on 

40 suitable SSA countries. Most of the data used in the regressions will come 

from worldbank.org. They get much of their data, which is survey based, from 

statistical agencies in their respective countries. As many of the countries used in 

the sample are places where there is less transparency, the accuracy of the data 

attained might be questionable. This has the potential to compromise the validity 

of this thesis. Moreover, another potential inadequacy in the data is related to 

measurement error. Measurement error occurs when the data is measured wrong. 

The countries in the sample are developing, so the likelihood of measurement 

error is large. GDP is hard to measure in countries where much of the economy is 

based on inhabitants consuming what they produce. Thus, it is hard to give a 

precise estimation of the value of each country’s actual production.  

 

Next, the presentation of data part will follow. Here, the variables applied in the 

continuation of the study will be presented. 
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PART VI: Findings 
 

In the subsequent part, a correlation and regression analysis will be conducted and 

their respective findings presented. Furthermore, the regression findings will be 

conversed in the discussion part before ending this part of the paper with potential 

limitations and implications for further study.   

 

6.1 Correlation analysis 

In order to gain a clearer picture of the relationship between the variables, a 

correlation analysis was performed. The following table will show the correlations 

between the different variables. It is important to keep in mind that the 

correlations are calculated without considering the aspect of time and countries. 

The calculations treats the data as it were purely cross-sectional. Nevertheless, the 

analysis is still expected to contribute to this thesis.  

 
Table 3: Correlation table 

 
Source: worldbank.org 

 

There are many interesting correlations. As expected, there is a strong correlation 

between all the IQ variables. The lagged FDI (LFDI) variable has a .47 correlation 
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with trade. LFDI does not correlate much with the IQ variables. Population is 

negatively correlated with all the IQ variables. This may indicate that more 

populous countries in SSA have worse quality of institutions than the less 

populous. 

 

All the IQ variables have high correlations with each other. This implies, due to 

the problem of imperfect multicollinearity, that if they are present in the same 

regression, at least one of the coefficients will be biased. There is a relatively 

strong correlation between ELF and Population signifying that countries with 

large populations tend to be more diverse. The negative correlation between 

Population and the CoC and PS is noteworthy. ELF displaying the same pattern, 

indicating that a large and diverse population might lead to more corruption, 

political instability and violence, with a small and homogenous populace having 

the opposite effect, compounds this. This is also in accordance with Mauro’s 

(1995) findings discussed in part 3.3. Another interesting aspect regarding ELF is 

the relative high correlation between ELF and Coastline (0.32). A likely 

explanation for this is related to countries with a coastline being more accessible 

and or desirable for immigrants due to their sea access.       

 

FAGDP correlates with LFDI (0.25) and trade (0.26). The correlation with FDI 

might imply that when a country receives aid it is regarded as more desirable by 

investors. The correlation with trade may simply be due to countries receiving aid 

having more money to trade with. A causal link between FAGDP and trade and 

FAGDP and FDI cannot be inferred from a correlation analysis, merely that a 

high level of FAGDP is associated with a high level of trade and FDI.  

 

6.2 Regression analysis 

In the following part, 7 different regressions are presented. The difference 

between them is that they include different IQ variables. The “Basic” regression 

does not contain any IQ variables. While the other 6 regressions are similar to 

Basic except that they include their respective IQ variable. The output from Stata 

is found in appendix F. Many different regressions were conducted, but since the 

only difference is the IQ variables, which are highly correlated, the results 

between the different regressions will be fairly similar. However, it is believed 
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that the magnitude of the coefficient and the level of signifiance will give an 

indication of the importance of each IQ variable relative to GGPC.  

 

The regressions results are presented in the following page. The standard 

deviations are provided in the parenthesises. The coefficients of each regression 

are provided in the vertical columns, with each regression given a different 

number. There is a constant term and an R-squared value. The R-squared value 

indicates the degree of which the variation in GGPC is explained by the variation 

in the independent variables. The range is from 0 to 1, with 0 indicating that the 

regression has no explanatory value, while 1 signifies that the independent 

variable fully explaines the variation of  GGPC. The R-squared must be regarded 

with some scepticism, as the value can always be increased by increasing the 

number of independent variables. Thus, in the case of this thesis, the regression #1 

(Basic) will have the lowest R-squared value. All the different regressions are 

provided in appendix F. On the following page, the Stata output from the 

regresions are provided.     
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Table 4: Regressions 

 Basic (1) CoC (2) PS (3) RoL (4) GE (5) V&A (6) RQ (7) 

LGGPC .0853 

(.0403) ** 

.0910 

(.0460) ** 

.0825 

(.0456)  * 

.0865 

(.0459)  * 

.0902 

(.0461) * 

.0608 

(.0464) 

.0875 

(.0463) * 

LFDI .1015 

(.0334) 

*** 

.1071 

(.0348) 

*** 

.0940 

(.0347) 

*** 

.1054 

(.0346) 

*** 

.1061 

(.0349) 

*** 

.1123 

(.0345) 

*** 

.1066 

(.0350) 

*** 

LGCF .0171 

(.0305) 

.0219 

(.0334) 

.0276 

(.0331) 

.0158 

(.0333) 

.0174 

(.0335) 

.0175 

(.0331) 

.0132 

(.0339) 

Inflation -.0002 

(.0002) 

-.0002 

(.0002) 

-.0002 

(0.0002) 

-.0001 

(.0002) 

-.0002 

(.0002) 

-.0002 

(.0002) 

-.0002 

(.0002) 

Trade 

 

 

.0360 

(.0118) 

*** 

.0353 

(.0126) 

*** 

.0348 

(.0124) 

*** 

.0308 

(.0125)  

** 

.0358 

(.0127) 

*** 

.0271 

(.0126)  

** 

.0346 

(.0127) 

*** 

FAGDP .054 

(.0203) 

*** 

.0501 

(.0217)  

** 

.0458 

(.0214)  

** 

.0533 

(.0214)  

** 

.0522 

(.0217)  

** 

.0455 

(.0215)  

** 

.0533 

(.0218)  

** 

CoC  1.9705 

(.9193) ** 

     

PS   1.8759 

(.5076) 

*** 

    

RoL    2.9352 

(1.0216) 

*** 

   

GE     1.6358 

(1.0072) 

  

V&A      3.1523 

(.8675) 

*** 

 

RQ       1.2955 

(1.0294) 

Constant -2.4324 

(.8741) 

*** 

-1.2676 

(1.0961) 

-1.3020 

(1.0034) 

.428 

(1.2784)  

-1.2718 

(1.183) 

.0898 

(1.1748) 

-1.4849 

(1.196) 

R-square .0332 .064 .0428 0.0567 .0536 .0467 .0477 

Asterisk indicates level of significance: *** means 1% significance level, ** means 5% significance level 
and * means 10% significance level 
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The LFDI variable is significant at a 1% level in all regressions and has a positive 

effect. In regression #1 (Basic), the LFDI coefficient of .1015 means that among 

the sample countries, a 1% increase of FDI relative to GDP is linked to a .1015 

increase in GGPC (see appendix F). The coefficient ranges from .094 to .1123. 

The FDI result indicates that in order to increase GGPC, lawmakers should make 

it more desirable for foreign investors.  

 

LGGPC is significant in all the regressions except #6 (V&A). Excluding 

regression #6 (V&A), the coefficients ranges from .0825 to .0910. This means that 

the last years’ GGPC seems to determine some of the current years’ GGPC. This 

is in accordance with the theory of business cycles.  

 

Trade is significant at least at the 5% level in all the regressions. The coefficient 

ranges from .0271 to .0360. Inflation was not found to be significant in any of the 

seven regressions.  

 

FAGDP is significant at a 1% level in regression 1 and at a 5% level in all the 

other regressions. The coefficients range from .0455 to .0539. Notice that the 

coefficients are much smaller than the coefficients of LFDI (approximately half). 

This implies that the effect of LFDI on GGPC is larger than the effect of FAGDP 

on GGPC. This is an interesting finding, which will be further discussed in the 

next part of the paper.  

 

PS has a coefficient of 1.8759 and is significant at a 1% level. This means that an 

increase of one point in this variable (IQ variables range from -2.5 to +2.5) is 

linked to an increase of 1.8759 in GGPC. RoL has as coefficient of 2.9362, and is 

significant at a 1% level. Moreover, V&A has a coefficient of 3.1523 and is 

significant at the 1% level. Thus, RoL and V&A have the highest coefficient and 

both are significant at 1% level, and given the sample and regression model, they 

seem to be the two variables with the biggest impact on GGPC.  

 

The coefficients of GE and RQ are not significant and have coefficients of 1.6358 

and 1.2955. The lack of significance and comparatively low coefficients might 

indicate that GE and RQ are less important for GGPC than the other IQ variables.  
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The coefficient of CoC is 1.9705, and it is significant at a 5% level. These results 

are supported by the findings of Shleifer and Vishny (1993)  and Mauro (1995), 

who stated that corruption is has a negative effect on growth. Based on the 

literature, it was expected that CoC would be the IQ variable with the greatest 

effect on GGPC. However RoL and V&A proved to have a bigger effect. 

 

The R-squared does not change much between regressions, indicating that no 

regression is more valid than the others in terms of validity measured in the R-

squared term. The R-squared value ranges from .0332 to .064, which is relatively 

low, but this is not uncommon for regressions on growth. These numbers might be 

considered low seeing that R-squared can reach a value of 1, but this is not 

uncommon in growth regressions.  

 

6.3 Discussion  

Based on the results found in the regressions, the quality of institutions, thus 

political leadership, seems to matter for economic growth. As GGPC functions as 

a proxy for economic development, an improvement of the IQ variables will 

potentially lead to more economic development. As all the IQ variables are 

strongly correlated it is hard to determine which one is the most important in order 

to achieve high economic development. Nevertheless, RoL and V&A distinguished 

themselves with the highest coefficients of the IQ variables. As the sample 

countries consist of developing nations with relatively poor quality of institutions, 

it appears by the regression that an improvement of the two abovementioned IQ 

variables will have the biggest marginal benefit in SSA. On the other hand RQ 

and GE appear to be the less important IQ variables. An explanation for this might 

be that the marginal benefit of an improvement in RQ and GE is lower in poor 

countries than in wealthier ones. E.g. it is likely that it is hard to run and grow a 

business in a country with a low score on RoL, where representatives have little 

confidence in the quality of contract enforcement and property rights as well as 

the police and the courts. In this case, an effective government (GE) and good 

regulatory quality (RQ) is not expected to have a strong effect on growth, as other 

IQ variables will be more important for the GGPC. Contrastingly, in a developed 

country where the IQ variables are generally high, the marginal benefit from an 

improvement of RQ and GE could be higher.  
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The V&A variable, which incorporates the existence and the degree to which 

inhabitants can affect their government (in essence the presence of democracy), 

has the largest coefficient of the IQ variables in the regression. As this variable 

measures both individual freedoms and the reliability of the state and public 

sector, it is not hard to conceive that V&A will have a strong effect on GGPC. An 

explanation for this might be that if a state is not perceived to be reliable, the 

supposed risk for foreign (and domestic) investors will be higher. Thus, a low 

score in V&A will reduce the incentives for investors to invest. This seems to fall 

in line with the findings of Elizabeth Asiedu discussed in part 3.4. She established 

that due to bad reputation, SSAn nations receive less FDI as they are perceived to 

be inherently more risky to invest in, with the actual risk being lower (2002). 

Moreover, she suggested a liberalization of trade regimes as a way to amend this, 

but most importantly, these amendments need to be to be perceived as credible 

and permanent by potential investors. Perhaps by scoring highly on the V&A 

variable the perceived risk of foreign investors, which as Asideu mentions is 

tainted by the bad reputation of SSA, will be reduced, consequently leading to 

more FDI and in turn GGPC.  

 

The regression shows that an improvement in the CoC variable is related to an 

increase in GGPC. This is supported by the findings of Shleifer and Vishny 

(1993) and Mauro (1995) presented in part 3.3, who argued that corruption is 

inclined to lead to lower economic growth. According to the researchers, 

institutionalized corruption leads to higher operating costs for investors, thus 

lowering the return of investment and therefore reducing the incentives to invest. 

Subsequently, a low CoC means that many potentially good investments, which 

could possibly lead to GGPC, will not be made. Moreover, as presented in the 

same chapter, Mauro (1995) found evidence that corruption lowers private 

investments, leading to a reduction in economic growth.     

 

Looking at the correlation between FAGDP and the IQ variables, a positive 

correlation was not found. This implies that countries with good IQ variables do 

not receive more foreign aid relative to their GDP. It is not unlikely that if a 

corrupt, unstable, and ineffective government receives foreign aid, that some of 

this aid will be wasted or used ineffectively. Correspondingly, Knackwurst and 

Bräutigam found a strong relationship between high aid levels and deteriorations 
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in governance (2004). Furthermore, corrupt governments may in fact receive as 

much as aid as less corrupt ones (Alesina and Weder 1999). Therefore, in contract 

with the findings of Knackwurst and Bräutigam (2004), this thesis advocates more 

selectivity in the choice of aid recipients, as it seems probable that foreign aid is 

more likely to have the intended effect in countries with good IQ. Thus, although 

giving a proportionately larger amount of aid to poorer countries might seem fair, 

the marginal benefits of this aid could prove to be greater in countries with better 

IQ.  

 

The positive coefficient and high significance level on LFDI level was expected; 

as FDIs are made, the country gets an inflow of capital, which according to many 

growth theories like the Harrod-Damar and Solow-Swan model discussed in part 

II, should lead to growth. The findings on LFDI are in conjunction with the 

abovementioned theories, which state that capital accumulation is an important 

determinant of growth. However, these findings are contradicted by the results on 

LGCF, as LGCF was far from being significant in any of the regressions (see 

appendix F).  

 

Another interesting observation is the 0.41 correlations between trade and FDI. It 

would be fitting to illustrate this correlation by the way of an example: a foreign 

investor wants to start a business. When the investment is made the business will 

need to convert its foreign financial capital into real capital (machines, factory, 

materials etc.) and the business will have to either buy from the country it is 

located in, or import from other countries. This factor will potentially increase 

trade as a result from the increase in FDI. When the business starts production, it 

will (unless it can sell all its goods within the country) increase export, and 

therefore also trade. This of course depends on the degree of which it buys and 

sells within the country.  

 

As mentioned in the regression analysis the coefficients on LFDI were about 

twice the size of the FAGDP coefficients. This implies that FDI has a greater 

effect on GGPC than foreign aid does. However, even though GGPC has been 

used as a proxy for economic development, a proxy is only a substitution, 

meaning that FAGDP might still have a greater effect on economic development 

than FDI does.  
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The findings involving trade indicates that trade is positive for GGPC. Thus, the 

decision makers/lawmakers should maximize the potential of trade (e.g. removing 

customs barriers, making trade agreements etc.). This is supported by the research 

of Asiedu (2002).  

 

Regarding the case example of Rwanda and Burundi, a connection between an 

improvement in the IQ variables and GGPC was expected. The results in the 

regression support this notion.  

 

The poor levels of growth in SSA despite the high levels of aid, might be 

explained by the high levels of ethno-linguistic fractionalization displayed in 

SSA, with both the literature and the findings contained in this thesis showing 

ethno-linguistic fractionalization being correlated to more corruption and less 

political stability. To amend this, conditional aid could be increased in order to 

improve institutional quality, making them more robust in the face of high ethno-

linguistic fractionalization. 

 

Finally, it is important to keep in mind that the regression results should be 

regarded with some reservation. Nations scoring highly on IQ variables will not 

automatically display high GGPC. Rather, high IQ is likely to lay the foundation 

for a good economic environment, potentially facilitating economic development. 

A claim supported by Acemoglu, Johnson and Robinson (2005), who said that 

good institutions lead to a healthy economic environment, which again leads to 

economic growth.  

 

6.4 Limitations/implications 

In this thesis, it has been assumed that political leadership will manifest itself by 

the way of the quality of political institutions. Political institutions have again 

been measured by using the World Banks’ World Governance Indicators. A 

potential limitation in this assumption is the fact that the IQ (WGI) variables can 

be affected by other factors than solely political leadership. This means that a 

country might have a good leader, even though no increase in the IQ variables is 

present and vice versa. For instance, as many of the sample countries are 

undemocratic societies with various power clusters and little transparency, 
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determining the influence of the political leadership over institutions may prove 

difficult or impossible to gauge. 

 

When looking at other potential limitations of this thesis, the relative small sample 

used is an obvious restraint. A bigger sample was desired but as the IQ variables 

were based on the WGI dimensions, the sample was limited by the number of 

observations included in the WGI data. Also, several countries had to be excluded 

due to insufficient data. It is also important to keep in mind that since the IQ 

variables are so heavily correlated, a significant and big coefficient could be the 

result of the variable being correlated with other IQ variables, with these variables 

potentially being responsible for the growth. Moreover, a positive coefficient 

displayed by any of the IQ variables could be the result of imperfect 

multicollinearity. E.g. it is a possibility that a positive coefficient on PS can just 

be due to the variable correlating strongly with another IQ variable, with the latter 

being responsible for the positive (and significant) coefficient.  

 

Trade is significant and has a positive coefficient in all the regressions. However, 

the high significance might be due to the variable not being stationary but only 

trend-stationary. 

 

Another likely limitation, briefly conferred in part 4.6.2, is the problem of omitted 

variables. The lack of variables in the regression measuring taxation and human 

capital are examples of such variables. As mentioned in part 3, Romer and Lucas 

argued that human capital accumulation could impact GGCP (Romer 1986; Lucas 

1988). Also, as discoursed in the article review, Alonso and Garcimartín disputed 

that the efficiency of the tax system was one of the determinants of institutional 

quality (2013). Thus, omitting these variables from the regression will bias the 

regression. However, even if these variables were included, omitted variables 

would still occur, simply due to the practical impossibility to include all variables 

that have an effect on GGPC. 

 

As mentioned in part 5.5.4, the reliabity of the data is a another concern. The IQ 

variables are partially determined by surveys, and this is a minefield of biases. In 

less democratic countries respondents may be overtly and covertly coersed into 

giving the “correct” responses. Alos, measurement error on the GDP variable is 
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highly likely: when a big portion of a country´s economy is based on agriculture 

with most inhabitants cosuming what they produce, it is very hard to give a 

correct value on what the country actually produces.  

 

In terms implications for further studies, one interesting aspect to look further into 

would be whether aid leads to an improvement of the IQ variables. Also, given the 

high correlation between FAGDP and FDI and FAGDP and trade seen in 

correlation table, it would be highly interesting to do a future study in order to 

determine whether there is a causal link between these variables. Lastly, although 

some IQ variables are more significant and have bigger coefficients than others, it 

is more likely that it is a combination of improvements in these variables that will 

increase GGPC. A future study could determine the combination of IQ variables 

with the biggest impact. 
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PART VII: Conclusion 
 

This thesis has attempted to establish the effects that political leadership has on 

economic development in SSA. Changes in quality of political institutions have 

been used as a proxy in order to measure political leadership. Moreover, the 

quality of political leadership is operationalized by the World Banks’ World 

Governance Indicators. From the regressions, a positive and significant effect of 

the institutional quality variables on economic development were found in all of 

the variables, except Government Effectiveness (GE) and Regulatory Quality 

(RQ).  

 

Bearing that the assumption that political leadership can be measured through the 

changes in the quality of political institutions is true, it can be concluded that 

leadership does indeed affect economic development in Sub-Saharan Africa. This 

infers that improvements in political institutions are very likely to lead to 

economic development in the sample studied.  

 

Also, the regressions showed that in Sub-Saharan Africa, Foreign Direct 

Investment has a larger effect on economic growth per capita than foreign aid. 

Thus, it can be concluded that, at least in a short-term perspective, Foreign Direct 

Investment can have a greater effect on economic growth than aid.  
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Appendices 
 

Appendix A – List of nations  

Angola              Burkina Faso 

Benin    Botswana 

Kenya    Democratic republic of Congo 

Tanzania   Mozambique 

Ghana    Nigeria 

Uganda   Sudan 

Senegal   Zambia 

Malawi   Liberia 

Zimbabwe   Niger 

Cameroon   Burundi 

Togo    Chad 

Madagascar   Sierra Leone 

Mauritania   Namibia 

Central African Republic Lesotho  

Republic of Congo  Guinea 

Angola    Mauritius 

Djibouti   Gambia 

Eritrea    Guinea-Bissau 

Comoros   Eritrea  

Swaziland    Mali 

Gabon    The Gambia 
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Appendix B – Unit-root test  

 

1. GGPC 

 
 

2.  Voice       
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3. GCF 

 
 

4. FDI 
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5. Inflation  

 
 

6. Trade 
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7. Stability 

 
 

8. Government effectiveness  
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9. RQ 

 
 

10. RoL 
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11. FAGDP 
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Appendix C – World Governance Indicators 

 

1. V&A
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2. PS 
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3. GE  
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4. RQ  
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5. RoL 
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6. CoC 
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Appendix D – Descriptive statistics  
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Appendix E – Ethno-linguistic fractionalization list  

 

 
COUNTRY ELF85 

USA 0,575 
Canada 0,769 
Bahamas 0,408 
Cuba 0,638 
Haiti 0,011 
Dominican Rep 0,483 
Jamaica 0,424 
Trinidad 0,639 
Barbados 0,077 
Mexico 0,219 
Guatemala 0,758 
Honduras 0,12 
El Salvador 0,159 
Nicaragua 0,39 
Costa Rica 0,458 
Panama 0,48 
Colombia 0,596 
Venezuela 0,524 
Guyana 0,57 
Surinam 0,734 
Ecuador 0,657 
Peru 0,51 
Brazil 0,576 
Bolivia 0,74 
Paraguay 0,18 
Chile 0,515 
Argentina 0,288 
Uruguay 0,375 
United Kingdom 0,389 
Ireland 0,029 
Netherlands 0,345 
Belgium 0,589 
Luxembourg 0,426 
France 0,318 
Switzerland 0,586 
Spain 0,46 
Portugal 0,007 
Germay (United) 0,111 
West Germany 0,141 
East Germany 0,014 
Poland 0,035 
Austria 0,153 
Hungary 0,013 
Czechoslovakia 0,507 
Czech Republic 0,107 
Slovakia 0,238 
Italy 0,114 
Malta 0,067 
Albania 0,064 
Yugoslavia 0,581 
Macedonia 0,511 
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Croatia 0,416 
Yugoslavia (United) 0,801 
Bosnia 0,701 
Slovenia 0,179 
Greece 0,085 
Cyprus 0,329 
Bulgaria 0,225 
Moldova 0,547 
Romania 0,208 
Russia 0,333 
USSR 0,701 
Estonia 0,528 
Latvia 0,61 
Lithuania 0,353 
Ukraine 0,422 
Belarus 0,374 
Armenia 0,128 
Georgia 0,493 
Azerbaijan 0,31 
Finland 0,129 
Sweden 0,137 
Norway 0,064 
Denmark 0,061 
Iceland 0,033 
Cape Verde 0,546 
Guinea-Bissau 0,784 
Eq Guinea 0,465 
Gambia 0,716 
Mali 0,833 
Senegal 0,791 
Benin 0,525 
Mauritania 0,319 
Niger 0,682 
Ivory Coast 0,896 
Guinea 0,751 
Burkina Faso 0,712 
Liberia 0,897 
Sierra Leone 0,767 
Ghana 0,874 
Togo 0,707 
Cameroon 0,879 
Nigeria 0,857 
Gabon 0,808 
CAR 0,826 
Chad 0,856 
Congo (B) 0,684 
Zaire 0,902 
Uganda 0,922 
Kenya 0,882 
Tanzania 0,919 
Burundi 0,313 
Rwanda 0,26 
Somalia 0,032 
Djibouti 0,713 
Ethiopia (United) 0,693 
Eritrea 0,645 
Ethiopia 0,766 
Angola 0,783 
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Mozambique 0,698 
Zambia 0,807 
Zimbabwe 0,472 
Malawi 0,606 
South Africa 0,886 
Namibia 0,722 
Lesotho 0,218 
Botswana 0,399 
Swaziland 0,267 
Madagascar 0,871 
Comoros 0,084 
Mauritius 0,489 
Morocco 0,399 
Algeria 0,299 
Tunisia 0,05 
Libya 0,268 
Sudan 0,731 
Iran 0,75 
Turkey 0,255 
Iraq 0,375 
Egypt 0,025 
Syria 0,21 
Lebanon 0,356 
Jordan 0,455 
Israel 0,287 
Saudi Arabia 0,3 
Yemen (United) 0,05 
North Yemen 0,017 
South Yemen 0,162 
Kuwait 0,788 
Bahrain 0,501 
Qatar 0,758 
UAE 0,242 
Oman 0,142 
Afghanistan 0,668 
Turkmenistan 0,463 
Tajikistan 0,55 
Kyrgyzstan 0,661 
Uzbekistan 0,478 
Kazakstan 0,692 
China 0,131 
Mongolia 0,349 
Taiwan 0,274 
Korea, North 0,004 
Korea, South 0,003 
Japan 0,014 
India 0,878 
Bhutan 0,563 
Pakistan (United)   
Bangladesh 0,043 
Pakistan 0,537 
Myanmar 0,421 
Sri Lanka 0,422 
Maldives 0 
Nepal 0,659 
Thailand 0,634 
Kampuchea 0,238 
Laos 0,548 



19003 Master Thesis             01.09.2016 

Page 75 

Vietnam (United) 0,231 
   
   
Malaysia  0.719 

 Singapore 0,398   
Brunei 0,54   
Philippines 0,859   
Indonesia 0,757   
Australia 0,437   
Papua-New Guinea 0,984   
New Zealand 0,421   
Vanuatu 0,34   
Solomon 0,954   
Fiji 0,684   
Samoa 0,036   
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Appendix F – Regressions 

 
(Note: the FAGDP variable is multiplied by 100) 

1. Basic (1) 

 
 

2. CoC (2) 
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3. PS (3) 

 
 

4. RoL (4) 
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5. GE (5) 

 
 

6. V&A (6) 
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7. RQ (7) 
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PART I: Introduction 

1.1 Motivation and purpose of the study 

Little research has been conducted on the effects of leadership on economic 

development. This is especially true in the case of developing countries. 

Throughout modern history there have been many cases where authoritative and 

undemocratic leaders have led their respective countries to what is considered 

growth miracles. Examples of such countries are China, South-Korea, Singapore, 

Taiwan and Chile. This might seem as an inconvenient paradox, going against the 

belief that economic development should go hand in hand with political freedom 

and democracy. One way argue that the order is reversed, and that as a country 

develops economically, a better quality of life for the inhabitants will follow, 

which in turn might lead to demand for more personal freedom and political 

transparency. This thesis aims to help diminish some of this research gap on the 

subject.     

 

The purpose of this study will be to see how political leadership can affect 

economic development in aid receiving countries. The effects of foreign aid will 

primarily be measured by looking at economic development, via GDP growth in 

the respective countries. In this respect, south-Saharan Africa with its high inflow 

of foreign aid is deemed an interesting area of study. 

 

As we come from two different business majors, Economics and Leadership and 

Change, we will incorporate competencies attained throughout the two majors in 

order to best answer our chosen research question. Thus, we will include both a 

quantitative and a qualitative part in our final thesis.  

1.2 Economic situation of Africa  

Africa is a continent characterized by rich natural resources, emerging markets 

and high levels of corruption. GDP per capita was 1045$ on average for Sub-

Saharan Africa, while the world average was 8008$. Sub-Saharan Africa had an 

average growth rate of 3,7% in 2015, down from 4,6% in 2014 (Bank 2015a). It is 

deemed likely that unstable politics, corruption and poor governance limit 

Africa’s economic development.  

Economic development is perhaps the most important variable telling of a 
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country’s quality of life. Economic development can be defined as progress in the 

economy. It usually refers to the adoption of new technologies, transition from an 

agriculture based to a industry based economy and general improvements of living 

standards. Unfortunately, economic development is hard to measure. Therefore, 

we will use economic growth as a proxy for economic development. By looking at 

year-to-year changes in GDP, economic growth can be assessed. It can be defined 

as (𝐺𝐷𝑃+1−𝐺𝐷𝑃)/GDP. However, this will not distinguish between growth 

resulting from an increase in productivity, and growth resulting from population 

increase. Therefore, we will use year-to-year changes in GDP per capita as our 

measure for economic growth.  

There is a large discrepancy within countries in sub-Saharan Africa. Countries 

like Botswana have experienced a large growth in GDP the last years, and 

Transparency International also rates the country amongst the least corrupt sub-

Saharan African countries. In contrast, many other African countries have little 

growth and high levels of corruption, and there is most likely a link between the 

high levels of corruption and low economic growth (Patton 2014). Political 

leadership might explain the large discrepancy concerning growth and levels of 

corruption. African nations are known for large variations in political leadership 

styles, ranging from benevolent leaders like Nelson Mandela to infamous leaders 

like Idi Amin Dada.     

Sub-Saharan African nations receive large amounts of foreign aid. A big 

proportion of this aid is meant to support the economic development. If the 

foreign aid recipient is a country deemed corrupt, the marginal benefit of this aid 

is most likely less than if the beneficiary was a country considered less corrupt. 

Thus, it is very interesting and potentially beneficial to look at economic growth 

linked to corruption.  

1.3 Development and aid 

As already mentioned, aid to Sub-Saharan Africa is largely meant to boost 

economic development. Foreign aid can potentially help improve economic 

development by making more capital available for investments, which again can 

improve productivity.   

Foreign aid can be defined as “…the international transfer of capital, goods, or 
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services from a country or international organization for the benefit of the 

recipient country or its population” (Williams 2015). It can be in the form of a 

grant or a loan. The most common forms of foreign aid are unilateral aid, bilateral 

aid, project aid and tied aid. Tied aid is foreign aid that must be spent in the donor 

country. Project aid is earmarked money to a particular project. Bilateral aid is 

foreign aid that is capital flow from one country to another. Multilateral aid is 

assistance from one government to an organization, which later is transferred to 

developing countries with the goal of reducing poverty (Economist 2015).  

Sub-Saharan Africa is the region in the world that receives most foreign aid. In 

2013 they received a total of 46,8 billion dollars (Bank 2016b). Norway gave 31.7 

billion NOK in total foreign aid in 2013, which amounts to 0.99 percent of their 

gross national income (Norad 2015). The sheer amount of this foreign aid 

underlines the importance of measuring and evaluating the effects of aid, in order 

to maximize the impact. With Chinas’ increasing inroads into the African markets, 

with its “no strings attached” aid approach, the traditional western conditional-aid 

schemes are increasingly scrutinized to see whether they truly have the intended 

effects or not. Consequently, we believe our thesis can be a contributing factor in 

shedding some light on this important aspect of aid in.   

1.4 Research question and subject of research 

Based on the abovementioned, we propose the following research question:       

 

“To what extent will economic development in aid-receiving countries, be 

mediated by the effect of their political leadership?”  

 

As the purpose of this paper is to examine, with the goal to explain, the influence 

of a recipient countries political leadership on the effects of aid received, a 

comparison between two seemingly comparable aid-receiving countries with a 

somewhat divergent political leadership would be highly useful. More 

specifically, when comparing two nations with many initial similarities, the 

likelihood for any unobserved variables explaining the effects of aid are reduced, 

which in turn is expected to strengthen the explanatory effect of the two countries 

political leadership. For this task, countries that receive large amounts of foreign 

aid relative to their GDP were of interest. In order to find fitting candidates, all 

sub-Saharan African countries were included in an Excel-sheet were they were 
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ranked after aid relative to their GDP (See appendix 1). The ideal subjects would 

be countries that have many similarities in terms of economic, geographic, 

demographic and cultural aspects, while differing in political leadership.     

 

PART II: Theoretical background 
In this part of the paper theories and models relevant for this thesis will be 

elaborated upon. Firstly, different behavioral theories will be discussed before key 

growth theories will be presented. Secondly, an article review will ensue, 

assessing some of the most pertinent research findings in the field of foreign aid.  

2.1 Leadership theories 

Behavioral theories will be applied in order to assess the political leadership styles 

of the chosen research countries. Although it is presently expected that the focus 

will be on the two diverging styles of autocratic and laissez-faire leadership, other 

theories might be applied in the final thesis.  

2.1.1 Autocratic leadership  

The autocratic leader takes unilateral decisions without the consultation of his or 

her team. According to Van Vugt et al.: “… autocratic style leaders will do 

whatever they feel is necessary to provide the common good” (2004, 2). It is a 

leadership style fitting when time is of the essence, and decisions need to be made 

rapidly. As initially mentioned in this paper, there are and have been several 

countries displaying this type of leadership in past and present history.    

 

The “Asian tigers”, which encompasses the countries of Taiwan, South Korea, 

Hong Kong and Singapore, are good examples of such nations. These are all 

countries that boasted fairly authoritative political systems in the initial parts of 

their economic development during the 20th century, before gradually 

transforming into more democratic and open societies.  

 

It is expected that many leaders in sub-Saharan Africa will display this type of 

leadership. Therefore, autocratic leadership theories are expected to play a pivotal 

role in explaining the behaviors of sub-Saharan African leaders.  
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2.1.2 Laissez-faire leadership 

The laizze-faire leader does not get unnecessarily involved in the nitty-gritty 

details of decision-making, and can leave his/her followers to decide for 

themselves (Van Vugt et al. 2004, 2). They are perfectly fine with letting their 

team make a majority of the decisions. This can be either because of a highly 

capable team or the laziness of the leader.  

 

As practically all countries today have some sort of regulations in their economic 

and political systems, there are arguably no countries that completely adhere to 

the principles of Laissez-faire. Still, there are and have been leaders known for 

their hands-off style of leadership, including names like Apple Inc. founder Steve 

Jobs and former democratic president Martin Van Buren. 

2.2 Growth theories  

Economic growth is a complex phenomenon. There are many different theories on 

growth, but none of them is universally acknowledged as the right one. In this 

thesis, three growth theories are used to constitute the framework. These theories 

are expected to help explain why growth in the aid-recipient countries scrutinized 

in this thesis, behave in the way they do.  

2.2.1 Classical growth theory 

The generalized classical theory on growth is a combination of the contributions 

from the classical economists like Adam Smith, Robert Malthus and David 

Ricardo. These great economists of past times differ in many beliefs, but on some 

points, they agree. They believe that the economy has a subsistence level (Jain and 

Bojaj 2008). If GDP goes above this level (the growth is above its steady state) 

the population will increase. When the population goes above its subsistence 

level, GDP will in turn decrease, due to limited resources. This in turn will cause 

the population to decrease (Ibid).   

2.2.2 The Harrod-Domar model 

The Harrod-Domar model is a growth model that emphasizes the importance of 

saving and investment (Ibid). The level of growth depends on the national level of 

saving and the productivity of capital investment. The former have a duel 

character in this model. Firstly, it will generate income, and secondly it will 

augment the productivity of capital by increasing the capital stock. If investment 
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is positive, real income and output will continue to grow. But in order to maintain 

a full employment equilibrium level of income, the expansion of both real income 

and output is needed at the same rate as the productive capacity of the capital 

stroke. This model states that if these are not equal, the economy will move away 

from its equilibrium growth path. Since foreign aid will increase the capital stock, 

this model is deemed useful for this thesis.  

2.2.3 Neo-classical growth theory/Solow Swan model 

Neoclassical growth theory is a theory, which was developed independently by 

Solow and Swan in the 1950s. The model is micro founded, which means that the 

underlying assumption is based on individual choices and preferences and rational 

behavior amongst agents is assumed. The model identifies three factors that 

explain growth: Capital, Labor and Technology. The model emphasizes 

technology as a driver of growth. The model also explains how growth depends 

on the investment rate of inhabitants in a country. Since aid will potentially 

increase the investment rate in a country, this is considered relevant to this thesis. 

The model is criticized for assuming rational human behavior. Since foreign aid 

can be defined as inflow of capital to a country, it can be valuable to look at the 

effects of this in the light of the Solow-Swan model (David 2011, 10-30).  

2.2.4 Endogenous growth 

The last growth theory we will look at is the theory of endogenous growth. It 

states that growth is the result of internal processes, government, human capital 

and access to capital. It is developed in the 1990s with Romer and Lucas being 

among the most important contributors. Supporters of this theory claim that it 

explains the difference in productivity in industrialized countries, compared to the 

productivity of emerging markets. The endogenous growth model is the first to 

include human capital. Human capital has increasing returns to scale, since 

humans learn from each other. This is in contrast to exogenous growth models, 

where economic growth is primarily determined by exogenous factors.  

It is expected that all of the growth theories will be of some relevance. The 

classical theories, although they might be considered to be slightly outdated, can 

give understanding of how growth and population behaves. The neo-classical 

theories can potentially help to explain how capital accumulation and growth is 

linked. The endogenous theory is useful because it emphasis the value of human 
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capital, and how growth in a country can be endogenous. Since it is very likely 

that two countries will be compared, and the exogenous factors the two countries 

face will probably be very similar, an endogenous model will let us assess the 

differences. 

2.3 Variables  

Some of the variables that will be used in this study are population, annual GDP 

growth per capita, exchange rates, tax rates, interest rates, inflation and 

unemployment. These variables are common in macroeconomic analysis, and will 

be highly relevant when analyzing the economic environment. Foreign aid 

received will, of course, be highly relevant. Variables that indicate the level of 

development like income distribution, education, infant mortality rate, healthcare 

and social security data might also be useful. The evolution of these variables can 

be examined to check if there is a surge in economic development, for instance in 

the aftermath of a foreign aid shock. Institutional quality, degree of trade openness 

and budget surplus are considered to be important factors in determining growth 

(Chakravarti 2006, 43). With these variables a good statistical analysis on 

development in aid receiving countries can be conducted.  

2.4 The case of Rwanda and Burundi 

With the aforementioned Excel-sheet at hand, having a highly similar political and 

economical starting point, the countries of Rwanda and Burundi with deviating 

economic progresses sparked an immediate interest. According to the World 

Bank, Rwanda and Burundi had an aid relative to GDP of approximately 16.25% 

and 19% (Bank 2016a, 2015b). This made them good candidates. 

 

Rwanda and Burundi are two central/east African countries with a common 

border. They are two of the smallest countries situated in mainland Africa and 

roughly of the same geographic size and population. They share a common 

history, with both being former German and Belgian colonies, with the latter 

ruling the two countries as a European colony named Ruanda-Urundi. 

Correspondingly, they both have a bloody past with some of the most brutal 

human calamities of recent times (Kiwuwa 2015). Furthermore, both countries are 

members of the East African Community, which is group of former British 

colonies (Community 2016). Also, both countries receive relatively high degree of 
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foreign aid relative to GDP and per capita (Group 2016). They are also both 

resource-poor countries with agricultural economies.  

 

Nonetheless, the startling similarities seem to come to an abrupt halt at this point. 

Following the devastating genocide of 1994, Rwanda’s economy has seen an 

exponential surge. The country is frequently voted as the least corrupt country in 

the region with a score of 55 of 175 on Transparency Internationals’ corruption 

perceptions index (International 2014), and the best to conduct business in 

(Fitzgerald 2010). Contrastingly, Burundi has a score of 55 on the same index, 

and is deemed the most corrupt country in the East African Community (Kiwuwa 

2015). Also, almost 70 percent of the countries population are below the poverty 

line (Joel Tokindang and Gbetnkom 2014). The graph below shows GDP per 

capita for Rwanda and Burundi from 2002 to 2013. Clearly, Rwanda is the most 

successful in terms of growth per capita.  

 

 
(Bank 2014) 

 

2.4.1 Leadership in Rwanda and Burundi 

The present leader of Rwanda, the incumbent president Paul Kagame, has both 

been praised for his socioeconomic successes in transforming the country into a 

modern state as well being accused for veering towards authoritarianism, resulting 

in increased suppression of the press and the political opposition, with 

assassinations and disappearances following in the wake. Recently, Kagame has 
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also started to campaign for a constitutional change in order to pave for a third 

presidential term, a possibility he previously had categorically dismissed. 

 

President Kagame seems to display several traits distinctive to autocratic 

leadership. The rapid economic rise of Rwanda seems at the onset to have been 

made on the back of individual liberties. Whether this surge has necessitated an 

autocratic leader or not is an interesting inquiry.    

 

Pierre Nkurunziza is the president of Burundi. Whereas president Kagame is well 

known internationally as a charismatic and forceful leader, president Nkurunziza 

is his obscure counterpart, rarely heard of on the international political scene. As 

currently desired by Kagame, Nkurunziza has been sworn in for a third term, 

something that is deemed unconstitutional under Burundian law. 

 

The elusive presidency of Nkurunziza makes it hard to categorize his leadership 

style. Although further research is necessitated in order to be able to say anything 

conclusive about his type of leadership, his hands off style seems to display some 

traits characteristic to laizze-faire leadership.  

3.1 Article review 

In this section of the paper, different findings in the area of sub-Saharan aid 

research considered relevant for this thesis will be assessed and discussed.     

3.1.1 The political effects of aid 

In his study, Thierry Kangoye (2011) looks at the effects of aid on the quality of 

democracy. His findings showed that aid lessens the effect of instability on 

democracy, where education were found to be the most influential indicator of 

democracy (Ibid). Instability in this instance was deemed as terms-of-trade 

fluctuations, as most developing countries rely on export of primary products, 

making them particularly volatile to fluctuation on the world markets. The 

theoretical explanation given for the findings was that aid dampens the effect if 

income instability (terms-of-trade fluctuations) by making growth more stable 

(Ibid). In conclusion, Kangoye states that aid has no promoting nor undermining 

effect on democratic processes, but rather it is having an indirect positive long 

term effect on democracy by diminishing the unfavorable effects of terms-of-trade 
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instability (Ibid). One should expect Kangoyes’ findings to be replicable in the 

case of most agricultural based economies, as they are all volatile to the world 

market fluctuations.  

Peter Boone did a study looking at the effectiveness of foreign aid when related to 

the political regime of beneficiary countries. He found that aid does not increase 

economic development significantly, nor does it benefit the poor when 

improvement is gauged in human development indicators (Boone 1996). 

Furthermore, the author found that aid in fact increases the size of government, 

and that there is no correlation between degree of political freedom (liberal 

democratic versus highly repressive) and the impact of aid (Ibid). Also, Boone 

found that liberal political regimes and democracies have averagely 30% less 

infant mortality when compared to highly repressive regimes. This, the author 

states, may possibly point to short-term aid in support of new political regimes 

being the most effective way to reduce poverty (Idib, 294-98). Rather 

pessimistically, the author concludes that his results are in agreement with a 

model where the politicians increase the welfare of a wealthy elite (Idib, 322). 

Conclusively, Boones’ findings do not seem to bare well for the advocacy of aid 

for the purpose of economic development, having instead an un-intentional 

bloating effect on the recipient countries government/elite.         

“Foreign Aid and Regime Change: A Role for Donor Intent” is the name of a 

study conducted by the author Sarah Blodgett Bermeo. As the name implies, the 

paper examines whether there is any correlation between foreign aid and the 

probability of democratization in the countries receiving the aid. The data 

analyzed in the study was extracted from the AidData database, which is a 

substantial collection of development finance information (Wikipedia 2014). The 

author states that evidence points to the characteristics of the aid donor playing a 

moderating role in the relationship between aid and democratization in the 

recipient country (Bermeo 2011, 2021). Upon further elaboration, the author states 

that although aid from democratic donors is positively correlated with the 

probability of a democratic transition within recipient countries, countries 

receiving aid from authoritarian donors are less likely to undergo the same type of 

transition. Restraining from drawing hasty conclusions, Bermeo explains that the 

abovementioned positive correlation between aid from democratic donors and 

democratization within recipient countries cannot necessarily be assigned to the 
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direct effects of the aid, rather it might be a case where donors are 

disproportionally directing aid to countries where democracy is deemed more 

likely to blossom (Idib, 2029-30). Likewise, Bermeo states that in instances where 

donors unconditionally give aid to authoritarian recipients, this helps entrench the 

incumbent regime (Idib). This last finding does seem to tip the balance in favor of 

the aforementioned conditional western aid model, to the detriment of the non-

conditional Chinese one. 

3.1.2 The effects of aid on investment and economic growth 

The author Victor Levy found evidence for a positive and significant correlation 

between aid and economic growth and investment in Sub-Saharan Africa, using 

both time series and cross sectional observations (Levy 1988). The study also 

found that capital accumulation contributed to sustained economic growth. This 

last finding the author states, is contrary to the common understanding that capital 

investment had failed to generate income growth in the early 1970’s (Idib, 1789). 

The area of Levy’s research resembles the one in this paper. It would be 

interesting to know how influential the recipient countries leadership was to 

Levy’s results, something this paper hopefully will shed more light on.       

In a study investigating whether sub-Saharan Africa (SSA) is affected differently 

by factors affecting Foreign Direct Investment (FDI) (2002), Elizabeth Asiedu 

found results indicating that Africa is indeed different, implying that successfully 

implemented policies from other regions will not necessarily create the same 

results when applied to sub-Saharan Africa. More specifically the author state, 

FDI is encouraged to non-SSAn countries by the way of a more developed 

infrastructure and a higher return on capital, whereas these same factors have no 

effect on FDI directed at SSA (Idib, 115-17). Additionally, even though the factor 

openness to trade encourages FDI to SSAn and non-SSAn countries alike, the 

marginal benefit from the said factor is higher for non-SSAn countries than SSAn 

countries. This, according to the author, suggests that liberalization of trade is 

more valuable for non-SSAn countries than for SSAn ones, resulting in an 

increase in FDI to non-SSAn countries. Asiedu also underscores another finding, 

which is that, ceteris paribus, a country placed in SSA will receive less FDI based 

on its geographical location alone (Idib, 116). The author suggests three 

implications for policies, derived from her study: the first one being the need for 

sub-Saharan African countries to change their trade regimes by liberalizing them, 
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consequently improving their FDI streams. In order to achieve this, the reforms 

need to be considered credible and permanent by potential investors. Secondly, 

successful policies from other regions cannot be blindly applied in SSA as their 

impact may be different here than in non-SSA. Lastly, the author suggests that 

international organizations like the World Bank can play a vital role in the 

changing of perception towards African countries, paving the way for increased 

FDI by altering the impression that Africa is inherently risky, a notion somewhat 

based on ignorance in the authors view (Idib, 116). Asiedu’s findings seems to 

suggest that FDI to SSA is hampered by their image of high risk and non-liberal 

trade regimes, leading to a downward spiral where the negative image lessens the 

marginal benefit of a more open trade regime in SSA in terms of increased FDI, 

which again makes the SSAn governments less inclined to implement the said 

liberalization. 

In a study attempting to determine whether there exists a long-term and a short-

term correlation between foreign aid and economic growth, the author Mallik 

Girijasankar (2008) found that there is indeed a long-term link between 

international aid and the living standards in the six poorest sub-Saharan African 

countries. Although no significant short-term correlation were established, a 

significant negative long-term effect between foreign aid as a percentage of real 

GDP and real GDP per capita was found in five of the six countries examined 

(Idib, 259). Although the author does no attempt to examine the underlying 

reasons for the findings in his paper, he speculates, amongst other things, that a 

big portion of the aid given to the impoverished countries included in the study 

goes to meet humanitarian needs, rather than to expand the productivity of the 

economy (Idib). The authors’ conjectures would imply that aid-receiving nations 

must carry their impoverished populations past a certain threshold, before any aid 

received can help grow their economies instead of merely catering to their 

residents’ humanitarian needs.     

The author Timothy S. Nyoni (1998) looked at the relationship between foreign 

aid and economic performance in Tanzania. He found that aid increased the 

openness of the economy, and that foreign aid has not caused Dutch disease in the 

country of Tanzania (Idib, 1235). One possible explanation of this finding may be 

that foreign aid can increase economic activity in recipient countries, as the 

subsequent increase in money supply resulting from increase in aid may in turn 
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lead to lower interest rates and more spending.   

These articles have deepened the understanding of the political effects on aid, aid 

related to growth, and aid related to governance. They also provide a gateway into 

more literature about the topics of interest. 

3.1.3 Aid and governance 

The authors Stephen Knack and Deborah A. Brautigam ask how dependence on 

substantial amounts of aid affects governance in sub-Saharan African countries. 

They categorized their findings in three parts: first, there is a strong correlation 

between high aid levels in African countries and declines in governance. Second, 

there is an equally strong relationship between high aid levels and a lesser tax 

share of GDP. And lastly, increased GDP per capita is associated with enhanced 

governance (Knack and Bräutigam 2004, 276). The authors argue that large 

amounts of aid over a long period of time can weaken governmental institutions. 

To combat this, the authors suggest that official aid needs to be much more 

selective in terms of the recipients. Also, extensive aid programs must be 

temporary instruments for development (Idib, 276-78). These findings seems to 

support Boones’ (1996) abovementioned findings, giving credence to the 

hypothesis of short-term aid being the most effective way to ensure effective 

governments while reducing poverty.   

Alberto Alesina and Beatrice Weder (1999) examined whether corrupt 

governments received less foreign aid. Their research paper concluded that less 

corrupt governments do not necessarily receive more foreign aid. In fact, 

depending on the measurement used, more corrupt governments obtain more aid. 

Furthermore, the authors did not find any evidence for reduced corruption as a 

consequence of increased foreign aid (Idib, 2). Other interesting findings were that 

Scandinavian donors reward less corrupt recipients, and that the United States 

seems to favor democracies, but pays no mind to the recipient countries’ quality 

of governance (Idib, 20). All in all the authors give a resounding no to their initial 

inquiry. Again, these findings may be partly explained by the opposing aid 

attitudes of western countries and China, where the absence of corruption in 

governments is not a prerequisite for aid reception in the latter.  

Lastly, William Easterly (2003) concludes that the aid agencies should be more 
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modest in their goals instead of expecting the “Next Big Idea” to turn a little 

amount of foreign aid into a spark that will ignite the economic rocket of the poor 

nations of the world (Idib, 39-40). He ends by the way of an anecdote, describing 

a trip to Ethiopia where he visited Water Aid, a British aid organization. Through 

a project exclusively run by Ethiopians, Water Aid installed a water pipe 

providing fresh drinking water to a village in the Great Rift Valley. Facilitating 

the day-to-day lives of children and farmers alike who no longer had to travel two 

miles a day in order to fetch water from a polluted river, Easterly hailed the story 

as an example where “some aid dollars can reach some very needy people some 

of the time” (Idib, 40-41).  

PART IV: Methodology 

4.1 Research design 

The research question of the thesis will be answered by having two different 

research strategies, a qualitative part and a quantitative part. The qualitative part 

has an induction-based approach. The qualitative approach will give an 

understanding of our research question, and potentially help us develop a 

hypothesis. It is expected that the qualitative part will contain second hand data, 

and no interviews or focus groups.  

 

A quantitative deductive-based approach can be applied to answer a hypothesis 

found by applying the qualitative method (Bryman and Bell 2011). A Quantitative 

method concerns data that can be expressed in numbers, analyzed in a statistical 

setting, and can give empirical support of a hypothesis. The quantitative part will 

include panel data. More specifically it will contain time series from two or more 

countries.   

 

For the purpose of this thesis, a time series research design will be applied. 

Quarterly data of the variables of interest are expected to be attainable (GDP, 

foreign aid received, inflation, interest rate, unemployment, exchange rate). Some 

experimentation will be done with the variables in order to find the optimal vector 

auto regression, which is hypothesized to result in a structural vector auto 

regression, which again will enable an assessment of the economic effect 

following a shock to foreign aid. A structural vector auto regression (SVAR) will 
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enable the arrangement of the variables in such a way that it can for example let 

inflation and GDP (or other variables of interest) not react contemporaneously to 

shocks to foreign aid. The optimal order and which variables to include must be 

found by the process of trial and error. Since it is assumed that foreign aid 

received is not affected by the other variables, as it is exogenous, there will be 

imposed a restriction on foreign aid received. More research must be done in 

order to find the optimal way to restrict foreign aid received in our SVAR. 

4.2 Data collection  

The worldbank.org, and the World Governance Indicators will be used for data 

collection. Although at the time of this writing, the countries of Rwanda and 

Burundi are expected to play the focal points of this thesis, alterations might be 

done in the final thesis, should the data gathering process prove more difficult 

than expected. Also, data from additional countries might be applied to get a 

baseline. As abovementioned, since the plan is to include time series analysis in 

the final thesis, quarterly data would be optimal.  

4.3 Shortcomings and challenges 

Most of our data will come from worldbank.org. They get much of their data from 

statistical agencies in their respective countries. As these are countries where there 

is less transparency, the accuracy of the data attained might be questionable. This 

has the potential to compromise the validity of this thesis.  

4.4 Expectations  

A link between styles of political leadership, foreign aid and growth is expected. 

More specifically, it is anticipated that countries that are seen to be more corrupt 

due to their political leadership, will see less economic growth due to foreign aid.  

 

PART V: Progression plan 

5.1 Plan for thesis progression 

	 Work	plan	 Meet	the	

supervisor	

15.	January	–	1.	February	 • Read	up	on	the	leadership	

and	of	the	two	countries	and	
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the	current	situation		

• Read	up	on	relevant	theories	

of	growth	and	leadership	

1.	February	–	1.	March	 • Finnish	the	intro	

• Write	up	on	theories		

17.	February	

1.	March	–	1.	April	 • Write	up	on	methodology	

and	start	experimenting	

with	the	data	

1.	April	

1.	April	–	1.	May	 • Write	up	on	results	and	

conclusions		

1.	May	

1.	May	–	1.	June	 • Polish	and	revise	the	paper	 1.	June	

1.	June	–		 • Finish	the	paper	 	
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