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Abstract

This paper studies the impact of foreign aid on Vietnam economic growth. By analyzing Vietnam statistical data,
the research results show a negative relationship between foreign aid and economic growth of Vietnam. The
main reason may be due to wrong and ineffective usage of this aids, and also corruption in the country. On these
basis, we propose some recommendations for improving the performance of aid usage by strictly managing and
reasonably allocating aid fund. Accordingly, Vietham Government should improve the State’s management
capacity by implementing decentralized administration in a clear and transparent manner; by simplifying
procedures; by improving aid-funded project appraisal; and by ensuring an independence of foreign aids.
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1. Introduction

Currently, researchers discuss continuously the two opposite opinions about impacts of foreign aid on economic
growth of recipient country. Bauer (1972) stated that foreign aid is a process in which the poor in rich countries
aid the rich in poor countries; and it does not have any impact on economic growth. The opposite opinions
oppose by saying that foreign aid is an important way to boost economic development for eliminating hunger
and reducing poverty in less developed countries over the world. According to Sachs (2005), foreign aid does not
always lead to optimal results, it still plays an important role in reducing poverty and assisting in growth in many
countries.

As a developing country, Vietnam is actually in the industrialization and modernization process with important
capital need. Every year, Vietnam receives foreign aids from other countries over the world in various forms for
its economic development. The impacts of foreign aid on economic and infrastructure development of the
country seems significant in recent years as stated by Government. Nevertheless, Vietnam has to sacrifice several
economic benefits for aid-giving countries; and also serious corruptions are identified in development projects
relating to foreign aids form Japan, China and Australia.

In this context, we focus on the subject of “Foreign aid and economic growth in Vietnam: empirical study and
policy implications”. The primary objectives consist in studying the impacts of foreign aid on economic growth
in Vietnam, and in proposing relevant recommendations for using effectively foreign aid in favor of Vietnam
economic growth in the context of globalization.

2. Theoretical Framework
2.1 Concept and Characteristics of Foreign Aid

According to the Development Assistance Committee (1972), foreign aid, also known as foreign assistance, is a
source of funds given or offered by foreign governments, or enterprise or individuals. There are many forms of
aid such as urgent humanitarian assistance, food assistance, military assistance, capital flow assistance for
development... These capital sources play a very important role for developing countries in their economic
development.

Foreign aids have some characteristics, including: (i) Foreign aid involves a transfer of financial resources or
commodities or technical advice and training; donors do not directly manage aid-funded project, however, they
can indirectly take part in the project as contractors or support experts. Aid-funded projects are established

53



par.ccsenet.org Public Administration Research Vol. 5, No. 2; 2016

basing on the donors’ agreement. (ii) Foreign aid includes non-refundable and concessional one. However,
ineffective aid management and usage may increase debt burden in the future. (iii) Recipient country has to fully
meet a certain number of requirements. (iv) Foreign aid is mainly used to develop infrastructure such as
transportation, education, medicine ... (v) Donors are multilateral aid organizations (including: The United
Nations agencies, the European Union, International Monetary Fund, World Bank, Asian Development Bank ...)
and bilateral aid organizations. (vi) Foreign aid depends on political connection, and opinion of aid-giving
countries and recipient countries. (vii) There is a stiff competition in attracting foreign aid resources among
countries (Ngo Thang Loi, 2013).

There are in general three categories of foreign aid (Dalgaard et al., 2004): (i) Official development assistance —
ODA including assistance from governments of aid-giving countries for low and medium income countries; (ii)
Official assistance — OA is the assistance provided by the governments of aid-giving countries for richer
countries and with income per capita higher of about USD 9,000; (iii) Private voluntary assistance including
assistance from governmental organizations, religious groups, charity organizations, funds and private
enterprises.

2.2 Relationship between Foreign Aid and Economic Growth

In the literature, we identified two models frequently used for analyzing the relationship between aid and
economic growth. The first model is named “Two Gap model”. This one is a theoretical framework of foreign
aid that compares the gaps between saving and exchange rate to determine what are constraints of an economy.
According to McMillan (2011), the Two Gap model determines the impacts of the two factors on growth. The
first one is the relationship between investment and growth of a country, in which growth rate is assumed to
depend on investment level. The second one is the relationship between saving and growth, in which saving is
assumed to be an important factor in expanding investment and influence economic growth. This model allows
determining the necessary investment level in order to achieve a desired rate of economic growth. Deficiency
occur when the rate of investment exceeds the domestic saving rate; and such deficiencies will be financed by
borrowed funds (debts) from abroad.

Nevertheless, the Two Gap model faced some criticisms. As the Two Gap model assumes that investment is the
only factor affecting economic growth beside the other factors (including: education, research &
development ...). Harms and Lutz (2004) pointed out that not every country is ready to receive aid from others.
Aid is not only for the purpose the recipient countries will use it for economic development but also to use part
of it for consumption (Government spending...). They also indicated that being ready to receive foreign aid is
synonym to encourage corruption. Face to criticisms, some researches defended by assuming that for a flexible
and transparent economy, most recipient countries would use it for the purpose of developing economy by
reducing hunger and poverty.

The second model of Poverty Trap model was initially developed by Nelson (1956). This model assumes that
economic growth is not prevented by hunger and poverty, but by many factors such as low productive capacity,
high population growth, low savings ratio... For whatever causes, poverty is considered as a compromise to
receive aid from foreign countries to stimulate economic growth. The Poverty Trap model is considered as a
theoretical framework for the relationship between foreign aid and economic growth.

In general, although there are incentives of interest (0.75-2%/year), grace period (8-10 years) and repayment
schedule (30-40 years), recipient country has to accept a number of relatively hard requirements relating to
politics, support at international fora, aid-funded project effectiveness, capital transfer procedure ... Thus, the
recipient country needs to consider foreign aid resources by evaluating financial terms for avoiding waste of
resources and debt burden in the future. Beside the factors relating to aid-funded project, the recipient country
needs to concentrate on foreign aid agreements for ensuring country benefits (Chan Luan, 2016; McMillan,
2011).

2.3 Empirical Studies of the Relationship between Foreign Aid and Economic Growth

During the 1950s, several debates occurred about the role of foreign aid in economic growth. Researchers such
as Friedman (1958) and Bauer (1972) called for ending foreign aid by assuming that this was not a pressing need
for economic growth in a country. They stated that foreign aid resulted in corruption and obstruction to the
economic development. Particularly, Bauer (1972) noted that economic aid did not assist in economic growth in
the private sector but encouraged growth in the State economic sectors by causing anhidrotic impact, reducing
growth and hampering development.

Empirically, Griffin and Enos (1970) published the results of their practical surveys in 27 countries by indicating
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a negative relationship between foreign aid and economic growth of a country. Kanbur (2000) agreed that
foreign aid do not have impacts on economic growth. They showed that foreign aids are usually overused by host
governments; it does not exist any impact on growth due to corruption, weaknesses in management, pressures
from aid-giving countries to recipient countries... Also, Boone (1996) found that foreign aids do not influence
economic growth of recipient countries for two reasons: (i) poverty and hunger are not due to lack of capital and
(i1) it is not optimal for politicians to adjust distortionary policies when they receive aid flows. Mosley (1980)
acknowledged the success of numerous aid projects from private individuals and organizations. He still, however,
remarked that successful projects could not compensate for the overall negative impacts of aid on growth and
development of recipient countries.

In contrast, several researches found positive impacts of foreign aids on economic growth of recipient countries.
McMiillan (2011) believed that aids would contribute to economic growth by increasing savings and financing
investments; by increasing productivity, particularly in health and education programs. They also further
considered technology transfer from rich countries to poor countries as positive impacts. Hansen and Tarp (2001)
and Dalgaard et al. (2004) stated that although foreign aid does not have the absolute relationship with growth, it
still proves the higher the aid flows are the quicker they speed up economic growth of recipient countries.
Stiglitz (2002) augmented that foreign aid, which may fail in some cases, can certainly stimulate economic
growth in certain recipient countries.

In summary, empirical studies are contradictory on the relationship between foreign aid and economic growth of
recipient countries.

3. Methodology

The research object focuses on impact of foreign aid on economic growth of recipient country. Precisely, we
assess the role and performance of Official Development Assistance (ODA) by analyzing its impacts on GDP
growth of Vietnam. Statistical data relating ODA and GDP growth of Vietnam between 1993 and 2015 are
collected from the Statistical Yearbook of Vietnam. Although the data were secondary; they possess a high level
of validity as collected from official governmental source.
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Figure. ODA and GDP growth of Vietnam in the period of 1993-2015
Source: Statistical Yearbook of Vietnam (1993-2015)

We can see that foreign aids received by Vietnam were increasing during the period 1993 - 2015. Initially, the
scale of ODA to Vietnam was still low (signature of USD 816 million aid, USD 413 million disbursement). This
increased gradually and reached the highest amount in 2011 (signature of USD 6,803 million and USD 3,650
million disbursement). The period after the financial crisis 2008 saw a remarkable increase of ODA in Vietnam;
the level of disbursement usually accounts for around 50% - 70% of the aid budgets as committed by aid-giving
countries.

55



par.ccsenet.org Public Administration Research Vol. 5, No. 2; 2016

In order to assessing the relationship between ODA and GDP growth, we employ Pearson’s correlation
coefficient. Since we analyze two correlation coefficients between two types of ODA (the ones registered and
received) and GDP growth of Vietnam.

4. Research results

The research findings on the correlation between ODA and GDP growth of Vietnam are presented as following:

Table 1. Analytical result of Pearson correlation coefficients

GDP growth  ODA reg  ODAD rec

GDP growth (%)  Pearson Correlation 1 -0.578** -0.633**
Sig. (2-tailed) 0.004 0.001
N 23 23 23

ODA reg Pearson Correlation -0.578** 1 0.820**
Sig. (2-tailed) 0.004 0.000
N 23 23 23

ODAD rec Pearson Correlation -0.633%* 0.820** 1
Sig. (2-tailed) 0.001 0.000
N 23 23 23

**_ Correlation is significant at the 0.01 level (2-tailed).

Our results showed that the Pearson’s correlation coefficient between GDP growth and ODA registered was
-0.578; the one between GDP growth and ODA received was -0.633; both were significant at confidence level of
95%. These negative relationships imply that the more strongly Vietnam receive ODA, the more slowly its GDP
grows; and vice versa.

According to our analysis, these negative relationships between ODA and GDP growth in Vietnam, particularly
in recent years, may due to some main following reasons: Firstly, as 2008 was the onset year of the world
economic crisis, Vietnam was more or less under the negative impacts of this crisis. In such a crisis, growth
principles are not usually correct, although very high ODA flows can come from other countries, yet, enormous
capital may probably not result in economic growth during a difficult period.

Secondly, in the early years or renovation, ODA flows were chiefly used in the country’s process of
reconstruction, allocated for investment in infrastructure (transport, power, water supply and drainage, telecom,
education, healthcare...). With ODA flows, Vietnam has made some significant achievements; average income
per capita has unceasingly been being growing. In recent time, however, ODA flows have become saturated and
it is getting more and more difficult to have access to these flows. There is no reason for Vietnam to receive free
aid flows from developed countries. According to Chan Luan (2016), ODA are not a free lunch. The aid-giving
countries will certainly receive economic and political benefits. For example, in order to receive ODA from
Japan, Vietnam has to implement tax exemptions or have a number of financial transactions with Japanese
currently doing business in the Vietnamese market for a certain period, or to concede the right to trade in some
types of commodities in Vietnam... Thus, part of the growth benefits is divided among the rich countries looking
for profits in developing countries.

Thirdly, as Vietnam is a developing country, errors in activities of managing and dividing funds among localities
are unavoidable. For the time being, we are allocating the flows in a far and wide spreading manner, without
focusing on the highly profitable lines of business. Fund resources are being spread far and wide from Mong Cai
to Ca Mau, without concentrating on mainly on provinces, cities with high potential for development. Moreover,
the mechanism for distributing ODA flows among locality at present is chiefly under the mode of allocating. The
‘asking—giving” mechanism or practice is still popular and not much change has been made. Funds are
distributed by the Central Government to localities but the management and use such resources are inefficient.
Works or projects that use assistance flows often fall behind schedule, therefore, we have to continue providing
funds to finish them. A project, if finished on schedule, will bring numerous benefits, but, if delays in
implementing, will probably consume more additional money from the Government due to impact of slippage in
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prices, meanwhile, the long payback period of the project leads to the fact that many projects upon completion
reveal their weaknesses, causing the State’s loss of thousands of billion dong (Chan Luan, 2016).

Furthermore, the ever-increasing tendency of aid results in the increase in the Government spending, while
Vietnam has many years overspending the budget. The Government cannot increase tax to compensate for that,
thus leading to impacts on economic growth. In addition, the corollary of poor management will give rise to the
ever-growing corruption and wastage. Part of ODA will not be used for the right purposes, thereby failing to
demonstrate its importance to economic growth (Ngo Thang Loi, 2013).

5. Policy Implications

On the basis of research findings of the negative impacts of foreign aids on economic growth in Vietnam, we
propose some relevant recommendation for managing and using foreign aids reasonably by efficiently in
recipient countries, specifically:

Firstly, the commitment of receiving aid should be changed in terms of contents and conditions in order to avoid
sacrificing the national interests while Vietnam’s investment capacity is still being weak. There should be very
professional consultants to guarantee that Vietnam will not be at a disadvantage in implementing its
commitments with aid-givers. For the fund resources that require disadvantages commitments, Vietnam should
bravely decline so as to enhance its proactiveness towards foreign organizations.

Secondly, Vietnam should have clear and efficient policies of managing foreign aids. The ‘asking—giving’
mechanism between the State and localities should be repealed and replaced with the policy on borrowing and
sub-lending, from that to encourage localities to use the aid flows in an effective manner. There should be a clear
distinction between responsibilities at different levels, an increase in fund management efficiency (e.g. clear
decentralized administration between the Central Government and local authorities, avoidance of overlapping in
the management model resulting in delay in implementing aid-receiving projects and reduction in running,
managing activities). Sectors, localities applying for aid to use should be responsible for calculating exactly the
performance and defining their full debt service obligations, and always putting the national interest above all.
For projects calling for enormous fund resources, specific periods of paying debt service obligations should be
defined, profitability should be calculated in detail to ensure investment performance and with plan for paying
foreign debts.

Thirdly, aid flows for Vietnam are not infinite. Therefore, Vietnam should be oriented towards using aid in a
scientific, reasonable manner so as to bring into full play the positive impacts of aid on the economy. Besides,
the Government should also give priority to the use of fund resources towards continuing to build essential
infrastructure, to improve public services, to develop human resources and skills, to improve social security
network, to sustain green growth, to cope with climate change, to reduce disaster risks, to develop
policy-planning skills, and enhancing managing capacity of the State.

Fourthly, Vietnam state should simplify and improve project appraisal as well as strengthen the monitoring and
supervision of aid-funded projects. Vietnam state should take measures to improve the system for assessing,
managing information about the projects which has been and are going to be granted aid, to ensure that the
projects will strictly comply with the initial commitment, avoiding losses and wastage. In addition, managers’
capacity should also be enhanced to be able to monitor, assess and oversee the projects in an effective manner.
The participation of the community in supervising project activities should also be encouraged to ensure law
observation. There should be mechanism for encouraging, creating favourable conditions for the participation of
the people so as to help enhance efficiency of capital utilization.

Fifthly, at present, Vietnam has a wide range of documents available on managing and using aid flows. Such
documents, however, are still characterized by their overlapping; failing to give an insight into the issues that
Vietnam is confronted with when aid flows are not used in an effective manner. Therefore, there should be some
legal document to provide guidance, gathering sufficient information to create a uniform legal corridor to help
State administration bodies to regulate efficiently activities of foreign borrowing at interest.

Sixthly, Vietnam should be proactive in reciprocal capital for avoiding the total dependence on foreign aid flows
which results in prolonged project implementation and inefficiency. Proactiveness in fund resources will help
improve the sense of thrift in Government spending and avoid unnecessary wastage.

6. Concluding Remarks

By analyzing statistic data of ODA and GDP growth of Vietnam during 23 years from 1993 to 2015, we provided
strong theoretical support for the impact of foreign aids on Vietnam economic growth. We can see that between
1993 and 2006, aid had fairly positive impacts on Vietnam economy; however, since 2008 up to now, the relation
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diagram between these two factors has not been following any certain principle, even in inverse proportion to
each other. Our analysis of Pearson’s correlation coefficients between ODA and GDP growth show that foreign
aid and economic growth in Vietnam have a negative relationship.

On the basis of findings, we proposed a number of recommendations for improving the ability to get access to
and use foreign aid in an effective manner in the forthcoming period. Accordingly, Vietham Government should
improve the State’s management capacity by implementing decentralized administration in a clear and
transparent manner; by simplifying procedures; by improving aid-funded project appraisal; and by ensuring an
independence of foreign aids.
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