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Abstract 

 

The importance of Aid for Trade (AfT) as a useful tool for facilitating trade, economic 

growth and social development has come to light since it was invented in Hong Kong 

Ministerial meeting in 2005. Although AfT draws attention of many scholars and 

development stakeholders and has produced numerous literatures investigating the 

relationship between aid for trade and trade expansion, there are not many efforts to 

measure the effect of aid for trade on export diversification. Yet, export diversification is 

defined as the most desired objectives by recipient countries. This paper, therefore, 

attempts to traces the relationship between aid for trade and export diversification. A 

number of indices that measure the variety of export commodities such as Herfindahl–

Hirschman Index (HHI) and EXPY (Rodrik, 2005) based on Harmonized System (HS) 

and Standard Industrial Trade Classification (SITC) code are used as dependent 

variables. Since aid is comprised of highly diverse sectors and flow types, regression is 

run separately for each aid sector and type. The regression results using generalized 

method of moments (GMM) prove that aid for trade appears to have some positive 

impacts on diversifying exports but this diversification did not spread to exports 

associated with higher income from 1996 to 2010. 
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1. Introduction 

Aid for Trade (AfT) denotes a type of development assistance that is intended to 

promote trade of developing countries which are faced with many challenges in the 

global trade regime. It is expected that Aid for Trade provides a basis for economic 

growth and social development based on expansion of international trade. The concept 

was first introduced in the Hong Kong Ministerial Meeting in 2005. The objective of 

AfT stated by the final Hong Kong Ministerial Declaration is to assist developing 

countries, especially Least Developing Countries (LDCs), to “build the supply-side 

capacity and trade-related infrastructure that they need to assist them to implement and 

benefit from World Trade Organization (WTO) Agreements and more broadly expand 

their trade” (WTO, 2005, para. 57). 

Even though the role of AfT is emphasized over time, there have not been 

many papers measuring the effectiveness of AfT on trade performance. Also, existing 

papers which attempt to examine the impact of AfT focus only on the bilateral flows 

between donors and recipients but do not look at the effect of AfT on the total export 

flows from each recipient to the world. It is partly because the scope of Aid for Trade 

has continued to evolve since the early 2000s, and partly because AfT data with 

sufficient quality and time length is not available.  

Regardless of such limitations, there are some previous efforts to assess the 

impact of aid for trade. However, most of papers simply use export volume as the 

dependent variable to quantify the effect of AfT. Yet, sheer increase of export volume 

may not necessarily lead to the development of one nation, and thus, should not be used 

as the sole measure for the effectiveness of AfT.   
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This paper, therefore, aims to investigate the effectiveness of AfT using export 

diversification as the main index. Using a sample of 151 recipient countries between 

1996 and 2010, a panel regression will show the causal relationship between AfT and 

export diversification of recipient countries. In order to account for the endogeneity 

problem, the paper uses system generalized method of moments (GMM). GMM is 

specified so that the estimation uses the first-lagged and first-differenced regressors as 

instruments of the estimation equation so that unobserved country-specific fixed effects 

are eliminated. In addition, the second lagged regressors are used as instruments for the 

first-differenced equation.  

In the analysis, aid for trade is broken down into three sectors (economic 

infrastructure, building productive capacity, and trade policy and regulations) and three 

flow types (grant, loan and other official flows). Also the impact of these different 

categories of aid for trade on different income group is analyzed.  

The results show that aid for trade contributed to export diversification 

measured by Herfindahl–Hirschman Index. On the other hand, aid for trade did not have 

significant impact on export sophistication measured by EXPY, i.e. income content of 

exports.  

 

2. Why Export Diversification Matters for Measuring Aid for Trade Effectiveness 

2.1 What is Aid for Trade 

Doha Development Agenda (DDA) which was launched at the Doha Ministerial 

Conference, in November 2001, has placed development issues and the interests of 

developing countries at the heart of the WTO’s work. Still, DDA mostly dealt with 

export barrier on the demand side such as eliminating tariff and non-tariff barriers. 
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Many developing countries were still expressing their concerns over lack of capacities 

to implement such agreements and implementing trade-related adjustments while faced 

with supply-side challenges such as poor infrastructure, lack of capacity and knowledge 

and scarce capital.  

Therefore, during the Sixth WTO Ministerial Conference held in Hong Kong in 

2005, the importance of tackling such internal constraints was further highlighted. As a 

result, the Sixth WTO Ministerial Declaration initiated Aid for Trade and set up the Task 

Force to operationalize the concept. Along with the WTO’s effort, United Nations 

committed to the AfT initiative since the 2005 World Summit Outcome and have 

pursued implementation of AfT initiative.  

To define the scope of aid for trade in this paper, it may be useful to use the 

purpose coding system of the Creditor Reporting System (CRS) which was jointly 

produced by Organisation for Economic Co-operation and Development (OECD) and 

the World Bank in 1967. Under this CRS purpose coding, aid for trade can be largely 

divided into three sectors: economic infrastructure, building productive capacity, and 

trade policy and regulations. Economic infrastructure includes aid for communications, 

energy, transport and storage while building productive capacity covers aid for sectoral 

developments in the field of banking and financial services, business and other services, 

agriculture, forestry, fishing, industry, mineral resources and mining, construction, and 

tourism. About more than 90% of aid for trade is directed to economic infrastructure 

and building productive capacity building. Trade policy and regulations refer to aid used 

for trade policy and administrative management, regional trade agreements (RTAs) and 

multilateral negotiations, and trade education/training. Only less than 5% is used for 

trade policy and regulations. This can be attributed to the nature of infrastructure and 
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capacity building projects which require a larger sum of financial resources.   

Aid for Trade can be classified not only by its purpose but also by type of flow. 

In order to qualify for official development assistance (ODA), it must be either in form 

of grant or loan. If ODA does not have any pay-back duty and does not incur any debt, 

it is qualified as grant. To be classified as ODA loan, it must have a grant element above 

25 per cent. In addition, an ODA loan has to have interest rate below the prevailing 

market rate. Other official flows (OOF) are official sector transactions which do not 

meet the ODA criteria. Although OOF does not qualify for aid for trade because they 

have a grant element of less than 25% (i.e. low concessional loans), “these flows can 

play a crucial role in financing trade related activities (OECD/WTO, 2011a, 49).” OOF 

for trade significantly increased in the last few years as donors were experiencing 

financial pressure due to the economic crisis. Assuming that OOF in the trade-related 

sectors have a similar impact as aid for trade except that it has a pay-back duty with 

higher interest rates, this paper also looks at the impact of OOF in aid related sectors 

listed above.     

 

2.2 Measuring Aid for Trade Effectiveness 

For better management of aid resources, the concept of aid effectiveness 

received much attention from the aid industry. Aid effectiveness measures the extent to 

which an aid activity attains its objectives and is included as one of the key criteria for 

evaluating development assistance by the Development Assistance Committee (DAC) 

of OECD in 2000.  

In order to measure the aid for trade effectiveness, it is necessary to look at the 

original objectives set by donors and recipient countries. According to the 
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self-assessment questionnaires collected by the OECD in 2011, the main goals of each 

stakeholder varied across the range. While all stakeholders agreed that the aid for trade 

must realize both trade and development objectives, what recipients especially hoped for 

was export diversification. About 60% (51 out of 84 countries that responded) 

emphasized diversified exports as the main goal even more than increased exports and 

increased economic growth. Desire for diversified exports is expressed by all income 

groups. 

Figure 1. Main Goals Recipients Want to Achieve through Aid for Trade 

 

Note. From Aid for Trade at a Glance 2011: Showing Results by WTO/OECD, 2011, p. 94. Reproduced by author. The 

original question given to recipients was “How do you define the success of aid for trade in your country?”  

The reason that developing countries value export diversification is that many of 

them are faced with severe export concentration. As the figure below illustrates, top three 

commodities of low income countries take up a major portion of their total export. Out of 

35 low income countries, 21 countries for whom trade data is available are chosen. The 
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average of those 21 countries in 2010 is 60%. Despite the government putting high 

priority on export diversification, many developing countries continue to rely on the few 

export commodities (WTO/OECD, 2011b, 22). In this respect, AfT can create a vanguard 

effect and lead recipient government and private sectors to invest in other various sectors. 

Figure 2. Selected Countries’ Share of Top Three Commodities in Total Exports (2010) 

 

Note: based on SITC revision 3, 3-digit. Calculated by author.  

 Therefore, from the viewpoint of recipient countries, using export 

diversification as the performance measure is one of the most crucial components in 

measuring the effectiveness of aid for trade  

 

3. Empirical Model Building 

3.1 How to Measure Diversification 

Among several measures that represent the extent of diversification, one of the 

most commonly used indices is Herfindahl–Hirschman Index (HHI). The index can be 

derived using the formula below: 
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HHI can range from 1 to 1/Ni where Ni is the number of all export commodities. 

1 means perfectly concentrated export structure meaning a country is exporting only one 

commodity. The lowest number depends on the number of maximum commodities. In 

the paper, export data is collected using two commodity groupings - Standard 

International Trade Classification (SITC) revision 3 maintained by the United Nations 

and Harmonized System (HS) 1992 version used for the tariff purpose. Therefore, the 

lowest possible HHI is 1/5019 and 1/3121 for HS code and SITC code respectively. The 

reason for using the two systems is that using the two different codes may complement 

the shortcomings of each other. Export data based on SITC has more data availability 

compared to HS code while HS code is divided in more detail. Also the weight of 

industries are also different as below so that using only one system may overestimate or 

underestimate the changes in certain industries.  

Table 1. Comparison of HS and SITC code 

 SITC revision 3 (5 digits) HS 1992 (6 digits) 

Agricultural products: All food items and 

Agricultural raw materials 
585 19% 855 17% 

Natural resources: 

Ores and metals and Fuels  
212 7% 319 6% 

Manufacturing Products 2324 74% 3845 77% 

Total division 3121 100% 5019 100% 

Data availability for 213 countries between 

1996 and 2010 

2,168 out of 

3,195 
68% 

1,894 out of 

3,195 
59% 

 

Another index adopted in the paper to quantify the level of export diversification is 

EXPY developed by Hausmann et al. (2007). First, an index called PRODY that 

measures productivity level associated to produce a certain commodity is formulated. 
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Weighted GDP per capita of countries that produce the product based on revealed 

comparative advantage is assumed to be productivity level required. Then EXPY 

captures the export-weighted average of PRODY of each country. EXPY, thus, indicates 

a country’s productivity level based on its export structure. The higher EXPY it has, a 

country exports more goods that are produced by high income countries. While HHI 

only reveals the degree of diversification, assuming all commodities as the same, EXPY 

can detect if a country’s export basket became more sophisticated in terms of required 

productivity and value-added components of export. EXPY of country j can be 

calculated by this formula: 

(2)        ∑
   

  
       

 

 

where        is 
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3.2 The Estimation Model 

How does a nation diversify its export basket? Larger economies may have 

higher chance of export diversification due to larger pool of human resources and higher 

potential for diverse economic activities (Parteka &Tamberi, 2008). Therefore, GDP 

will be positively related to diversification. 

According to Imbs and Wacziarg (2003), as a country’s per capita income 

increases, production structure as well as export composition become more diversified. 

Similarly, Cadot et al. (2007) discovered that production and employment concentration 
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follow a U-shaped pattern. In the earlier stage of development, countries diversify its 

production until they specialize again at a certain point. Still, the turning point is very late 

in the development process around GDP per capita $24,000 and it is safe to assume that 

the development of aid receiving countries is accompanied by diversification of exported 

products. Therefore, it is expected that GDP per capita would have positive linear 

relationship with export diversification. If developed countries were to be considered, 

GDP per capita squared should have been included. However, the main interest is on aid 

receiving developing countries so that the model only includes linear term.  

 In terms of human capital, it is common sense that human resources with 

higher skills would be capable of producing more variety of goods. In this sense, data 

associated with education (education input, output or quality) seems the most 

appropriate. Indeed, it is more popular to represent the level of human capital quality 

used for its impact on trade diversification (Cabra and Veiga, 2010). Nonetheless, due to 

greater availability of data, the paper focuses on health related parameter. It is another 

important aspect of human capital along with education. Mortality rate under age of 5 is 

used to represent the health condition of nation’s human resources.  

 In addition, the model controls the regulatory quality of a country. The better 

the national administration, the lower the cost and time it takes for trading. Therefore, 

government quality would be positively linked to export diversification. The data is 

collected by the World Bank Good Governance and measures the quality of regulations 

that influence private sector development in a country. According to the OECD 

questionnaire, both donors and recipients agree that complementary policies matter in 

achieving maximum positive impact of aid for trade on trade, growth and development. 
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 Next issue that might influence a country’s export structure is natural resource 

endowment. If a nation possesses abundant natural resources, factors of production will 

be concentrated in natural resources sectors. There is less incentive to develop 

manufacturing sectors so that dependency on only a handful of natural resources will be 

deepen as time goes by so that the country experiences highly concentrated export 

structure and suffer from ‘natural resource curse’ (Sachs and Warner, 1995). Many 

empirical studies show that the resource-rich countries tend to have more concentrated 

export structures (Varela, 2013; Gylfason, 2004). 

Most importantly, the paper assumes that aid, particularly aid for trade affect 

the export of recipient countries. According to Johansson and Pettersson (2008), aid for 

trade has a positive partial correlation between bilateral aid and bilateral trade in all 

sectors. Helble, Mann and Wilson (2009) find that assistance directed toward trade 

facilitation reinforces the trade volumes of recipient countries. With a high rate of return, 

every dollar of aid for trade can yield about US$697 in additional trade. Therefore, 

cost-benefit analysis also proves that aid for trade is effective. 

Some have found that aid for trade is effective in increasing export through 

various causes. Cali and Te Velde (2009) find that aid for trade reduces the cost of 

export thus facilitating export. As to the sectoral analysis, both aid to economic 

infrastructure and aid to productive capacity have a positive and significant impact on 

exports in their sample of 120 developing countries. Similarly, Busse (2010) calculates 

that aid measures have a negative effect on the costs of trading using a panel regression 

with a sample of 99 developing countries for the period 2004-2009. On the other hand, 

Vijil and Wagner (2010) show that institutions and infrastructures are significant 

determinants of export performance so that aid for trade which can improve the two 
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factors can also strengthen export. These arguments suggest that aid fort trade does not 

only help bilateral trade between donors and recipients but also recipient’s overall 

export as it changes economic environment. If aid that has a specific use such as 

facilitating trade proves to increase trade based on diversification, it can increase its 

likelihood of being effective in fulfilling its objectives.  

Although there are few in number, there are some previous attempts to study 

the effect of aid for trade on diversification. When aid is generally considered, it does 

not help diversify the export of recipient countries. Osakwe (2007) advocates that aid 

has a negative impact on the real exchange rate and results in further concentration 

among the sample of 31 African states (18). Nonetheless, when the scope is limited to 

aid for trade only, it seems that it is effective in diversifying exports.  

Cadot et al. (2007) find that infrastructure for which more than 40% of aid for 

trade is allocated notably contributes to export diversification. Likewise, Munemo (2011) 

analyzes the effect of foreign aid on export diversification and finds an interesting 

correlation. As Osakwe notes, there is a danger of anti-export bias called Dutch disease 

associated with aid so that countries heavily depending on aid (more than 20% of GDP) 

experience negative relation between aid and diversification while countries with aid 

not exceeding 20% of GDP enjoy positive relation. To summarize, if findings of 

previous literatures hold true, aid for trade should yield benefits to recipient’s economy 

by diversifying export. Based on this fact, the next chapter establishes the regression 

model. 

 Based on the discussion above, the estimation model is formulated as below: 
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(4)                                                          

                                           

     

 

(5)                                                           

                                           

     

where αj, αt and εjt are country specific fixed effects, year-specific effects, and error term, 

respectively. 

There are several problems that must be addressed before checking the 

regression. First, there is a possibility of reverse causality. As is widely recognized by 

several authors (Lloyd et al., 2001), the causality between aid flows and trade flows can 

obviously also go both way. While this paper is concerned with the causal link from aid 

for trade to export, trade can affect aid allocation in different ways. Hence, the regression 

will be run with the system generalized method of moment (GMM) developed by 

Blundell and Bond (1998). With the GMM estimation, the result is tested by the Hansen 

j statistic and the Arellano-Bond statistic. 

 

3.3 Data 

All data used in the estimation are described in the table below. All ODA data 

from CRS is commitment in USD current. 

Table 2. List of Variables 

Data from World Development Indicators, World Bank 

Variable Description 
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Log of GDP (lnGDP) Log of gross domestic products in current U.S. dollars 

Log of GDP per capita 

(lnGDPPC) 
Log of gross domestic products per capita in current U.S. dollars 

Mortality rate (MORT)  
Under-five mortality rate is the probability per 1,000 that a newborn baby will 

die before reaching age five, if subject to current age-specific mortality rates 

Total natural resources 

rents  as % of GDP 

(RENT) 

Total natural resources rents are the sum of oil rents, natural gas rents, coal rents 

(hard and soft), mineral rents, and forest rents 

Data from Worldwide Governance Indicators, World Bank 

Regulatory Quality 

(REGQUAL) 

This index captures perceptions of the ability of the government to formulate and 

implement sound policies and regulations that permit and promote private sector 

development. It is based on survey respondents and experts in the public and 

private sectors, as well as various NGOs. With zero mean, unit standard 

deviation, it ranges approximately from ‐2.5 to 2.5 

Data from OECD CRS 

Log of total aid 

(lnTOTODA) 
Natural log of sum of all official development aid 

Log of social aid 

(lnSOCODA) 

Natural log of sum of all official development aid committed for 100. Social 

Infrastructure & Services 

Log of Aid for Trade 

(lnAFTODA) 

Natural log of sum of all official development aid committed for 200.Economic 

Infrastructure and Services and 300.Production Sectors  

Log of Aid for 

Economic 

Infrastructure 

(lnECOODA) 

Natural log of sum of all official development aid committed for 210.Transport 

and Storage, 220.Communications and 230.Energy Generation and Supply  

Log of Aid for 

Building Productive 

Capacity (lnPROODA) 

Natural log of sum of all official development aid committed for 240.Banking 

and Financial Services, 250.Business and Other Services, 310.Agriculture, 

Forestry, Fishing, 320. Industry, Mining, Construction, and 332.Tourism 

Log of Aid for Trade 

Policy and Regulations 

(lnTRAODA) 

Natural log of sum of all official development aid committed for 331. Trade 

Policy and Regulation 

Log of Aid for Trade in 

the form of grant 

(lnAFTGRANT) 

Natural log of sum of grants committed in 200.Economic Infrastructure and 

Services and 300.Production Sectors  

Log of Aid for Trade in 

the form of loan 

(lnAFTLOAN) 

Natural log of sum of loans committed in 200.Economic Infrastructure and 

Services and 300.Production Sectors 

Log of Other official 

flows for Trade 

(lnAFTOOF) 

Natural log of sum of other official flows (OOF) committed in 200.Economic 

Infrastructure and Services and 300. 

Table 3. presents summary statistics of the dependent and independent 

variables used in the estimation. 

Table 3. Summary Statistics 

 
Variable Number of Observation Mean Standard Deviation Min Max 

HS 
lnHHI 1,894 -2.80 1.36 -5.86 0.00 

lnEXPY 1,890 9.11 0.64 6.26 10.69 

SITC 
lnHHI 2,168 -2.88 1.32 -5.92 -0.01 

lnEXPY 2,161 8.98 0.67 6.18 10.72 
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Control 

variables 

lnGDP 2,905 23.35 2.41 16.33 30.30 

lnGDPPC 2,905 8.02 1.65 4.28 12.18 

RENT 2,507 10.21 17.61 0.00 218.89 

MORT 3,060 48.17 53.45 0.00 257.30 

REGQUAL* 3,195 -0.01 0.97 -2.68 2.25 

A

id 

variables 

lnTOTODA 2,179 4.95 1.94 -4.42 9.92 

lnSOCODA 2,176 3.94 2.05 -6.00 8.37 

lnECOODA 1,987 2.26 2.82 -10.93 8.08 

lnPROODA 2,048 2.40 2.23 -10.98 7.21 

lnTRAODA 1,323 -1.07 2.47 -10.77 5.91 

lnAFTODA 2,107 3.22 2.34 -10.98 8.43 

lnAFTGRANT 2,102 2.63 2.08 -10.98 8.43 

lnAFTLOAN 1,122 3.80 1.79 -7.57 7.99 

lnAFTOOF 950 3.76 2.53 -7.59 8.84 

* Regulatory Quality from the Worldwide Governance Indicators were updated every two years between 

1996 and 2002 and annually from 2002. To increase the sample size, missing years (1997, 1999, 2001) 

were replaced with average estimate of one year before and one year after. 

 

4. Results 

As a benchmark, the model is first estimated without aid variables. Table 4 

shows that almost all control variables appear with the expected signs. The exception is 

natural resource rent. For SITC classification, it appears insignificant. For HS code, 

natural resource rent is significantly affecting both EXPY and HHI. It signifies that 

although resource abundant countries tend to have more concentrated export structure, 

those resources are associated with higher income. This may be due to several high 

income countries that rely highly on oil exports such as Saudi Arabia, Brunei, Kuwait, 

and Qatar. In addition, resource abundant countries can achieve high income growth by 

adopting proper institutional settings and high technology components so that it is not 

impossible to have both high export concentration and export income (Blomström and 

Kokko, 2002).   
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Table 4.  Control Variables (Both Aid Recipients and Non-Aid Recipients) 

 SITC HS 

 

(1) 

GMM 

(2) 

GMM 

(3) 

GMM 

(4) 

GMM  

Dependent Variable lnEXPY lnHHI lnEXPY lnHHI 

L.lnGDP 0.065*** -0.160*** 0.045*** -0.097*** 

 
[0.018] [0.047] [0.015] [0.032] 

L.lnGDPPC 0.067* 0.185*** 0.028 0.185*** 

 
[0.037] [0.062] [0.033] [0.044] 

L.MORT -0.002** 0.005*** -0.002** 0.003*** 

 
[0.001] [0.001] [0.001] [0.001] 

L.REGQUAL 0.089* -0.227** 0.145*** -0.297*** 

 
[0.050] [0.096] [0.038] [0.077] 

L.RENT 0.002 0.002 0.004*** 0.008*** 

 
[0.002] [0.003] [0.001] [0.002] 

L.lnEXPY 0.369*** 
 

0.518*** 
 

 
[0.107] 

 
[0.116] 

 
L.lnHHI 

 
0.659*** 

 
0.751*** 

  
[0.054] 

 
[0.040] 

_cons 3.796*** 1.254 3.188*** 0.02 

 
[0.873] [0.989] [0.796] [0.700] 

N 1639 1648 1401 1405 

Hansen 0.616 0.58 0.685 0.693 

AR2 0.024 0.329 0.93 0.514 

 In order to see the uniqueness of aid for trade, next set of regression results 

compares the impact of aid for trade with other aid variables. While ODA used for 

social infrastructure and services do not have any influence on export diversification, 

aid for trade was effective in lowering HHI in both SITC and HS classifications.  

Table 5. Impact of Aid on Export Diversification (Dependent Variable: lnHHI)  

 
SITC HS 

 
(1) 

GMM 

(2) 

GMM 

(3) 

GMM 

(4) 

GMM  

(5) 

GMM 

(6) 

GMM  

L.lnGDP -0.130*** -0.117*** -0.108** -0.067** -0.075** -0.062 

 
[0.046] [0.042] [0.051] [0.029] [0.036] [0.041] 

L.lnGDPPC -0.062 -0.031 -0.018 0.05 0.002 0.048 

 
[0.078] [0.077] [0.080] [0.056] [0.071] [0.076] 

L.MORT 0.002 0.003* 0.003 0.003** 0.002* 0.003** 

 
[0.001] [0.001] [0.002] [0.001] [0.001] [0.001] 

L.REGQUAL -0.012 0.036 0.086 -0.14 -0.052 -0.059 

 
[0.088] [0.103] [0.102] [0.102] [0.115] [0.093] 

L.RENT 0.003 0.003 0.004 0.012*** 0.012*** 0.011*** 

 
[0.003] [0.003] [0.003] [0.003] [0.003] [0.003] 

L.lnHHI 0.575*** 0.591*** 0.607*** 0.725*** 0.738*** 0.747*** 
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[0.081] [0.073] [0.071] [0.058] [0.045] [0.053] 

L.lnAFTODA -0.046*** 
  

-0.022* 
  

 
[0.015] 

  
[0.013] 

  
L.lnTOTODA 

 
-0.024 

  
-0.051* 

 

  
[0.021] 

  
[0.027] 

 
L.lnSOCODA 

  
0.001 

  
-0.029 

   
[0.021] 

  
[0.023] 

_cons 2.609** 2.054* 1.63 0.423 1.264 0.428 

 
[1.090] [1.052] [1.115] [0.720] [0.929] [1.001] 

N 1117 1117 1117 911 911 911 

Hansen 1 1 1 1 1 1 

AR2 0.525 0.544 0.509 0.541 0.519 0.49 

 Then, aid for trade is divided into three sectors to see the difference among 

sectors. Interestingly, only aid used to enhance production capacity in each industry was 

effective with SITC categorization while only economic infrastructure aid was effective 

with HS categorization. ODA for trade policy and regulations seems insignificant, 

probably due to its smaller scale compared to other two sectors.  

Table 6. Impact of Aid for Trade by Sector on Export Diversification (Dependent 

Variable: lnHHI) 

 
SITC HS 

 
(1) 

GMM 

(2) 

GMM 

(3) 

GMM 

(4) 

GMM  

(5) 

GMM 

(6) 

GMM  

L.lnGDP -0.132*** -0.084* -0.142*** -0.081* -0.068*** -0.033 

 
[0.048] [0.046] [0.041] [0.043] [0.023] [0.027] 

L.lnGDPPC -0.033 -0.101 0.081 0.05 0.055 0.024 

 
[0.089] [0.079] [0.078] [0.067] [0.058] [0.064] 

L.MORT 0.002 0.002 0.004** 0.002** 0.002** 0.002 

 
[0.002] [0.002] [0.002] [0.001] [0.001] [0.001] 

L.REGQUAL -0.004 0.025 -0.035 -0.083 -0.071 -0.03 

 
[0.118] [0.100] [0.088] [0.079] [0.078] [0.094] 

L.RENT 0.003 0.003 0.004 0.012*** 0.010*** 0.009*** 

 
[0.003] [0.003] [0.003] [0.003] [0.003] [0.003] 

L.lnHHI 0.608*** 0.576*** 0.658*** 0.755*** 0.782*** 0.820*** 

 
[0.075] [0.082] [0.072] [0.059] [0.062] [0.044] 

L.lnECOODA -0.016 
  

-0.015* 
  

 
[0.013] 

  
[0.008] 

  
L.lnPROODA 

 
-0.043*** 

  
-0.012 

 

  
[0.016] 

  
[0.018] 

 
L.lnTRAODA 

  
0.005 

  
-0.002 

   
[0.010] 

  
[0.009] 

_cons 2.420** 1.790* 1.726* 0.804 0.554 0.034 
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[1.158] [1.042] [0.961] [0.810] [0.513] [0.747] 

N 1087 1108 818 891 910 733 

Hansen 1 1 1 1 1 1 

AR2 0.588 0.428 0.983 0.309 0.551 0.318 

Aid for trade can be divided not only by its usages but also by its flow type. 

Aid for trade is technically split into grant and loan depending on whether aid has pay 

back requirement or not. OOF is also added for comparison although it is not classified 

as aid. Table 7 displays that aid for trade in grant format is highly significant for 

reducing export concentration measured by SITC code.  

Table 7. Impact of Aid for Trade by Flow on Export Diversification (Dependent 

Variable: lnHHI) 

 
SITC HS 

 
(1) 

GMM 

(2) 

GMM 

(3) 

GMM 

(4) 

GMM  

(5) 

GMM 

(6) 

GMM  

L.lnGDP -0.099* -0.107** -0.097** -0.075** -0.070** -0.039 

 
[0.052] [0.048] [0.048] [0.030] [0.032] [0.025] 

L.lnGDPPC -0.065 -0.013 0.046 0.072 0.05 0.027 

 
[0.084] [0.074] [0.107] [0.067] [0.064] [0.062] 

L.MORT 0.003* 0.002 0.004* 0.003*** 0.002* 0.002 

 
[0.002] [0.002] [0.002] [0.001] [0.001] [0.001] 

L.REGQUAL 0.03 -0.068 0.019 -0.104 -0.011 -0.022 

 
[0.129] [0.101] [0.168] [0.100] [0.097] [0.106] 

L.RENT 0.003 0.002 0.002 0.012*** 0.011*** 0.009*** 

 
[0.003] [0.003] [0.003] [0.003] [0.003] [0.003] 

L.lnHHI 0.582*** 0.744*** 0.731*** 0.745*** 0.806*** 0.816*** 

 
[0.078] [0.093] [0.102] [0.045] [0.056] [0.050] 

L.lnAFTGRANT -0.049*** 
  

-0.013 
  

 
[0.018] 

  
[0.016] 

  
L.lnAFTLOAN 

 
-0.005 

  
-0.005 

 

  
[0.019] 

  
[0.015] 

 
L.lnAFTOOF 

  
-0.011 

  
-0.013 

   
[0.013] 

  
[0.013] 

_cons 1.859 1.996** 1.213 0.445 0.715 0.212 

 
[1.239] [0.892] [1.154] [0.596] [0.703] [0.724] 

N 1117 681 648 911 560 561 

Hansen 1 1 1 1 1 1 

AR2 0.477 0.706 0.945 0.529 0.296 0.46 

 Although HHI is useful in depicting the export composition of a country, it 

does not explain the quality of export composition. To complement its shortcomings, it 
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is necessary to see the quality of export composition by looking at the income 

associated with the export basket. If export basket has more products correlated to high 

income countries and achieves higher EXPY index, it can be said that country’s export 

has sophisticated. Unlike HHI, none of aid variables show significance in improving 

EXPY of recipient countries. The trend persists when aid variables are divided into 

sectors (Table 9) and flow types (Table 10).  

Table 8. Impact of Aid on Export Sophistication (Dependent Variable: lnEXPY)  

 
SITC HS 

 
(1) 

GMM 

(2) 

GMM 

(3) 

GMM 

(4) 

GMM  

(5) 

GMM 

(6) 

GMM  

L.lnGDP 0.044* 0.055*** 0.049** 0.051*** 0.055*** 0.050*** 

 
[0.023] [0.019] [0.022] [0.019] [0.020] [0.019] 

L.lnGDPPC 0.064 0.054 0.056 0.076 0.097 0.084 

 
[0.049] [0.048] [0.051] [0.048] [0.062] [0.062] 

L.MORT -0.002** -0.002*** -0.002** -0.001 -0.001 -0.001 

 
[0.001] [0.001] [0.001] [0.001] [0.001] [0.001] 

L.REGQUAL 0.081 0.055 0.084 0.044 0.07 0.068 

 
[0.054] [0.057] [0.051] [0.048] [0.047] [0.050] 

L.RENT 0.001 0 0 0.002* 0.003** 0.003** 

 
[0.002] [0.002] [0.002] [0.001] [0.001] [0.001] 

L.lnEXPY 0.405*** 0.396*** 0.406*** 0.517*** 0.503*** 0.521*** 

 
[0.111] [0.128] [0.123] [0.114] [0.113] [0.116] 

L.lnAFTODA -0.002 
  

-0.006 
  

 
[0.007] 

  
[0.007] 

  
L.lnTOTODA 

 
-0.004 

  
0.001 

 

  
[0.015] 

  
[0.015] 

 
L.lnSOCODA 

  
-0.001 

  
0.003 

   
[0.012] 

  
[0.013] 

_cons 4.006*** 3.935*** 3.942*** 2.677*** 2.509*** 2.547*** 

 
[0.933] [1.003] [1.049] [0.801] [0.749] [0.728] 

N 1111 1111 1111 909 909 909 

Hansen 1 1 1 1 1 1 

AR2 0.047 0.051 0.05 0.952 0.928 0.93 

 

Table 9. Impact of Aid for Trade by Sector on Export Sophistication (Dependent 

Variable: lnEXPY)  

 
SITC HS 

 
(1) 

GMM 

(2) 

GMM 

(3) 

GMM 

(4) 

GMM  

(5) 

GMM 

(6) 

GMM  
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L.lnGDP 0.051*** 0.048** 0.057*** 0.049** 0.052*** 0.056** 

 
[0.019] [0.023] [0.020] [0.020] [0.018] [0.023] 

L.lnGDPPC 0.048 0.06 0.053 0.083* 0.092* 0.097 

 
[0.045] [0.054] [0.042] [0.045] [0.048] [0.059] 

L.MORT -0.002** -0.002** -0.002** -0.001 -0.001 -0.001 

 
[0.001] [0.001] [0.001] [0.001] [0.001] [0.001] 

L.REGQUAL 0.089* 0.093* 0.120** 0.089** 0.03 0.04 

 
[0.047] [0.054] [0.049] [0.044] [0.041] [0.059] 

L.RENT 0.001 0.001 0 0.003** 0.002** 0.003* 

 
[0.002] [0.002] [0.001] [0.001] [0.001] [0.001] 

L.lnEXPY 0.435*** 0.402*** 0.472*** 0.537*** 0.502*** 0.528*** 

 
[0.124] [0.111] [0.134] [0.110] [0.104] [0.127] 

L.lnECOODA -0.001 
  

0.002 
  

 
[0.004] 

  
[0.005] 

  
L.lnPROODA 

 
0 

  
0.003 

 

  
[0.008] 

  
[0.007] 

 
L.lnTRAODA 

  
0.004 

  
0.004 

   
[0.004] 

  
[0.005] 

_cons 3.691*** 3.983*** 3.156*** 2.454*** 2.631*** 2.221*** 

 
[1.024] [0.987] [0.927] [0.803] [0.681] [0.811] 

N 1081 1102 813 889 908 731 

Hansen 1 1 1 1 1 1 

AR2 0.067 0.05 0.105 0.834 0.923 0.658 

 

Table 10. Impact of Aid for Trade by Flow on Export Sophistication (Dependent 

Variable: lnEXPY) 

 
SITC HS 

 
(1) 

GMM 

(2) 

GMM 

(3) 

GMM 

(4) 

GMM  

(5) 

GMM 

(6) 

GMM  

L.lnGDP 0.055*** 0.063*** 0.03 0.050*** 0.042 0.058*** 

 
[0.019] [0.020] [0.053] [0.019] [0.027] [0.021] 

L.lnGDPPC 0.065 0.047 -0.013 0.065 0.113** 0.057 

 
[0.047] [0.055] [0.046] [0.051] [0.054] [0.055] 

L.MORT -0.002** -0.002** -0.002 -0.001* -0.001 -0.002* 

 
[0.001] [0.001] [0.001] [0.001] [0.001] [0.001] 

L.REGQUAL 0.06 0.038 0.015 0.076 0.032 0.02 

 
[0.048] [0.070] [0.082] [0.047] [0.074] [0.059] 

L.RENT 0 0 0 0.003** 0.005** 0.003 

 
[0.002] [0.003] [0.001] [0.001] [0.002] [0.002] 

L.lnEXPY 0.373*** 0.475*** 0.711*** 0.514*** 0.534*** 0.497*** 

 
[0.116] [0.139] [0.150] [0.101] [0.148] [0.187] 

L.lnAFTGRANT -0.003 
  

-0.006 
  

 
[0.007] 

  
[0.008] 

  
L.lnAFTLOAN 

 
0.005 

  
0.006 

 

  
[0.007] 

  
[0.012] 
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L.lnAFTOOF 
  

0.009 
  

-0.004 

   
[0.008] 

  
[0.003] 

_cons 4.018*** 3.013*** 2.075*** 2.822*** 2.353** 2.852*** 

 
[0.997] [0.974] [0.735] [0.784] [0.981] [1.079] 

N 1111 677 645 909 559 559 

Hansen 1 1 1 1 1 1 

AR2 0.051 0.066 0.132 0.98 0.759 0.92 

 

5. Conclusion 

Overall, aid for trade was effective in enhancing export diversification of 

recipient countries but not export sophistication. While aid for trade as a whole has 

positive relations with both HS and SITC code, the impact is not uniform throughout all 

sectors and flows. By its sector, aid for trade directed for infrastructure and productive 

capacity increased HHI but aid for trade spent on trade policy and regulations appears to 

be insignificant due to its smaller scale. By flow, only grant was successful in easing 

export concentration measured by SITC. Export sophistication, when compared to 

simple diversification, is relatively harder to achieve so that short-term aid flow do not 

affect EXPY in all aspects.  

Although this study proved significant relationship between aid for trade and 

export diversification, there are some limitations. First, productive capacity is a sine qua 

non for the trade integration of developing countries in the medium to long-run, and 

must be a central feature of aid for trade. As the model only measured the impact after a 

year, its significance would be rigorously underestimated. However, the coverage of aid 

database provided by OECD becomes smaller when the data gets older. So the 

estimated was limited to relatively recent years from 1996 to 2010 and it was 

impossible to measure accurate long-term impact. Also the estimation model ignores the 

culminated impact of foreign aid provided more than two years before.  

Second, it is important to clarify the implications of the role of export 
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diversification on growth and development. Although it is commonly accepted that 

diversification is positively related to economic growth and many recipient countries are 

seeking to diversify their exports, it does not mean that diversification is the absolute 

virtue. If policies and projects aiming at diversifying exports result in shifting resources 

into substantially less productive uses, the cost will be large and may dampen the 

benefits of diversification. Therefore, aid-for-trade projects and policies aiming at 

diversifying exports should not seek export diversification for its own sake ignoring 

“fundamentals” but rather aim at tackling the constraints that prevent a diversification 

consistent with evolving comparative advantages. Also, over-exaggeration of the effect 

of aid for trade may divert non-aid for trade ODA flows into aid for trade sectors. Thus, 

AfT volumes should increase together with overall official development assistance to 

avoid competition between different development cooperation areas.  

Further research topic related to the impact of aid for trade may include 

diversification in terms of technology intensity, adding complementary case studies and 

qualitative analysis, impacts of aid for trade on poverty alleviation based on 

diversification, diversification not only on merchandise exports but also service 

industries, the impact of donor coordination in yielding the optimal level of aid for trade 

and geographical diversification.  

Aid for trade may create various positive social and economic externalities that 

go beyond the specific areas of intervention such as technology transfers, networks 

among key trade-related institutions, and disseminate best practices. Therefore, there 

must be continuous efforts to evaluate and monitor AfT activities to improve its 

effectiveness and to produce the best possible development path for the international 

community. 
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