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Abstract - Foreign aid is the international flow of money, 
commodity and services from governments in advanced 
countries and international institutions to developing ones for 
the benefit of the receiving country. Bangladesh is a developing 
country receiving a billion dollars of foreign aid in the last few 
decades. This paper taking the data from 1990-2021, 
empirically tests the effectiveness of foreign aid in the 
promotion of human development in Bangladesh. Using 
multivariable multiple regressions, this paper finds that 
foreign aid positively impacts HDI and its sub-indices of 
income, education and health. Moreover, this paper finds that 
foreign aid coming through the nongovernmental channel is 
more effective than foreign aid coming through the 
governmental channel though the volume of funds received by 
the NGOs is just one-tenth of total foreign aid. Our findings 
suggest that foreign donors should consider allocating more 
funds through nongovernmental channels in order to speed up 
the human development and political stability of the country. 
Keywords: Foreign Aid, ODA, NGO Aid, Human Development, 
Multivariable Multiple Regression 

I. INTRODUCTION

Foreign aid is the international development transfer of 
money, commodity and services from governments in 
advanced countries and international organizations to 
developing ones. Foreign aid takes place in various forms. 
The largest share of foreign aid is official development 
assistance (ODA) which is provided by foreign 
governments agencies in the form of a non-refundable grant 
or a loan at a concessional interest rate below the market 
interest rate (Staicu and Barbulescu, 2017). Moreover, there 
is financial assistance, both from government and 
nongovernment institutions to non-governmental 
organizations (NGOs) of developing countries. 

Foreign aid helps to bring the least developing economies 
out of the poverty trap caused by the minimal portfolio of 
savings and investments and enhances human development 
(Asatullaeva et al., 2021).In empirical studies, though the 
aid-growth nexus is extensively researched, the aid-human 
development nexus is rarely researched. Gomanee et al., 
(2005) using quantile regressions found that aid is 
associated with higher human development and lower 
poverty and infant mortality rate. Kosack (2003) found that 
aid was effective in promoting human development; 
however, its success depends on the democratization in the 

recipient country. Moreover, Gillanders (2016), applying a 
vector autoregression model covering panel data of Sub-
Saharan African countries, found that aid shocks positively 
impact human development. Similarly, Mohameda and 
Mzeea (2017), using the quantile regression method to the 
data from 124 countries between the period 1980 to 2013, 
found that aid is positively affecting the human 
development index.  

Bangladesh has been a regular receiver of foreign aid in 
order to bridge the gap between domestic savings and 
investment, finance development projects and reduce the 
balance of payment deficit (Khan, 2007). Islam (1992), 
using time series data from 1972 to 1988 on Bangladesh, 
found that foreign aid is not conducive to promoting 
growth. Quazi (2005), using time series analysis on 
Bangladesh from 1973-1999, found that aid has minimal 
effects on GDP growth. In contrast, Golder et al., (2021), 
using annual data covering the 1989-2018 period of 
Bangladesh and employing autoregressive distributed lag 
(ARDL), found a significant impact of foreign aid on 
economic growth. However, there is no research has been 
accomplished to evaluate the efficacy of foreign aid in 
expanding human development in Bangladesh. This paper 
aims to fill up the vacuum in the research gap by explicitly 
investigating the effect of foreign aid coming through 
government and non-governmental channels in Bangladesh 
on the human development index and its components.  

This paper is further organized as follows: the next section 
discusses the HDI and its various indices, the transmission 
link between aid and human development and provides a 
data analysis of the HDI and foreign aid scenario of 
Bangladesh. Section 3 outlines the economic method used 
in this study. Section 4 presents the econometric results and 
discussion. Finally, section 5 concludes the paper with 
policy suggestions. 

II. HUMAN DEVELOPMENT AND FOREIGN AID

A. Human Development Index (HDI)

Human development is defined as a process of ensuring real 
freedom and creating opportunities for everyone (Haq, 
1995). The human development framework shifted the 

(Received 8 April 2023; Accepted 24 April 2023; Available online 17 August 2023)

10ARSS Vol.12 No.2 July-December 2023

____________________________________________________________
This is an open access article under the CC BY-NC-ND license 

(http://creativecommons.org/licenses/by-nc-nd/4.0/).



development discourse from pursuing quantitate well-being 
to enhancing qualitative human well-being (Prados, 2022). 
The Human Development Index (HDI) was devised and 
theorized by Nobel Laureate economist Amartya Sen and 
economist Mahbub ul Haq and was first published by the 
United Nations Development Programme (UNDP) in 1990. 
The HDI is a statistical tool used to measure a country’s 
overall achievement in the composite index of income, 
education, and health. The income dimension is measured 
by gross national income per capita in purchasing power 
parity. The education dimension is assessed by the average 
of the mean of years of schooling for adults aged 25 years 
and expected years of schooling for children of school-
entering age. And the health dimension is measured by life 
expectancy at birth. Then HDI is the geometric mean of 
normalized indices for each of the three dimensions. The 
current HDI formulation ranks each country on a scale of 0 
(lowest human development) to 1 (highest human 
development) into four tiers of human development: very 
high human development (0.8-1.0), high human 
development (0.7-0.79), medium human development (0.55-
.70), and low human development (below 0.55).  

B. Transmission Channel of Foreign Aid to Human
Development

There is a number of ways foreign aid influences human 
development. Fig. 1 depicts the transmission channel of 

foreign aid to human development. Foreign aid promotes 
per capita income growth and aid-induced increases in 
economic growth led to higher human development through 
increased household spending on education and health care. 
Aid might also directly increase finance in public 
expenditure on health and education which promotes human 
development.  

Additionally, an increase in government tax revenue due to 
an increase in per capita income expands the fiscal capacity 
of the government to shift resources toward human 
development. Moreover, an increase in foreign NGO aid 
and increased charitable contributions due to aid-induced 
income growth, expands the financial capacity and hence 
their investment in education and health care which further 
promotes human development.  

In addition to that foreign aid promotes capital 
accumulation in the public and private sectors, it accelerates 
investment and employment which leads to wage growth 
and hence growth in per capita income and household 
finance for human development. However, foreign aid is 
necessary but not sufficient for human development. If aid 
cannot be translated into an investment in education, 
healthcare, proper nutrition, drinking water supply, 
sanitation and such other social sectors, foreign aid cannot 
enrich human development (McGillivray and Noorbakhsh, 
2007).  

   Source: Author’s build up 
Fig. 1 Transmission Channel of Foreign Aid to Human Development 

C. Human Development and Foreign Aid Scenario of
Bangladesh

Bangladesh has just celebrated her Golden Jubilee of 
independence. When Bangladesh was born in 1971 through 
the historic struggle of liberation war, it was designated as 
an “international basket case”, and the world could have 
never expected that this nation would be a “development 

miracle” within a span of 50 years (Momen et al., 2005). 
Now it scores a steady economic growth of 7% per annum. 
A mere $35 billion economy of the mid-1990s has now 
developed more than tenfold to a $460 billion economy in 
2022. During the same period, the per capita income (GNI 
per capita) of Bangladesh has grown more than twenty-fold 
rise from $300PPP to $6,840 PPP (2022).  
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In the meantime, poverty incidence has fallen from 58% in 
1990 to nearly 21% in 2022 and extreme poverty rates have 
been reduced by two-thirds to 12.9%.  

Moreover, Bangladesh has also achieved tremendous 
progress in the other indicators of human development. 
From 1990 to 2022, Bangladesh’s HDI score has advanced 
from 0.394 to 0.655. The expected years of schooling (EYS) 

have increased from 5 years in 1990 to 12.44 years in 2022. 
The mean years of schooling (MYS) have elevated from 
3.24 years in 1990 to 7.37 in 2022. Life expectancy at birth 
(LEB) has improved significantly from 58 years in 1990 to 
about 73.29 years in 2022, an increase over 15 years over 
the past three decades. Overall, Bangladesh is now in the 
medium human development category. Fig. 2 depicts the 
progress path of Bangladesh in HDI from 1990 to 2021. 

         Source: Author’s Plot based on UNDP (2022) Data 
Fig. 2 Human Development Index (HDI) of Bangladesh (1990-2021) 

The achievements of Bangladesh in human development 
over the years are the result of both public policies prospect 
and private sector contributions (Roy and Gupta, 2013). 
Higher per capita income growth over this period was 
possible because of a rapidly growing agricultural economy, 
sustainable foreign exchange earnings from garment exports 
and an increased flow of remittances from outside, robust 
demographic dividend and stable macroeconomic 
conditions (Hossain et al., 2022). On the other hand, better 
performance in the education index has been realized by 
public policies, such as free and compulsory primary 
education, school feeding, free textbook distribution and 
female stipend programmes (Osmani, 2008).  

Moreover, the impressive achievement in life expectancy at 
birth has been realized by the instrumental efforts of the 
government in reducing maternal and infant mortality rates, 
increasing free immunization, improving child nutrition and 
providing least-cost family planning and community health 
centers (Jahan, 2021). 

Along with government policies and initiatives, NGOs 
shave played a supportive role in promoting human 
development in Bangladesh. NGO activities were started up 
during the 1970s following the liberation war with the 
objective of providing relief and rehabilitation to war-
devastated people. Over the next decades, the NGOs would 
significantly extend their operation to social development, 
particularly providing microfinance, education and health 
(Mujeriand Mujeri, 2020). For example, micro-credit 

institutions like Grameen Bank have provided loans to small 
and women entrepreneurs without collateral and generated 
self-employment in men and women in rural and remote 
Bangladesh.  

Targeted programmes of NGOs like BRAC’s non-formal 
primary education and satellite schools have contributed to 
increasing school enrolment (Sawada et al., 2018). The 
significant reduction in mortality rate in Bangladesh was 
largely due to the support of NGOs in speeding up the use 
of low-cost health solutions like oral saline for diarrhea 
treatment, free provision of immunization, contraceptive 
use, tuberculosis and malaria drugs, etc. (Gauri and Galef, 
2005). 

Moreover, Bangladesh has obtained a growing account of 
foreign aid from its development partners. The various types 
of foreign aid include loans, grants, bilateral aid, 
multilateral aid, food aid, commodity aid, project aid, and 
technical assistance. The bilateral donors include individual 
countries. The multilateral donors include World Bank 
(WB), Asian Development Bank (ADB), United Nations 
Development Programme (UNDP), and other UN 
organizations. The release of foreign aid has reached a 
record $10 billion in 2022 (Ministry of Finance, 
2022b). Fig. 3 depicts the flow of foreign aid in Bangladesh 
through official development assistance (ODA) received by 
the government of Bangladesh and aid received by the 
nongovernmental organizations (NGOs) of Bangladesh. 
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Source: Author’s Plot based on Ministry of Finance, Bangladesh (2022) Data 
Fig. 3 Flow of Foreign Aid in Bangladesh (1990-2021) 

III. ECONOMETRIC METHOD AND DATA

To test the role of foreign aid in promoting human 
development and its sub-indices, this paper employs a 
multivariate multiple regression (MMR) model. 
Multivariate multiple regression (MMR) is an econometric 
method that estimates a single regression model with more 
than one response variables with the same set of predictor 
variables. When correlation is present among the dependent 
variables, a single multivariate multiple regression is more 
efficient than simple regression analyses for each dependent 
variable separately (Hartung and Knapp, 2005). The MMR 
model can be described by the following equation: 

𝒚𝒚 =  𝛼𝛼 + 𝑏𝑏𝒙𝒙 + 𝜖𝜖 

Where 𝒚𝒚 is a vector of dependent variables. 𝒙𝒙 is a vector of 
explanatory variables. 𝛼𝛼 is a vector of intercepts and 𝑏𝑏 is a 
vector of parameters to be estimated. 𝜖𝜖 is independently and 
identically error term. In our present study, there are five 
dependent variables, namely, human development index 

(HDI), gross national income per capita (GNIPC), mean 
years of schooling (MYS), expected years of schooling 
(EYS) and life expectancy at birth (LEB). Moreover, we 
have two common independent variables, namely, official 
development aid (ODA) and non-governmental aid (NGO 
Aid). Moreover, for robustness checking, we introduce 
political instability variable in the study. The model can be 
presented in the following format: 

⎣
⎢
⎢
⎢
⎡

HDI
GNIPC
MYS
EYS
LEB ⎦

⎥
⎥
⎥
⎤

=  𝛼𝛼 + 𝑏𝑏 �
ODA

NGO Aid
Political Instability

� + 𝜖𝜖 

Data on HDI, GNIPC, MYS, EYS and LEB are collected 
from UNDP (2022). Data on ODA and NGO Aid are 
obtained from the Ministry of Finance, Bangladesh. (2022). 
Moreover, data on political stability is gathered from Polity 
(2020). Summary statistics of the variables under study are 
reported in Table I. 

TABLE I SUMMARY STATISTICS 

Variables Observations Mean S.D. Min Max 
HDI 32 0.523 0.078 0.394 0.661 

GNIPC 32 2850.799 1169.8 1554.411 5472.15 
MYS 32 4.881 1.095 3.295 7.379 
EYS 32 8.918 2.026 5.832 12.44 

LEB 32 66.023 5.240 54.154 72.81 
ODA 32 2587.215 1882.666 1033.432 10100 
NGO Aid 32 441.2774 255.2122 106.6 955.3 

Political Instability 29 3.482759 4.128479 -6 6 

IV. RESULTS AND DISCUSSION

The results of the multivariable multiple regressions are 
reported in Table II. F-statistics of the models are greater 
than the critical values at 1% level of significance which 

implies that the models are valid. The R-squared statistics 
reveal the overall goodness of the fit of the models. The 
result of the model (1) tells us that an increase in the ODA 
by $1 million increases the HDI score by 0.033. Moreover, 
an increase in NGO Aid by $1 million increases the HDI 
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score by 0.092. The result of the model (2) reveals that an 
increase in the ODA by $1 million increases the GNIPC by 
$1.23. Moreover, an increase in NGO Aid by $1 million 
increases the GNIPC by $1.419. The result of the model (3) 
reveals that an increase in the ODA by $1 million increases 
the MYS by 0.2 years. On the other hand, an increase in 
NGO Aid by $1 million increases the MYS by 0.11 years. 
The result of the model (4) reveals that an increase in the 

ODA by $1 million increases the EYS by 0.2 years. On the 
other hand, an increase in NGO Aid by $1 million increases 
the EYS by 0.14 years. The result of the model (5) reveals 
that an increase in the ODA by $1 million increases the 
LEB by 1.7 years. On the other hand, an increase in NGO 
Aid by $1 million increases the LEB by 1.82 years. Overall, 
foreign aid affects HDI and its sub-indices positively in 
Bangladesh. 

TABLE II RESULT OF MULTIVARIABLE MULTIPLE REGRESSION 

Models/ (1) (2) (3) (4) (5) 
Variables HDI GNIPC MYS EYS LEB 

ODA 
0.033*** 1.230*** 0.199*** 0.108*** 1.676*** 
(0.012) (0.041) (0.182) (0.268) (0.181) 

NGO Aid 
0.092*** 1.419*** 0.219*** 0.143*** 1.824*** 

(0.010) (0.036) (0.160) (0.235) (1.122) 

Constant 
0.278*** 14.607*** 2.775*** 2.988*** 14.762*** 
(0.059) (0.202) (0.907) (1.335) (6.378) 

Observations 32 32 32 32 32 
F Statistics 154.23*** 335.13*** 111.61*** 201.81*** 92.90*** 
R-squared 0.917 0.960 0.889 0.935 0.851 

  Notes: Standard errors are in parentheses. *** p<0.01, ** p<0.05, * p<0.1 

Moreover, a significant amount of aid is channeled through 
non-governmental organizations (NGOs) in Bangladesh. 
Our findings are commensurate with the statement of 
Obaydullah, (2007) that aid disbursement through NGOs is 
more effective for human development than ODA. NGOs 
with their flexible structure and absence of bureaucratic red 
tape can be more expeditious than the government in 
delivering aid benefits to the disadvantaged class of society. 
NGOs allocate aid according to the right incentives and 
distribute aid directly at the grassroots level which avoids 
the two pitfalls of misallocation and misuse commonly 
attributed to ODA (Masud and Yontcheva, 2005). 

To check the robustness of our findings, we include a new 
variable in the model, namely, political instability. The 
result of the robustness analysis is reported in Table III.  

Results of models (6) to (10) reveal that political instability 
negatively impacts HDI and its sub-indices. For instance, an 
increase in political instability by 1 point reduces the HDI 
score by 0.001. Moreover, the sign and significance of both 
governmental and nongovernmental aid on HDI remain 
effective despite the inclusion of political instability. Hence, 
our findings are robust to various specifications of models. 

TABLE III RESULT OF ROBUSTNESS REGRESSION 

Models/ (6) (7) (8) (9) (10) 
Variables HDI GNIPC MYS EYS LEB 

ODA 
0.024*** 1.195*** 0.089** 0.095*** 1.001*** 

(0.006) (0.056) (0.217) (0.366) (0.096) 

NGO Aid 
0.095*** 1.430*** 0.131*** 0.208*** 1.041*** 
(0.011) (0.038) (0.146) (0.247) (0.209) 

Political Instability 
-0.001** -0.053*** -0.021** -0.022** -0.062**
(0.000) (0.007) (0.008) (0.008) (0.027) 

Constant 
0.237** 13.812*** 2.102*** 2.773*** 16.424** 

(0.092) (0.323) (1.242) (2.097) (10.283) 
Observations 29 29 29 29 29 
F Statistics 76.89*** 160.66*** 62.80*** 98.83*** 58.10*** 

R-squared 0.902 0.951 0.883 0.922 0.771 
    Notes: Standard errors are in parentheses. *** p<0.01, ** p<0.05, * p<0.1
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V. CONCLUSION

Foreign aid aims to support the economic development of 
recipient countries by fulfilling the need for foreign 
exchange. Bangladesh is a developing country receiving a 
billion dollars of foreign aid in the last few decades. This 
paper taking the data from 1990-2021, empirically tests the 
effectiveness of foreign aid in the promotion of human 
development in Bangladesh. Using multivariable multiple 
regressions, this paper finds that foreign aid positively 
impacts HDI and its sub-indices of income, education and 
health. Moreover, this paper finds that foreign aid coming 
through the nongovernmental channel is more effective than 
foreign aid coming through the governmental channel 
though the volume of funds received by the NGOs is just 
one-tenth of total foreign aid. In addition, this paper finds 
that political instability has a negative impact on HDI and 
its sub-indices. Our findings suggest that foreign donors 
should consider allocating more funds through non-
governmental channels in order to speed up the human 
development and political stability of the country. 
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