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[bookmark: _Toc471130980]ABSTRACT
This thesis investigates the relationship between foreign aid and economic growth in Tanzania from 1980 to 2015. The main objective is to analyze the long run and short run dynamics of Official Development Assistance to the economic growth of Tanzania from 1980 to 2015. An empirical model is estimated using Autoregressive Distributed Lagged (ARDL) approach to co integration for the intention of evaluating of the direct impact of aid on last economic outcome. The empirical result shows that foreign aid has a significant positive role in promoting economic growth in Tanzania. As per results once the foreign aid increase the GDP increase as well once the aid reduced also GDP decline these variable indicate positive association. 
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[bookmark: _Toc471130985]CHAPTER ONE
[bookmark: _Toc471130986]1.0 INTRODUCTION
1.1 [bookmark: _Toc471130987]Background
Tanzania is one of the highest aid recipients among African Countries, with bilateral and multilateral donors assigning increasing aid amounts or/and proceeding with debt relief. United state has been the top donor followed by United Kingdom, Denmark, Japan, Canada, Sweden, Norway and other countries as bilateral donors (OECD, 2015). World Bank, African Development Bank, IMF, OECD and other Organization has been among the Leading Multilateral donors to Tanzania (OECD, 2015). 

[bookmark: _Toc458634868][bookmark: _Toc470249767][bookmark: _Toc470250384][bookmark: _Toc470673905][bookmark: _Toc471130988]Table 1.1: Top 10 ODA Receipts by Recipients 
	
	Countries
	USD
	Percentage

	1
	Egypt 
	5 506
	10

	2
	Ethiopia
	3 826
	7

	3
	Tanzania
	3 430
	6

	4
	Kenya
	3 236
	6

	5
	Congo DR
	2 572
	5

	6
	Nigeria
	2 529
	5

	7
	Mozambique
	2 314
	4

	8
	Morocco
	1 966
	4

	9
	Uganda
	1 693
	3

	10
	South Sudan
	1 447
	3

	
	Other recipients
	27 272
	49

	
	Total
	55 793
	100%


Source: DAC/OECD (US$ millions, Net disbursement in 2013)

Foreign aids, in the form of Official Development Assistance (ODA) represent a significant part of financial flows to developing countries. Other financial flows are in the form of private capital flows -Foreign Direct Investment and portfolio investment (OECD, 2015). A major part of Official Development assistance to developing countries flows from DAC member countries (a group of 29 members of OECD comprising major donors to developing countries most of the being European countries and few American and Asian countries). The principal objective of official development assistance is to enhance economic development and promote welfare in developing countries most of which are in Africa, Asia and Latin America.

In the year 2014 Tanzania was the 4th higher in the list of ODA recipients in Africa and the 9th in the world thus appearing in the top ten of both of the lists (OECD 2016).  The volume of ODA flow to Tanzania since 1980 has been increasing on average. For the period of 1980-1989, Tanzania received an annual ODA amounting to USD 1733 million on average where as it received USD 1548 million and USD 2264 million and USD 2286 million for the period 2000-2009 and 2010-2014 respectively.  For the period of 2012-2014 specifically, Tanzania received an annual ODA amounting to USD 2967 million on average (OECD, 2016). Most of ODA funds fell on social economic and production sectors of the country.

Tanzania’s economy has developed significantly in recent years, but most of the people still remains below the intense poverty line .The Gross Domestic products (GDP) value of Tanzania represents 0.08% of the world economy .The GDP in Tanzania averaged 16.16 USD Billion from 1988 until 2014, reaching an all time high of 48.06 USD billion in 2014 and a record low of 4.26 USD Billion in 1990 (World bank, 2015). Economic growth rate since 1980 up to 2015 diverse trend all over the period, from the 1980 up to 1990 the Gross Domestic Product (GDP) annual growth rate was 3.3%, again 1991 up to 2000 GDP annual growth rate in Tanzania increases to 3.5%, From 2001 up to 2010 the growth domestic products (GDP) grew at an average annual rate of 6.8% and 2011 up to 2015 the sustained annual growth rate double of that 1990’s to 7% (World bank, 2015). 

The Tanzanian economy, agriculture is still very important since it employ more than 60% of the people and account more than 20% of Economic growth (Mulokozi, 2013). Other Important sector contrite to Economic growth includes tourism, mining, telecommunications and financial services in particular have shown the largest contribution to the Economic growth. Since the main goal of ODA is to promote economic development and welfare in developing countries, the main question of interest (especially with DAC members) is related to aids effectiveness. That is the extent to which ODA promotes economic growth and prosperity in developing countries like Tanzania.  The goal of this study is to quantify the underlying short-run and long-run relationship between economic growth and official development assistance (ODA) in Tanzania for the stated period.

1.2. [bookmark: _Toc471130989]Statement of the Problem
Since the main objective of foreign aid is the improvement of welfare in developing countries especially via growth in national income (national output), it is important to explore the role of those aid in the growth of the economies of recipient countries. This is important for policy formulation and policy evaluation both for donors and recipient countries. The empirical literature on foreign aid effectiveness has yielded unclear and ambiguous results. The debate around the effect of foreign aid on economic growth typically has aggregated aid as a single resource and examined whether more aid leads to better outcomes, in particular higher economic growth. Based on reviewed literature, it is noticeable that most of the empirical studies on Foreign Aid done in Tanzania shows that there is positive contribution to the economic growth using the Solow Model of economic growth. According to  (Choong, Zheng, and Tiong 2010) observed that aid can be said to be positively contributing to Tanzanian economic growth, irrespective of the existence of a good or bad policy. According to (Rotarou and Ueta 2009) Official development assistance and GDP growth rate in Tanzania are positively correlated from the mid-1970s through the early 1990s, a fact that indicates that at the time donor-funded infrastructure projects stimulated the economy, particularly because there was a large supply of underutilized labor. 

Although a number of studies have been conducted in Tanzania to explore the relationship between foreign assistance and economic growth, the long-run and short-run relationships between the two variables have not been separated. Understanding the role of foreign aid is short-run and long-run dynamism in GDP is crucial for policy objectives. This study aims at exploring role of foreign aid in the form of Official Development Assistance in the short-run and long-run dynamics of economic growth of Tanzania.

1.3. [bookmark: _Toc471130990]Significance of the Study
The significance of this study also stems from the necessity to examine the relevance of foreign Aid in forging growth and development in the Tanzania context. As the government of Tanzania explores the avenues for foreign aid assistance from developed countries, bilateral and multilateral international organizations to develop the economy by providing infrastructures and other developmental projects, it is important to explore the long run and short run dynamism of foreign aid to economic growth that will be important for policy formulation and policy evaluation both for donors and recipient countries.

1.4. [bookmark: _Toc471130991]Research Objectives
1.4.1. [bookmark: _Toc471130992]Overall Objective 
The main objective of the study is to analyze effect long-run and short run dynamics of Official Development Assistance to the economic growth of Tanzania from 1986 to 2015.

1.4.2. [bookmark: _Toc471130993]Specific Objectives 
The study’s specific objectives will be to:
i. To examine the trend of ODA flow in Tanzania.
ii. To examine the short run and long run of ODA on economic growth.
iii. To estimate quantitative relationship of ODA flows and Economic growth

1.5. [bookmark: _Toc471130994]Hypotheses
The hypotheses that will guide this study:
H0: There is negative relationship between Foreign Aid and economic growth.
H1: There is positive relationship between Foreign aid and economic growth
If the null hypothesis is rejected, the level of foreign aid would have a relationship with the level of Economic growth whether it is positive or negative.
                                           



[bookmark: _Toc471130995]CHAPTER TWO
[bookmark: _Toc471130996]2.0 LITERATURE REVIEW
2.1. [bookmark: _Toc471130997]Theoretical Review on Foreign Aid and Economic Growth
Development Economics does not distinguish the independent existence of foreign aid theories. They are taken to be part of general theory of growth and development and as most of aid theories, which are used today variants of the various theories of growth and development they are not considered independently (Pankaj 2005). According to (Nelson, 1956) there is least level of per capita income, which should be obtained for continued growth to take place. This can be achieved by evading the small level equilibrium trap with aid of extra investment either in term of foreign aid or otherwise. 

According to Nurske (1953) the income levels of poor countries are regularly low that prohibit them from saving in large amount. Therefore, they suffer from a low level of national income. This vicious circle of poverty would repeat itself unless considerable amount of savings are allocated. Thus, foreign aid will be use full in giving that big push. Underdeveloped countries face a problem of low saving and low capital formation their own capital recourses are inadequate for the purposes. Hence capital introduce either in term of foreign aid or else help in moving surplus labor from from primary to secondary sector ( Lewis, 1954) 

Chenery and Straout (1966) introduce the two gap model .The model came as an open debate for the economist to examine and observe the role of Foreign Aid on different economic sector, to examine the demand of foreign aid and its importance in shaping the economic characters. The idea of the model is that Savings – gap and foreign exchange gap are two separate and independent constraints on the attainment of a target rate of growth in LDCs. They see foreign aid (Investment) as a way of filling these two gaps in order to achieve the target growth rate of the economy. To measure the size of the gaps, a target growth rate of the economy is recommended along with a given capital output ratio. A savings gap arises when domestic savings rate is less than the investment required to achieve the target.

This analysis arises from the fact that growth requires saving which may be domestic and/or foreign. The foreign exchange gap raises when investment has import content than domestic savings is not sufficient to guarantee growth, since the saving may not be exchangeable into foreign exchange earnings with which to acquire imports.
I - S=M - X……………………………………………………………………………………………1



According to Solow (1956) key component of economic growth is saving and investment. An increasing saving and investment raises the capital stock and thus raises the full employment and national output, the higher national output lead to the increase in rate of economic growth. This model analyzes how higher saving and investment affect economic growth. Solow began with the production function of the Cobb-Douglas type:
Q = A Ka L b………………………………………………...………………………2
a and b are less than one, indicating diminishing returns to a single factor, and a + b = 1 , indicating constant returns to scale.
Solow noted that any increase in Q could come from one of three sources, An increase in L due to diminishing returns to scale, this would imply a reduction in Q / L or output per worker, An increase in K increase in the stock of capital would increase output and Q / L An increase in A or in multifactor productivity could also increase Q / L or output per worker. According to (Ricardo, 1996) capital accumulation is the key to growth but accumulation has depressionary effects too. 

As growth picks up, profits tend to decline because of a rise in wages resulting from higher prices as a consequence of an expanding population, scarcity of arable land and the operation of the law of diminishing returns. Hence, growth stops with the decline in capital accumulation, decline in population growth and subsistence wages. Harrodand Domar (1940’s) developed a model on growth; Output depends on investment and productivity of that investment. In an open economy investment is financed by saving which is sum of domestic and foreign saving. The model assumes that labor and capital are always used in fixed proportions to produce output. 
    GDP=(I/Y)/Incremental Capital Output ratio
    I/Y=A/Y+S/Y………………………………………………………………………………………………………………….3
Where I id required Investments and Y is output, A is Aid, S is domestic saving

According to the model equation, output refers to the function of capital over capita output ratio. Capital output ratio is obtained by dividing capital by investment which measures the productivity of capital investment.
2.2. [bookmark: _Toc471130998]Global Empirical Literature Review
Rajan and Subramania (2005) examined the effect of aid on growth in cross sectional and panel data in poor countries. They found little evidence of positive relationship between aid inflows into country and its economic growth. They also found no evidence that aid works better in a good policy or a certain form of aid work better than others. They suggest that so as aid to be effective in the future, aid apparatus will have to be considered. Burnside and Dollar (2000) examined the relationship among aid, economic policies and growth of capita GDP. They found that aid has positive impact on growth in developing countries with good fiscal, monetary and trade policies but it has little effect on the presence of poor policies. 

Good policies are ones that are themselves important for growth. The value of policy has only small impact on the allocation of aid. They investigated several equations regarding the interactions among foreign aid, economic policies and growth. Primary question was concerning the effects of aid on economic growth. They found on average, aid had little impact on growth although a robust finding was that aid had a more positive impact on growth. Their results indicate that making aid more systematically conditional on the quality of policies would like increase its impact on developing countries.  

Hansen and Tarp (2000) did also a study on aid. They analyzed the relationship between aid and growth in real GDP per capita. In their analysis they show that aid is likelihood to increases growth rates and this result is not conditional on good policy. However there is decreasing returns to aid and the estimated effectiveness of aid is highly sensitive to the choice of estimator and set of control variables. When investment and human capital are controlled for, no positive effect of aid is found. Yet aid continuous to impact on economic growth via investment. They concluded by stressing the need for more theoretical work before this kind of cross country regressions are used for policy purpose. They also argue against evaluation of aid effectiveness that is based on lack of sustainable significance of aid variables in regressions that do not reflect theoretical or empirical result. A minimum requirement must certainly be that we are able to explain why our models yield different conclusion.

Papanek (1973) wrote on foreign aid to developing countries. He found out that foreign aid has not been provided in sufficiently and also foreign aid has been dispensed and utilized unproductively. According to him foreign aid has positive relationship with economic growth. Foreign aid can fill the foreign exchange gap as well as the saving gap. He also found out that there is strong correlation between domestic saving and foreign aid. Foreign Aid promotes long-run growth. The effect is significant, large and robust to different specifications and estimation technique (Minoiu and Reddy 2010). They analyze the growth impact of official development assistance to developing countries. They disentangle the effects of two kinds of aid development and non development. Their specification allow for the effect of aid on economic growth to occur over long period.

(Juselius, Møller, and Tarp 2014) found a positive long-run impact on investment and GDP in the vast majority of cases, and almost no support for the hypothesis that aid has had a negative effect on these variables. In 27 of our 36 SSA countries aid has had a significantly positive effect on either, investment, GDP or both. In seven countries the effect of aid on GDP or investment is positive but insignificant, and only in two countries, Comoros and Ghana, is one of them significantly negative. Thus, only for these two countries is there evidence of aid ineffectiveness when one departs from an ‘aid is effective’ economic prior. Foreign aid has an average negative long-run effect on output. However, there are large differences in the long-run effect of aid on output across countries. More specifically, an increase in the aid/GDP ratio is associated with a long-run decrease in GDP in 63 percent of the countries, while in 37 percent of the cases an increase in the aid share is associated with a long-run increase in GDP (Herzer and Morrissey 2010)

2.3. [bookmark: _Toc471130999]Empirical Literature Review in Africa
Ekanaye (2007) found that foreign aid has mixed impacts on economic growth of developing countries. When the model was estimated for different time period, foreign aid variable has negative sign in three out of four cases, indicating that foreign aid appears to have an adverse effect on economic growth in developing countries. In addition, this coefficient is not statically significant in any of the four cases. Second when the model was estimated for different region, foreign aid variable has a negative sign in developing countries. However, this variable is positive for African region indicating that foreign aid have positive effect on economic growth in African countries. This is not surprising given that Africa is the largest recipient of foreign aid than any other region.

Mbaku (2001) found that Foreign Aid has an insignificant impact on economic growth in Cameroon. Domestic Resources on other hand have contributed significantly to growth in the Country of Cameroon. According to him Cameroon authorities, economic policy should be directed towards mobilizing domestic resources for the social economic transformation of the country. Resilience on foreign economic assistance does not appear to be an appropriate channel through which the country can achieve economic development.

Kiumbe (2013) did a study in Kenya and establishes positive relationship between investment and economic growth. After carrying out a regression analysis on the model, the study establishes that aid causes a negative effect on economic expansion. He found that aid has direct impact on growth in the structural model and that investments drive growth implies that aid is usually not invested but instead it is channeled to other expenses. Since aid is used for other purposes like salary hike payments and purchase of gas-guzzler vehicles, this triggers increase in consumption which leads to increase in investments and thus growth. This is usually so when it comes to Kenya where this paper finds there lacked a strong relationship between economic expansion and aid. Munabi (2008) suggested that foreign aid have a significantly negative relationship with economic growth when in isolation, when the aid and policy index were interacted. Aid was found to have had a positive impact on economic growth of Uganda although the economic policy environment was poor with high inflation rates, a closed economy and persistent budget deficits.

2.4. [bookmark: _Toc471131000]Empirical Review Studies in Tanzania
A number of studies have been done on the effects foreign Aid and economic growth in various countries. The main role of foreign Aid in stimulating economic growth is to supplement domestic sources of finance such as saving, thus increasing the amount of investment and capital stock. In Tanzania, data suggest there is a positive correlation between aid flows and real GDP growth from the mid 1970’s through the early 1990’s (Nord et. al., 2009). According to them the country has surely benefited from aid financed investment in short term but in the long term, reducing aid dependency must be a priority for economic policy. It appears that productivity growth rather than increased capital or labor inputs has been the main driver of economic growth. They suggest that structural reforms have indeed improved the capacity of the economy to generate growth and employment.

Asman and Levin (2008) examined the impact of scaling-up aid in Tanzania using an economy-wide dynamic CGE model. They conclude that foreign aid increased public expenditure that had positive impact on productivity which stimulate GDP growth and reduce the risk of an appreciating real exchange rate. They also found that aid caused Dutch disease that may effects may productivity spillovers in both tradable and non-tradable sectors. Also Nyoni (1997) examined the question of foreign aid on real exchange rate in Tanzania and found out that it cause Dutch diseases. Also the government should implement suitable economic policies that will offset the foreign aid to generate appreciation.  He also observed that increase in openness in the economy and nominal devaluation cause real depreciation and that it increase the government expenditure.

The Dutch Disease is an economic incident that tries to explain the relationship between an economic boom and as a result real exchange rate appreciation. The economic boom may originate from discovery of natural resource or any development that result in a large inflow of foreign currency. Real exchange rate appreciation increase demand and price of non tradable and hence decline in the rate of GDP Asman and Levin (2008). Studies that were done recently in Tanzania suggested that there is positive relation between foreign Aid and economic growth in Tanzania using Solow growth Model. The studies also portrayed that most foreign aids   received in Tanzania were not used as it was intended.













[bookmark: _Toc471131001]
CHAPTER THREE
[bookmark: _Toc471131002]3.0 METHODOLOGY
3.1. [bookmark: _Toc471131003]Introduction
This chapter discusses the important methodological issues adopted to carry out the study, its explaining the methods which this study will use in order to achieve to answer the objectives as well as the hypotheses, The two gap models is explained in detail in this chapter.

3.2. [bookmark: _Toc471131004]Theoretical Framework
Two Gap growth model was introduced by Chenery and Strout  (1962) which will be used to estimate the contribution of foreign aid to the economic growth of Tanzania in this study. There is ongoing debate on the role of Foreign Aid to the economic growth around the world. The idea of the model is that Savings gap and foreign exchange gap are two separate and independent constraints on the attainment of a target rate of growth in LDCs. Chenery sees foreign aid (Investment) as a way of filling these two gaps in order to achieve the target growth rate of the economy. To measure the size of the gaps, a target growth rate of the economy is recommended along with a given capital output ratio. A savings gap arises when domestic savings rate is less than the investment required to achieve the target.

This analysis arises from the fact that growth requires saving which may be domestic and/or foreign. The foreign exchange gap raises when investment has import content than domestic savings is not sufficient to guarantee growth, since the saving may not be exchangeable into foreign exchange earnings with which to acquire imports. The Two Gap model consists of 8 equations.
Case I: Four behavioral equations
Production Function:  Y = K.k……………………………………………………….….…4
Where  is incremental capital Output Ratio (ICOR)
Saving  Function:  S=  α + β.Y…………………………………………………….……….5
Where is coefficient need to be tasted
Import Function:  M = γ + δ.y…………………………………………………….………..6
Where 
Export Function: X = X0 (1+ ε ) t……………………………….…………………………7
Where 
Case Two: Four identities
Trade Gap: Y + M = C + I + X ……………………………………………………………8
Definition of saving:  C + S = Y……………………………………………………………9
Saving Gap: S + F = I……………………………………………………………..………10
Finance of Export:  X + F = M…………………………..……………………………….11
Where Variables
C consumption, F foreign capital (aid), I investment, K capital stock, M imports, S savings and Y output

3.3. [bookmark: _Toc471131005]Variables and Measurements
3.3.1. [bookmark: _Toc471131006]Dependent Variable
The dependent variable in the study is Gross Domestic Product (GDP), GDP is measured by annual percentage growth rate of GDP at market prices based on constant local currency. Aggregates are based on constant 2015 U.S. `dollars; GDP is the sum of gross value added by all resident producers in the economy plus any product taxes and minus any subsidies not included in the value of the products. It is calculated without making deductions for depreciation of fabricated assets or for depletion and degradation of natural resources. 

3.3.2. [bookmark: _Toc471131007]Independent Variables 
Net Official Development Assistance: Consists of disbursements of loans made on concessional terms (net of repayments of principal) and grants by official agencies of the members of the Development Assistance Committee (DAC), by multilateral institutions, and by non-DAC countries to promote economic development and welfare in countries and territories in the DAC list of ODA recipients. It includes loans with a grant element of at least 25 percent (calculated at a rate of discount of 10 percent). Data are in constant 2014 U.S. dollars

Foreign Direct Investment (FDI) Are the net inflows of investment to acquire a lasting management interest (10 percent or more of voting stock) in an enterprise operating in an economy other than that of the investor. It is the sum of equity capital, reinvestment of earnings, other long term capital, and short term capital as shown in the balance of payments. This series shows net inflows (new investment inflows less disinvestment) in the reporting economy from foreign investors, and is divided by GDP. Exchange rate, Exchange Rate is the price of foreign currency in terms of domestic currency, it measures how one currency is convertible to another currency. 

The movement in exchange rate influences economic growth of different countries. In this study exchange rate is measured as the average annual Tanzanian shillings per US dollar rate. Money supply, refers to the quantity of money in the economy, money supply measure how liquid is the economy. Increase in the supply of money should lower the interest rates in the economy, leading to more consumption and lending/borrowing and hence affect the GDP. In Long Run effects of an increase in the money supply are much more difficult to predict, there is a strong historical tendency for asset prices, such as housing, stocks, etc., to artificially rise after too much liquidity enters the economy. In the study it is measured as the value of annual amount of Broader (extended Money- M3).

3.4. [bookmark: _Toc471131008]Econometric Model
Based on the two gap model 
GDP = F ( Net ODA, FDI, EXCH RATE, MONEYSS…..)…………………………..11

That is mathematically, GDP is a function of Net Official Development assistance, Foreign Direct Investment, real exchange rate and money supply. The econometric model specified here is the multiple linear regression model                                     GDP=β0 Net ODAβ1 FDIβ2EXRβ4MSβ5…………………………………………………..12

We can introduce natural logarithm function to this model and obtain the following model;
InGDP =  β0 + β1InNetODA + β2InFDI + β3InEXR + β4InMS + ε………………13

The β1, β2, β3, β4 are the parameters of this new model; they measure the elasticity of the ratio of GDP to the other variables in the model, Ԑ is the error term of the model and that it is normally distributed such that,Ԑ ~N(0, The introduction of the natural logarithm is for two reasons; first to have the estimates of elasticities of trade balance relative to its determinants and second, to linearize the variables. 

3.5. [bookmark: _Toc471131009]Analysis Tools and Techniques
3.5.1. [bookmark: _Toc471131010]Ordinary Least Squares (OLS) Technique
There are about three techniques for estimating the parameters of the econometric models suggested in econometric literature. These methods are the Ordinary Least Squares (OLS), the Maximum Likelihood Method (ML) and the Method of Moments (MM). However, the OLS has had prominence and is likely to be more user friendly technique. For similar reasons, the method of estimation used in this study is the Ordinary Least Square technique.

3.5.2. [bookmark: _Toc471131011]Heteroscedasticity and Autocorrelation Tests
These two problems among others often provide a remarkable hindrance to the analysis of the time series among other econometric analyses. When these problems are in place the econometric procedures may provide undesirable, inaccurate or unreliable results.Two basic assumption of the Ordinary Least Square method (OLS) regarding the error terms are Homoscedasticity and absence of serial correlation (autocorrelation). Unless these problems are absent, OLS procedure will not produce BLUE estimates of the parameters of the regression model. The term autocorrelation may be defined as the correlation between members of the series of observation ordered in time (as in time series) or in space (as in cross section) (Gujarati, 2004) while Heteroscedasticity on the other hand is a situation whereby the error term has varying variances. These two problems have important implications on the estimation and statistical inference procedures.
As Gujarati (2004) puts it under both heteroscedasticity and autocorrelation the usual OLS estimators, although linear, unbiased and asymptotically (i.e. in large samples) normally distributed, are no longer minimum variances among all linear unbiased estimators. In short, they are not efficient relative to other linear unbiased estimators. Put differently, they may not be BLUE. As a result, the usualt, F and χ2 may not be valid. The test for heteroscedasticity used in this study is the White Heteroscedasticity Test and the test for autocorrelation adopted is the Breusch-Godfrey Serial Correlation LM Test. The decision rule for both tests is based on the computed observed R and its corresponding probability value (p-value). In both cases if the p-value of the observe R is less than 5%, the error terms have these problems.

3.5.3. [bookmark: _Toc471131012]Stationarity (Unit Root) Test
When dealing with time series data a number of econometric issues can influence the estimation of the parameters using the traditional Ordinary Least Squares (OLS) method. One of the major issues the econometricians have now paid attention of when dealing with time series data is non stationarity. Ordinary regression using the time series data assumes that the given series are stationary. A series is said to be stationary if the mean, variance and auto covariance are time invariant. Broadly  speaking, a stochastic process is said to be stationary if its mean and variance are constant overtime and the value of the covariance between the two time periods depends on the distance, gap or lag between the two time periods and not on the actual time at which covariance is computed (Gujarati, 2004). A nonstationary time series will have a time dependent mean variance and autocovariances. 
As Gujarati (2004) puts it, in regressing a time series variable on another time series variable(s) one often obtains a very high R2 (in excess of 0.9) even though there is no meaningful relationship between the two variables.  The phenomenon is known as Spurious (nonsense) regression. It results from regressing nonstationary time series variable another nonstationary time series variable(s). Most economic time series are, however, nonstationary. The usually exhibit a built in trend (stochastic or deterministic trend) or expansion over time. 

Most of them change according to the economic condition of the economy. Most of them expand when the economy is booming while others expand when the economy is in recession and vice versa. Some of the economic time series vary with technological capacity of the economy which actually varies with time. To avoid spurious regression, it is therefore important to check if the time series data to be analyzed are non stationary or not for if they contain unit root the regression will be spurious. Understanding whether the data are stationary or not will provide a clue to how to handle the data so as to reach the correct useful results of the analysis

The test for stationarity (Unit root) used in this study is the Augmented Dickey-Fuller (ADF) Test. The ADF consist of estimating the following equation,
∆Yt=β1+β2t+δYt-1++εt…………………………………………………….…..14
Where t is trend, εt is a pure white noise error term and that ∆Yt=( Yt-1-Yt-2) and ∆Yt=(Yt-2-Yt-3) and so on is  the number of lagged difference terms which is to be determined empirically usually using Akaike Information Criterion (AIC) or the Schwartz Information Criterion(SIC).  
The ideas in every case being to include enough terms so that the error term in the regression is un correlated. The test for stationarity is conducted based on the coefficient of Yt-1, (δ) in the regression above. If this coefficient it has significantly different from zero (less than zero), then the hypothesis that the variable Y contain unit root is rejected.  The null and alternative hypotheses for the existence of unit root in Y are
	HO: δ=0, the variable is non stationary
            H1: δ<0, the variable is stationary.

The t-values from this regression do not follow a student t- distribution, but follows the MacKinnon distribution. They are in this case called tau (ɩ).

3.5.4. [bookmark: _Toc471131013]Decision Rule
 If the computed absolute value of tau (|ɩ|) exceeds the MacKinnon critical tau value at the chosen level of significant, the hypothesis HO, that the variable is nonstationary is rejected. On the other hand if the computed absolute value of tau (|ɩ|) does not exceed the critical MacKinnon value of tau, then the hypothesis HO cannot be rejected and that the variable is nonstationary. The testing equation may take any of the three forms depending on some implicit behaviours of the series. It may have neither constant nor trend, it may have a constant without trend or it may have trend and constant. The computed and critical MacKinnon tau values differ with these different forms of the ADF equation. A time series may be integrated of any order, the order is determined by the number to which the series may be differenced to become stationary. So if the series is non stationary it may be differenced several times until it becomes stationary.
3.5.5. [bookmark: _Toc471131014]Co integration Test
Regressing a non stationary time series on another non stationary time series may produce spurious regression. A case is possible when regressing a non stationary time series on another non stationary time series may be meaningful. This brings in the phenomenon of Co integration. Economically speaking, two variables will be Co integrated if they have a long-term or equilibrium relationship between them.

Co integration is the precondition for the existence of long run or equilibrium economic relationship between two or more variable having unit roots (non stationary). If we conclude that the variables are non stationary it is then useful to check whether the variables are co integrated. If we find that the variables are integrated we may estimate the model for the long run equilibrium relationship among the variables.  A number of tests for co integration have been proposed in literature but this study adopts the Augmented Engle-Granger (AEG) Test for co integration. The AEG test involves the application of the Augmented Dickey-Fuller (ADF) Test for unit root on the residuals in the long run regression. The AEG test involves the estimation of the following long run equilibrium model,
InGDP = β0 + β1InNetODA + β2InFDI + β3InEXR + β4MS +  ………..14

Then residual are predicted and then tested if they are stationary using the ADF test. Decision rule: If it is concluded that the residuals are stationary, then the variables are co integrated. Hence there exists a long run equilibrium relationship among the variables. The parameters θ1, θ2, θ3 and θ4 are the long run coefficients and explain how the variables relate in the long run. 
3.5.6. [bookmark: _Toc471131015]Error Correction Mechanism
The co integration model shows the long run equilibrium relationship among the variables. But in the short run there may be disequilibrium. Using the information on the Co integration of the variable it may be possible to capture the short run adjustment of the dependent variable. This is done by the Error Correction Mechanism (ECM). The error correction mechanism is based on the Granger Representation Theorem where the special representation known as Error Correction Model is made for co integrating series. Error Correction Models are a category of multiple time series models that directly estimate the speed at which dependent variable-Y-returns to equilibrium after a change in an independent variable-X (Best, 2008). Error correction models are based on long run co integrating models.

The basic structure of the error correction model is
∆Yt=α+β1∆Xt-1-β2ECt-1+et…………………………………………………………………16
Where EC is the error correction component of the model and measure the speed at which prior deviations from the equilibrium are corrected. 

The error correction term is the lagged value of the error term in the long run co integration regression. Error correction models can be used to estimate the following quantities of interest for all X variables:  Short term effects of X on Y; Long term effects of X on Y (long run multiplier) and the speed at which Y returns to equilibrium after a deviation has occurred. The ECM, for more than one repressor can best be derived based on the Autoregressive Distributed Lag (ARDL).I use the procedure of Engle and Granger (1987) to obtain the short-run dynamic of GDP. Then ECM model based on long-run equation is: 
∆GDP=α+++)+++ΦiECt1+et…………………………………….17
Where EC is the error correction term and its coefficient, Φ, is the measure of the speed with which GDP adjusts to short term deviation from the equilibrium. m is the order of lags should be determined empirically. The coefficients of the models may be interpreted as short term parameters representing the short run influences of the independent variables on GDP.

3.5.7. [bookmark: _Toc471131016]Study Unity 
This study uses national aggregates (aggregate data). Therefore the focus will not be on individual level but rather at national level. The study analyses effect foreign aid (Net ODA) to the economic growth of Tanzania .Tanzania is a united republic. It comprises Tanzania mainland and Zanzibar. The analysis is for the united republic of Tanzania.  

3.6. [bookmark: _Toc471131017]Data Types and Sources
The study employed secondary annual time series data for Tanzania, collected from various official and legitimate sources. Data for Real Gross Domestic Product are obtained from the International Monetary Fund (IMF) database in the World Economic Outlook (WEO) 2015 subsection. Official Development Assistance data for years are obtained from World Bank database (World Economic Indicators) and the Tanzania economic review, various issues. Data on general Exchange Rate and Money Supply are obtained from the IMF World Economic Outlook database and the Bank of Tanzania. 

3.7. [bookmark: _Toc471131018]Summary
The objectives of this study are well addressed using this methodology. Using the co integration and error correction mechanism procedure, the long run and short run determinants of GDP may well be analyzed.










[bookmark: _Toc471131019]
CHAPTER FOUR
[bookmark: _Toc471131020]4.0 RESULT AND DISCUSSION
4.1. [bookmark: _Toc459120227][bookmark: _Toc471131021]Model Test
In order to tackle the problem of autocorrelation problem, Dickey Fuller have developed a test called Augmented Dickey Fuller test, for stationarity test there is three equation which are used to test, equation which has only intercept, equation which has trend and intercept and last equation which has no trend nor intercept but all three test equation come with one decision all the time whether our dependent variable has unit root or not. To check if it’s variable has unit root it necessitate to formulate hypotheses.
Ho: Variable is not stationary or got unit root and 
H1: Variable is stationary or has unit root. 

In order to make variable stationary it suppose to make first differential in all variable which has unit root/ not stationary. Negativity and positivity is highly used to check model validity, in table Number 3 it shows that all six coefficient (GDP current, gross domestic saving, money supply, Net ODA, FDI and Official lex) has negative sign which implies that the model used in our study is true and valid. Test statistic is used to check stationary or no but coefficient is used to test the validity of the model, as per results after fist derivative found that all variables that is GDP current, gross domestic Saving, money supply, net ODA, FDI, and Official lex it has higher absolute value compared to critical value at 5% which has test statistic of 19.9 and -2.1 CV for GDP current, gross domestic Saving has test statistic of 4.5 and -3.0 CV, Money supply has 10.5 test statistic and 3.0 CV, Net ODA has test statistic of -8.8 and CV of -2.9, FDI has -10.8 and -2.9 CV and last Official lex has test statistic of -2.9 and -2.6 CV this indicates that after apply first differencing all variable become stationary or has no unit root. Therefore, we conclude by rejecting the null hypothesis which says that variable are not stationary and has got unit root and accept alternative hypothesis which state that variable is stationary and has no unit root. Before apply first derivative only two among six variables were stationary or no unit root see on Table 4.1.

[bookmark: _Toc458634902][bookmark: _Toc459120228][bookmark: _Toc470250418][bookmark: _Toc470673939][bookmark: _Toc471131022]Table 4.1: Unit Root Test
	Variable
	Test for stationality
	Test for model validity

	
	Test stat
	5%CV
	coefficient
	Std error
	T
	p>(t)

	Gdpcurre
	19.851
	-2.972
	-0.142
	0.007
	-19.85
	0.000

	Gross domestic saving
	4.463
	-2.972
	-0.223
	0.050
	-4.46
	0.000

	Money supply
	10.546
	-2.972
	-0.122
	0.012
	-10.55
	0.000

	NetODA
	-8.767
	-2.975
	-1.447
	0.165
	-8.77
	0.000

	Fdinetinfl
	-10.844
	-2.975
	-1.575
	0.145
	-10.84
	0.000

	Official lex
	-2.888
	-2.675
	-0.734
	0.254
	-2.89
	0.007


Source: researcher, 2016

Negative coefficient indicate the model validity, positive is otherwise Stationarity is when absolute number of test statistic is higher than critical value
δGDP= Bo+δDSAV+ β1δMN+ β2δODA+ β3δFDI+ β4δOFF+δԐ..............................18
[bookmark: _Toc458634903][bookmark: _Toc459120229][bookmark: _Toc470250419]
[bookmark: _Toc470673940][bookmark: _Toc471131023]Table 4.2: ADF Unit Root Tests (Not Stationary)
	Variable
	Test for stationality
	Test for model validity

	Gdpcurrent
	Test stat
	5%CV
	coefficient
	Std error
	t
	p>(t)

	Gdpcurre
	-2.745
	-2.972
	-0.0225
	0.008
	-2.75
	0.01

	Gross domestic Sav
	-1.543
	-2.972
	-0.152
	-0.098
	-1.54
	0.132

	Netoda
	-0.534
	-2.972
	-0.031
	0.0574
	-0.53
	0.597

	Fdinetinfl
	-1.712
	-2.972
	-0.169
	0.099
	-1.71
	0.096

	Official lex
	-3.673
	-2.972
	-0,051
	0.014
	-3.67
	0.001


Source: researcher, 2016
Negative coefficient indicate model validity, positive is otherwise
Stationarity is when absolute number of test statistic is higher than critical value
GDP= βo+GDS+β1MN+β2ODA+β3FDI+β4OFF+Ԑ....................................................19

[bookmark: _Toc458634904][bookmark: _Toc459120230][bookmark: _Toc470250420][bookmark: _Toc470673941][bookmark: _Toc471131024]Table 4.4: Cointergration Test  
	Max Rank
	Parms
	LL
	eigenvalue
	Trace stat
	5% CV

	0
	42
	-4347.7508
	
	167.8247
	94.15

	1
	53
	-4303.7326
	0.93059
	79.7885
	68.52

	2
	62
	-4285.333
	0.67213
	42.9893*
	47.21

	3
	69
	-4273.4517
	0.51329
	19.2266
	29.68

	4
	74
	-4265.163
	0.39489
	2.6492
	15.41

	5
	77
	-4263.8384
	0.07714
	0.0000
	3.76

	6
	78
	-4263.8384
	-0.00000
	
	


Source: researcher, 2016

When 1st coefficient is negative and significant we say there is long run causality but once among two criteria is not achieved we say there is no long run causality.

To reject H0: Trace statistic should be greater than Critical Value (CV)
It’s important to formulate hypotheses for easy reach the conclusion formulation of hypotheses depend much to the max rank of cointergration test table, 
0 = there is no cointergration among variable, H0. 
H1; there is cointergration among variable. 

While 1 max rank mean there is one cointergration among variable, 2 means there is two cointergration among variable etc this is for alternative hypotheses and inverselly for null hypotheses. First is to check for 0, due to the fact that trace statistic (167.8) is greater than CV (94.2) we reject the null hypotheses at zero cointergration that there is no cointergration among variable and accept the alternative hypotheses that there is cointergration among variable.

In table 4.4, max rank observed that trace statistic is lower (42.9893) than CV (47.21), therefore we cannot reject the null hypotheses than accept that there is two cointergration among variable implies that all five variable GDP, fdi, net ODA, money supply, Official lex, gross domestic Saving has long run association ship or in the long run these five times series variable move together. This results it can be proved by other cointergration method called max statistic which provide the same results See appendix 1. Due to these results necessitate conducting VECM but the results obtained allow the long run estimation of the time series variable.  Appendix 2 summaries the VECM results which shows that L1 coefficient is negative (-0.012) and the probability value is significant (0.0070) which indicate that there is long run causality. 

[bookmark: _Toc458634905][bookmark: _Toc459120231][bookmark: _Toc470250421][bookmark: _Toc470673942][bookmark: _Toc471131025]Table 4.3: Long Run Ordinary Test Square (OLS) Estimation 
	Gdpcurrent
	Coefficient
	Std error
	t
	p>(t)
	(95% coeff
	Interval

	Netoda
	-.0101514   
	0.0115948    
	-0.88   
	0.388
	-.0338312
	0.0135284

	Fdinet 
	-.0087316       
	0.0073083    
	-1.19   
	0.242
	-.0236572    
	0.0061939

	Officialex
	0.0903772     
	0.02386     
	3.79   
	0.001     
	.0416486    
	.1391059

	Moneysupply
	0.9996423   
	0.0288074    
	34.70   
	0.000     
	0.9408098    
	1.058475

	Gross dom Sav
	0.0033515   
	0.0042055     
	0.80   
	0.432    
	-.0052373    
	0.011940

	Cons
	1.423512       
	.7110725     
	2.00   
	0.054
	-.0286921    
	2.875715


Prob>0.000, R2= 0.9954, Adj R2 = 0.9946, RME= 0.17648

According to granger causality test in appendix 2, it observed that FDI cause GDP, money supply, netoda, official lex, and gross domestic Saving, this results is reject the null hypotheses which was state that FDI does not cause gdp, money supply, netoda, official lex and gdp domestic and accept alternative hypotheses which state cause gdp, money supply, netoda, official lex and gdp domestic and accept. After this estimation the tests for autocorrelation and heteroscedasticity were carried out to find if the residuals had these two prime problems. It was found that the residuals were autocorrelated but were free of heteroscedasticity. Therefore regression with Newey-West HAC Standard Errors & Covariance was done. 

[bookmark: _Toc470250422][bookmark: _Toc470673943][bookmark: _Toc471131026]Table 4.4: OLS Regression with Newey-West HAC Standard Errors & Covariance 
	Gdpcurrent
	coefficient
	Std error
	t
	p>(t)
	(95% coeff
	Interval

	Netoda
	-0.0114443       
	0.0085432    
	-1.34   
	0.190
	-0.0288683    
	0.0059797

	Fdinet inf
	-0.0101749   
	0.0033009    
	-3.08   
	0.004    
	-0.0169071   
	-0.0034428

	Officialex
	0.0903772       
	0.0260225     
	3.47   
	0.002     
	0.0372323
	0.1435222

	Money supply
	1.017645     
	0.01784    
	57.04   
	0.000     
	0.9812598    
	1.054029

	Gross domestic
	0.0033515   
	0.0053535     
	0.63   
	0.536    
	-0.0075819    
	0.0142848

	Cons
	1.014143   
	0.4852209     
	2.09   
	0.045     
	0.0245284    
	2.003758


Prob > F = 0.000, 

Objective one and two, objective one examines the size of official development assistance while objective two examine sector wide distribution of ODA. Official development assistance (ODA) is defined as government aid designed to promote the economic development and welfare of developing countries. Aid may be provided bilaterally, from donor to recipient, or channeled through a multilateral development agency such as the United Nations or the World Bank. Aid includes grants, where the grant element is at least 25% of the total and the provision of technical assistance. 
The latest value for Net official development assistance and official aid received (current US$) in Tanzania was $2,647,980,000 as of 2014. Over the past 54 years, the value for this indicator has fluctuated between $3,431,000,000 in 2013 and $10,360,000 in 1960 (www.oecd.org/dac/stats/idsonline). The size of ODA differ from one year to another but the mean value of ODA for 36 years is  $1,464,376,944.44 which is almost twice higher compared to the first ODA of 1980  which were   $ 675,630,000.00 with the discrepancy of $ 807,514,444.44. Last ODA is the highest ODA to the United Republic of Tanzania, which has the value of 3,231,000,000.00 which is higher more than twice. The difference between mean ODA and the last ODA which is the most highest is $1,747,855,555.56. This trend shows that as the years goes Tanzania depend most from foreigner aid due to the fact that there the increment of 79.1 percent. Yearly increment ODA size can reflect in ability of Tanzania government in discover difference source of revenue. 

Coefficient of FDI observed to have negative value which implies that one percent decrease in FDI, GDP will also decrease by 0.01 percent this mean FDI has greater contribution in the increase or  decrease of Tanzania GDP though it has not important because its insignificant value of 0.242. Official lex, money supply and gross domestic has positive value which implies one percent increase in these variable GDP will increase by 0.0903, 0.99 and 0.003 respectively but official lex and money supply are highly significant at one percent which implies that theses variable are important during policy formulation

Objective Two: Sector Wide Distribution of ODA.
During 2015/16 Tanzania government was intended to have budget of Tsh 22,495.5 Trillion as the government budget, 12,363.0 trillion is was from tax revenue this included VAT, import duty, excise duty and export duty, 1,634.5 trillion from non tax revenue includes fines fees levies sales of tender documents and LGAs revenues, sh 6,175.5 trillion from domestic and external borrowing while 2,322.5 trillion from grants and concessional loan (http://www.mof.go.tz) 

According to 2011/12 OECD data, Tanzania received ODA from difference sources worldwide, the top ten ODA sources are United State, IDA, United Kingdom, AFDF, EU Institutions Japan, Global fund, Sweden, Denmark, and Norway. There are several sectors in Tanzania which disbursed fund received from donors, according tom OECD 2011/12 the sectors which has disbursed funds in 2011/12 are health 40%, other social sectors 15%, program assistance and production each has 13%, economic infrastructure and services 8%, multi sectors 5%, education 4% and humanitarian aid 2%. Almost half of the ODA disbursed to the health sectors, this indicates that world priority is to improve human health, forty percent of ODA received during 2011/12 used in healthy sector (Figure 4.1).

[bookmark: _Toc459120233][bookmark: _Toc470250423][bookmark: _Toc471131027]Figure 4.1: Bilateral ODA Sector
Source: OECD-DAC
Objective Three: To show the comparison between official development assistance and GDP.
Official Development Assistance (ODA) consists of grants or loans to developing countries that are undertaken by the official sector with the purpose of promoting economic development and welfare. Grants are defined as disbursements, in money or in kind, for which there is no repayment required. ODA loans are provided at concessional financial terms that are with a grant element of 25 percent or more (Bargo 2015). The degree of concessionality is determined by the terms of a loan interest rate, maturity, and grace period. ODA data are usually presented net by Net flows equal total new flows (gross disbursements) minus amounts received, for example repayments of principal, offsetting entries for debt relief, repatriation of capital, and occasionally recoveries on grants or grant-like flows.

According to this study it found that, coefficient of net Official Development Assistance is -0.010 which implies that one percent decrease in ODA, GDP current will also decrease by 0.010 percent. Result indicates that increase in GDP current depend much on foreigner assistance. The finding concurs with the aid-growth theories and resembles what is found in Hong (2014). However, the result is consistent with the findings of Yin Pui Mun and Lau Sim Yee (2013) and Chengang Wang and V.N. Balasubramanyam (2011), which conclude that ODA has negative correlation with Vietnams economic growth. An example of Uganda economy, Uganda has been amongst the world top aid recipients for several decades. Between 2003 and 2012 the country received than $16 billion in official development assistance (ODA), ranking them as the 13th largest recipient worldwide. 
The ratio of aid to GDP peaked at 19% in 1992, and has remained around 10% over the last two decades. The government has for years relied on ODA for large parts of its budget, with international donors accounting for shocking 42% of the budget in 2006. When officials in the prime minister’s office in 2011 were caught embezzling $13 million in foreign aid, international donors withheld hundreds of millions of dollars in ODA – accounting for nearly 6% of government revenue, forcing them to raise money through borrowing instead Bergo (2015).

4.2. [bookmark: _Toc471131028]Vector Error Correction Model Estimation
The long-run estimates of the co-integration relationship between economic growth and its determinants have been obtained. However, estimating the long run relationship is the first step to estimate the complete model. 
.
[bookmark: _Toc470250425][bookmark: _Toc471131029]Table 4.5:  VECM Estimation Results
	                 Variable	
	                     Coefficient
	t- statistic

	∆(lnNetODA(-1))
	 -0.0485
	-4.608

	∆(lnNetODA(-2))
	-0.0176
	-1.951

	∆(lnFDI(-1))
	0.0494
	2.468

	∆(lnFDI(-2))
	 0.00194
	0.099

	∆(lnEXRT(-1))
	 1.368714
	2.09837

	∆(lnERT(-2))
	 0.839222
	1.41315

	∆(lnMS(-1))
	 0.012177
	0.09474

	∆(lnMS(-2))
	0.0584
	2.465

	∆(lnSAV(-1))
	0.0903
	3.086

	∆(lnSAV(-2))
	-0.066336
	-1.05599

	∆(lnRGDP(-1))
	-0.431
	-2.3932

	∆(lnRGDP(-2))
	-0.253
	-1.621

	                    ECt-1
	-0.0772
	4.392


Source: Calculated using the Data in the Appendix

The short run error-correction model conveys information about the short-run adjustment behavior of the variables, which is very important in policy viewpoint as the estimates of the long -run (Harris, 1995). Is used to explain the short run dynamism in the equilibrium relationship among different variables which are integrated of the same order and cointegrated that is, they have long run related or associative trends. Since there are more than two variables in the long run model, the Vector error correction model (VECM) is estimated.

The log changes in the relevant variables represent short run elasticities, while the Error Correction Mechanism (ECM) term represents the speed of adjustment back to the long run relationship among the variables. The ECM term is negative and significant which suggests that there is a significant long run relationship between the variables, and the coefficient of the error correction term was -0.0772 which showed low speed of adjustment towards long run equilibrium. This indicated that whenever there was any disturbance in the system in the long run, in every short period only is corrected by 7.72 % per annum. The short run coefficients of are also negative and significant for the first and second lags. On contrary a positive and weak significant effect of gross domestic Saving in the short run is observed, and positive and somewhat significant impact of money supply on growth is found. The results in general points that aid has a short and long run negative and significant impact on growth. The negative result isassociated with the poor policy environment in the country which makes aid ineffective. Also such negative and inefficient relationship between aid and growth in Tanzania could be due to the use of aid in financing recurrent expenditure  instead of Development expenditure



[bookmark: _Toc471131030]CHAPTER FIVE
[bookmark: _Toc471131031]5.0 CONCLUSION AND RECOMMENDATION
5.1. [bookmark: _Toc471131032]Conclusion 
Analysis of Official Development Assistance (ODA) to the economic growth of Tanzania is the main objective of this study.  Aid itself will not ensure development success of any developing countries like Tanzania but it can effectively stimulate the development process. However, it should be noted that foreign assistance does not automatically increase growth in case it does promote growth, past success does not guarantee future progress. The finding shows that foreign assistance currently is the main engine of Tanzania development economy due to fact that once aid increase also GDP increase as well aid decrease also GDP decline. Thus, foreign aid has to be wisely used so that it can effectively boost economic development. To made Tanzania economy sustainable reducing aid dependency must be a priority for economic policy, 

5.2. [bookmark: _Toc471131033]Policy Implication and Recommendation
Most of developing countries whereby saving gap, foreigner exchange gap and human capita and GDP gap has still existed, foreigner aid is expected to narrow these gaps subsequently boost economic growth, in several years Tanzania relies on foreigner aid to run its budget.  According to results founds its observed that ODA played important role in Tanzania economy, once aid is decline also GDP decline, therefore in order to avoid dependence on foreigner aids Tanzania should concentrate much on internal revenue as the engine of economy and make foreigner aid remain as the stimulant economic growth by supplement domestic sources of fund therefore increasing of capital stock and investment. Rajan and Subramania (2005) argue that Foreigner aid work better in the countries which has good policy implementation, aid if combined with good policy impact on increase of economic growth. Most of African countries fail in proper policy implementations which cause high percent of aid to be mis allocated.

Efforts must be made towards the implementation and effective utilization of foreign aid. An appropriate policy measures that would monitor the maximum and effective utilization of foreign aid is required. Better economic strategies that will encourage the inflow of foreign aid should be made. The strategies should thus be based on the need to encourage growth, and reverse the negative distributional effects of foreign aid. Specific policies include the need to analyze the contribution of aid flows on the budget process by establishing the link between aid and public expenditure. Experience shows that, development comes through indigenous efforts and not through foreign aid. Moreover, there are serious political and economic hazards of a foreign aid led growth model and long-term dependence on foreign aid. Therefore, foreign aid may be desirable but not essential for the development of this country. Tanzania is endowed with natural resources but is underutilized due to inefficient of both human and financial resources. 

 The study suggested that there is a great need of relying much on domestic resources instead of relying much on foreign resources due to the following reasons: Foreign aid caries restrictions and conditionality; Domestic resources are crucial for strengthening economic linkages between domestic sectors and another reason is Debt financing usually means reducing national resource ability to finance domestic production. The government has to design and implement release policy and strategies, and to ensure balanced inward, outward looking, consistent policy options and strategies. The outward looking development policies will encourage free trade and movement of factors of production, while inward oriented development policies will encourage greater self-reliance, restricted trade and movement of factors of production.
[bookmark: _Toc358926193]
5.3. [bookmark: _Toc471131034]Possible Areas for Further Research
The study analyzes the long run and short run dynamis of foreign aid to gross domestic product of Tanzania. However aid is not the only factor that affects GDP like availability of domestic resources, government policy, populations, type of aid provided and this give a chance for further research. 
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APPENDICES

[bookmark: _Toc470249814][bookmark: _Toc470250431][bookmark: _Toc471130967][bookmark: _Toc471131037][bookmark: _Toc458634910][bookmark: _Toc459120238]Appendix 1: Descriptive Analysis 
	Variable
	Obs
	Mean
	Std. Dev
	Min
	Max

	gdpcurrent
	36
	28.8055
	2.398309
	24.46635   
	32.12419

	Netoda
	36
	20.95922
	0.5637939
	19.9834
	21.95612

	fdinetinfl
	36
	18.03499
	3.185287
	9.21034
	21.45912

	Officialex
	36
	5.741681
	1.788988
	2.103719
	7.596589

	moneysuppl
	36
	27.38036
	2.257398
	23.5866
	30.61994

	grossdomes
	36
	27.98611
	2.141514
	22.20123
	30.66767



[bookmark: _Toc470249815][bookmark: _Toc470250432][bookmark: _Toc471130968][bookmark: _Toc471131038]Appendix 2: Cointergration test
	Max Rank
	Parms
	LL
	Eigenvalue
	Trace stat
	5% CV

	0
	42
	-4347.7508
	
	167.8247
	94.15

	1
	53
	-4303.7326
	0.93059
	79.7885
	68.52

	2
	62
	-4285.333
	0.67213
	42.9893*
	47.21

	3
	69
	-4273.4517
	0.51329
	19.2266
	29.68

	4
	74
	-4265.163
	0.39489
	2.6492
	15.41

	5
	77
	-4263.8384
	0.07714
	0.0000
	3.76

	6
	78
	-4263.8384
	-0.00000
	
	

	
	
	
	
	
	

	Max Rank
	Parms
	LL
	Eigenvalue
	Max stat
	5% CV

	0
	42
	-4347.7508
	
	88.0363
	39.37

	1
	53
	-4303.7326
	0.93059
	36.7992
	33.46

	2
	62
	-4285.333
	0.67213
	23.7627
	27.07

	3
	69
	-4273.4517
	0.51329
	16.5773
	20.97

	4
	74
	-4265.163
	0.39489
	2.6492
	14.07

	5
	77
	-4263.8384
	0.07714
	0.0000
	3.76

	6
	78
	-4263.8384
	-0.00000
	
	


When 1st coefficient is negative and significant we say there is long run causality but once among two criteria is not achieved we say there is no long run causality.
[bookmark: _Toc458634911][bookmark: _Toc459120239][bookmark: _Toc470249816][bookmark: _Toc470250433][bookmark: _Toc471130969][bookmark: _Toc471131039]Appendix 3: Causality Test


[bookmark: _Toc470249817][bookmark: _Toc470250434][bookmark: _Toc471130970][bookmark: _Toc471131040]
Appendix 4: Lag selection model by VAR diagnostic and test
Selection-order criteria,-   Sample:  1986 - 2015
	Lag
	LL
	LR
	df
	p
	FPE
	AIC
	HQIC
	SBIC

	0
	-321.565
	
	
	
	122.797
	21.8376
	21.9273
	22.1179

	1
	-175.774
	291.58
	36
	0.000
	.08574
	14.5183
	15.1458
	16.48

	2
	-103.434
	144.68
	36
	0.000
	.010423
	12.0956
	13.2611
	15.7387

	3
	-61.0562
	84.756
	36
	0.000
	.018439
	11.6704
	13.3738
	16.995

	4
	540.466
	1203
	36
	0.000
	1.6e-17*
	-26.0311
	-23.7898
	-19.0251

	5
	4832.54
	8584.1
	36
	0.00
	.
	-310.169
	-307.48
	-301.762

	6
	4950.83
	236.59*
	36
	0.000
	.
	-318.055*
	-315.366*
	-309.648*



Stars in the sample selection criteria show that is the lag method which recommended using while running VAR, VECM, and Johansen cointergration model.  Majority are granted to be used therefore we can use lag six for our data this is because lag selection model advised to use lag 6 due to fact that most star lie under lag six.

[bookmark: _Toc470249818][bookmark: _Toc470250435][bookmark: _Toc471130971][bookmark: _Toc471131041]Appendix 5: Data Used for Analysis
	Year
	GDP (current LCU)
	Net Oda
	FDI net inflows (BoP, current US$)
	Official Exchange Rate (EXR)
	Money supply(M2)
	Gross domestic savings (current LCU)

	1980
	42228000000
	675630000
	4580000
	8.196591666
	17519800000
	1620000000

	1981
	51753000000
	697780000
	18920000
	8.283508333
	20689700000
	3640078880

	1982
	61927000000
	678940000
	17310000
	9.282591666
	24728600000
	4507000000

	1983
	69522000000
	587850000
	1520000
	11.14278333
	29127400000
	5009000700

	1984
	85392000000
	547490000
	-8420000
	15.29225
	30199500000
	6000650000

	1985
	112213000000
	477180000
	14510000
	17.47233333
	39390100000
	8900000000

	1986
	148391000000
	660620000
	-7490000
	32.69801667
	50308700000
	9200000000

	1987
	329486000000
	894920000
	-470000
	64.26035
	66439900000
	9730000000

	1988
	506430000000
	1007850000
	3760000
	99.29210833
	88254900000
	8331120000

	1989
	633750000000
	906890000
	5840000
	143.3769167
	116544760000
	9730000000

	1990
	830693000000
	1163150000
	10000
	195.0559167
	165334490000
	10620000000

	1991
	1086273000000
	1073000000
	10000
	219.1574167
	215064330000
	32134000000

	1992
	1369878000000
	1334080000
	12169639.33
	297.7080833
	302360230000
	4384000000

	1993
	1725536000000
	944430000
	20457763.54
	405.2740167
	420951980000
	-79360000000

	1994
	2298867000000
	963570000
	50000895.26
	509.630875
	569744740000
	37668000000

	1995
	3020500000000
	871050000
	119936653.8
	574.7617417
	757805000000
	71188000000

	1996
	3767642000000
	867210000
	150066382
	579.9766667
	821496000000
	174489000000

	1997
	4703459000000
	943850000
	157885063.9
	612.1225
	927069000000
	255319000000

	1998
	6211468162400
	1001420000
	172306244.9
	664.6712083
	1026984000000
	464840000000

	1999
	7222560000000
	991860000
	516700641.7
	744.759075
	1217530000000
	521087000000

	2000
	8152790000000
	1063920000
	463400858.8
	800.4085167
	1397688753000
	819725000000

	2001
	9100274000000
	1274230000
	549270351.5
	876.4116667
	1876107381534
	1198513000000

	2002
	10444507000000
	1269840000
	395567134
	966.5827843
	2355570081470
	1559410000000

	2003
	12107062000000
	1725390000
	318401298.7
	1038.419007
	2778836395628
	1806179000000

	2004
	13971592000000
	1772410000
	442539548.4
	1089.334771
	3153781126894
	2257155000000

	2005
	19112829589100
	1499070000
	935520591.7
	1128.934179
	4250725019627
	3099731967800

	2006
	23298435282800
	1883290000
	403038991.4
	1251.899973
	5164455599437
	4225169169900

	2007
	26770431799900
	2821590000
	581511807
	1245.035464
	6223588636858
	5376590946300

	2008
	32764939517000
	2331460000
	1383260000
	1196.310709
	7458779088104
	6531924956600

	2009
	37726823627800
	2933140000
	952630000
	1320.312061
	8780143350738
	6119670407000

	2010
	43836018049900
	2956500000
	1813200000
	1409.272211
	11012663700491
	7413747578300

	2011
	52762580930800
	2440160000
	1229361018
	1572.116225
	13021322027213
	9475128487600

	2012
	61434213909500
	2823450000
	1799646137
	1583.002787
	14663551825632
	10245024062500

	2013
	70953227346200
	3431000000
	2087261310
	1600.444317
	16106768389366
	11995416986900

	2014
	79442499331600
	2647980000
	2044550443
	1654.004511
	18614151366556
	16354610751200

	2015
	89404279722637
	3231000000
	1960581620
	1991.390964
	19864151368500
	20835369517041
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    grossdomesticsa~u                ALL    1.9353    10      21   0.0973   

    grossdomesticsa~u  officialexchang~r    .37843     2      21   0.6895   

    grossdomesticsa~u  fdinetinflowsbo~s    .29222     2      21   0.7496   

    grossdomesticsa~u             netoda    .16498     2      21   0.8490   

    grossdomesticsa~u      moneysupplym2    1.5705     2      21   0.2314   

    grossdomesticsa~u      gdpcurrentlcu    4.5416     2      21   0.0230   

                                                                            

    officialexchang~r                ALL    1.4147    10      21   0.2407   

    officialexchang~r  grossdomesticsa~u    .40021     2      21   0.6752   

    officialexchang~r  fdinetinflowsbo~s    .28381     2      21   0.7558   

    officialexchang~r             netoda    2.0123     2      21   0.1587   

    officialexchang~r      moneysupplym2    2.5943     2      21   0.0984   

    officialexchang~r      gdpcurrentlcu    2.7604     2      21   0.0862   

                                                                            

    fdinetinflowsbo~s                ALL    44.458    10      21   0.0000   

    fdinetinflowsbo~s  grossdomesticsa~u    158.55     2      21   0.0000   

    fdinetinflowsbo~s  officialexchang~r    .03243     2      21   0.9681   

    fdinetinflowsbo~s             netoda    .12761     2      21   0.8809   

    fdinetinflowsbo~s      moneysupplym2    .26255     2      21   0.7716   

    fdinetinflowsbo~s      gdpcurrentlcu    .38202     2      21   0.6871   

                                                                            

               netoda                ALL    1.7117    10      21   0.1438   

               netoda  grossdomesticsa~u      3.47     2      21   0.0499   

               netoda  officialexchang~r    .23945     2      21   0.7892   

               netoda  fdinetinflowsbo~s    3.3899     2      21   0.0530   

               netoda      moneysupplym2    .80542     2      21   0.4602   

               netoda      gdpcurrentlcu    .10338     2      21   0.9022   

                                                                            

        moneysupplym2                ALL    .92181    10      21   0.5326   

        moneysupplym2  grossdomesticsa~u    .45771     2      21   0.6389   

        moneysupplym2  officialexchang~r    .43172     2      21   0.6550   

        moneysupplym2  fdinetinflowsbo~s    1.1667     2      21   0.3308   

        moneysupplym2             netoda    .14651     2      21   0.8646   

        moneysupplym2      gdpcurrentlcu    .34106     2      21   0.7149   

                                                                            

        gdpcurrentlcu                ALL    .44334    10      21   0.9075   

        gdpcurrentlcu  grossdomesticsa~u    .10941     2      21   0.8969   

        gdpcurrentlcu  officialexchang~r      .907     2      21   0.4190   

        gdpcurrentlcu  fdinetinflowsbo~s    .06541     2      21   0.9369   

        gdpcurrentlcu             netoda    .05826     2      21   0.9436   

        gdpcurrentlcu      moneysupplym2    .90878     2      21   0.4183   

                                                                            

             Equation           Excluded       F      df    df_r  Prob > F  

                                                                            

   Granger causality Wald tests

. vargranger
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