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The Commission on Growth and Development of the World Bank defines the concept
of inclusive growth as output growth that is sustained over decades, is broad-based across
economic sectors, creates productive employment opportunities for a great majority of the
country’s working age population, and reduces poverty [1, p. 5]. On the other hand, OECD
simply defines inclusive growth as an economic growth that is fairly distributed across society
and creates opportunity for all. According to the ADB, it focuses on creating opportunities
and making these accessible to all, not just the poor [2, p. 29].

Although there is no agreed and common definition of the concept of inclusive growth
within the international community it has been set as a pace and pattern of the development
agenda of both developed and developing countries of the world. Moreover, the post-2015
challenges of sustainable development have clearly articulated the need for more inclusive
policies [3, p. 8].

Having defined the concept of inclusive growth, the question arises in defining the
proximate factors supporting inclusive growth. A study by R. Anand, M.S. Mishra and S. J.
Peiris shows the evidence that initial incomes, trade openness, fixed investment, moderate
inflation and output volatility, and a better educated workforce have helped countries achieve
more inclusive growth [4, p. 14]. Scholars I. Ali and J. Zhuang suggest that inclusive growth
strategy of the country should have two anchors: first, high and sustainable growth to create
productive and decent employment opportunities and second social inclusion to ensure equal
access to opportunities by all.

While the first anchor is dependent mainly on the private sector of economy with gov-
ernment’s limited role on enabling sound environment for development of private sector, pro-
motion of social inclusion requires enhanced public intervention. Government’s role in pro-
moting social inclusion consists of three main functions:

1) investingin education, health, and other social services to enhance human capacities;

2) promoting good policies and sound institutions to advance economic and so-
cial justice;

3) providing social safety nets to prevent extreme deprivation [5, p. 12—-15].

Above mentioned public intervention required to promote inclusive growth shifts up
the burden of government budget and finance. Thus, development assistance can be a critical
factor to addressing the issue of inclusive development. Even though the number of studies
investigating the determinants of inclusive growth with a focus on foreign aid is quite limited,
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there have been some attempts to fill existing research gap in the literature. For instance,
study by Y. Huang and M.G. Quibria shows that aid can stimulate inclusive growth if it is effec-
tively used. According to the authors, for a developing country to guarantee equal access to
job opportunities and social services, finance and investments are must. At the same time
majority of developing countries lack sufficient resources and capacity to ensure mentioned
opportunities. Thus, foreign aid provided by donor countries can be essential in promoting
inclusive growth in developing countries [6, p.1-3]. In a study by G.Rauniyar and R.Kanbur
development assistance’s impact on rural infrastructure development with the objective of
inclusive development has been investigated. Author’s argue that the issue in most developing
countries is too little infrastructure to support rapid growth. They further suggest that one of
the reasons why the structural adjustment did not have as much success in Africa as expected
was because of the poor infrastructure [7, p.9-16]. Empirical investigation based on the sam-
ple of 53 African economies for the period 2005-2012 by A. Asongu and Ch. Nwachukwu result
positive relationship between inclusive development and foreign aid. Authors have applied
decomposition of the aid types, authors find out that aid for social structure, aid for economic
infrastructure and productive sector have positive impact on inclusive development indicator.
Based on results, authors suggest that multilateral development agencies with a strategic focus
on infrastructural development should be continuously supported by developed countries in
their efforts toward infrastructural improvement for inclusive human development [8, p. 9-15].

Development aid or foreign aid is financial aid given by governments and other agen-
cies to support the economic, environmental, social, and political development of developing
countries. R. Riddle defines foreign aid in its broad meaning as all resources physical goods,
skills and technical know-how, financial grants, or loans transferred by donors to recipients [9,
p.6] The standard definition of foreign aid comes from the Development Assistance Commit-
tee (DAC) of the Organization for Economic Cooperation and Development (OECD), which de-
fines foreign aid as financial flows, technical assistance, and commodities to developing coun-
tries and territories that are:

— undertaken by the official sector of the donor country;

— with the promotion of economic development and welfare in the recipient country
as the main objective;

— at concessional financial terms (i.e. if a loan, have a grant element of at least
25 percent).

Foreign aid or official development assistance (ODA) is frequently seen as a key instru-
ment for economic growth and development. This perspective is often linked to theories that
under-developed economies suffer a vicious circle of poverty, which essentially means these
countries’ poverty leads to low current savings/investments and consequently minimal future
savings/investments, which make them poorer, and this circle continues indefinitely. This vi-
cious circle is also known as a Poverty Trap [10, p.958]. As a result, most economists recom-
mend a policy that promotes exogenous investments —foreign aid— to bring poor economies
out of such a trap. Throughout the post war era and the great success of The European Recov-
ery Program launched in the late 1940s —also known as The Marshal Plan— this topic has be-
come an integral component of the economics of development [11, p.110-115].
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Foreign aid is provided to developing countries by donor countries can be channeled
through bilateral and multilateral sources. Bilateral transactions are those undertaken by a
donor country directly with a developing country. They also include transactions with national
and international non-government organizations active in development. Foreign aid delivered
via these bilateral channels are hypothesized to be based on the strategic interests of the do-
nor countries, or historical ties between donors and recipients. Such bilateral aid is often crit-
icized for adopting a practice of “tying” aid to specific conditions. For instance, such conditions
often take the form of conditions requiring aid funds to be used to purchase goods from the
donor country, which can reduce the value of aid to recipient countries. Thus, with an aim to
promote inclusive growth in developing countries aid channeled through multilateral organi-
zations are favored. Aid flows that are delivered through international financial institutions
(i.e., multilateral aid) has been hypothesized as promoting development outcomes, owing to
the development orientations of multilateral organizations [12, p. 313-341].

Established during the post war era, based on the great success of The European Re-
covery Program have been widely recognized as an effective channel of development finance.
Another argument in favor of the multilateral organizations in promoting inclusive develop-
ment is the fact that infrastructure is primary beneficiary of multilateral outflows. According
to the OECD report on Multilateral development finance of the OECD infrastructure sector is
the largest recipient of funding by multilateral organizations with 27% of the total outflows in
2018 being addressed to the sector [13, p. 25].

To sum up, achievement of inclusive growth has been set as an agenda of post-2015
development by international community. In its broad meaning, inclusive growth is a pace and
pattern of the growth major determinants of which are sustainable growth rates accompanied
with the social inclusion component. Foreign assistance provided by donor countries can be
critical factor in promoting inclusive growth for a number of reasons. First, foreign funding
provided can be addressed to the transformation of the social services required to assure so-
cial inclusion in aid receiving countries. Second, poor economic and social infrastructure might
be the reason for failure of achieving inclusive growth. On the other hand, mainstream of the
foreign aid by multilateral development institutions is allocated to the development of the
sound infrastructure. Thus, highlighting the importance of foreign aid as a factor of promoting
inclusive growth in developing countries.
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COLENCTBUE PA3BUTUIO KAK ®AKTOP OBECMEYEHUE
MHKTIO3UBHOIO POCTA SKOHOMMWKH

AaHHaA cmames noceaw,eHa aHanu3y opuyuansHol NnomMmouwu pa3eumuro, Kak ¢ak-

mopa obecrieyeHue UHK/03UBHO20 POCMA 3KOHOMUKU. AHGAU3 pe3ysbmamos meopemuKo-
aMnupUYecKUx uccaedosaHuli ceudemenbcmayem o0 MmoM, Ymo UHOCMPAHHAA MOMOWb MO-
Hem cmumMynupos8ame UHKO3UBHbIU pocm, npu ycao8uu 3¢pheKmusHo20 UCoAb308aHUSA U
pacnipedeneHus CMpPaHAMU-peyunueHmamu. B pabome makce 8bif8s1eH0 Ymo, UHOCMPAH-
Has MOMOWb HAMNPABAEHHAA HA pa3sumue 3KOHOMuYecKol u coyuansHoli UHhpacmpyKkmypeol
crocobcmeyem UHK/H03UBHOMY pocmy.
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