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Development economist and policy makers have given an extensive consideration to the impact of international assistance and foreign direct investment (FDI) to determine the economic growth (EG) of developing nations. This study explores the consequence of international assistance and institutional quality (IQ) on the economic development of 49 developing countries covering the period 1990 to 2020. In order to control the issue of endogeneity, study applied Generalized Method of Moment (GMM) for econometric analysis. The econometric analysis started by using the economic growth as dependent variable while international assistance (firstly total and secondly project based) and FDI as explanatory variables alongside other supporting variables. As a next step institutional quality (Firstly, total institutional quality index, and then economic, legal and political institutional quality) was added in the model as independent variable. In the next step, interaction term of institutional quality with international assistance was presented in the model. Afterwards an interaction term of IQ and FDI was presented in the model. Lastly to check whether institutional quality attract FDI and foreign assistance, FDI and Foreign assistance were alternatively taken as dependent variables and institutional quality (overall, economic, political and legal) as explanatory variable (s). The outcomes of the study reveal the direct and substantial consequence of project based assistance on EG and the impact of total assistance was insignificant on EG of developing nations. When institutional quality was added in the model, the impact of total assistance on EG also becomes significant. The results show that institutional quality (IQ) not only itself boosts the economic growth but it also proves helpful for international assistance to play positive and significant role to determine the EG of developing nations. The impact of all types of institutions e.g. economic, political and legal institutions play significant and positive role to determine the economic growth. When interaction term of institutional quality (overall, economic, political and legal) with international assistance (project and total) and FDI was added in the model the results further improve. Lastly the outcomes reveal that IQ (overall, economic, political and legal) attracts FDI and foreign assistance significantly in developing countries included in the study.  
Keywords: Institutional quality, Foreign Direct Investment, International Assistance, Export, Economic Growth.
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[bookmark: _Toc152664814]1.1 HISTORIC GROUNDS 
Development economists and policy makers have given an extensive consideration to the role of international assistance (IA) and Foreign Direct Investment (FDI) to determine the economic development of developing countries (Zardoub and Sboui, 2023). Most of the developing nations have been facing the problems of high level of corruption, rule of law, poor quality of its institutions, political instability, poor governance and lack of capital stock (Bräutigam and Knack, 2004). These developing nations are heavily relying on external resources like FDI and foreign assistance to overcome the deficiency of capital stock and other related problems. According to Development economists, formation of capital plays vital role to determine the growth and development of both developed and developing nations (Solow, 1956). International assistance and FDI may prove helpful for developing countries to fulfill  the internal requirement of capital resource scarcity  (Djankov et al., 2008).
Development economists also argue that universal democratic revolution may not be sustained without international assistance and FDI (Diamond, 1992; Dietrich and Wright, 2014; Faras and Ghali, 2009). The affiliation between IA and economic growth (EG) have been investigated by various scholars (C. Burnside and Dollar, 2000; Easterly, 2005; Svensson, 2000). By applying diverse econometric techniques and datasets, positive and statistically substantial relationship has been found among IA and economic performance in long run (Arndt et al., 2015; Juselius et al., 2014). International assistance may prove helpful for developing nations to maintain their budgets. With the help of foreign assistance, many governmental programs like technical training institutes can be initiated.
In spite of its benefits, international assistance may have some internal costs, especially for developing nations in the form of international dependency (Adamu et al., 2022; Kamguia et al., 2022). Different types of international assistance may have economic, social and political consequences for developing nations. Many scholars examine the hypothesis that foreign assistance deteriorates the quality of political institutions (Rajan and Subramanian, 2008). On one hand, international assistance may be helpful for better economic performance and level of development by its spillover effects. Foreign aid can help countries exchange knowledge and collaborate, resulting in a network of shared skills (Kuzhabekova and Lee, 2020). This cross-border collaboration has the potential to multiply the impact of development activities and create a collective momentum for change. Furthermore, the spillover benefits of foreign aid can extend beyond the economic arena, favorably influencing social and environmental dimensions and so contributing to a holistic development strategy. Finally, the interrelated nature of global economies highlights the relevance of foreign aid as a tool for achieving shared prosperity and long-term development (Mawdsley et al., 2018; Ofori et al., 2022).  In contrast, it may lead to negative implications for institutional quality (Bräutigam and Knack, 2004; Dietrich and Wright, 2014). Its dependence may lessen the motivation to develop resilient local organizations. Furthermore, aid is frequently distributed outside of local structures, undermining accountability and transparency (Al Hudib and Cousins, 2022; Clements, 2020). This dynamic can deepen corruption while diverting attention away from the critical work of developing strong, domestic institutions. To cement institutional structures and assure long-term, self-sufficient development, a comprehensive strategy stressing cooperation and capacity building is required.  Some researchers also explain that the influence of foreign assistance on development process may be contextual specific.
Many researchers take assistance more an ill than blessing. They are of the view that it may create the phenomenon of rent seeking among politicians which not only become an hindrance for economic development of underdeveloped nations but it also harms the quality of its institutions (A. C. Burnside and Dollar, 2004; Rajan and Subramanian, 2008; Svensson, 2000). 
In previous two decades, the affiliation between FDI and economic development has become a great matter of interest for development economists. Researchers consider FDI as a foremost element of EG in underdeveloped economies (e. g. (Sinha and Sengupta, 2022; Sokhanvar and Jenkins, 2022). In different studies, they scrutinize that developing nations have been facing a lot of economic problems like capital scarcity, lack of technology, low human capital effectiveness, and low power of governance in the state. Foreign direct investment may consider a big source of capital accumulation, enhancement of human capital through their training and development and technological advancement (Faras and Ghali, 2009). This capital accumulation and technical awareness may prove helpful to strengthen the power of governance (Bräutigam and Knack, 2004). FDI is also big contributor to tax revenue for the government to improve the economic and business environment of the nation. Furthermore, FDI delivers not only capital but also technological know-how and management expertise, boosting productivity and innovation (Ciftci and Durusu-Ciftci, 2022). Furthermore, it frequently results in the enlargement of jobs and the relocation of assistances to the local labor (Hong et al., 2019; Mishra and Palit, 2020; Nica et al., 2023). The long-term impact of FDI goes beyond immediate economic gains, considerably contributing to the overall growth and modernization of developing nations.
Humanly designed formal and informal rules that may use for the construction of economic, political and social relations are known as institutions (North, 1990). Sometime these rules are applied to gain self-interest, it may cause to increase insecurity in the society which causes low or poor institutional quality. This low institutional quality becomes a cause of income inequality and leads to increase corruption in the society. On reciprocal, if the superiority of institutions is improved, it may cause to build economic structure and becomes a source to enhance the economic growth gradually (North, 1990). Various development economist and researchers try to examine the effect of institutional quality on EG in case of established and developing nations (Nair et al., 2021; Uddin et al., 2023). They are of the view that institutional quality may be a good determinant of economic development. They are of the view that the greater the IQ the greater the economic development of a state and lesser the quality of institutions may result to reduce the economic development. Institutions may prove helpful to encourage the production process of the state. Good quality of institutions may become a source to improve health sector, education level of people and ultimately efficiency of resource allocation may also be higher. Finally, these countries may be strong economically socially, and politically. On the other hand, low quality of institutions may become a cause of poor policy formulation. Weak institutions may lack the capacity to design, implement, and enforce policies effectively (Hope Sr, 2020). This deficit might result in inconsistent or inadequate economic policies, impeding long-term development. Furthermore, a lack of openness and accountability inside poorly organized organizations can exacerbate corruption, distorting policy outcomes even further. Addressing institutional flaws is critical for creating an atmosphere conducive to effective policy decisions and encouraging economic stability and prosperity (Basavarajappa, 2020). It may result to slow down the growth rate of economy thorough its social sector (Acemoglu et al., 2005; Acemoglu et al., 2003; Knack, 2001).
Different studies used different proxies to measure institutional quality. Kunčič (2014) distributed the institutional data into three segments, i.e. economic institution, legal institution and political institution. The emphasis of this investigation is also on these three types of institutions. Political institutions are accountable for law making, democratic responsibility and control of corruption. The basic concern of political institution is how a government is elected and what are the roles of different parts of government in the state?  Political institutions decide the ruling power of the state and also decide that up to what level that authority can be used. They make an arrangement to balance the authority and describe what is reasonable constitutionally (Acemoglu et al., 2013). 
Economic institutions determine that what to be produced and how much to be produced. These institutions decide the production procedure, economic incentives, saving and investment decisions and decisions of either human or physical capital investment. These institutions motivate entrepreneurs to adopt advance technologies. Economic institutions improve the skills of individuals and empower them to make better decisions as per their choice. So, economic institutions also play significant role to determine the economic development of developing nations.
Legal institutions are responsible to enforce the rules and laws on the society or state established by the political institutions. If the legal institutions work properly, people of the state will feel safe in term of property rights, self-respect and life safety. If legal institutions work poor, they may reduce economic development. Weak legal frameworks can result in inconsistent execution of laws, a deficiency of property rights security, and difficulty in contract implementation (Tykvová, 2018). These concerns contribute to an unstable business environment, deterring investment and stifling entrepreneurship. A weak legal organization weakens the law implementation by encouraging corruption and restricting the effectiveness of regulatory institutions. Legal institutions must be strengthened in order to create a strong foundation for economic activity, attract investments, and support long-term development. 
Some researchers suggest that institutional variables are mainly responsible to determine the FDI in developing nations. Since late 1990s, they consider institutional variables as a key description among cross country growth difference. They argue that corruption, bad governance, political instability and law and order are not only associated with high poverty, but these also prove a big hurdle on way of foreign investor to come and invest (Bénassy‐Quéré et al., 2007). The uncertainty and risk associated with unstable political settings and weak governance frameworks dissuade investors (Gharaibeh and Kharabsheh, 2022). Corruption erodes confidence and openness, while political instability and concerns about law and order raise the investment risk (Liu et al., 2023; Nizam, 2022). Overcoming these obstacles is critical not just for poverty reduction but also for fostering an atmosphere favorable to foreign investment, which is required for long-term economic progress. Many researchers investigated the consequence of IQ on FDI and examined the inconclusive findings (Bénassy‐Quéré et al., 2007; Jadhav and Katti, 2012; Mohamed and Sidiropoulos, 2010).
[bookmark: _Toc152664815]



1.2 NOVELTY OF THE STUDY:
Mostly developing countries have been facing the issue of saving investment gap. To fill this gap, they have to take support of foreign assistance and FDI. Due to which, these developing countries are highly facing international dependency. Not only this, these nations are characterized by the poor quality of their institutions. Present study adds in the current literature in several dimensions. First of all, current study is novel by the fact that it examines the influence of international assistance and FDI on EG in 49 developing states. We aim to give significant insights into the combined influence of international assistance and FDI on economic growth by analyzing the collective influence of international assistance and FDI on EG. Secondly, the present study uses segregate forms of assistance like project-based assistance and total assistance received by the nation from recipient countries to see their influence on economic growth. This comprehensive breakdown not only adds depth to our investigation, but it also provides a nuanced perspective of how various forms of international assistance help or impede economic development in poor countries.  Thirdly, the investigation is substantial in a sense that it explores the consequence of institutional quality on economic growth in the presence of FDI and international assistance as independent variables. This detailed examination not only broadens our understanding of the dynamics at work, but also sheds light on the often-overlooked function of institutions in mitigating the impact of foreign pressures on a country's economic progress. Fourthly, study uses segregate forms of institutions to see their joint effect with international assistance on economic growth of developing nations. By examining separate forms of institutions, we seek to discern their combined influence on the economic growth trajectory of developing nations. Fifthly, joint impact between FDI and institutions has been applied to investigate its impact on EG of developing nations. By investigating the interaction term, we aim to learn if the effect of FDI on economic growth is dependent on the quality and structure of institutional frameworks. This analytical approach not only raises the level of sophistication of our research, but it also answers the growing demand for a more nuanced understanding of how foreign investment interacts with the institutional landscape to drive or impede economic progress.
Lastly, current study also uses the segregate forms of institutional quality like economic institution, political institutions and legal institution to see their effect on FDI, international assistance, and EG of 49 developing nations. Our research aims to contribute to a more nuanced understanding of the intricate linkages between these institutional dimensions, FDI, international assistance, and economic growth by analyzing economic, political, and legal institutions. This study may prove supportive for policy makers to drive right policies in case of 49 developing nations in a sense that either they should take support of foreign assistance or need to attract foreign investors to come and invest? Recent work also helps the policy makers to consider the role of diverse types of institutions to boost the economic growth and to attract the foreign investor. Present study may prove supportive for policy makers in a sense that it shows the effect of institutional quality on foreign resources both in aggregated form and segregated form. This study also proved helpful for policy makers by investigating that which type of assistance (total assistance or project based assistance) is more effective for developing nations.     
[bookmark: _Toc152664816]






1.3.	Objectives of the Study:
Subsequent aims of this research have been set:
1. The first purpose of present study is to investigate the effect of foreign assistance (at aggregate and segregate level) and FDI on economic growth in selected developing states.
2. Second aim of present exploration is to scrutinize the outcome of institutional quality at aggregate and segregate level on economic growth in developing countries.
3. To study the mutual outcome of institutional quality at aggregate and segregate level with international assistance on economic growth of developing Nations.
4. To test the combined influence of institutional quality with FDI on economic growth of developing countries.
5. To study the influence of various sub-indices of institutional quality on FDI.
6. To scrutinize the influence of institutional quality at aggregate and segregate level on international assistance in developing nations.
7. To recommend some policy options on the substance of empirical findings
[bookmark: _Toc152664817]1.4.	Research Questions of the Study:
Subsequent questions are to be addressed in the study:
I. Do foreign assistance and FDI contribute positively to economic growth?
II. Do both types of assistance significantly influence economic growth of developing states? 
III. What is the combined effect all types of institutional quality interaction with international assistance on economic development of developing nations?
IV. What is the mutual effect all types of institutional quality interaction with FDI on economic development of developing nations?
V. Does institutional quality at aggregate level has significant effect on FDI?
VI. Do political, economic and legal institutions have any role to determine the FDI of developing nations?
VII. Does institutional quality at aggregate and segregate level has significant impact on international assistance for developing nations? 
[bookmark: _Toc152664818]1.5.	Null Hypotheses of the study:
Ho1: 	International assistance and FDI do not have direct influence on economic expansion.
Ho2:	All types of international assistance do not significantly influence economic growth of developing states.
Ho3:	Interaction of all types of institutional quality with international assistance has no influence on economic development of developing nations.
Ho4: Interaction of all types of institutional quality with FDI has no influence on economic development of developing nations.	
Ho5:	Institutional quality at aggregate level does not significantly affect FDI.
Ho6:	Political, economic and legal institutions do not prove helpful to boost FDI in developing countries ultimately.
Ho7:	Institutional quality at aggregate and segregate level has no significant effect on international assistance.
[bookmark: _Toc152664819]1.6. Summary

Present work is a pioneering study which investigated the connection of both external sources of investment (international assistance and FDI) on economic growth of 49 developing nations. Current study also be a novel in a sense that it investigates the effect of international assistance at aggregate and segregate level (project based and total assistance) on economic growth. There is hardly any study which found the effect of all three forms of institutions approximating economic, political and legal institutions on FDI and economic development of developing countries. This study also uses a joint index of institutional quality to see its effect on FDI in developing states. The study uses the collaboration term between all types of institutional quality with FDI and foreign assistance in separate models to investigate their joint impact on economic growth of 49 developing nations.  Different econometric methods have been applied to diagnose the difficulty of auto correlation and heteroscedasticity in the panel data of developing nations. For econometric analysis, study has used panel GMM method to investigate long run results. Econometric results of the study help to enrich our understanding that to what extent both international assistance and FDI can have effect on economic growth. Either we should rely on aid or should attract the foreign investors to invest? Study also enriches our understanding regarding the impact of diverse forms of institutions and their impact on FDI. Moreover, this study investigates diverse behaviors of FDI and international assistance when dissimilar types of institutional quality have been used in data analysis.
[bookmark: _Toc152664820]The next part of the study is ordered as follows, current chapter 1 of introduction, in chapter 2, the overviews the prevailing literature. In chapter 3 theoretical framework, model sketch and variable depiction have been discussed. Chapter 4 empirical analysis is provided and results are explained. Finally, Chapter 6 summarizes the study and makes a couple of policy suggestions.

















CHAPTER. 2
[bookmark: _Toc152664821]EXAMINATION OF APPROPRIATE LITERATURE

[bookmark: _Toc152664822]2.1	International Assistance, Foreign Direct Investment and Economic Growth:
Present chapter proposes substantial literature review. The stimulus of international assistance (IA) and foreign direct investment (FDI) on economic growth (EG) has been given more importance by both development economists and policy makers. Some studies take international assistance as blessing in the case of developing nations C. Burnside and Dollar (2000), Hansen and Tarp (2001), Karras (2006), Asiedu (2002); Tiwari and Mutascu (2011) are some important studies in this regard. Some other take it as a curse. They are of the interpretation that foreign assistance may create the phenomena of rent seeking among the politicians (Bhandari et al., 2007; Rajan and Subramanian, 2008; Svensson, 2000; Wu and Hsu, 2012). Alternative school of thought says that it is contextual specific phenomena. There are some studies who consider FDI as a big source to fill saving investment gap. They investigated direct and substantial influence of FDI on economic growth of developing nations. Literature also displays the insignificant relationship of FDI on economic growth of developing countries. Different studies have reported inconclusive outcomes regarding the impression of global assistance and FDI on economic growth. The brief review of some relevant studies is provided as under:
Zhang (2001) examined the influence of FDI on economic growth of China. Yearly cross section and panel data covering the era 1984 to 1998 has been used for empirical analysis. By using growth model, they explored direct and significant association of FDI on Economic growth of China.    
A. C. Burnside and Dollar (2004) used the data set of 90s to investigate the influence of international assistance on EG. Empirics of their investigation reveals that the influence of international assistance pre fix is on quality of institutions and policies. It also adds the argument that weak policies and corrupt institutions are the main obstacles on the way of economic development. The study argues that interaction of international assistance with eminence of institutions cause significant impact to boost the economic development of developing nations.

Alfaro et al. (2004) applied yearly data of 50 countries covering the era 1975 to 1995 to examine the role of FDI along with financial institutions to influence the economic growth. Empirical results of their study concluded that FDI itself played ambiguous role to influence EG. The study also concluded that influence of FDI was more effective in those countries where financial markets are developed.   

M. A. Khan and Ahmed (2007) studied the affiliation of external assistance with economic growth of Pakistan. Yearly data covering the era 1972 to 2006 was used in his research. ARDL co-integration technique was functional for investigating the long term linkages among the variables of the discussion. The statistical outcomes showed that aggregate foreign aid had direct and substantial influence on economic growth in Pakistan. Whereas, the influence of non-project assistance on EG was adverse and significant. Their study also found that FDI had direct and substantial impact on EG of Pakistan.




Mallik (2008) used country specific data of six poorest Sub-Saharan African nations to examine the association of external aid with EG. For empirical analysis, the literature applied Johansen co-integration technique to see the affiliation between the variables under discussion over the long run. The long run co-efficient showed that external aid had an inverse and noteworthy impact on EG for five nations out of six nations except Niger. 
Togo and Wada (2008) considered the linkage between international assistance and economic growth (EG) for the country of Botswana. For statistical investigation, the study applied annually data ranging the passé 1960 to 2005. The findings of their research revealed insignificant affiliation amongst the foreign aid and EG in Botswana. The study argues that growth can be achieved by merging available natural resources with endowment of aid and by making effective government policies.    
Bezuidenhout (2009) investigated the consequence of FDI and extraneous aid on economic growth in 17 Southern African nations. By applying yearly data pertaining the era 1990 to 2005. The empirical results of panel GMM EGLS found adverse and substantial construction between the FDI and economic growth. The study also originates inconsequential link among the overseas aid and EG in case of southern African states. 
Chong et al. (2009) fond the connection between the foreign aid and income distribution. Yearly data containing the spam 1971 to 2002 has been applied for empirical investigation. The study used GMM for econometric analysis. The study found that aid did not play any statistically significant role to boost the EG or to diminish the income inequality. The results also showed that the aid was ineffective even in those nations where the role of institutions was effective. 

Shahbaz and Rahman (2010) found the consequence of FDI on economic growth of Pakistan. By applying yearly numeric ranging the era between 1971 to 2008. The outcomes of ARDL reveals the existence of co-integration relationship between the variables of the research over the long run. The long run outcomes specify the direct and substantial influence of FDI on economic growth of Pakistan.
Njoupouognigni (2010) studied the influence of international aid and FDI on economic growth. Study applied panel data of 36 Sub Saharan African republics covering the era between 1980 to 2007 for empirical exploration. The research's empirical results corroborate the important and constructive effects of foreign aid as well as FDI on economic expansion. Though the relationship of the aid and EG was weak but the findings argued that internal factors like savings and human capital may prove an important determinant to upsurge the consequence of aid on EG in case of said republics.
Chowdhury and Das (2011) looked into how foreign aid affected the real GDP per resident growth rate in five specifically South Asian nations. For statistical exploration, investigation used country specific yearly data over the period 1976 to 2008. Empirical results of panel co-integration revealed that aid influence the growth rate of real GDP per head for four nations named as Pakistan, Bangladesh, Nepal and Sri Lanka in long run. Whereas in the situation of India, foreign assistance had played insignificant role to influence the GDP per capita. The study contended that the ratio of the ODA to real GDP was found very slight in case of India due to which its role to determine the of real GDP growth rate was insignificant. 
Tiwari and Mutascu (2011) investigated the role of FDI to determine the EG for 23 developing Asian nations. For statistical analysis, the study applied the data in panel framework ranging the period 1986-2008. The numerical outcomes postulated that FDI was a substantial element of the EG especially in the developing nations. FDI was considered as big source of technological improvement which enhanced the EG by aggregating the efficiency of labor.
Saqib et al. (2013) scrutinized the significance of FDI and internal investment for the EG of Pakistan. The study applied the annually numeric covering the period between 1981 to 2010. The empirical outcomes of the study suggested that FDI was significantly and negatively linked to the EG of Pakistan. The study also reported direct and substantial affiliation between the domestic investment and EG in case of Pakistan. 
Chauvet and Ehrhart (2018) inspected the encouragement of extraneous aid on firm’s growth in case of 5640 countries from which 29 were developing states. Empirical analyses based on survey based data showed the direct and substantial link between foreign aid and firm level growth. Study investigated that poor infrastructure, electricity shortage and transportation were the basic hurdles on way of firm’s growth. Study claimed that project based aid proves helpful to decrease these obstacles on way of firm’s growth.   
Evans and Kelikume (2018) found the effect of FDI, trade and aid on economic development of Nigeria. For econometric analyses, study used yearly data ranging the era 1980 to 2016. Empirical results based on cobb-duglas production function and ARDL showed direct and extensive outcome of aid, trade and FDI on growth in short run. Study further originate that in long run, the consequence of aid on EG of Nigeria was significant and positive while the effect of FDI and trade was insignificant.
In 2019, Babalola et al. (2019) investigated Nigeria's economic growth, evaluating the impression of FDI, overseas aid, and foreign trade on the country's economic growth (EG) during 1980-2015. The study discovered the co-integration link by implementing the ARDL model with limits test, elucidating both short-term and long-term causal connections between these factors and EG. The research investigated the causal dynamics using the ECM technique. Notably, FDI, aid, and foreign trade all have long-term beneficial effects on Nigeria's economic growth, with only foreign aid having a short-term positive influence. Granger causality findings revealed bidirectional causal ties between external aid, commerce, and EG, confirming both short- and long-term interactions. Furthermore, the study revealed a uni-directional short-term causal relation exist between FDI to economic growth.
Sijabat (2022) analyzed the link among external aid, FDI, capital formation and GDP for time span of 1970-2019 in Indonesia. The research demonstrated cointegration and a persistent equilibrium linkage among GDP, foreign aid, FDI, and capital materialization by ADF unit root tests applying the amplified Toda-Yamamoto technique and Granger causality test. Notably, it was discovered that there was positive one-way causation among foreign aid and GDP as well as between FDI and GDP, proving that foreign aid boosted economic growth. Nonetheless, no causal association between aid and capital formation was found, underlining the need for better management of foreign aid to draw in FDI and possibly strengthen Indonesia's EG.
Appiah-Otoo et al. (2022) evaluated the interplay between financial development (FD) and economic growth (EG) in the existence of different forms of overseas aid including education aid, agricultural aid, health aid, and services for 37 African nations. The study applied GMM approach for the dataset covering time span of 2002-2018. The outcomes made clear that financial development was vital in fostering growth in the economy of Africa, even though foreign aid had the potential to impede it. Moreover, the research highlighted that financial development conditioned external aid to have a progressive effect on economic growth. 

Consequence of external assistance on economic growth (EG) was examined by Abate (2022) study covering the time span of 2002 to 2019 across 44 developing nations, looking at whether excessive aid is helpful or harmful. The study also evaluated how much economic freedom and institutional quality matter in this relationship. The study used dynamic panel threshold regression and the system GMM with panel data. The linkage among foreign assistance and EG was found to be inverted U-shaped, with an ideal aid level at 9.7% of GNI. Notably, foreign assistance had a negative effect when institutional quality went below particular thresholds, it highlighted their crucial roles in the aid-growth dynamic.
Das and Sethi (2020) investigated how ODA, remittances, and FDI affect economic growth in Sri Lanka and India. Study identified significant effects using Granger causality tests and VECM. Study has been used data for time span 1980-2016. While ODA and overseas transfers are important propellers of increased economic growth in Sri Lanka, FDI and overseas transfers have a favorable effect on EG in India. Additionally, to forecast future variances and assess the effects of shocks in endogenous variables on the exogenous variable, vector decomposition and impulse response studies were used.
Saibu et al. (2022) examined the critical dynamics of capital inflows, trade openness, and economic growth, recognizing their pivotal roles as economic factors. Focusing on 14 West African nations for time span of 1980-2018, the study employed panel ARDL and mean group (MG) process of calculation to examine the discrete, collaborating, and edge possessions of assistance, FDI, and trade openness on economic growth. Long-term linkages were established, with aid, FDI, and trade openness directly influencing output. Interestingly, the collaborating influence of these factors was inverse but reinforced distinct effects in the long run. Furthermore, the research identified a edge of 8.3 % in financial flows required to stimulate output growth equilibrium.
The consequence of foreign assistance and FDI on economic development was examined across 20 of the global top beneficiaries of foreign aid among developing nations by ÖZYILMAZ (2022). The analysis looked at this link using a variety of techniques. The outcomes indicated that, across all models, foreign assistance had a statistically substantial inverse outcome on ED. The study also takes into account control variables including inflation, population, and FDI. While the impact of population had a generally negative on growth, the influence of inflation on growth frequently lacks statistical significance. In contrast, FDI had a favorable consequence on economic expansion.
Rao et al. (2023) analyzed the complex interactions between FDI, foreign assistance, and GDP for period duration of 1980-2016. Estimations showed that FDI had a promising upshot on GDP, while foreign aid showed an inverse correlation with both variables. The government's financial aid to the sequestered sector for national investment, which was favorably correlated with both FDI inflows and economic growth, stands out as a key component in all estimations. The study advocated to improve financial development for getting favorable outcomes from FDI, particularly among low-income nations of Asia.
Hayaloğlu and Tümay (2023) conducted panel data examination to measure the associations between the efficiency of governance, foreign assistance, and GDP of 78 foreign assistance receiving global nations for time span 2000-2019. According to the empirical outcomes, there was an inverse linkage between foreign assistance and GDP growth. In contrast, findings showed that the quality of governance was positively correlate with GDP growth. These findings highlight the crucial importance of effective governance in promoting supportable economic development and suggest that improvements in governance quality might greatly uplift the growth.
Bird and Choi (2020) examined that how FDI, remittances, and development aid affected economic growth for time period 1976-2015 among 51 low and middle income developing nations. The finding exposed that FDI had a sizable constructive influence on EG. Remittances, in contrast, showed a large negative influence, though the consequence of foreign assistance was frequently unclear. These findings, which were supported by thorough research and robustness tests, revealed the complex effects of various financial sources on EG.
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Diverse researchers have scrutinized the affiliation of institutional quality with economic growth (EG) for developed and developing nations. Some important studies are coated in the following: 
Anderson and Marcouiller (2002) observed the connection of institutional quality with volume of trade in case of developing nations. Their empirical analyses postulated that it was the pitiable quality of institutions which become a hurdle in accelerating the trade volume of developing nations. They studied direct relationship between poor quality of institutions and trade volume of developing countries. 
Dollar and Kraay (2003) used augmented form of classical model to scrutinize the association of institutional quality with economic growth. By applying cross country regression model, their empirical findings proposed that the nations with good quality of institutions grow faster.    
Mamoon and Murshed (2006) used the cross country data to see the differences among nation’s per capita income. Their study argued that institutions and good governance play significant and positive role to boost economic growth of nations.
Lee and Kim (2009) inspected the association between institutions and GDP. For empirical analyses they apply the data covering the era 1965 to 2002. By applying diverse econometric practices, they concluded that institutions were directly related with GDP but its effect was contextual specific. The study evaluated whether innovation and institutions were long-term drivers of economic development. Education may prove beneficial for growth in less-income states, according to empirical evidence when greater education and improved technology are suitable for growth in the economy in moderate and high-income countries. The econometric results also proved bidirectional causal association between institutional quality and GDP.
Klomp and de Haan (2009) investigated the long run affiliation between quality of institutions and volatility of EG. The study had used the data for 116 nations covering the era 1960 to 2005. Diverse components for political administration had been applied. Specific to general method had been applied by the author to investigate the econometric association among the variables. They found negative association among the variables of the model.
Chong et al. (2009) explored the affiliation between the foreign assistance and income distribution. The study applies the panel data for the era 1971 to 2002. The study applied GMM for econometric analysis. The study found statistically insignificant role of foreign aid to boost the EG. The observed results assumed that the impression of foreign assistance was inconsequential even in case of those nations where the quality of institutions was good. 
Zhuang et al. (2010) pointed out the impact of institutions and governance in augmenting economic output. For empirical analyses, the study had used the cross sectional data covering the period 1998 to 2008. Econometric results of their study found the occurrence of by directional relation between institutional quality and economic development in long run.
S. Khan and Khawaja (2011) explored the impact of quality of institutions on economic output. The study used game theory model for empirical analyses. Econometric results postulated that predation played significantly inverse role to boost economic progress because it shrinks consumption per person, boost disparity and decrease inclusive productivity. 
Sengonul and Degirmen (2011) in addition to examining the impact of oil price shocks on net private savings and investment gaps, the study looks at these factors both before and after the 2001 financial crisis. The purpose of adding the oil price as a variable to the model is to use the gap in private savings and investment to explain how oil prices affect the current account deficit. This is accomplished by applying the error-correction model (ECM) methodology and bound testing approach to co-integration inside an autoregressive distributed lag (ARDL) framework for the years 1990: Q1–2007: Q3. Anticipated empirical findings demonstrate the concurrent impact of GDP growth, oil prices, and deposit interest rates on net private savings rates throughout the short and long term.
Rodríguez-Pose (2013) scanned the linking between institutions and regional development of Europe. The Finding concluded that institutions were decisive for economic development of nation. The study highlighted that institutions were important players in designing policy for any economy. The findings exposed that institutional components of development could play significant role to boost economic activities.
Acemoglu et al. (2014) scrutinized the consequence of education and institutions on economic expansion. For statistical analyses, the study used panel data. Empirical findings showed high association between human capital and institutions. The econometric results show positive and significance connection amongst education and economic development along with direct and significance relationship between institutions and long run economic development mutually at micro and macro level. 
Asghar et al. (2015) looked at how developing countries' economies are influenced by the caliber of their institutions. Panel data ranging the era 1990 - 2013 had been applied for econometric analyses. Study applied panel ARDL to show the connection amongst the variables under observation in long run. Empirical outcomes show positive and significance influence of institutional quality on economic development. The panel causation test outcomes demonstrate the institutional quality's one-way influence on economic development. Their research proposed that prerequisite of developing nations was to expand the eminence of its institutions in edict to boost its economic development.    
The long-run effects of the institutional quality on GDP growth in post-Soviet nations during 1996-2021 were examined by (Gasimov et al., 2023). The study revealed a U-shaped association among institutional quality and GDP growth through applying the ARDL Model, extending to factors including political stability, rule of law, and governance. Analysis also postulates the influence of control factors, showing a direct linkage amongst openness and GDP growth and a contrary link among inflation and population growth rate. These outcomes offered retroactive insights into the complex forces influencing economic development in post-Soviet nations.
Warsame et al. (2023) explained the outcomes of institutional quality on GDP of Somalia during 1985-2017. Utilizing diverse co-integration test the research uncovered that institutional quality was co-integrated with long term GDP growth. 
In their examination spanning from 2002 to 2017, Lau and Yip (2023) scrutinized the consequence of country-specific ODA and institutional quality on GDP growth in Laos, Cambodia, Vietnam, and Myanmar. The outcomes depicted significant linkages. Firstly, ODA from Japan, Germany, and France had a conditional effect on GDP growth, with an inverse effect in the existence of low institutional quality and a positive impact beyond a certain threshold. The robustness of these findings ware maintained after accounting for endogeneity and outliers. Furthermore, the study highlighted that the extenuating consequence of institutional quality operated through both labor productivity and human capital growth channels. Founded on these insights, the findings advocated crucial policy implications for both benefactor republics and ODA receivers.
The investigation carried out by Corradini (2021) looks closely at the connection among institutional quality and EG across Italian NUTS-3 areas. The study demonstrates solid indication for a causal connection between institutional quality and growth through panel VAR method, which was principally significant in areas with low levels of EG. However, there was no proof for inverse dynamics, proving that institutional quality was not causally affected by economic growth. These findings cast doubt on the claim that policies that just prioritize economic expansion produce stable institutional environments. Instead, the study contends that improvements to formal institutions were crucial preconditions for long-term regional growth.

In their investigation, covering data duration of 1995 to 2019 across 86 BRI countries, Ashraf et al. (2022) utilized a spatial econometric approach to highlight the diverse influence of IQ and openness on EG. The findings unveiled the existence of 3-D dependence in EG transversely nations, indicating unintended institutional and economic openness. The investigation highlighted that a country's institutions and economic openness subsidize not only to its own growth but also positively spill over to benefit the economic development of its neighbors. Notably, the BRI procedure demonstrated progressive spillover consequences on economic growth in associated nations, creating further positive impacts on the economic development of neighboring nations. The findings concluded with policy proposals for BRI economics, emphasizing the impacts of economic openness and growth.
The stimulus of institutional quality on EG was observed in the exploration of Asante et al. (2023), with an emphasis on the mediating function of institutional quality. They used the system-GMM approach to examine data for time span of 2000 to 2019 of 29 different nations. Notably, they found that when the political stability, rule of law, and regulatory quality were extremely operational, the beneficial influence of financial development on EG was boosted. The outcomes illustration that financial development had a favorable and considerable influence on EG. This demonstrated how strong institutional frameworks and financial development were entangled in promoting EG.
Applying dataset for time period of 1996-2021, Ali (2022) scrutinized the impacts of institutional quality, financial liberalization, and GDP growth in Africa. According to research, government efficacy, political stability, and the existence of physical capital all had a favorable and substantial influence on economic growth in the selected states. Physical assets, the labor force participation rate, and EG were all revealed to be causally connected in both directions. Notably, financial liberalization had been originating to have smaller consequence on the economic development of African states. The study urged African governments to use a multidimensional approach in order to manage physical capital, increase skilled labor force participation, and improve institutional quality for long-term economic success. 
Tran et al. (2021) analyzed the effect of IQ on economic growth across 48 Asian nations during 2005-2018. Utilizing quantile regression method with panel data, the research underscored the significance of IQ as a key determinant in economic development. Interestingly, the findings showed that in lower-income Asian nations, superior-quality institutions played a more effective role in promoting growth than in their higher-income counterparts. The study further uncovered a non-linear affiliation between institutions and EG, highlighting an institutional threshold beyond which a reverse effect on growth is observed. Additionally, the research acknowledged the influence of inflation, labor force, trade openness, and infrastructure on the economic growth. Consequently, the study proposed policy implications for Asian nations, specifically Vietnam, aiming to enhance institutions for sustained EG.
UTILE et al. (2021) applied annual numeric covering the spam 2001 to 2019 to examine how institutional quality affected the growth. In order to evaluate unit root issues, ADF unit root tests was performed. The bounds test then confirmed that there was long-term link between the research variables. The study, which used the ARDL model, showed that Institutional Quality had considerable detrimental influence on EG. In the face of any disequilibrium, the negative and statistically significant error correction term predicted a gradual return of EG to the long-run stability path. The study advocated for improving the quality of the nation's institutions through a strong anti-corruption campaign, increased answerability and freedom of expression, increased monitoring authority, and increased administration efficiency through better leadership selection processes.
Islam and Mustafa Shindaini (2022) examined the influence of institutional quality (IQ) and human capital ((HC) on economic growth. Constructing an institutional quality index based on ICRG data and assessing human capital through public education and health expenditure as parts of real GDP, the paper originates long-run link among the variables. Government spending on education had negative long-term impact but positive short-term effect on the EG rate, while institutional quality had positive long-run impact on EG. Health expenditures stimulate long-run economic growth but had no short-term effect. Toda–Yamamoto causality check stated feedback association between institutional quality and EG, unidirectional interconnection from health spending to EG rate, and education expense to EG rate, validating ARDL approximations.
Shahzad et al. (2022) explored the stimulus of institutional quality, quality of export product and economic intricacy on EG across 28 nations for dataset spanning from 1990-2019. Employing three-panel data econometric models, including cross-sectional connected addiction methods and co-integration techniques, the research unveiled outcomes from FMOLS and DOLS estimations. Findings designated that IQ, export quality and financial development had strong direct stimulus on growth.
[bookmark: _Toc152664824]2.3 Influence of Institutional Quality on FDI:
Mohamed and Sidiropoulos (2010) used the data of 36 nation on which 24 were major FDI recipient, to see the determinants of FDI.  Annually data cover the period 1975 to 2006 had been used for econometric analyses. Long run panel data results backing the presence of positive and substantial association between institutional quality and FDI. The study proposed that the nations receiving low inflow of FDI could be promoted by improving the quality of its institutions. 
Bénassy‐Quéré et al. (2007) studied the influence of institutional quality on inflow of FDI. Group of OECD nations had been used for empirical analyses covering the era 1985 to 2000. Results of the research showed that bureaucracy, legal system and corruption were important factor to attract FDI. Study further suggested that good quality of institution not only prove helpful to increase the FDI inflow but also proved helpful to boost the economic growth indirectly. 
Jadhav and Katti (2012) examined the effect of political and institutional aspects to fascinate the foreign investor in case of five countries. Study applied panel empirics ranging the period 2000 to 2010 for empirical analyses. Econometric results of panel unit root test and different regressions postulated that regulatory authority and government effectiveness were significant and positive determinants of FDI. When voice and political stability were inversely linked to FDI arrival.   
Buchanan et al. (2012) found the association between institutional quality and FDI in case of 164 states. For empirical analyses, data covering the period 1996 to 2006 had been used. Econometric outcomes of the analysis revealed progressive and substantial association between institutional quality and FDI.    
Akpan et al. (2014) inspected the factors of FDI in case of 9 countries. Data ranging the era 2001 to 2011 had been used for statistical analyses. Finding of pooled time series cross sectional analysis showed that institutional quality played insignificant role to determine the FDI. While the impact of trade openness was direct and substantial in case of MINT and BRICS nations.   
Zeshan and Talat (2014) studied the impact of governance indicator with inflow of FDI in case of Pakistan. Article applied yearly data ranging the period 1996 to 2010 for empirical analyses. Results of the model established on ARMA and OLS regression exposed that governance indicator played positive and significant role to determine the FDI inflow in Pakistan.
Voka and Dauti (2015) used the data of Macedonia and 24 European nations to scrutinize the impact of institutional variables on FDI inflow. For empirical analyses, study had used the data covering the period 1997-2010. Results of panel data study showed that all variables of institutional quality and regulatory quality played direct and substantial role to attract foreign investor.   
Nondo et al. (2016) used the data of 45 SSA states to see the consequence of institutional quality on FDI invasion. Data covering the era 1996 to 2007 had used for empirical analyses. Results of panel data study show insignificant link between institutional quality and FDI arrival. 
Tag, Degirmen and Saltik (2016) studied the relationship between institutions of economic freedom and foreign direct investment. Authors contend that nations with institutions that support economic freedom see higher levels of foreign direct investment flows. The arguments are based on research from the field of institutional economics. Using multilevel and dynamic panel data estimators, they evaluated this prediction on a sample of cross-sectional time series data from 31 developed and 89 developing nations. High amounts of foreign direct investment flow to nations with an institutional framework that supports economic freedom, according to analysis. Specifically, authors discover that trade freedom and the rule of law have a significant role in determining the flows of foreign direct investment.
Sabir et al. (2019) looked at the influence of institutional effectiveness on FDI in low-, lower-middle-, upper-middle-, and upper-middle-income nations between 1996 and 2016 by using the system GMM approach. Their findings stated the direct effect of institutional quality on FDI in all country clusters. Notably, developed nations exhibited stronger coefficients for all institutional proxies emphasizing the greater significance of institutional quality for FDI in these republics. 
Bouchoucha and Benammou (2020) studied the effect of institutional quality on FDI attraction between 41 African countries for the tome span of 1996 to 2013. They used both a dynamic panel approach (GMM) and static panel data techniques to carry out their analysis. Their empirical results showed a favorable association between FDI attractiveness and altered measures of institutional quality including corruption control, effective government, high-quality regulations and voice and accountability. These outcomes highlighted how important it is for African countries to expand governance aspects and implement worthy governance practices in order to meet the changing needs of the modern economy.
Hamid et al. (2023) inspected the linkage amongst IQ and FDI inflows in SAARC states during 1996-2017. The research investigation was carried out using panel quantile regression and panel the ARDL approach methods. The outcomes showed that FDI inflows were directly and expressively impacted by political stability, corruption, government effectiveness, and GDP per capita. The panel using quantile regression supported the direct and substantial impact of government effectiveness, GDP per capita, and openness to trade. The significance of institutional quality in encouraging FDI highlights the necessity for policymakers to give effective institutional reforms top priority in order to establish favorable investment environment for FDI in SAARC nations.
Saha et al. (2022) investigated how institutional quality affected foreign direct investment (FDI) in lower-middle-income nations by applying panel data from 28 states throughout 2002 and 2018. They discovered that strong rule of law, voice, and accountability had negative effects on FDI while controlling corruption and regulatory quality had favorable effects using dynamic panel estimation and threshold investigation. Political stability and government efficiency had no discernible impact. The most important component was regulatory quality, which had a favorable impact on FDI when per capita GDP exceeded 7.197 and voice and accountability when it exceeded 7.776. 
In order to create a composite measure of institutional quality, Z. U. Khan et al. (2023) looked at how institutional quality affected sectoral-specific FDI in Pakistan during 1986-2019. The outcomes depicted that institutional quality strongly impacted FDI in the primary sector with progressive coefficients. In the secondary sector, trade openness had a 5% influence on FDI whereas the GDP, the Human Development Index, and institutional quality had a 10% significance impact. The tertiary sector FDI is 5% positively correlated with institutional quality and GDP.
Krishnankutty et al. (2023)used data from 189 nations for time duration 1996-2017 to study the relation between institutional quality, sustainability, and FDI. The study found that FDI and institutional quality played crucial roles in determining the sustainability of participating nations. It did this by using a variety of estimation methods, including panel quantile regression, GMM, and pooled panel least squares models. These elements promoted an atmosphere that was favorable for trade and investment. The study also demonstrated the institutional quality indicators' capacity to predict FDI inflows across nations.
Chen and Jiang (2023) examined the tie between institutional quality and FDI inflows across 42 G20 states for time span of 2005-2020, and revealed a positive association. Mediation analysis showed that institutional quality boosted trade openness, accelerated industrial structure optimization, and promoted technical innovation, all of which powered FDI inflows. Moreover, modifiers in this association were found to include financial development, tax rates, and the availability of natural resources. The influence of institutional quality on FDI attraction was boosted by financial development and the richness of natural resources, whereas it was diminished by tax rates. 
Using the ARDL estimation method, Dada and Abanikanda (2022) examined the moderating consequence of institutional quality on the FDI-led growth hypothesis within Nigeria, spanning from 1984 to 2018. To appraise the effect of FDI on EG, a unique contribution was made by merging seven various institutional measures. Unexpectedly, the outcomes displayed that FDI alone did not directly contribute to Nigeria's economic growth. However, across the majority of models, the interplay between institutional factors and FDI had a substantial influence on growth. This emphasizes the crucial role of institutions as capacities for absorption that call for reinforcement in order for Nigeria to leverage the growth advantages brought on by FDI.
With a special emphasis on sectoral FDI flows, Bergougui and Murshed (2022) examined the complex link between institutional quality and FDI in 10 MENA nations for time period 1990-2018. Even though IQ in the MENA area played a significant role overall, its effects varied depending on the sector. Segregate proxies of IQ and the aggregate IQ index all had a major impact on FDI in the secondary and tertiary sectors, but IQ seemed unimportant for FDI in the primary sector. Meanwhile, corruption had a detrimental effect on FDI in the tertiary sector. These results underline the critical importance of raising institutional quality to enhance FDI among MENA region's manufacturing and service sectors.
In Sub-Saharan African countries, Jama and Nayan (2022) looked at the linkage between FDI and institutional quality. The study discovered that the rule of law and the efficacy of the government considerably and favorably influenced FDI inflow after analyzing data from 2015 to 2019 using both Random Effect Model and VAR method. Trade and the labor force also had a similar effect. This emphasizes how crucial governance improvements are to boosting FDI by boosting institutional quality and enhancing efficiency in the area.
Faruq (2023) analyzed the factors of FDI inflows in 24 emerging Asian economies for time span of 2002-2018. Political, institutional, and economic aspects were all considered in the investigation. Empirical outcomes showed that FDI inflows were greatly influenced by economic factors such market size, trade openness, lending rate, availability of natural resources, inflation, and capital formation. Business Disclosure was the only institutional component to have an impact. FDI was positively impacted by political stability but negatively by government performance. The study suggested that instead of institutional aspects, economic factors had become the significant forces of FDI inflows in these developing Asian nations.
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The literature review encompasses three critical dimensions: the influence of international assistance, FDI, and institutional quality on economic growth. Research on international assistance and FDI reveals nuanced relationships. While foreign assistance is found to positively influence economic growth, especially in nations with robust financial systems, its effectiveness varies based on institutional quality. FDI consistently shows a favorable impact on growth, emphasizing the need for improved financial development for optimal outcomes. Institutional quality emerges as a key determinant across all aspects, with studies exploring its multifaceted effects on GDP growth, FDI, and even sustainability. Notably, positive institutional quality attracts FDI, contributing significantly to economic growth. Moreover, the interface between quality of institution and FDI is explored in detail, revealing its moderating role in different regions and sectors. The findings underscore the importance of governance metrics, climate adaptability, and good governance practices in attracting FDI and fostering sustainable economic growth. Overall, the literature emphasizes the complicated interaction between international assistance, FDI, and institutional quality in shaping economic trajectories, highlighting the need for nuanced policy interventions and further investigation by exploring different dimensions of institutional quality.
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[bookmark: _Toc152664827]Theoretical Framework and Econometric Methodology
The theoretical framework, model design, variable description, and econometric technique are all covered in this chapter.  This study has been used panel data set and we are covering 49 developing countries with data set 1990 to 2020.
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Foreign Direct Investment (FDI) and foreign assistance are essential components of economic development (ED) for many nations. The efficiency of these inflows in promoting EG is significantly influenced by the eminence of institutions within the recipient country. This theoretical model aims to explicate the interplay between FDI, foreign assistance, institutional quality (IQ), and their combined effect on EG, it describes a production model that includes the influences of FDI, foreign assistance, and IQ on output. The general form of this model has been given in the following:
Following is the general form of initial production function:
Y = A × Kα × L1−α
Y 	denotes the output.
A 	represents the effectiveness of technology or sum of factors of productivity.
K	represents the capital applied during production process
L 	shows the labor force in production process
α is the output elasticity of capital (a parameter between 0 and 1).

Now, let's introduce the influences of FDI, foreign assistance and institutional quality on the production function:
3.1.1. Impact of FDI on Output:
YFDI​   =     β × FDI
   Here, β represents the encouragement of FDI on output.
FDI represents the influence of foreign direct investment on production.
3.1.2. Effect of Foreign assistance on Output:
YAid​  = γ × IA
   
 Here, γ represents the influence of international assistance on output.
IA 	represents the impact of Foreign assistance on output.

3.1.3. Influence of Institutional Quality on Output:
YIQ​  = δ × IQ
   Here, δ represents the impact of institutional quality on output.
IQ 	represents institutional quality.
The overall output (Y) can be represented as the sum of the contributions from the basic production function and the influences of FDI, international assistance and institutional quality:
Y = A × Kα × L1−α + YFDI​  + YIA ​+ YIQ​

This equation represents a conceptual production model incorporating the impacts of FDI, international assistance and institutional quality on output. 
Now, let's introduce the interactions of FDI and international assistance with institutional quality on the production function:
3.2.1. Impact of FDI Interacted with Institutional Quality on Output:
YFDI−IQ ​  =  β  ×  FDI×IQ
Here β represents the influence of the interaction between FDI and institutional quality on output.
3.2.2. Impact of international assistance Interacted with Institutional Quality on Output:
YAid−IQ ​ =  γ  ×  IA×IQ
Here, γ represents the influence of the interaction between international assistance and IQ on productivity.
The overall output (Y) can be represented as the sum of the contributions from the basic production function and the interactions of FDI and international assistance with institutional quality:
Y  =  A  ×  Kα  ×  L1−α  +  YFDI−IQ  ​+  YIA−IQ​
This equation represents a conceptual production model incorporating the impacts of FDI and international assistance interacted with institutional quality on output. The interactions with institutional quality allow for a more nuanced understanding of how FDI and international assistance influence output depending on the strength of IQ. 
This theoretical model illustrates the intricate relationship between FDI, international assistance, IQ, and EG. It underscores the importance of fostering strong institutions to upspring the direct effect of FDI and Foreign assistance on a nation's economic development.
1. Financial assistance
2. Technical expertise
1. Property rights and rule of law
2. Transparency and Corruption        Control 
1. Technology transfer
2. Employment generation, 
3. Infrastructure development
4.  Access to global markets. 


Figure (1)
1. Foreign Direct Investment (FDI)
FDI symbolizes investments made by overseas objects in the domestic economy. FDI can influence economic growth through various channels, including technology transfer, employment generation, infrastructure development, and access to global markets. 
a. Technology Transfer and Knowledge Spillovers:
   FDI brings advanced technologies and management practices that enhance productivity and stimulate economic growth. It fosters knowledge spillovers, promoting innovation and human capital development within the host country.
 b. Infrastructure Development:
   FDI repeatedly contains investments in economic structure, like transport and communication, that can significantly enhance the aggregate productivity and efficiency of the domestic economy.
  

c. Market Access and Global Integration:
  FDI facilitates market access by linking domestic enterprises to international markets, fostering trade, and enabling global integration, which positively impacts economic growth.
2. International assistance:
International assistance comprises financial aid, technical proficiency, and means given by international organizations, governments, NGOs in order to sustenance the recipient country's development goals.
 a. Human Capital Development:
  International assistance can be used to enhance schooling, medication, and assistances expansion, tended to an educated and healthy workforce, a crucial driver of economic growth.
  b. Infrastructure and Institutional Development:
International assistance can support the development of critical infrastructure and institutions, further contributing to EG by creating permitting environment for investment and entrepreneurship.
3 Institutional Quality:
Institutional quality refers to the effectiveness, stability, and efficiency of a nation's governing structures, policies, and regulatory frameworks. Strong institutions are essential for fostering economic growth.
 a. Property Rights and Rule of Law:
 Secure property rights and an effective rule of law are essential for fostering investment, entrepreneurship, and economic growth by providing a stable and predictable environment for businesses.
   b. Transparency and Corruption Control:
Transparent and corruption-free institutions enhance investor confidence, promote fair competition, and attract both FDI and international assistance, ultimately fostering economic growth.
4. Combined Impact and Interactions:
The impact of FDI and international assistance on economic growth is amplified in the presence of strong institutional quality.
 a. Collaborations with Institutional Quality:
FDI and international assistance are more effective in promoting economic growth when supplemented by good governance, well-functioning institutions, and effective policies.
 b. Feedback Loops and Reinforcement:
 Economic growth resulting from FDI and international assistance can lead to improved institutional quality, creating a positive feedback loop that further attracts FDI and international assistance, fueling continuous economic growth.
[bookmark: _Toc152664829]3.2 Model Specifications

To comprehend the interrelation of FDI, International assistance, and institutional quality on EG, a conceptual framework has been developed which incorporates these factors. A dynamic panel regression framework has been used which incorporates the lagged values to account for time dependency and potential endogeneity issues. The reason to employ this model is that current study intention to explore the nuanced connection between FDI, foreign assistance, institutional quality, and economic growth. Furthermore, this study also takes into account their interactive effects, which provides the insights for informed policy decisions and development strategies. 
The initial form of the model is given below in 3.2.1 where the regressand variable is the log of GDP per person, representing economic growth. The basic explanatory variables include FDI arrivals as % age of GDP, total developmental International assistance, along with labor, capital and inflation as supporting variable. In equation 3.2.2 institutional quality composite index has been added in the basic equation. Later on in 3.2.3 economic institutions quality has been replaced with overall institutional quality. Whereas in equation 3.2.4 economic institutional quality has been replaced with political institutions quality. Lastly in equation 3.2.5 political institutional quality has been replaced with legal institutions quality.

…...3.2.1
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....3.2.5
After analyzing the influence of numerous forms of IQ on economic growth, joint terms of IQ with International assistance has been used to capture that how institutional quality moderates the influence of overseas assistance on EG. In equation 3.2.6 interaction term between IQ and total foreign assistance has been added in the basic equation 3.2.1. Later on, in equation 3.2.7 overall institutional quality has been replaced with interaction term between economic institutions quality and total foreign assistance. Whereas in equation 3.2.8 economic institutional quality has been replaced with joint outcome of political institutions quality with total assistance. Lastly in equation 3.2.9 political institutional quality has been replaced with interaction of legal institutions quality and total assistance.

……3.2.6

……3.2.7

…….3.2.8

……..3.2.9
Equation 3.2.10 has been given below where the output variable is the log of GDP per person, representing EG. The key input variables include FDI inflows as % age of GDP, IQ composite index, project based International assistance, along with labor, capital and inflation as supporting variable. Hare study has been used project based assistance instead of total assistance because, some studies argues that the impact of foreign assistance is contextual specific. Total assistance may create the phenomena of rent seeking among the politicians. Present study has been used both types of assistance to see their impact of economic growth of developing countries.  In equation 3.2.11 overall IQ has been replaced with economic institutional quality. Later on in 3.2.12 economic institutions quality (EIQ) has been interchanged with political institutional quality. Whereas in equation 3.2.13 political institutional quality has been replaced with legal institutions quality. 

…….3.2.10

……….3.2.11

….3.2.12

....3.2.13
After scrutinizing the effect of numerous forms of institutional quality on EG, interaction terms of institutional quality with project based International assistance has been used to capture that how institutional quality moderates the effects of project based foreign assistance on EG. In equation 3.2.14 interaction term between institutional quality and project based foreign assistance has been added. Later on, in equation 3.2.15 overall institutional quality has been replaced with interaction term between economic institutions quality and project based foreign assistance. Whereas in equation 3.2.16 EIQ has been replaced with joint effect of political institutions quality with project based assistance. Lastly in equation 3.2.17 political institutional quality has been substituted with interaction of legal institutions quality and project based assistance.
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  …3.2.17
FDI and institutional quality may have a complementary relationship. When FDI flows into nations with strong IQ, it may amplify the positive impacts of good governance on EG. So, it is necessary to see simultaneous effect of IQ and FDI on economic growth of developing states. After analyzing the impact of various forms of institutional quality on EG, interaction terms of IQ with FDI has been used to capture that how IQ moderates the effects of FDI on EG. In equation 3.2.18 interaction term between IQ and FDI has been added. Later on, in equation 3.2.19 overall institutional quality has been replaced with interaction term between economic institutions quality and FDI. Whereas in equation 3.2.20 EIQ has been replaced with joint effect of political institutions quality (PIQ) with FDI. Lastly in equation 3.2.21 political institutional quality has been substituted with interaction of legal institutions quality and FDI.

……3.2.18

.…3.2.19

….3.2.20

…3.2.21
Institutional quality may not have complementary relationship only with FDI. It may have complimentary relationship with both FDI and foreign assistance. This type of relationship reveals the reaction of both external resources of capital inflows to fill saving investment gap. This relationship helps us to examine that which simultaneous effect prove more helpful to accelerate the economic growth in developing nation.  
Study has been used interaction terms of IQ with FDI and foreign assistance to capture that how IQ moderates the impacts of FDI and foreign assistance on EG at same time. In equation 3.2.22 interaction term between institutional quality with both FDI and IA have been added. Later on, in equation 3.2.23 overall institutional quality has been replaced with interaction term of economic institutions quality to IA and FDI. Whereas in equation 3.2.24 EIQ has been replaced with joint effect of political institutions quality (PIQ) and observe the same effect. Lastly in equation 3.2.25 political institutional quality has been replaced with interaction of legal institutions quality with IA and FDI.




……3.2.22

…3.2.23

…3.2.24

..…3.2.25

The strength and effectiveness of a country's political, economic, and legal institutions, including factors such as governance, rule of law, property rights protection, transparency, and regulatory frameworks, is referred to as institutional quality. Investors are more likely to commit capital when a country's institutions are transparent, stable, and predictable. They need assurance that their investments will be protected and that disputes can be resolved fairly through the legal system. The initial form of the model is given below in 3.2.26 where the dependent variable is FDI. The key independent variables include IQ export as share of GDP, growth rate of GDP and tax as share of GDP as supporting variable. In equation 3.2.26 institutional quality composite index has been used in the basic equation. Later on in 3.2.27 economic institutions quality has been replaced with overall institutional quality. Whereas in equation 3.2.28 economic institutional quality has been replaced with political institutions quality. In equation 3.2.29 political institutional quality has been replaced with legal institutions quality. In the last equation 2.2.30 all three types of institutional quality have been used for comparative analysis.
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…2.2.30
Mostly developing nations has been facing the difficulty of saving investment gap. Foreign assistance this gap could be minimize with the help of foreign assistance. IQ may prove a big driver of international assistance in the developing nations. The initial form of the model is given below in 3.2.31 when the outcome variable is IA. The key explanatory variables include IQ, export as share of GDP, inflation rate and growth rate of population as supporting variables. Institutional quality composite index has been used in the basic equation. Later on in 3.2.32 economic institutions quality has been replaced with overall institutional quality. Whereas in equation 3.2.33 economic institutional quality has been replaced with political institutions quality. In equation 3.2.34 political institutional quality has been replaced with legal institutions quality. 
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….3.2.33…..3.2.34
GDP Per Capita 
GDP per capita is the country's overall economic output (GDP) split by the number of people living there. It's a useful economic indicator that gives an average measure of a country's economic production per head. It's often used to compare the standard of living or the economic performance of different countries. A greater GDP per capita indicates a higher standard of life, a healthier attitude towards goods and services, and possibly a higher level of economic development within a country. The relationship among GDP per capita, foreign assistance, institutional quality and FDI are significant aspect of economic development and international trade. Generally, an increase in FDI, foreign assistance and IQ tends to directly influence a country's GDP per head, though the magnitude and sustainability of this impact can vary based on several factors. World Bank (WDI) online data set has been used to access the numerical data and used its log form for normalization. 
Foreign Direct Investment
FDI involves investment by an overseas individual in the internal economy, leading to capital inflow, technology transfer and increased productivity. When properly utilized, these factors can spur economic growth, eventually leading to an upsurge in GDP per head. FDI can enhance the productive capacity of a nation, leading to more output per person. The study acquired the data from World Bank (WDI) online data set. 
Total Assistance and Development Assistance
The association between International assistance and EG is a topic that has been extensively studied and debated in economics and development literature. The impact of International assistance on EG is multifaceted and increases by a multiplicity of aspects. International assistance has the potential to positively influence economic growth by providing essential resources and promoting development-oriented policies, its effectiveness depends on how it is targeted, utilized, and integrated into a recipient country's broader development strategy. Balancing International assistance with domestic policies, improving International assistance effectiveness, and ensuring alignment with recipient countries' development priorities are critical to maximizing International assistance’s impact on sustainable economic growth. Two categories of International assistance data used in this study. One of them is Net official development assistance as proxy of total Assistance and second one is Net official flows from UNDP agencies as proxy of project based assistance. Present study acquired data from World Bank (WDI) website.
Control Variables
In this study, control variables are additional factors that are held constant or controlled for in order to isolate and recognize the specific connection between the main variables of interest (independent variables) and the outcome (GDP per Capita). These control variables help us account for potential confounding or omitted variable biases that could influence the results.
Here are some common control variables used in growth models:
(i) Gross Fixed Capital Formation
(ii) Labor Force
(iii) Inflation
(iv) Export as % of GDP
(v) Tax to GDP Ratio
(vi) GDP per Capita Growth
Including these control variables in this model permits for a further all-inclusive investigation and helps in understanding the connection between the main features of concentration (e.g., FDI, International assistance, institutional quality) and economic growth. It's essential to carefully choose control variables based on the specific research question, context, and available data.


Institutional Quality 
This study applied Kuncic (2014) institutional quality (IQ) dataset and updated it up to 2020. Kuncic (2014) pioneered the construction of composite indicators for institutional quality based on theoretical foundations, delineating formal and informal institutions. Formal institutions encompass legal, political, and economic dimensions, while informal institutions encompass social elements such as norms, trust, civic cooperation, and beliefs. The examination of informal institutions, often referred to as social capital in literature, reveals a slow rate of change over time, spanning centuries (Kuncic, 2014).
Kuncic (2014) critically evaluated various available institutional indices, highlighting limitations related to time and geographic coverage, latent economic factors, and methodological approaches for extracting institutional data. Consequently, Kuncic (2014) reorganized formal institutions into three groups: political, economic, and legal. These institutional variables encompass a substantial number of countries globally and offer diverse indicator coverage from 1990 to 2010. This dataset facilitated the clustering of countries based on their institutional performance. The present study thoughtfully selected a representative sample of 49 developing countries worldwide according to the HDI report (2020) by the World Bank. Employing a similar methodology to that of Kuncic (2014), this study generated an updated dataset, extending the time period up to 2020.
 Here are the specifics regarding three distinct categories of institutions:
 Economic Institutions
Economic institutions play an essential role in determining enticements for major economic stakeholders within a society. They exert influence over investments in both physical and human capital, as well as regulate credit and labor markets (Acemoglu et al., 2005). These institutions ensure financial and business freedom, thus being closely tied to resource allocation. They also intersect with other institutional domains, including political and legal institutions. The subsequent indicators are employed to assess economic institutional quality.
(i) Financial Freedom
Financial freedom gauges the efficiency of a country's banking system and the extent of government interference in the monetary sector. This indicator, scored from 0 to 100. Score 0 represents no or less financial freedom and 100 representing complete financial freedom. This component is measured by the Heritage Foundation (HRF) and Wall Street Journal. 
(ii) Business Freedom
Business freedom measures the constraints faced in establishing a business and is evaluated on a scale of 0 to 100, with 100 indicating the most favorable business environment. This value is constructed by the HRF and Wall Street Journal.
(iii) Regulatory Quality
Regulatory quality calculates government perceptions regarding sound regulatory policies for private sector development. This metric, with a data scale ranging from -2.5 to 2.5, sees higher scores indicative of better regulatory quality. It is measured by the World Bank Governance Index.
(iv) Economic Environment
The economic environment indicator measures the extent of economic influence on media content through surveys conducted by the Freedom House Organization across all countries. The scores array from 0 to 30, with upper values signifying poorer freedom.

(v) Freedom to Own Foreign Currency Bank Accounts
This indicator measures the ease of using other currencies through domestic and foreign bank accounts. Scored from 0 to 10, higher values signify lower government intervention. Measurement is facilitated by the Fraser Institute.
(vi) Credit Market Regulations
Designed to measure credit market freedom, this indicator comprises three components: proprietorship of banks, private segment credit, and interest rate control. Totals range from 0 to 10, with upper values signifying a favorable regulatory environment. It is also measured by the Fraser Institute.
(vii) Employment Market Conventions
The Fraser Institute has designed this indicator to measure labor market regulations, assessing the degree of independence regarding hiring, firing, minimum wages, and working hour’s regulations. Total covering from 0 to 10, with upper values representing greater labor market freedom.
(viii) Business Regulations
Similar to credit and labor market assessments, this indicator evaluates business market regulations. Covering the values from 0 to 10, with greater points near to 10 indicating a more favorable environment. A high score can be achieved by minimizing bureaucratic procedures. Measurement is conducted by the Fraser Institute.
(ix) Foreign Ownership/Investment Restrictions
This indicator assesses government restrictions on international trade, such as tariffs, quotas, and hidden administrative restrictions, reflecting the prevalence of foreign ownership and capital flow restrictions. Covering the values from 0 to 10, with upper values representing fewer restrictions. It is measured by the Fraser Institute.
(x) Capital Controls
Also measured by the Fraser Institute, this indicator assesses investment restrictions, focusing on spontaneously alterable cash and controls on the drive of physical and human capital. Values covering the period from 0 to 10, with upper values demonstrating bigger freedom in capital movement.
(xi) Investment Profile
This indicator assesses factors affecting investment risk not shielded by other economic, political, and monetarist components of the ICRG dataset. Features such as agreement capability or expropriation, return repatriation, and payment interruptions are considered. Scores covering the period from 0 to 12, with greater points representative lower investment risk. The data is sourced from the ICRG dataset.
Political Institutions
Political institutions are closely tied to governance rules that regulate economic, legal, and political activities within a country. These institutions are shaped by factors such as military involvement, internal conflicts, corruption, and democratic accountability. Political institutions reflect government union, legislative power, and popular upkeep among the populace. The following indicators are utilized to assess political institutional quality.
(i) Political Environment
This indicator assesses the political influence on media content through annual freedom of the press surveys conducted by the Freedom House Organization across all countries. values covering the period 0 to 40, with greater values indicating worse freedom.

(ii) Corruption Perceptions Index
This index has been conducted by Transparency International, this index measures worldwide perceptions of corruption. It assesses corruption in public funds within government sectors, scoring from 0 to 100, with higher values indicating lower perceptions of exploitation in public offices.
(iii) Political Rights
This metric measures political rights through a survey conducted by the Freedom House Organization, scoring from 0 to 40. Higher scores indicate greater political rights.
(iv) Checks of Corruption
This factor gauges the degree to which municipal authority is implemented for the private advantage of ruling elites. Scores range from -2.5 to 2.5, with higher values representing better control of corruption. It is calculated by the World Bank Governance Index.
(v) Institutionalized Autocracy
Measured within the Polity IV project, this indicator assesses the lack of regularized political competition and political freedom. Values covering the spam from -10 to +10, with greater value showing lesser autocracy according to the Polity IV project.
(vi) Checks and Balances
This indicator measures the country's legislative power and its control over the opposition. It also gauges the power of an elected chief executive. Values covering the spam from 0 to +10, with greater values indicating an equitable distribution of power to every political agent. The data is sourced from the World Bank Political Data Project.
(vii) Democratic Accountability
This indicator measures how people respond to their government based on its performance. In the ICRG dataset, alternating democracies receive the highest points, while autocracies receive the lowest points.
(viii) Corruption
In the ICRG dataset, this indicator assesses corruption inside the political coordination, encompassing forms such as favoritism, job difficulties, favors-for-favors, and secret party funds. Values covering the spam from 0 to 6, with upper scores demonstrating lesser the corruption levels.

(ix) Military in Politics
This indicator assesses military involvement in politics in response to actual or perceived internal and external threats in a country. Military involvement at any level damages democracy. The ICRG measures this with a measure of 0 to 6, where upper point specifies a lower risk of military involvement in politics.
(x) Bureaucratic Quality
Bureaucratic quality is crucial for political institutions. In the ICRG dataset, higher points are awarded to countries where bureaucracies exhibit expertise during major changes in government policies. Values covering the points 0 to 4, with greater points signifying a higher level of bureaucracy.
(xii) Internal Conflict
In the ICRG dataset, this indicator assesses political violence within a country and the associated risk to governance quality. It consists of three components: civil war, political violence, and civil disorder. Values covering the points 0 to 12, with greater values signifying a laser risk of internal conflict.
(xii) Political Terror Scale (PTS)
PTS defines 'political terror' as destructions of rudimentary human rights to the physical honesty of the individual by state representatives within provincial limitations. It differs from terrorism as it is used for political aims. The PTS values, developed by the Political Science Section at the University of North Carolina, Asheville, employs a 5-point ordinal scale. A score of 1 indicates a low political terror scale, while 5 indicates a high political terror scale.
 Legal Institutions
Legal institutions are integral to the legal system, reinforcing property rights and other legislation. These institutions comprise aspects such as judicial independence, impartial courts, civil liberties, and the enforcement of the rule of law within society. The following indicators contribute to the assessment of legal institutional quality.
(i) Property Rights
This indicator assesses a country's legal qualities and the effectiveness of their enforcement by the government to protect private property rights. It may evaluate the possibility of personal belongings expropriation by the government and examines judicial liberty and the presence of bribery within the judiciary. Value covering the spam 0 to 100, with greater vales showing more effective legal protection of property. The data is sourced from the Heritage Foundation website.
(ii) Religion in Politics
This indicator assesses how a single religious group affects civil laws, potentially transforming them into religious laws. This phenomenon involves the domination of the country's governance and legal system by a particular religious group. The ICRG dataset measures this with a scale of 0 to 6 points, where higher points indicate a lower risk of this group's involvement in politics.
(iii) Legal Environment
This indicator assesses the legal influence on media content through annual freedom of the press surveys conducted by the Freedom House Organization across all countries. Value covering the spam 0 to 100, with greater numeric indicating worse freedom.
(iv) Law and Order
In the ICRG dataset, Law and Order are assessed separately. The 'law' element signifies an impartial legal system, while the 'order' element signifies the effectiveness of different sanctions. Value covering the spam 0 to 6, with greater value showing a high level of law-and-order situations in a country.
(v) Civil Liberties
This metric assesses civil liberties through a survey conducted by the Freedom House Organization. Value covering the spam 0 to 60, with greater value showing civil liberties.
(vi) Judicial Independence
This indicator assesses the independence and impartiality of the judiciary, showcasing the extent to which political, government, citizen, and firm influences affect the judiciary. Value covering the spam 0 to 10, with greater value showing a higher level of judicial independence in a country. The data is sourced from the Fraser Institute Organization.
(vii) Rule of Law
This indicator represents the perception of the rule of law in a country, assessing the extent to which police and courts protect citizens from crime and violence. Scores range from -2.5 to 2.5, with greater scores indicating enhanced rule of law. It is measured by the World Bank Governance Index.
(viii) Impartial Courts
This indicator measures how much a country's legal context aids private industries in resolving disputes and challenging the legality of government actions. Value covering the spam 0 to 6, with greater value showing more efficient court system in a country. The data is sourced from the Fraser Institute Organization.
(ix) Shelter of Property Rights
This indicator assesses intellectual property rights, measured by the Fraser Institute Organization. Value covering the spam 0 to 6, with greater value showing that intellectual rights are well protected by a country's laws. This indicator differs from the Heritage Foundation indicator of property rights, as it replaces financial assets with the protection of intellectual property.
[bookmark: _Toc152664830]Econometrics Technique
This study models assumes endogeneity problems. These regressors could be interrelated with the error term. Additionally, certain time-invariant country features might be interrelated with explanatory variables. When dealing with a panel dataset with a short time period (T = 31) compared to a higher nation dimension (N = 49), lagged dependent variables may introduce autocorrelation. To address these issues, the Two Stage Least Squares (2SLS) technique with Instruments and Generalized Method of Moments (GMM) methodology are typically employed. However, the 2SLS technique may yield biased results due to weak instruments. Utilizing GMM estimators as suggested by Arellano and Bond (1991) helps overcome the aforementioned problems in dynamic panel data models.
The Generalized Method of Moments (GMM) is a statistical technique used for estimating parameters in econometrics and other fields. It's particularly helpful when dealing with models that involve more moment conditions than parameters. Essentially, GMM minimizes the differences between observed sample moments and model-based moments to find the best-fitting parameters. GMM estimators are recognized for their consistency, asymptotic normality, and efficiency within the class of estimators that solely rely on evidence restricted in the moment conditions. GMM is widely used in econometrics to estimate parameters in economic models, especially in addressing problems related to endogeneity, measurement errors, and other issues GMM's strength lies in its adaptability to various model specifications and its ability to provide consistent and efficient estimates under different data conditions, making it a valuable tool in empirical research and statistical analysis.
The Arellano-Bond estimator (ABE), introduced in 1991 by Manuel Arellano and Stephen Bond, is a GMM estimation employed for estimating dynamic panel data models. In contrast to static panel data models, dynamic panel data models contain lagged levels of the outcome variable as independent variable. The presence disrupts the assumption of rigid homogeneity because it is invariably associated with the unique residual.
Usually applied static panel data procedures, like fixed effects estimators, require strict exogeneity, and therefore become unreliable when this hypothesis is violated. Anderson and Hsiao (1981) primarily suggested a remedy by utilizing instrumental variables approximation. Though, the method applied by Anderson–Hsiao is asymptotically ineffective, donating a higher asymptotic variance paralleled to the ABE, that used a analogous set of mechanisms but applies GMM estimation except of instrumental variables estimation.
The first difference of the statistical model is used in the ABE to remove fixed effects. Therefore, more deep lags of the dependent variable are used as instruments for the so-called endogenous distinct lags of the dependent variable.
The Arellano-Bond technique eliminates fixed effects by using the first difference in the model's regression equation. Deeper lags of the dependent variable are thus employed as tools for the so-called endogenous distinguished lags of the dependent variable.
In previous panel data procedures, incorporating deeper lags of the outcome variable diminishes the available data. For instance, if numerical values are present at T time phases, at that point after the first differencing, only T-1 lags are functional. Consequently, if J lags of the outcome variable are used as instruments, only T-J-1 values are applicable in the model. This trade-off arises where using further lags gives further instruments but diminishes the sample size. The Arellano–Bond test adheres to the description outlined above, as documented in their article.
Formal Description
Deliberate the stagnant linear undetected effects regression for N observation and T time phases:
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Yit{\displaystyle y_{it}} represents outcome variable perceived for single i {\displaystyle i}at time t, Xit {\displaystyle 1\times k}  {\displaystyle t,} {\displaystyle X_{it}}is the time-variant 1*k residual matrix,αi {\displaystyle \alpha _{i}} is the undetected time-invariant individual consequence and µit{\displaystyle u_{it}} is the residual term. Contrasting Xit{\displaystyle 1\times k} {\displaystyle t,}{\displaystyle X_{it}}, αi {\displaystyle \alpha _{i}}  {\displaystyle \alpha _{i}} cannot be detected by the econometrician. Typical instances of time-invariant effects αi include an individual's innate ability or a country's historical and institutional factors.
In contrast to a static panel data model, a dynamic panel model takes momentum as well as inertia into account by including lags of the dependent variable as regressors. Consider the scenario where one lag of the dependent variable, yit-1, is included as a regressor as an additional to the regressors stated above.
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To eliminate the FE, take the first difference in this regression.
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This equation can be re-written as,         
….(3.4)
Using the method for the Efficient GMM Estimator (EGMM), which is;

Where Z is the instrument matrix for ΔR.
For both the 1-step and 2-step ABE methods, which are stable and asymptotically capable in the existence of heteroskedasticity, the matrix   can be figured by means of the variance of the residual, µit for the 1-step estimator, or the residual vectors of the 1-step estimator.
4.2.2 Instrument Matrix
The creative Anderson and Hsiao (1981) IV estimator practices the subsequent moment situations:


[image: ]Using the solo instrument {\displaystyle y_{it-2}}yit-2,These moment orders provide the foundation for the instrument matrix Zdi:     


yit-2 come into as a solo column instrument. It is necessary to exclude every data point from t=2 given that yit-2 is not available at the moment.
Applying supplementary instrument {\displaystyle y_{it-3}} yit-3 would nasty adding an supplementary column to {\displaystyle Z_{di}}Zdi. It would therefore be necessary to discard all of the observations from t=3. While accumulation extra instruments increase the effectiveness of the IV estimator, the slighter sample size declines effectiveness. This is the trade-off within sample size along with effectiveness. This trade-off can be solved by the Arellano-bond estimator, which incorporates time-specific instruments.
The ABE practices the subsequent moment situations
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Applying these moment circumstances, the instrument matrix Zdi now becomes: 
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It is significant to communication that the number of moments raises over time: this is how the proficiency sample size transaction is avoided. Afterwards, time periods have supplementary lags existing to practice as instruments.
After that one describes:
  …………(3.10)
It is feasible to summarize the moment conditions as:
    …..….(3.11)
These moment constraints remain true only if the residual term has no serial association. If serial correlation is existing, the ABE may continue to be utilized in certain situations, but longer lags will be required. 
System GMM
At what time the variance of the fixed effect term transversely specific observations is high, or when the stochastic procedure yet discourses a random walk, the ABE may accomplish very poorly in predictable samples. This is initiated by the fact that the lag-dependent variables will be impoverished appliances in these conditions.
Blundell and Bond (1998) found a condition which allows for the use of a different set of moment constraints. These extra moment conditions can be used to improve the ABE's effectiveness for small quantities. Precisely, they encouraged using the moment circumstances:
                                       
These extra moment conditions remain valid in the situations outlined in their study. Here, the complete set of moment conditions can be expressed in the following form:
 ……….(3.13)
Where
  ………………(3.14)
And
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This Process is identified as system GMM.
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[bookmark: _Toc152664832]EMPERICAL ANALYSIS FOR EMPERICAL RESULTS.

In the present chapter, empirical results of the influence of international assistance (IA), foreign direct investment (FDI) and institutional quality (IQ) on economic growth (EG) of 49 developing nations are given. Study has used Kunčič (2014) data set and extended it till 2020 for 49 developing nations. There are two parts of this study. In the first part, study uses EG as a outcome variable and FDI, institutional quality and international assistance as independent variables. Various control variables are also uses by this study. These variables are labor, capital, inflation, export as share of GDP and Tax as share of GDP. In the second part, study uses FDI as independent variable and sees the influence of institutional quality on it. Study takes two types of external assistance for econometric analysis named as total aid as proxy of total assistance and UNDP aid as proxy of project based assistance. Study takes both aggregate and disaggregate form of institutional data. The segregated data set includes economic, political and legal institutions. Study also uses both aggregate and segregate form of institutional data as interaction term with international assistance and FDI separately. Panel GMM method has been adopted for econometric analysis. 
[bookmark: _Toc152664833]4.1 DESCRIPTIVE STATISTICS
The mean value, minimum value, maximum value, and standard deviation of the variables that comprise the study for which data are available are provided in Table 4.1's summary statistics.
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	Variable
	Obs
	Mean
	Std. Dev.
	Min
	Max

	IQ
	1,519
	0.486851
	0.10775
	0.134634
	0.781303

	EIQ
	1,519
	0.496794
	0.137679
	0.09818
	0.834952

	PIQ
	1,519
	4.73E-01
	0.124619
	0.0425
	0.783442

	LIQ
	1,519
	0.490916
	0.115416
	0.135874
	0.959766

	Fdi
	1,519
	2.850792
	3.674731
	-6.89761
	39.45622

	Lgdppc
	1,519
	3.208431
	0.501538
	1.985513
	4.279349

	Logdevaid
	1,519
	8.643479
	0.572225
	5.778151
	12.04139

	Logaid (UNDP)
	1,519
	6.308819
	0.592016
	4.01258
	7.60021

	Ltlf
	1,519
	6.972629
	0.677891
	5.43767
	8.89249

	Gcfgrowth
	1,519
	6.074527
	25.24449
	-164.509
	507.9529

	Gdpgrwth
	1,519
	4.145391
	4.493454
	-50.2481
	43.47956

	Inf
	1,519
	20.28078
	220.521
	-8.48425
	7481.664

	Xgdp
	1,519
	30.17532
	19.87737
	4.099725
	125.7485

	Taxgdp
	1,519
	15.91152
	6.492637
	3.860246
	34.62869





[bookmark: _Toc152664834]4.2. Economic Growth, Foreign Direct Investment, International Assistance and Role of Institutional Quality in Developing States: 
Present part of study examines the consequence of international assistance, foreign direct investment (FDI) and role of institutional quality on economic growth of the developing nations. Different sections of this chapter examine different behaviors of relationship among the variables. Section 4.2 explores the impact of international assistance and FDI on economic growth of developing nations. In section 4.3, econometric results examines the impact of institutional variable on economic growth of developing nation. In section 4.4, study uses segregate forms of institutions and see its consequence on EG of developing nations. Section 4.5 uses the interaction term between FDI and different forms of international assistance to see their impact on economic growth of developing states. Section 4.6 found the joint effect of international assistance and institutional quality at aggregate and segregate forms. For this purpose, two types of assistance are used in this study, UNDP aid and total aid. Section 4.7 applies interaction term between international assistance and institutional quality as well as institutional quality and international assistance. Some control variables are also used during econometric analysis like labor force (LF), capital (K) and inflation (INF).  
The study has used panel GMM econometrics technique to see the impact of international assistance and FDI on economic growth in case of 49 developing nations. Following are the results of Regression 3.2.1 mentioned above in following Table 4.2.1.




Table No. 4.2.1 Effect of international Assistance and FDI on Economic Growth of Developing Economies: Panel GMM Approach
	Variables
	Coef.
	S.E
	Z-value
	P-value
	[95%  Conf.  Interval
	Sig

	LGDPC(-1)
	0.95468
	0.005156
	185.16
	0.013
	0.944574
	0.964786
	***

	FDI
	0.009772
	0.000233
	4.19
	0.001
	0.000521
	0.001434
	***

	LTIA
	0.003176
	0.002689
	1.18
	0.238
	-0.00209
	0.008446
	-

	L
	0.085496
	0.010394
	8.23
	0.001
	0.065124
	0.105869
	***

	K
	0.004165
	0.000357
	11.66
	0.02
	0.000346
	0.000487
	***

	INF
	-0.00157
	0.000279
	-5.62
	0.001
	-0.00021
	-0.0001
	***

	Constant
	-0.46696
	0.073109
	-6.39
	0.001
	-0.61025
	-0.32366
	***

	Countries
	49
	Sargan
(P-value)
	0.99

	Observations
	1465
	AR1
(P-value)
	0.00

	No. of
Instruments
	470
	AR2
(P-value)
	0.35


[image: ]Reported results in the table 4.2.1 reveal the relationship of FDI (foreign Direct Investment) with EG of developing states and the impact of international assistance on economic growth along some control variables. Reported outcomes illustration the presence of constructive and significant association between FDI and economic growth of developing nations (Bird and Choi, 2020). It means that if FDI of developing countries increases, there will be an intensification in economic growth of that nation. FDI involves the investment of capital from one country into another. This inflow of foreign capital can significantly boost a country's domestic investment, which is a key driver of economic growth (Babalola et al. 2019). The host country can utilize this capital to fund infrastructure projects, research and development, and other initiatives that stimulate economic growth. Multinational corporations (MNCs) that engage in FDI often bring advanced technologies, management practices, and know-how to the host country. This technology transfer can lead to increased productivity and efficiency in local industries, which in turn can contribute to economic growth. Table 4.2.1 postulates that 1 unit change in FDI leads to 0.009 percent increase the economy growth. 
Further results find positive and inconsequential influence of international assistance on economic growth of developing countries (Chowdhury and Das, 2011). Econometric results confirm the presences of positive and significance impact of labor (L) and capital (K) on economic growth. This positive relationship shows that if labor and capital of a developing country increases, it leads to increase the economic growth of that country. The effect of capital and labor force on the economic growth of developing countries is interrelated and multifaceted. Capital represents physical and financial assets, such as factories, machinery, infrastructure, and financial resources. Developing countries often experience significant economic growth when they invest in and accumulate capital. Increased capital stock allows for higher production capacities, improved technology adoption, and increased efficiency. Capital accumulation is often associated with technological progress. Investments in research and development, as well as the adoption of advanced technologies are facilitated by capital resources. This, in turn, leads to innovation and economic growth. In developing countries, a growing labor force due to population growth can contribute to economic growth. A larger workforce can lead to increased production and consumption, which can stimulate economic activity. The quality of the labor force matters just as much as its quantity. Investments in education, healthcare, and skills development can enhance human capital. A well-educated and skilled workforce is more productive and adaptable, leading to higher economic growth. Table 4.2.1 shows that 1unit increase in labor force and capital leads to 0.08 and 0.004 percent increase in economic growth of developing countries respectively. Lastly, statistical results find adverse and substantial influence of inflation on economic growth (ÖZYILMAZ, 2022). The negative and significant relationship shows that when inflation increases, economic growth will be decreases. High and unpredictable inflation erodes the purchasing power of consumers. When prices rise rapidly, people's real incomes decrease, leading to a decline in their standard of living. As consumers cut back on spending, it can dampen overall economic activity and slow down economic growth. Table 4.2.1 shows that 1-unit increase in inflation resulted 0.001 percent decrease the economic growth of developing countries.  The P value of Sargan reported in the table is 1 which shows that there is no identification problem in the said model. “P” value of AR1 shows the existence of autocorrelation problem at first step which is insignificant at AR2. So, there is no problem of autocorrelation in the model. 
[bookmark: _Toc152664835]4.3 Institutional Quality, Foreign Direct Investment, International Assistance and Economic Growth in Developing States:
This section of the study reports different behaviors of institutional quality with FDI and international assistance and their impact on economic growth of developing countries.














Table No. 4.3.1 Effect of International Assistance, FDI and Institutional Quality on Economic Growth of Developing Economies: Panel GMM Approach
	Variables
	Coef.
	S.E
	Z-value
	P-value
	[95%  Conf.  Interval
	Sig

	LGDPPC(-1)
	0.9356
	0.005952
	157.18
	0.0001
	0.923933
	0.947266
	***

	K
	0.003678
	0.000402
	9.16
	0.001
	0.000289
	0.000447
	***

	L
	0.097315
	0.00887
	10.97
	0.001
	0.07993
	0.114701
	***

	IQ
	0.310881
	0.023246
	13.37
	0.002
	0.265319
	0.356443
	***

	FDI
	0.001319
	0.000169
	7.82
	0.001
	0.000989
	0.00165
	***

	LTIA
	0.005126
	0.002437
	2.1
	0.035
	0.00035
	0.009902
	**

	INF
	-0.00566
	0.0093
	-6.08
	0.001
	-0.00075
	-0.00038
	***

	Constant
	-0.65619
	0.056446
	-11.63
	0.001
	-0.76682
	-0.54556
	***

	Countries
	49
	Sargan
(P-value)
	0.98

	Observations
	1465
	AR1
(P-value)
	0.00

	No. of
Instruments
	470
	AR2
(P-value)
	0.49


Note: ***, **, * denote significance at 0.01, 0.05 and 0.10 level respectively.
Reported results in table 4.3.1 communicate the association of institutional quality, FDI and international assistance with economic growth of developing countries combined with some control variables like labor, capital and inflation. Described outcomes show the presence of positive and significance relationship of all said variables with economic growth of developing nations except inflation which is negative but significant.
Tabulated value postulates that 1 unit change in IQ leads to 0.310 units increase in economy growth. Strong and effective institutions create an environment that fosters economic activity, investment, innovation, and overall development. Conversely, weak or dysfunctional institutions can hinder economic growth by creating uncertainty, inefficiency, and barriers to development. Strong institutions protect property rights, both physical and intellectual (Anderson and Marcouiller, 2002). When individuals and businesses have confidence that their property and investments will be secure, they are more willing to invest, innovate, and undertake long-term economic activities. This protection encourages economic growth. The other key way which institutional quality effects economic growth is rule of law. The rule of law ensures that laws are enforced fairly and consistently. A strong legal system minimizes corruption, reduces the risks of expropriation, and promotes contract enforcement. This, in turn, encourages domestic and foreign investments, which are essential for economic growth. Transparent and accountable governance institutions help reduce corruption and ensure that resources are used efficiently. Good governance enhances the credibility of government policies and fosters trust among citizens and investors, which can boost economic growth. One-unit increase in FDI results 0.0013 percent increase in economic growth of developing countries. The link between FDI and economic growth has already been explained in the previous table 4.3.2.
Moreover, the findings indicate a noteworthy and affirmative influence of international aid on the economic expansion of developing nations.  Same way, 1 percent increase the international assistance results 0.005 percent increase in economic growth of developing nations at 5% level of significance. International assistance can provide funding for critical infrastructure projects, such as roads, bridges, ports, and energy facilities. Improved infrastructure can enhance productivity, reduce transportation costs, and stimulate economic growth by attracting investments and facilitating trade. Foreign assistance can be directed toward education and healthcare programs, which can lead to an educated and healthy workforce. A well-educated and healthy population is more productive, innovative, and capable of contributing to economic growth (Chong et al. 2009). Foreign assistance programs that target poverty reduction, food security, and access to clean water and sanitation can directly improve the well-being of a country's population. When people's basic needs are met, they are more likely to participate in economic activities, leading to increased productivity and economic growth. Econometric results also confirm the presence of negative and significance impact of inflation on economic growth (Gasimov et al., 2023). 1unit increase in inflation leads to 0.005 percent decrease in economic growth of developing states.
Now in the next tables 4.3.2, study uses segregate forms of institutional quality like economic institutions, political institutions and legal institutions and explores their impact on economic growth of developing countries.     

Table No. 4.3.2 Effect of International Assistance, FDI and Economic Institutional Quality on Economic Growth of Developing Economies: Panel GMM Approach
	Variables
	Coef.
	S.E
	Z-value
	P-value
	[95%  Conf.  Interval
	Sig

	LGDPPC(-1)
	0.943277
	0.00425
	221.96
	0.0001
	0.934948
	0.951607
	***

	K
	0.003708
	0.00424
	8.75
	0.001
	0.002878
	0.004538
	***

	L
	0.076221
	0.012533
	6.08
	0.001
	0.051657
	0.100785
	***

	EIQ
	0.123129
	0.01649
	7.47
	0.001
	0.090809
	0.155449
	***

	FDI
	0.00576
	0.0002
	2.88
	0.004
	0.000184
	0.000968
	***

	TIA
	0.006095
	0.002282
	2.67
	0.008
	0.001621
	0.010568
	**

	INF
	-0.00112
	0.00217
	-5.14
	0.001
	-0.00154
	-0.0069
	***

	Constant
	-0.45083
	0.075253
	-5.99
	0.001
	-0.59833
	-0.30334
	***

	Countries
	49
	Sargan
(P-value)
	0.99

	Observations
	1465
	AR1
(P-value)
	0.00

	No. of
Instruments
	471
	AR2
(P-value)
	0.56


Note: ***, **, * denote significance at 0.01, 0.05 and 0.10 level respectively.
Reported results in table 4.3.2 communicate the association of economic institutional quality (EIQ), FDI and total international assistance (TIA) with economic growth of developing countries combine with some control variables like labor, capital and inflation. Described outcomes show the presence of positive and significance relationship of all said variables with economic growth of developing nations. Presented value indicates that 1 unit change in EIQ leads to 0.123 units increase in economic growth. This positive relationship shows that when the value of economic institution increases, it leads to increase the economic growth of developing nations in the same direction (Acemoglu, D., 2005). Economic institutional quality is a critical determinant of economic growth in developing nations. Sound economic institutions create an environment conducive to investment, innovation, and entrepreneurship. Further results also find positive and significant impact of international assistance and FDI on economic growth of developing countries. 1-unit increase in FDI results 0.005 percent increase in economic growth of developing countries (Evans and Kelikume., 2018). Same way, 1 percent increase the international assistance results 0.006 percent increases economic growth in developing nations at 5% level of significance. Econometric results also confirmed presence of negative and significance impact of inflation on economic growth. 1unit increase in inflation leads to 0.0011 percent decrease in economic growth of developing states.     
Table 4.3.2 reported the presence of political institution in the model and its impact has been examined on economic growth.





Table No. 4.3.2 Effect of International Assistance, FDI and Political Institutions on Economic Growth of Developing Economies: Panel GMM Approach
	Variables
	Coef.
	S.E
	Z-value
	P-value
	[95%  Conf.  Interval
	Sig

	Lgdppc(-1)
	0.927181
	0.008713
	106.42
	0.0001
	0.910104
	0.944257
	***

	Gcfgrowth
	0.003703
	0.00347
	10.66
	0.002
	0.003022
	0.004384
	***

	Ltlf
	0.098224
	0.019924
	4.93
	0.006
	0.059174
	0.137275
	***

	PIQ
	0.273113
	0.018189
	15.02
	0.001
	0.237463
	3.09E-01
	***

	Fdi
	0.005831
	0.000217
	2.69
	0.007
	0.000159
	0.001007
	***

	Logdevaid
	0.004077
	0.003369
	1.21
	0.226
	-0.00253
	0.01068
	-

	Inf
	-0.00149
	0.00277
	-5.38
	0.006
	-0.0002
	-0.00946
	***

	Constant
	-0.60244
	0.130368
	-4.62
	0.004
	-0.85796
	-0.34693
	***

	Countries
	49
	Sargan
(P-value)
	0.98

	Observations
	1465
	AR1
(P-value)
	0.00

	No. of
Instruments
	471
	AR2
(P-value)
	0.21


Note: ***, **, * denote significance at 0.01, 0.05 and 0.10 level respectively.
Reported results in table 4.3.2 find the impact of political institutional quality, FDI and international assistance on economic growth of developing countries combined with some control variables like labor, capital and inflation. Econometric results show the presence of positive and significance relationship of labour, capital, political institution and FDI on economic growth of developing nations. As far as, impact of international assistance is concerned, it is positive and insignificant. Presented value show that 1 unit change in PIQ leads to 0.273-unit increase in the growth of economy. Political institutions can have a significant impact on the economic growth of developing countries (Glaeser, E. L et al,. 2004). Stable, accountable, and inclusive political institutions tend to be associated with better economic outcomes, while instability, corruption, and poor governance can hinder growth. Developing countries with stable political environments tend to attract more investment, both domestic and foreign, which can stimulate economic growth. Stable political institutions provide a predictable and secure environment for businesses and investors. Developing countries with stable political institutions are more likely to maintain consistent economic policies over time. Frequent changes in economic policies due to political instability can disrupt investment and hinder growth Moe, (T. M., 2005). 
Further results also find positive and significant impact of FDI on economic growth of developing countries (Sijabat., 2022). 1-unit increase in FDI resulted 0.005 percent increase the economic growth of developing states. Same way, 1 unit increase the inflation result 0.001 percent decrease in the economic growth of developing nations.    
The next table 4.3.3, includes the legal institution in the model and checks its impact on economic growth. 















Table No. 4.3.3 Effect of International Assistance, FDI and Legal Institutions on Economic Growth of Developing Economies: Panel GMM Approach
	Variables
	Coef.
	S.E
	Z-value
	P-value
	[95%  Conf.  Interval
	Sig

	LGDPPC(-1)
	0.948855
	0.004525
	209.69
	0.0005
	0.939986
	0.957724
	***

	K
	0.004441
	0.00504
	8.82
	0.001
	0.000345
	0.000543
	***

	L
	0.097409
	0.008946
	10.89
	0.002
	0.079875
	0.114943
	***

	LIQ
	0.102578
	0.013906
	7.38
	0.009
	0.075323
	0.129833
	***

	FDI
	0.008814
	0.002467
	3.57
	0.001
	0.000398
	0.001365
	***

	TIA
	0.005359
	0.003212
	1.67
	0.095
	-0.00094
	0.011655
	*

	INF
	-0.00174
	0.00287
	-6.05
	0.001
	-0.00023
	-0.00012
	***

	Constant
	-0.59871
	0.070187
	-8.53
	0.001
	-0.73627
	-0.46114
	***

	Countries
	49
	Sargan
(P-value)
	0.98

	Observations
	1465
	AR1
(P-value)
	0.00

	No. of
Instruments
	471
	AR2
(P-value)
	0.54


Note: ***, **, * denote significance at 0.01, 0.05 and 0.10 level respectively.

Reported results in table 4.3.3 find the impact of legal institutional quality, FDI and international assistance on economic growth of developing countries combined with some control variables. Econometric results show the presence of positive and significance relationship of labour, capital, legal institution (LIQ) and FDI with economic growth of developing nations at 1 percent level of significant. The impact of international assistance on economic growth is positive and significant at 10 percent level of significance. As far as the impact of inflation is concerned, it is negative and significant. Presented value shows that 1 unit change in LIQ leads to 0.102-unit increase growth of the economy. Legal institutions provide the framework within which economic activities take place, enforce contracts, protect property rights, and ensure the rule of law (Anderlini, L.,et al,.2013).. Legal institutions are responsible for safeguarding property rights, which are essential for economic growth. Well-defined and well-protected property rights give individuals and businesses the confidence to invest, innovate, and accumulate assets. In developing countries, secure property rights can stimulate investment in land, real estate, and businesses. Legal institutions contribute to the overall business environment. Efficient registration procedures, clear regulations, and a fair judicial system reduce the cost of doing business and encourage entrepreneurship. A favorable business environment can attract both domestic and foreign investment. Further results also find positive and significant impact of FDI on economic growth of developing countries. 1-unit increase in FDI results 0.005 percent increase in economic growth of developing countries. 1-unit increase in inflation results 0.001 percent decrease in economic growth of developing nations The P value of Sargan reported in the table is 4.3.3 which show that there is no identification problem in the said model. “P” value of AR1 shows the existence of autocorrelation problem at first step which is insignificant at AR2. So, there is no problem of autocorrelation in the model.     
[bookmark: _Toc152664836]4.4 Interaction of Different Forms of institutions with International Assistance and Economic Growth in Developing States:
Current part of study reveals the joint effect of institutional quality with international assistance on economic growth of developing countries in the presence of FDI. International assistance may work better when institutions play their role with it.   In this case, equation 3.2.6 to 3.2.9 has been explained in above discussed this association in below section one by one.
Following are the results of first model 3.2.6 in Table 4.4.1


Table No. 4.4.1 Interaction of international Assistance with Institutional Quality and its impact on Economic Growth: Panel GMM Approach
	Variables
	Coef.
	S.E
	Z-value
	P-value
	[95%  Conf.  Interval
	Sig

	LGDPC(-1)
	0.94259
	0.00778
	121.16
	0.0001
	0.927342
	0.957839
	***

	K
	0.003689
	0.00342
	10.8
	0.001
	0.003019
	0.000436
	***

	L
	0.087078
	0.016178
	5.38
	0.001
	0.05537
	0.118786
	***

	FDI
	0.001722
	0.000167
	1.03
	0.302
	-0.00015
	0.000499
	-

	IQ*LTIA
	0.028509
	0.003358
	8.49
	0.001
	0.021928
	0.03509
	***

	INF
	-0.00119
	0.00199
	-5.98
	0.001
	-0.00016
	-0.00799
	***

	Constant
	-0.52745
	0.093215
	-5.66
	0.001
	-0.71015
	-0.34475
	***

	Countries
	49
	Sargan
(P-value)
	0.99

	Observations
	1434
	AR1
(P-value)
	0.00

	No. of
Instruments
	470
	AR2
(P-value)
	0.61


Note: ***, **, * denote significance at 0.01, 0.05 and 0.10 level respectively.
Table 4.4.1 reports the statistical association among FDI, institutional quality interaction with international assistance and economic growth of developing countries. Econometric results show that international assistance plays significant role to determine the economic growth in developing nations when these nations improve the quality of their institutions (Maruta, A. A.,et. Al,. 2020). Table 4.4.1 reports that 1-percent increase in joint effect of institutional quality with foreign assistance leads to 0.028 percent increase the economic growth in developing countries. Foreign assistance and institutional quality can have a complementary relationship. Foreign assistance can be more effective in promoting economic growth when it is channeled into countries with strong institutions (Minoiu, C., et al,. 2010). In such cases, Foreign assistance can help amplify the positive effects of good governance and improve infrastructure, education, and healthcare. In countries with weak institutions, international assistance may not yield the same positive results. The lack of effective governance can limit the impact of programs linked with international assistance and potentially lead to mismanagement or corruption, reducing international assistance’s contribution to economic growth. Results show positive and insignificant impact of FDI on economic growth. Finally, results show positive and significant impact of labor force and capital on economic growth of developing nations. In the end, reported results suggest negative and significance impact of inflation on economic growth of developing nations. 1 unit increase the inflation results .0011 percent decrease in economic growth of developing countries. The P value of Sargan reported in the table 4.4.1 is 1 which shows that there is no identification problem in the said model. “P” value of AR1 shows the existence of autocorrelation problem at first step which is insignificant at AR2. So, there is no problem of autocorrelation in the model.     
In the next table 4.4.2, study reports interaction of economic institution with international assistance and their impact on economic growth of developing nations. 












Table No. 4.4.2 Interaction of international Assistance with Economic Institutional Quality and its impact on Economic Growth: Panel GMM Approach
	Variables
	Coef.
	S.E
	Z-value
	P-value
	[95%  Conf.  Interval
	Sig

	LGDPPC(-1)
	0.944193
	0.008456
	111.66
	0.003
	0.92762
	0.960766
	***

	K
	0.003485
	0.00289
	12.06
	0.001
	0.002919
	0.004051
	***

	L
	0.087948
	0.014212
	6.19
	0.0012
	0.060093
	0.115803
	***

	FDI
	0.002991
	0.001982
	1.51
	0.131
	-0.00893
	0.006875
	-

	EIQ*TIA
	0.015124
	0.001929
	7.84
	0.001
	0.011343
	0.018905
	***

	INF
	-0.00103
	0.00014
	-7.34
	0.0032
	-0.0013
	-0.00754
	***

	Constant
	-0.48464
	0.077908
	-6.22
	0.002
	-0.63734
	-0.33195
	***

	Countries
	49
	Sargan
(P-value)
	0.99

	Observations
	1434
	AR1
(P-value)
	0.00

	No. of
Instruments
	471
	AR2
(P-value)
	0.66


Note: ***, **, * denote significance at 0.01, 0.05 and 0.10 level respectively.
Table 4.4.2 shows the joint impact of economic institutional quality and international assistance on economic growth of developing nations. Econometric model has also taken FDI, capital, labor force and inflation as independent variables to see their impact on economic growth of developing countries. Regression results of panel GMM method postulate that capital and labor force play positive and significant role to determine the economic development of 49 developing nations under our study. While the impact of FDI is positive and insignificant. Reported results show that negative and significant impact of inflation exists on economic growth. 1-unit increase in inflation rate causes 0.001 percent decrease in economic growth. Finally, results show that the role of international assistance may prove positive and significant when quality of economic institutions is better and it works for the betterment of international assistance. Regression results show that by improving economic institutional quality, the impact of foreign assistance may also be increased. 1 percent increase in economic institutional quality along with international assistance there will be increase economic growth rate by 0.015 percent in developing countries. The joint effect of foreign assistance and institutional quality can be complementary in some cases. When foreign assistance is channeled into countries with strong economic institutions, it can strengthen the positive effects of good governance. International assistance can be more effective in such environments, as it can be used efficiently and contribute to sustainable development. The P value of Sargan reports in the table 4.4.2 is 1 which show that there is no identification problem in the said model. “P” value of AR1 shows the existence of autocorrelation problem at first step which is insignificant at AR2. So, there is no problem of autocorrelation in the model.     
In the next table 4.4.3, study reports the interaction of political institution with international assistance and their impact on economic growth of developing nations. 














Table No. 4.4.3 Interaction of international Assistance with Political Institutional Quality and its impact on Economic Growth: Panel GMM Approach
	Variables
	Coef.
	S.E
	Z-value
	P-value
	[95%  Conf.  Interval
	Sig

	LGDPPC(-1)
	0.937161
	0.009255
	101.26
	0.0001
	0.919022
	0.9553
	***

	K
	0.003564
	0.00428
	8.34
	0.001
	0.000273
	0.00044
	***

	L
	0.094604
	0.021395
	4.42
	0.001
	0.052671
	0.136538
	***

	FDI
	0.004572
	0.000188
	2.43
	0.015
	0.00889
	0.000826
	***

	PIQ*LTIA
	0.026966
	0.001544
	17.46
	0.001
	0.02394
	0.029992
	***

	INF
	-0.00132
	0.00234
	-5.63
	0.001
	-0.00018
	-0.00086
	***

	Constant
	-0.55259
	0.128629
	-4.3
	0.001
	-0.8047
	-0.30048
	***

	Countries
	49
	Sargan
(P-value)
	0.98

	Observations
	1465
	AR1
(P-value)
	0.00

	No. of
Instruments
	471
	AR2
(P-value)
	0.28


Note: ***, **, * denote significance at 0.01, 0.05 and 0.10 level respectively.

Table 4.4.3 shows the joint impact of political institutional quality and international assistance on economic growth of developing countries. Econometric model also considers FDI, capital, labor force and inflation as independent variables to see their impact on economic growth of developing countries. Regression results of panel GMM method postulates that all independent variables play positive and significant role to determine the economic development of 49 developing nations under our study except inflation which is negative and significant. Regression results show that 1-unit increase in capital stock causes 0.003 percent increase in economic growth. In the same way 1 percent increase in labor force boosts the economic growth by 0.094 percent. Results also shows that 1unit increase in inflation rate causes 0.001 percent decrease in economic growth. Finally, results show that the role of international assistance may prove positive and significant when quality of political institutions is better and it works for the betterment of international assistance. Regression results show that by improving political institutional quality, the impact of foreign assistance may also be increased (Wright, J., & Winters, M., 2010). 1 percent increase in combine effect of international assistance with political institutions results 0.02 percent increase in economic growth of developing nations.
In the next table 4.4.4, study reports interaction of legal institution with international assistance and their impact on economic growth of developing nations. 

Table No. 4.4.4 Interaction of international Assistance with Legal Institutional Quality and its impact on Economic Growth: Panel GMM Approach
	Variables
	Coef.
	S.E
	Z-value
	P-value
	[95%  Conf.  Interval
	Sig

	LGDPPC(-1)
	0.959832
	0.007294
	131.59
	0.0001
	0.945536
	0.974128
	***

	K
	0.003833
	0.00343
	11.18
	0.001
	0.000316
	0.000451
	***

	L
	0.096555
	0.018028
	5.36
	0.001
	0.06122
	0.13189
	***

	FDI
	0.004721
	0.001762
	2.68
	0.007
	0.000127
	0.000817
	***

	LIQ*LTIA
	0.011673
	0.001786
	6.53
	0.001
	0.008172
	0.015175
	***

	INF
	-0.00163
	0.00246
	-6.64
	0.001
	-0.00021
	-0.00011
	***

	Constant
	-0.5781
	0.106142
	-5.45
	0.001
	-0.78613
	-0.37007
	***

	Countries
	49
	Sargan
(P-value)
	0.98

	Observations
	1434
	AR1
(P-value)
	0.00

	No. of
Instruments
	471
	AR2
(P-value)
	0.63


Note: ***, **, * denote significance at 0.01, 0.05 and 0.10 level respectively.
Table 4.4.4 shows the joint impact of legal institutional quality and international assistance on economic growth of developing nations. Econometric model includes FDI, capital, labor force and inflation as independent variables to see their impact on economic growth of developing countries. Regression results of panel GMM method postulates that all independent variables play positive and significant role to determine the economic development of 49 developing nations under our study except inflation which is negative but significant. Regression results show that 1-percent increase in capital stock results 0.003 percent increases in economic growth. In the same way 1 percent increase in labor force boosts the economic growth by 0.096 percent. Table 4.4.4 also reports that 1percent increase in inflation rate causes 0.001 percent decrease in economic growth. Finally, results show that the role of international assistance may prove positive and significant when quality of political institutions is better and it works for the betterment of international assistance. Regression result shows that by improving legal institutional quality, the impact of foreign assistance may also be increases. 1 percent increase in combine effect of international assistance with legal institutional quality results 0.011 percent increase economic growth of developing nations. 
[bookmark: _Toc152664837]4.5 Institutional Quality, Foreign Direct Investment, Project Based Assistance and Economic Growth in Developing States:
In the previous section, different econometric models use the variable of total assistance received by a nation from donor. In this section the data of foreign assistance received from United Nation Development Program is used. The purpose of this assistance is to reduce income inequality and to reduce poverty in developing nations by supporting them. This study use UNDP aid as proxy of Project base assistance. This section of the study reports different behaviors of institutional quality with FDI and project base assistance and their impact on economic growth of developing nations. Econometric models 3.2.10, 3.2.11, 3.2.12, 3.2.13 has been explained in above:
By using panel GMM, econometric results are reported as under:
Table No. 4.5.1 Effect of International Assistance, FDI and Institutional Quality on Economic Growth of Developing Economies: Panel GMM Approach
	Variables
	Coef.
	S.E
	Z-value
	P-value
	[95%  Conf.  Interval
	Sig

	LGDPPC(-1)
	0.948306
	0.004864
	194.98
	0.0001
	0.938774
	0.957839
	***

	K
	0.00352
	0.00269
	13.11
	00.001
	0.02994
	0.04047
	***

	L
	0.091645
	0.013713
	6.68
	00.001
	0.064769
	0.118521
	***

	IQ
	0.342097
	0.024779
	13.81
	0.001
	0.293532
	0.390662
	***

	PIA
	0.016695
	0.002397
	6.97
	00.001
	0.011998
	0.021392
	***

	FDI
	0.001348
	0.000116
	11.61
	00.001
	0.001121
	0.001576
	***

	INF
	-0.00307
	0.00083
	-3.54
	00.001
	-0.00477
	-0.00137
	***

	Constant
	-0.73522
	0.09022
	-8.15
	00.001
	-0.91204
	-0.55839
	***

	Countries
	49
	Sargan
(P-value)
	0.98

	Observations
	1434
	AR1
(P-value)
	0.00

	No. of
Instruments
	470
	AR2
(P-value)
	0.26


Note: ***, **, * denote significance at 0.01, 0.05 and 0.10 level respectively.
Reported results in table 4.5.1 elaborate the association of institutional quality, FDI and project based assistance on economic growth of developing countries combined with some control variables like labor, capital and inflation. Describe outcomes show the presence of positive and significance relationship of all said variables on economic growth of developing nations except inflation which is negative but significant. Tabulated value postulates that 1 unit change in IQ leads to 0.342 percent increase on economy growth. Further results also find positive and significant impact of project based assistance and FDI on economic growth of developing nations. 1 -unit increase in FDI results 0.0013 percent increase in economic growth of developing nations. Same way, 1 percent increase the project based assistance results 0.016 percent increase in economic growth of developing nations at 1% level of significance. Econometric results also confirm the presence of negative and significance impact of inflation in economic growth. 1percent increase in inflation leads to 0.003 percent decrease in economic growth of developing countries. The P value of Sargan reports in the table 4.5.1 is 1 which show that there is no identification problem in the said model. “P” value of AR1 shows the existence of autocorrelation problem at first step which is insignificant at AR2. So, there is no problem of autocorrelation in the model.      
Now in the next tables, study use segregate forms of institutional quality like economic institutions, political institutions and legal institutions and find their impact on economic growth of developing countries.
Table 4.5.2 International Assistance, FDI and Economic Institutional Quality on Economic Growth of Developing Economies: Panel GMM Approach
	Variables
	Coef.
	S.E
	Z-value
	P-value
	[95%  Conf.  Interval
	Sig

	LGDPPC(-1)
	0.956065
	0.006831
	139.97
	0.0001
	0.942678
	0.969453
	***

	K
	0.003884
	0.00389
	9.97
	0.001
	0.003121
	0.004647
	***

	L
	0.075024
	0.024393
	3.08
	0.002
	0.027216
	0.122833
	***

	EIQ
	0.135951
	0.01472
	9.24
	0.001
	0.107101
	0.164801
	***

	LPIA
	0.010561
	0.003435
	3.07
	0.002
	0.003829
	0.017292
	***

	FDI
	0.003609
	0.00189
	1.91
	0.056
	-0.0096
	0.007312
	*

	INF
	-0.00605
	0.0097
	-6.07
	0.001
	-0.008
	-0.00409
	***

	Constant
	-0.5045
	0.160517
	-3.14
	0.002
	-0.8191
	-0.18989
	***

	Countries
	49
	Sargan
(P-value)
	0.99

	Observations
	1434
	AR1
(P-value)
	0.00

	No. of
Instruments
	471
	AR2
(P-value)
	0.32


Note: ***, **, * denote significance at 0.01, 0.05 and 0.10 level respectively.
Reported results in table 4.5.2 find the relationship of economic institutional quality, FDI and projected assistance with economic growth of developing states combined with some control variables like labor, capital and inflation. Estimated results show the presence of positive and significance relationship of all said variables with economic growth of developing nations. The coefficient value indicates that 1 unit change in EIQ leads to 0.135 percent increase in economy growth. Results find positive and significant impact of project based assistance and FDI with economic growth of developing countries. I unit increase in FDI indicates 0.003 percent increase in economic growth of developing countries. Same way, 1 percent increase in the project based assistance results 0.01 percent increase in economic growth of developing nations at 1% level of significance. Econometric results also confirm the presence of negative and significance impact of inflation on economic growth. 1percent increase in inflation leads to 0.006 percent decrease in economic growth of developing countries. The P value of Sargan report in the table4.5.2 is 1 which show that there is no identification problem in the said model. “P” value of AR1 shows the existence of autocorrelation problem at first step which is insignificant at AR2. So, there is no problem of autocorrelation in the model.     
Table 4.5.3 reports the presence of political institution in the model in the presence of project based assistance and their impact has been checked on economic growth.










Table 4.5.3 International Assistance, FDI and Political Institutional Quality on Economic Growth of Developing Economies: Panel GMM Approach
	
Variables
	Coef.
	S.E
	Z-value
	P-value
	[95%  Conf.  Interval
	Sig

	LGDPPC(-1)
	0.938507
	0.00509
	184.38
	0.0001
	0.928531
	0.948483
	***

	K
	0.003609
	0.00497
	7.26
	0.001
	0.002634
	0.04583
	***

	L
	0.102592
	0.019718
	5.2
	0.001
	0.063946
	0.141237
	***

	PIQ
	0.284094
	0.025828
	11
	0.001
	0.233471
	0.334716
	***

	LPIA
	0.011951
	0.002963
	4.03
	0.001
	0.006144
	0.017759
	***

	FDI
	0.006181
	0.000255
	2.43
	0.015
	0.001187
	0.001118
	***

	INF
	-0.00824
	0.00238
	-3.47
	0.001
	-0.00129
	-0.00358
	***

	Constant
	-0.71525
	0.137953
	-5.18
	0.001
	-0.98564
	-0.44487
	***

	Countries
	49
	Sargan
(P-value)
	0.98

	Observations
	1465
	AR1
(P-value)
	0.00

	No. of
Instruments
	471
	AR2
(P-value)
	0.10


Note: ***, **, * denote significance at 0.01, 0.05 and 0.10 level respectively.
Reported results in table 4.5.3 find the impact of political institutional quality, FDI and project based assistance on economic growth of developing countries combined with some supporting variables like labor, capital and inflation. Estimated results show the presence of positive and significance relationship of labour, capital, project based assistance, political institution and FDI with economic growth of developing nations. Presented values show that 1 unit change in PIQ leads to 0.28 unit increase the growth of economy. Further results find positive and significant impact of FDI in economic growth of developing countries. I unit increase in FDI causes 0.006 percent increase in the growth of developing economies. Same way, 1 percent increase the inflation causes 0.008 percent decreases in economic growth of developing nations. In the next table 4.5.4, study reports the presence of legal institution in the model than the reaction of economic growth in case of developing nations.
Table 4.5.4 International Assistance, FDI and Legal Institutional Quality on Economic Growth of Developing Economies: Panel GMM Approach
	Variables
	Coef.
	S.E
	Z-value
	P-value
	[95%  Conf.  Interval
	Sig

	LGDPPC(-1)
	0.958248
	0.00414
	231.47
	0.0001
	0.950135
	0.966362
	***

	K
	0.004391
	0.000464
	9.47
	0.001
	0.000348
	0.00053
	***

	L
	0.112086
	0.013309
	8.42
	0.001
	0.086002
	0.138171
	***

	LIQ
	0.088697
	0.017559
	5.05
	0.001
	0.054282
	0.123113
	***

	LPIA
	0.009334
	0.002428
	3.84
	0.001
	0.004575
	0.014093
	***

	FDI
	0.009814
	0.000261
	3.76
	0.001
	0.00047
	0.001493
	***

	INF
	-0.00107
	0.000266
	-4.03
	0.001
	-0.00016
	-0.00055
	***

	Constant
	-0.73845
	0.099242
	-7.44
	0.001
	-0.93296
	-0.54394
	***

	Countries
	49
	Sargan
(P-value)
	0.98

	Observations
	1470
	AR1
(P-value)
	0.00

	No. of
Instruments
	470
	AR2
(P-value)
	0.24


Note: ***, **, * denote significance at 0.01, 0.05 and 0.10 level respectively.
Results in the table 4.5.4 find the impact of legal institutional quality, FDI and project based assistance on economic growth of developing countries combined with some control variables. Econometric results show the presence of positive and significance relationship of labour, capital, legal institution, project based assistance and FDI with economic growth of developing nations at 1 percent level of significant. The impact of inflation is concerned, it is negative and significant. Presented value shows that 1 unit change in LIQ leads to 0.088 percent increase in the growth of economy. Further results also find positive and significant impact of FDI on economic growth of developing countries. I unit increase in FDI causes 0.9 percent increase the economic growth of developing countries. Same way, 1 percent increase in inflation rate causes 0.1 percent decreases economic growth of developing countries.     
4.6 Interaction of Different Forms of institutions with Project Based Assistance and Economic Growth in Developing States:
This part of study explains the joint effect of institutional quality with project based assistance on economic growth of developing states in the presence of FDI. Project based assistance may work better along with the role of institutions. In this case, 3.2.14, 3.2.15, 3.2.16, 3.2.17, are the econometric forms which we discussed one by one in the previous chapter.
The study has used panel GMM econometrics technique to see the joint impact of project based assistance and institutions on economic growth in case of 49 developing nations. Following are the results of first model in Table 4.6.1.


















Table No. 4.6.1 Interaction of international Assistance with Institutional Quality and its impact on Economic Growth: Panel GMM Approach
	Variables
	Coef.
	S.E
	Z-value
	P-value
	[95%  Conf.  Interval
	Sig

	LGDPPC(-1)
	0.952779
	0.003741
	254.71
	0.0001
	0.945448
	0.960111
	***

	K
	0.004024
	0.00349
	11.53
	0.001
	0.00334
	0.000471
	***

	L
	0.091705
	0.011857
	7.73
	0.001
	0.068466
	0.114943
	***

	IQ*LPIA
	0.040547
	0.003005
	13.49
	0.001
	0.034657
	0.046437
	***

	FDI
	0.001504
	0.000203
	0.74
	0.458
	-0.00025
	0.000548
	-

	INF
	-0.00749
	0.00212
	-3.54
	0.001
	-0.00116
	-0.00334
	***

	Constant
	-0.59689
	0.071365
	-8.36
	0.001
	-0.73676
	-0.45702
	***

	Countries
	49
	Sargan
(P-value)
	0.98

	Observations
	1434
	AR1
(P-value)
	0.00

	No. of
Instruments
	470
	AR2
(P-value)
	0.19


Note: ***, **, * denote significance at 0.01, 0.05 and 0.10 level respectively.
Table 4.6.1 report the statistical association among FDI, institutional quality interaction with project based assistance and economic growth of developing countries. Econometric results show that project based assistance plays significant role to determine the economic growth of developing nations when these nations improve the quality of their institutions. Table 4.6.1 shows positive and insignificant impact of FDI on economic growth. Finally, results show positive and significant impact of labor force and capital on economic growth of developing nations. In the end, reported results suggest negative and significance impact of inflation on economic growth of developing nations. 1 percent increase in inflation results .74 percent decrease in the growth of developing nations. Next table 4.6.2 reports interaction of economic institution with project based assistance and their impact on economic growth of developing nations. 
Table 4.6.2 Interaction of Project based Assistance with Economic Institutional Quality and its impact on Economic Growth: Panel GMM Approach
	Variables
	Coef.
	S.E
	Z-value
	P-value
	[95%  Conf.  Interval
	Sig

	LGDPPC(-1)
	0.959196
	0.004533
	211.61
	0.0001
	0.950312
	0.968081
	***

	K
	0.003947
	0.00402
	9.82
	0.001
	0.003159
	0.004735
	***

	L
	0.06483
	0.013922
	4.66
	0.001
	0.037544
	9.21E-02
	***

	EIQ*LPIA
	0.023205
	0.001624
	14.29
	0.001
	0.020023
	0.026387
	***

	FDI
	0.002492
	0.002178
	1.14
	0.253
	-0.00018
	0.006762
	-

	INF
	-0.00636
	0.00128
	-4.98
	0.001
	-0.00089
	-0.00039
	***

	Constant
	-0.38134
	0.080238
	-4.75
	0.001
	-0.5386
	-0.22407
	***

	Countries
	49
	Sargan
(P-value)
	0.99

	Observations
	1470
	AR1
(P-value)
	0.00

	No. of
Instruments
	471
	AR2
(P-value)
	0.34


Note: ***, **, * denote significance at 0.01, 0.05 and 0.10 level respectively.
Table 4.6.2 show the joint impact of economic institutional quality and project based assistance with economic growth of developing nations. Econometric model takes FDI, capital, labor force and inflation as independent variables to see their impact on economic growth of developing countries. Regression results of panel GMM method postulate that capital and labor force play positive and significant role to determine the economic development of 49 developing nations. The impact of FDI is positive and insignificant on the growth of developing countries. Reported results show that adverse and significant impact of inflation exists with economic growth. 1-percent increase in inflation rate causes 0.6 percent decrease in economic growth. Finally, results show that the role of project based assistance may prove positive and significant when quality of economic institutions is better. Regression results show that by improving economic institutional quality, the impact of project based foreign assistance may also be increased. 1 percent increase in project based assistance combine with economic institution result 2.32 percent increase in economic growth of developing nations. The P value of Sargan report in the table 4.6.2 is 1 which shows that there is no identification problem in the said model. “P” value of AR1 shows the existence of autocorrelation problem at first step which is insignificant at AR2. So, there is no problem of autocorrelation in the model.     
Table 4.6.3, study shows interaction of political institution with project based assistance and their impact on economic growth of developing nations. 
Table 4.6.3 Interaction of Project based Assistance with Political Institutional Quality and its impact on Economic Growth: Panel GMM Approach
	Variables
	Coef.
	S.E
	Z-value
	P-value
	[95%  Conf.  Interval
	Sig

	LGDPPC(-1)
	0.946002
	0.007847
	120.56
	0.0001
	0.930622
	0.961382
	***

	K
	0.003625
	0.00303
	11.96
	0.001
	0.000303
	0.000422
	***

	L
	0.094771
	0.022624
	4.19
	0.001
	0.050428
	0.139114
	***

	PIQ*LPIA
	0.041121
	0.002566
	16.02
	0.001
	0.036091
	0.04615
	***

	FDI
	0.005314
	0.001943
	2.73
	0.006
	0.000151
	0.000912
	***

	INF
	-0.0093
	0.00209
	-4.44
	0.001
	-0.00013
	-0.00517
	***

	Constant
	-0.59666
	0.14092
	-4.23
	0.001
	-0.87286
	-0.32047
	***

	Countries
	49
	Sargan
(P-value)
	0.98

	Observations
	1470
	AR1
(P-value)
	0.00

	No. of
Instruments
	471
	AR2
(P-value)
	0.79


Note: ***, **, * denote significance at 0.01, 0.05 and 0.10 level respectively.
Table 4.6.3 shows the joint impact of political institutional quality and project based assistance with economic growth of developing nations. Econometric model considers FDI, capital, labor force and inflation as independent variables to see their impact on economic growth of developing states. Regression results of panel GMM method postulates that all independent variables play positive and significant role to determine the economic development of 49 developing nations under our study except inflation which is negative but significant. Regression results show that 1-percent increase in capital stock causes 0.3 percent increase in economic growth. In the same way 1 percent increase in labor force boost the economic growth by 9.4 percent. Table 4.6.3 reports that 1 percent increase in inflation rate causes 0.9 percent decrease the economic growth. Finally, results show that the role of project based assistance may prove positive and significant when quality of political institutions is better and it works for the betterment of project based assistance. Regression results show that by improving political institutional quality, the impact of foreign assistance may also be increases. 1 percent increase in joint impact of international assistance resulted with political institutional quality causes 4.1 percent increase in economic growth of developing nations. The P value of Sargan report in the table 4.6.3 is 1 which show that there is no identification problem in the said model. “P” value of AR1 shows the existence of autocorrelation problem at first step which is insignificant at AR2. So, there is no problem of autocorrelation in the model.     
In the next table 4.6.4, study reports interaction of legal institution with international assistance and their impact on economic growth of developing nations. 




Table 4.6.4 Interaction of Project based Assistance with Legal Institutional Quality and its impact on Economic Growth: Panel GMM Approach
	Variables
	Coef.
	S.E
	Z-value
	P-value
	[95%  Conf.  Interval
	Sig

	LGDPPC(-1)
	0.960676
	0.003605
	266.5
	0.0001
	0.953611
	0.967741
	***

	K
	0.004088
	0.00404
	10.12
	0.001
	0.00033
	0.000488
	***

	L
	0.100048
	0.010719
	9.33
	0.001
	0.079039
	0.121057
	***

	LIQ*LPIA
	0.013276
	0.001935
	6.86
	0.001
	0.009483
	0.017069
	***

	FDI
	0.008289
	0.000215
	3.85
	0.001
	0.000407
	0.001251
	***

	INF
	-0.00924
	0.00177
	-5.22
	0.001
	-0.00013
	-0.00577
	***

	Constant
	-0.60013
	0.069566
	-8.63
	0.001
	-0.73647
	-0.46378
	***

	Countries
	49
	Sargan
(P-value)
	0.98

	Observations
	1465
	AR1
(P-value)
	0.00

	No. of
Instruments
	470
	AR2
(P-value)
	0.31


Note: ***, **, * denote significance at 0.01, 0.05 and 0.10 level respectively.
Table 4.6.4 shows the joint impact of legal institutional quality and project based assistance on economic growth of developing nations. Econometric model takes FDI, capital, labor force and inflation as independent variables to see their impact on economic growth of developing countries. Regression results of panel GMM method postulates that all independent variables play positive and significant role to determine the economic development of 49 developing nations under our study except inflation which is negative but significant. Regression results show that 1-percent increase in capital stock causes 0.4 percent increase in economic growth. In the same way, 1 percent increase in labor force boosts the economic growth by 10 percent. The impact of FDI on economic growth is positive and significant. 1 unit increase in FDI causes 0.008 percent increase of economic growth. Table 4.6.4 shows that 1percent increase in inflation rate causes 0.9 percent decrease in economic growth. Finally, results show that the role of project based assistance may prove positive and significant when quality of political institutions is better and it works for the betterment of project based assistance. 1 percent increase in international assistance combine with legal institutional quality causes 1.3 percent increase in economic growth of developing nations.   
4.7 Institutional Quality interaction with Foreign Direct Investment, International Assistance and Economic Growth in Developing Countries:
This part of study explains the joint effect of institutional quality with FDI on economic growth of developing countries in the presence of international assistance. FDI may work better along with the role of institutions. In this case, regression 3.2.18, 3.2.19, 3.2.20, 3.2.21, are the econometric forms which we discussed in above chapter 3.
The study has used panel GMM econometrics technique to see the joint impact of FDI and institutions on economic growth in case of 49 developing nations. Following are the results of first model in Table 4.7.1.







Table No. 4.7.1: Institutional Quality interaction with Foreign Direct Investment, International Assistance and Economic Growth Panel GMM Approach
	Variables
	Coef.
	S.E
	Z-value
	P-value
	[95%  Conf.  Interval
	Sig

	LGDPPC(-1)
	0.955177
	0.004658
	205.06
	0.0001
	0.946047
	0.964306
	***

	K
	0.004017
	0.000385
	10.45
	0.001
	0.003263
	0.00477
	***

	LL
	0.084461
	0.009299
	9.08
	0.001
	0.066236
	0.102685
	***

	IQ*FDI
	0.002707
	0.000468
	5.78
	0.001
	0.00179
	0.003624
	***

	LTIA
	0.002537
	0.002438
	1.04
	0.298
	-0.00224
	0.007315
	-

	INF
	-0.00145
	0.00218
	-6.68
	0.001
	-0.00188
	-0.00103
	***

	Constant
	-0.45803
	0.06689
	-6.85
	0.001
	-0.58914
	-0.32693
	***

	Countries
	49
	Sargan
(P-value)
	0.98

	Observations
	1434
	AR1
(P-value)
	0.00

	No. of
Instruments
	470
	AR2
(P-value)
	0.33


Note: ***, **, * denote significance at 0.01, 0.05 and 0.10 level respectively.
In table 4.7.1 interaction term between FDI and institutional quality has been used to see their joint effect on economic growth. Econometric results of the study investigate positive and significant impact of labor force, capital and joint effect of institutional quality along with FDI in case of developing countries. Whereas, the impact of international assistance is positive and insignificant. Results also confirms negative and significant impact of inflation on economic growth. Table 4.7.1 show that 1-percent increase in capital stock boosts the economic growth by 0.004 percent. 1 percent increase in labor force increases the economic growth by 0.084 percent. Econometric results show that the joint impact of FDI along with institutions improves the economic growth of developing nations. Results show that on average 1-unit increase in combine effect of FDI with institutional quality causes 0.002 percent increase in economic growth of developing countries. FDI and institutional quality can have a complementary relationship. When FDI flows into countries with strong institutional quality, it can amplify the positive effects of good governance. FDI can be more effective in these environments, as it can be used efficiently and contribute to sustainable development. FDI can also stimulate improvements in institutional quality. The presence of multinational corporations often puts pressure on governments to enhance transparency, reduce corruption, and strengthen the rule of law to attract more investment. Results show that 1-percent increase in inflation causes to decrease the economy growth by 0.001 percent. The P value of Sargan reports in table 4.7.1 is 1 which shows that there is no identification problem in the said model. “P” value of AR1 shows the existence of autocorrelation problem at first step which is insignificant at AR2. So, there is no problem of autocorrelation in the model.          
Now, study uses segregate forms of institutional quality like economic institutions, political institutions and legal institutions to see their joint effect with FDI on economic growth of developing states. 







Table No. 4.7.2: Economic Institutional Quality interaction with Foreign Direct Investment and Economic Growth Panel GMM Approach
	Variables
	Coef.
	S.E
	Z-value
	P-value
	[95%  Conf.  Interval
	Sig

	LGDPPC(-1)
	0.954152
	0.005376
	177.48
	0.0001
	0.943615
	0.964689
	***

	K
	0.003872
	0.00249
	15.53
	0.001
	0.03384
	0.004361
	***

	L
	0.084228
	0.010633
	7.92
	0.001
	0.063387
	0.105069
	***

	EIQ*FDI
	0.003207
	0.000427
	7.5
	0.001
	0.00237
	0.0045
	***

	LTIA
	0.003558
	0.003061
	1.16
	0.245
	-0.00244
	0.009558
	-

	INF
	-0.00135
	0.00214
	-6.31
	0.001
	-0.00177
	-0.00932
	***

	Constant
	-0.46132
	0.076216
	-6.05
	0.001
	-0.6107
	-0.31194
	***

	Countries
	49
	Sargan
(P-value)
	0.99

	Observations
	1465
	AR1
(P-value)
	0.00

	No. of
Instruments
	471
	AR2
(P-value)
	0.32


Note: ***, **, * denote significance at 0.01, 0.05 and 0.10 level respectively.
In table 4.7.2 interaction term between FDI and economic institutional quality has been used to see their joint effect on economic growth. Econometric results of the study examine positive and significant impact of labor force, capital and simultaneous effect of institutional quality along with FDI in case of developing countries. While the impact of international assistance is positive but insignificant. Study shows negative and significant impact of inflation on economic growth. Table 4.7.2 shows that 1-percent increase in capital stock boosts the economic growth by 0.003 percent. 1 percent increase in labor force increases the economic growth by 0.084 percent. Econometric result shows that the interaction of FDI with economic institutions is positively and significantly associated with economic growth of developing countries. 1 unit increases the joint effect of FDI and economic institutions causes 0.003 percent increase in economic growth of developing nations. Finally, results show that 1-percent increase in inflation decreases the economy growth by 0.001 percent.        
Table 4.7.3. show the regression results of simultaneous effect of political institutions with FDI on economic growth of developing nations. 
Table No. 4.7.3: Political Institutional Quality interaction with Foreign Direct Investment and Economic Growth Panel GMM Approach
	Variables
	Coef.
	S.E
	Z-value
	P-value
	[95%  Conf.  Interval
	Sig

	LGDPPC(-1)
	0.954837
	0.004728
	201.96
	0.003
	0.945571
	0.964103
	***

	K
	0.004014
	0.00386
	10.39
	0.001
	0.003257
	0.004771
	***

	L
	0.084689
	0.009374
	9.03
	0.01
	0.066318
	0.103061
	***

	PIQ*FDI
	0.002763
	0.00044
	6.29
	0.032
	0.001901
	0.003624
	***

	LTIA
	0.002475
	0.002413
	1.03
	0.305
	-0.00225
	0.007204
	-

	INF
	-0.00146
	0.00216
	-6.77
	0.01
	-0.00188
	-0.00104
	***

	Constant
	-0.45797
	0.066815
	-6.85
	0.002
	-0.58893
	-0.32702
	***

	Countries
	49
	Sargan
(P-value)
	0.98

	Observations
	1465
	AR1
(P-value)
	0.00

	No. of
Instruments
	471
	AR2
(P-value)
	0.32


Note: ***, **, * denote significance at 0.01, 0.05 and 0.10 level respectively.
In table 4.7.3 interaction term between FDI and political institutional quality has been used to see their joint effect on economic growth. Econometric results of the study show positive and significant effect of labor force, capital and simultaneous effect of political institutional quality along with FDI in case of developing countries. When the impact of international assistance is positive but insignificant. Further, study also show the negative and significant impact of inflation and economic growth. Table 4.7.3 show that 1-percent increase in capital stock boosts the economic growth by 0.004 percent. 1 percent increase in labor force increases the economic growth by 0.084 percent. Econometric result shows that the interaction of FDI with political institutions is positively and significantly associated with economic growth of developing countries. 1 unit increases the joint effect of FDI and political institutions causes 0.003 percent increase in economic growth of developing nations. Results show that 1-percent increase in inflation decreases the economy growth by 0.001 percent. The P value of Sargan reports in the table 4.7.3 is 1 which show that there is no identification problem in the said model. “P” value of AR1 shows the existence of autocorrelation problem at first step which is insignificant at AR2. So, there is no problem of autocorrelation in the model.          
Lastly, study uses simultaneous effect of legal institutions with FDI of developing nations to see its joint impact on economic growth. Following table 4.7.4 show the regression results of the regression equation 3.2.21. 












Table No. 4.7.4: Legal Institutional Quality interaction with Foreign Direct Investment and Economic Growth Panel GMM Approach
	Variables
	Coef.
	S.E
	Z-value
	P-value
	[95%  Conf.  Interval
	Sig

	LGDPPC(-1)
	0.95575
	0.004699
	203.41
	0.001
	0.946541
	0.964959
	***

	K
	0.004019
	0.00387
	10.4
	0.003
	0.000326
	0.000478
	***

	L
	0.085512
	0.009453
	9.05
	0.023
	0.066984
	0.10404
	***

	LIQ*FDI
	0.002178
	0.000488
	4.46
	0.001
	0.001221
	0.003135
	***

	LTIA
	0.002358
	0.00238
	0.99
	0.322
	-0.00231
	0.007024
	-

	INF
	-0.00147
	0.00222
	-6.64
	0.01
	-0.00019
	-0.0001
	***

	Constant
	-0.46504
	0.067498
	-6.89
	0.002
	-0.59734
	-0.33275
	***

	Countries
	49
	Sargan
(P-value)
	0.98

	Observations
	1465
	AR1
(P-value)
	0.00

	No. of
Instruments
	470
	AR2
(P-value)
	0.34


Note: ***, **, * denote significance at 0.01, 0.05 and 0.10 level respectively.
Table 4.7.4 interaction term between FDI and legal institutional quality has been used to see their joint effect on economic growth. Econometric results of the study find positive and significant effect of labor force, capital and simultaneous effect of legal institutional quality along with FDI in case of developing countries. When the impact of international assistance is positive and insignificant. Study shows negative and significant impact of inflation on economic growth. Table 4.7.4 shows that 1-percent increase in capital stock boosts the economic growth by 0.004 percent. 1 percent increase in labor force increases the economic growth by 0.085 percent. Econometric result shows that the interaction of FDI with legal institutions is positively and significantly associated with economic growth of developing countries. 1 unit increases the joint effect of FDI and economic institutions causes 0.002 percent increase in economic growth of developing nations. Finally, results show that 1-percent increase in inflation decreases the economy growth by 0.001 percent. 
[bookmark: _Toc152664838]4.8 Institutional Quality interaction with both Foreign Direct Investment and International Assistance to see Behavior of Economic Growth in Developing Countries:
Current part of study reveals the joint effect of institutional quality with FDI and international assistance on economic growth of developing countries. FDI and international assistance may work better along with the role of institutions. In this case, equation 3.2.22, 3.2.23, 3.2.24 and 3.2.25 explained in chapter 3 are the econometric forms which we discussed one by one.
The study has uses panel GMM econometrics technique to see the joint impact of FDI and institutions as well as with international assistance on economic growth in case of 49 developing nations. Following are the results of equation no 3.2.22 in Table 4.8.1.










Table No. 4.8.1: Institutional Quality interaction with Foreign Direct Investment and with International Assistance Panel GMM Approach
	Variables
	Coef.
	S.E
	Z-value
	P-value
	[95%  Conf.  Interval
	Sig

	LGDPPC(-1)
	0.941486
	0.008342
	112.86
	0.002
	0.925136
	0.957837
	***

	K
	0.003723
	0.00428
	8.7
	0.03
	0.002885
	0.004562
	***

	L
	0.091416
	0.016906
	5.41
	0.001
	0.05828
	0.124551
	***

	IQ*FDI
	0.001094
	0.000366
	2.99
	0.003
	0.000377
	0.001811
	***

	IQ*LIA
	0.02719
	0.003028
	8.98
	0.005
	0.021254
	0.033125
	***

	INF
	-0.00116
	0.00171
	-6.79
	0.001
	-0.0015
	-0.00825
	***

	Constant
	-0.54891
	0.097344
	-5.64
	0.01
	-0.7397
	-0.35812
	***

	Countries
	49
	Sargan
(P-value)
	0.98

	Observations
	1434
	AR1
(P-value)
	0.00

	No. of
Instruments
	470
	AR2
(P-value)
	0.59


Note: ***, **, * denote significance at 0.01, 0.05 and 0.10 level respectively.
Table 4.8.1 shows the joint effect of institutional quality with FDI and with international assistance. Econometric results of the study find positive and significant effect of labor force, capital and simultaneous effect of institutional quality along with FDI and institutional quality with international assistance on economic growth. Results show negative and significant impact of inflation and economic growth. Table 4.8.1 shows that 1-percent increase in capital stock boosts the economic growth by 0.003 percent. 1 percent increase in labor force increases the economic growth by 0.091 percent. Results show positive and significant impact of institutional quality (IQ) with FDI on economic growth. Results explains that I unit increase in simultaneous effect of FDI and IQ causes .001 percent increase in economic growth. Results shows positive and significant impact of institutional quality (IQ) with IA on economic growth. Result reveals that I unit increase in simultaneous effect of IA and IQ causes .02 percent increase in economic growth. Finally, results show that 1-percent increase in inflation decrease the economy growth by 0.001 percent. The P value of Sargan reports in the table is 4.8.1 which show that there is no identification problem in the said model. “P” value of AR1 shows the existence of autocorrelation problem at first step which is insignificant at AR2. So, there is no problem of autocorrelation in the model.
Now, study used segregate forms of institutions to find their joint impact with assistance and with FDI by using interaction term between them. 
Table No. 4.8.2: Economic Institutional Quality interaction with Foreign Direct Investment and with International Assistance Panel GMM Approach
	Variables
	Coef.
	S.E
	Z-value
	P-value
	[95%  Conf.  Interval
	Sig

	LGDPPC(-1)
	0.951353
	0.009545
	99.67
	0.0001
	0.932646
	0.97006
	***

	K
	0.00352
	0.00275
	12.79
	0.001
	0.02981
	0.00406
	***

	L
	0.070143
	0.019686
	3.56
	0.001
	0.031559
	0.108727
	***

	EIQ*FDI
	0.001482
	0.000411
	3.6
	0.001
	0.000676
	0.002288
	***

	EIQ*LIA
	0.014433
	0.002063
	7
	0.001
	0.01039
	0.018476
	***

	INF
	-0.00108
	0.00203
	-5.32
	0.001
	-0.00148
	-0.00683
	***

	Constant
	-0.38022
	0.112638
	-3.38
	0.001
	-0.60098
	-0.15945
	***

	Countries
	49
	Sargan
(P-value)
	0.99

	Observations
	1434
	AR1
(P-value)
	0.00

	No. of
Instruments
	471
	AR2
(P-value)
	0.63


Note: ***, **, * denote significance at 0.01, 0.05 and 0.10 level respectively.
Table 4.8.2 show the results of joint effect of economic institutional quality with FDI and with international assistance on economic growth. Interaction term between FDI with EIQ and IA with EIQ has been used to reveals their joint effect. Econometric results of the study find positive and significant effect of labor force, capital and simultaneous effect of economic institutional quality along with FDI and economic institutional quality with international assistance on economic growth in case of developing states. Study shows negative and significant impact of inflation and economic growth. Table 4.8.2 shows that 1-percent increase in capital stock boosts the economic growth by 0.003 percent. 1 percent increase in labor force increases the economic growth by 0.07 percent. Results show positive and significant impact of economic institutional quality (EIQ) with FDI on economic growth. Results explains that I unit increase in simultaneous effect of FDI and IQ causes .001 percent increase in economic growth. Results shows positive and significant impact of economic institutional quality (EIQ) with IA on economic growth. Result reveals that I unit increase in simultaneous effect of IA and EIQ causes .01 percent increase in economic growth. Finally, results show that 1-percent increase in inflation decrease the economy growth by 0.001 percent. 







Table No. 4.8.3: Political Institutional Quality interaction with Foreign Direct Investment and with International Assistance Panel GMM Approach
	Variables
	Coef.
	S.E
	Z-value
	P-value
	[95%  Conf.  Interval
	Sig

	LGDPPC(-1)
	0.937162
	0.006916
	135.51
	0.0001
	0.923608
	0.950717
	***

	K
	0.00343
	0.00029
	11.84
	0.001
	0.002862
	0.003998
	***

	L
	0.103138
	0.01344
	7.67
	0.001
	0.076797
	0.129479
	***

	PIQ*FDI
	0.001345
	0.000388
	3.47
	0.001
	0.000585
	0.002106
	***

	PIQ*IA
	0.026918
	0.001987
	13.55
	0.001
	0.023023
	0.030812
	***

	INF
	-0.00136
	0.00261
	-5.2
	0.001
	-0.00019
	-0.00844
	***

	Constant
	-0.61264
	0.079145
	-7.74
	0.001
	-0.76776
	-0.45752
	***

	Countries
	49
	Sargan
(P-value)
	0.98

	Observations
	1465
	AR1
(P-value)
	0.00

	No. of
Instruments
	471
	AR2
(P-value)
	0.27


Note: ***, **, * denote significance at 0.01, 0.05 and 0.10 level respectively.
Table 4.8.3 show the results of joint effect of political institutional quality (PIQ) with FDI and with international assistance on economic growth. Interaction term between FDI with PIQ and IA with PIQ has been used to reveals their joint effect. Econometric results of the study find positive and significant effect of labor force, capital and simultaneous effect of political institutional quality along with FDI and political institutional quality with international assistance on economic growth in case of developing states. Study shows negative and significant impact of inflation and economic growth. Table 4.8.2 shows that 1-percent increase in capital stock boosts the economic growth by 0.003 percent. 1 percent increase in labor force increases the economic growth by 0.103 percent. Results show positive and significant impact of political institutional quality (PIQ) with FDI on economic growth. Results explains that I unit increase in simultaneous effect of FDI and PIQ causes .001 percent increase in economic growth. Results shows positive and significant impact of political institutional quality (PIQ) with IA on economic growth. Result reveals that I unit increase in simultaneous effect of IA and PIQ causes .02 percent increase in economic growth. Finally, results show that 1-percent increase in inflation decrease the economy growth by 0.001 percent. 
Table No. 4.8.4 Legal Institutional Quality interaction with Foreign Direct Investment and with International Assistance Panel GMM Approach
	Variables
	Coef.
	S.E
	Z-value
	P-value
	[95%  Conf.  Interval
	Sig

	LGDPPC(-1)
	0.960994
	0.00741
	129.7
	0.0001
	0.946472
	0.975517
	***

	K
	0.003746
	0.00261
	14.33
	0.001
	0.000323
	0.000426
	***

	L
	0.092392
	0.017587
	5.25
	0.001
	0.057922
	0.126862
	***

	LIQ*FDI
	0.001084
	0.00397
	2.73
	0.006
	0.000306
	0.001862
	***

	LIQ*IA
	0.011179
	0.0018
	6.21
	0.001
	0.007652
	0.014707
	***

	INF
	-0.00167
	0.00262
	-6.36
	0.001
	-0.00022
	-0.00012
	***

	Constant
	-0.55109
	0.102162
	-5.39
	0.001
	-0.75132
	-0.35085
	***

	Countries
	49
	Sargan
(P-value)
	0.98

	Observations
	1434
	AR1
(P-value)
	0.00

	No. of
Instruments
	470
	AR2
(P-value)
	0.61


Note: ***, **, * denote significance at 0.01, 0.05 and 0.10 level respectively.
Table 4.8.3 show the results of joint effect of legal institutional quality (LIQ) with FDI and with international assistance on economic growth. Interaction term between FDI with LIQ and IA with LIQ has been used to reveals their joint effect. Econometric results of the study find positive and significant effect of labor force, capital and simultaneous effect of legal institutional quality along with FDI and legal institutional quality with international assistance on economic growth in case of developing states. Study shows negative and significant impact of inflation and economic growth. Table 4.8.3 shows that 1-percent increase in capital stock boosts the economic growth by 0.003 percent. 1 percent increase in labor force increases the economic growth by 0.09 percent. Results show positive and significant impact of legal institutional quality (LIQ) with FDI on economic growth. Results explains that I unit increase in simultaneous effect of FDI and LIQ causes .001 percent increase in economic growth. Results shows positive and significant impact of legal institutional quality (LIQ) with IA on economic growth. Result reveals that I unit increase in simultaneous effect of IA and LIQ causes .01 percent increase in economic growth. Finally, results show that 1-percent increase in inflation decrease the economy growth by 0.001 percent. 
[bookmark: _Toc152664839]4.9 Foreign Direct Investment and Institutional Quality in Developing States: 
This section reveals the impact of institutional quality to determine the FDI (foreign direct investment) in case of developing countries. In the basic model, the study investigates the impact of institutional quality at aggregate level to determine the FDI in case of developing nations. Further study simplified the model into sub models by using the segregate forms of institutions i.e. Model 3.2.26 reveals the impact of economic institutional quality on FDI in case of developing economies. Model 3.2.27 explores the impact of political institutional quality on FDI in case of developing states. In the Model 3.2.28, study examines the relationship of legal institutions with FDI of developing nations. Lastly in the Model 3.2.29, study examines the impact of all types of institutional quality like political economic and legal institutions in single model. Study included export to GDP ratio (EGDP), Tax to GDP ratio (TGDP) and GDP growth (GDPG) as control variables. The study simplified the models as under:
The study has used panel GMM econometrics technique to see the impact of institutional quality on foreign direct investment (FDI) in case of 49 developing nations. Following are the results of equation 3.2.26 in Table 4.9.1. 

Table No. 4.9.1 Effect of Institutional quality on FDI of Developing Economies: Panel GMM Approach

	Variables
	Coef.
	S.E
	Z-value
	P-value
	[95%  Conf.  Interval
	Sig

	FDI(-1)
	0.588113
	0.013681
	42.99
	0.01
	0.561299
	0.614927
	***

	IQ
	11.21032
	1.84659
	6.07
	0.003
	7.591074
	14.82957
	***

	XGDP
	0.019215
	0.004484
	4.29
	0.001
	0.010427
	0.028002
	***

	GDPG
	0.074389
	0.007212
	10.31
	0.001
	0.060253
	0.088525
	***

	TaxGDP
	-0.0026
	0.00422
	-0.62
	0.538
	-0.01087
	0.005669
	-

	Constant
	-5.14002
	0.851775
	-6.03
	0.001
	-6.80946
	-3.47057
	***

	Countries
	49
	Observations
	1470

	Sargan
(P-value)
	1.00
	Number of instruments    
	470

	AR1
(P-value)
	0.007
	AR2
(P-value)
	0.408


Note: *, **, *** indicate significant level at 0.1, 0.05 and 0.01 correspondingly.

Econometrics results of FDI and institutional quality model are reported in table 4.9.1. These results postulate that all variables are statistically significant at 1 percent except tax as share of GDP that is insignificant.  Table 4.9.1 reports that institutional quality at aggregate level has significant and positive impact on foreign direct investment (FDI) in case of 49 developing states through the era between 1990- 2020 (Bergougui and Murshed,. 2022). Coefficient of institutional quality reports in the table 4.9.1 is 11.21 which states that 1-unit increase in institutional quality increases the FDI of developing nations by 11.21 units. Strong institutional quality instills confidence in foreign investors. When institutions are transparent, stable, and predictable, investors are more likely to commit their capital to a country. This confidence is crucial because FDI often involves long-term commitments, and investors seek assurance that their investments will be protected. Effective institutions protect property rights, including those of foreign investors. When investors are confident that their assets and investments will not be subject to arbitrary expropriation or unfair treatment, they are more willing to invest in a country. Property rights protection is essential for attracting FDI, particularly in industries with significant intellectual property or physical assets. 
dions, the second best choice wasrowthl  growth. ping nations. veloping countries.e economic growth of deveping nconomic growthResults also show that the impact of export as share of GDP and GDP growth (GDPG) statistically positive and significant on foreign direct investment. Econometric results find negative and insignificant impact of tax as share of GDP on foreign direct investment. The P value of Sargan reports in the table 4.9.1 is 1 which show that there is no identification problem in the said model. “P” value of AR1 shows the existence of autocorrelation problem at first step which is insignificant at AR2. So, there is no problem of autocorrelation in the model.          

4.9.2 Foreign Direct Investment and Economic Institutional Quality in Developing Countries:
After checking the aggregate impact of institutional quality on foreign direct investment, now study uses segregate forms of institutional quality and see their impact on foreign direct investment in case of developing nations. Now, present study takes economic institutional quality (EIQ) as independent variable along with some control variables like export as share of GDP, GDP growth and tax as share of GDP to investigate their impact to determine FDI. Table 4.9.2 reports the econometric result of GMM method for the said model. 


Table No. 4.9.2 Effect of Economic Institutional quality on FDI of Developing Economies: Panel GMM Approach

	Variables
	Coef.
	S.E
	Z-value
	P-value
	[95%  Conf.  Interval
	Sig

	FDI(-1)
	0.601476
	0.010901
	55.18
	0.001
	0.580111
	0.622841
	***

	 EIQ
	4.088565
	0.960162
	4.26
	0.003
	2.206682
	5.970449
	***

	XGDP
	0.026057
	0.002427
	10.74
	0.001
	0.0213
	0.030814
	***

	GDPG
	0.066645
	0.007563
	8.81
	0.01
	0.051822
	0.081467
	***

	TaxGDP
	0.009813
	0.002961
	3.31
	0.002
	0.00401
	0.015617
	***

	Constant
	-2.12498
	0.520366
	-4.08
	0.001
	-3.14488
	-1.10508
	***

	Countries
	49
	Observations
	1470

	Sargan
(P-value)
	1.00
	Number of instruments    
	470

	AR1
(P-value)
	0.007
	AR2
(P-value)
	0.391


Note: *, **, *** indicate significant level at 0.1, 0.05 and 0.01 correspondingly.

Econometrics results of FDI and economic institutional quality model are reported in table 4.9.2. These results depict that all variables are statistically significant.  Economic institutional quality has significant and positive impact on foreign direct investment (FDI) in case of 49 developing countries during 1990 to 2020. Coefficient of economic institutional quality reveals in the above table 4.9.2 is 4.088 which show that 1-unit increase in economic institutional quality boost the FDI of developing nations by 4.088 units. Countries with strong economic institutional quality tend to have lower investment risk. Lower risk levels translate to potentially higher returns on investments, making the country more appealing to foreign investors.
Results show that the impact of export as share of GDP, GDP growth (GDPG) and tax as share of GDP is statistically positive and significant impact on foreign direct investment. Although econometric results find positive and significant impact of tax as share of GDP on foreign direct investment but the value of coefficient is 0.009. This coefficient value describes that 1-unit increase tax as share of GDP only affects 0.009 unit on FDI which is very minor. We may say that if quality of economic institution is better is case of developing nations, tax as of share may not prove a hurdle on the way of foreign investor to come and invest in developing nations. 
4.9.3 Foreign Direct Investment and Political Institutional Quality in Developing Countries:
Table 4.9.1, we check the impact of overall institutional quality along with some control variables on FDI of developing nations. After that, we examine the impact of economic institution on FDI of developing countries. Table 4.9.3 shows the impact of political institutions along with some control variables on FDI of said 49 nations. Table 4.9.3 report the econometric results of GMM method for the model 3.2.28.  












Table No. 4.9.3 Effect of Political Institutional quality on FDI of Developing Economies: Panel GMM Approach

	Variables
	Coef.
	S.E
	Z-value
	P-value
	[95%  Conf.  Interval
	Sig

	FDI(-1)
	0.580712
	0.014966
	38.8
	0.001
	0.55138
	0.610045
	***

	PIQ
	8.319355
	1.421387
	5.85
	0.001
	5.533487
	11.10522
	***

	XGDP
	0.025801
	0.003717
	6.94
	0.001
	0.018517
	0.033086
	***

	GDPGRWTH
	0.079515
	0.007337
	10.84
	0.001
	0.065135
	0.093895
	***

	TaxGDP
	-0.00585
	0.053114
	-0.11
	0.912
	-0.011
	0.009825
	-

	Constant
	-3.93684
	0.615878
	-6.39
	0.001
	-5.14394
	-2.72974
	***

	Countries
	49
	Observations
	1470

	Sargan
(P-value)
	1.00
	Number of instruments    
	470

	AR1
(P-value)
	0.0078
	AR2
(P-value)
	0.3917


Note: *, **, *** indicate significant level at 0.1, 0.05 and 0.01 correspondingly.

Econometrics results of FDI and political institutional quality model are reported in table 4.9.3. These results explore that all variables are statistically significant except tax as share of GDP that is negative but insignificant.  Table 4.9.3 shows that political institutional quality has significant and positive impact on foreign direct investment (FDI). Coefficient value of political institutional quality in the table 4.9.3 is 8.3193 which shows that 1unit increase in political institutional quality boosts the FDI of developing nations by 8.3193 units. Results also show that the impact of export as share of GDP is positive and significant. 1-unit increase export as share of GDP enhance the FDI of developing nations FDI by 0.0258 unit. In many cases, a higher share of exports in GDP is associated with a more open and export-oriented economy. Developing nations that actively participate in international trade tend to attract more FDI because foreign investors are interested in gaining access to these markets. GDP growth (GDPG) also has statistically positive and significant impacts on FDI in developing nations. Results show that 1-percent increase of GDP growth leads toward 0.079-unit increase in FDI. Finally, tax as share of GDP has statistically negative but insignificant impact on foreign direct investment 

4.9.4 Foreign Direct Investment and Legal Institutional Quality in Developing States:
Table 4.9.1, we check the impact of overall institutional quality along with some control variables on FDI of developing nations. After that, we examine the impact of economic institutions and political institutions on FDI of developing countries in table 4.9.2 and 4.9.3 respectively. Table 4.9.4 shows the impact of legal institutions along with some control variables on FDI. Table 4.9.4 report the econometric results of GMM method for the said model. 
Table No. 4.9.4 Effect of Legal Institutional quality on FDI of Developing Economies: Panel GMM Approach
	Variables
	Coef.
	S.E
	Z-value
	P-value
	[95%  Conf.  Interval
	Sig

	FDI(-1)
	0.585416
	0.005146
	113.75
	0.001
	0.57533
	0.595503
	***

	LIQ
	5.368689
	0.876706
	6.12
	0.001
	3.650377
	7.087001
	***

	XGDP
	0.026187
	0.0049
	5.34
	0.001
	0.016583
	0.035791
	***

	GDPGRWTH
	0.06661
	0.006436
	10.35
	0.001
	0.053996
	0.079225
	***

	TaxGDP
	0.000745
	0.004894
	0.15
	0.879
	-0.00885
	0.010338
	-

	Constant
	-2.52062
	0.485943
	-5.19
	0.001
	-3.47306
	-1.56819
	***

	Countries
	49
	Observations
	1470

	Sargan
(P-value)
	1.00
	Number of instruments    
	470

	AR1
(P-value)
	0.0075
	AR2
(P-value)
	0.371


Note: *, **, *** indicate significant level at 0.1, 0.05 and 0.01 correspondingly.
Econometrics results of panel GMM approach are reported in table 4.9.4. Statistical results of model 4.9.4 mentioned above show the impact of legal institutional quality along some control variables on FDI of developing nations. Panel GMM results reveals that all variables are statistically significant except tax as a share of GDP which is positive but insignificant.  Results show that legal institutional quality has significant and positive impact on foreign direct investment (FDI) in case of 49 developing countries. Coefficient of legal institutional quality describe in the table 4.9.4 is 5.3686 which shows that 1unit increase in legal institutional quality enhance the FDI of developing nations by 5.3686 units. Strong legal institutional quality instills confidence in foreign investors. When a country's legal system is transparent, stable, and predictable, investors are more likely to commit their capital. They need assurance that their investments will be protected and that disputes can be resolved fairly through the legal system. Results show that the impact of export as a share of GDP is positive and significant. 1-percent increase in export as share of GDP boosts the FDI of developing nations by 0.0261 units. GDP growth (GDPG) has statistically positive and significant impact on FDI in developing nations. Reported results show that 1-percent increase of GDP growth boosts 0.0666-units of FDI in developing nations. Finally, tax as a share of GDP has statistically positive but insignificant impact on foreign direct investment. 

4.9.5 Foreign Direct Investment and Segregate forms of Institutional Quality in Developing Countries:
Table 4.9.1, reports the impact of overall institutional quality along with some control variables on FDI of developing nations. After that, we examined the impact of economic institution, political institutions and legal institutions on FDI of developing states in table 4.9.2, 4.9.3 and 4.9.4 respectively one by one. Now, Table 4.9.5 shows the impact of economic institutions, political institutions and legal institutions along with some control variables on FDI of said 49 nations in a single model. 
Table No. 4.9.5 Effect of segregate forms of Institutional quality on FDI of Developing Economies: Panel GMM Approach
	Variables
	Coef.
	S.E
	Z-value
	P-value
	[95%  Conf.  Interval
	Sig

	FDI(-1)
	0.56574
	0.008277
	68.35
	0.001
	0.549516
	0.581963
	***

	EIQ
	3.508903
	0.963875
	3.64
	0.001
	1.619744
	5.398063
	***

	PIQ
	5.702771
	0.984875
	5.79
	0.001
	3.772451
	7.633091
	***

	LIQ
	1.90766
	0.447953
	4.26
	0.001
	1.029689
	2.785631
	***

	XGDP
	0.0367
	0.002765
	13.27
	0.001
	0.03128
	0.04212
	***

	GDPG
	0.04886
	0.005383
	9.08
	0.001
	0.038309
	0.059411
	***

	TaxGDP
	-0.018
	0.006279
	-2.87
	0.004
	-0.03031
	-0.0057
	***

	Constant
	-5.14494
	0.523156
	-9.83
	0.001
	-6.17031
	-4.11958
	***

	Countries
	49
	Observations
	1470

	Sargan
(P-value)
	1.00
	Number of instruments    
	470

	AR1
(P-value)
	0.007
	AR2
(P-value)
	0.408


Note: *, **, *** indicate significant level at 0.1, 0.05 and 0.01 correspondingly.

Econometrics results of panel GMM approach are reported in table 4.9.5. Statistical results of model 4.9.5 mentioned above shows the impact of economic institutions, political institutions and legal institutional quality along some control variables on FDI of developing nations in a single model. Panel GMM results examine that all variables are statistically positive and significant except tax as a share of GDP which is negative but significant.  Results depicts that economic institutional quality has significant and positive impact on foreign direct investment (FDI) in case of 49 developing countries. Coefficient value of economic institutional quality is 3.508 which shows that 1unit increase in economic institutional quality enhance the FDI of developing nations by 3.508 units. Results reveals that political and legal institutional quality have significant and positive impact on foreign direct investment (FDI). Coefficient value of political and legal institutional quality describes in the above table 4.9.5 are 5.7027 and 1.907 respectively. These coefficients show that 1unit increase in political institutional quality enhance the FDI of developing nations by 5.7027 units. Same as 1-unit increase the quality of legal institution promote FDI of developing nations by 1.907 units. Results also shows that the impact of export as a share of GDP is positive and significant. 1-unit increase export as share of GDP boosts the FDI of developing nations by 0.036 unit. GDP growth (GDPG) has statistically positive and significant impact on FDI. Statistical results show that 1-percent increase of GDP growth boosts 0.0488-unit increase of FDI in developing nations. Finally, tax as share of GDP has statistically negative and significant impact on foreign direct investment (Yilmaz, I,.et al,. 2014). 1 percent increase in tax as share of GDP decreases the FDI of developing nations by 0.018 percent. 
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This section reveals the impact of institutional quality to determine the IA. The results of equation no 3.2.31, 3.2.32, 3.2.33 and 3.2.34 are reported in Table 4.10.1. 
Table No. 4.10.1 Effect of Institutional quality on International Assistance of Developing Economies: Panel GMM Approach
	Variables
	Coef.
	S.E
	Z-value
	P-value
	[95%  Conf.  Interval
	Sig

	LIA(-1) 
	0.605793
	0.006677
	90.73
	0.0001
	0.592706
	0.61888
	***

	IQ
	0.309821
	0.068801
	4.5
	0.0001
	0.174973
	0.444668
	***

	Xgdp
	0.001247
	0.004185
	2.98
	0.003
	0.004268
	0.002067
	***

	INF
	-0.00317
	-0.00068
	-4.62
	0.0001
	-0.00451
	-0.00182
	***

	POPG
	-0.01217
	0.003359
	-3.62
	0.001
	-0.01875
	-0.00558
	***

	Constant
	3.245928
	0.059195
	54.83
	0.0001
	3.129908
	3.361947
	***

	Countries
	49
	Sargan
(P-value)
	0.99

	Observations
	1460
	AR1
(P-value)
	0.006

	No. of
Instruments
	469
	AR2
(P-value)
	0.45


Note: ***, **, * denote significance at 0.01, 0.05 and 0.10 level respectively.
Econometrics results of IA and Institutional quality model are reported in table 4.10.1. These results explore that all variables are statistically significant.  Table 4.10.1 reveals that institutional quality has significant and positive impact on international assistance (IA) in case of 49 developing countries during 1990 to 2020. Coefficient of institutional quality is 0.309 which shows that 1unit increase in institutional quality boost the IA of developing nations by 0.309 percent. Donors and international organizations often consider a country's institutional quality when allocating foreign assistance. Strong institutions are generally associated with better governance, transparency, and accountability. Donors may prioritize countries with better institutional quality because they believe assistance will be used more effectively and efficiently. Table 4.10.1 shows that the impact of export as share of GDP is positive and significant. 1-percent increase in export as a share of GDP boosts the IA of developing nations by 0.001 percent. Developing countries with a higher export share of GDP may be seen as having a more stable economic base. This economic stability can make them more attractive to foreign donors and investors, potentially leading to increased foreign aid inflows. Inflation also has statistically negative and significant impact on IA in developing nations. Results show that 1-percent increase in inflation leads toward 0.003-percent increase of IA in developing nations. Finally, population growth has statistically negative and significant impact on international assistance in case of developing nations. The P value of Sargan reports in the table4.10.1 is 1 which show that there is no identification problem in the said model. “P” value of AR1 shows the presence of autocorrelation problem at first step which is insignificant at AR2. So, there is no problem of autocorrelation in the model.          
[bookmark: _Toc152664841]4.10.2 International Assistance and Economic Institutional Quality in Developing States:
After checking the aggregate impact of institutional quality on international assistance, now study use the segregate forms of institutional quality and see their impact on international assistance. Study uses economic institutional quality as independent variable along with some control variables like export as share of GDP, GDP growth and tax as share of GDP to investigate their impact to determine IA in case of developing countries. Table 4.10.2 report the econometric results of GMM method. 

Table No. 4.10.2 Effect of Economic Institutional quality on IA of Developing Economies: Panel GMM Approach
	Variables
	Coef.
	S.E
	Z-value
	P-value
	[95%  Conf.  Interval
	Sig

	LIA(-1) 
	0.606451
	0.006101
	99.41
	0.0001
	0.594494
	0.618408
	***

	EIQ
	0.144701
	0.049909
	2.9
	0.004
	0.046881
	0.242521
	***

	Xgdp
	0.001593
	0.000516
	3.09
	0.002
	0.000581
	0.002605
	***

	INF
	-0.00271
	0.000620
	-4.37
	0.0001
	-0.00393
	-0.0015
	***

	POPG
	-0.01203
	0.003543
	-3.39
	0.001
	-0.01897
	-0.00508
	***

	Constant
	3.307669
	0.056926
	58.1
	0.0001
	3.196095
	3.419243
	***

	Countries
	49
	Sargan
(P-value)
	0.99

	Observations
	1460
	AR1
(P-value)
	0.006

	No. of
Instruments
	469
	AR2
(P-value)
	0.44


Note: ***, **, * denote significance at 0.01, 0.05 and 0.10 level respectively.
Econometrics results of IA and economic institutional quality model are reported in table 4.10.2. These results shows that all variables are statistically significant.  Results show that economic institutional quality has significant and positive impact on international assistance (IA) in case of 49 developing countries during 1990 to 2020. Coefficient of economic institutional quality is 0.144 which shows that 1unit rise in economic institutional quality boosts the IA of developing nations by 0.144 percent. Results show that the impact of export as a share of GDP is statistically positive and significant impact on international assistance. Econometric results show negative and significant impact of inflation and population growth on international assistance. The P value of Sargan reports in the table 4.10.2 is 1 which shows that there is no identification problem in the said model. “P” value of AR1 shows the existence of autocorrelation problem at first step which is insignificant at AR2. So, there is no problem of autocorrelation in the model.          
[bookmark: _Toc152664842]4.10.3 International Assistance and Political Institutional Quality in Developing Countries: 
Present study uses Political institutional quality as independent variable along with some control variables like export as share of GDP, tax as share of GDP, inflation and population growth to investigate their impact to determine IA in case of nominated developing countries. Table 4.10.3 report the econometric results of GMM Method. 

Table No. 4.10.3 Effect of Political Institutional quality on IA of Developing Economies: Panel GMM Approach
	Variables
	Coef.
	S.E
	Z-value
	P-value
	[95%  Conf.  Interval
	Sig

	LIA(-1) 
	0.600804
	0.005701
	105.38
	0.0001
	0.58963
	0.611978
	***

	PIQ
	0.505917
	0.044582
	11.35
	0.0001
	0.418538
	0.593297
	***

	Xgdp
	0.008901
	0.002425
	3.67
	0.001
	0.004148
	0.001366
	***

	INF
	-0.00391
	0.00077
	-5.06
	0.001
	-0.00542
	-0.00024
	***

	POPG
	-0.01191
	0.003381
	-3.52
	0.001
	-0.01854
	-0.00528
	***

	Constant
	3.210469
	0.052949
	60.63
	0.0001
	3.106691
	3.314246
	***

	Countries
	49
	Sargan
(P-value)
	0.99

	Observations
	1460
	AR1
(P-value)
	0.006

	No. of
Instruments
	469
	AR2
(P-value)
	0.49


Note: ***, **, * denote significance at 0.01, 0.05 and 0.10 level respectively.
Econometrics results of IA and political institutional quality model are reported in table 4.10.3. These results intend that all variables are statistically significant.  Results reveals that political institutional quality has significant and positive impact on international assistance (IA). Coefficient of political institutional quality reports in the above table 4.10.3 is 0.5059 which shows that 1unit rise in political institutional quality boosts the IA of developing nations by 0.5059 percent. Results show that the impact of export as a share of GDP is statistically positive and significant on international assistance in case of developing countries. Econometric results show negative and significant impact of inflation and population growth on international assistance. 
[bookmark: _Toc152664843]4.10.4 International Assistance and Legal Institutional Quality in Developing States: 
Present study uses legal institutional quality as independent variable along with some control variables like export as share of GDP, tax as share of GDP, inflation and population growth to investigate their impact to determine IA in case of nominated developing countries. Table 4.10.4 report the econometric results of GMM method for the said model. 

Table No. 4.10.4 Effect of Legal Institutional quality on IA of Developing Economies: Panel GMM Approach
	Variables
	Coef.
	S.E
	Z-value
	P-value
	[95%  Conf.  Interval
	Sig

	LIA(-1) 
	0.6011
	0.0084
	71.57
	0.0001
	0.584699
	0.617628
	***

	LIQ
	0.21946
	0.1007
	2.18
	0.029
	0.41685
	-0.02207
	**

	Xgdp
	0.00223
	0.0003
	5.59
	0.0001
	0.001447
	0.003012
	***

	INF
	-0.00495
	0.0007
	-6.66
	0.0001
	-0.0064
	-0.00349
	***

	POPG
	-0.01336
	0.0038
	-3.5
	0.001
	-0.02084
	-0.00588
	***

	Constant
	3.520002
	0.0476
	73.94
	0.0001
	3.426692
	3.613312
	***

	Countries
	49
	Sargan
(P-value)
	0.99

	Observations
	1460
	AR1
(P-value)
	0.006

	No. of
Instruments
	469
	AR2
(P-value)
	0.45


Note: ***, **, * denote significance at 0.01, 0.05 and 0.10 level respectively.
Econometrics results of IA and legal institutional quality model are reported in table 4.10.4. Results intends that all variables are statistically significant. Results describes that legal institutional quality has significant and positive impact on international assistance (IA) in case of 49 developing countries during 1990 to 2020. Coefficient of political institutional quality reports in the above table 4.10.4 is 0.2194 which shows that 1unit rise in legal institutional quality boosts the IA of developing nations by 0.2194 percent. Countries with better legal institutional quality tend to have lower levels of corruption. Donors often prioritize assistance to countries where it is less likely to be misappropriated or lost to corruption. Strong legal institutions can help minimize the risk of assistance funds being diverted for personal gain. Strong legal institutions can help recipient countries mobilize domestic resources more effectively. Donors may view countries with strong legal institutions as having a greater capacity to generate revenue and support their own development efforts, reducing international assistance dependency over time. Results show that the impact of export as a share of GDP is statistically positive and significant on international assistance in case of developing countries. Econometric results show negative and significant impact of inflation and population growth on international assistance
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[bookmark: _Toc152664845]CONCLUSION AND POLICY SUGGESTIONS

Development economist and policy makers have given an extensive consideration to the role of international assistance and foreign direct investment (FDI) to determine the economic growth of developing nations.  Some studies found positive and significant impact of international assistance on economic growth and other studies found it as insignificant. Some studies also argue that the impact of foreign assistance is contextual specific. In this study, the impact of institutions, FDI and international assistance on economic growth along with control variables has been discussed. This study has used institutional variable at aggregate level and segregate level as independent variable and investigated its impact on economic growth of developing nations. Different types of institutions like political institutions, economic institutions, legal institutions and overall institutional quality index were used to see their impact on economic growth of developing nations. The main variables of this study ware institutional quality, FDI and international assistance. Kuncic (2014) used 30 institutional variables and developed an index of institutional quality. Further this index was segregated in the present study into three dimensions: economic, political and legal institution. These dimensions cover all dimensions of economies formal institutions. Kuncic (2014) calculate the data set till 2010. This study used the same components and data set and upgrade it till 2020 for econometric analysis. In the initial model of the study, the impact of international assistance and FDI has been discussed. After that study used augmented form of the model by using institutional variable as aggregate form and as segregate form. The study also used interaction term of institutional quality and international assistance than institutional quality with FDI to see joint effect of economic growth of 49 developing nations covering the period 1990 to 2020. For econometric analysis, study used time series data set of 49 developing nations covering the period 1990 to 2020. In order to control the problem of endogeneity, study applied GMM method. 
To start with the initial model, study used economic growth as dependent variable and foreign direct investment(FDI), international assistance as independent variables. Study also used labor force, capital and inflation as set of control variables. Econometric results of panel GMM revealed positive and significant impact of FDI on economic growth but positive and insignificant impact of total international assistance on economic growth. 
Study augmented the model by using institutional quality as independent variable. This study firstly used institutional quality at aggregate level than segregate forms like economic institution, political institutions and legal institution. When study used institutional quality as aggregate level, econometric results revealed the positive and significant impact of institutional quality on economic growth of developing nations. Econometric results showed that institutional quality not only itself boosts economic growth but also proves helpful for international assistance to play positive and significant role to determine the economic growth of developing nations which was insignificant before. Foreign direct investment plays positive and significant impact on economic growth. Same model has been applied with a minor change later on. Taking institutional quality at aggregate level, the econometric results reveal that all types of institutions e.g. economic, political and legal institutions play significant and positive role to determine the economic development. Results of panel GMM shows that the impact of political institution is more than economic and legal institution to determine the economic development of developing nations.  

Study further applied UNDP assistance as proxy of project based assistance and estimated the model. Econometric results of this proxy are almost the same. A minor change in the coefficient of foreign assistance shows that the impact of project based assistance is more significant as compared to the impact of total assistance.  
After analyzing the impact of institutional quality on economic growth, the joint impact of international assistance and institutional quality has been examined. For this purpose, interaction term between international assistance and institutions has been applied. The results reveal that the joint impact of international assistance and institutional quality is positive and the coefficient value is significant and high. The coefficient vale is 0.02 that shows 2 percent increase in economic growth by increasing 1 percent increase in joint impact of international assistance and institutional quality. Study also used segregate forms of institutions like economic, political and legal institutions to investigate their joint impact with international assistance. Again study show positive and significant joint impact of all segregate forms of institutions along with international assistance on economic growth of 49 developing nations of the study. The results reveal that the joint impact of political institution and foreign assistance is higher than the joint impact of other forms of institutions with foreign assistance. 
The study further investigated the joint impact of project based assistance with institutional quality at aggregate level and segregate level. For this purpose, study used data of UNDP assistance and multiplied it with institutional quality at aggregate and segregate level. Econometric results found better coefficient value which postulated that 1 percent increase in joint impact of institutional quality with project based assistance resulted in 4 percent increase in economic growth of developing nations. This coefficient value is almost double as compared to the previous case of total assistance which was 0.02. Econometric results also showed that the joint impact of economic institutions and political institutions interaction with project based assistance was two time greater as compare to joint impact of total assistance and legal institutional quality. There was no significant change on the coefficient value of both joint impacts of international assistance and legal institutions and joint impact of project based assistance and legal institutions.
Further insight, study investigated the interaction relationship of institutional quality with foreign direct investment (FDI) and interaction relationship between FDI and segregated forms of institutional quality. Statistical results of the study supported the positive and significant joint impact of FDI and institutional quality on economic growth and joint impact of segregate forms of institutional quality with FDI and economic growth. The study investigated that the impact of FDI on economic growth is almost twice when interaction term has been applied between FDI and institutional quality. The study also found that the impact of economic institutional quality interaction with FDI is more than all other joint impacts used in the model like political and legal institutional impact. 
After using the interaction between FDI and different forms of institutional quality and between foreign assistance with institutional quality at aggregate and segregate level, study used the interaction term of institutional quality with both variables, FDI and international assistance to see their impact on economic growth. Econometric results of GMM methodology investigated positive and significant joint impact of foreign assistance and institutional quality on economic growth. Results support the positive and significant association of economic growth and joint impact of FDI and institutional quality. Study suggested that there exist positive and significant association between economic growth and interaction of international assistance and institutional quality. Statistical results show that although all forms of institutional quality interaction with foreign assistance and with FDI effect significantly to economic growth but the coefficient value show that the impact of political institution with FDI and with international assistance was high and significant.  
 For further analysis, study used project based assistance and investigated its impact on economic growth by interacting it with institutional quality. In the first step, study has used aggregate form of institutional quality and its interact with FDI and project based assistance to see their impact on economic growth in case of 49 developing nations. Reported results supported the hypotheses that joint effect of institutional quality with international assistance total is lesser than the joint effect of institutional quality with project based assistance on economic growth of developing nations. In the same way as mention above, the joint impact of political institution with project based international assistance on economic growth of developing nations is more than the joint impact of economic institution with project based assistance and joint impact of legal institutions with project based assistance on economic growth of developing nations.
Above all explained models found positive and significant impact of FDI on economic growth in case of developing nations. Study also found positive but insignificant impact of total foreign assistance in case of 49 developing countries. But econometric results found positive and significant impact of foreign assistance when UNDP data was used. The study also found positive and significant impact of foreign assistance on economic growth when the role of institutional quality at aggregate level or segregate level was involved in our model. Econometric results found positive and significant impact of institutional quality to determine the economic development of developing nations. Study also investigated the segregated impact of institutional quality like economic institution, political institution and legal institution on economic growth of developing nation. The finding of the study supported the argument that the impact of political institution was more significant and positive than other form of institutions. Study also suggested that institutions at aggregated level as well as segregated level not only have direct impact of economic growth of developing nations but it also proves as a supporter to boost the impact of foreign assistance and FDI on economic growth.
Developing nations have to face the problem of saving investment gap. There are two external resources which may prove helpful to fill this saving investment gap. These resources are international assistance and foreign direct investment (FDI). Most of the developing nations are busy in making different policies to attract foreign investor to come and invest in their nation. But unfortunately, the share of FDI in developing nations is very small. So, these nations are heavily relying on international assistance. Keeping in view the importance of FDI in case of developing nations, the study also found the impact of institutional quality at aggregated level to attract FDI in those nations. The study also used the segregated forms of institutions like economic institutions, political institutions and legal institutions to see their impact on FDI in case of developing nations. Study also used export as share of GDP, GDP growth and tax as share of GDP as independent variables. Study found positive and significant impact of institutional quality on foreign direct investment (FDI) of developing nations. The study also found that there was an inverse relationship between FDI and tax as share of GDP exist. Econometric results found positive and significant impact of GDP growth of the nation and FDI in case of developing nations.  
After investigating the impact of institutional quality at aggregate level, study has been used segregate forms of institutional quality like political institutions, economic institutions and legal institution instead of overall institutional quality to see their impact on FDI. Empirical results of all three models postulated that political institutions play significant role to attract the foreign investor to come and invest in the nation. After political institutions, the second best choice was the legal institutions which may prove significant impact to attract the foreign investor to come and invest.    
[bookmark: _Toc152664846]5.2 POLICY RECOMMENDATIONS
Study suggested that FDI and international assistance play significant role to determine the economic development of developing nations. So it is necessary for the policy makers to keep in mind that which type of assistance is more suitable. 
Empirical findings suggest that institutional quality not itself boost the economic growth of developing nations but it is helpful to boost the impact of FDI and international assistance through their joint effect. Therefore, policy makers should design those policies that could be helpful for better institutional quality.  
Strong institutions tend to make foreign assistance more effective by providing a conducive environment for its utilization. However, international assistance alone is not a panacea, and there is need of co-existence of strong institutions and international assistance for the effectiveness of assistance. The policies should be in place, and there should be commitment of both the donor and recipient countries to promote economic growth.
Institutional quality not only proved to be helpful to determine the economic growth of developing nations but it may also prove fruitful to attract the foreign investor to come and invest in the developing nation. All segregated forms of institutions like political, economic and legal institutions have their impact to boost the FDI in case of developing nation. Therefore, the presence of quality institutions is essential as well as a necessary condition for creating the world paradise. Developing countries should maximize the benefits of FDI by implementing a comprehensive set of policies that create an attractive and conducive environment for foreign investors.
Governments should provide a stable and fair legal environment which will protects property rights, enforces contracts, and upholds the rule of law, these institutions will attract investment, promote entrepreneurship, and create the conditions for sustained economic development. Strengthening legal institutions should be an important component of broader development strategies aimed at improving the well-being of citizens in the developing countries.
Strengthening economic institutions is need of the hour and it is crucial for maximizing the positive impact of foreign aid on economic growth.
The effectiveness of FDI as a catalyst for economic growth depends on the quality of institutional frameworks and the policies in place. Developing nations should strive to improve both their institutional quality and FDI attraction strategies to promote economic growth.
Developing nations seeking to attract FDI need to improve their economic institutional quality through governance reforms, regulatory improvements, and legal enhancements, recognizing that these efforts can significantly enhance their attractiveness to foreign investors.
Developing countries seeking to attract FDI should work on improving their overall investment climate and competitiveness.
Developing countries seeking to attract FDI should work on improving their legal institutional quality through legal reforms, transparency initiatives, and capacity building, recognizing that these efforts may significantly enhance their competitiveness in the global investment landscape.
Developing countries need to improve the overall institutional quality of developing countries. countries with strong institutions are often more attractive to donors due to their perceived ability to use foreign assistance efficiently.
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[bookmark: _Toc152664848]Appendix I: Institutional Proxies
	Institutional Group 					      Source 

	   Legal institutions					
Property rights 				          The Heritage Foundation and WSJ
Religion in politics			                      ICRG
Legal environment			                      Freedom House 
Law and order 				          ICRG 
Civil liberties				                     Freedom House 
Judicial independence 			          Fraser Institute 
Rule of law 					          WB WGI 
Impartial courts				          Fraser Institute 
Protection of property rights 			          Fraser Institute 

	    Political institutions
Political environment				          Freedom House 
Corruption perceptions index		                     Transparency international 
Political rights					         Freedom House 
Control of corruption			          	         WB WGI 
Institutionalized autocracy			         Polity IV 
Military in politics			           	         ICRG 
Checks and balances				        WB DPI 
Democratic accountability			        ICRG 
Corruption 				                    ICRG 
Bureaucratic quality 				        ICRG 
Internal conflict 			                    ICRG 
Political terror scale			                    Political terror scale 

	    Economic institutions
Investment profile 				                     ICRG 
Financial freedom 			                               The Heritage Foundation and WSJ
Foreign ownership/investment restrictions 	                    Fraser Institute 
Business freedom 				                     The Heritage Foundation and WSJ
Credit market regulations			                     Fraser Institute 
Regulatory quality				                     WB WGI 
Capital controls					         Fraser Institute 
Economic environment 			                     Freedom House 
Freedom to own foreign currency bank accounts               Fraser Institute 
Business regulations				                    Fraser Institute 
Labor market regulations				           Fraser Institute 
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