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Overview:

An Empirical Analysis in Five Chapters

Major shifts are taking place in the global economy as the share of emerging economies in
global production is rapidly increasing. Among the emerging economies, the so-called BRICS
countries, i.e., Brazil, Russia, India, China and South Africa, receive most of the attention in
the public debate." According to Mansfield (2011: 1), “most of the concern expressed about
the BRIC countries centers on the prospect that their growth will somehow alter or destabilize
the international system.” The average annual growth rate of these countries in the 2000s
ranged between 3.3 percent (Brazil) and 10.3 percent (China).” However, economic growth is
a necessary condition but not in itself sufficient for emerging countries to assert an important
role internationally. In addition to growth, it is the size of the BRICS countries that ultimately
enables them to reshape the architecture of the international system (see Mansfield 2011).
Albeit at different stages of economic development and showing considerable differences in
their form of government, the BRICS countries have steadily intensified their cooperation and
are increasingly acting in concert, also in areas which were previously the exclusive realm of
developed Western economies.’

This rise of emerging economies is visible in international development cooperation
and international trade. Aid contributions from donor countries operating outside the
established group of the OECD’s Development Assistance Committee (DAC) have flourished
in recent years. Figure 1 highlights this trend and depicts the share of non-DAC donors in

total food aid contributions.* The dashed line shows the corresponding share of non-DAC

" O’Neill (2001) invented the acronym “BRIC.” In the beginning, it was employed without the “S” which
represents South Africa. The BRICS group may appear too narrow to understand the implications of the
increasing importance of emerging economies as a whole. For Vreeland (2010), it is rather the G-20 group that
represents the arrival of the emerging economies. He suggests the usage of “MAKTISAS” and “ASK IT SAM!”
as acronyms for those emerging countries that are members of the G-20, but not part of the BRIC group
(Vreeland 2010).

? Data from the World Bank’s World Development Indicators are available at http://databank.worldbank.org
(accessed: July 2012).

3 This finds expression in annual summits of the leaders of all BRICS countries. See, for example, the website of
the 2012 BRICS Summit held in New Dehli available at http://bricsindia.in (accessed: July 2012). There are also
multiple forms of cooperation that involve subgroups of the BRICS such as the Shanghai Cooperation
Organization (SCO), an intergovernmental security organization grouped around China and Russia, or the India-
Brazil-South Africa Dialogue Forum (IBSA), which also acts as a joint actor in development cooperation.

* 1 use data on food aid from the World Food Programme (2011) as comparable data on total Official
Development Assistance (ODA) are not available for many non-DAC donors.



http://databank.worldbank.org/
http://bricsindia.in/

countries in world GDP for comparison. While only 3.5 percent of reported food aid
originated from non-DAC countries in 1990s, this share increased to 12.1 percent in the
2000s. Aid from this group of donors reached its maximum of 19.5 percent of total food aid in
2007, the year preceding the global financial crisis. Similarly, emerging economies are
rapidly gaining in importance as trading partners for both developed and less developed
countries. As can be seen in Figure 2, the share in world trade contributed by all five BRICS
economies has increased together with their share in world GDP. Specifically, the BRICS’
share in world trade grew from 5.2 percent in 1990 to 14.9 percent in 2009. China accounts
for more than half of all trade flows of BRICS countries since 2000 (see dotted line).

With the rise of the emerging economies, their usage of foreign aid and international
trade as foreign policy tools is likely to gain in importance. The increased economic power of
emerging economies enables these countries to exploit dependencies and vulnerabilities of
their trading partners and aid recipients. Concerning foreign aid, previous research has shown
that aid allocation often follows donors’ political interests rather than developmental need
(e.g., Alesina and Dollar 2000; Neumayer 2005). In a similar vein, previous research suggests
that trading decisions are influenced by political relations (e.g., Pollins 1989; Gowa and
Mansfied 1993). However, most prior contributions to these strands of the literature have
focused on established world powers such as the United States and other G-7 countries. Given
the ongoing rise of many emerging economies, and the BRICS countries in particular, this is a
notable omission.

Motivated to fill this gap in the literature, my dissertation analyzes the political
determinants of foreign aid and international trade of emerging economies, with a particular
emphasis on China and India. This thesis investigates the role of political factors in emerging
donors’ aid decisions. Moreover, I analyze how China, the most important trading nation
among the BRICS countries, uses trade to enforce its political agenda on the international
stage. At the intersection of development economics and international political economy, this
thesis is part of the literature on aid allocation (e.g., Alesina and Dollar 2000; Dreher et al.
2011) and political determinants of trade (e.g., Mansfield et al. 2000; Nitsch 2007). Moreover,
my results offer insights with respect to the literature on aid budgets (e.g., Round and
Odedokun 2004; Tingley 2010) and aid effectiveness (e.g., Burnside and Dollar 2000; Dreher
et al. forthcoming). The dissertation is structured into five chapters. While the first four
chapters focus on emerging economies’ motives to provide foreign aid to other developing

countries, the final chapter investigates the role of political tensions in trade relationships.



Figure 1: Share of non-DAC donors in total food aid (1990-2009)
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1. Political determinants of foreign aid of emerging donors

A consensus has emerged in the literature that aid allocation frequently follows strategic
interests rather than economic needs of recipient countries (e.g., Alesina and Dollar 2000;
Kuziemko and Werker 2006; Dreher et al. 2009a, 2009b). This is of particular importance as
aid motives are found to impact aid effectiveness (Kilby and Dreher 2010; Dreher et al.
forthcoming). Although aid budgets from donor countries operating outside of the DAC are
steadily increasing, few contributions have analyzed the aid decisions of emerging donors.’
This is striking, as the proliferation of donors is likely to change the existing international aid
architecture. Tellingly, Woods (2008: 16) calls this (re)emergence of non-DAC donors a
“silent revolution” taking place in the world of development assistance.” Many recipient
countries welcome alternative sources of funding. They are attracted by the principle of non-
interference in the internal affairs of aid recipients that guides some of the non-DAC donors,
or so-called “new” donors, such as China. In contrast, aid from “old” donors and multilateral
institutions often comes with restrictive conditionality. The increased competition between
donors increases recipient countries’ room to maneuver in aid negotiations (Kragelund 2008).
Aid from “new” donors, however, is not without its own conditions; it is widely perceived as
a foreign economic policy tool because a significant proportion of development finance
provided by emerging donors is commercially tied (e.g., Kragelund 2010).

The central aim of the first part of my thesis is to analyze the determinants of
emerging donors’ aid allocation and to compare their motives with those of traditional DAC
donors. Despite the availability of data being particularly challenging, I empirically
investigate the determinants of development aid provided by China and India, two of the most
important so-called new donors. My dissertation contains the first study that compares
China’s aid allocation pattern with that of Western donor countries. In a related study within
this dissertation, I investigate the determinants of aid allocation under India’s foreign aid
program and develop a ‘“needy-donor theory.” Furthermore, I study the allocation of
emergency aid from a broad range of “new” donors. In an attempt to bridge the gap to the
literature on aid effectiveness, this dissertation also contains the first empirical assessment of
differences in aid promptness between donors.

The first four chapters of this dissertation study donor motives driving aid decisions.

Before turning to foreign aid provided by emerging economies, Chapter I starts by analyzing

> Prior empirical research on emerging donors includes Neumayer (2003a, 2004) on Arab aid and Dreher et al.
(2011) on non-DAC aid in general.

® Taking note of the aid activities by oil-rich Arab donor countries and Communist countries, most notably the
Soviet Union, non-DAC donors are rather reemerging rather than appearing as new actors.



the political aid motives of the “old” group of DAC donors. Having a better understanding of
the determinants of aid allocation by Western donors provides the context in which to place
the later findings on aid decisions of “new” donors. Specifically, the first chapter focuses on
the usage of aid as a foreign policy tool within the framework of the War on Terror. The
September 11 attacks marked the most important turning point in international relations after
the end of the Cold War. This translated into increased usage of aid flows as a tool for terror
prevention (e.g., Fleck and Kilby 2010). The chapter entitled Does Terror Increase Aid?,
which is co-authored by Axel Dreher, empirically investigates whether, and in which ways,
donors in the DAC responded to transnational terrorist incidents through changes in aid
budgets and aid allocation. In a first step, we analyze the importance of the onset of the War
on Terror for donor countries’ aid budgets in a panel of the 22 DAC member countries. We
further test whether ups and downs in terrorist activities can explain changes in aid budgets.
In a second step, we investigate whether donor countries hit by terrorist attacks respond to
these events through an increase or decrease in aid to the country of the main perpetrator.

According to our results, aid budgets have been on average significantly larger during
the War on Terror period. While countries where terror originates are neither more nor less
likely to become aid recipients, once they are selected, source countries of terrorism receive
larger aid amounts. These findings are in line with the previous literature in the sense that
political interests are shown to play an important role in aid budgets and aid allocation.

In Chapter 11, 1 analyze together with Axel Dreher the aid allocation pattern of China,
the largest provider of development finance among the BRIC countries. This chapter, entitled
Rogue Aid? The Determinants of China’s Aid Allocation, empirically investigates a popular
claim that China acts as a “rogue donor.” “Rogue donors” are said to follow self-interests
regardless of developmental need in recipient countries and undermine Western efforts in the
promotion of good governance (Naim 2007). To analyze the extent to which political and
commercial interests guide China’s aid allocation decisions, we collected data on project aid,
food aid, medical aid and total aid money allocated to developing countries. This dataset
covers all periods in the history of China’s aid program (1956-2006). Moreover, we construct
a comparable measure of the allocation pattern of project aid from traditional DAC and other
emerging donors to compare China’s allocation decisions with these donors.

While our results confirm that strategic considerations play an important role in
China’s allocation of aid, denominating China as a “rogue donor” lacks empirical support.
Specifically, the importance of commercial and political self-interests is not outstanding in

comparison to DAC donors. Most strikingly, we find no empirical support for the claim that



China’s aid is predominantly motivated by natural resource endowments of recipient
countries. Moreover, China’s aid allocation seems to be widely independent of the system of
governance in recipient countries, which is in line with China’s principle of non-interference
in internal affairs.

While development finance from China receives a considerable amount of public
interest and triggers concerns, India’s aid program is less in the focus of academics and
policymakers — despite rapidly increasing aid flows. Although India is a lower-middle-income
economy that still faces severe developmental problems domestically, it is emerging as an
important provider of development assistance to other developing countries. With the
intention of understanding why poor countries provide foreign aid, Chapter IlI, entitled The
Needy Donor: An Empirical Analysis of India’s Aid Motives, analyzes the importance of
political and commercial self-interests in India’s aid allocation pattern. We hypothesize that
aid from India is guided by self-interests to a larger extent than aid from richer donor
countries, given the developmental problems a “needy” donor faces domestically. This study,
co-authored by Krishna Chaitanya Vadlammanati, examines aid commitments by India’s
Ministry of External Affairs during the 2008-2010 period. Moreover, we compare India’s
bilateral aid allocation with that of DAC and emerging donors.

According to our empirical results, India’s aid allocation mirrors to some extent our
expectations of the behavior of a “needy” donor. In line with our hypotheses, commercial and
political self-interests dominate India’s aid allocation decisions. Moreover, India favors
countries in its neighborhood as well as countries at a similar developmental stage, which is
also in line with our hypotheses. Using donor-recipient voting alignment in the United
Nations General Assembly as a proxy for bilateral affinity, we find political interests to play a
significantly larger role for aid from India compared to all DAC donors under investigation.

Chapter IV analyzes the aid allocation of 105 donors of humanitarian aid from 2000 to
2009. This enables us to shed light on the consequences of the proliferation of aid donors.
This chapter, entitled Emergency Aid 2.0 and written together with Nils-Hendrik Klann,
compares aid decisions between DAC members and non-DAC donors, between high-income
countries and less developed donors as well as between democracies and authoritarian
regimes. We begin with a comparison of the donor decision to provide emergency aid
between these donor groups. Since the timeliness of the aid delivery is crucial for disaster
relief to be effective, we compile information on the decision time of donors after the

occurrence of a disaster. More precisely, we empirically analyze which factors impact upon



the number of days that pass after a natural disaster before a donor commits to providing
emergency relief.

Our results show that “new” and “old” donors alike provide aid based on a
combination of humanitarian need and their self-interests, in line with Dreher et al. (2011).
Beyond that, we find considerable differences in the importance attached to different factors
between the donor groups under investigation. With regard to aid promptness, we find DAC,
developed and democratic countries to be significantly faster than non-DAC, developing and
autocratic countries. We conclude that, despite increasing aid activities of “new” donors and
with respect to aid promptness, “old” providers of aid continue to be important pillars of the

emergency aid architecture for the time being.

2. Political determinants of trade with China

Previous research has shown that the bilateral political climate plays an important role in trade
relationships (e.g., Pollins 1989; Gowa and Mansfield 1993), but doubts have been voiced as
to whether this still holds in the era of globalization (Davis and Meunier 2011). The literature
to date has largely ignored the growing capacity of rising powers to use trade deals and trade
barriers as a form of economic punishment and reward to enforce political interests. In this
context, it is essential to consider the possibility that political relations play a greater role in
trading decisions for an autocratic emerging economy such as China than for trade between
free-market economies. In line with this idea, Mansfield et al. (2000) and Aidt and Gassebner
(2010) argue that autocratic governments exert more influence on their international trade
flows than democratic administrations.

In this part of my thesis, I contribute to the literature by exploring the link between
international politics and trade through an analysis of exports to China, undoubtedly the most
important contributor to international trade among the emerging economies. Specifically,
Chapter V entitled Paying a Visit: The Dalai Lama Effect on International Trade, which is
co-authored by Nils-Hendrik Klann, investigates whether receptions of the Dalai Lama by
foreign government officials harm trade ties with China. The travel pattern of the Dalai Lama
provides an interesting case to analyze the extent to which bilateral tensions affect trade with
autocratic China. More precisely, we augment a gravity model of exports to China for 159
partner countries between 1991 and 2008 with variables capturing the travel pattern of the

Tibetan leader.



Our empirical findings show that countries officially receiving the Dalai Lama at the
highest political level are subsequently punished through reduced exports to China. However,
export reductions are only of temporary nature and we observe this ‘Dalai Lama Effect’ only
for the Hu Jintao era and not for earlier periods. An analysis of disaggregated trade data
shows that this effect is mainly driven by reduced exports of machinery and transport
equipment. Our findings suggest that, with the increasing economic power of China and other
(autocratic) emerging economies, the (ab)use of trade ties as a foreign policy tool is likely to

grow in importance.



Chapter I:

Does Terror Increase Aid?

Joint work with Axel Dreher®

Abstract: This article empirically investigates whether, and in which ways, donors in the
Development Assistance Committee respond to transnational terrorist incidents and the onset
of the War on Terror through changes in aid effort and aid allocation. First, an analysis of 22
donor countries shows that aid effort increased during the War on Terror period, but did not
respond to the actual number of terror events. Second, using aid allocation equations, we find
that countries where terror originates are not more likely to receive aid as a consequence, but

if they are selected, they receive larger amounts of aid.

Note: A similar version of this research has been published in a special issue of Public Choice on "The Many
Faces of Counterterrorism" (Volume 149, Numbers 3-4 (2011), 337-363).

Acknowledgments: We thank participants at the 2011 Workshop on Terrorism and Policy, University of Texas
at Dallas, U.S.A., and in particular Todd Sandler and an anonymous referee for helpful comments on an earlier
draft. Excellent research assistance was provided by Christin Dietrich, Scott Jobson, Jan Paulick and Timo
Plaga.

? Heidelberg University, Alfred-Weber-Institute for Economics, Bergheimer Strasse 58, 69115 Heidelberg,
Germany, University of Goettingen, Germany, CESifo, Germany, 1ZA, Germany, and KOF Swiss Economic
Institute, Switzerland, e-mail: mail[at]axel-dreher.de.



I.1 Introduction

In their fight against international terrorism, governments and international organizations rely
on strategies that are intended to alter the motivations of terrorists and their supporters.
Among these carrots and sticks, it has been claimed that development aid has become an
increasingly popular weapon in the fight against terrorism, especially in the aftermath of the
September 11, 2001 (hereafter, 9/11) attacks. Former president George W. Bush explained
that the United States would “fight against poverty because hope is an answer to terror” (cited
in Krueger and Maleckova 2003: 119). According to the OECD (2003: 11), donor countries
“can reduce support for terrorism by working towards preventing the conditions that give rise
to violent conflict in general and that convince disaffected groups to embrace terrorism in
particular.” The European Union and the United States announced that they “will target [their]
external relations actions towards priority Third Countries where counter-terrorist capacity or
commitment to combating terrorism needs to be enhanced” and “will mainstream counter-
terrorist objectives into the work of external assistance programmes” (Council of the
European Union 2004: 7). According to Woods (2005), the shift in resources towards fighting
poverty is also noticeable in the United Kingdom. As Woods points out, “[t]he strain on the
DFID’s [Department for International Development] resources and mandate to reduce poverty
posed by the war on terror and the war in Iraq is already noticeable” (p. 404).

There is some evidence that aid is effective in fighting terrorism. While Campos and
Gassebner (2009) do not find a robust effect of aid on terror, Azam and Delacroix (2006), and
Azam and Thelen (2008, 2010, 2011) find that foreign aid does indeed reduce terror once the
militancy of recipient countries is adequately controlled for. Bapat (2011) shows that military
aid might not be effective in crushing terrorist organizations in the host country, but can
prevent host governments from entering into negotiations with them.’

Overall, it seems that aid — if properly designed — might be a useful carrot in the fight
against terror. This puts a new emphasis on the aid effectiveness debate. Aid has been shown
to be quite ineffective in raising living standards in the recipient country (e.g., Doucouliagos
and Paldam 2008). It is often argued that the motivation of the donor country for giving aid
has an impact on its effectiveness (Kilby and Dreher 2010). Some donors might be more
effective in promoting growth than others because, for example, their aid is not given for

strategic or commercial reasons.

7 Preliminary empirical evidence in Sharma et al. (2009), however, shows that terrorists increase the prevalence
of their attacks as a consequence of aid flows.
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With the end of the Cold War, many observers expected that the effectiveness of aid
would increase. However, it seems the period when developmental considerations could have
dominated the allocation of aid was short. To the extent that aid is now given to fight terror,
the effectiveness of aid would have to be judged with respect to whether this goal is achieved,
rather than asking whether or not aid increases economic growth. However, no systematic
evidence exists as to whether, and to what extent, donor countries have actually shifted the
focus of their aid to fight terror rather than poverty.® The exception is Fleck and Kilby (2010).
However, Fleck and Kilby focus on the United States exclusively and capture the War on
Terror by using a dummy only, rather than measuring the degree of terror.

We extend Fleck and Kilby’s analysis in several ways. Most importantly, we cover all
donor countries in the Development Assistance Committee (DAC) rather than limiting the
analysis to the United States. A second important difference with respect to Fleck and Kilby is
that we take into account the degree of terrorism to which a particular donor is exposed in a
specific year. Rather than investigating general trends in aid over time, we can thus analyze
whether donors hit harder by terror at a particular point in time react to this by increasing (or
decreasing) their aid.

We start with an investigation of 22 DAC donors’ aggregate aid effort, i.e., the aid
budget as a share of gross national income (GNI). As a next step, using a three-dimensional
panel of our 22 donors and 140 recipient countries, we estimate bilateral aid flows to test
whether donors adjust their aid to countries from which terror originates. On the one hand,
donors might increase their aid flows to the country of the perpetrators if they see
development aid as a useful tool for terror prevention. On the other hand, aid flows might be
cut as a form of punishment if donors want to signal their dissatisfaction with the domestic
anti-terror policies of the recipient country. Which of these two effects prevails might depend
on the political regime of the recipient country, as well as on whether the recipient is
perceived to be an ally or an enemy, or a state sponsor of terror. Finally, we investigate
different donors and types of aid separately.

To foreshadow our results, we find that aid effort increased in the War on Terror
period controlling for other determinants, on average. However, aid budgets as a share of GNI
do not respond to the number of terrorist incidents. While countries where terror against a
particular donor originates are not more likely to receive aid as a consequence, if they are
selected, they receive larger amounts of aid. Terror against DAC countries as a group,

however, reduces the probability of receiving aid, on average. Introducing models where we

¥ The two might go together. However, Abadie (2006), among others, finds that there is no causality from
poverty on terror, when controlling for other country characteristics.
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interact the number of terrorist incidents against DAC countries with other explanatory
variables of interest, we find that this holds in particular for autocratic countries, for countries
voting against the donor in the United Nations General Assembly and for state sponsors of
terrorism, but not for the War on Terror period. Analyzing donors individually, we find that
France and the United States increased their aid effort after 9/11. However, neither donor’s
aid effort was a function of the frequency of attack. In the allocation equation, we find that the
United States increased aid to source countries of terror as a consequence of terrorist attacks,
while France, Italy and Sweden reduce their aid to these countries. Disaggregating aid, we do
not find that the share of aid tied to education or governance increases as a reaction to
terrorism.

We proceed as follows. In Section 1.2, we briefly summarize the previous literature on
aid and terror. Section 1.3 investigates the impact of terror on aid effort, while Section 1.4
provides a disaggregated analysis of the effect of terror on aid allocation. We present

extensions of the basic analyses in Section I.5. The final section concludes the paper.

1.2 Aid and Terror

The literature on aid and terror is growing. However, with the exception of two papers (Moss
et al. 2005; Fleck and Kilby 2010), the previous literature investigates the effect of aid on
terror rather than that of terror on aid. According to the theory of Azam and Delacroix (2006),
terrorist groups determine their activities in a country based on militancy and the recipient
governments’ effort against terror. Their model predicts a co-movement of terrorist attacks
and aid, which is confirmed through a simple regression analysis. However, this positive
correlation between terror and aid might only reflect that more aid is being allocated to
countries where more violent terror comes from, rather than implying that more aid leads to
more terrorist activity. Indeed, once Azam and Delacroix introduce dummies for certain
groups of countries where militancy is arguably more prevalent than in others, the effect of
aid on terror becomes negative. While therefore providing indirect evidence that aid might
react to terror, a direct test is lacking.

In exchange for aid, recipient governments are sometimes asked to implement counter-
terrorism measures against domestic terrorist groups. In this context, Azam and Thelen (2008,
2010, 2011) stress the importance of aid for education as opposed to general budget support.
Subsidizing education improves the recipient’s human capital, which can either increase or

reduce the degree of terrorism. While the theory is thus ambiguous, the empirical results in
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Azam and Thelen show that education reduces terror. Any type of aid can reduce terror
because the recipient has to pursue counter-terrorism measures in exchange, yet aid for
education has additional positive side effects and is therefore said to be particularly effective.’
The importance of aid for education is confirmed in Young and Findley (2011). According to
their results, aid given to improve health, strengthen civil society and fight terror is also
effective in reducing the number of terrorist attacks.

Bandyopadhyay et al.’s (2011) model stresses the relevance of distinguishing aid tied
to fight terror from general assistance. In their model, aid can be tied to counter-terrorism
measures of the recipient country. While such tied aid increases the recipient government’s
efforts in fighting resident terrorist groups, it also increases instability. This is because aid tied
to fighting terrorism will meet resistance from some groups in the recipient country — e.g.,
Pakistan, Yemen, and Iraq. On the contrary, untied general aid is perceived as less intrusive as
it does not directly involve the recipient government in the fight against terror, thus not posing
a threat to the government’s stability. To the extent that it helps in keeping US-friendly
governments in power, it can be an effective (indirect) means of counter-terrorism. Donors
face a trade-off between counter-terrorism aid and general budget support.

The two papers most similar to ours are Moss et al. (2005) and Fleck and Kilby
(2010). Fleck and Kilby investigate whether US aid became less focused on poverty as a
consequence of the United States’ fight against terror. Rather than looking at the degree of
terror directed at the United States, they investigate the poverty orientation of US aid in three
periods, those being the Cold War, the War on Terror, and the period in between. During the
War on Terror period, while the United States placed less emphasis on poverty when selecting
countries for aid, once accounting for selection, per-capita GDP became more important for
the allocation of aid. Overall, poor and less poor countries alike receive more aid in the War
on Terror period in comparison to the interwar period. However, when analyzing year-to-year
changes for core-recipients of aid, it became evident that the United States’ responsiveness to
need shows a decreasing trend since the onset of the War on Terror.

Moss et al. (2005) also focus on the effect of the War on Terror on the allocation of
United States Agency for International Development (USAID) funds, comparing the

allocation of US aid across recipient countries over the 1998-2001 versus 2002-05 periods.

? This assumes that aid for education can improve educational outcomes, implying that aid is not fully fungible.
As Azam and Thelen (2008) explain, this might be due to differentiated inputs like highly qualified teachers.
Dreher et al. (2008) provide empirical support for the effectiveness of aid for education. The positive effect of
education on reducing terror stands in contrast to microeconomic evidence, for example reported in Krueger and
Maleckova (2003). Azam and Thelen (2008) summarize the literature reconciling the macroeconomic with the
microeconomic evidence.
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Relying on the presence of foreign terrorist groups in a country, sharing a border with a state
sponsor of terrorism, troop contribution in Iraq, and the relative share of Muslim population,
Moss et al. find no systematic shift in US aid policies. However, their cross-section
exclusively focuses on the United States. They do not look at the overall aid budget or its
composition; neither do they control for the effect of terrorist attacks.

Overall, while the previous literature has not come to a consensus as to whether or not
aid reduces terror, it predicts that aid increases as a consequence of terror. With respect to the
United States, this prediction has been tested. Using different empirical strategies, Moss et al.
(2005) find virtually no evidence of an increase of US aid in response to the onset of the War
on Terror, while Fleck and Kilby (2010) do find the expected change in allocation behavior
when analyzing year-to-year changes.'® Arguably, the reorientation of development policies
after 9/11 is not restricted to the United States, but also affects most (if not all) donors in the
DAC. For example, shortly after 9/11, the fight against terrorism became one of Germany’s
official objectives for development assistance. In October 2001, Federal Chancellor Gerhard
Schroder declared that the “fight against hunger tops our list of the fight against terror.”'" At
the same time, Liz O'Donnell, Ireland’s Minister of State at the Department of Foreign
Affairs, attributed a “vital role” to play for “[d]evelopment coordination and the building of
strong democracies [...] in the longer term in the fight against conflict and terrorism” (DFA
2001). In 2003, Australia’s aid agency also incorporated the fight against terror into its
objectives (AusAID 2003).

While these policy statements thus suggest that countries hosting terrorist groups
should receive increased aid flows to assist them in the fight against terror, not all countries
that host terrorism can equally expect increased aid inflows. Consider the terrorist attacks on
Pan Am flight 103 and UTA flight 772 in 1988/89, which were attributed to state-sponsored
terrorists from Libya. Rather than granting development aid to al-Gaddafi’s regime, the
United States imposed sanctions against the country. We think that this example can be
generalized. If terrorist groups are supported by the government of their host country, or the
attacks even originate within the government itself, we would expect aid to decrease, while
aid will arguably increase to those governments that are considered to be allies in the fight

against terror. In the empirical analysis below, we will test for these differences.

' This is when some outlying countries are taken account of.
1 taz, 2001, Das Ende der Almosen, Die Tageszeitung, October 18,2001, p. 12, own translation.
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Finally, we do not expect all types of aid to react to terror equally. As outlined above,
Azam and Thelen (2008, 2010, 2011) and Young and Findley (2011) stress the importance of
aid for education as opposed to general budget support. Bandyopadhyay et al. (2011)
highlight the relevance of aid tied to the fight against terror. If donors anticipate the
effectiveness of aid for education, we would expect this type of aid to react to terror in
particular. If aid can effectively be tied to fight terror, we expect particularly visible effects

with respect to this category of aid. We test these predictions below.

1.3 Aid Effort and Terror over Time
1.3.1 Descriptive Evidence

Our analysis covers the 22 DAC members in the 1971-2008 period.'* We use data on Official
Development Assistance (ODA) as provided by the OECD. All values are transformed into
constant 2000 USS$. In order to control for the size of the economy, we follow the previous
literature and express aid budgets as a percentage of GNI (“aid effort”). Since aid
disbursements also reflect ongoing aid projects partly determined over long periods of time,
we make use of aid commitments instead.

Figure 1.1 shows the decrease in DAC aid committed during the interwar period and
the surge in aid since 9/11. The picture is in line with what we would expect. During the time
of the Cold War, plenty of evidence reports that aid was used for strategic reasons. With the
fall of the Iron Curtain, the need for such strategic aid became less prevalent. However, rather
than sticking with the same level of aid and directing part of the money to where it could have
been more effective in terms of other objectives, aid levels declined. Directly after 9/11, the
trend reversed and aid levels increased markedly. Note that this is not driven by the United

States, as is evident in the lower panel of the figure.

"2 Korea joined the DAC in 2010 and is therefore excluded from the analysis.

15



Figure 1.1: Aid effort over time
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Turning to our measure of terrorist activity, we rely on “International Terrorism:
Attributes of Terrorist Events” (ITERATE), collected by Mickolus et al. (2009). ITERATE
provides data on global terrorist acts, including information on the type of attack, casualties
and fatalities, and information about perpetrators and victims. The data are available over the
1968-2008 period. The definition of transnational terrorism applied in ITERATE follows
Mickolus (1980: xiii), who defines transnational terrorism as “the use or threat of use, of
anxiety, inducing extranormal violence for political purposes by any individual or group,
whether acting for or in opposition to established government authority, when such action is
intended to influence the attitudes and behavior of a target group wider than the immediate
victims and when, through the nationality or foreign ties of its perpetrators, its location, the
nature of its institutional or human victims, or the mechanics of its resolution, its
ramifications transcend national boundaries.”

The variable we extract from this database measures the number of transnational terror
incidents originating from nationals of a particular recipient country, which are carried out on

. 1 . . .
nationals of the donor country."” We do not include domestic terrorism as we assume donors

'3 We include attacks against a particular donor in its own country, against its people or facilities in the country
of origin of the terrorist, or against its people or facilities in any third country. A potential shortcoming of our
terror measure is that it does not capture the intensity of the terrorist incident. While not a priori superior to the
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to be particularly interested in attacks potentially directed at them. While even al-Qaida
engages in domestic attacks (Blomberg et al. 2011), much of domestic terrorism is of little
interest to the international community.'* In our sample, 86 of 140 recipient countries were
source of a terrorist attack and, with the exception of Luxembourg, all DAC donors were hit
by transnational terror. Appendices I.8 and 1.9 show maps that graphically display the source
countries and targets of transnational terror in the 1967-2007 period."” Interestingly, incidents
of terror are decreasing over time, rather than increasing. In particular, the War on Terror
period saw a relatively low number of terrorist attacks. Therefore, it seems to be the perceived
threat from terrorist attacks that characterizes the War on Terror period, rather than the sheer

number of terrorist incidents.

1.3.2 Method of Estimation and Main Results

We start by pooling all donors. Our regressions are time-series cross-section analyses (panel
data) covering the 1971-2008 period. We use robust standard errors clustered at the country
level. Since some of the data are not available for all countries or years, the panel data are
unbalanced and the number of observations depends on the choice of explanatory variables.
Following the previous literature, we include the lag of the dependent variable (e.g., Bertoli et
al. 2008).'® Focusing on aggregate aid budgets as a share of GNI, the basic equation takes the

following form:

Yie = a+ pB1Yir—1+ P2Cold War, + fsWar onTerrory + ByX;r—1 +1; + &t (L.1)

where y; . represents aid effort, i.e., total aid commitments as a share of GNI of donor country
i in year t, and Cold War; and War on Terror; are dummies for the periods 1971-1990 and
2002-2008, respectively. X;._; is the vector of (lagged) control variables, 7); represents
country fixed effects, while &;, represents the error term. We include additional variables

related to the degree of terror in further regressions.

number of fatalities for instance, terrorist incidents are commonly accepted as measure of terror in the literature
(e.g., Gassebner et al. 2008, 2012). We thus assume that an attack can have important consequences even if no
one is hurt or killed and leave a differential analysis of alternative measures of terrorism for future research.

'* Examples are the Irish Republican Army (IRA), the Basque Euskadi Ta Askatasuna (ETA) and the German
Rote Armee Fraktion (RAF). In aid-receiving countries, Shining Path (Peru), National Democratic Front for the
Liberation of Bodoland and the National Liberation Front of Tripura (India) come to mind.

' Terror incidents of these years are considered in our regression analysis as explained below.

16 Aid budgets evolve slowly over time because of the path dependence of decisions in the budgetary process.

17



In choosing our control variables, we follow the literature on aid effort. The vector X
includes the donors’ general government debt (as a percentage of GDP), assuming countries
with higher debt to be less generous. We expect countries to be more generous when they are
richer, measured by (log) per-capita GDP. Adding (log) population as a further control
variable, we expect aid efforts to decrease with population size since small countries might be
more generous than larger countries as they need to surmount a minimum threshold from
which giving aid is meaningful (Round and Odedokun 2004). Finally, we account for a donor
country’s government size. Since broad categorizations of welfare state attributes are
generally stable over time, measures of government size may better reflect donor countries’
stance towards redistribution.!” Appendix I.1 shows the exact definitions of all variables with
their sources, while Appendix 1.2 reports descriptive statistics.

Columns 1-4 of Table 1.1 show our results with the fixed effects model of equation
(I.1). We find that a country’s aid effort increases with per-capita GDP, at least at the ten-
percent level. The lagged dependent variable is highly significant. The coefficients on debt,
population, and government size all exhibit the expected signs but they are not significant at
conventional levels.'®

Turning to our variables of interest, in column 1, both period dummies are significant.
With respect to the interwar period, and ignoring longer-term effects via the lagged dependent
variable, aid effort has been 0.065 percentage points higher during the Cold War period, at the
one-percent level of significance. At the ten-percent level, the results also show that aid effort
significantly increased in the War on Terror period, on average. Compared to the Cold War,
the increase is smaller; at 0.023 percentage points in the short-run (i.e., again ignoring the
lagged dependent variable), it is not negligible but far from dramatic. In fact, the difference in
the coefficients for the Cold War and War on Terror periods is not statistically significant at

conventional levels.

"7 For example, Bertoli et al. (2008) find a positive effect of government revenue (as a share of GDP) on aid
effort as a larger government size gives “more room for aid granting” and mirrors the donor country’s propensity
to redistribute.

' This is with the exception of column 4, where the effect of population is significant at the ten-percent level.
Note that when we omit the lagged dependent variable, the coefficients of all control variables gain statistical
significance, with their expected signs. The coefficients on the War on Terror dummy increase slightly, while
their significance decreases somewhat.
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Table I.1: Aid effort (1971-2008)

(1) (2) (3) (4) (5) (6) (7) (8)
OLS OLS OLS OoLS GMM GMM GMM GMM
Aid effort (t-1) 0.4745%%* (0.4535%** (0.4534*** (0.4532***  -0.2509 0.3805* 0.5705*** 0.2424
(0.00) (0.00) (0.00) (0.00) (0.41) (0.06) (0.00) (0.32)
Debt (t-1) -0.0008 -0.0008 -0.0008 -0.0008 0.0007 -0.0008 -0.0009*  -0.0006
(0.12) (0.13) (0.14) (0.13) (0.74) (0.15) (0.07) (0.52)
(log) GDP per capita (t-1) 0.1417*  0.1427** 0.1363** 0.1463* 0.6121*** (0.1800** 0.0782 0.2617*
(0.06) (0.04) (0.05) (0.05) (0.01) (0.03) (0.25) (0.08)
(log) Population (t-1) -0.2378 -0.2672 -0.2653 -0.2800* -0.0777** -0.0352** -0.0208* -0.0580*
(0.12) (0.11) (0.12) (0.10) (0.01) (0.04) (0.06) (0.07)
Government size (t-1) 0.0021 0.0020 0.0017 0.0020  0.0191***  0.0083* 0.0043  0.0109**
(0.19) (0.33) (0.32) (0.22) (0.00) (0.07) (0.17) (0.02)
Cold War 0.0653*** 0.0661** 0.0627** 0.0664** 0.8721** 0.2184** 0.0821*  0.3339*
(0.01) (0.01) (0.01) (0.01) (0.01) (0.01) (0.10) (0.08)
War on Terror 0.0227* 0.0231*  0.0266** 0.0232*  0.3499**  0.1892* 0.2172** 0.2043**
(0.07) (0.08) (0.01) (0.07) (0.05) (0.05) (0.04) (0.04)
Terror worldwide (t-1) -0.00002 0.0006
(0.94) (0.32)
Terror DAC (t-1) 0.0001 0.0019
(0.81) (0.13)
Terror donor (t-1) -0.0005 0.0046
(0.39) (0.17)
Number of observations 614 603 603 603 614 603 603 603
Number of countries 22 22 22 22 22 22 22 22
Adjusted R-squared 0.34 0.32 0.32 0.32
Number of instruments 9 13 13 13
Arellano-Bond test (Pr>z) 0.11 0.67 0.40 0.99
Hansen test (Prob>chi2) 0.72 0.43 0.44 0.41

Note: Robust p-values in parentheses (*** p<0.01, ** p<0.05, * p<0.1).

In column 2, we control for the number of terror events which occurred over the last

four years worldwide.'® While the dummy for the War on Terror stays significant, the number

of terror incidents has no significant effect on aid effort at conventional levels. Taking the

result at face value, while there has been a general increase in aid budgets as a share of GNI

since 2001, aid effort did not rise in the aftermath of a high prevalence of terror. It thus seems

that the aid regime shifted due to the increased risk of terror perceived after 9/11, while aid

has not been systematically used to fight terror over the whole sample period.

1 We chose four years as this period corresponds to the typical planning horizon of the government budget.
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Donor countries might be particularly concerned about terrorist attacks against allied
nations or against the ‘Western world’ in general. Therefore, column 3 replaces the number of
worldwide incidents with the number of incidents against citizens of DAC countries. Yet
again, the coefficient is not significant at conventional levels. The same holds when we
include terrorist attacks on the individual donor countries rather than total attacks against the
country group (column 4).%°

Arguably, terror might be endogenous to aid. If aid does actually reduce terror, as
shown by Azam and Thelen (2008, 2010, 2011), our estimates are likely to reflect a lower
bound. As an attempt to address this issue, we proceed with the System GMM estimator,
developed in Arellano and Bover (1995) and Blundell and Bond (1998). As we admittedly
lack good external instruments for terror, we rely on internal instrumental variables. The
results are based on the two-step estimator implemented by Roodman (2009) in Stata,
including Windmeijer’s (2005) finite sample correction. We treat the lagged dependent
variable and terror incidents (as well as the interactions with attacks on a particular donor) as
endogenous, and debt, GDP per capita, population and government size as exogenous
instruments.

In a comparably long panel like ours, the number of instruments is excessive if all
possible lags are employed. In order to minimize the number of instruments in the
regressions, we restrict the matrix of instruments, using only lags t-2 to t-4, and collapse the
matrix of instruments. Given that terrorist incidents are averaged over four years, we use lags
t-5 to t-7 here. The Hansen test on the validity of the instruments used (amounting to a test for
the exogeneity of the covariates), and the Arellano-Bond test of second-order autocorrelation
(which must be absent from the data in order for the estimator to be consistent), do not reject
the specifications at conventional levels and thus support our choice of the variables to be
modeled as exogenous.

The results are shown in columns 5-8 of Table I.1. Qualitatively, they are similar to
those reported above. Aid effort is higher in the War on Terror period than in the interwar

period. The number of terrorist incidents is again not significant at conventional levels.

%% Although we do not find that aid effort responds to the number of terrorist incidents, it may be the case that
governments started responding to the intensity of terror during the War on Terror period. However, when
adding interaction terms between the period dummies and the number of terrorist attacks on a particular donor
country, the interaction effects are not significant at conventional levels. This implies that the average donor did
not adjust its aid effort during the War on Terror period as a response to terrorism against its citizens.
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1.4 Panel Data Analysis of Aid Allocation

Using bilateral ODA flows instead of aggregate aid amounts, we test for the impact of the
War on Terror and transnational terrorist incidents on the allocation of aid. The basic equation

changes to:

Yijt = a+ pCold War, + B,War onTerror, + BsBudget;: + BaXijt—1 +Mij + &ijt»
(1.2)

where y; ; , represents (log) aid commitments in constant 2000 USS$ of donor i to recipient j in
year t, and Cold War, and War on Terror; are dummies for the periods 1971-1990 and
2002-2008 respectively, as was the case before.”! X i,jt-1 18 the vector of (lagged) control
variables. Rather than controlling for individual donor characteristics, we include the donors’
(log) overall aid commitments Budget; ;. As before, ¢; ;; represents the error term, while 7; ;
now represents donor-recipient-pair fixed effects. We again add additional variables related to
the degree of terror in further regressions.

As Neumayer (2002) points out, there are essentially two options for dealing with the
bounded nature of the dependent variable. The first option is based on the assumption that
donors decide — in the first step — whether to allocate aid to a country at all, while — in the
second step — they decide on the amount of aid to be given once recipients are selected. For
the first step of this model, Probit (or Logit) is the adequate technique of estimation. Ideally,
the second step should take account of information derived from the first step. This can be
achieved if the inverse Mills ratio derived from the first step is included in an ordinary least
squares (OLS) estimation of the sample of selected countries.

The second option is based on the assumption that the variables determine both
whether a country is selected as an aid recipient, and how much aid is being allocated to that
country in the same way. Tobit would then be the preferred method. Arguably, the underlying
assumption is a strict one. Neumayer (2002) thus suggests OLS as an alternative method of
estimation, ignoring the selection bias that tends to result from not considering the inverse
Mills ratio. The bias associated with OLS might be moderate when the sample contains a

limited number of zero observations.

2! Note that here and in the following we added 1 to the underlying variables before taking the log to avoid
losing zero observations where appropriate (see also Appendix 1.1). Note that we do not include the lagged
dependent variable here, in line with the literature on aid allocation (e.g., Kilby 2011). Focusing on individual
recipient countries, it is not obvious whether the likelihood of receiving aid commitments in t increases or
decreases with the amount of aid received in t-1. On the one hand, a country that has received an aid package in
t-1 might receive even more in t because of strong aid ties, but on the other hand, a country might be excluded
from new aid funds in t because of high aid commitments in t-1.
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With this in mind, we estimated a Heckman selection model and compared the
selection to the allocation equation. This was done in order to see whether restricting their
coefficients to be equal would be an option here, so that we could estimate Tobit regressions
instead. We also tested whether the selection and allocation equations are independent from
one another, so that separate selection and allocation equations could be estimated. The results
show that neither independent equations, nor Tobit models are adequate. The results reported
below therefore rely on the Heckman approach (with standard errors clustered by donor-
recipient pairs). Note that the donor-recipient-pair fixed effects included in equation (1.2) can
only be included in the (linear) allocation equation but not in the (non-linear) selection
equation, due to the incidental parameter problem. We therefore replaced them by country and
recipient fixed effects in the selection equation.

In line with the previous literature on aid allocation, X contains a set of possible
determinants as explanatory variables (see Chapter II). We control for (logged) population of
recipient countries in order to control for the size of a country. Larger countries need more
resources to develop. The recipient’s (logged) per-capita GDP and the (logged) total number
of people affected by a natural disaster in the recipient country are used as indicators for
recipient need. Our measure for merit is a dummy for democracy, following the definition of
Cheibub et al. (2009).

To proxy donors’ political self-interests, the literature suggests a recipient country’s
voting behavior in the United Nations General Assembly (UNGA). Various empirical studies
show that developing countries receive more aid and better conditions from donors when they
have closer political ties with the donor, as measured by their UNGA voting alignment (e.g.,
Kilby 2009b, 2011). Relying on data from Voeten and Merdzanovic (2009), we calculate the
number of times a country votes in line with the respective donor (either both voting yes, both
voting no, both voting abstentions, or both being absent). We then divide it by the total
number of votes in a particular year to derive a measure of voting coincidence between zero
and one. To account for commercial interests, we include the respective donor’s (log) total
exports to a particular recipient country in constant US$, as well as a recipient country’s (log)
oil production in barrels per day. Again, all variables with their definitions and sources are
provided in Appendix I.1, while Appendix 1.2 reports descriptive statistics.

Table 1.2 shows the results. While column 1 shows the selection equation of a

Heckman model, column 2 reports the corresponding allocation equation.”” Given the

** We do not impose an exclusion restriction on the allocation equation but identify the model based on the non-
linearity inherent in the selection equation. Note that the Wald test for independent equations is highly
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inclusion of fixed effects, note that the results for the selection equation have to be interpreted
in terms of deviations from the donor and recipient means, and in terms of deviations from the
average values of the donor-recipient pair in case of the allocation equation.

The results for the control variables are largely in line with the previous literature.
Both the estimated probability of receiving aid and the estimated amount of aid are below the
recipient country's norm when its per-capita GDP is above its norm, at the one-percent level
of significance. Also at the one-percent level, countries receive more aid with rising
population (and more frequently). In both equations, disasters increase aid. Countries are
more likely to receive aid when they become a democracy, and receive more aid with
democracy once selected (at the one-percent level).

While the results indicate that need is important for the allocation of aid, the same
holds for political and commercial motives. Countries voting in line with a particular donor in
the UNGA are more likely to receive aid, at the five-percent level of significance (but the
positive coefficient in the allocation equation is not statistically significant). Bilateral exports
are significant in both equations (at the one-percent level), with the expected positive
coefficient. The coefficient on oil production is not statistically significant at conventional
levels, while larger donor budgets increase aid and the probability to be selected as aid
recipient at the one-percent level.

We now turn to our variables of main interest. Compared to the interwar period,
countries are more likely to be selected as recipients of aid in the Cold War period and receive
more aid once selected. The picture is different for the period after 9/11. At the one-percent
level, countries are more likely to be selected, but — once selected — the amount of aid they
receive 1s less compared to the interwar period. In other words, the increased aid effort in the
War on Terror period leads to a higher proliferation to more recipients with smaller individual

aid portions (11.1 percent [=exp(-0.1172)-1] smaller compared to the interwar period).

significant, indicating the presence of selection bias when estimating Probit and OLS separately. When
estimating them for comparison, the results are however very similar.
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Table 1.2: Aid allocation (1971-2008)

(1) (2) (3) (4) (5) (6) (7) (8)
Heckman Heckman GMM Heckman GMM
ODA>0 (log) ODA ODA>0 (log) ODA (log) ODA ODA>0 (log) ODA (log) ODA
(log) GDP per capita (t-1) -0.1747*** -0.4324*** -0.2014*** -0.4522%** -0.3441%** -0.1783*** -0.4313*** -0.3379***
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
(log) Population (t-1) 0.9989*** 0.3119*** 1.0116%** 0.3010*** 0.4249*** 1.0095*** 0.3097*** 0.4345***
(0.00) (0.00) (0.00) (0.01) (0.00) (0.00) (0.00) (0.00)
(log) Disaster (t-1) 0.0093*** 0.0060%*** 0.0089*** 0.0049%** -0.0073 0.0093*** 0.0060*** -0.0008
(0.00) (0.00) (0.00) (0.00) (0.31) (0.00) (0.00) (0.89)
Democracy (t-1) 0.2745*** 0.1967*** 0.2481*** 0.1757*** -0.3639** 0.2723*** 0.1966*** -0.2122
(0.00) (0.00) (0.00) (0.00) (0.04) (0.00) (0.00) (0.12)
UNGA voting (t-1) 0.2691** 0.0558 0.0239 -0.2188 -0.6087 0.2645** 0.0575 -0.2257
(0.02) (0.68) (0.86) (0.13) (0.22) (0.02) (0.67) (0.39)
(log) Bilateral exports (t-1) 0.0633*** 0.0212%*** 0.0627*** 0.0167** 0.1259%*** 0.0634*** 0.0217*** 0.1152***
(0.00) (0.00) (0.00) (0.01) (0.00) (0.00) (0.00) (0.00)
(log) Qil production (t-1) -0.0052 0.0053 0.0000 0.0085 -0.0443%** -0.0047 0.0052 -0.0456***
(0.31) (0.35) (1.00) (0.13) (0.00) (0.36) (0.36) (0.00)
(log) Donor total commitments (t-1) 0.3494*** 0.9624*** 0.3317*** 0.9446*** 0.8402*** 0.3494*** 0.9622*** 0.8555***
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
Cold War 0.1354*** 0.3249*** 0.1353*** 0.3136*** -2.0125 0.1375*** 0.3247*** -0.7643
(0.00) (0.00) (0.00) (0.00) (0.14) (0.00) (0.00) (0.36)
War on Terror 0.0945*** -0.1172%** 0.0747*** -0.1349%** -0.9438 0.0909*** -0.1163*** -0.4284*
(0.00) (0.00) (0.01) (0.00) (0.31) (0.00) (0.00) (0.07)
Bilateral terror donor (t-1) -0.0428 0.0725%** 0.3418*
(0.26) (0.00) (0.09)
Bilateral terror DAC (t-1) -0.0148** 0.0033 0.0335
(0.03) (0.61) (0.33)
Donor dummies Yes No Yes No No Yes No No
Recipient dummies Yes No Yes No No Yes No No
Pair effects No Yes No Yes No No Yes No
Number of observations 71279 68082 45694 71279 47132
Number of country-pairs 2856 2794 2633 2856 2699
Number of instruments 21 21
Arellano-Bond test (Pr>z) 0.39 0.37
Hansen test (Prob>chi2) 0.80 0.12

Note: Robust p-values in parentheses (*** p<0.01, ** p<0.05, * p<0.1).
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Columns 3 and 4 of Table 1.2 replicate the model with the inclusion of the number of
terrorist incidents on the individual donor countries. As can be seen, this has no substantial
effect on the War on Terror dummy and the control variables. The number of incidents
involving a particular donor country has no significant effect on the probability of giving aid
to the country the terror attacks originate from. However, once a country is part of the
victim’s aid program, the donor country increases its aid flows to the country from which the
terror attack originates by 7.3 percent per incident, on average. This provides initial evidence
that countries who are already in good standing with donors through established aid
relationships receive more aid in the fight against terror, while countries with weaker alliances
do not.”

Next, we replicate the allocation equation with System GMM to control for
endogeneity as discussed above. We treat the number of terrorist incidents as endogenous and
all other control variables as exogenous. Again we use lags greater than t-4 given that terrorist
incidents are averaged over four years.”* We find that neither the period after 9/11, nor
terrorist incidents have a significant effect on the allocation of aid, but the Arellano-Bond test
rejects the specification (results available on request). When we restrict the instrument matrix
until t-15, the Arellano-Bond test does accept the specification and terrorist events increase
aid commitments at the ten-percent level (column 5).%

Columns 6-8 focus on bilateral terror against DAC countries rather than against a
particular donor exclusively.”® The probability of receiving aid decreases at the five-percent
level when more terror originates from a particular country (column 6). The amount of aid is
not affected however (columns 7 and 8). In other words, once a donor country provides aid to
a particular recipient, a terror attack originating from citizens of the recipient country does not
lead to a reduction in the amount of aid committed, but will make it less likely that a country
is selected as an aid recipient in the first place. This is again in line with the idea that

countries which are in no good standing with the donor through established aid relationships

» As an additional explanation, the public good character of aid might dominate here, so that on average
countries rely on other donors to increase their resources in the fight against terror. We thank Todd Sandler for
pointing this out.

** Given the higher number of observations compared to the analysis of aid budgets in Section 1.3, we do not
need to restrict the number of lags to three in order to keep the number of instruments sufficiently low.

* This result does not depend on the specific cut-off chosen. When using t-20 for example, the coefficient is
significant at the five-percent level.

2% Note that the number of observations is larger when we employ the DAC terror measure instead of the donor
terror measure, since missing observations of terror incidents of individual donor-recipient pairs are disregarded
in the calculation of the DAC total numbers. If we restrict the regressions of columns 6-8 to the sample of
columns 3-5 the results are unchanged.
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get punished for terror arising from their citizens. Comparing the results to those of columns 3
and 4, the difference in the effect of terror on the donor compared to the DAC as a whole
might be explained by compositional effects. With an aid relationship already in place, it
seems less likely that terror against the donor is, on average, state-sponsored. Such state-
sponsored terror is more likely to arise from countries with which no friendly
(aid-)relationships exist. Aid thus increases to countries with already established relationships,
but does not go to additional countries. However, recipients of aid from a specific donor
might well sponsor terrorist attacks on other DAC donors. As a consequence, other DAC
donors interrupt their aid relationships with the state sponsor of terror.

In Tables 1.3a and 1.3b, we introduce several interactions to test for differential
treatment of recipient countries. First, we investigate whether the impact of terror incidents on
aid has changed in the War on Terror period. Second, as we argued above, it is more likely
that some types of countries will receive more aid as a consequence of terror originating from
their soil than others. We use three variables to test for this proposition. Arguably,
democracies are less likely to be perceived as a threat to the average DAC donor country as
their values are more in conjunction with the donor. On average, it seems reasonable to
assume that government support for terrorism declines with democracy. We thus assume that
aid as a reaction to terror surges in democracies in particular. For similar reasons, we also
interact the number of terrorist incidents with a country’s voting behavior in the United
Nations General Assembly and a dummy for state sponsors of terror.”” We expect countries
with similar political views to receive more aid in reaction to terror originating from their soil,
and state sponsors of terror to receive less.

Table 1.3a shows the results for the selection equation of the Heckman model, while
Table 1.3b reports the corresponding results for the allocation of aid. However, estimating an
interaction term in a non-linear model — such as the selection model used here — is not
straightforward (Ai and Norton 2003). While Table 1.3a shows coefficients rather than
marginal effects, we also calculated the significance of the interaction terms in a linear
probability model and rely on the resulting t-statistics of the linear model. The marginal

effects of the linear allocation model shown in Table 1.3b can directly be interpreted.

%7 The dummy is coded 1 if a recipient country in a particular year is classified by the US Secretary of State as a
state sponsor of terror, i.e., “to have repeatedly provided support for acts of international terrorism” (see website
of the US Department of State available at http://www.state.gov/j/ct/c14151.htm (last accessed: July 2012); see
also a report on the list of state sponsors provided by the Korea Economic Institute at
http://www.keia.org/sites/default/files/publications/spotlist.pdf, last accessed: July 2012).
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Table 1.3a: Aid allocation and interactions (Heckman selection model, 1971-2008)

(o] 2 (3) (4) (5) (6) 7) (8)
ODA>0 ODA>0 ODA>0 ODA>0 ODA>0 ODA>0 ODA>0 ODA>0
(log) GDP per capita (t-1) -0.2012%**  -0.2024***  -0.2007***  -0.2256%** -0.1794%**  -0.1834***  -0.1782***  -0.1920***
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
(log) Population (t-1) 1.0116*** 1.0140*** 1.0113*** 0.7862*** 1.0239*** 1.0214*** 1.0111%** 0.6628***
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
(log) Disaster (t-1) 0.0089*** 0.0089*** 0.0089%*** 0.0068*** 0.0091*** 0.0092*** 0.0093*** 0.0069***
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
Democracy (t-1) 0.2480%** 0.2448%** 0.2488*** 0.1529%** 0.2749%** 0.2504*** 0.2727*** 0.1920%**
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
UNGA voting (t-1) 0.0353 0.0254 0.014 -0.1061 0.2568** 0.2658** 0.2192* 0.1447
(0.80) (0.85) (0.92) (0.47) (0.03) (0.02) (0.06) (0.24)
(log) Bilateral exports (t-1) 0.0627*** 0.0627*** 0.0627*** 0.0667*** 0.0636*** 0.0634*** 0.0633*** 0.0682***
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
(log) Oil production (t-1) 0.0000 -0.0001 -0.0001 -0.0087 -0.0040 -0.0053 -0.0049 -0.0167***
(1.00) (0.99) (0.99) (0.12) (0.44) (0.30) (0.34) (0.00)
(log) Donor total commitments (t-1) 0.3339%** 0.3322%** 0.3312%** 0.4503*** 0.3493*** 0.3494%*** 0.3495%** 0.4626%**
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
Cold War 0.1404*** 0.1357*** 0.1350%** 0.1358*** 0.1612*** 0.1386*** 0.1386*** 0.1226%**
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
War on Terror 0.0735%** 0.0743*** 0.0748*** 0.0733** 0.0800*** 0.0894*** 0.0906*** 0.1039***
(0.01) (0.01) (0.01) (0.01) (0.00) (0.00) (0.00) (0.00)
Bilateral terror donor (t-1) 0.114 -0.1087 -0.1186 0.1008
(0.41) (0.11) (0.25) (0.23)
Bilateral terror DAC (t-1) -0.0059 -0.0316%**  -0.0767** -0.0067
(0.40) (0.00) (0.04) (0.30)
State sponsor of terror (t-1) 0.2574 0.3854*
(0.21) (0.07)
Interaction of terror with: War on Terror Democracy UNGA voting State Terror Waron Terror Democracy UNGA voting State Terror
0.3319 0.1048 0.1997 -0.4733%** 0.0376%** 0.0285%** 0.0901* -0.0423*
(0.28) (0.13) (0.46) (0.01) (0.00) (0.01) (0.08) (0.06)
Cold War Cold War
-0.2226* -0.0312%**
(0.06) (0.00)
Donor dummies Yes Yes Yes Yes Yes Yes Yes Yes
Recipient dummies Yes Yes Yes Yes Yes Yes Yes Yes
Number of observations 68082 68082 68082 58730 71279 71279 71279 60439
Number of country-pairs 2794 2794 2794 2794 2856 2856 2856 2856

Note: Robust p-values in parentheses (*** p<0.01, ** p<0.05, * p<0.1).
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Table 1.3b: Aid allocation and interactions (Heckman allocation model, 1971-2008)

(1) ) 3) (4) (5) (6) 7

(8)

(log) ODA (log) ODA (log) ODA (log) ODA (log) ODA (log) ODA (log) ODA (log) ODA
(log) GDP per capita (t-1) [0.4537%*%*  0.4526%**  -0.4541%**  -0.3532%**  _0.4334%**  .0.4380***  -0.4314***  -0.3059***
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
(log) Population (t-1) 0.3031%**  0.3018***  0.3017*** 0.1510 0.3378%**  (.3255%**  (0.3097*** 0.0353
(0.00) (0.01) (0.01) (0.25) (0.00) (0.00) (0.00) (0.79)
(log) Disaster (t-1) 0.0048*** 0.0049*** 0.0049*** 0.0048*** 0.0058*** 0.0059*** 0.0059*** 0.0063***
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
Democracy (t-1) 0.1762*** 0.1747*** 0.1746%** 0.0999** 0.2017*** 0.1684*** 0.1955%** 0.1233%**
(0.00) (0.00) (0.00) (0.02) (0.00) (0.00) (0.00) (0.00)
UNGA voting (t-1) -0.2066 -0.2178 -0.2021 -0.2093 0.0507 0.0583 0.1042 0.1229
(0.15) (0.13) (0.16) (0.18) (0.71) (0.67) (0.46) (0.41)
(log) Bilateral exports (t-1) 0.0166** 0.0167** 0.0167** 0.0110 0.0211%** 0.0212*** 0.0211*** 0.0135%*
(0.01) (0.01) (0.01) (0.11) (0.00) (0.00) (0.00) (0.04)
(log) Oil production (t-1) 0.0088 0.0085 0.0086 0.0057 0.0060 0.0041 0.0053 0.0006
(0.12) (0.13) (0.12) (0.35) (0.29) (0.46) (0.34) (0.92)
(log) Donor total commitments (t-1) 0.9460*** 0.9449*** 0.9453*** 0.8803*** 0.9615%** 0.9631*** 0.9620*** 0.8849***
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
Cold War 0.3177*** 0.3137*** 0.3140*** 0.2797*** 0.3616%** 0.3260*** 0.3241%** 0.2737***
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
War on Terror -0.1378%*** -0.1350%**  -0.1356%**  -0.1182*** -0.1227***  -0.1185***  -0.1159*** -0.0857**
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.01)
Bilateral terror donor (t-1) 0.0611* 0.0593 0.1485** 0.0807***
(0.05) (0.26) (0.02) (0.00)
Bilateral terror DAC (t-1) 0.0141* -0.0203** 0.0578* 0.0083
(0.05) (0.04) (0.06) (0.21)
State sponsor of terror (t-1) -0.0210 0.0745
(0.93) (0.75)

Interaction of terror with:

War on Terror Democracy UNGA voting State Terror Waron Terror Democracy UNGA voting

State Terror

0.0993** 0.0180 -0.2141 -0.0573 0.0124 0.0356*** -0.0814* -0.0347*
(0.05) (0.77) (0.17) (0.64) (0.11) (0.00) (0.06) (0.09)
Cold War Cold War
-0.0585 -0.0410%***
(0.45) (0.00)
Pair effects Yes Yes Yes Yes Yes Yes Yes Yes
Number of observations 68082 68082 68082 58730 71279 71279 71279 60439
Number of country-pairs 2794 2794 2794 2794 2856 2856 2856 2856

Note: Robust p-values in parentheses (*** p<0.01, ** p<0.05, * p<0.1).
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As can be seen from the Heckman selection model reported in Table 1.3a, the
coefficients of the interaction terms exhibit the expected signs. However, they are not
significant at conventional levels when focusing on terror directed at a particular donor
country (columns 1-4).® When analyzing aid addressed to all DAC donors (columns 5-8), the
coefficients turn significant at the ten-percent level at least. Specifically, the probability of
receiving aid as a consequence of terror increases during the War on Terror period, with
democracy and with increasing voting similarity in the United Nations General Assembly, but
decreases when countries become state sponsors of terror.*’

Next, we turn to the corresponding results of the Heckman allocation model shown in
Table 1.3b. The increase of aid as a reaction to terror attacks against the donor is significantly
larger in the War on Terror period (16 percent overall per attack, according to column 1)
compared to the interwar period (6.1 percent) and the Cold War period (0.3 percent). The
other interaction effects again do not turn out to be significant when focusing on terror
directed at the individual donor country (columns 2-4). Analyzing the impact of terror
directed at the DAC community (columns 5-8), our results show that aid amounts decrease
with terror from autocratic countries by 2 percent per attack, while they increase by 1.5
percent for democracies. Countries becoming state sponsors of terrorism receive 3.5 percent
less aid per attack. Surprisingly, when countries vote in line with the donor more frequently,
they receive less aid in reaction to terror. While this is puzzling, it is in line with the
observation by Moss et al. (2005: 5) of “a possible trend of increases [in aid] in GWOT
[Global War on Terror]-relevant countries [...], and decreases to more traditional U.S. allies
in the Middle East, Europe, and Latin America that had received substantial aid in the 1990s.”

Overall, the evidence is in line with our expectations: While countries which are on
friendly terms with the donor receive more aid as a consequence of terror arising from their

soil, other countries do not (or less so).

% Column 4 seems to imply that state sponsors of terror are significantly less likely to be selected as recipients of
aid as a consequence of terror. However, the interaction term is not significant at conventional levels in the linear
probability model. The same applies to the Cold War coefficient in column 1. See Appendix 1.3.

* Note that the number of observations is lower when the state sponsor of terror dummy is introduced as this
classification of countries was introduced in 1979 only. The positive coefficient of the state sponsor variable in
column 8 is also noteworthy. However, when we calculate the marginal effect of state sponsorship for varying
number of terror attacks, the dummy is not significant at conventional levels for any value (based on the linear
probability model).
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L.5 Extensions
1.5.1 Disaggregating the DAC

Arguably, the average results for all donors pooled together might hide important differences
between donors. Focusing on the G7 donors and the so-called ‘good donors’ (Denmark,
Netherlands, Norway and Sweden) to reduce clutter, we estimate regressions for individual
donors rather than aggregating all donors. We run nested regressions for these donors instead
of performing regressions for each of them. Pooling the donors enables us to statistically test
for differences and similarities among them. We introduce dummies for each individual donor
and interact these dummies with our explanatory variables, mirroring individual regressions
for the individual donors.

The results are reported in Appendix 1.4. We find that, controlling for all other factors,
the United States increased its annual aid budget as a share of GNI by 0.087 percentage points
in the period after 9/11, at the five-percent level of significance. This effect is sizable in
comparison to the target of the United Nations that 0.7 percent of GNI has to be devoted to
development assistance, and the average value for the United States of 0.16 percent over the
1991-2001 period. Among the other DAC donors, only France shows a significant increase in
its budget after 9/11, also at the five-percent level (and by more than one percentage point).
When we control for terrorist attacks on the individual donor countries, the positive
coefficient on the War on Terror dummy for Canada turns significant at the ten-percent level.
While the United States did increase its aid budget as a share of GNI following the perceived
threat of terror after 9/11, the country did not adjust its aid effort in response to shorter
periods of more numerous attacks. The United Kingdom is the only country to react to attacks
against its citizens with significant decreases in its aid effort.

We also looked at differences between donors in their allocation of aid. Similar to the
budget regressions, we run nested regressions for all donors. Controlling for donor-recipient
fixed effects and in contrast to our findings for all DAC donors, we find that US aid amounts
are significantly larger in the War on Terror period compared to the interwar period. The
same holds for Norway and Sweden, while smaller aid portions come from Germany, Japan
and the Netherlands. Among the countries we separated from the aggregate analysis, we find
that only the United States increases its foreign aid to countries where terror against its
citizens originates, while France, Italy and Sweden even reduce their aid to these countries.
To the extent that these donors are hit by terror from the same countries of origin, this could
imply that the United States provide a public good, with European countries benefitting from

increased safety even while reducing their aid to countries where terror originates.
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1.5.2 Disaggregating Aid

As outlined above, donors effectively fighting against the terrorist threat should especially
rely on aid for education, or aid tied explicitly to the fight against terrorism. In this section,
we test whether the mechanisms underlying the models by Azam and Thelen (2008, 2010,
2011) and Bandyopadhyay et al. (2011) are understood by the donor community. If aid for
education, aid tied to the fight against terrorism, and general aid have differential effects on
the fight against terror, we would expect donor governments to change their composition of
aid as a consequence of terror. First, we consequently investigate whether terrorism affects the
share of aid that a donor devotes to education. As a second step, we also employ the donors’
share of aid for government and civil society (DAC purpose code 150), as most projects
linked explicitly to (the prevention of) terrorist activities are included in this category.”® The
detailed results are reported in Appendices 1.5-1.7.

When we estimate the share of a donor’s aid committed to education in a donor’s aid
budget as dependent variable, all coefficients on the War on Terror, as well as those on the
number of terrorist incidents, are not significant at conventional levels.”' In other words, we
find no evidence that donors shifted their focus to the education sector where aid is expected
to be particularly effective in preventing terror. When we use the share of aid granted to
improve governance and strengthen civil society, the picture looks different. Rather than
increasing the share of aid for governance, we find that a smaller share of total aid is
committed to this sector when more incidents occur worldwide and in DAC countries, while
the dummy for the War on Terror is insignificant.*” Focusing on shares in bilateral aid flows
rather than in a donor’s aggregate aid budget, the share of aid for education is not significantly
affected by the terror variables either. The share of aid to strengthen governance and the civil

sector is reduced rather than increased following bilateral attacks.”> Overall, there is no

% 77 percent of all projects reported by AidData that have ‘terror’, ‘terrorism’ or ‘terrorist’ in their title or
description are classified as aid for government and civil society. Note that we do not use these terror-related
projects from AidData in our regressions, because the available information covers only a limited number of
countries and years (see Tierney et al. 2011).

*1 ' We control for (logged) per-capita GDP, the (logged) number of NGOs per 100,000 inhabitants present in a
donor country as proxy for the strength of civil society, and tertiary school enrollment rates as an indicator of the
importance that a donor country attaches to education.

2 Note that the set of control variables includes (logged) per-capita GDP, the (logged) number of non-
governmental organizations (NGOs) and civil liberties (taken from Freedom House 2009) as an indicator of the
importance that a donor country attaches to related issues.

* We control for (logged) per-capita GDP and democracy in the recipient country, the share of aid devoted to the
particular sector in the donor’s total budget as well as for sector-specific need indicators (logged school
enrollment rates in the education model and logged number of international NGOs operating in the recipient
country in the governance equation).
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evidence that the shares of these aid types increased as a reaction to terrorist attacks and the

onset of the War on Terror.>

1.6 Conclusions

Previous research has concluded that aid is surprisingly ineffective in reducing poverty in
recipient countries. At the same time, a number of authors have argued that aid has not been
given to fight poverty in the first place. The importance of political considerations for the
allocation of aid during the Cold War is well known. With the fall of the Iron Curtain, many
hoped that humanitarian motives would guide donors when choosing where to give aid, and
how much. However, rather than devoting aid to where it could be most useful in terms of
poverty reduction or the promotion of high-quality institutions, the amount of aid declined
considerably with the end of the Cold War, despite some rhetoric suggesting the opposite.
With the terrorist attacks of September 11, 2001, political motives to grant aid became
fashionable once again. Leaders in the United States, the European Union, and other DAC
countries publicly announced to substantially increase their aid to fight terror.

A number of previous papers have investigated whether aid is indeed effective in
fighting terror. The results are ambiguous, theoretically and empirically. However, this is the
first study to test whether, and to what extent, a large group of donors increased their aid
effort during the War on Terror period, controlled for other determinants of aid. Although we
find this to be the case on average, there is no evidence that donors increased their budgets
after years with a particularly large number of attacks, or reduced their aid when terror
decreased.

As a next step, we investigated whether countries where terror originates received
increasing aid inflows, using a Heckman selection model. According to the results, while
countries where terror originates are not more likely to receive aid as a consequence, if they
are selected, they receive larger aid amounts from the donor hit by the attack. Terror against
the Western world, proxied by the number of terrorist incidents against citizens of a DAC
country, even reduces the probability to receive aid, on average. This holds in particular for
autocratic countries, for countries voting against the donor in the United Nations General

Assembly and for state sponsors of terrorism, but not for the War on Terror period.

** As shown in Young and Findley (2011), targeting aid towards health might be equally crucial in reducing
terrorism. Bandyopadhyay et al. (2011) also point to a trade-off between regime stability and aid tied to
counterterrorism. We leave these issues for future investigations.
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We disaggregated the analysis across two dimensions to provide deeper insights than
can be provided at the aggregate level. First, we investigated whether there are differences in
how donor countries react to terror, finding that indeed there are. Specifically, we find that
France and the United States increased their aid effort after 9/11, however, without
responding to the actual number of terror events. Concerning the allocation of funds, we find
that the United States increased aid to source countries of terror as a consequence of terrorist
attacks, while France, Italy and Sweden reduced their aid to these countries. Our second
disaggregation by type of aid shows no evidence that donors allocate a larger share of their
budgets to education or government and civil society as a reaction to terrorism, which recent
models suggest they should.

In summary, we find that politicians may still have to learn from economic research.
To the extent that development aid can effectively combat terror across the world, as recent
research suggests it does, politicians would be well-advised to target aid to those countries
where terrorist groups exist in abundance, as well as promoting education and the fight
against terror in particular. Our research also contributes to the aid effectiveness debate. When
aid is given to fight terror rather than economic growth, its effectiveness would have to be
judged by whether or not it is effective in fighting terror rather than promoting growth.

The analysis in this paper provides a starting point for more detailed investigations in
to how donors react to the terrorist threat. It could be complemented by a study focusing on
domestic terrorist events in addition to transnational ones. Investigating whether different
types of terrorist events, particularly severe events or only those involving fatalities for
example, have different effects on aid would also be useful. A more detailed disaggregation of
aid according to donors, types of aid, and the specific conditions under which aid is used to
fight terror might provide deeper insights than this study could provide.

Finally, we suggest not only investigating how aid impacts countries where terror
originates, but also looking at their neighbors, major trading partners, or their enemies. A
spatial model employing a range of weighting matrices could prove to be fruitful in this

context. We leave these questions for future research.
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Chapter II:
Rogue Aid? The Determinants of China’s
Aid Allocation

Joint work with Axel Dreher®

Abstract: Foreign aid from China is often characterized as ‘rogue aid’ that is not guided by
recipient need but by China’s national interests alone. However, no econometric study so far
confronts this claim with data. We make use of various datasets, covering the 1956-2006
period, to empirically test to which extent political and commercial interests shape China’s
aid allocation decisions. We estimate the determinants of China’s allocation of project aid,
food aid, medical staff and total aid money to developing countries, comparing its allocation
decisions with traditional and other so-called emerging donors. We find that political
considerations are an important determinant of China’s allocation of aid. However, in
comparison to other donors, China does not pay substantially more attention to politics. In
contrast to widespread perceptions, we find no evidence that China’s aid allocation is
dominated by natural resource endowments. Moreover, China’s allocation of aid seems to be
widely independent of democracy and governance in recipient countries. Overall,

denominating aid from China as ‘rogue aid’ seems unjustified.
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I1.1 Introduction

Development aid plays a pivotal role as an economic reward and punishment mechanism
between nations. An extensive literature on the allocation of aid by traditional donors exists,
which emphasizes that aid is frequently given for political reasons rather than economic needs
(e.g., Alesina and Dollar 2000; Neumayer 2005; Kuziemko and Werker 2006; Dreher et al.
2009a, 2009b; Kilby 2009a, 2011; Reynaud and Vauday 2009). With the ongoing
redistribution of world power, foreign aid provided by donor countries operating outside of
the Development Assistance Committee (DAC) is gaining in prominence. Only recently have
scholars started analyzing the allocation of aid from these so-called “new” donors with
quantitative methods (see Neumayer 2003a, 2004; Dreher et al. 2011). According to the
results in Dreher et al. (2011), “new” donors attach less importance to recipient need than
donors of the DAC when allocating aid. However, concerns that commercial self-interest
distorts the allocation of aid seem to be overstated for new and old donors alike. Arguably,
these findings might be driven by the omission of #he major “new” donor, China.*”

China is often described as the chief villain among the “new” donors. Naim (2007)
characterizes its development aid as ‘rogue aid’ as it is not guided by need in developing
countries, but rather by China’s national interests. The determinants of Chinese development
assistance are, according to Naim, access to resources and boosting international alliances.
Moreover, ‘rogue donors’ are said to undermine the development efforts of Western donors to
promote good governance in the developing world. However, this verdict is based on
selective case studies only. No empirical study exists confronting the various claims about
Chinese ‘rogue aid’ with data. This is because comprehensive data on the allocation of
China’s development aid are difficult to obtain.*

In this paper, we make use of various datasets on the allocation of Chinese foreign aid.
First, we use data on the number of aid projects completed. Data are obtained from Bartke
(1989), who collected news items on China’s economic aid between 1956 and 1987, and from
the China Commerce Yearbook, which covers the 1990-2005 period (Ministry of Commerce
1984-2009; Hawkins et al. 2010). Second, we use data on the estimated amount of Chinese

foreign aid (in US$) that has been provided to recipient countries until the mid-1980s. Data

3 Taken literally, China is not a new donor. Its aid program already started in the 1950s. By 1975, it provided
aid to more African countries than the United States (Brautigam 2008). This is true for many other “new” donors
as well. What is new however, is the attention they receive. Apart from that, China does not perceive itself as a
donor but rather as a partner in “South-South cooperation” (Davies 2007).

%% In the words of Berthélemy (2009: 2), “data are simply not available.” Berthélemy (2009) thus uses data on
contracted projects with Chinese companies as a proxy for aid, given that aid is usually tied to contracts with
Chinese companies.
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are collected from various intelligence reports of the CIA (1975-1984), from a study of the
Organisation for Economic Co-operation and Development (OECD 1987) and again from
Bartke (1989). Third, we make use of data on the number of medical staff that has been
dispatched at the end of a year, also collected from the China Commerce Yearbook. Finally,
we employ a dataset on food aid (World Food Programme 2011), which reports the amount of
emergency aid, program aid and project aid in tons of grain equivalent allocated since 1988
for 108 donors, including China.

We use these data to empirically test the various hypotheses about China’s aid
allocation proposed in the previous literature. First, we analyze China’s allocation of
development aid in five phases of the Chinese aid program between 1956 and 2006. Second,
in a cross-section of 132 recipient countries over the 1996-2005 period, we compare the
allocation of China’s project aid to that of DAC and emerging donor countries.

To foreshadow our results, we find that political considerations are an important
determinant of China’s allocation of aid. However, when we compare its allocation to those of
other donors, China does not pay significantly more attention to politics. We find only mixed
evidence that commercial motives determine China’s aid allocation decisions. Neither
democracy nor governance play an important role. Overall, denominating aid from China as
‘rogue aid’ thus seems unjustified.

We proceed as follows. In Section II.2, we introduce our data on China’s allocation of
aid, while outlining our hypotheses regarding the determinants of China’s aid allocation in
Section II.3. The method of estimation and our main econometric results are presented in
Section 11.4. In Section IL.5, we compare China’s allocation of aid to those of the DAC and

other “new” donors. The final section concludes the paper and draws policy implications.

I1.2. Measuring Chinese Aid

A substantial number of players are involved in the Chinese development assistance program
(Davies 2007; Brautigam 2008, 2010; Kobayashi 2008). Strategic decisions are made by the
State Council, which is the highest authority of the state administration. The main government
body responsible for China’s aid is the Ministry of Commerce (MOFCOM). However, the
Ministry of Foreign Affairs (MFA) is also involved. Another major player is the Export-
Import Bank — China Exim Bank — established in 1994, which provides concessional loans in

addition to pure export credits. Also set up in 1994, the China Development Bank (CDB)
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offers commercial credits and is expected to provide the bulk of the additional resources to
Africa promised in the “new strategic partnership” (Davies 2007).>’

Estimations of the total size of China’s aid flows vary considerably. In 2006, Premier
Wen Jiabao quantified Chinese aid to Africa over the 1949-2006 period to be about US$ 5.6
billion (He 2006). According to Davies (2007) however, this figure is considered to be too
low by Chinese scholars she interviewed. She provides data on concessional loans by the
China Exim Bank outstanding in February 2007, which amount to US$ 8-9 billion (as
reported in Manning 2007: 7). She also cites estimates from Kurlantzick (2006), estimating
aid to Africa to be worth US$ 2.7 billion in 2004, the United Kingdom’s Department for
International Development (DFID),*® estimating aid for Africa amounting to US$ 1.3-1.4 in
2006, and Qi (2007), who estimates aid for Africa to be worth US$ 1.05 billion and China’s
total aid budget to be US$ 1.38 in 2007. According to the Financial Times, China
outperformed the World Bank as the world’s largest provider of overseas loans to developing
countries through its China Development Bank and China Export-Import Bank, amounting to
at least US$ 110 billion in 2009 and 2010.*° Parts of the huge variations between the
estimates stem from different delineations of which flows are considered as development aid.
Missing information on the degree of concessionality of Chinese loans makes it difficult to
apply the definition of Official Development Assistance (ODA) from the DAC.*°

With the intention of meeting objections that China does not provide sufficient
information on its aid program, the Chinese government published a White Paper on China’s
Foreign Aid (State Council 2011). According to this official document, China has provided
aid to 161 countries until 2009, of which 123 developing countries received aid on a regular
basis. This corresponds to 256.29 billion yuan (US$ 38.54 billion), of which 41.4 percent
were provided as grants, 29.9 percent as interest-free loans, and 28.7 percent in the form of
concessional loans (State Council 2011). Still, it is not clear which financial flows are
included in these calculations. Moreover, the Chinese government declines to publish full

information on its annual bilateral aid allocations.

37 According to Davies (2007), further actors are the Chinese embassies, which monitor project implementation,
and the Ministry of Finance, which negotiates the yearly aid budget and is in charge of China’s contributions to
international financial organizations. The Ministry of Health is involved when it comes to medical and health
projects. Similarly, the Ministries of Education, Agriculture and Science and Technology are in charge of
China’s aid in their respective fields.

3% According to an unpublished document, DFID China, January 3, 2007.

%% “China’s lending hits new heights,” Financial Times, January 17, 2011.

* Brautigam (2008) lists package financing of concessional loans together with export credits, multi-year
reporting of aid, as well as media mistakes as additional sources of overestimated aid figures. Note that ODA is
defined as concessional financial flows to developing countries that are provided by official agencies, with the
objective to promote economic development and welfare and that contain a grant element of at least 25 percent
(see http://stats.oecd.org/glossary/detail.asp?ID=6043, accessed: July 2012).
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Nevertheless, we are able to make use of several data sources that provide information
on four variables that capture the lion’s share of China’s foreign aid activities since the
foundation of its aid program in the 1950s, and that by and large qualify as ODA.*' First, we
use data on the number of aid projects completed from Bartke (1989) and from the China
Commerce Yearbook (Ministry of Commerce 1984-2009). Bartke (1989) collected 2,500
news items on China’s economic aid between 1956 and 1987. Most of them were collected
from the Chinese press, with less than 10 percent originating from secondary sources (mainly
from the recipient countries). 528 completed aid projects in 69 developing countries (plus
Kuwait and Malta) are recorded in the dataset. The first completed aid project registered in
the database was the construction of a textile mill in Thamaing (Burma) in 1956. The single
most outstanding project was the construction of the Tanzania-Zambia railway line. Bartke
(1989) stresses that only small projects may be missing in the dataset, which presumably was
the case if China felt that they were not sufficiently important to be published.

Data on completed aid projects for more recent years are obtained from China’s
Ministry of Commerce (1984-2009), which provides this information in the China Commerce
Yearbook and its predecessors. This information on aid projects, completed during the 1990-
2005 period, was compiled in a comprehensive dataset by Hawkins et al. (2010) and is
publicly available. The first completed aid project recorded in the dataset was the construction
of a sporting complex in Jordan in 1990, and the last one was the provision of teaching
appliances, medical apparatus and agricultural machines to Colombia in 2005. Altogether, the
dataset consists of 304 aid projects provided to 97 developing countries (and Malta).

At first, it may seem a drawback that these data only cover aid projects run by the
Ministry of Commerce and exclude those administered by the Exim Bank and the China
Development Bank (as well as technical assistance). However, loans from the China
Development Bank and the vast majority of Exim Bank loans are not concessional in nature
and therefore do not qualify as ODA. According to Brautigam (2011: 761), “the large lines of
credit offered by Chinese policy banks are not provided as ODA but represent OOF [other
official flows], chiefly export credits.” Estimates from Brautigam (2010) suggest that the
remaining concessional loans provided by the Exim Bank represent 16.7 percent of China’s
official aid flows over the 1996-2005 period. Ideally, one would want to include these in an
analysis of China’s foreign aid — if they have a grant element that satisfies the definition of
ODA. Unfortunately, the Exim Bank does not release this information. The advantage of the

omission of data from both banks is that the remaining projects run by the Ministry of

*! For a discussion on which of China’s aid flows are likely to qualify as ODA see Kobayashi (2008) and
Bréutigam (2010, 2011).
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Commerce itself can be considered as ODA,* which will allow a meaningful comparison
with aid allocation of DAC donors in Section II.5. Appendix II.3 provides a detailed

explanation of the construction of the database of China’s project aid.

Figure I1.1: Number of aid projects completed (% of China’s total aid, 1956-1969)

Note: No information available on Albania, Cuba, Mongolia, People’s Republic of Korea and Vietnam (shaded area).

Figure I1.2: Number of aid projects completed (% of China’s total aid, 1970-1978)

Note: No information available on Albania, Cuba, Mongolia, People’s Republic of Korea and Vietnam (shaded area).

* According to Brautigam (2011: 756), “[b]y and large, activities financed out of their external assistance budget
largely parallel the kinds of activities financed by DAC donors.” The State Council (2011) notes that complete
projects are provided as grants or interest-free loans.
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Figure I1.3: Number of aid projects completed (% of China’s total aid, 1979-1987)

Note: No information available on Albania, Cuba, Mongolia, People’s Republic of Korea and Vietnam (shaded area).

Figure I1.4: Number of aid projects completed (% of China’s total aid, 1990-1995)
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The share of China’s aid projects completed in a particular recipient country over
various periods is represented graphically in Figures IL1-IL5.* Over the 1956-69 period
(Figure II.1), few countries received aid from China, and those that did were exclusively
located in Africa, the Arabian peninsula and in China’s immediate neighborhood. Figure 1.2
shows the expansion of China’s aid in Africa in the 1970-78 period, as well as the first
projects carried out in Latin America. This expansion continues further in the years 1979-87
(Figure I1.3). As can be seen in Figures I1.4 and II.5, China’s expansion focused on Latin
America in the early 1990s, and on Eastern Europe and Central Asia in the 1996-2005 period.

Second, we study China’s allocation of aid amounts in USS$. Data are collected from
various intelligence reports of the CIA (1975-1984), from a study of the OECD (1987), and
from Bartke (1989). The estimates of China’s total aid to recipient countries retrieved from
Bartke (1989) include loans and donations and are compiled from Chinese sources, secondary
sources and the author’s estimates. Tanzania was the single most important recipient of
Chinese economic aid between 1956 and 1987. 62.0 percent of China’s economic aid between
1956 and 1987 has been provided to Africa, highlighting China’s aspirations to become the
leading power in the Third World (Bartke 1989). 22.7 percent of China’s economic aid in this
period was provided to Asia, with the intention of creating “friendly relations with its closest
neighbours” (Bartke 1989: 10).

The second dataset on aid amounts (US$) has been established based on several
intelligence reports from the CIA (1975-1984). This series of handbooks served as the
intelligence community’s official database on foreign aid activities of communist countries.
Data are taken from the most recent report, in which data were reported for a particular year.
The established dataset covers economic aid extended to non-communist recipient countries
in the 1956-1984 period.** Concessional loans and grants are both included. The third dataset
is from the OECD (1987). It reports aid commitments in US$ for the 1970-1985 period. The
information has been collected from news items from the Xinhua news agency, statements by
recipient countries, and press reports. The OECD judges its aid data as reliable, with the
exception of aid flows to Vietnam and North Korea.*

Third, we examine China’s allocation of medical staff to developing countries.

Starting in 1963 in Algeria, medical staff is usually sent to underdeveloped areas to cure

* The choice of periods is explained below.

* Therefore, the dataset does not cover aid flows to the following communist countries: Cambodia (after 1975),
Cuba, Laos (after 1975), North Korea, Vietnam and Yugoslavia. In addition, aid to South Africa is not reported.
* Both countries have been excluded from the dataset. Also, in some cases the dataset indicates that a country
received aid from China without quantifying it. Therefore, the reported aid values from the OECD should be
treated as lower bound estimates.
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patients, train local medical staff, and improve medical and health services in the recipient
countries (State Council 2011). Data on the size of medical teams dispatched are obtained
from the China Commerce Y earbook (Ministry of Commerce 1984-2009) and cover the 1983-
1994 period (except 1993). Throughout this period, medical staff was dispatched to 45
countries. In 1984 alone, China claims to have treated about one million patients (Ministry of
Commerce 1985).

Fourth, we make use of a dataset on food aid from the International Food Aid
Information System (FAIS), which was developed by the World Food Programme (2011).
The amount of food aid is reported in tons of grain equivalent for 109 donor countries,
including China, from 1988 onwards and is continuously updated.* The values include
commodities delivered or locally purchased. Food aid is grouped into three categories:
Emergency aid, project aid and program aid. While emergency aid is intended to support the
victims of natural or man-made disasters, project aid supports specific poverty reduction and
disaster prevention activities. In contrast, program food aid is not targeted at specific
beneficiary groups and takes the form of a resource transfer for balance of payments or
budgetary support. China provides all three types of aid. Between 1990 and 2006, China
supplied 41 countries with food aid, of which the largest delivery went as emergency aid to
North Korea in 2005 (531,416 tons of grain equivalent).

Based on these four aid indicators, Figure I1.6 provides an overview of the evolution
of China’s aid program over time. As can be seen, the number of aid projects follows a
positive trend, but volatility is high. Aid amounts peaked in the early 1970s, and fluctuated in
the second half of the 1970s and the 1980s at around US$ 600 million (constant year 2000)
according to the Bartke and CIA measures. The estimates from the OECD are lower and
fluctuate at around US$ 350 million (constant year 2000). The number of medical personnel
dispatched is substantially lower in the 1990s compared to the 1980s, while food aid only
reaches noteworthy amounts as of 1996. Appendix I1.4 shows the resulting shares for each

recipient of China’s total aid for each aid indicator.

* Neumayer (2005) analyzes the determinants of food aid in the 1990s and finds that the United States and the
European Union use it to reward their political supporters. His study neither covers China nor other emerging
donors, however. Note that we employ data on food aid measured in tons of grain equivalent rather than simply
taking food in metric tons to assure comparability between different types of food aid. Data are available on
http://www.wip.org/fais.
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Figure I1.6: China’s foreign aid over time
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Note: No annual aid amounts available from CIA before 1967 and from OECD before 1976.

I1.3 Need, Merit and Self-Interest — Is China Different?
11.3.1 A Brief History of China’s Aid Program

China began providing foreign assistance to developing countries in 1950 with aid to North
Korea, extending its aid to non-communist countries in 1956 in the aftermath of the Asian-
African conference in Bandung (State Council 2011). According to Bartke (1989), Cambodia,
Nepal and Egypt were the first (non-communist) recipient countries in 1956. China’s aid
policy can be divided into five phases.*’ In the first phase (1956-1969), China’s aid, which at
that time only consisted of grants and interest-free loans, is said to have been mainly driven
by political and ideological considerations. China supported African countries’ independence
movements and used its aid to support resistance against colonial powers (e.g., Davies 2007).

Even then, the principles of giving aid stressed the self-reliance of the recipient countries and

" Davies (2007), Bréutigam (2008, 2010) and Kobayashi (2008) provide a detailed overview on the history of
China’s aid program. See also Lin (1995) for a good overview on the history of research on China’s foreign aid
by both Chinese and Western scholars.
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mutual benefit.** The 9th Party Congress in 1969 can be seen as the starting point of the
second phase (1970-1978). The amount of aid delivered sharply increased, which is seen as
being in line with Mao Zedong’s claim to assume political leadership in the Third World. In
line with this claim to power, China replaced Taiwan on the United Nations Security Council
in 1971, which was supposedly supported by aid flows to African countries (Davies 2007).
However, after the death of the Communist Party’s Vice Chairman Lin Biao in the same year,
economic aid was squeezed in 1973 through the influence of Prime Minister Zhou Enlai
(Bartke 1989).

After the death of Mao Zedong in 1976, China opened its doors to the West and
pursued more pragmatic foreign (and aid) policies.*” Deng Xiaoping took the leadership of the
Communist Party in December 1978, which initiated the third phase (1979-1989). His
economic reform program, labeled “Reform and Opening Up,” started introducing market
principles and gradually opened the Chinese economy to foreign investment and international
trade. Economic considerations became more influential in China’s aid allocation decisions.
The scale of individual projects was reduced, but mutually advantageous programs were
promoted (OECD 1987). While Chinese aid was provided as interest-free long-term loans or
grants in the beginning, conditions became stricter, but were still very favorable in the 1980s:
The grant element of Chinese aid fluctuated between 60 and 75 percent over the 1980-1985
period (OECD 1987). Another new focus of China’s foreign aid in the 1980s was the
emphasis on the upgrading and maintenance of existing projects.”

The fourth phase (1990-1995) started after the Tiananmen Square incident in 1989.
China sought actively for diplomatic support and increased its aid substantially, in particular
to African countries (Taylor 1998; Bréautigam 2008, 2010). As pointed out by Taylor (1998),
African reactions to the massacre were substantially softer compared to Western reactions,
and sometimes even supportive. According to Taylor (1998: 450), “[s]uch a[n aid] policy was
a quick and comparatively cheap way by which Beijing could reward those countries that had
stood by China during the 1989 crisis as well as cementing relations for the future.”
Moreover, China reinforced its “checkbook diplomacy” in response to Taiwan’s democratic

transition in the late 1980s (Brautigam 2010; see also Rich 2009).

* The principles were put forward by China’s Premier Zhou Enlai while visiting Africa in 1964 (Davies 2007;
Bréautigam 2008).

* Chinese Premier Zhao Ziyang stressed four principles on the economic and technical cooperation between
China and Africa in the early 1980s: Equality and mutual benefit, stress on practical results, diversity in form,
and common progress (as listed in Brautigam 2010).

*% These consolidation efforts included the overhaul and provision of equipment, supply of accessories and spare
parts, technical guidance and involvement of Chinese nationals in management and the operation of completed
projects (Ministry of Commerce 1986: 487).
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At the same time, planners “were well aware that resource scarcities, particularly in
domestic energy, would soon become an issue for domestic production, and they moved to
position the country to overcome that challenge” (Brautigam 2008: 11). The importance of
economic considerations is said to have become more and more predominant in China’s aid
strategy (Davies 2007; Pehnelt 2007). In particular, the aid reform of 1995 introduced market-
oriented principles and emphasized the linkages between aid, trade and investment
(Brautigam 2010). This reform, after which “China’s aid activities have entered a completely
different phase compared to the previous periods” (Kobayashi 2008: 7), is taken as the
starting point for the fifth phase (1996-2006). The central aim of the reform was to multiply
the ways in which foreign financing is supplied to developing countries. In addition to grants
and interest-free loans as a flexible and quick form of financing, China offered interest-
subsidized preferential loans as well as joint ventures and co-operations of complete projects.

A new era for China’s aid program started in 2006, with China declaring a “new
strategic partnership” at the Forum on China-Africa Cooperation (FOCAC). China announced
to double its 2006 aid effort to Africa by 2009, with the aim “to reach the target of mutual
benefit and win-win situation between China and African countries” (Ministry of Commerce

2007: 416).”'

11.3.2 Hypotheses

Chinese aid is not linked to conditions typically imposed by Western donors, such as good
policies, democracy or respect for human rights. Furthermore, Chinese financial assistance is
quickly made available (e.g., Davies 2007).>* China is thus a welcome alternative to DAC
donors with their bureaucratic procedures and detailed policy conditionality. At the same
time, development aid from China is criticized as being driven by domestic economic and
political interests to a higher extent than development aid from traditional DAC donors.
Motives for the allocation of aid can be broadly grouped into three categories; first, aid should
depend on recipient need; second, the quality of policies and institutions might matter; and
third, the donor’s commercial or political self-interests have been shown to play a role (e.g.,

Alesina and Dollar 2000). We discuss these motives in turn.

>! President Hu Jintao presented a “five point pledge” at the United Nations in 2005, promising debt relief and
increased aid flows. Eight concrete measures with regard to Africa followed at the FOCAC meeting in 2006
(Davies 2007; Brautigam 2010).

>2 Hilsum (2006: 7) quotes Sierra Leone's ambassador to Beijing: “If a G8 country had wanted to rebuild the
stadium, for example, we’d still be holding meetings! The Chinese just come and do it. They don’t start to hold
meetings about environmental impact assessment, human rights, bad governance and good governance.”
Brautigam (2008: 21) quotes Senegalese President Abdoulaye Wade, who said in 2006 that “[w]ith the Asian
countries it’s fast and it’s direct.”
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With respect to poverty and development, the Ministry of Commerce (1985: 413)
emphasizes that its aid projects play “a positive role in expanding the national economies of
the recipient countries and improving the material and cultural life of the people in these
countries.” Emphasizing the idea of ‘mutual benefit,” the ministry claims “to help the
recipient countries develop their national economies and bring about economic progress for
both China and these countries” (Ministry of Commerce 1985: 413). The State Council (2011:
6) emphasizes the need orientation in China’s aid allocation by claiming that the country “sets
great store by people’s living conditions and economic development of recipient countries,
making great efforts to ensure its aid benefits as many needy people as possible.” In the early
1980s, even the CIA (1980: 6) confirmed that the Chinese aid program “fits the needs of the
poorest LDCs [least developed countries].” More recently, Brautigam (2008: 7) stresses that
China uses its aid to reflect its “vision of itself as a responsible, significant power, quick to
deliver humanitarian assistance.” Its focus on infrastructure projects might foster
developmental needs largely neglected by DAC donors (Brautigam 2008). These views
largely contradict Naim’s (2007: 95) claim that rogue donors like China “couldn’t care less
about the long-term well-being of the population of the countries they “aid.””

The quality of policies and institutions in recipient countries is said to matter for
several reasons in the allocation of aid by Western donors. First, donor countries use aid as an
incentive mechanism by rewarding recipient countries with good institutions. For example,
Ohler et al. (2012) find that aid conditional on good governance leads to incentives for
potential recipient countries to improve their controls on corruption. However, other studies
raise doubts on whether aid for the promotion of democracy and governance is indeed
effective (see Knack 2004; Busse and Groning 2009). Second, donors might follow a
widespread belief that aid is more effective if it is allocated to countries with good economic
policies (e.g., Burnside and Dollar 2000), although this relationship lacks robust empirical
support (e.g., Easterly et al. 2004).> In contrast to this, one of the main principles of China’s
aid policy and foreign policy in general is non-interference in a country’s internal affairs and
respect for sovereignty (Davies 2007; Brautigam 2008). This implies that China’s aid
allocation is independent of the regime type and institutional quality in the recipient countries.
The Ministry of Commerce (1990: 63) itself claims that it pays “full respect for the recipient’s

sovereignty, without attaching any conditions and not asking for any special privileges, which

> The claim that the effectiveness of aid depends on good governance is also disputed (Doucouliagos and
Paldam 2010). Bjernskov (2010) even finds that aid increases inequality in democracies, but not in autocratic
countries. Hodler and Dreher (2012) provide a model and empirical evidence explaining the failure of policy
paradigms.
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displayed the true spirit of sincere cooperation.” Chinese aid “comes without Western lectures
about governance and human rights” (The Economist May 6, 2010).>* We would thus expect
Chinese aid to be unaffected by institutional characteristics of the recipient countries.

It has even been argued that China may concentrate on recipient countries with rather
bad governance (Halper 2010). In the words of Pehnelt (2007: 8), since China faces “higher
opportunity costs of morality and governance and human rights-oriented policies” compared
with DAC donors, China has a “comparative advantage” in providing assistance to “unstable
and problematic regions and rogue states.” From a Western perspective, such an aid allocation
behavior should be considered as particularly worrisome in the light of the results in Bermeo
(2011), who finds empirical support for a negative link between aid from authoritarian
regimes and the likelihood of a democratic transition.

Still, it is open to debate whether Chinese aid differs significantly from the allocation
of DAC aid in terms of rewarding “deserving” recipient countries with better governance.
This is because previous research points to a considerable gap between the DAC rhetoric of
rewarding good governance and their actual allocation of aid. For instance, Isopi and
Mattesini (2010) show that Germany, Finland, France, Japan, and the Netherlands give more,
rather than less, aid to more corrupt countries.”” It is frequently expected that absent of any
conditionality, Chinese aid will weaken democracy, governance, and human rights, fail to
promote development, weaken social and environmental standards, and increase corruption
(e.g., Davies 2007).° According to Taylor (1998), China enthusiastically opposed
democratization in Africa as it could use failed African democratizations as an argument
against demands for its own democratization.”’

Turning to self-interest, facilitating the export of natural resources to China is seen as
a central aim of Chinese aid. China’s “insatiable needs” for resources (oil, minerals, and
timber in particular) are mentioned most frequently as commercial motives of its aid (e.g.,

Alden 2005; Tull 2006; Davies 2007; Naim 2007; Halper 2010). In addition to resource

>* See also Alden (2005), Tull (2006) and Lammers (2007). Halper (2010: 100) cites president Museveni of
Uganda: “The Western ruling groups are conceited, full of themselves, ignorant of our conditions, and they make
other people’s business their business, while the Chinese just deal with you as one who represents your country,
and for them they represent their own interests and you just do business.” Tull (2006: 466-467) quotes a
spokesman of the Kenyan government as follows: “You never hear the Chinese saying that they will not finish a
project because the government has not done enough to tackle corruption.”

> See also Alesina and Weder (2002). Similarly, Neumayer (2003b) finds no consistent evidence that DAC
donors reward recipients with a good human rights record.

*% As one example, European Investment Bank president Philippe Maystadt claims that “[t]hey [i.e., the Chinese]
don’t bother about social or human rights conditions” (Financial Times, November 28, 2006). However, given
that Chinese aid is given in kind rather than cash, it might also be less prone to corruption. China clearly tries to
tackle corruption where repayment of its loans is at risk (Bréutigam 2008).

*7 According to Deng Xiaoping, “talk about human rights, freedom and democracy is only designed to safeguard
the interests of the strong, rich countries [who] practice power politics” (as quoted in Taylor, 1998: 453).
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security, Chinese aid is accused of targeting future access to export markets and profitable
investments (e.g., Davies 2007). Medical aid, for example, is considered as a tool to improve
the reputation of Chinese medicine and as “a clever and low cost way to introduce Chinese-
made medications to the African market” (Shinn 2006). Note that the Chinese Ministry of
Commerce is the head agency in the provision of bilateral aid. This clearly indicates the
overriding importance of commercial motives (Lammers 2007). Moreover, Chinese aid is
tied, which is a further indication that China uses aid to improve business opportunities
(Pehnelt 2007; Schiiller et al. 2010). The Ministry of Commerce (1999: 75) openly concluded
from aid activities in 1998 that, through aid, China’s “enterprises entered the markets of the
developing countries very quickly and were welcomed by the governments and enterprises of
these countries.”

With respect to political motivations of China’s aid allocation, the Ministry of
Commerce (1996: 70) openly admits that grants are used to coordinate diplomatic work and
that the construction of “some public institutions [...] produced great political influences.”
Moreover, the aid program is aimed at supporting high-level diplomatic events. For example,
to achieve a higher participation of heads of state and heads of government in the opening and
closing ceremonies of the 2008 Olympic Games in Beijing, China “speeded up the
implementation of the projects concerned by bilateral leaders” (Ministry of Commerce 2009:
348). According to the State Council (2011: 3), however, “China never uses foreign aid as a
means to [...] seek political privileges for itself.”

The literature has given special attention to the political motivation of China’s aid
allocation to Africa.”® As Davies (2007: 27) points out, “Africa is important for China’s
policy agenda and the building of alliances.” It provided support for the People’s Republic to
represent China in the United Nations instead of Taiwan (Davies 2007). Specifically, China
uses aid to realize its “One-China policy,” rewarding countries that do not recognize Taiwan
as an independent country (Taylor 1998; Briutigam 2008).”’ However, despite the One-China
policy, China does provide aid to countries that recognize Taiwan in some cases (see also

Davies 2007).°° African aid recipients supported Chinese efforts to prevent sanctioning its

% While most researchers focus on Africa, there is less work on China’s aid to Asia. A notable exception is
Schiiller et al. (2010), who exploit detailed data on China’s engagement in Cambodia, among others.

%% Taiwan also uses aid to reward countries for recognizing it as an independent country, sparking “something of
a bidding war” (Brautigam 2008: 11). Its dollar diplomacy has been successful in maintaining its international
profile (Taylor 1998). See also Rich (2009) for the connection between foreign aid and diplomatic recognition of
the two Chinas.

% In most but not all of these cases, countries that recognized Taiwan and received aid from China established
diplomatic relations with China in the same or the following year. In the dataset on aid amounts collected for this
paper, Bartke’s data show one case (Benin 1972), the CIA data list three cases (Benin 1972, Chad 1971 and
Niger 1973) and the OECD data four cases (Gabon 1973, Gambia 1973, Malaysia 1973 and Niger 1973). The
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human rights record in international fora such as the United Nations (UN) Commission of
Human Rights (Lammers 2007; Lancaster 2007).®' China expects African countries to gain in
political weight in such organizations and seems determined to increase their voice in them
(Taylor 1998). Also pointing at Africa’s weight in international organizations, Tull (2006:
460) argues that China is trying “to build coalitions to shield Beijing from Western criticism.”

Given that our data vary over time, we can evaluate whether, and to what extent,
Chinese aid allocation shows (the expected) different patterns over the five phases outlined
above. In summary, we expect the first phase (1956-69) to be dominated by political and
ideological considerations. The second phase (1970-78) should equally be dominated by
political motives, while economic motives should become more relevant in the third phase
(1979-89). In search for support after the Tiananmen Square massacre and for the “One-China
policy,” political clout should dominate again in the fourth phase (1990-95), while
commercial and more market-liberal considerations should be important for China’s
allocation of aid in the fifth phase (1996-2006). In all phases, we expect the non-interference
principle to be reflected in China allocating aid independent of the regime type and
institutional quality of recipient countries. We expect the allocation of Chinese aid to be
driven by resource considerations. However, we also expect its aid to take account, at least to

some degree, of poverty and need in the recipient countries.

11.4 Econometric Analysis of China’s Aid Allocation
11.4.1 Empirical Strategy and Data

To test our hypotheses, we look at the four types of aid indicators explained above and
estimate the share each developing country receives of total Chinese aid allocated in a
particular phase of China’s aid program.®> More specifically, we analyze (1) the number of
aid projects compiled from Bartke (1989) and the Ministry of Commerce (1984-2009), (2a)
aid amounts in US$ from Bartke (1989), (2b) aid amounts in US$ from CIA (1975-1984),
(2¢) aid amounts in US$ from OECD (1987), (3) the number of medical staff dispatched from

picture is different for food aid. In twelve out of thirteen of those cases, China did neither entertain relations with
the recipient in the year preceding nor in the year following the delivery of food aid.

6! According to Taylor (1998: 451), China is “[a]lways mindful of the fact that the West is in a minority in
international organisations such as the United Nations, the courting of support from developing nations enabled
China to successfully resist Western 'hegemonism' at a time when the old bi-polar world was crumbling.”

%2 We use the share of the overall aid budget to be able to compare marginal effects over time, even when the
average size of China’s aid projects changes over time and when focusing on periods that cover a different
number of years. We restrict our analysis to recipient countries that are on the DAC List of ODA Recipients as
of January 1, 2006 (available at: http://www.oecd.org/datacecd/23/34/37954893.pdf, accessed: February 14,
2011).
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the Ministry of Commerce (1984-2009) and, finally, (4) the amount of food aid supplied as
collected by the World Food Programme (2011).%

We estimate the models using a Fractional Logit model (FLOGIT) with standard
errors clustered by recipient country.”* FLOGIT directly estimates a fractional response
variable without requiring any adjustment of the data. As described in Papke and Wooldridge
(1996), FLOGIT guarantees that the predicted values lie in the unit interval and is adequate if
the dependent variable contains a large fraction of zeros (or ones).

We estimate our models by employing five cross-sections rather than time-series
cross-sectional data. Each cross-section corresponds to one of the five phases of China’s aid
program outlined in the previous section. The reason for estimating cross-sections rather than
a panel with yearly data is that China’s aid flows are rather volatile from one year to the next
(see again Figure I1.6). The variables that we employ below, however, can hardly be assumed
to explain this volatility. Rather, we expect them to be able to explain the average share of
total aid that a particular country receives from China in certain years (see also Gupta et al.
2006). Given that we are interested in the differential effects of the explanatory variables over
time, we do not pool the cross-sections either, but allow the coefficients of all variables to be
different in each cross-section. This choice is supported by a test for equality in coefficients,
at the one-percent level of significance. The test thus clearly indicates that pooling would not
be approplriate.65 For each aid indicator, we thus estimate the following model:

E(aidshare, |x;) = G(x; B,)
where G (+) is the logistic function, aidshare;; is the share of China’s total aid that country i
receives in phase t of China’s aid program; x;; is a vector containing a set of explanatory
variables (including a constant) interacted with a set of period dummies; f; is a vector of
unknown period-specific parameters; and ¢;; is stochastic term with unit conditional mean.

In line with the previous literature on aid allocation, we include a set of possible
determinants as explanatory variables (e.g., Dreher et al. 2011). Note that all these variables

are averaged over the respective time period under consideration. Assuming that “new”

53 We include all three measures of aid amounts in US$ since we have no a priori belief which data source is best
suited. The correlation between the three measures is 75.4 percent (Bartke-CIA), 77.1 percent (Bartke-OECD)
and 80.3 percent (CIA-OECD), respectively.

54 If we estimated the aid share each developing country receives with Ordinary Least Squares (OLS) regressions
instead, this would not account for the bounded nature of our dependent variables and assume a misleading
constant effect of our explanatory variables.

% For this test, we used our baseline specification in column 1 of Table II.1.
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donors such as China are more likely to give aid to countries that are geographically closer to
them, we account for the (logged) distance between the recipient and the donor country.®

We control for (logged) population of recipient countries in order to control for the
size of a recipient country. Larger countries need more resources to develop. Given that our
dependent variable is not in per-capita terms, we expect aid to rise with population. The
logged per-capita GDP is a commonly used indicator of recipient need, which has repeatedly
been shown to shape the distribution of aid (e.g., Fleck and Kilby 2010). In line with China’s
official objectives quoted above, we expect the effects of per-capita GDP to be significantly
negative in our regressions. As a further proxy for recipient need, we use the (logged) total
number of people affected by a natural disaster in the recipient country.

Our primary measure for merit is a dummy for democracy coded as 1 if multiple
parties are legally allowed and exist outside the regime front, as well as if at the same time the
selection of the executive and the legislature involve an either direct or indirect mandate from
an electorate (Cheibub et al. 2010). Moreover, in order to qualify as a democracy, incumbents
must not be able to unconstitutionally close the lower house of the legislature and rewrite the
rules in their favor. Following China’s non-interference principle, we expect this variable to
be insignificant. If the claim that China favors autocratic regimes over democracies was true,
we would expect a negative effect of the dummy variable on the recipient’s aid share.

To proxy donors’ political self-interests, the literature suggests a recipient country’s
voting behavior in the United Nations General Assembly (UNGA). Various empirical studies
show that developing countries get more aid and better conditions from donors when they
have closer political ties with the donor, as measured by their UNGA voting alignment
(Thacker 1999; Alesina and Dollar 2000; Barro and Lee 2005; Kilby 2009a, 2011,
forthcoming). Relying on data from Kilby (2009b),°” we calculate the number of times a
country votes in line with China (either both voting yes, both voting no, both voting
abstentions, or both being absent). We then divide by the total number of votes in a particular
year to derive a measure of voting coincidence between zero and one. In the 1996-2005
period, average voting compliance of developing countries with China ranges from 42.1
percent (Palau) to 92.2 percent (Indonesia). Since China's seat in all UN bodies was held by
Taiwan (Republic of China) until 1971, we make use of voting alignment with Taiwan for the

years up to 1971. While we expect that countries voting in line with China in the UNGA

% For example, Harmer and Cotterrell (2005) find that humanitarian aid by non-DAC donors is concentrated in
neighboring countries. See also Dreher et al. (2011). In our dataset, bilateral distances are computed as the
average of the distance between the major cities of the two countries, which are weighted by the share of the city
in the overall population, as defined in Mayer and Zignago (2006).

7 We thank Christopher Kilby for sharing his revision of Voeten and Merdzanovic’s (2009) UNGA data.
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receive more aid, countries voting in line with Taiwan are expected to obtain less aid from
China (if any).®®

An important political factor driving China’s aid allocation decisions might be the
recipient country’s adherence to the “One-China policy.” A country cannot maintain
diplomatic relations with both Chinas. While 169 countries recognized the People’s Republic
of China in 2008, only 23 countries had established diplomatic relations with Taiwan at that
time.* We make use of a dummy variable that takes a value of 1 if a country has diplomatic
relations with Taiwan for six months or more in a particular year (Rich 2009).”

To account for commercial interests, we include China’s (logged) total exports to a
particular recipient country in constant US$, as well as a recipient country’s (logged) oil
production in millions of barrels per day. While the former variable intends to capture the idea
that China might use its foreign aid program as a tool for export promotion, with the latter
variable we intend to test our hypothesis that aid is employed to secure China’s access to
natural resources. All variables with their definitions and sources are provided in Appendix
II.1. Appendix II.2 shows descriptive statistics.

As evident from our regression equation, we use contemporaneous values of these
explanatory variables to explain China’s aid shares attributed to developing countries. This
may raise some endogeneity concerns. For example, China may not only reward countries
that have voted in line with it in the UNGA, but countries may also vote in line after receiving
aid from China in the first place. Similarly, China might not only provide more aid to
countries with deep commercial ties, but ties might also intensify as a consequence of aid
flows. A natural solution is the use of lagged values of our explanatory variables, i.e., the
corresponding values before the onset of the respective phase of China’s aid program.
However, such an approach leads to some pitfalls. First, these past values seem to be
decoupled from the actual aid allocations. In the most extreme case, explanatory variables in
1995 would be assumed to explain aid allocations in 2006. Second, bilateral relations need to
be in good shape at the moment when the aid money was disbursed or an aid project was
completed. This is of particular importance as China’s aid has been suspended in many cases
after a deterioration of diplomatic relations with recipients (see Bartke 1989 for a discussion).

Beyond that, the question of timing is not central to our research, which aims to examine

% Therefore, the variable takes the value of 1 minus the voting alignment with Taiwan until 1971.

% Bhutan had no diplomatic relations with either of them.

" We thank Timothy Rich for providing the data. He constructed the variable from an analysis of the written
record and data provided by the Ministry of Foreign Affairs of the Republic of China (Taiwan) and the People's
Republic of China.
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whether, and to what extent, political and commercial interests matter for China’s aid

allocation, rather than whether aid is used to bribe or reward the countries.

11.4.2 China’s Project Aid

The results are shown in Table II.1. We run nested regressions for all periods, rather than
performing regressions for each phase and comparing the individual results. This means that
we introduce dummies for each individual phase; we interact these dummies with our
explanatory variables, mirroring individual regressions for the individual phases. Running
nested regressions in such a way enables us to statistically test for differences and similarities
among them. Table II.1 reports the marginal effects of all explanatory variables in each of the
five phases. We also report the p-values of a Wald test for differences in the coefficient of a
variable for a particular phase with respect to the most recent phase for which data are
available (in italics).”" A heteroskedasticity-robust RESET test evaluates the adequacy of our
models.”” The corresponding p-values shown in Table II.1 indicate that all six models pass the
RESET test at the five-percent level of significance.”

In column 1, we focus on the share of aid projects, based on 528 observations. As can
be seen here, the share of projects a country receives is not related to its distance from China,
at conventional levels of significance. The exception is the fourth phase (1990-95), where the
share of projects increases with distance. However, the effect is only significant at the ten-
percent level. With respect to the fifth phase, distance matters more in the fourth, also at the
ten-percent level. Overall, there is no evidence that China gives more aid to countries that are
geographically closer, which is contrary to the results in Dreher et al. (2011) for non-DAC
donors (excluding China). China, having global ambitions, seems to behave differently than

the other (smaller) emerging donors.”

! Note that comparisons of the first three phases with phase 5 need to be interpreted with caution as we draw
data from two different data sources.

7 More precisely, we test whether the squared fitted values of the explained variable have any explanatory
power. If so, our model would be considered misspecified.

3 At the ten-percent level, the estimation based on aid data from the CIA does not pass the test, while the other
regressions do.

™ However, the fact that we do not find a negative effect of distance on aid allocation in the first three phases
may be driven by missing data on Communist countries in China’s neighborhood, as mentioned above.
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Table I1.1: Five Phases of China’s aid program

(1) (2) (3) (4) (5) (6)
Aid projects Aid amount Aid amount Aid amount Medical Staff Food aid
(Bartke/CCY) (Bartke) (CIA) (OECD) (ccy) (FAIS)
Distance
1st phase -0.068 -2.309%* -1.993**
(1956-1969) (0.830) (0.029) (0.025)
0.861 0.040 0.033
2nd phase -0.255 -0.088 -0.015 -0.055
(1970-1978) (0.130) (0.350) (0.930) (0.806)
0.232 0.922 0.377 0.430
3rd phase 0.194 -0.051 -0.236 0.247 0.778*
(1979-1989) (0.326) (0.879) (0.337) (0.355) (0.075)
0.322 0.617
4th phase 0.415* 0.928** -0.049
(1990-1995) (0.051) (0.016) (0.750)
0.050 0.740
5th phase -0.009 0.002
(1996-2006) (0.949) (0.352)
Population
1st phase -0.156 -0.809* -0.432
(1956-1969) (0.434) (0.085) (0.180)
0.477 0.095 0.060
2nd phase -0.024 -0.042 -0.016 0.028
(1970-1978) (0.617) (0.230) (0.735) (0.689)
0.003 0.763 0.148 0.464
3rd phase 0.002 -0.006 0.263 0.169 -0.110
(1979-1989) (0.983) (0.958) (0.142) (0.356) (0.385)
0.005 0.158
4th phase -0.173* -0.270* -0.059
(1990-1995) (0.064) (0.080) (0.223)
0.226 0.237
5th phase -0.309*** -0.002
(1996-2006) (0.000) (0.143)
GDP per capita
1st phase -0.134 -0.638 -0.499
(1956-1969) (0.545) (0.467) (0.447)
0.101 0.527 0.595
2nd phase -0.211* -0.190** -0.119 -0.233
(1970-1978) (0.067) (0.011) (0.252) (0.139)
0.038 0.589 0.933 0.661
3rd phase -0.330%** -0.094 -0.141 -0.122 -0.530%**
(1979-1989) (0.006) (0.592) (0.580) (0.564) (0.007)
0.220 0.041
4th phase -0.441%** -0.755%** -0.104
(1990-1995) (0.002) (0.000) (0.328)
0.535 0.366
5th phase -0.530*** -0.008**
(1996-2006) (0.000) (0.020)
Disaster
1st phase 0.015 -0.007 -0.074
(1956-1969) (0.466) (0.933) (0.149)
0.385 0.923 0.337
2nd phase 0.008 0.031%** 0.048*** 0.055%**
(1970-1978) (0.518) (0.003) (0.002) (0.000)
0.244 0.495 0.039 0.502
3rd phase 0.031 0.002 -0.018 0.032 -0.031
(1979-1989) (0.104) (0.965) (0.515) (0.302) (0.161)
0.645 0.160
4th phase -0.010 0.009 0.017
(1990-1995) (0.664) (0.811) (0.529)
0.134 0.533
5th phase 0.048 0.000
(1996-2006) (0.124) (0.946)
Democracy
1st phase 0.018 -0.679 -0.592
(1956-1969) (0.922) (0.353) (0.298)
0.735 0.990 0.436
2nd phase -0.114 0.081 0.159 0.039
(1970-1978) (0.635) (0.641) (0.435) (0.907)
0.842 0.086 0.099 0.092
3rd phase -1.167** -0.690 -1.376 -1.628* -2.031
(1979-1989) (0.010) (0.120) (0.135) (0.089) (0.102)
0.021 0.458
4th phase 0.128 -1.269** -0.213
(1990-1995) (0.499) (0.043) (0.442)
0.375 0.439
5th phase -0.060 0.002
(1996-2006) (0.706) (0.267)
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Table I1.1 (continued): Five Phases of China’s aid program

(1)

(2)

(3)

(4)

(5)

(6)

Aid projects Aid amount Aid amount Aid amount Medical Staff Food aid
(Bartke/CCY) (Bartke) (CIA) (OECD) (ccy) (FAIS)
Taiwan recognition
1st phase -1.290 -5.448* -4.704*
(1956-1969) (0.387) (0.075) (0.081)
0.072 0.008 0.007
2nd phase 0.078 -0.037 0.031 -0.600
(1970-1978) (0.789) (0.870) (0.900) (0.395)
0.000 0.000 0.001 0.520
3rd phase -19.632%** -22.295%** -33.371%** -1.481 -2.925%*
(1979-1989) (0.000) (0.000) (0.001) (0.213) (0.023)
0.000 0.552
4th phase -2.400*** -2.094** 0.170
(1990-1995) (0.000) (0.015) (0.456)
0.061 0.450
5th phase -4.749%** -0.002
(1996-2006) (0.000) (0.538)
UNGA voting
1st phase 5.246* 3.689 3.921
(1956-1969) (0.086) (0.508) (0.339)
0.152 0.830 0.995
2nd phase 7.489%** 6.703*** 7.940%** 6.109**
(1970-1978) (0.000) (0.000) (0.000) (0.018)
0.001 0.739 0.437 0.898
3rd phase 5.628** 5.192 3.878 5.476 9.183**
(1979-1989) (0.028) (0.210) (0.404) (0.208) (0.022)
0.044 0.190
4th phase 3.587%** 4.616*** 1.100
(1990-1995) (0.004) (0.004) (0.216)
0.048 0.217
Sth phase 0.670 0.004
(1996-2006) (0.499) (0.675)
Exports
1st phase -0.023 0.076 0.084
(1956-1969) (0.165) (0.325) (0.248)
0.010 0.751 0.191
2nd phase -0.002 0.028 0.019 0.024
(1970-1978) (0.890) (0.133) (0.433) (0.470)
0.018 0.411 0.376 0.817
3rd phase 0.111** 0.118 -0.038 0.039 0.086
(1979-1989) (0.049) (0.283) (0.541) (0.519) (0.365)
0.596 0.853
4th phase 0.073 0.069 0.026
(1990-1995) (0.286) (0.364) (0.424)
0.356 0.464
5th phase 0.157** 0.002
(1996-2006) (0.020) (0.155)
Oil production
1st phase 0.016 0.105 0.084
(1956-1969) (0.493) (0.211) (0.182)
0.214 0.080 0.132
2nd phase -0.017 0.004 -0.013 -0.033
(1970-1978) (0.319) (0.686) (0.509) (0.299)
0.988 0.170 0.816 0.402
3rd phase -0.052** -0.039 -0.025 -0.084 0.076*
(1979-1989) (0.011) (0.219) (0.636) (0.129) (0.054)
0.160 0.355
4th phase -0.012 0.102** -0.048
(1990-1995) (0.596) (0.027) (0.115)
0.783 0.118
5th phase -0.018 -0.000
(1996-2006) (0.331) (0.352)
# observations 528 267 260 205 240 261
# countries 132 105 101 107 128 132
RESET 0.573 0.290 0.079 0.655 0.734 0.919
Notes:

- Estimation technique: Fractional Logit with standard errors clustered by recipient country
- All regressions include time period dummies and all explanatory variables are interacted with these dummies
- We report marginal effects of the explanatory variables (corresponding z-values in parentheses)
- Initalics: p-values of a Wald test of equal marginal effects of the respective period compared to the last period on which data are available
- ¥ (**, ***) indicates significance at the ten (five, one) percent level
- Datasets do not necessarily cover all years of the respective phase of China's aid program (see Section 2 and Appendix A)
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Regarding population size, we find no significant effects on the share of aid projects a
country receives in the first three phases. Only since the 1990s do we find that larger
countries receive fewer projects, at the ten-percent level between 1990 and 1995 (phase 4),
and at the one-percent level in the 1996-2005 period (phase 5). Given that our dependent
variable is not in per-capita terms, this result is surprising. Compared to the fifth period, we
find that population was significantly less important for China’s decision to grant aid in the
second and third period, at the one-percent level of significance.

Turning to per-capita income, we find that recipient need is important for China’s
allocation of aid. Specifically, a country’s share of aid projects decreases with per-capita
GDP, the effect being statistically significant at conventional levels in phases 2-5. The results
also show that the importance of recipient income for China’s aid allocation increased in
magnitude over time. At the mean of the continuous explanatory variables (and setting the
dummies to zero), an increase in per-capita GDP by ten percent reduces a country’s share in
China’s aid projects by 0.020 percentage points in phase 2 (0.211*In(1.1)), 0.031 in phase 3,
0.042 in phase 4, and 0.051 in phase 5. With respect to the fifth phase, the marginal effect in
phase 2 is significantly smaller at the five-percent level. Our evidence is thus in line with the
CIA (1980) and Bréutigam (2008), who stress that China’s allocation of aid does focus on the
need of developing countries. Controlling for per-capita GDP, however, the second need-
related variable in the model — natural disasters — is not significant at conventional levels in
any phase. Apparently, China’s project aid does not react to short-term disasters, but rather
focuses on the overall level of development.”

Column 1 confirms that Chinese aid is largely unrelated to the recipient countries’
degree of democracy, in line with our hypothesis presented above.”® Only in the third phase is
democracy significant in explaining the allocation of China’s aid projects, with a negative
marginal effect. Rather than rewarding more democratic countries, China provided less aid to
more democratic countries in the 1979-1987 period, at the five-percent level of significance.
Quantitatively, the share of China’s aid budget a democracy receives is 1.17 percentage points
lower compared to non-democracies. This is in line with Taylor (1998), stressing China’s
enthusiastic opposition to democratization in Africa at a time when demands for more

democracy became prevalent in China.

7 Note that China’s disaster relief is not directly administered by the Ministry of Commerce, but predominantly
by the Ministry of Civil Affairs (Kobayasi 2008) and thus not included in this dataset.

7 We test for the robustness of these results by substituting the democracy index with six alternative measures of
governance and institutions in Section II.5.
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The results show that recognition of Taiwan is important for a country’s aid share. At
the one-percent level of significance, countries recognizing Taiwan have received less aid
since the 1979-1987 period.”’ Quantitatively, the impact of recognition is more important in
the third phase, and less important in the fourth phase, when compared to the fifth. Holding
all other variables constant, the share of China’s aid projects to countries recognizing Taiwan
is 4.75 percentage points lower in the fifth phase, and 19.63 percentage points lower in the
third phase than for countries that entertain diplomatic relations with the People’s Republic
instead.

Our second proxy for political interests is a country’s voting behavior in the UN
General Assembly. As can be seen, voting is important. In all phases, countries voting in line
with China (or voting against Taiwan up to 1971) receive a larger aid share. The marginal
effect is statistically significant at conventional levels, with the exception of the most recent
phase (1996-2005).” The quantitative impact of voting is sizeable. In the 1956-1969 period, a
country changing its voting behavior from zero to one (i.e., from always voting with Taiwan
to never) receives an aid share that is 5.2 percentage points higher. The impact increases to
7.4 in the second period, but decreases thereafter. In phases 2-4, the impact of voting was
significantly more important compared to the fifth phase, at least at the five-percent level.
There is thus strong evidence that Chinese aid supports its political friends. However, we do
not find empirical support for the idea that political considerations became more important in
the period after the Tiananmen incident compared to the previous two phases. Taking the
results for both political variables together, our empirical evidence suggests that political
factors have been important drivers of China’s aid allocation decisions across all phases of its
aid program.

Finally, we look at whether or not commercial motives are important for China’s aid
allocation. The results are mixed here. We find a significant impact of a recipient country’s
exports to China only in two of the five phases. However, these are the two periods in which
we expected commercial interests to be predominant. Specifically, a recipient country’s aid
share increases with its bilateral exports in the 1979-1987 period (phase 3), the period of
Deng Xioping’s “Reform and Opening Up,” and the 1996-2005 period (phase 5), the period
after the aid reform of 1995 that emphasized the linkages between aid, trade and investment.

In quantitative terms, an increase in exports by ten percent increases a country’s share in

77 When we exclude the other variable for political motives — UNGA voting alignment — from the regression, the
effect of the recognition of Taiwan becomes statistically significant from the second phase onwards (results
available on request).

7 Note that the effect of UNGA voting alignment becomes statistically significant at the five-percent level in the
fifth phase when we drop the Taiwan recognition variable from our regression (results available on request).
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China’s aid projects by 0.011 percentage points in phase 3 (0.111*In(1.1)) and 0.015
percentage points in phase 5.’ Nevertheless, given the perceptions about China granting aid
for predominantly commercial reasons, this is a surprisingly low effect. This impression is
strengthened by looking at the results for oil production. In only one phase do we observe a
significant effect (phase 3). However, the marginal effect is negative rather than positive (at
the five-percent level). The expectation that China is a resource-hungry donor, granting
money mainly to oil-rich countries for the sake of securing its resource needs, is therefore not

supported.™

11.4.3 Total Aid Money, Medical Teams and Food Aid

Columns 2-6 replicate the analysis employing our alternative dependent variables. The results
are in line with those of column 1 to some extent. With respect to the share of the aid amount
a country receives, distance hardly seems to matter. Using the data obtained from Bartke
(column 2) and the CIA (column 3), we find that more distant countries received significantly
less aid in the first phase, but not thereafter. This seems to reflect that China was a small
donor in its early years, thus focusing on its neighbors, as is the case for many new donors in
recent years (Dreher et al. 2011). Using the OECD data (column 4), the coefficients are not
significant at conventional levels for the two phases these data are available. The same holds
for food aid (column 6). The exception is medical staff. As can be seen in column 5, more
medical personnel goes to countries that are further away. Population is not significant at
conventional levels in most regressions, with two exceptions where the effect is again
negative.

Regarding the need orientation of China’s total aid amount, we find that more aid
money goes to poorer countries in only one of the specifications (phase 2, column 2). While
the other marginal effects are all negative (as expected), they are not significant at
conventional levels. Moreover, fewer medical personnel are sent to richer countries
(statistically significant at conventional levels in the third and fourth phase — see column 5),
and richer countries also receive less food aid (significant in the fifth phase — column 6).
According to columns 2-4, countries hit by more disasters receive larger aid amounts in the

second phase, at the one-percent level of significance. However, disasters do not seem to

7 When replacing bilateral exports by bilateral trade, i.e., exports plus imports, the marginal effects in these two
phases are again positive, significant at the one-percent level. However, bilateral imports to China alone do not
turn out to be statistically significant in any of the five phases of China’s aid program (results available on
request).

% We test for the robustness of these results by substituting the oil production variable with 15 alternative
measures of natural resources in Section I1.5.
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matter for the allocation of medical staff and food aid, both being aid types that are expected
to be particularly responsive to these catastrophes.

The results for democracy are similar to those reported for column 1 above. In phase
3, more democratic countries receive less money, with marginal effects being significant at
the ten-percent level or slightly below. Similarly, fewer medical personnel are dispatched to
democracies than to autocracies in the 1990-1995 period (phase 4), at the five-percent level of
significance.

Turning to political motives, both the recognition of Taiwan and UNGA voting are
again important determinants of China’s allocation of aid. In all phases of China’s aid
program, there is strong evidence that politics play an important role in the allocation of aid
money and medical staff to recipient countries. Only the allocation of food aid does not
appear to be shaped by political motivations. With respect to commercial interests, we again
find only weak evidence that they drive aid allocation decisions. In particular, there is no
evidence that the allocation of aid amounts, medical teams and food aid is used as a tool for
export promotion. All of these respective effects are not statistically significant at
conventional levels. With the exception of medical staff dispatched, we find no evidence that
China’s aid allocation is guided by natural resource endowments. An increase of a recipient’s
oil production by 10 percent is found to increase this country’s share in receiving Chinese
medical personnel by 0.007 in the third phase, and by 0.010 in the fourth phase, the marginal
effects being statistically significant at the ten- and five-percent level, respectively.

In summary, we did not find much evidence that China ignores recipient need when
deciding on its aid allocation, as claimed by its critics. Nor did we find strong evidence that
commercial interests matter or recipient countries with bad governance are favored.
However, we did find that politics are important in all five phases of China’s aid program.
While some of the more extreme concerns regarding China’s allocation of aid seem to be
exaggerated (‘rogue aid’), to some extent, China’s critics might be right. To the extent that
other donors reward democratic countries with more aid, the availability of aid from China
could undermine the effectiveness of other countries’ aid. Even if recipient need is important
for Chinese aid allocation, it could well be that the elasticity of aid to income is substantially
lower compared to those of other countries. On the contrary, while we found that politics are

important, it might well be that aid from other countries reacts even more to political

¥ Note that our main conclusions hold when we use OLS instead of the Fractional Logit approach (results
available on request). Our finding that there is only mixed evidence for commercial interests in China’s aid
allocation decisions is further strengthened by these results: The positive effect of exports on aid projects in the
fifth period (1996-2005) loses its statistical significance at conventional levels in the OLS setting.
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considerations, in line with evidence reported by Alesina and Dollar (2000) and Kuziemko
and Werker (2006). In order to assess these questions, we need to compare the allocation of

China’s aid with those of other donors. This is what we turn to next.

I1.5 Comparison with DAC and Other Emerging Donors

In order to study whether China’s aid is really different, Tables I1.2-11.4 compare China’s aid
allocation decisions in the 1996-2005 period with those of the DAC donor countries, as well
as emerging donors. First, we compare China’s aid allocation to that of the United States,
Japan, and the average of the three biggest EU countries (EU-3, i.e., Germany, France and the
United Kingdom). Second, Chinese aid allocation is compared to the so-called ‘like-minded
donors’ or ‘good donors’ (Canada, Denmark, Netherlands, Norway and Sweden), which are
widely expected to provide development aid predominantly based on humanitarian motives.*
Finally, comparisons are made with Korea, another large emerging Asian donor, and with
Saudi Arabia and Kuwait, two Arab non-DAC donors with sizeable aid budgets. Since no
information on aid amounts allocated to recipient countries is available for China since the
mid-1980s, we rely on the number of aid projects completed under China’s aid program and
construct a comparable variable for our benchmark countries.*

Unfortunately, no direct information on the annual number of aid projects completed
is available for the benchmark countries. Therefore, we construct such a variable in three
different ways, using data from the project-level aid database AidData (Tierney et al. 2011).**
First, we use information on the projected completion date at the time of the commitment of
each aid project to derive the year of completion. Second, we estimate the year of completion
by taking the mean duration of all projects of a particular country as this entry is missing for
earlier years for some countries. Third, since the entry of the year of completion is entirely
missing for some countries, we estimate the year of completion for these countries by taking
the average of the estimated mean duration of all countries. Since the correlation of the
resulting three variables is very high for those countries for which we can construct all three

measures, we take the coarsest proxy variable, which is based on the single estimated average

82 In the aid quality index of Knack et al. (2011), Denmark, the Netherlands, Sweden and Norway score first,
third, fourth and seventh, respectively, for all bilateral donors. Easterly and Williamson (2011), however, rank
aid agency practices and Scandinavian donors perform surprisingly bad. Sweden, for example, only scores 18"
out of the 23 bilateral donors ranked.

% Focusing on the number or existence of projects rather than or in addition to investigating amounts of aid is
standard in the aid allocation literature (e.g., Dreher et al. 2009a, 2009b).

% Data are available online at http:/www.aiddata.org/research/releases.
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project duration for all countries, and is hence available for all donor countries.® Finally, in
order to increase the comparability of our variable with the Chinese data, we restrict the
projects considered to bilateral flows and to those sectors also included in the Chinese aid
dataset.*

We again run nested regressions. So that we can test for differences in the effects of
the individual variables on the different donors, we include all donors rather than performing
regressions for each individual donor and comparing the individual results. In Table 11.2, we
use the same explanatory variables as in Table II.1 above. The RESET test statistic is not
statistically significant at conventional levels, i.e., there is no evidence that our model is
misspecified. As can be seen, distance has a significant impact on aid allocation for all
countries except China and the United States. However, while the EU-3 and the ‘good donors’
give a larger share of their aid projects to more distant countries, Japan, Korea and the Arab
donors focus instead on countries that are less distant. This is in line with the observation that
“new” donors focus on their own region (e.g., Dreher et al. 2011). The obvious exception to
this rule is China, and the differences in the marginal effects are significant at the five-percent
level at least, for both other “new” donors under investigation (again indicated by the Wald
tests in italics).

With respect to population, all donors (except China) provide a larger share of their
projects to more populous countries, as expected. The effect is statistically significant at
conventional levels for the United States, the EU-3, and the ‘good donors’ only. Regarding
recipient income, this same group of countries gives more aid to poorer countries, at the five-
percent level of significance, while GDP per capita has no significant impact on the aid
allocation of Japan, Korea and the Arab donors. Surprisingly however, the marginal effect of
(logged) per-capita GDP in the regression for China exceeds those of the other donors by a
factor of at least 3. These differences are significant at the one-percent level throughout.
Consequently, rather than ignoring recipient need in its allocation of aid, China shows the
strongest concern for recipient income among the sample of donors we investigate, with a
marginal effect even larger than that of the ‘good donors’. However, these positive results
with respect to recipient need are mitigated through the fact that China’s aid shares do not

react to population size.

% The correlation between the direct measure and the coarsest proxy ranges between 94.62 (United Kingdom)
and 99.43 (Korea).

% The sectors included are the following (DAC purpose codes in parentheses): Agriculture, forestry, fishing
(311, 312, 313), communications (220), education (111, 112, 113, 114), energy (230), health (121, 122),
industry, mining, construction (321, 322, 323), other multisector (430), other social infrastructure and services
(160), transport and storage (210), and water supply and sanitation (140).
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Table I1.2: Comparison of China’s aid allocation with DAC donors and other emerging donors
(1996-2005, baseline regression)

GDP Taiwan UNGA oil
Distance Population per capita Disaster Democracy recognition voting Exports production
China -0.009 -0.309%** -0.530%** 0.048 -0.060 -4,523%** 0.670 0.157** -0.018
(0.949) (0.000) (0.000) (0.124) (0.705) (0.000) (0.499) (0.020) (0.331)
USA -0.167 0.152** -0.151%* 0.013 -0.039 -0.009 1.260* 0.112%** -0.024**
(0.176) (0.015) (0.029) (0.657) (0.727) (0.938) (0.051) (0.009) (0.027)
0.388 0.000 0.002 0.350 0.903 0.000 0.630 0.520 0.754
EU-3 0.115** 0.076** -0.119** 0.027** 0.006 -0.028 -0.026 0.151%*** -0.026***
(0.048) (0.017) (0.011) (0.037) (0.924) (0.650) (0.965) (0.000) (0.000)
0.407 0.000 0.000 0.489 0.687 0.000 0.533 0.928 0.636
'Good donors' 0.219*** 0.126** -0.119%* 0.055* -0.219 0.003 1.437* 0.100*** -0.039***
(0.007) (0.017) (0.035) (0.080) (0.119) (0.976) (0.076) (0.000) (0.001)
0.124 0.000 0.001 0.871 0.407 0.000 0.537 0.416 0.323
Japan -0.308*** 0.030 -0.060 0.031** -0.009 0.148*** 1.504%** 0.086*** -0.010
(0.000) (0.389) (0.226) (0.037) (0.868) (0.005) (0.008) (0.001) (0.131)
0.051 0.000 0.000 0.601 0.754 0.000 0.465 0.305 0.672
Korea -0.481*** 0.021 -0.059 0.002 -0.064 0.160** 1.244 0.045 0.010
(0.000) (0.499) (0.283) (0.894) (0.391) (0.043) (0.224) (0.143) (0.372)
0.002 0.000 0.000 0.157 0.978 0.000 0.658 0.112 0.159
Arab donors -0.360*** 0.041 -0.096 -0.046%* -0.044 0.314%** 3.499%** 0.012 -0.031
(0.000) (0.371) (0.109) (0.017) (0.774) (0.000) (0.000) (0.156) (0.103)
0.030 0.000 0.000 0.004 0.938 0.000 0.032 0.032 0.591
# observations 1817
# countries 132
RESET 0.897
Notes:

- Estimation technique: Fractional Logit with standard errors clustered by recipient country
- Dependent variable: Number of aid projects completed in recipient country (% of total number of aid projects provided by donor), 1996-2005
- The regression includes donor (group) dummies and all explanatory variables are interacted with these dummies
- We report marginal effects of the explanatory variables (corresponding z-values in parentheses)

- In italics: p-values of a Wald test of equal marginal effects of the respective donor (group) compared to China

- * (**, ***) indicates significance at the ten (five, one) percent level

Table I1.3: Comparison of China’s aid allocation with DAC donors and other emerging donors
(1996-2005, institutional quality)

(1) (2) (3) (4) (5) (6) () (8)
Political Government Regulatory Control of Economic Military
Democracy Voice stability effectiveness quality corruption freedom dictatorship
China -0.060 -0.037 0.103 -0.213 -0.037 -0.202 -0.084 0.361
(0.705) (0.747) (0.390) (0.174) (0.787) (0.164) (0.341) (0.324)
USA -0.039 0.088 0.003 0.086 0.188** -0.082 0.467*** -0.789%*
(0.727) (0.198) (0.961) (0.379) (0.037) (0.365) (0.000) (0.013)
0.903 0.307 0.410 0.048 0.127 0.435 0.000 0.003
EU-3 0.006 0.106*** 0.051 0.123** 0.148*** 0.016 0.143* -0.124
(0.924) (0.005) (0.164) (0.034) (0.008) (0.760) (0.059) (0.250)
0.687 0.230 0.666 0.029 0.156 0.122 0.015 0.137
'Good donors' -0.219 0.092 0.105 0.279*** 0.166* 0.149* 0.112 -0.672%*
(0.119) (0.228) (0.121) (0.005) (0.077) (0.074) (0.441) (0.033)
0.407 0.333 0.987 0.004 0.171 0.022 0.147 0.000
Japan -0.009 0.012 0.101** 0.153** 0.189*** 0.121** 0.121* 0.159
(0.868) (0.768) (0.023) (0.014) (0.001) (0.047) (0.079) (0.345)
0.754 0.681 0.985 0.026 0.095 0.035 0.015 0.597
Korea -0.064 -0.090** 0.018 -0.101 -0.063 -0.121* -0.023 0.134
(0.391) (0.029) (0.735) (0.169) (0.220) (0.060) (0.745) (0.289)
0.978 0.646 0.502 0.496 0.850 0.586 0.545 0.553
Arab donors -0.044 -0.022 -0.118 -0.143 -0.072 -0.116 -0.176*** 0.138
(0.774) (0.831) (0.232) (0.262) (0.413) (0.234) (0.005) (0.288)
0.938 0.907 0.143 0.691 0.815 0.607 0.403 0.535
# observations 1817 1796 1796 1796 1796 1796 1266 1429
# countries 132 130 130 130 130 130 91 103
AlC 254.985 254.666 254.632 254.467 254.557 254.623 232.403 236.074
BIC 640.331 639.198 639.165 638.999 639.090 639.155 592.457 604.605
RESET 0.897 0.236 0.367 0.644 0.591 0.555 0.666 0.542
Notes:

- Estimation technique: Fractional Logit with standard errors clustered by recipient country
- Dependent variable: Number of aid projects completed in recipient country (% of total number of aid projects provided by donor), 1995-2005

- All regressions include donor (group) dummies and all explanatory variables are interacted with these dummies

- All regressions include the same control variables as in Table 2
- We report marginal effects of the explanatory variables (corresponding z-values in parentheses)
- In italics: p-values of a Wald test of equal marginal effects of the respective donor (group) compared to China

- % (**, ***) indicates significance at the ten (five, one) percent level
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The results also show that some donors allocate significantly larger aid shares to
countries hit by disasters. This holds for the EU-3 and Japan at the five-percent level as well
as for the ‘good donors’ at the ten-percent level. Surprisingly (also at the five-percent level),
Arab donors allocate fewer projects to countries that experienced catastrophes. Compared to
China, the only significant difference holds with respect to these Arab donors, with China
allocating more aid to countries hit by disasters, at the one-percent level of significance.
Again, there is no evidence that China’s allocation of aid is inferior from a humanitarian point
of view compared to other donor countries.

With regard to democracy, none of the marginal effects turns out to be significant at
conventional levels. Also, the difference between China and any of the other donors under
investigation is not significant at conventional levels. Table II.3 tests for the robustness of
these results. We report the results for our baseline model with the democracy variable in
column 1 and show the results of seven alternative model specifications in columns 2-8, each
time replacing the democracy variable with another indicator for institutional quality.®’ First,
we use five indicators of governance provided by Kaufmann et al. (2009). Voice and
accountability refers to the extent to which a country’s citizens can participate in selecting
their governments, as well as freedom of expression, association and the media. Political
stability captures a population’s perception of its government’s stability. It is the perceived
likelihood that the government could be overthrown by violent or unconstitutional means.
Government effectiveness reflects the quality of the administration and of civil servants, and
the credibility of a government. It focuses on inputs that governments need to produce, and
the implementation of sound policies and delivery of public goods. Regulatory quality
measures the government’s ability to formulate and implement sound and market-friendly
policies and regulations. Finally, the control of corruption index is an aggregate measure of
the extent of corruption (defined as the exercise of public power for private gain).*® Second,
we use a composite indicator of economic freedom provided by Gwartney et al. (2009)
ranging between 0 and 10, with higher values indicating more freedom. Finally, we employ a
dummy variable as an indicator of military dictatorships (taken from Hsu 2008).

Columns 1-8 of Table II.3 show that China clearly does not take account of
institutional quality when deciding on its allocation of aid. In none of the regressions does the

marginal effect of any of the governance variables turn out to be significant at conventional

%7 Due to the lack of space, we do not report the results for the other explanatory variables. The full results are
available on request.

% We did not use the rule of law as it is highly correlated with the control of corruption and government
effectiveness.
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levels. Comparing the aid allocation of China with that of the other donors, the ‘good donors’
allocate significantly more aid to more effective and less corrupt countries, and less aid to
military dictatorships. Significant differences also emerge with respect to the EU-3 (2
variables), the United States (3 variables), and Japan (4 variables) — in all cases favoring
recipients with good institutions. Therefore, overall it seems the fears that Chinese aid would
undermine the efforts of other donors to promote democracy and good governance are
exaggerated. Interestingly, Korea favors countries that score worse on the voice and
accountability and control of corruption indices. The Arab donors in our analysis entertain
fewer aid projects in countries with a larger economic freedom, at the one-percent level of
significance.

Regarding politics, the results in Table 1.2 show that the United States and Japan
reward countries voting in line with them in the United Nations General Assembly. The
importance of political considerations for these donors is in line with previous research
(Kuziemko and Werker 2006; Kilby 2011). We also find that Arab donors allocate a larger
share of their aid projects to countries voting with them in the General Assembly, and
surprisingly, the same holds for the average ‘good donor’. The Arab donors are, according to
the UNGA voting measure, the only donors that put significantly more weight on political
motives than China does.* At the one-percent level of significance, Japan, Korea and the
Arab donors give more aid to countries recognizing Taiwan. It seems that Japan and Korea, as
China’s main regional competitors, support countries opposing China. Note however, that the
quantitative effect of recognition is substantially larger in absolute terms for China than for
the Arab donors, Korea and Japan.

It is well known that donors’ commercial interests affect their allocation of aid. This is
clearly confirmed in Table II.2. The share in the donor’s aid portfolio a country receives
increases significantly with exports for most of the donors covered here. At the one-percent
level, this holds for the United States, the EU-3, the ‘good donors’ and Japan. Exports do not
enter significantly into the regressions for Korea and the Arab donors. Interestingly, exports
are not significantly more important for the allocation of Chinese aid compared to any of the
other donors (with the exception of the Arab donors). Similarly, China does not place
significantly more emphasis on oil production than its peers, as can be seen in the final

column of Table I1.2.

% On strategic influences in Arab aid, see Villanger (2007). When we omit the Taiwan recognition variable from
our regression, the importance of the UNGA voting alignment is again not statistically different from the effect
for the United States, the ‘good donors’, Japan and Korea. However, China puts significantly more weight on
politics than the EU-3, at the ten-percent level of significance (full results available on request).
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The oil production variable has been chosen primarily for its good data coverage, but
arguably it does not capture all facets of a country’s endowment with natural resources. In
Table I1.4, oil production (column 1) is replaced by fifteen alternative measures of natural
resource endowment; introduced one at a time. We start by varying the data source of the oil
production variable (column 2), replace the oil amount by a dummy variable simply
indicating whether a country produces oil or not (column 3), and use oil reserves instead of
production to better account for the future availability of oil (column 4). Rather than just
focusing on oil, we also employ variables capturing the production of gas, coal, and diamonds
(columns 5-7), and the unit resource rents and quantities of energy and minerals extracted
(columns 8-9) to display a wider range of natural resources. As a next step, we account for
total and bilateral trade of fuel, ore, and agricultural raw materials (columns 10-15). Finally,
we use a measure of a country’s natural capital as calculated by the World Bank (2010),
which is defined as the sum of crop, pasture land, timber, non-timber forest, protected areas,
oil, natural gas, coal, and minerals (column 16). Appendix II.1 provides an overview of the
sources and definitions of these variables.

As illustrated in Table 11.4, other than one exception (bilateral imports of agricultural
raw materials, column 15), there is no evidence that China provides, on average, significantly
more aid to countries that are more abundant in natural resources, and the same holds for most
other donor countries. With a few exceptions, there is also no evidence that China’s aid reacts
more to natural resources compared to other donors. Compared to Korea, it even seems that
China pays less attention to these resources. Holding all other variables constant, the
respective tests of equal coefficients indicate that Korea’s aid program is more targeted at
important producers of oil, gas and coal than is the case for China (columns 2 and 4-6).

Again, it seems that objections against aid from China are overstated.
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Table I1.4: Comparison of China’s aid allocation with DAC donors and other emerging donors (1996-2005, natural resource endowment)

(1) (2) 3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (15) (16)
oil oil oil oil Gas Coal Diamond Energy Mineral Total fuel Total OM Total ARM il | fuel il | OM | ARM Natural
production production dummy reserves producti prod d depletion depletion exports exports exports imports imports imports capital
China -0.018 -0.014 -0.181 -0.016* -0.020 -0.017 0.003 0.009 -0.005 -0.012 -0.000 0.035 0.005 -0.012 0.040** 0.012
(0.331) (0.238) (0.416) (0.096) (0.174) (0.301) (0.833) (0.409) (0.615) (0.536) (0.999) (0.316) (0.706) (0.696) (0.017) (0.875)
USA -0.024** -0.010 -0.160 -0.007 -0.009 -0.016* -0.006 -0.012* 0.001 0.011 0.042*%* 0.037 -0.029 0.039%* 0.001 -0.102*
(0.027) (0.140) (0.249) (0.190) (0.272) (0.077) (0.647) (0.081) (0.875) (0.350) (0.020) (0.107) (0.181) (0.042) (0.949) (0.056)
0.754 0.780 0.935 0.404 0.440 0.942 0.580 0.057 0.590 0.244 0.164 0.964 0.163 0.156 0.038 0.169
EU-3 -0.026*** -0.011%** -0.192** -0.009*** -0.009* -0.004 0.004 -0.008** 0.001 -0.006 0.012 0.012 -0.020* 0.021%* -0.003 -0.122%**
(0.000) (0.004) (0.014) (0.002) (0.050) (0.497) (0.478) (0.036) (0.869) (0.454) (0.267) (0.412) (0.079) (0.044) (0.781) (0.000)
0.636 0.824 0.964 0.492 0.419 0.364 0.918 0.114 0.569 0.745 0.657 0.492 0.148 0.280 0.020 0.070
'Good donors' -0.039*** -0.019** -0.357** -0.015%* -0.016* 0.004 0.018* -0.004 0.003 0.011 0.032* 0.062** -0.016 0.100 0.005 -0.125**
(0.001) (0.012) (0.038) (0.010) (0.051) (0.691) (0.097) (0.480) (0.619) (0.398) (0.068) (0.014) (0.518) (0.199) (0.800) (0.043)
0.323 0.717 0.525 0.908 0.770 0.154 0.331 0.226 0.442 0.276 0.309 0.449 0.451 0.177 0.170 0.093
Japan -0.010 -0.000 0.005 -0.001 -0.005 -0.003 0.004 -0.008** 0.006* -0.006 0.026** 0.031** -0.026 0.016 0.031*** -0.054*
(0.131) (0.955) (0.942) (0.826) (0.276) (0.661) (0.563) (0.013) (0.099) (0.354) (0.016) (0.025) (0.320) (0.212) (0.002) (0.054)
0.672 0.269 0.420 0.131 0.285 0.378 0.950 0.081 0.257 0.761 0.342 0.907 0.282 0.388 0.640 0.395
Korea 0.010 0.010** 0.146*** 0.007** 0.012*%* 0.011%* -0.018 -0.002 -0.000 0.003 0.009 0.029* -0.035** -0.007 0.027* -0.022
(0.372) (0.025) (0.002) (0.029) (0.035) (0.018) (0.106) (0.704) (0.988) (0.715) (0.442) (0.099) (0.038) (0.769) (0.078) (0.657)
0.159 0.043 0.134 0.015 0.024 0.082 0.246 0.312 0.647 0.457 0.772 0.880 0.057 0.887 0.531 0.687
Arab donors -0.031 -0.021* -0.423 -0.016* -0.010 -0.006 0.002 -0.018 -0.004 -0.007 0.028 0.010 -0.063 -0.046 0.034 -0.074
(0.103) (0.086) (0.169) (0.062) (0.456) (0.608) (0.907) (0.181) (0.592) (0.517) (0.334) (0.775) (0.213) (0.263) (0.240) (0.180)
0.591 0.684 0.515 0.959 0.599 0.573 0.977 0.086 0.943 0.815 0.457 0.581 0.196 0.505 0.852 0.292
# observations 1817 1817 1817 1817 1817 1817 1333 1761 1761 1617 1631 1631 633 957 1156 1512
# countries 132 132 132 132 132 132 96 128 128 117 118 118 126 132 132 109
AIC 254.985 255.105 255.147 255.064 255.332 255.510 235.119 252.390 252.574 245.913 246.465 246.427 186.884 207.923 217.450 240.746
BIC 640.331 640.451 640.493 640.410 640.678 640.856 598.782 635.544 635.728 623.096 624.252 624.213 498.417 548.389 571.140 613.229
RESET 0.897 0.739 0.679 0.712 0.386 0.197 0.447 0.311 0.594 0.484 0.332 0.149 0.112 0.436 0.827 0.969
Notes:

- Estimation technique: Fractional Logit with standard errors clustered by recipient country
- Dependentvariable: Number of aid projects completed in recipient country (% of total number of aid projects provided by donor), 1995-2005

- Oil production in (1) uses data from Humphreys (2005) and BP (2010); Oil production in (2) relies only on BP (2010)
- All regressions include donor (group) dummies and all explanatoryvariables are interacted with these dummies
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- Same control variables as in Table 2
- We report marginal effects of the explanatoryvariables (corresponding z-values in parentheses)
-Initalics: p-values of a Wald test of equal marginal effects of the respective donor (group) compared to China
- * (**, ***) indicates significance at the ten (five, one) percent level




I1.6 Summary and Conclusions

China is said to be the chief villain among the so-called new donors. It has been claimed that
it strategically allocates its aid in order to gain easy access to natural resources, as well as to
bribe countries into providing their support in international politics. China is often accused to
neglect the recipient countries’ institutional quality, thus undermining other donors’ efforts to
promote the worldwide spread of democracy and the rule of law. China’s development aid has
even been characterized as ‘rogue aid’ (Naim 2007). In this paper, we confronted these claims
with data. We collected information on the number of Chinese aid projects completed over
the 1956-2005 period, the amount of aid money (1956-1987), the number of medical staff sent
(1983-1994), and food aid delivered (1988-2006).

Using these data, we tested whether, and to what extent, Chinese aid was motivated by
developmental, governance-related, political, or commercial motives over five phases of
China’s aid program. In the first phase (1956-1969), we expected China’s aid to be mainly
driven by political and ideological considerations. In the second phase (1970-1978), Mao
Zedong’s claim to assume political leadership in the Third World should have further
strengthened political considerations in China’s aid allocation. After the death of Mao Zedong
in 1976, China opened to the West and pursued more pragmatic foreign (and aid) policies.
With the reforms of Deng Xiaoping, we expected economic considerations to become more
influential in China’s aid allocation decisions in the third phase (1979-1989). Political
considerations were expected to dominate again in the fourth phase (1990-1995), which
started after the Tiananmen Square massacre in 1989, where China sought actively for
diplomatic support and increased its aid substantially. In the fifth phase (1996-2006), we
expected market-oriented principles and the linkages between aid, trade and investment to
become more important.

Our empirical results are only partly in line with these expectations. Indeed,
commercial motives seem to be more relevant for China’s allocation of aid in the third and
fifth phases. We find that politics are important in all five phases of China’s aid program.
Countries that vote in line with China in the United Nations General Assembly and do not
recognize Taiwan as independent country receive larger aid shares. The results show some
evidence that China follows recipient need when deciding on its aid allocation, as it favors
countries with low per-capita income. Finally, China’s aid is, for the most part, independent
of the recipients’ institutional characteristics, which seems to confirm the non-interference

principle.

68



To put these results in perspective, we compared China’s aid allocation decisions in
the 1996-2005 period with those of traditional DAC donor countries and other emerging
donors. There is no evidence that China’s allocation of aid is inferior from a humanitarian
point of view when compared to other donor countries. When it comes to democracy and
indicators of governance, there is also little evidence that China’s allocation of aid is inferior.
We found that China does not take account of institutional quality when deciding on its
allocation of aid. However, the same holds for most other donors in our sample. In particular,
we did not find that China’s aid is biased towards autocratic or corrupt regimes as claimed by
its critics. Based on China’s aid allocation decisions, it seems that fears Chinese aid
undermines the efforts of other donors to promote democracy and good governance are
exaggerated. The same holds for commercial motives. While commercial interests matter, our
empirical evidence does not support the idea that China places greater emphasis on giving aid
to countries with strong commercial ties, or to countries that are more abundant in natural
resources, in comparison to other donors.

Our empirical findings confirm that China’s aid allocation decisions are shaped by
politics. However, compared to the DAC and other emerging donors, the fact that political
self-interest is part of China’s aid motives is not exceptional. While both China and DAC
donors use aid for strategic reasons, China communicates more openly that its aid is mutually
beneficial. We find that China’s aid is independent of institutional characteristics, which
confirms the non-interference principle. Overall, the verdict that China’s foreign aid is ‘rogue
aid’ seems wide of the mark.

A potential drawback of our study is the omission of aid provided by the China Exim
Bank. However, since our study covers aid allocated by the Ministry of Commerce, it is
unlikely that this omission biases our results against finding a significant impact of
commercial motives. The omission could only be overcome if China was willing to publish
detailed statistics on its development aid and other official flows. According to our results,
greater transparency would be in China’s own interest. Comparing our results with anecdotal
evidence prevalent in the media, it seems that China has little reason to be non-transparent. In
fact, transparency might reduce fears about China’s aid program.

Other donors seem to see China mainly as a competitor (Briutigam 2008) and this
contributes to its negative image. They favor their own models of development. However,
there is little evidence that the traditional development model works better. As pointed out by
Brautigam (2008), the close relationship between Japan as a donor and China as recipient,

might serve as a role model for China’s aid in Africa. China is still a recipient of substantial
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development aid and has a lot in common with many recipients of its own aid. Therefore,
Chinese aid might be more effective than that of the DAC donors, and developing countries
might be more willing to listen to its advice (Davies 2007). That being said, the effectiveness
of aid depends on factors other than the motives for its allocation. Different modes of
delivery, as well as project design and supervision, might make Chinese aid more, or perhaps
less effective compared to aid of other donors. We leave this important question for future
research.

A new era of China’s aid program started in 2006 with China declaring a “new
strategic partnership” at the FOCAC. China announced that it would double its 2006 aid effort
to Africa by 2009 with the aim “to reach the target of mutual benefit and win-win situation
between China and African countries” (Ministry of Commerce 2007: 416). Given the non-
transparent allocation of China’s aid, it remains to be seen whether these promises will (or
have been) materialize(d). According to the results of this paper, a surge in Chinese aid is

nothing to fear.
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Chapter III:
The Needy Donor: An Empirical Analysis of
India’s Aid Motives

Joint work with Krishna Chaitanya Vadlamannati®

Abstract: It is puzzling that India, which has a large domestic constituency of people
suffering from underdevelopment, chronic poverty and mal-governance, is emerging as an
important aid donor. With the intension of understanding why poor countries provide foreign
aid, this article is the first to econometrically analyze India’s aid allocation decisions. First,
we utilize cross-sectional data on aid commitments by the Ministry of External Affairs to 125
developing countries, obtained in US dollars from AidData for the 2008-2010 period. Second,
we compare India’s aid allocation with that of other donors. Our findings show that India’s
aid allocation is partially in line with our expectations of the behavior of a “needy” donor.
Commercial and political self-interests dominate India’s aid allocation. We find the
importance of political interests to be significantly larger for India than for all donors of the
Development Assistance Committee. Moreover, we find that countries which are closer
geographically are favored, and that countries at a similar developmental stage are more likely

to enter India’s aid program.
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“Mr. Speaker, Sir, a stage has come in our development where we should [...] extend support

to the national efforts of other developing countries.”

Jaswant Singh, India’s Minister of Finance, in the 2003-2004 budget speech given on February 28, 2003

I11.1 Introduction

India, widely seen as one of the success stories of globalization, has significantly accelerated
its economic growth since the inception of economic reforms in 1991 (Basu and Maertens
2007; Basu 2008; Panagariya 2010). The country is one of the fastest growing economies in
the world and host to some of the largest foreign investment inflows in recent years
(UNCTAD 2010). Yet, for many, India’s progress since its independence 65 years ago is
disappointing. Despite rapid economic growth over the last decade, some areas in India
continue to be severely underdeveloped (Banerjee 2010). India has a large domestic
constituency of people suffering from underdevelopment, chronic poverty and mal-
governance. According to the World Bank’s (2011) estimates, 37 percent of the Indian
population is below the poverty line of US$ 1.25 a day. Moreover, India ranks below its
neighbors Bangladesh, Bhutan, Nepal, Pakistan and Sri Lanka in terms of life expectancy,
access to sanitation, infant immunization, and underweight children. It also ranks below
Bangladesh, Bhutan and Sri Lanka in controlling the infant mortality rate (Dréze and Sen
2011), below Sri Lanka in terms of the literacy rate and access to education (UNESCO 2011),
below Nepal in the 2011 Global Hunger Index (IFPRI 2011), and below Bangladesh with
respect to controlling literacy among female youths (Dreze and Sen 2011).

Therefore, it is not surprising to note that despite its rapid economic growth in recent
years, India still receives development aid. In 2009, the total net official development
assistance received by India from all donor countries was about US$ 2.502 billion, of which
USS$ 1.578 billion was in the form of net bilateral aid flows from countries organized in the
Development Assistance Committee (DAC) (OECD 2012).° At US$ 630 million, India is
still the single largest recipient of development aid from the United Kingdom (OECD 2012).
Moreover, India also receives a substantial amount of aid from international non-

governmental organizations (NGOs). For example, in 2010, the Bill & Melinda Gates

% The DAC is a donor organization that consists of the European Union and 23 OECD countries. Specifically,
Australia, Austria, Belgium, Canada, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Japan, Korea,
Luxembourg, the Netherlands, New Zealand, Norway, Portugal, Spain, Sweden, Switzerland, the United
Kingdom and the United States are currently DAC members.
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Foundation committed US$ 100 million to India (OECD 2012). That being said, it is puzzling
to note that India itself is an aid donor.”"

In fact, Indian engagement in delivering foreign aid goes back to the 1950s, with its
primary target being to provide development assistance to neighboring countries.
Traditionally, Indian foreign aid has focused on technical assistance. Ever since it began in
1964, the Indian Technical and Economic Cooperation (ITEC), India’s flagship external
assistance program, has provided training, education and technical expertise to about 40,000
NGO personnel, scholars and leaders from developing countries (Agrawal 2007). Over the
last few years, aid from India has diversified and gained prominence. During the economic
reforms period spanning from 1992 to 2009, official foreign assistance provided under the
umbrella of the Ministry of External Affairs (MEA) amounted to 18,950 crores Indian rupees
(US$ 4.47 billion) according to its annual reports (MEA 1993-2010). The Ministry allocated
2,359 crores Indian rupees (US$ 444 million) to aid-related activities in the 2009 financial
year alone (MEA 2010). According to Manning (2006: 375), India, together with China, is
one of the two ‘heavyweights’ among the non-DAC donors. India’s increased commitment to
providing development aid is reflected in the government’s decision to set up a separate
agency by 2012 in order to oversee the aid allocation process.””

In contrast to the extensive empirical literature on the allocation of development aid
from Western donor countries (e.g., Alesina and Dollar 2000), studies on development
assistance provided by non-DAC donors lack rigorous empirical analysis. Exceptions are
Neumayer (2003a, 2004) on Arab aid, Chapter II of this dissertation on China’s foreign
assistance, and Dreher et al. (2011) on aid from donors outside the DAC in general (excluding
India). Given that India is poorer in terms of income per capita than any of the donors covered
in Dreher et al. (2011), India serves as an excellent case to study the behavior of “needy”
donors. Concerning India’s foreign aid in particular, to the best of our knowledge, no prior
study provides an econometric analysis of the determinants of India’s aid allocation decisions.
This paper aims to fill this gap in the literature. A better understanding of the factors driving
India’s aid allocation decisions may offer important insights into why poor countries serve as
donors of foreign aid to other developing countries.

India claims that its aid is more need-oriented than aid from richer donor countries as

its economic and political structure is closer to that of other developing countries. If this is the

°! Note that India avoids the term ‘donor.” It rather perceives itself as a partner in South-South cooperation (see
Chaturvedi 2008 for a discussion).
2 “India to Create Central Foreign Aid Agency,” The Guardian, July 26, 2011, available at:

http://www.guardian.co.uk/global-development/2011/jul/26/india-foreign-aid-agency (accessed: July 11, 2012).
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case, India should provide more aid to countries that are closer to India in terms of economic
development. We test this prediction empirically. At the same time, many suspect that India
might be increasingly using foreign aid as an instrument to gain access to overseas markets
for its goods and services, pave the way for Indian investment abroad, and secure access to
natural resources (e.g., Agrawal 2007; Kragelund 2008). Another argument put forward is that
Indian aid is extensively used as a foreign policy tool to expand the country’s geopolitical and
diplomatic influence (e.g., Agrawal 2007).

The consensus in the literature is that political and commercial interests are important
determinants of aid allocation for the DAC group of “rich” donors (e.g., Alesina and Dollar
2000; Neumayer 2005; Kuziemko and Werker 2006), as well as for multilateral organizations
(e.g., Dreher et al. 2009a, 2009b; Kilby 2011). Not only do we also expect to find this for the
“needy” donor India, we expect these relationships to be even more pronounced. We argue
that India has more incentives to provide politically and commercially motivated aid since the
country lags behind DAC donors in terms of economic development. We will elaborate this
hypothesis below and test it empirically.

Our findings show that India’s aid allocation is partially in line with our expectations
of the behavior of a “needy” donor. Commercial and political self-interests dominate India’s
aid allocation. We find the importance of political interests, proxied by the voting alignment
between donor and recipient in the United Nations, to be significantly larger for India than for
all DAC donors. Moreover, we find that the “needy” donor favors countries which are closer
geographically and that countries at a similar developmental stage are more likely to enter
India’s aid program.

The paper is structured as follows. Section II1.2 introduces India’s foreign aid program
and examines its evolution over time. Based on the previous aid literature, Section III.3
develops our hypotheses on the aid allocation behavior of a “needy” donor. In Section II1.4,
we empirically analyze the determinants of aid allocations by the MEA based on data for the
years 2008-2010 from AidData, a project-level database (Tierney et al. 2011). To analyze
whether Indian aid is special, we further compare India’s aid allocation decisions with those
of other donors. In particular, we test whether Indian aid is motivated to a higher extent by
political and commercial considerations and to a lesser extent by recipient needs compared to
aid from “rich” donors. Finally, Section I1I.5 summarizes our results, concludes, and provides

policy implications.

74



I11.2 An Overview of India’s Aid Program

The origins of Indian development aid date back to the Colombo Plan of 1950, which a group
of Commonwealth countries (including India) formulated in Sri Lanka with the objective of
providing assistance to developing countries in order to raise their respective living standards.
Along with the Colombo Plan, India started providing aid in the form of grants and loans.
India’s primary target in its early days after independence was to support neighboring
countries, in particular Bhutan, Myanmar, and Nepal.93 However, despite its active role,
Indian development aid largely remained confined to the field of technical assistance, mainly
due to resource scarcity and strong demand for developmental funds within the country.”* As
a founding member of both groups of states, India’s aid program was anchored in the Non-
Aligned Movement and the Group of 77 at the United Nations. After the collapse of the
USSR and a severe balance-of-payments crisis, India introduced pro-market economic
reforms in 1991. Eventually, as the economy grew stronger, India deepened its engagement
with developing countries and extended its aid program.

The 2003-04 budget speech is considered as a sharp break in India’s role as an actor in
international development cooperation. India wanted to be perceived primarily as an aid donor
and not as a recipient of foreign assistance. Following the speech, India announced several
key changes to its development cooperation (e.g., Price 2004). First, the country would only
accept government-to-government aid that is untied and provided by five selected countries or
the European Union. Second, India would repay its debt to most of its bilateral donors and
multilateral institutions. Third, it would extend its own aid effort to other developing
countries through debt cancellations for some Highly Indebted Poor Countries, and an
increase in its grant and project assistance under the so-called India Development Initiative.
Although the actual policy changes were softer in the beginning than the speech seemed to
imply (see Price 2004 for a discussion), it became clear that India intended to play an
important role in the world of international development cooperation. The provision of credit
lines via India’s Exim Bank is one of the most prominent outcomes of these reforms.

To provide a better understanding of how India’s aid program evolved over time, we

compiled data on India’s aid budget since 1966 based on the annual reports of the Ministry of

% For 1958, Chanana (2009) highlights Indian aid commitments of about Rs. 100 million (US$ 21 million) in
multi-year grants to Nepal, Rs. 200 million (US$ 42 million) to Myanmar, and the financing of 60 percent of
Bhutan’s budget.

4 According to Dutt (1980), a total of 1,442 people received technical training in India under the Colombo Plan
up until 1960. According to the Colombo Plan Reports (as cited in Dutt 1980), this number increased to 3,550
between 1961 and 1971.
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External Affairs (MEA 1967-2011).°° This information needs to be interpreted with caution
because of significant changes over time in the way the ministry categorizes its aid amounts.”®
Apart from that, note that the data exclude aid flows from institutions other than the MEA.
Moreover, we lack detailed information on which fraction of the calculated aggregated aid
values satisfy the OECD’s definition of Official Development Assistance (ODA).
Nevertheless, the figures should provide the reader with an intuition of the overall evolution
of the size of India’s aid program.

As can be seen from Figure IIL1, there is a spike in India’s aid budget in 1972.°” This
is largely due to the additional external assistance provided by India to Bangladesh, which
obtained independence from then West Pakistan (now Pakistan) in 1971 with the help of
India. According to the MEA annual report in 1973, India allocated about 167.6 crores Indian
rupees (about US$ 369.7 million in 2000 constant prices) of aid to Bangladesh in 1972
(mostly in the form of grants and concessional loans). India’s aid disbursements suffered a
decline during the early 1990s, a period marred by balance-of-payments problems and
political crises. However, from the mid-1990s onwards, there has been a surge in
disbursements of development aid. Though there were ups and downs, which could be
attributed to the change in government in 2004 and to the Global Financial Crisis starting in
2008, India’s aid budget shows an increasing trend since the mid-1990s. Taken together,
India’s aid budget rose from 13.4 crores Indian rupees (about US$ 40.3 million in constant
2000 prices) in 1966, to 2,917.4 crores Indian rupees (US$ 362.8 million in constant 2000
prices) in 2010, which is roughly 0.04 percent of India’s GDP. This amount, which only
captures MEA aid, is comparable to Austria’s total bilateral ODA (US$ 395.2 million in
constant 2000 prices) and amounts to about two thirds of Italy’s total bilateral ODA (US$
547.0 million in constant 2000 prices). A comparison with the figures on non-DAC donors
provided in Dreher et al. (2011: 1952) underlines that India is one of the most important

providers of development assistance outside the DAC.

% Note that the DAC defines ODA as financial flows to developing countries provided by official agencies with
the objective to promote economic development and welfare, and that contain a grant element of at least 25
percent (see http:/stats.oecd.org/glossary/detail.asp?ID=6043, accessed: July 2012). Although we lack detailed
information on the concessionality of each individual loan, it seems that aid provided by the MEA by and large
qualifies as ODA. According to a study by ECOSOC (2008), 80 percent of India’s total aid disbursed is grants.
The remaining fraction is loans with an estimated grant element of 53-57 percent.

% Values for grant-in-aid to the Indian Council of Cultural Relations and support to the African National
Congress are excluded from our analysis. See Agrawal (2007) for a discussion of limitations of the use of data
from MEA annual reports as a proxy for India’s aid budget.

7 Using data on India’s GDP deflator and exchanges rates obtained from the World Development Indicators
(available at: http://databank.worldbank.org/ddp/home.do, accessed: May 2012), we converted all aid values
from Indian rupees to constant 2000 USS.
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Figure I11.1: Aid provided by the MEA in millions of constant 2000 US$ (1966-2010)
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Note: BJP: Bharatiya Janata Party; UPA: United Progressive Alliance led by Indian National Congress.

In addition to the MEA, India provides concessional finance via its Export-Import
(Exim) Bank. The sum of all financial flows provided by the Exim Bank between 2005 and
2009 and registered on AidData (Tierney et al. 2011) amounts to US$ 2.45 billion (in constant
2000 prices). In contrast to MEA aid, the largest share of Exim Bank loans (73.2 percent) was
allocated to Sub-Saharan African countries. Although Sinha and Hubbard (2011) find that
most credits satisfy the criteria of a grant element of at least 25 percent, they conclude that
Indian lines of credit (LOCs) do not qualify as ODA as defined by the OECD. Since the credit
lines are extended for the purpose of export promotion, these flows meet the criteria of
officially supported export credits instead.”® Therefore, we restrict our empirical analysis

below to cover financial flows provided by the MEA only.

% According to Sinha and Hubbard, the grant element varies between 41.25 percent for Heavily Indebted Poor
Countries (HIPC) and 17.11 percent to 24.56 percent for middle income countries with medium to high levels of
debt.
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I11.3 Theory and Hypotheses

The extensive literature on the allocation of development aid emphasizes that aid from
Western donors and multilateral institutions is guided by strategic interests, in addition to
economic needs in developing countries (Alesina and Dollar 2000; Kuziemko and Werker
2006; Dreher et al. 2009a, 2009b; Kilby 2009a). In contrast, research on non-DAC aid is still
in its infancy. Manning (2006), ECOSOC (2008) and Kragelund (2008, 2010) provide good
overviews of the aid activities of these so-called new donors. Among the few econometric
studies on aid allocation by non-DAC donors are Neumayer (2003a, 2004) on Arab aid,
Chapter II of this dissertation on China’s foreign assistance, and Dreher et al. (2011) on aid
from donors outside the DAC in general.

The literature usually groups the determinants of a donor’s aid allocation into three
categories. First, aid allocation follows recipient needs. Based on humanitarian motives,
altruist countries provide more assistance to poorer countries. An important goal is poverty
reduction. Second, aid is allocated based on good policies. Following the idea of merit,
countries with good policies and good institutions are supported through increased aid flows.
Third, donors’ aid patterns are shaped by political and commercial self-interests. In the
following, we discuss whether and how these motives are reflected in India’s aid policy.

Referring to the role that Indian values might play in India’s aid provision, Meier and
Murphy (2011: 7) point out that, “Hinduism, Buddhism, Islam and Sikhism all espouse
solidarity with the suffering and giving without expectations for return.” In line with this, the
Indian government claims that its aid program indeed responds to the economic needs of
developing countries. For example, the MEA describes the ITEC program as “an earnest
attempt by India to share the fruits of its [i.e., India’s] socio-economic development and
technological achievement with other developing countries” (ITEC 2011). According to
Banerjee (1982: 27), India provides aid to neighboring countries “with the sole objective of
restoring the local citizens to a place of primacy.” If this is the case, India’s aid should be
targeted to needier countries.”” We test the following hypothesis:

Hypothesis la: India’s aid allocation responds to the economic needs of developing

countries.

In this regard, Banerjee (1982: 55) claims that India’s aid is particularly need-oriented

since it provides the “appropriate technology and managerial experience” to other developing

% Dreher et al. (2011), in turn, find that non-DAC donors care less for recipient need than traditional DAC
donors. Note, however, that their study excludes aid from India.
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countries. He argues that India’s aid is more need-oriented than aid provided by “rich” donors
as its economic and political structure is closer to that of other developing countries.
Similarly, the Indian MEA claims that it “possess[es] skills of manpower and technology
more appropriate to the geographical and ecological conditions and the stage of technological

. . 1
development of several developing countries.”'*

If we take this argument at face value, this
implies that India should allocate more aid to countries that are at a similar stage of
development. Consequently, aid from India should decrease with a recipient country’s

distance to India’s own development level. We will test the following hypothesis:

Hypothesis 1b: The “needy” donor India allocates more aid to countries at a similar

stage of development.

At the same time, India emphasizes that its aid serves “mutual benefit” (ITEC 2011),
i.e., its aid allocation is also motivated by Indian interests that are not directly related to the
developmental concerns of its partner countries in the developing world. In this regard, the
MEA (2004: 133) openly admits that “[t]he Government has been using development aid,
including grants and LOCs on concessional terms as tools for promotion of India’s political,
economic and commercial interests.” With respect to commercial interests, Indian aid is seen
as an instrument not only to gain access to overseas markets for its goods and services, but
also to pave the way for Indian investment abroad (Price 2004; Agrawal 2007; Kragelund
2008). The fact that India’s aid is mainly ‘tied aid’ suggests that commercial interests play a
dominant role.

Moreover, India’s aid is said to be targeted at developing countries possessing oil and
other natural resources in order to meet the rising demand for energy resources back home
(e.g., Chanana 2009). While the MEA (2009: xiii) admits that its aid was “helping Indian
companies get project contracts and orders for supply of goods,” it is emphasized that “the
LOCs have helped in infrastructure development in these regions thereby creating

considerable goodwill for the country.” With respect to the TEAM-9'"'

program, Kragelund
(2008) also identifies an overlap with the business activities of Indian oil companies.

In addition to commercial interests, the Indian foreign aid program is seen as a foreign
policy tool to expand the country’s geopolitical and diplomatic influence beyond the South

Asian region, as well as an attempt to build military alliances elsewhere (e.g., Agrawal 2007).

1% Quoted on several websites of Indian embassies, e.g., the Indian embassy in Azerbaijan (available at:

http://indianembassybaku.org/en/8/, accessed: February 8, 2012).
%" The Techno Economic Approach for Africa India Movement (TEAM-9) program offers LOCs to nine West
African countries.
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In this regard, Lafargue (2006) notes that Zambia, an Indian aid recipient, did not criticize
India’s nuclear tests in 1998 and recognized in 2003 that the Jammu and Kashmir regions are
a part of India. Aid is considered a part of India’s efforts to obtain support for the country’s
bid for a permanent seat in the United Nations Security Council (e.g., Kragelund 2008).'"?
Moreover, India perceives its aid program as a tool to improve its image around the world. In
this regard, the MEA states that the ITEC program ‘“has generated immense goodwill and
substantive cooperation among the developing countries,” and that it “constitutes an integral
part of India’s South-South Cooperation effort which has been a traditional pillar of the
country’s foreign policy and diplomacy” (ITEC 2011). According to Agrawal (2007: 2), India
aims to “develop a viable ‘pro-India’ constituency among key decision makers in recipient
countries.”

Contrasting these views, Banerjee (1982: 54) argues that “India does not provide aid
to its neighbours with the hope of extending its influence in the region.” He criticizes
allegations that India’s aid was motivated by selfish motives.'” Focusing on how India can
actually use aid as a foreign policy tool, Dutt (1980) lists five elements: first, to improve
bilateral relations, second, to improve India’s image, third, to gain leverage and influence over
recipient countries, fourth, to reward recipients’ policy position, and fifth, to maintain the
stability and status quo in recipient countries. Taken together, we test the following
hypothesis:

Hypothesis 2a: India’s aid allocation is guided by India’s political and commercial

self-interests.

With India emerging on the world stage as a significant provider of development assistance,
critics of its aid program question the diversion of resources away from internal development
given the chronic socio-economic problems plaguing India. It is this paradox which raises
suspicion that India’s aid has mainly been allocated in accordance with the country’s own
interests. We expect a “needy” donor to behave differently than a developed donor country.
More precisely, the importance of self-interest should be larger in India’s case than for “rich”

donor countries for several reasons.

12 Price (2004) hypothesizes that India, as an aid recipient, only accepts aid from three current permanent
Council members and from three proposed Council members for the very same reason.

1% Banerjee (1982) claims that India does not make recipient countries dependent on its assistance, instead
strengthening their self-reliance. Moreover, he argues that India has not installed any military bases in a major
recipient country.
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First, a “needy” donor is more exposed to public criticism of its aid allocation because
of domestic deficiencies. In order to defend its aid allocation vis-a-vis its electorate, the
country might be more inclined to follow political and commercial interests to a larger extent.
In this regard, Price (2004) notes that the Indian government had to emphasize the benefits
that accrue to India in order to gain domestic support for its foreign aid policy, especially the
aid reforms after the 2003-04 Finance Minister’s budget speech. Note that this need to defend
aid expenditure is even larger in democracies like India, where the government faces
elections, than in autocratic donor countries.

A second explanation is evident if one assumes a declining marginal utility of wealth,
i.e.,, a “needy” donor like India values an additional dollar of wealth more than richer
countries. The “needy” donor, lagging behind the “rich” donor in terms of wealth,
consequently has more incentives to provide strategic aid than the “rich” donor does. We
formulate the following hypothesis:

Hypothesis 2b: While the elasticity to recipient needs is lower for a “needy” donor

like India compared to “rich” donors, the opposite is true for political and

commercial factors in regards to their respective aid allocations.

I11.4 Empirical Analysis
111.4.1 Overview

In this section, we employ data on aid commitments by the MEA in constant 2000 US dollars,

104 Data are available

obtained from the project-level database AidData (Tierney et al. 2011).
for the 2008-2010 period.105 In what follows, we only analyze aid projects traceable to
countries, thus excluding aid provided to world regions if we lack information on the country

106
breakdown.

To follow the OECD’s definition of ODA, we further exclude projects related
to military assistance, as well as aid provided to countries that are not on the DAC list of aid

recipients.'”” Our aim is to estimate the motives behind India’s aid allocation decisions.

1% While the first entry in the aid database is “Welfare Activities for the Muktijoddhas (Freedom Fighters)” in

Bangladesh in 2008, the database ends with an IT center in Osh in the Kyrgyz Republic in 2010.

1% Note that our study period coincides with the Global Financial Crisis. This might have an effect on the aid
allocation decisions made by India. Nevertheless, the drop in India’s aid budget during this period is not
substantial compared to previous years as we will see later in Figure III.1.

1% About 5 percent of the total aid amount is not traceable to recipient countries.
' The DAC List of ODA Recipients is available at: http:/www.oecd.org/dataoecd/23/34/37954893.pdf, as of
January 1, 2006 (accessed: February 14, 2011).
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Beyond that, we compare India’s aid allocation to that of other donor countries in order to
investigate whether aid from the “needy” donor India is allocated based on different grounds.

The lion’s share (89.7 percent) of India’s aid administered by the MEA was allocated
to South Asian countries (see Figure I11.2). With the exception of Pakistan, all six South
Asian countries were beneficiaries of Indian aid in this period of time. Southeast Asian
countries received 5.5 percent of MEA aid during this period. This corresponds to a total of
18 countries which have obtained development assistance in this region. 2.2 percent of the
Ministry’s total aid amount has been received by 38 Sub-Saharan African countries, and 1.6
percent was directed to eight transition economies in Eastern Europe and Central Asia. In the
Middle East and North Africa, only Palestine and Syria benefited from Indian aid (1.2 percent
of India’s total aid amount in the 2008-2010 period). Indian support in this region was
significantly concentrated on providing various types of humanitarian assistance to Palestine.
Finally, less than 0.1 percent of total aid allocations by the MEA were made available to ten
Latin American countries. Taken together, it is evident that India strongly favors countries in
its neighborhood, as has been argued previously (e.g., Price 2005; Katti et al. 2009; Meier and
Murphy 2011).

Figure II1.3 puts the spotlight on sectoral aid allocations. As can be seen, 23.1 percent
of the aid committed was targeted to the energy sector (DAC purpose code: 230), covering
both the production and distribution of energy in recipient countries. The second most
important sector was drinking water provision and sanitation facilities (code: 140), making up
15.0 percent of the Ministry’s total aid amount. 12.8 percent of MEA aid was allocated to
transport and storage facilities in recipient countries (code: 210), closely followed by 11.8
percent earmarked for commodity aid and general program assistance (code: 500). We also
find that about 9.5 percent of total aid was allocated towards the development of activities
associated with strengthening the administrative apparatus and government planning,
activities promoting good governance, strengthening civil society, and other social
infrastructure projects in the recipient countries, respectively (codes: 150 and 160). 8.7
percent of the Ministry’s aid was allocated to multi-sector activities (code: 400), and 7.5
percent to the development of health-related activities such as building hospitals and health
centers, and the provision of other health infrastructure (code: 120). The MEA also earmarked
5.6 percent for industrial development (codes: 321-323). The remaining sectors are: education
(3.2 percent, code: 110), communications (1.4 percent, code: 331-332), agriculture, forestry
and fishing (0.5 percent, code: 311-313), humanitarian purposes (0.9 percent, code: 700),

unspecified (0.5 percent, code: 998), and banking and financial services (code: 240).
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Figure I11.2: India’s aid allocation by region (MEA, 2008-2010)
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Figure I11.3: India’s aid allocation by sector (MEA, 2008-2010)
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These numbers serve as a first indication that India’s foreign aid is motivated to a
higher extent by commercial interests in comparison to need-based issues plaguing recipient
countries. This is reflected in the fact that about 45 percent of the Ministry’s aid has been
directed at commercial sectors. Nevertheless, the development aid provided by the MEA also
covers sectors concerned with the overall development of basic public goods (such as health,
drinking water, education and agriculture), which made up about 24 percent of total aid
allocations.

With respect to the role of developmental distance between India and recipient
countries for aid allocation, Figure III.4 provides first descriptive evidence in favor of
hypothesis 1b. The graph on the left shows the expected strong negative link between the
(logged absolute) developmental distance and the probability of receiving aid from India. A
country’s developmental distance to India is measured as the (log) absolute difference
between the income per capita of India and that of a particular recipient country (measured in
2005 international dollars). The graph on the right, however, shows only a weak negative
correlation between developmental distance and (logged) aid commitments from India. We

now turn to the econometric analysis.

Figure I11.4: Aid allocation and developmental distance (2008-2010)
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111.4.2 Data and Methodology

We follow a common practice in the aid allocation literature and estimate India’s aid
allocation in two steps (e.g., Neumayer 2002). First, we estimate which countries enter India’s
aid program. Our dependent variable is a dummy that takes a value of 1 if India provided aid
to a developing country on the DAC list of aid recipients. Second, given that a country
receives aid from India, we estimate the (logged) amount of aid in constant 2000 US dollars
that has been committed to a particular recipient country. One way to estimate the first step
(the so-called gate-keeping stage) is through a Probit (or Logit) model, which takes the binary
nature of the data into account. In the second step, it may be preferable to include the inverse
Mills ratio derived from the first step to avoid selection bias. Since we lack a suitable
exclusion variable, we run a Heckman model without an exclusion variable, i.e., we identify
the model based on the non-linearity inherent in the selection equation. The resulting Wald
test does not reject the null hypothesis of independent equations (p-value: 0.650).'®
Therefore, we opt for an Ordinary Least Squares (OLS) estimation of the aid amount allocated
to a recipient country.

For our econometric analysis, we sum bilateral aid allocation over the 2008-2010
period since it 1s difficult to explain aid allocation on a yearly basis due to its volatility (see
also Gupta et al. 2006; Dreher et al. 2011). Concerning the selection of our explanatory
variables, we follow the previous literature on aid allocation, in particular that on emerging
donors (e.g., Dreher et al. 2011; see also Chapter II). To control for the effect of geographic
proximity, we account for the (logged) distance between the recipient and donor country.'®”
Distance can be seen as a proxy for costs associated with the provision of development aid.
Aid costs are expected to be a particular concern for a “needy” donor with limited resources
like India. Apart from this explanation, India might favor countries in its neighborhood (with
the exception of Pakistan due to the bilateral conflict over Kashmir) as it aspires to become a
regional power. Dreher et al. (2011) find that, in general, so-called new donors are more likely
to provide aid to countries that are closer to them geographically. Given that India is even
poorer in terms of income per capita than any of the donors covered in Dreher et al. (2011),
we expect to find a pronounced effect of distance on aid allocation for the “needy” donor

under investigation.

1% Results available upon request.

1" As defined in Mayer and Zignago (2006), bilateral distances are computed as the average of the distance
between the major cities of the two countries, which are weighted by the share of the city in the overall
population.
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We use several variables to examine whether India’s aid responds to the needs of other
developing countries (hypothesis 1a). To reflect humanitarian motives, the need orientation of
donors is proxied by the recipient country’s (logged) GDP per capita (measured in 2005
international dollars). A need-oriented donor should provide more aid to poorer countries.
Thus, we expect a negative sign for this income measure. Next, we control for the (log)
population of recipient countries. The intuition here is that larger countries need more
resources to obtain visible effects of aid provision. In addition, we control for the (log) total
number of people affected by natural disasters as an additional indicator of recipient need
since disaster relief is part of the aid program of the MEA. Furthermore, we include
developmental distance to test hypothesis 1b, as outlined above. We expect India’s aid to
decrease with the developmental distance to a recipient country.

To proxy donors’ political self-interests, we follow the literature and employ a
recipient country’s voting alignment with India in the United Nations General Assembly
(UNGA). The UNGA voting alignment seems to be of large relevance for India since
“marshalling support for Indian positions in forums such as the UN take up much of India’s
diplomatic effort” (Dutt 1980: 678). Relying on data from Voeten and Merdzanovic (2009),
we calculate the number of times a country votes in line with India (either both voting yes,
both voting no, both voting abstentions, or both being absent). We then divide the resulting
value by the total number of votes in a particular year to derive a measure of voting
coincidence between zero and one. We follow Dreher et al. (2011) and compute the voting
alignment based on key votes as defined by the U.S. State Department (Kilby 2009b).'"
Various empirical studies find that developing countries are favored in donors’ aid allocation
decisions when they have closer political ties (Thacker 1999; Alesina and Dollar 2000; Barro
and Lee 2005; Dreher et al. 2009a, 2009b; Kilby 2009a).

We also include a dummy variable that takes a value of 1 if a recipient country is a
non-suspended member of the Commonwealth of Nations. It can be argued that India uses the
Commonwealth as a forum to develop political and commercial ties. For example, over the
years India has developed strong ties with Commonwealth countries in South and Southeast
Asia, as well as Africa (Johnson and Kumar 2011). Beyond that, referring to colonization,
Banerjee (1982: 54) views India’s aid “as a part of the process to undo the injustice of ages.”
To account for commercial interests, we include India’s (log) total exports to a particular

recipient country in constant US$. In addition, we follow Dreher et al. (2011) and use the

"9 Note that we also report the results with all votes as a robustness check.
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recipient country’s (log) depletion of mineral and energy resources as a proxy for a recipient’s
endowment of natural resources.

Finally, to account for merit as a motive for aid supply, institutional quality in the
recipient countries is proxied by both the political rights measure from Freedom House (2009)
and the corruption index from Kaufmann et al. (2009). The political rights variable is coded
on a scale of 1-7, with higher values representing worse liberties, and lower values reflecting
full liberties. As the world’s largest democracy, India might reward democratic countries and
provide less aid to autocratic countries in comparison. Note that India is the second largest
donor in the United Nations Democracy Fund (UNDEF) with cumulative contributions of
USS 25 million (as of January 5, 2012), which underlines the importance that India attributes

111

to the support of democratization.  Alternatively, India might follow the ‘spirit of Bandung’

(Lafargue 2006) and follow the principle of non-interference in internal affairs, i.e., its aid
allocation might be independent of the institutional characteristics of the recipient country.''
If this is the case, we would expect India to be unresponsive to corruption in the recipient
countries. The control-of-corruption index ranges from -2.5 to 2.5, with higher values
corresponding to better governance.

For our time-varying explanatory variables, we take lagged wvalues, i.e., the
corresponding value in 2007, to mitigate endogeneity issues. The only exception is the
disaster variable since it is reasonable to assume that the occurrence of natural catastrophes is
exogenous. Since our export variable and UNGA voting alignment both show relatively high
volatility over time, we follow Dreher et al. (2011) and take the average of the respective
values in the three years preceding our period of investigation (2005-2007). All definitions
and sources of variables are provided in Appendix III.1. For descriptive statistics, please refer

to Appendix II1.2.

111.4.3 Main Results

Table III.1 displays our results. While columns 1-3 show the results for the gate-keeping
stage, columns 4-6 present the results of the allocation decision. Analyzing the coefficient on
GDP per capita in column 1, Indian aid shows some need orientation. The probability that a

developing country receives aid from India decreases with a country’s stage of development.

"' See UNDEF webpage, available at: http:/www.un.org/democracyfund/Donors/donors_index.html (accessed
February 11, 2012).

12 The “Bandung conference” was a large meeting of African and Asian states and took place in the Indonesian
city of Bandung in 1955. The 29 participating countries agreed to not interfere in the internal affairs of other
countries. The meeting is said to have laid the foundations for the Non-Aligned Movement.
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The coefficient is statistically significant at the ten-percent level. In turn, both the number of
people affected by natural disasters and country size have no significant impact on the
probability that a developing country enters India’s aid program, at conventional levels of
significance.'"”

To test whether India favors countries at a similar developmental stage (hypothesis
1b), we add the developmental distance to India to our regression in column 2. The
corresponding coefficient shows the expected negative sign and is statistically significant at
the ten-percent level. Note that the coefficient on per-capita GDP loses its statistical
significance. Considering that the developmental distance between India and developing
countries is correlated with the recipient’s income per capita, we drop this latter variable as a
next step. As shown in column 3, developmental distance then reaches statistical significance
at the five-percent level. This suggests that countries closer to India in terms of economic
development are favored by the MEA, in line with hypothesis 1b. The corresponding
marginal effect of a ten-percent decrease in developmental distance increases to 0.01
percentage points.

According to all three specifications (columns 1-3), countries which are
geographically closer to India are favored. The probability that a country receives aid from
India decreases with distance, at the one-percent level of significance. Holding all other
explanatory variables constant at their mean and computing the marginal effects, a ten-percent
decrease in bilateral distance leads to an increase in the probability to receive Indian aid by
roughly 0.03 percentage points. The political and commercial variables do not have a
significant effect on Indian aid in the gate-keeping stage. The coefficient on the UNGA voting
alignment on key votes, the Commonwealth dummy, and the variable capturing the extraction
of natural resources are all not statistically significant at conventional levels. Note that the
Indian exports variable gains statistical significance in column 3, at the five-percent level, but
the suggested negative effect is not robust (see columns 1 and 2). The indicators of recipient
merit, political rights and control of corruption are not statistically significant at conventional
levels in all three specifications. This finding would support the idea that India’s aid of today

still follows the ‘spirit of Bandung’, with the principle of non-interference in internal affairs.

'3 Note that the coefficient on disasters becomes statistically significant in column 2, at the ten-percent level.
The significant negative sign is strong evidence against the hypothesis that disaster-stricken countries are more
likely to enter India’s aid program.
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Table II1.1: Allocation of India’s aid commitments (2008-2010)

SELECTION ALLOCATION
Probit OLS
(1) (2) (3) (4) (5) (6)
(log) GDP per capita -0.315* -0.244 -0.241 -0.243
(0.060) (0.182) (0.226) (0.209)
(log) Developmental distance -0.228* -0.268** 0.012 -0.015
(0.097) (0.039) (0.936) (0.924)
(log) Affected from disasters -0.060 -0.079%* -0.063 0.111** 0.112* 0.126**
(0.137) (0.059) (0.126) (0.037) (0.055) (0.015)
(log) Population 0.028 0.060 0.113 -0.526%** -0.530%** -0.451%*
(0.852) (0.697) (0.438) (0.002) (0.004) (0.012)
(log) Distance -0.847*** -0.798*** -0.802*** -1.668*** -1.670*** -1.695%**
(0.001) (0.004) (0.003) (0.000) (0.000) (0.000)
UN voting (key votes) 0.364 0.526 0.689 6.918*** 6.911*** 6.631***
(0.747) (0.647) (0.542) (0.000) (0.000) (0.000)
Commonwealth 0.434 0.464 0.503 -1.203*** -1.209*** -1.182%**
(0.146) (0.132) (0.101) (0.001) (0.001) (0.001)
(log) Indian exports -0.152 -0.157 -0.197** 0.398%** 0.400%*** 0.359%**
(0.123) (0.117) (0.036) (0.001) (0.002) (0.003)
(log) Resource depletion 0.002 -0.002 -0.011 -0.019 -0.019 -0.024
(0.924) (0.895) (0.488) (0.339) (0.355) (0.217)
Political rights -0.140 -0.144 -0.145 0.037 0.038 0.039
(0.173) (0.165) (0.157) (0.798) (0.800) (0.801)
Control of corruption -0.228 -0.177 -0.289 1.474%** 1.469%** 1.459%**
(0.421) (0.557) (0.307) (0.000) (0.000) (0.000)
Constant 12.592*** 13.075*** 11.043*** 26.284*** 26.253*** 24.308***
(0.000) (0.000) (0.001) (0.000) (0.000) (0.000)
Number of observations 125 125 125 51 51 51
Prob>Chi2 / Prob>F 0.002 0.000 0.000 0.000 0.000 0.000
(Pseudo) R-squared 0.17 0.19 0.18 0.83 0.82 0.82

Note: * (**, ***) indicates significance at the ten (five, one) percent level
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Focusing on the sample to India’s recipient countries, we analyze the subsequent
allocation decision. As can be seen from column 4, we do not find a significant link between a
recipient country’s stage of development and the amount of aid received. This also holds true
if we use the developmental distance between India and the recipient instead of the recipient
country’s GDP per capita (column 6), or if we include both variables at the same time
(column 5).

While this finding questions India’s commitment towards recipient need at the
allocation stage, we obtain a nuanced picture if we consider the effect of the number of people
affected by disasters. While we did not find that disaster-affected countries are more likely to
enter India’s aid program, countries suffering from more severe natural disasters receive
larger aid amounts if they are already among India’s aid recipients. If the number of people
affected increases by one percent, India’s aid commitments increase by about 0.1 percent. Our
results also show that larger countries are disfavored as the coefficient on population is
negative and statistically significant, at the one-percent level. While this result seems
surprising at first, it is in line with empirical evidence for China (see Chapter II) and six other
so-called new donors (Dreher et al. 2011). As was the case in the gate-keeping stage,
geographic proximity is also an important determinant of aid amounts. A one-percent increase
in the distance from India to a particular recipient country decreases India’s aid commitments
by about 1.6 percent, on average.

Political and commercial motives are also important for India’s aid allocation
decisions. Recipients with both a closer voting alignment with India in the UNGA and
stronger commercial ties (proxied by Indian exports to recipient countries) do in fact receive
larger aid flows from the “needy” donor, with both coefficients being significant at the one-
percent level. If the voting alignment on key votes increases by ten percentage points, India
increases its aid commitments by roughly 0.7 percent, on average. Accordingly, if Indian
exports grow by one percent, aid increases by 0.4 percent. These results support hypothesis
2a.

In contrast to our expectations, however, India disfavors countries that are members of
the Commonwealth. The coefficient on the Commonwealth dummy shows a surprising
negative sign and is statistically significant at the one-percent level. Our results indicate that
India donates strategically in order to strengthen ties with developing countries with which it
does not already share common ties with through being members of the Commonwealth. In
these cases, the marginal benefit of aid giving may be higher compared to aid allocated to

Commonwealth members. Moreover, recipient countries’ extraction of natural resources does
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not have the expected positive impact on the size of India’s aid flows. While we do not find a
statistically significant effect of political rights on aid amounts provided by India, aid flows
are significantly larger to countries with a relatively low level of corruption, at the one-
percent level of significance, and in contrast to our findings at the gate-keeping stage.

Overall, the empirical results lend some support in favor of our “needy” donor
hypotheses. In line with hypothesis 1b, countries at a similar developmental stage are more
likely to enter India’s aid program (but do not receive larger aid amounts). Moreover, political
and commercial interests have an impact on the size of India’s aid flows, which is empirical
evidence in favor of hypothesis 2a. As a next step, we will compare the role that political and
commercial motives play in India’s aid allocation decisions with aid flows from richer donors.
By doing this, we test whether aid allocation from the “needy” donor India is driven to a
higher extent by political and commercial motives than is the case for richer donor countries

(hypothesis 2b).

111.4.4 Comparison with DAC and Other Non-DAC Donors

Finally, we compare India’s aid allocation with other donors to evaluate whether aid from the
“needy” donor under investigation is special. Dutt (1980: 676) expects India’s aid allocation
to be closer to that of the big powers than to Scandinavian aid since “Indian elites perceive
India as having a role on the world stage,” an assessment that became even more evident after
the 2003 budget speech. The pattern of India’s aid allocation is compared to the largest donors
of the DAC, 1i.e., the United States, Japan and the three largest EU countries (EU-3, 1.e.,
Germany, France and the United Kingdom). We use the so-called ‘like-minded donors’ or
‘good donors’ (Canada, Denmark, Netherlands, Norway and Sweden) as a further benchmark.
This latter group is said to provide development aid predominantly based on humanitarian

. 114
motives.

Beyond that, we compare India’s aid allocation with two emerging donors for
which data are easily accessible. The first donor is South Korea, another large emerging Asian
donor, which became a DAC member in 2010. The second one is the United Arab Emirates,
which has provided sizable aid amounts since the oil crises of the 1970s.

Data on ODA from these donors again cover the 2008-2010 period, and are obtained
from the OECD (2012). Unfortunately, we cannot compare India with China, the largest non-

DAC donor, since we lack sufficient data on China’s foreign aid after 2005 (see Chapter II for

"4 Note that doubts have been raised as to whether the positive image of these donor countries is warranted (see,
for example, Neumayer (2003b) with respect to human rights, or Stremmen et al. (2011) with respect to peace
and human security). Similarly, in their ranking of aid agency practices, Easterly and Williamson (2011) find
that Scandinavian donors perform surprisingly badly.
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a discussion). We use a similar set of explanatory variables as in our baseline model in
column 1 of Table III.1. Note that we replace the Commonwealth dummy, which is an India-
specific variable, with a general dummy variable for common colonial history between donor
and recipient. More precisely, the variable takes a value of 1 if donor and recipient had a
common colonizer (e.g., the British Crown in the case of India) or if the recipient was a
colony of the donor country after 1945 as defined in Mayer and Zignago (2006). Moreover,
we now employ the recipient’s UNGA voting alignment on key votes with the respective
donor (not necessarily India) and, analogously, we take the exports of the respective donor to
a recipient economy.

In order to be able to compare the effects between donors, we run nested regressions
rather than individual regressions for each donor (see also Berthélemy 2006; Dreher et al.
2011; see also Chapter II). This is done by interacting dummies for each donor country or
donor group with each of our explanatory variables. In addition to the coefficients and the
corresponding p-value of all explanatory variables for all donors (in parentheses), we compute
the p-values of a Wald test for differences in the effect of a variable for a particular country
and India (in italics).

Table III.2 displays our results. Analyzing the role of recipient needs as measured by
GDP per capita, we find that Indian aid shows the smallest need orientation than of all donors
under investigation. The coefficient on GDP per capita for India is the smallest in absolute
terms and significantly different from the EU-3 and the “good” donors, at least at the five-
percent level of significance (see p-values of the Wald test in italics). Moreover, India is the
only donor for which population size has a negative effect on aid commitments that is
statistically significant at conventional levels, which questions India’s actual concern for
recipient needs. Only with respect to disaster response does India show some need orientation.
Apart from Japan, India is the only donor with a statistically significant and positive
coefficient on the number of people affected by disasters.

The effect of geographic distance between the donor and recipient is the largest for
India compared to all other donors included in the analysis. This can be interpreted as
evidence that aid costs matter more for a “needy” donor than for “rich” donors. The p-values
of the Wald test in italics show that the distance coefficient for India is significantly different,

at least at the five-percent level, from the U.S., the EU-3 and the “good” donors.
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Table II1.2: Comparison of India’s aid allocation with other donors (2008-2010)

India USA EU-3 Good donors Japan Korea UAE
(log) GDP per capita -0.249 -0.646** -0.798*** -1.007*** -0.586%** -0.562* -0.926***
(0.165) (0.021) (0.000) (0.000) (0.000) (0.067) (0.007)
0.211 0.016 0.002 0.163 0.344 0.092
(log) Affected from disasters 0.097** 0.039 -0.044 0.054 0.103*** 0.045 -0.076
(0.039) (0.500) (0.358) (0.231) (0.007) (0.524) (0.392)
0.384 0.013 0.441 0.925 0.475 0.101
(log) Population -0.483%** 0.699*** 0.679*** 0.462%** 0.371%** 0.524%** -0.012
(0.001) (0.000) (0.000) (0.000) (0.000) (0.004) (0.960)
0.000 0.000 0.000 0.000 0.000 0.108
(log) Distance -1.634%** 0.171 -0.386* -0.722** -1.483%** -0.779 -0.934
(0.000) (0.740) (0.081) (0.021) (0.000) (0.115) (0.168)
0.002 0.000 0.033 0.681 0.123 0.321
UN voting (key votes) 6.826%** 2.009* 1.873* 0.165 0.926 1.923 2.453
(0.000) (0.077) (0.085) (0.906) (0.506) (0.627) (0.424)
0.006 0.005 0.001 0.002 0.236 0.229
Common colonial history -1.219%** 1.221 1.622%** 4.803*** 0.860
(0.000) (0.465) (0.000) (0.000) (0.191)
0.153 0.000 0.000 0.008
(log) Bilateral exports 0.401*** 0.088 0.367*** 0.121 0.068 0.285** 0.187**
(0.000) (0.620) (0.004) (0.173) (0.220) (0.025) (0.019)
0.118 0.835 0.025 0.007 0.444 0.102
(log) Resource depletion -0.027 0.012 0.020 -0.011 -0.013 -0.020 -0.012
(0.115) (0.563) (0.199) (0.591) (0.296) (0.473) (0.723)
0.133 0.017 0.514 0.498 0.816 0.691
Political rights 0.056 -0.126 0.068 0.004 -0.012 0.058 0.058
(0.676) (0.306) (0.340) (0.967) (0.888) (0.744) (0.752)
0.333 0.939 0.780 0.677 0.992 0.993
Control of corruption 1.481%** -0.572 0.202 0.433 0.467** -0.273 -0.032
(0.000) (0.188) (0.438) (0.227) (0.045) (0.552) (0.964)
0.000 0.001 0.004 0.003 0.000 0.051
Donor country dummies Yes Yes Yes Yes Yes Yes Yes
Number of observations 1371
Number of recipients 125
- per donor group 51 124 125 124 125 118 87
R-squared 0.58
Notes:

- Estimation technique: Nested OLS model with standard errors clustered by recipient country
- Dependent variable: (log) Aid commitments to recipient country, sum 2008-2010
- We report coefficients of the explanatory variables (corresponding p-values in parentheses)

- In italics: p-values of a Wald test of equal marginal effects of the respective donor (group) compared to India

- ¥ (**, ***) indicates significance at the ten (five, one) percent level
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Analyzing the impact of the UNGA voting alignment on aid allocation, the coefficient
for India is found to be the largest among the donors under investigation. While Indian aid is
significantly more motivated by politics than aid from all traditional DAC donors, the
difference between the coefficients is not statistically significant with respect to South Korea
and the United Arab Emirates. While countries that share a common colonial legacy do not
receive higher aid amounts from India and are even receiving less aid on average, the EU-3
and the “good” donors provide significantly more aid to countries which have had a colonial
relationship with the respective donor country.

The effect of bilateral exports on aid amounts is larger for India than for any of the
other donors under investigation. According to the p-values of the Wald test in italics, Indian
aid has a significantly closer link to commercial relationships than aid from the “good” donors
and Japan. With regard to its relationship with natural resource endowments, we find that
neither of the donors rewards countries extracting natural resources through increased aid
flows. Likewise, we do not find evidence that any of the donors under investigation reward
countries with greater political rights. Finally, we find that, alongside India, Japan is the only
other donor that provides significantly larger amounts of aid to recipients that score better on

the control-of-corruption index, at conventional levels of significance.

111.4.5 Robustness Checks

Next, we examine the robustness of our findings. To begin with, we analyze nine additional
variables that might influence India’s aid commitments in addition to those included in Tables
II1.1 and IIL.2, respectively. First, Indian aid allocation decisions are said to be related to the
prevalence of Indian diaspora communities (e.g., Dutt 1980; Banerjee 1982; Lafargue
2006).'"> The (log) Indian migrant stock in recipient countries is obtained from two sources,
namely the Global Migrant Origin Database (Parsons et al. 2007) and the MEA (2001b).
Second, in order to examine whether India targets traditional recipients of aid from China, we
include a variable capturing the number of completed Chinese aid projects in recipient
countries as a share of China’s total aid over the 1996-2005 period (see definition in Chapter
I1). A positive sign could suggest aid competition between the two emerging Asian powers, as
suggested by some scholars (see Cheru and Obi 2011 for instance). Third, we add a recipient

country’s (logged) infant mortality rate (children under the age of 5) as an alternative measure

15 Lafargue (2006) identifies Indian diaspora as intermediaries for Indian investments in their respective host
country.
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of India’s need orientation. Fourth, we add a dummy for countries which share a border with
India to test whether India favors its direct neighbors in addition to the role played by
geographic distance.

Fifth, we replace the UNGA voting alignment index covering key votes with an index
that covers all votes. Sixth, to allow for an alternative definition of what constitutes a key vote
from the Indian perspective, we consider only those votes which show opposite voting
behavior to the United States on the one hand, and to the four BRIC countries on the other.
More precisely, we construct a voting alignment index based on those votes where Brazil,
Russia, India and China vote ‘yes’ and the United States votes ‘no’ (or vice versa).''® This
measure should reflect the one-dimensional voting pattern that continues to exist in the
General Assembly after the end of the Cold War, with the United States and its Western allies
on one pole and a “counterhegemonic voting bloc,” most notably the rising powers, on the
other (see Voeten 2000).

Seventh, we replace the Commonwealth dummy with a dummy that takes a value of 1
if India and a recipient country share a common language (i.e., English). Eighth, the
Commonwealth dummy is substituted by a dummy variable that takes a value of 1 if the
recipient country and India had a common colonizer after 1945 (i.e., the British Crown).
Ninth, we replace the political rights measure with a dummy capturing whether a recipient
country qualifies as a democracy as defined in Cheibub et al. (2010).

Detailed tables containing the regression results are reported in Appendices I11.3 and
II1.4. In the gate-keeping stage (see Appendix II1.3), we do not find any statistical significance
for the variables listed above, at conventional levels of significance. For example, neither
Indian diaspora communities nor aid projects lead to a significant increase (or decrease) in the
probability that a developing country enters India’s aid program. The outlined changes in the
definition of the various explanatory variables do not change our main conclusions. In the
allocation stage, we confirm the large positive significant effect of a country’s UNGA voting
alignment when we use the two alternative definitions instead. Note that the common colony
dummy takes a negative sign, at the one-percent level, in line with our results for the
Commonwealth dummy. Apart from these variables, all other variables introduced do not

reach statistical significance at conventional levels.

¢ We also considered the construction of a voting alignment index based on the instances in which India and
Pakistan voted differently. There are, however, only very few instances in which India and Pakistan showed
opposite voting behavior during our period of analysis.

95



Finally, we run a sub-sample analysis by restricting our sample to those countries that
receive aid from India (see Appendix IIL.5). Aware that this approach has its limitations, we
intend to control for differences between the sample of India’s aid recipients and that of other
donors.'""” As before, we run nested regressions by interacting dummies for each donor
country with each of our explanatory variables. By construction, the results for India are
exactly the same as those reported in Table II.2. With respect to per-capita GDP, the
respective coefficients for the United States, Japan and South Korea lose their statistical
significance. When restricting the sample to Indian aid recipients only, Indian aid does not
appear to be inferior with respect to need orientation compared to all other donors under
investigation (see p-values of the Wald test in italics).

Concerning the UNGA voting alignment, however, our results confirm the high
importance of political interests in India’s aid allocation. The respective coefficient for India
is still larger than for any traditional DAC donor, the difference being statistically significant,
at least at the five-percent level (except for the United States). Note that the coefficient on
UNGA voting alignment is now larger for South Korea than for India, but the difference is
not statistically significant at conventional levels (as indicated by the p-value in italics).
Although the EU-3, South Korea and UAE retain the expected sign and level of significance
on bilateral exports, “good” donors and Japan are now positive and significantly different
from zero, at the one-percent level.

Finally, we also find some changes with respect to the corruption variable. We now
find that the coefficients for the EU-3 and the “good” donors (along with India and Japan)
become positive and statistically significant, at least at the five-percent level of significance.
With respect to population size, mineral and energy depletion, and political rights, our results
largely mimic those in Table III.2. Taken together, while commercial interests do not seem to
play a significantly larger role for India than for most “rich” donors, according to this
robustness check, the sub-sample analysis largely confirms the outstanding importance of

political interests compared to most traditional DAC donors.

"7 Our sample includes 51 countries that receive aid from India in the 2008-2010 period.
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II1.5 Conclusions

Despite having a large amount of its population suffering from underdevelopment, chronic
poverty and mal-governance, India has jumped on the bandwagon in the ‘business’ of
development aid. This is puzzling. According to a recent World Bank report on India, about
37 percent of the Indian population lives on less than US$ 1.25 a day (World Bank 2011).
Although India has a large number of anti-poverty schemes and programs to tackle these
problems, the progress made in poverty reduction is rather small. Against this background, it
is ironic that India provides development aid to other developing countries. Many of India’s
aid recipients even have a larger income per capita than India.''®

With the intension of understanding why poor countries such as India provide foreign
aid, this paper has empirically analyzed India’s aid allocation decisions. We utilized data on
aid commitments by the Ministry of External Affairs to 127 developing countries in US
dollars, obtained from the AidData database for the 2008-2010 period. To examine whether
India is different, we also compared India’s aid allocation decisions with those of other
donors. Our empirical results show that India’s aid allocation is partially in line with our
expectations of the behavior of a “needy” donor. Commercial and political self-interests
dominate India’s aid allocation. We find the importance of political interests, proxied by
UNGA voting alignment, to be significantly larger for India than for all traditional DAC
donors under investigation. Moreover, India favors countries which are geographically closer,
and countries at a similar developmental stage are more likely to enter India’s aid program.

From our results, it appears that the “needy” donor India predominantly cares about its
own needs rather than the needs of others. Given India’s domestic problems, this is
understandable. Although India’s own interests dominate its aid allocation, it may
nevertheless be the case that India’s assistance is effective in terms of poverty reduction and
other developmental goals with respect to recipient countries.''” This merits further
investigation. Concerning political self-interest, Agrawal (2007) raises doubts over the long-
term political gains resulting from India’s engagement. Future research may also evaluate
whether Indian aid, officially aimed at the promotion of India’s welfare in addition to that of

aid recipients, actually supports India’s own development.

'8 23 recipients of Indian aid had a larger income per capita than India (based on 2007 values of GDP per capita
in international dollars and purchasing power parity): Armenia, Belarus, Bhutan, Botswana, Cape Verde, Cuba,
Ecuador, El Salvador, Fiji, Grenada, Indonesia, Jamaica, Maldives, Marshall Islands, Mauritius, Namibia,
Samoa, Sao Tome and Principe, Seychelles, Sri Lanka, Tonga and Turkmenistan.

"9 1f this is the case, India’s aid would differ from DAC aid. Analyzing the effect of aid on growth, empirical

evidence in Kilby and Dreher (2010) suggests that donor motives matter for aid effectiveness.
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While we find that India’s allocation is partially in line with our expectations of a
“needy” donor, India itself does not want to be perceived as such. This is made clear by the
comments of India’s Minister of Finance, Pranab Mukherjee, who characterized British aid to
India as a “peanut” compared to India’s own development expenditures.'*® Moreover, India
made its ambitions clear by announcing to setup a foreign aid agency, which is said to manage
the distribution of aid flows amounting to 11 billion US dollars over the next five to seven
years.'?! If India aspires to be recognized as one of the big aid donors, it would be beneficial
from India’s point of view to, first, establish clearly outlined aid legislation, and second,
increase its aid transparency. Clearly identified goals and the provision of detailed and
transparent aid records will not only alleviate India’s credibility as an emerging aid donor, but

will also enhance the scope for coordination with other aid donors.

120 «“India tells Britain: We don't want your aid,” The Telegraph, February 4, 2012, available at:
http:// www.telegraph.co.uk/news/worldnews/asia/india/9061844/India-tells-Britain-We-dont-want-your-aid.html
(accessed: May 28, 2012).
21 «Aid 2.0,” The Economist, August 13, 2011, available at: http://www.economist.com/node/21525899
(accessed: May 28, 2012).
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Chapter IV:
Emergency Aid 2.0

Joint work with Nils-Hendrik Klann®

Abstract: Does the proliferation of aid donors lead to visible changes in the world of foreign
assistance? Aid provided by low- and middle-income countries, autocratic regimes and donors
operating outside the Development Assistance Committee (DAC) of the OECD is gaining in
importance. This article uses data on emergency aid supplied by 105 donor countries to
explore the determinants of aid and the differences in allocation patterns between donor
groups. Our results show that both the so-called “new” and “traditional” donors provide
emergency aid based on humanitarian need and their self-interests, but we find evidence that
non-DAC donors attach relatively more importance to political motives. Additionally,
autocratic donors seem to favor countries rich in natural resources and to disfavor
democracies. Since the timeliness of the aid delivery is crucial for aid effectiveness, we
furthermore analyze which factors influence the number of days that pass after a natural
disaster before a donor commits herself to provide emergency relief. With regard to aid
promptness, we find DAC, developed and democratic countries to be significantly faster than

non-DAC, developing and autocratic countries.
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“The old binary division of the world—between rich countries which give aid and poor ones
which get it—is gone.”

The Economist, Official development assistance: Aid 2.0, August 13, 2011

IV.1 Introduction

It is commonly anticipated that within donor-recipient relations rich countries, mainly those
organized in the OECD Development Assistance Committee (DAC), will assume the role of
providers of foreign aid to countries in need. However, this simple breakdown of countries
into pure donors and recipients has lost its accuracy, as an increasing number of countries, not
just the richest, have taken up responsibilities as donors (see ECOSOC 2008; Dreher et al.
2011)."* This new world of foreign assistance is most visible in the provision of humanitarian
assistance. Since humanitarian aid requires considerably lower organizational capacities and
planning skills than long-term development aid strategies, this type of aid offers a relatively
easy way for less affluent nations to graduate from being pure aid recipients to becoming
donors of foreign assistance. The Financial Tracking System (FTS) of the United Nations
Office for the Coordination of Humanitarian Affairs (OCHA 2011) already lists more than
180 donors as providers of humanitarian aid. Consequently, almost every country in the world
provides at least some form of foreign assistance.

The response of the international aid community to the earthquake that hit Haiti in
January 2010 is a prime example of this proliferation of donors. In the aftermath of the
catastrophe, which is believed to have killed at least 222,570 people (EM-DAT 2012),
emergency relief was provided from a total of 175 countries (OCHA 2011). This included all
DAC donors, more than 60 autocratic donors, 31 least developed countries and 11 countries
that were poorer than Haiti itself. Within one day of the earthquake’s occurrence, aid
commitments from 30 countries had been registered. 19 non-DAC donors were among these
fast-responding donors, including low-income countries like Nicaragua and autocratic
countries like China.

Activities of countries whose participation in aid efforts does not fit into the traditional
image of an aid donor, are notable for a multitude of emergencies. For example, when a
severe flood affected 200,000 people in Australia, India contributed over 90 percent of the
total aid amount provided after the disaster. After the 2008 Yemen floods, DAC donors

122 According to data provided by AidData (Tierney et al. 2011), a project-level database, the share in total aid
allocations of non-DAC donors increased from 2.5 percent in 2005 to 6.4 percent in 2009. Since many aid
agencies and whole countries (e.g., China) are not captured in the dataset, these values provide a lower bound.
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including Canada and Germany provided a negligible share of the aid delivery, while
autocratic donors such as Kuwait, Saudi Arabia and Singapore contributed over 90 percent of
the delivered aid amount. Furthermore, non-DAC donors are not only catching up with
traditional DAC donors in terms of contribution scale, but are also often among the first to
respond to disasters. For example, in terms of the time period after which a donor commits
herself to help, China, together with Canada, was the fastest donor to respond to the
devastating 2010 Chile earthquake. Similarly, Russia, together with Germany, was the first
donor to provide emergency relief to Iran after the 2006 earthquake.

These examples illustrate that the proliferation of aid donors has led and continues to
lead to visible changes in the world of foreign aid, with potential repercussions on aid
allocation and aid effectiveness. This paper divides “new” donors from “old” donors in order
to analyze these changes. In general, “new” donors are considered to be those donors that
operate outside of the institutions of the DAC.'? It is important to note, however, that the
non-DAC donors constitute a rather heterogeneous set of countries (Manning 2006;
Kragelund 2008). Accordingly, we analyze different types of “new” donors. Being aware of
the increasing activities of many poor donors, we analyze differences in aid decisions between
donors based on their income level. Moreover, to reflect the increased importance of aid from
authoritarian countries, we compare aid allocation between democracies and autocracies.

Although emerging economies such as China and India hold a growing stake in the
global economy and an increased weight in global decision-making processes, hardly any
consensus exists with regards to the motives of these countries as providers of humanitarian
aid. This paper builds on the aid allocation literature (e.g., Alesina and Dollar 2000), and in
particular, on the strands of the literature that cover aid from “new” donors on the one hand
(e.g., Dreher et al. 2011; Neumayer 2003a, 2004) and humanitarian aid on the other (e.g.,
Eisensee and Stromberg 2007; Fink and Redaelli 2011; Raschky and Schwindt 2012). We
combine data on humanitarian aid provided by the Financial Tracking Service covering the
2000-2009 period with a detailed dataset on disaster characteristics from the International
Disaster Database (EM-DAT 2012), made available by the Centre for Research on the
Epidemiology of Disasters (CRED).

In a first step, we analyze the differences in the determinants of the donor decision to
provide emergency aid between “old” and “new” donors as well as between different types of
“new” donors. More precisely, we explore how these allocation patterns differ according to

disaster type and severity, recipient characteristics and the state and intensity of bilateral

' Note that we use “new” in quotation marks to take account of the fact that many of the so-called new donors
have a long tradition of aid provision to other developing countries.
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relations between donor and recipient. While the limited availability of data constrains our
analysis to one single type of foreign aid, i.e., humanitarian assistance, we take advantage of
FTS data to analyze a huge set of donor countries that are situated at all levels of income,
have different political regimes and operate inside and outside the DAC.

In a second step, we analyze the determinants of the number of days following a
disaster before a donor commits herself to provide emergency aid. A short response time is
crucial for aid to be effective and reflects the donor’s commitment to a particular country and
disaster episode. Within the DAC, all donor countries endorse the Principles and Practices of
Good Humanitarian Donorship (GHD), which emphasize the rapid response of donors after a
disaster. Similarly, “new” donors outside the DAC pride themselves with the timeliness of
their response to emergencies (Harmer and Martin 2010). An analysis of the determinants of
the time a donor takes to commit aid will thus improve our understanding of whether the
increased diversity of donors has impacted the promptness of aid provision.

To the best of our knowledge, this is not only the first paper that econometrically
analyzes aid allocation by different types of “new” donors, but it is also the first that explicitly
looks at the speed of the decision to provide aid in an empirical analysis.124 Our results
indicate that “new” and “old” donors alike provide aid based on humanitarian need and donor
self-interests. Considerable differences emerge with regard to the importance attached to
different factors. We find that non-DAC donors attach greater importance to political allies
than DAC donors. At the same time, aid from autocratic countries is to a stronger extent
motivated by natural resource endowments than disaster relief from democracies.
Furthermore, we find autocracies to disfavor democracies. With respect to the timeliness of
the decision to help, we find DAC, “rich” and democratic donors to react significantly faster
to emergencies than non-DAC, “poor” and autocratic donors.

The remaining paper is structured as follows: Section IV.2 introduces the literature on
the determinants of emergency aid. Section IV.3 elaborates our hypotheses with respect to
differences in aid decisions between “old” and “new” donors as well as between the different
types of “new” donors. The following sections present empirical evidence on aid selection
(Section 1V.4) and the timeliness of the decision to provide emergency relief (Section IV.5).

Finally, Section IV.6 summarizes our paper and concludes.

"2 In a different context, Kilby (2011) analyzes the speed of aid disbursements after the initial aid decision was
made.
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IV.2 Determinants of Emergency Aid

Natural disasters pose a serious threat to the stability of countries and the well-being and life
of many individuals worldwide.'” Therefore, disaster-affected countries frequently rely on
disaster assistance provided by other countries to tackle the challenges faced in the aftermath
of a catastrophe. Although poorer countries do not suffer from more natural disasters than
richer ones, poorer countries experience more casualties after catastrophes on average (Kahn
2005; Strémberg 2007)."%® Thus, the availability of foreign sources of funding is crucial for
developing countries, in particular since governments in less affluent countries are more
likely to possess insufficient capacities to provide domestic emergency relief. Previous
research has analyzed the determinants of the allocation of emergency aid. While one strand
of the emergency aid literature focuses on the allocation of disaster relief within countries,'?’
this article is part of the literature that analyzes aid allocation across countries and
emergencies (e.g., Drury et al. 2005; Fink and Redaelli 2011).

Emergency aid intends to provide fast relief from humanitarian hardship after a
(natural) disaster. Obviously, the more severe a disaster, the more aid is expected to flow to
counter its effects. Previous research has shown that both the likelihood that a donor provides
aid after a disaster as well as the aid amount provided increase with disaster severity, usually
measured by the total number of people affected and the number of casualties (Drury et al.
2005; Stromberg 2007; Fink and Redaelli 2011; Raschky and Schwindt 2012). For
humanitarian need to play its role, public awareness of a disaster is required to trigger
assistance. In this context, Eisensee and Stromberg (2007) analyze the role of the media on
US disaster relief between 1968 and 2002. They find that the likelihood to receive US aid
increases with the coverage of the disaster in the television news.'*®

However, media attention and pure humanitarian needs are not the only deciding
factors which affect the provision of emergency aid. Within the general aid allocation
literature, empirical research has been conducted to reveal whether donor motives that are not
directly related to humanitarian concerns determine the allocation of aid. For example,

Alesina and Dollar (2000) find in their much-quoted paper that aid flows are driven by past

125 See, for example, Nel and Righarts (2008) for an analysis of the link between natural disasters and the
occurance of civil war and Neumayer and Pliimper (2007) for a study of the effect of natural disasters on life
expectancy and gender-specific differences in vulnerability. Luechinger and Raschky (2009) find a sizable
reduction of life satisfaction after disasters.

12 Similarly, disasters lead to fewer victims in countries with better institutions (Raschky 2008).

27 Benini et al. (2009) and Wiesenfarth and Kneib (2010) study relief supply to earthquake-affected
communities in Pakistan after the 2005 earthquake. See also Francken et al. (2012) for a study of the political
economy of aid allocation inside Madagascar after cyclone Gafilo in 2004.

2 Potter and Van Belle (2008) find similar results for Japanese disaster aid.
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colonial relations between donor and recipient as well as by voting patterns in the United
Nations General Assembly (UNGA).'” Similarly, empirical research has shown that non-
permanent members of the United Nations Security Council (UNSC) receive a significantly
larger amount of aid from the United States (Kuziemko and Werker 2006) and from
international organizations (Dreher et al. 2009a, 2009b). With respect to emergency aid, aid
giving based on economic, political and strategic considerations — which reflect the donor
countries’ self-interests rather than humanitarian need — would contradict the guiding
principles stated in UN resolution A/RES/46/182. According to this resolution,
“[h]umanitarian assistance must be provided in accordance with the principles of humanity,
neutrality and impartiality.”'*" Despite official claims that the provision of disaster assistance
was less prone to political bias or strategic considerations than general development
assistance, Drury et al. (2005) find in their study covering the 1964-1995 period that US
disaster assistance is influenced by political considerations at the initial “gate-keeping phase,”
and, to a smaller extent, with regards to the subsequent decision on the amount of aid to be
allocated. In particular during the Cold War period, allies of the United States “were almost
assured of at least some assistance” (Drury et al. 2005: 466).

However, the motivations for providing humanitarian aid based on political
considerations appear ambiguous. On the one hand, donors may rely on disaster aid to express
their support of befriended countries or even to ensure the survival of politically-aligned
governments in cases where a severe disaster threatens the political stability of an entire
country (Drury and Olson 1998; Drury et al. 2005). On the other hand, donors may give aid to
persuade adversaries or politically unaligned recipients to make concessions to the donor in
the future. This second effect seems to be more likely to influence emergency aid
contributions rather than general development assistance. In contrast to emergency aid, the
provision of assistance aimed at long-term economic and structural development requires a
fair amount of collaboration between donor and recipient and hence at least some goodwill to
facilitate negotiations (Fink and Redaelli 2011). Many aid initiatives have long-term goals,
such as the alleviation of poverty, which require certain stability in bilateral relations. In
contrast to general development aid, emergency aid requires hardly any negotiations and less
coordination with a recipient. This type of aid thus provides donors with an opportunity to

approach nations in distress, while bypassing potential bilateral conflicts.

'* Empirical results of Hoffler and Outram (2011) and Younas (2008) confirm the importance of commercial
and political motives. Note that these studies limit their analysis to OECD donors.

% The UN Resolution on “Strengthening of the coordination of humanitarian emergency assistance of the
United Nations,” adopted on December 19, 1991, available at
http://www.un.org/documents/ga/res/46/a46r182.htm (accessed: June 1, 2012).
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The case of the 2010 Haiti earthquake provides a prime example of these two
opposing mechanisms. In the aftermath of the disaster, Taiwan — which currently entertains
diplomatic relations with 23 countries including Haiti — engaged in a large-scale humanitarian
mission. Moreover, Taiwan restructured Haiti’s debt to ease financial pressure on the
government. (The People’s Republic of) China, which considers Taiwan as being a renegade
province and attempts to isolate Taiwan diplomatically, showed similar generosity towards
Haiti, despite refusing diplomatic relations with the government in Port-au-Prince as a
consequence of Haiti’s diplomatic recognition of Taiwan."*' Tubilewicz (2012: 6) describes
these activities of the two Chinese donors as “aid competition.”

In line with the behavior of China in the case of the Haiti earthquake, Fink and
Redaelli (2011) find politically /ess affine countries to be more likely to receive emergency
aid from a particular donor.'** Political affinity between countries is proxied by their voting
alignment in the United Nations General Assembly. Fink and Redaelli also find that donors
favor former colonies in their aid allocation decisions. Their study analyzes the disaster
response of OECD countries after the occurrence of 270 emergencies worldwide. The authors
conclude that donors provide aid out of political and strategic considerations in addition to
humanitarian concerns.

Commercial motives could also play a role in the decision to provide emergency
relief.'*® For example, disaster aid can be used as a tool to prevent trade reductions with
disaster-struck economies. In line with this idea, Gassebner et al. (2010) find that natural
disasters harm trade with countries suffering from a catastrophe. Raschky and Schwindt
(2012) confirm that the likelihood that a country receives aid in the aftermath of a disaster
increases with its imports from the donor economy. Moreover, the empirical finding of Fink
and Redaelli (2011) that oil-exporting countries are, on average, more likely to receive help
after a catastrophe can also be explained with donor countries’ commercial interests. Many
donors have larger strategic interests in oil-rich countries and will therefore seek to secure
their access to these markets through aid provision."** According to the findings in Raschky
and Schwindt (2012), donors favor only oil exporters with bad institutions, i.e., a low rule of

law and a high level of corruption.

! Taiwan’s initial aid support amounted to US$ 5 million, while China has pledged US$ 4.1 million and

provided additional US$ 2 million worth of medical supplies six days after the ecarthquake (see
http://in.reuters.com/article/2010/01/18/idINIndia-45477020100118, accessed: July 2012).

2 See also Neumayer (2005) for similar findings with respect to emergency food aid provided by the United
States and the European Union.

3> On the role of development aid for export promotion, see Nowak-Lehmann D. et al. (2009).

13 Alternatively, larger oil extraction may also be an indicator of need. As argued by Fink and Redaelli (2011),
countries rich in natural resources usually show a higher inequality and higher poverty rates.
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While most articles analyze the decision to provide aid and the aid amounts attached,
Raschky and Schwindt (2012) contribute to a better understanding of the decision-making
process underlying the provision of aid. In particular, they investigate the determinants that
influence the donors’ choice between bilateral and multilateral aid provision (aid channel) and
between cash and in-kind contributions (type of aid). They find that politically-aligned
countries and important trading partners are more likely to receive bilateral aid rather than
assistance channeled via multilateral institutions. At the same time, countries with lower
corruption and better institutions have a higher probability to receive cash instead of in-kind
disaster aid, while humanitarian need has only a weak impact on the type of aid committed.'*

The international aid community places growing emphasis on the rapid response of
donors after a disaster strikes. The immediate delivery of emergency relief is essential for aid
to be effective. Consequently, aid promptness is part of the 23 principles of GHD, according
to which donors should “strive to ensure flexible and timely funding, on the basis of the
collective obligation of striving to meet humanitarian needs” (principle 5) and “maintain

136 In line with

readiness to support the implementation of humanitarian action” (principle 17).
these principles, the commitment to provide quick disaster relief is communicated as a key
priority by many donors. For example, Canada claims to assess the need for humanitarian aid
within “hours of a natural disaster of significant scale.”'*” Similarly, Ireland emphasizes its
goal to “respond effectively, efficiently and in a timely manner to the humanitarian needs of
crisis affected peoples.”’*® Given the importance assigned to a timely response after a
disaster, it is necessary to evaluate the effort of donor countries not only based on their
monetary dedication, but also by the promptness with which they react to a natural disaster.

To date, however, no research exists to our knowledge that empirically investigates which

factors lead to a rapid reaction from donor countries after a disaster.

13 Raschky and Schwindt (2012) also split their sample into OECD and non-OECD donors. In contrast to non-
OECD countries, OECD countries favor to channel aid to autocracies multilaterally rather than bilaterally.
Empirical evidence for commercial motives guiding the channel decision is found for OECD countries only.

136 The 23 Principles and Good Practice of Humanitarian Donorship are the result of an attempt to “reform and
strengthen systems for humanitarian needs, and prioritize and allocate funds more efficiently to meet the needs”
(OECD 2005). The DAC endorsed the GHD principles in March 2004 and introduced a regular peer review of
the aid activities of DAC members to derive recommendations for improvement. As such, the harmonization of
aid practices is at the core of the GHD agenda. See the webpage of the GHD initiative available at
http://www.goodhumanitariandonorship.org/gns/principles-good-practice-ghd/overview.aspx (accessed: June 3,
2012).

"7 See website of the Department of Foreign Affairs and International Trade, available at

http://www.international.gc.ca/humanitarian-humanitaire/fag.aspx?view=d#q3 (accessed: July 2012).
B8 See policy report by Ireland’s Department of  Foreign  Affairs, available at:

http://www.irishaid.gov.ie/Uploads/Humanitarian%20Relief%20Policyl.pdf (accessed: July 2012).
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IV.3 The New World of Emergency Assistance

Today, in the area of humanitarian assistance, almost every country in the world acts as a
provider of foreign aid. This runs counter to the common belief that being a donor is
synonymous with being one of the rich democracies organized in the DAC. In this context,
Harmer and Martin (2010: 1) note that “[h]Jumanitarian action is not the preserve of the rich,
industrialised West, but a common pursuit among nations, rich and poor.” While the term
“new donor” is frequently used in the literature and policy debates to describe donor countries
operating outside of the DAC, its usage is misleading (see Manning 2006). Many so-called
“new” donors have acted as providers of foreign assistance for decades. China and India, for
example, started providing aid to other countries already in the 1950s. In order to take account
of this, Kragelund (2010) proposes the use of the term “non-traditional donor” instead. This
raises similar concerns, however, since the term implies that long-standing donors like China,
India, Saudi Arabia or the United Arab Emirates have no aid traditions. Therefore, we prefer
the term “non-DAC donor” for those donor countries operating outside of the aid institutions
of the OECD and use the term “new donors” with “new” in quotation marks when referring to
them.

The group of non-DAC donors constitutes a heterogeneous set of countries. It includes
high-income countries like Poland or Trinidad and Tobago on the one hand as well as low-
income countries like Bangladesh or Tajikistan on the other. It contains democracies like
Brazil or Slovenia as well as autocracies like China or Singapore. Appendix IV.1 provides a
list of the 21 most important donors of emergency aid according to their number of aid
interventions following a disaster. It contains information on their aid agencies, official
missions and objectives as well as sectoral and geographic priorities. As can be seen from this
list, there are considerable differences in the way humanitarian aid is managed in different
non-DAC donor countries as well as in the principles that officially guide donor decisions.
For example, the fact that Brazil — like DAC donor countries — adheres to the GHD initiative
makes it plausible that the country’s behavior as donor of humanitarian aid is to a significant
degree comparable to the practices of DAC donors. The aid architecture of Morocco, for
example, stands in complete contrast to Brazil’s approach as the country’s donations are
centrally directed by Morocco’s ruling monarch. '’

Although “new” donors deprive the “old” donors of their quasi-monopoly on aid

provision, the empirical aid literature, including the strand of the literature that studies

13 Several reports issued by the Government of Morocco, which are available on the ReliefWeb homepage,
emphasize that the delivery of humanitarian aid was carried out by “high instructions” of King Mohammed VI,
see http://reliefweb.int/node/492950 and http://reliefweb.int/node/488837 (accessed: July 2012).
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emergency aid, is largely centered on aid from DAC donors. By analyzing the determinants of
Arab aid allocation, Neumayer (2003a) goes beyond the traditional group of donors
scrutinized in prior contributions and reveals that Arab aid allocation is not primarily driven
by recipient need but rather based on ethnic and religious similarity as well as donor
countries’ voting alignment in the UNGA. In an investigation of the aid allocation pattern of
16 non-DAC donors, Dreher et al. (2011) find striking similarities in the aid allocation
decisions of “old” and “new” donors. The average non-DAC donor, however, shows a weaker
poverty orientation, which contradicts the idea that poorer donors should empathize with the
problems of the countries which they support.

Rather than grouping all “new” donors together, we refine the approach taken in
Dreher et al. (2011) and classify donors according to the following criteria. First, based on aid
institutions, we divide donors into DAC members and non-DAC donors. The DAC serves as
the major institution to set aid agendas and influence the direction and principles of the
majority of global aid flows. Therefore, a “new” donor is a country acting independently from
this comprehensive and supranational framework on aid provision. Second, donors may show
differences in their aid allocation behavior as a consequence of differences in income level
(see also Chapter III of this dissertation). More precisely, we distinguish between high-
income countries on the one hand and low- and middle-income countries on the other. Third,
based on regime type, we expect to find differences in donor behavior between democratic
and authoritarian donors.

A consensus has emerged in the literature that aid follows humanitarian need, rewards
recipient countries with good institutions but also follows donor countries’ political and
commercial self-interests (e.g., Alesina and Dollar 2000; Neumayer 2003b; Hoffler and
Outram 2011). First, with regard to aid institutions, we expect to find systematic differences
in aid allocation behavior between DAC and non-DAC donors. Donors within the DAC have
committed themselves to align their aid efforts with principles of impartiality, neutrality and
international humanitarian law and accept a regular peer review of their actions by the DAC
(OECD 2005). Non-DAC donors on the other hand are less “constrained” by such
arrangements. It is therefore more feasible for these countries to align aid flows with their
political and economic self-interests and strategic considerations rather than the humanitarian
needs of the recipient.

Hypothesis la: (independent-donor hypothesis) Non-DAC donors, less constrained by

international agreements, provide more aid out of self-interests than DAC donors.
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Second, a donor’s income level might have important repercussions on donor motives.
Fuchs and Vadlamannati (Chapter III) expect that a “needy” donor puts more emphasis on its
own interests rather than on recipient needs.'*” Given these donors’ lower wealth and
significant development challenges faced at home, the decision to commit aid based purely on
altruism would be a luxury these countries could ill-afford. Therefore, in order to obtain
support for the aid program from her own populace, a “needy” donor needs to emphasize the
“mutual benefits” of her aid operations. For example, the idea of a mutually beneficial aid
relationship has been one of the key characteristics of China’s aid efforts since the early days
of its aid program (see Brautigam 2010 for a discussion). Similarly, India considers its aid

program to be “about cooperation and partnership for mutual benefit.”""!

Moreover, we
expect less affluent donors to minimize costs by predominantly helping recipients located
within a closer proximity to their own borders. In line with this idea, the Slovakian Ministry
of Foreign Affairs states that its "flexibility in providing in-kind humanitarian aid is limited
by the lack of financial resources to cover transport costs in cases of a humanitarian crisis in
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remote countries." "~ In summary, we formulate

Hypothesis 1b (needy-donor hypothesis): Poor donors are driven by self-interest

insofar as they minimize the economic costs of their commitments while maximizing

their political and economic gains.

Third, we expect that a donor’s behavior depends on the country’s regime type. If
emergency aid is provided according to merit, then we would expect that democratic donors
support democracies (see Bermeo 2011). Conversely, to the extent that democratic donors
want to destabilize an autocratic regime, they may be less likely to support an autocratic
country after an emergency. In line with this idea, Bueno de Mesquita and Smith (2010) find
that a windfall in free resources — such as aid — provides autocratic recipient governments
with additional means to entrench themselves in office. Autocratic donors in turn may be
more likely to provide aid to autocracies (see Bermeo 2011). Autocratic recipients, potentially
shunned by democratic donors due to bad governance or humanitarian rights abuses, may
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favor donors with a policy of non-interference in internal affairs.”™ Furthermore, autocratic

"% This is largely confirmed by their empirical analysis on India’s aid efforts with respect to political interests.

41 See website of the Indian Technical and Economic Cooperation (ITEC) Programme, available at:
http://itec.mea.gov.in/about%20itec.html (accessed: June 2012).

42 See website of the Ministry of Foreign Affairs: http:/www.foreign.gov.sk/en/foreign_policy/slovak_aid
(accessed: June 2012).

' According to Pehnelt (2007: 8), autocratic China faces “higher opportunity costs of morality and governance
and human rights oriented policies then the traditional powers” and concludes that China has a “comparative
advantage” in providing assistance to “unstable and problematic regions and rogue states.”
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aid is said to be more focused on donors’ self-interests than aid from democratic donor
countries. For example, Naim (2007) characterizes development aid from autocratic donors
such as China, Venezuela, Iran and Saudi Arabia as “rogue aid” whose allocation is solely
guided by international alliances and the extraction of natural resources. By providing some
counterexamples, Woods (2008) criticizes Naim’s characterization of emerging aid as “rogue
aid” as unfounded and points out that evidence for harmful effects of aid from these donors is
so far lacking. In line with this, empirical analyses do not find empirical support of the rogue-
aid hypothesis. Dreher et al. (2011) find that “new” donors do not systematically favor more
autocratic and more corrupt recipients. In a similar vein, Dreher and Fuchs (Chapter II)
analyze China’s allocation of project aid and show that China provides aid regardless of the
recipient’s regime type and institutional characteristics, which is empirical support of the
country’s principle of non-interference.

With respect to emergency aid, empirical evidence for the rogue-aid hypothesis is still
lacking. We test the following hypothesis:

Hypothesis Ic (rogue-donor hypothesis): Autocratic donors favor countries with bad

governance and their aid decisions are predominantly driven by political and

commercial interests rather than recipient need.

With respect to the promptness with which DAC and non-DAC donors respond to a
natural disaster, donors from both groups emphasize the importance of fast reaction times and
claim to be quick providers of relief.'** While all DAC donors endorse the GHD framework
and thus the associated timely response requirements, non-DAC donors also highlight the
rapidity of their response and emphasize their reaction time as being a key point of distinction
with their DAC counterparts (Harmer and Martin 2010). Non-DAC donor Israel, for example,
claims that “[n]o other country can dispatch search and rescue teams and field hospitals as
fast and effectively.”'** Similarly, India’s government highlights its speedy assistance, which
is explained by Meier and Murphy (2011) with the country’s striving for international
visibility.

While the comparative advantage of DAC donors may lie in their significant

experience with aid delivery, non-DAC donors might be able to decide on aid provisions in a

" In this regard, also refer to the mission statements by South Korea, Turkey, United Arab Emirates, Brazil, and
Hungary provided in Appendix IV.1, which emphasize the importance of a quick donor reply.

' Israel also claims that its “200-strong relief team was the first on the scene in January 2010 after the
earthquake hit Haiti” and that it “was one of the first countries to send aid according to the needs and request of
the Japanese government” after the 2011 earthquake. See website of Israel’s Ministry of Foreign Affairs,

available at: http://www.mfa.gov.il/mfa/humanitarianaid/overview/ (accessed: June 2012).
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more flexible manner given their independence from a regulatory aid framework or the need
for coordination with other donors (see ECOSOC 2008 for a discussion). India, for example,
lacks a common humanitarian aid policy. Meier and Murphy (2011: 11) describe the
country’s humanitarian aid bureaucracy as “organically grown” with decisions made “in an ad
hoc manner” and “on a case-by-case basis.” They conclude that “such a flexible set up
enables India to [...] provide aid quickly” (pp. 11-12). Since less affluent countries have
generally a smaller aid budget, they cannot boast of vast aid contributions, but they can (try
to) set themselves apart with a speedy response to emergencies. At the same time, however,
most “new” donors do not have dedicated facilities or capacities to quickly disburse funds
after a shock. It is thus conceivable that poorer donor countries exhibit a slower response to
other countries’ needs as both financial means and administrative capacities in poor countries
are less abundant on average.'*

With respect to the regime type of donors, decision-making processes in autocratic
donor countries are less constrained by veto players than in democracies where checks and
balances may slow down decisions. In Saudi Arabia and Morocco, for example, the king
decides whether to provide emergency aid (see Appendix IV.1; also refer to Al-Yahya and
Fustier 2011 for an overview on Saudi Arabia’s humanitarian aid). At the same time, the need
to satisfy veto players and different opinions represented in legislature and government could
lead to quicker decision-making processes as different groups lobby for their interests.'*’
Which of these two effects dominates the other is an empirical question. Summarizing these
arguments, we formulate two competing hypotheses:

Hypothesis 2: “New” donors, lacking routine and usually working in a less efficient

institutional environment, are slower than DAC donors in providing emergency relief.

Hypothesis 2 (alternative): “New’ donors, less constrained by bureaucracy, are faster

to provide emergency relief.
These hypotheses are tested below. While the existing literature is confined to analyze a
maximum of only 16 “new” donors (Dreher et al. 2011) with notable omissions of important
donors, we empirically analyze the behavior of 105 donor countries. This is what we turn to

next.

14¢ As can be seen from Appendix IV.1, many “new” donor countries lack a clear assignment of competencies to
agencies as well as clear objectives guiding their provision of humanitarian assistance.
147 See Round and Odedokum (2004) for a discussion of the role of checks and balances on aid effort.
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1V.4 Empirical Analysis of Aid Selection

1V.4.1 Overview

Our analysis exploits humanitarian aid data obtained from the FTS database (OCHA 2011).'*

In contrast to the commonly used OECD database maintained by the DAC and the project-
level database AidData, FTS has the advantage that the dataset is not limited to a relatively
small set of donors, but covers virtually every country in the world. Even countries with a low
aid transparency like China and Russia are covered by FTS.

While FTS reports humanitarian aid flows pledged, committed and contributed, we
exclude pledged funds as these entries represent only a “non-binding announcement of an
intended contribution or allocation by the donor” (OCHA 2011). Committed and contributed
funds on the other hand constitute either a de facto-payment guaranteed by a signed contract
or the actual transfer of funds and in-kind goods from the donor to the recipient. Aid
contributions in kind are very heterogeneous and include, for example, medical aid, search
and rescue teams, shelter and clothing. Donors send humanitarian assistance either directly to
the affected country or channel relief through multilateral institutions or via non-
governmental organizations like the Red Cross.

FTS data is based on self-reported information, which is provided by either donor
governments, recipient agencies, collected from donor websites or quoted in pledging

149
conferences.

In addition, FTS invests significant efforts into the cross-validation and
reconciliation in cases where donation data stems from various sources. By comparing FTS
data with DAC data, Fink and Redaelli (2011) find only minor differences between both
databases, which show that FTS has relatively good data coverage. Although data coverage
may be worse for non-DAC donors, FTS is the best database available for analyses of all
kinds of donors. The database is widely used in policy analysis and academic research (e.g.,
Fink and Redaelli 2011), including empirical research on non-DAC donors (Raschky and

Schwindt 2012).

'8 The database is publicly available at: http:/fts.unocha.org (accessed: August 2011).

%9 For a more detailed description of the data collection and subsequent cross-checking process refer to
http://fts.unocha.org/pageloader.aspx?page=showpage&PagelD=61-Data (accessed: July 2012). See Harmer and
Cotterrell (2005) for a discussion of strengths and weaknesses of FTS data.
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Table IV.1: Disaster types

# of Disaster start Average # of Average # of Average # of
Disaster type events reported (in %) people killed people affected donors involved
Drought 27 0.0 27 15,836,072 6.4
Earthquake 65 100.0 7,484 1,119,623 13.9
Epidemic 4 25.0 92 5,153 5.0
Extreme Temperature 7 71.4 342 1,446,904 3.9
Floods 220 91.4 124 2,620,126 6.0
Insect Infestation 11 9.1 0 500,000 1.7
Mass Movement Wet 4 100.0 77 77,899 1.0
Slides 7 100.0 306 72,153 7.3
Storm 108 87.0 1,524 843,096 6.9
Volcanic eruption 15 100.0 8 76,649 3.9
Wild fires 4 75.0 14 150,000 2.5

Source: Own calculations based on data from OCHA (2011) and EM-DAT (2012)

The UNOCHA defines humanitarian aid as “[a]n intervention to help people who are
victims of a natural disaster or conflict meet their basic needs and rights” (OCHA 2011).
Definitions of what constitutes humanitarian aid, however, differ across donor countries. To
circumvent this caveat, we follow the previous literature and restrict our analysis to official
UN appeals issued after emergencies. Consequently, all UN appeals need to be linked to a
particular catastrophe. We have therefore updated and cross-validated the dataset used in
Raschky and Schwindt (2012)."”° Data on disaster characteristics are obtained from the
emergency database EM-DAT (2012).

Fink and Redaelli (2011) note that measures of humanitarian need, e.g., the number of
people killed after a catastrophe, are endogenous to the probability to provide aid. This holds
if aid is effective in reducing the number of victims. To mitigate endogeneity issues, we
follow their approach and restrict our analysis to cover fast-onset disasters only. These
disasters usually take less than one day. Since it is difficult to identify what constitutes a fast-
onset disaster, we first exclude all disaster types from our sample that lack information on the
respective disaster start dates in the majority of emergencies. These are emergencies caused
by drought, extreme temperature and insect infestation. Of the remaining disaster types, we
keep only those emergencies that have a clearly defined start date. Table IV.1 provides an
overview on the share of reported disaster start dates by disaster type. We also report disaster-
type-specific information on the frequency and severity of disasters as well as on the average

number of donor interventions per catastrophe.

13" We thank Paul A. Raschky for generously providing us with the dataset.
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The resulting dataset covers 396 fast-onset emergencies over the 2000-2010 period.
The non-availability of some of the (lagged) explanatory variables for 2010, however,
constrains us to an analysis of 347 emergencies between 2000 and 2009. Since 19 disasters
affect more than one country at the same time, as for example the 2004 Indian Ocean
Tsunami, we end up with 394 emergency-recipient pairs. We consider every country as a
(potential) donor of emergency aid if it has repeatedly (i.e., at least twice) provided
emergency assistance after a natural disaster in our sample. By doing so, we investigate the
behavior of 105 donor countries. In summary, we obtain 394-105=41,370 observations. Data
availability of control variables reduces the final sample size to about 30,000 observations.

Appendix IV.2 lists all donor countries under investigation. The table is sorted by the
number of aid interventions, i.e., the number of emergencies for which a donor provided aid
to a particular recipient. As can be seen, the most active non-DAC donors are Turkey and
South Korea with 54 involvements each."”' Thus, Turkey is also the most active donor among
the group of low- and middle-income countries. Saudi Arabia tops the list of autocratic donors
with 51 involvements.

Figure IV.1 compares the share of “new” donors in disaster relief of the first half of
the 2000s (2000-04) with the second half (2005-09). As can be seen, emergency aid provided
by “new” donors has gained in importance. Of all aid responses by donors in 2005-09, more
than one third came from non-DAC donor countries, compared to only about one fourth in
2000-04. The respective share of poor and autocratic donors, however, was rather stable.

If one compares the share of aid amounts that each country provided, the increasing
role of non-DAC donors becomes even more evident. The share of emergency aid funds that
non-DAC donors contributed more than tripled from 9.1 to 28.9 percent, the share provided
by less developed donors increased from 4.0 to 7.4 percent and the share of autocratic donors
almost quadrupled from 5.4 to 23.3 percent over the same time period. This overall increase
of aid from autocracies is mainly due to a surge in aid from Saudi Arabia (additional US$ 415
million), but also caused by substantial increases in aid from Russia and Kazakhstan

(additional US$ 27 million each).

"' In our paper, South Korea is still considered as a non-DAC donor since it joined the OECD’s aid organization
in 2010 only.
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Figure I'V.1: Emergency aid over time and by donor group (2000-2009)

Aid interventions Aid amounts

Aid indtitutions Aid indtitutions

Regime type Regime type
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1V.4.2 Empirical Strategy

We start with estimating the probability that a country provides emergency aid to another
country after a natural disaster. Our dependent variable aid is a dummy that takes a value of
one if a country i provides emergency assistance to another country j after a natural disaster £.

The probability to provide emergency assistance can be written as

P(aidjx = 1lxi) = P(xijicB + €5l Xijio) (IV.D)

where x is a set of explanatory variables and ¢ is a white noise term. For the selection of
appropriate explanatory variables, we use the variables employed in the aid allocation
literature as guidance, in particular the literature on humanitarian aid (Fink and Redaelli 2011;
Raschky and Schwindt 2012) and on “new” donors (Dreher et al. 2011). In line with the
previous literature, we include four sets of variables that are said to impact the likelihood that
a donor provides emergency relief after a natural disaster, namely disaster severity, donor
characteristics, recipient characteristics and variables capturing donor-recipient relations.

First, to control for disaster severity, we employ two indicators that measure
humanitarian need after the occurrence of a disaster. The first indicator is the (logged) number
of total people affected by the disaster, 1.e., the sum of all people injured, left homeless or
affected in another way. Our second measure is the number of people killed, which includes
all individuals confirmed as dead as well as those missing and presumed dead. Both variables
are obtained from EM-DAT (2012)."** Moreover, we include disaster-type dummies to
account for unobserved characteristics of the different disaster types. With the inclusion of
these variables, we control for differences in the measurement of impact through our two
measures of disaster severity (see Fink and Redaelli 2011). It is also imaginable that different
types of disasters per se trigger different responses from the aid community. In line with this,
Eisensee and Stromberg (2007) report that the newsworthiness of emergencies depends on
disaster type.

Second, we expect that donor characteristics impact on the likelihood of aid
provision. We construct one dummy variable to account for country membership in the DAC
and a second one that takes a value of one if a donor country is classified as a democracy
(Cheibub et al. 2010). To control for the income of a donor country, we include the (logged)

real GDP per capita of a donor country, which is retrieved from the Penn World Tables

"> Data were cross-validated with information from situation reports provided by the Reliefweb, available at
http://reliefweb.int/disasters (accessed: July 2012).
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(Heston et al. 2011), as well as a dummy variable that takes a value of one if a donor is
classified as a high-income country by the World Bank.'” Finally, we rely on the total
population size in logs from the World Development Indicators (WDI) to measure the
capacity of donor countries to provide aid.

With regards to recipient characteristics, we control for a country’s self-aid capacity
by using the (logged) per-capita GDP in constant 2005 international US dollar from the Penn
World Tables (Heston et al. 2011) and once again (logged) population size from the WDI.
Moreover, we follow Raschky and Schwindt (2012) and use population density as a further
control for the socioeconomic environment. Different predictions prevail with regards to the
effect of greater population density (see Fink and Redaelli 2011). On the one hand, densely
populated areas may be in larger need of assistance as a greater density complicates
evacuation of survivors, while fostering the spread of infectious diseases. On the other hand,
areas with high population density may possess better networks that facilitate rescue efforts
after a disaster.

Moreover, we include a measure of control of corruption from the Governance

156 There are several reasons to believe that the

Matters database (Kaufmann et al. 2009).
probability to receive aid depends on a country’s institutional characteristics. First,
(democratic) donors may reward recipient merit (see Ohler et al. 2012). If this is the case,
countries with a low level of corruption should be more likely to receive support after a
catastrophe. Second, donor decisions may take account of a lower institutional capacity and
thus provide more emergency aid to counteract the recipient’s reduced self-aid capacity. More
specifically, donors may anticipate that a certain share of their humanitarian aid is embezzled
in countries with high levels of corruption and thus donate larger amounts to ensure that a
certain amount of aid reaches the needy.

Next, we add a dummy variable indicating whether a disaster-affected country is
categorized as democracy (Cheibub et al. 2010). On the one hand, democratic donors may be
more likely to provide aid to democracies to support the country’s institutions. On the other
hand, donors could also favor autocracies if they believe that countries with such a regime are
less capable to handle disasters (see Sen 1990). Moreover, aid effectiveness could differ in
democracies and autocracies. In line with this, Pliimper and Neumayer (2009) find in the

context of famines that autocracies need much more aid to reduce mortality. Finally, donors

"3 The income classification is based on 2010 GNI per capita data and available at
http://data.worldbank.org/about/country-classifications (last accessed: July 2012).

3¢ The control of corruption index “[r]eflects perceptions of the extent to which public power is exercised for
private gain, including both petty and grand forms of corruption, as well as "capture" of the state by elites and
private interests” (Kaufmann et al. 2009).
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guided by commercial interests could provide more support to autocracies to buffer trade
reductions. According to empirical results in Gassebner et al. (2010), trade with autocracies
suffers more from disasters than commercial relationships of democracies.

To control for commercial interests of donors, we furthermore control for a recipient
country’s natural resource endowment, which is proxied by the (logged) product of unit
resource rents and physical quantities of minerals and energy extracted, which is obtained
from the WDI. To capture donor’s political interests, we add a dummy variable that takes a
value of one if a recipient is a temporary member of the UNSC. In line with Dreher et al.
(2009a, 2009b), we expect donors to engage in vote-trading activities and thus to increase aid
to UNSC members. Note, however, that a positive coefficient could be simply driven by the
fact that disaster-struck UNSC members can communicate their humanitarian needs after a
disaster to a greater audience of potential donors and thus mobilize more disaster aid (see also
Dreher et al. 2009a, 2009b).

Our fourth set of variables accounts for bilateral relations between donor and
recipient. Geographic distance between donor and recipient (in logs) is used as a proxy for
transportation costs of aid provided in kind as well as for cultural similarities between
countries.””” In addition, the contiguity dummy controls for additional support offered to
neighboring countries. As past research has shown that having a common colonial history
increases the likelihood to receive emergency aid (e.g., Stromberg 2007), we include a
dummy variable which takes a value of one if donor and recipient ever had a common
colonizer or have been in a colonial relationship before. These variables have been extracted
from the CEPII database (Mayer and Zignago 2006).

By including a dummy variable that takes a value of one if donor and recipient
country share the same major religion, we control for the fact that some donors might feel
more affinity to countries with similar religious orientation (see for example Neumayer
2003a, 2004 on the role of Islamic solidarity)."*® The propensity of a donor to assist a disaster-
struck country might further be influenced by migratory flows between the two countries. On
the one hand, donors might be more inclined to assist those countries that host their
expatriates. On the other hand, migrants originating from a disaster-affected country could

raise the awareness of a disaster in the donor country, thus triggering the donor government to

"7 The distance variable employed is the distance between major cities of the two countries, weighted by their
population size, as defined in Mayer and Zignago (2006).

"% With respect to India, Meier and Murphy (2011) points out that solidarity with individuals in need are core
values within religions such as Hinduism, Buddhism and Islam. Information on countries’ major religions is
obtained from the World Christian Database (available at http://www.worldchristiandatabase.org/wcd/, accessed:
November 2009).
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assist the migrants’ country of origin."”’ To test these predictions, we include the (logged)
stock of migrants from the donor country in the recipient country and vice versa. The data are
retrieved from the Global Migrant Origin Database (Parsons et al. 2007).

Out of self-interest, donors might be more inclined to assist countries with which they
maintain close political ties.'® As a proxy for bilateral affinity, we include the voting
alignment of recipient and donor country in the UNGA (Voeten and Merdzanovic 2009),
which is a widely used indicator in the empirical aid literature (e.g., Thacker 1999; Neumayer
2005; Kilby 2009a, 2011). The indicator is the share of total votes in which donor and

recipient showed the same voting behavior.'®!

Regarding the measurement of potential
economic interest of a donor, we use the (logged) exports of the donor country to the recipient
economy as a share of total donor exports. The data are retrieved from the United Nations
COMTRADE database.'®*

We follow Fink and Redaelli (2011) and use one-year lags of all time-varying
recipient-specific and bilateral variables (except UNSC membership) to mitigate concerns
regarding potential feedback effects from aid to the explanatory variables. Appendix IV.3

summarizes all variables and their definitions and sources. Appendix IV.4 provides

descriptive statistics.

1V.4.3 Baseline Results

We start with an analysis of the determinants that influence the decision to allocate aid to
disaster-affected countries for our full sample. This setup allows us to evaluate the decision of
94 donors to commit aid to 394 emergency-recipient pairs in our dataset. Relying on Logit
regressions, we estimate four model specifications to which we add alternating sets of dummy
variables to observe whether our results hinge on the control of unobserved factors.'®> While
Table IV.2 presents our coefficient estimates, Appendix IV.5 adds information on the

corresponding average marginal effects. Column 1 of each table shows results based on the

13 With respect to the 2010 Haiti earthquake, for example, some policymakers consider the Haitian diaspora to
play a vital role and to help coordinating the work of foreign non-governmental organizations (available at
http://www.trust.org/alertnet/news/qa-haitian-diaspora-on-haitis-reconstruction-and-foreign-aid-agencies/,
accessed: July 2012).

10 For example with respect to India, Meier and Murphy (2011) expect humanitarian aid to reflect the quality
and importance of bilateral relations as India strives for an improvement of the relationship with the affected
country.

' Two countries are considered to be voting in line with each other if they jointly vote yes or no, if both abstain,
or if both are absent.

12 As the reporting of trade flows is fragmentary for some countries, we use mirror data to fill missing entries.
This implies that export information from a donor is completed with import values as reported by the recipient.
We take the mean in those cases, in which a trade flow is reported by both donor and recipient.

' Katz (2001) suggests that the bias in unconditional fixed-effects Logit decreases with the number of time
periods. Since our "time" dimension reflects 394 emergency episodes, we run unconditional Logit estimations.
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inclusion of disaster-type and year dummies. A dummy variable for each emergency-recipient
pair is included in the specification shown in column 2. Columns 3 and 4 replicate the
specifications in columns 1 and 2 with donor dummies added.

As discussed above, we expect the selection decision of donors to be driven by
disaster severity, donor and recipient characteristics as well as bilateral relations between
donor and recipient. Our results are largely in line with the previous literature (Fink and
Redaelli 2011; Raschky and Schwindt 2012). Regarding humanitarian need as captured by
disaster severity, our results reveal a marked need-orientation of donors. In column 1, the
coefficients on the number of total individuals affected and people killed are both positive and
statistically significant at the one-percent level. The probability that a country receives aid
from a particular donor increases by 0.6 percentage points if the number of people affected
doubles.'® Analogously, a doubling of the number of mortalities causes this likelihood to
increase by 1.9 percentage points. Given that the average donor propensity to contribute after
a particular disaster is 8.7 percent, these effects are sizable. This finding is virtually
unaffected by the inclusion of donor dummies in column 3.

Turning to donor characteristics, our results show that DAC members are on average
more likely to provide emergency aid. The respective coefficient remains significant at the
one-percent level when controlling for either the type of disaster (column 1) or the actual
emergency-recipient pair (column 2). The propensity to provide relief is on average 3.8
percentage points higher for DAC members than for non-members. Since DAC membership
is captured by the donor dummies, this variable is omitted from columns 3 and 4. The
coefficients on donor GDP per capita and population size are both positive and significant at
the one-percent level in the specifications without donor dummies, implying that richer and
larger countries are more likely to help. In contrast, conditional on all other factors, donor
regime type has no statistically significant influence on the likelihood to provide disaster
relief, at conventional levels of significance. Note, however, that these results should not be
overemphasized as they might simply reflect the more complete reporting of these donor

groups.

194 =0.008-1og(2)
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Table IV.2: Determinants of aid selection (Logit, 2000-2009)

| (1) (2) (3) (4)
Disaster severity
(log) Total affected 0.149%** 0.158***
(0.000) (0.000)
(log) Killed 0.499%** 0.537%**
(0.000) (0.000)
Donor characteristics
DAC 0.720%** 0.862***
(0.003) (0.005)
(log) GDP per capita 1.425%** 1.654%*** 1.175 1.439
(0.000) (0.000) (0.201) (0.199)
Democracy 0.352 0.245 0.114 0.546
(0.138) (0.357) (0.869) (0.429)
(log) Population 0.403*** 0.415%** 1.868 2.226
(0.000) (0.000) (0.163) (0.173)
Recipient characteristics
(log) GDP per capita -0.263*** -0.283***
(0.000) (0.000)
(log) Population -0.518%*** -0.539%**
(0.000) (0.000)
Population density -0.046** -0.050***
(0.012) (0.008)
Democracy 0.013 -0.013
(0.851) (0.846)
Control of corruption -0.250*** -0.294***
(0.000) (0.000)
UNSC member 0.275*** 0.278%**
(0.002) (0.003)
(log) Minerals and energy depletion 0.009%** 0.008***
(0.000) (0.003)
Bilateral variables
(log) Distance -0.658*** -0.550*** -0.718%** -0.562%**
(0.000) (0.000) (0.000) (0.000)
Neighbor 0.621%** 0.757%** 0.478** 0.564**
(0.004) (0.006) (0.039) (0.045)
Common colonial history 0.215 0.106 0.388%** 0.296*
(0.120) (0.568) (0.006) (0.099)
Common official language 0.045 0.256 0.282** 0.579***
(0.732) (0.119) (0.013) (0.000)
Common major religion 0.543%** 0.301 0.548%** 0.250
(0.000) (0.145) (0.000) (0.171)
(log) Migration in 0.059** 0.081%** 0.045** 0.072%**
(0.039) (0.026) (0.029) (0.010)
(log) Migration out 0.016 0.062 0.029* 0.115%**
(0.454) (0.145) (0.095) (0.000)
UNGA voting -0.969* -1.556** 0.667 -0.527
(0.068) (0.019) (0.364) (0.434)
(log) Exports 0.099*** 0.159%** 0.109%** 0.197***
(0.005) (0.001) (0.000) (0.000)
Disaster-type dummies Yes Yes
Donor dummies Yes Yes
Emergency-recipient dummies Yes Yes
Year dummies Yes Yes
Number of observations 29412 30622 29412 30622
Number of donor countries 94 94 94 94
Pseudo R-squared 0.38 0.50 0.42 0.54

Notes:

- All models are Logit models with standard errors clustered at the donor level
- p-values in parentheses (*** p<0.01, ** p<0.05, * p<0.1)
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With respect to recipient characteristics, the coefficients on GDP per capita,
population size and density are all negative and statistically significant at conventional levels.
In line with our expectations, recipients’ self-aid capacity thus seems to influence the
likelihood that a donor provides emergency aid. In a similar manner, the coefficient on control
of corruption has a significantly negative impact on the probability to receive aid. Rather than
rewarding countries with a low level of corruption, donors support countries with higher
levels of corruption, which should conceivably suffer from a reduced self-aid capacity.

Next, we turn to recipient characteristics that proxy donor countries’ self-interests.
When a disaster-affected country is a member of the UNSC, it increases the likelihood to
receive disaster aid by 1.5 percentage points. The coefficient is significant at the one-percent
level in both specifications. This finding could indicate that donors exchange votes at the
UNSC for the provision of disaster aid. A greater abundance of natural resources in disaster-
affected countries furthermore increases the propensity of donors to help after a natural
disaster. The coefficient on recipients’ mineral and energy extraction is positive and
statistically significant at the one-percent level. Taken together, it seems that donors provide
aid with their own political and commercial interests in mind; the results suggest that donors
favor potential allies in the UNSC as well as recipients rich in natural resources.

Turning to bilateral variables, the coefficients capturing geographic proximity of
donor-recipient pairs, i.e., distance and contiguity, are both statistically significant at
conventional levels and show that donors favor geographically close countries. When
controlling for unobserved donor characteristics, we find that a common colonial history and
linguistic ties increase the likelihood that a donor will provide aid (columns 3 and 4). Aid
flows are more likely if donor and recipient share the same major religion (columns 1 and 3),
but the respective coefficient does not reach statistical significance at conventional levels
when we control for emergency-recipient dummies (columns 2 and 4). Results also indicate
that a greater stock of migrants originating from a disaster-affected country makes it more
likely that the host country provides help after a disaster. The corresponding coefficient on
outward migration is statistically significant at conventional levels in all four specifications.
Once we control for donor dummies, we also find that donors are more likely to provide aid to
countries which are home to their expatriates (columns 3 and 4).

The extent to which donor and recipient countries vote in line at the UNGA is a proxy
for bilateral affinity. According to columns 1 and 2, donors are more likely to help countries
less aligned to their agenda at the UNGA. While this appears counterintuitive at first, it seems

that donors use humanitarian aid as a measure to improve relations with countries with
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diverging interests, in line with Fink and Redaelli (2011). Note, however, that this does not
hold if we control for unobserved donor characteristics (columns 3 and 4). Finally, the
coefficient on exports is positive and statistically significant at the one-percent level in all
specifications. The average marginal effect of a doubling of the export volume is 0.35
percentage points. On the one hand, this could be an indicator that donors attach importance
to the stability of their export destinations and export flows. On the other hand, more intense
trade relations could increase the mutual awareness between countries and thus the likelihood
of providing humanitarian aid to trading partners. Furthermore, close commercial ties to a
disaster-affected country facilitate the provision of aid as donors can use existing logistical
networks with the recipient country to disburse humanitarian aid.

In summary, our results indicate that the donors’ decision to provide disaster relief is
driven by humanitarian need, recipients’ self-aid capacity and donor self-interests. Moreover,
donors are more inclined to help countries which are geographically or culturally proximate.
The results do not only confirm previous findings for an extended time period (2000-09), but
confirm the role of factors that have not been tested in the previous literature on emergency
aid (e.g., UNSC membership, migratory flows). Since these results only provide evidence for
the average donor, it remains unclear whether aid motives of “new” and “old” donors differ.

This 1s what we turn to next.

1V.4.4 Testing for Differences between “New’ and “Old” Donors

In Table IV.3, we investigate whether the determinants of aid selection differ across donor
groups. This requires us to apply our estimation strategy to subsamples of our main dataset.
Specifically, we run seemingly unrelated regressions (SUR) and re-estimate column 3 of
Table IV.2 for each subsample. This enables us to test for statistically significant differences
in the coefficients across subsamples with a Wald test (in italics). Accordingly, we divide our
sample according to the donor groups introduced above. Column 1 splits our sample into
DAC and non-DAC donor countries. The two subsequent models are based on a division of
our sample into “rich” and “poor” donors (column 2) as well as democratic and autocratic
donors (column 3). Furthermore, we subdivide the group of non-DAC donors into “rich” and
“poor” (column 4) as well as democratic and non-democratic donors (column 5).'%

Turning to our results and starting with the two measures of disaster severity, we find

aid decisions of all donor groups to be driven by humanitarian need. According to the p-

values of the Wald test reported in italics, no statistically significant difference emerges

1% Since we split our sample by donor characteristics, we drop the donor variables from the regressions.
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between most donor groups. We only find that non-DAC donors have a higher propensity to
align their aid efforts to the number of casualties, the difference being significant at the five-
percent level. Recipient characteristics show greater differences in their impact on aid
decisions of donor groups. Comparing DAC and non-DAC donors as well as rich and poor
donors in columns 1 and 2, statistically significant differences appear in the donor reactions
towards recipients’ self-aid capacity. While DAC donors as well as “rich” donors account for
the income level of disaster-struck countries, this factor is unaccounted for in the
considerations of non-DAC and “poor” donors. The Wald test confirms the observed
differences in the coefficients to be statistically significant at conventional levels.
Interestingly, population size, another measure of recipient self-aid capacity, has a significant
influence on the aid allocation decision of all donors, but the coefficient size shows
significant differences across donor groups. According to columns 1-3, non-DAC, “poor” and
autocratic donors have a significantly lower likelihood to commit aid to more populous
recipient countries, at conventional levels of significance.

With regard to democracy, most donor groups provide relief independently from the
recipients’ regime type. Autocratic donors, however, seem to disfavor democratic recipients
(columns 3b and 5b). When taking into account the level of corruption in the recipient
country, all donor groups except the autocratic donors provide less aid to recipients with
stronger control of corruption. As argued above, control of corruption can be interpreted as an
indicator for self-help capacity. Although autocracies deviate from this general pattern with an
insignificant coefficient, we cannot reject the hypothesis that the coefficient is equal to the
one for democracies. Democratic non-DAC donors show the strongest bias towards countries
with high levels of corruption. With regard to UNSC membership, no statistically significant
differences emerge between donor groups. While resource-abundant recipients are favored by
DAC and non-DAC as well as “rich” and “poor” donors, no statistically significant
differences emerge between these groups according to the Wald test. Splitting our sample
between democracies and autocracies (columns 3 and 5), however, reveals that recipients’

extraction of natural resources has a larger influence on donor decisions taken by autocracies.
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Table I'V.3: Determinants of aid selection by donor group (Logit, SUR, 2000-2009)

(1a) (1b) (2a) (2b) (3a) (3b) (4a) (4b) (5a) (5b)
Non-DAC Non-DAC
DAC non-DAC Rich Poor Democracy Autocracy Rich Poor Democracy Autocracy
Disaster severity
(log) Total affected 0.160*** 0.123%** 0.147%** 0.166*** 0.156%** 0.168** 0.080* 0.166*** 0.111%** 0.168**
(0.000) (0.001) (0.000) (0.003) (0.000) (0.024) (0.088) (0.003) (0.006) (0.024)
0.406 0.748 0.879 0.241 0.502
(log) Killed 0.507*** 0.601*** 0.523%** 0.599*** 0.539%*** 0.551%** 0.616*** 0.599*** 0.658*** 0.551%**
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
0.036 0.154 0.821 0.792 0.122
Recipient characteristics
(log) GDP per capita -0.349%** 0.002 -0.303*** -0.039 -0.303*** -0.197* 0.062 -0.039 0.135 -0.197*
(0.000) (0.979) (0.000) (0.743) (0.000) (0.088) (0.457) (0.743) (0.232) (0.088)
0.001 0.047 0.420 0.486 0.040
(log) Population -0.405%**  -0.787***|  -0.449***  -0.842***| -0.506***  -0.828***| -0.668***  -0.842***| -0.788***  -0.828***
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
0.000 0.000 0.025 0.142 0.785
Population density -0.053* -0.012 -0.047** -0.046 -0.054** -0.008 0.013 -0.046 -0.013 -0.008
(0.060) (0.622) (0.042) (0.224) (0.019) (0.766) (0.673) (0.225) (0.757) (0.767)
0.263 0.989 0.194 0.227 0.916
Democracy 0.027 -0.065 -0.007 -0.084 0.036 -0.236* -0.136 -0.084 -0.074 -0.236*
(0.736) (0.606) (0.929) (0.497) (0.649) (0.086) (0.571) (0.498) (0.720) (0.086)
0.537 0.601 0.085 0.847 0.511
Control of corruption -0.203** -0.526%** -0.267*** -0.435%* -0.296*** -0.268 -0.620*** -0.435%* -0.716%** -0.268
(0.011) (0.000) (0.000) (0.014) (0.000) (0.152) (0.000) (0.015) (0.000) (0.152)
0.021 0.383 0.889 0.412 0.088
UNSC member 0.192* 0.397* 0.236%* 0.440%* 0.288*** 0.257 0.385 0.440** 0.443 0.257
(0.055) (0.051) (0.023) (0.012) (0.004) (0.190) (0.262) (0.012) (0.117) (0.191)
0.368 0.314 0.891 0.888 0.592
(log) Mineral and energy depletion 0.008** 0.014*** 0.009*** 0.013* 0.006** 0.031%** 0.016* 0.013* 0.006 0.031%**
(0.017) (0.004) (0.004) (0.051) (0.036) (0.004) (0.051) (0.051) (0.245) (0.004)
0.311 0.580 0.025 0.766 0.037
Bilateral variables
(log) Distance -0.713%** -0.693*** -0.675%** -0.837*** -0.751%** -0.514%** -0.645%** -0.837*** -0.779%** -0.514%**
(0.000) (0.000) (0.000) (0.001) (0.000) (0.004) (0.002) (0.001) (0.001) (0.004)
0.931 0.563 0.302 0.548 0.370
Neighbor 0.765 0.192 1.292** -0.120 0.522* 0.255 1.021* -0.120 0.166 0.255
(0.477) (0.396) (0.011) (0.610) (0.065) (0.432) (0.094) (0.610) (0.610) (0.433)
0.602 0.011 0.538 0.081 0.847
Common colonial history 0.480** 0.233 0.376** 0.179 0.400** 0.438*** 0.198 0.179 0.014 0.438***
(0.015) (0.174) (0.022) (0.478) (0.016) (0.004) (0.433) (0.478) (0.964) (0.004)
0.345 0.513 0.866 0.958 0.232
Common official language 0.193* 0.397* 0.279%* 0.437 0.227** 0.446* 0.391 0.437 0.440 0.446*
(0.069) (0.089) (0.012) (0.202) (0.042) (0.051) (0.276) (0.202) (0.287) (0.052)
0.427 0.660 0.387 0.927 0.988
Common major religion 0.635%** 0.424%** 0.601*** 0.229 0.527*** 0.581** 0.541%** 0.229 0.332 0.581**
(0.000) (0.002) (0.000) (0.201) (0.000) (0.013) (0.002) (0.201) (0.121) (0.013)
0.342 0.093 0.843 0.211 0.430
(log) Migration in 0.037 0.061** 0.036 0.085** 0.036 0.103*** 0.034 0.085** 0.020 0.103***
(0.224) (0.012) (0.109) (0.017) (0.163) (0.000) (0.282) (0.018) (0.649) (0.000)
0.533 0.241 0.065 0.290 0.106
(log) Migration out 0.001 0.085*** | -0.000 0.114*** 0.024 0.054 0.024 0.114*** 0.110%** 0.054
(0.964) (0.006) (0.977) (0.005) (0.187) (0.268) (0.464) (0.005) (0.002) (0.269)
0.019 0.009 0.559 0.080 0.360
UNGA voting 0.217 2.620*** 0.795 1.457 0.870 0.805 4.095%** 1.457 5.593*** 0.805
(0.790) (0.003) (0.409) (0.234) (0.386) (0.388) (0.001) (0.235) (0.000) (0.388)
0.046 0.671 0.962 0.128 0.001
(log) Exports 0.068 0.130%** 0.090** 0.120%** 0.121%** 0.076** 0.133%** 0.120%** 0.195%** 0.076**
(0.219) (0.000) (0.017) (0.005) (0.001) (0.048) (0.003) (0.005) (0.000) (0.049)
0.409 0.428 0.416 0.428 0.416
Disaster-type dummies Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Donor dummies Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Year dummies Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Number of observations 29690 29690 29505 21718 21587
Number of donor countries 95 95 95 73 73
Pseudo R squared 0.279 0.409 0.340 0.428 0.405 0.416 0.370 0.428 0.426 0.416

Notes:

- All models are Logit models with standard errors clustered at the donor level
- p-values in parentheses (*** p<0.01, ** p<0.05, * p<0.1)
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Turning to our bilateral measures, a larger geographic distance between donor and
recipient significantly reduces the likelihood of aid provision for each donor group under
investigation, at the one-percent level of significance. In contrast to our expectations and
previous findings for general development aid, distance is neither more important for non-
DAC donors (Dreher et al. 2011) nor poorer donors (Chapter IIT). The Wald test in italics
shows no statistically significant differences between donor groups. While contiguity
encourages “rich” and democratic donors to provide disaster aid, “poor” and autocratic donors
do not seem to favor neighbors. Cultural ties, as proxied by common colonial history,
common language and common major religion, provide incentives to commit disaster aid for
“rich” donors but not for “poor” donors. With regard to any systematic differences between
the estimated coefficients, results from the Wald test show little support for systematic
differences across the donor groups. Inward and outward migration has a statistically
significant impact on non-DAC donors and “poor” donors, at conventional levels of
significance. Contrasting non-DAC donors by regime type shows that inward migration has a
statistically significant effect on aid from autocracies, while the democratic donors’ decision
to provide aid is influenced by outward migration.

With respect to political and economic self-interests of donor countries, non-DAC
countries (column 1b), and within this group the rich and democratic donors (colums 4a and
5a), favor politically-aligned recipients. The coefficient on the UNGA voting alignment
between donor and recipient is statistically significant at the one-percent level in these three
donor groups. Lastly, with the exception of the DAC donors, all donor groups have a
statistically significant greater probability to provide emergency aid to more important trading
partners, at conventional levels. Note, however, that there is no indication of statistically
significant differences between DAC and non-DAC donors with respect to the role of exports.

In conclusion, some interesting differences emerge from our analysis of differences in
aid motives between donor groups. While DAC and non-DAC donors both seem to attach
importance to humanitarian need, aid flows from non-DAC donors is guided to a larger extent
by deadly disasters. While non-DAC donors attach more importance to the support of small
countries, they do not favor poorer countries as DAC donors do. This is evidence that “old”
donors are more need-oriented than “new” donors. Finally, non-DAC donors attach a greater
importance to political allies, as proxied by their UNGA voting alignment with disaster-
affected countries, and autocracies show stronger commercial motives with respect to

increased help provided to autocratic recipients and countries rich in natural resources.
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IV.5 Empirical Analysis of Aid Promptness
1V.5.1 Overview

We now turn our attention to the determinants of the amount of time that passes between the
occurrence of a natural disaster and a donor's decision to commit aid. Analyzing the
determinants of this duration in days introduces a novel way of assessing donor behavior in
terms of the promptness with which they react to the needs of a recipient in distress.
Therefore, we construct a unique measure of the speed of aid responses by combining the
information on the date of the onset of a natural disaster, obtained from EM-DAT (2012),
with the decision date reported in the FTS aid database. Note that the day on which a disaster
started is taken to be Day 1.'° The decision date is defined as the “[d]ate on which the donor

is reported to have made the funding commitment for that item.”'®’

From the resulting
measure, we exclude observations with a decision time greater than or equal to 180 days as
aid delivered with such a delay hardly aims at urgent needs that require speedy assistance.'®®
Appendix V.2 provides information on the average decision time for all donor countries.
Figure IV.2 plots the average number of days after which a particular donor commits
herself to provide emergency relief to a disaster-affected country as a function of disaster type
and donor type. Starting with all disasters, we find that the average decision time is one day
shorter for DAC donors (Day 27) than for non-DAC donors (Day 28). Surprisingly, low- and
middle-income countries (Day 22) react on average six days earlier to emergencies than high-
income countries (Day 28). While democracies respond on average on Day 27 to a
catastrophe, autocracies have a slightly longer response time (Day 28). We obtain a more
nuanced picture when we split the sample by disaster type. DAC members respond on
average more quickly to six of eight disaster types under investigation. Non-DAC donors
show a shorter reaction time only with respect to extreme temperature and wild fires. Poorer

donors react faster than richer donors to five disaster types.'®® Taken together, no clear pattern

1% To account for the time difference between donor and recipient as well as for a certain imprecision of the
exact day of onset for certain disaster types, we consider all aid decisions taken on the day before the reported
disaster-start day as taken on Day 1. In the case of storms, all aid decisions taken in the week before the onset are
taken to be taken on Day 1 to account for donors’ efforts for disaster preparedness.

7 See FTS webpage available at http:/fts.unocha.org/pageloader.aspx?page=showpage&PagelD=62-
Definitions (accessed June 28, 2012). Ideally, one would use information on the exact day when an aid package
reaches the disaster area or when funds are transferred rather than the decision day. Unfortunately, this
information is not available. However, committing aid is an important precondition for timely help.

' The selection of 180 days as cut-off level is in line with the UN’s definition of a Flash Appeal, which
structures a coordinated humanitarian response for up to six months after the start of an emergency (see
http://unocha.org/cap/about-the-cap/fags, accessed: July 2012).

1 Note that our dataset does not contain any case in which a low- and middle-income country provided
emergency aid to help victims suffering from extreme temperature. High-income countries react on average on
Day 44 to this disaster type.
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emerges whether “new” or “old” donors provide faster relief. Next, we apply econometric

techniques that allow us to control for confounding factors.

1V.5.2 Empirical Strategy

We estimate the following equation:

speed;j, = @ + Bxijk + €iji (Iv.2)

where speed is the (logged) number of days after a natural disaster by which a donor commits
herself to provide emergency aid, x is a set of explanatory variables, and ¢ is a white noise
term. By definition, our estimation sample only includes information on the decision time if
the respective donor has committed aid after a specific disaster. Therefore, we face the
problem of incidental truncation of our data. If omitted variables affect both the selection of
donors to provide relief (gate-keeping decision) as well as the timing, the use of standard
linear regression techniques leads to biased estimates. For example, the (unobservable)
intrinsic motivation of a country's government to provide humanitarian aid should determine
donor behavior with respect to aid selection and aid promptness.

Therefore, we follow the approach presented in Heckman (1979) and convert our
estimation to a two-step procedure. More precisely, we employ a Probit estimation to estimate
the decision to provide aid in a first step (see equation IV.1). In a second step, we include the
inverse Mills ratio in an OLS estimation of aid promptness (see equation IV.2). It is
preferable to add an exclusion variable to the first-step regression, i.e., an explanatory variable
that impacts on the likelihood to provide emergency relief after a certain disaster episode but
not on the timeliness of the decision to provide aid. Since we lack a suitable exclusion
variable, we instead make use of the non-linearity inherent in the underlying Probit estimation

of the first step and estimate our Heckman model without an exclusion variable.'”

170 See Bushway et al. (2007) for a comprehensive discussion of the usage of a Heckman estimation without
exclusion variable and its caveats. Note that we included a donor country’s debt ratio, fiscal deficit and GDP
growth rate as potential exclusion variables. It can be argued that donors are less likely to provide emergency
relief in times of tight budgets and economic recession. Given that a donor makes aid funds available, there
seems is no reason to believe that these factors impact on the speed of aid. However, none of these variable
showed a robust significant effect on aid selection.
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Figure IV.2: Aid promptness by disaster type and donor group (2000-2009)
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We use the same explanatory variables as for aid selection (see again Section 1V.4.2).
In most cases, we expect to find the opposite sign in the aid promptness regression compared
to aid selection. More precisely, we expect donors to react faster with increasing disaster
severity. With respect to donor characteristics, we include the DAC dummy, our income
measure and the democracy dummy to test the hypotheses raised in Section IV.3. Donor
population size proxies donor countries’ aid capacities and we thus expect to find a negative
effect on the decision time. Moreover, we anticipate a donor to respond quicker if she has
stronger political and commercial interests in the disaster-struck country, as measured by the
United Nations variables, export shares and recipients’ extraction of natural resources.
Conversely, we expect that recipients with a larger self-aid capacity, proxied by GDP per
capita, population, population density and control of corruption, receive aid at a later point in
time. The stronger the links between donor and recipient, as measured by distance, colonial
links, common language, common major religion and migratory flows, the earlier the disaster-

affected country should receive the aid commitment.
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All time-varying covariates, with the exception of UNSC membership, are again
lagged by one year (see Appendix IV.3 for full details). Standard errors are clustered by donor

countries to control for group-wise heterogeneity.

1V.5.3 Results

Table IV.4 provides the results of the second-stage estimation of aid promptness.'’" As for aid
selection in Section IV.4, we estimate four model specifications. While we include only year
and disaster-type dummies in column 1, column 2 presents results of a regression with one
dummy variable for each emergency-recipient pair. In column 3 and 4, we add donor
dummies to column 1 and 2, respectively. We find that the number of people killed after a
disaster has a significantly negative impact on the decision time, at the one-percent level of
significance. If the number of mortalities increases by one percent, the decision time is
roughly 0.2 percent lower. The total number of people affected, however, does not show a
significant impact on aid promptness. A potential explanation could be the role of television
news as disasters that involve a high number of casualties are more likely to be covered in the
news (Eisensee and Stromberg 2007).

The results on the variables capturing donor characteristics will allow us to draw
conclusions with respect to the hypotheses outlined in Section IV.3. While non-DAC donors
pride themselves with speedy assistance, we do not find empirical support for this claim.
Analyzing differences between donor groups, we find that DAC donors and richer donors, as
measured by donor GDP per capita, show a shorter reaction time, at conventional levels of
significance. All else being equal, the decision time of DAC members is 33.5 percent shorter
than the reaction time of non-DAC donors (column 1). This finding is empirical support of
hypothesis 2. Moreover, a ten-percent increase in donor GDP per capita reduces the duration
by about three percent, which again supports hypothesis 2. With regard to regime type, the
coefficient on donor democracy is negative in all four specifications, but gains statistical
significance at conventional levels only in column 2 (p-value: 0.092). According to this
specification, which controls for emergency-recipient characteristics, a democracy’s response
time is 16.8 percent shorter than that of an autocracy. This is further evidence in favor of

hypothesis 2 and against the alternative hypothesis that autocracies take speedier decisions.

'"! Results for the first stage deviate from the results described in Section V.4, but the general picture stays the
same. This is because we lose observations due to missing information on the decision time for some
emergency-recipient-donor pairs. Most notably, the negative coefficient on democracy and the positive
coefficient on UNGA voting become statistically significant at conventional levels in column 3. The detailed
regression table is available upon request.
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Table IV.4: Determinants of aid promptness (Heckman, 2000-2009)

| (1) () (3) 4)

Disaster severity
(log) Total affected 0.012 0.006
(0.234) (0.564)
(log) Killed -0.182*** -0.202%**
(0.000) (0.000)
Donor characteristics
DAC -0.409*** -0.410***
(0.006) (0.002)
(log) GDP per capita -0.313*** -0.302*** -1.849*** -1.310*
(0.000) (0.001) (0.008) (0.074)
Democracy -0.104 -0.184* -0.500 0.140
(0.407) (0.092) (0.116) (0.853)
(log) Population -0.139*** -0.146*** -0.607 -0.698
(0.000) (0.000) (0.590) (0.533)
Recipient characteristics
(log) GDP per capita -0.206*** -0.169***
(0.000) (0.000)
(log) Population 0.206*** 0.267***
(0.000) (0.000)
Population density -0.005 -0.006
(0.624) (0.578)
Democracy -0.102* -0.061
(0.088) (0.367)
Control of corruption 0.248%*** 0.260%**
(0.000) (0.000)
UNSC member 0.037 0.035
(0.661) (0.679)
(log) Minerals and energy depletion -0.005** -0.005**
(0.028) (0.041)
Bilateral variables
(log) Distance 0.202%** 0.228%** 0.190*** 0.195*
(0.000) (0.001) (0.001) (0.057)
Neighbor -0.126 -0.151 0.033 -0.001
(0.343) (0.166) (0.817) (0.992)
Common colonial history -0.048 -0.022 -0.049 -0.073
(0.555) (0.742) (0.492) (0.373)
Common official language -0.063 -0.190*** -0.012 -0.151**
(0.450) (0.002) (0.880) (0.019)
Common major religion 0.142 0.081 0.127 0.045
(0.106) (0.469) (0.197) (0.744)
(log) Migration in -0.008 -0.019 -0.014 -0.030*
(0.658) (0.244) (0.481) (0.091)
(log) Migration out -0.036*** -0.014 -0.042*** -0.034
(0.002) (0.437) (0.000) (0.115)
UNGA voting -0.008 0.133 -0.480 0.045
(0.968) (0.436) (0.104) (0.896)
(log) Exports -0.063*** -0.038** -0.101*** -0.057**
(0.002) (0.044) (0.000) (0.023)
Disaster-type dummies Yes Yes
Donor dummies Yes Yes
Emergency-recipient dummies Yes Yes
Year dummies Yes Yes
athrho -0.312*** -0.394** -0.406*** -0.497
(0.000) (0.020) (0.001) (0.259)
Insigma -0.007 -0.224*** -0.041 -0.258**
(0.806) (0.001) (0.318) (0.042)
Number of observations 29049 30414 29049 30414
Number of donor countries 94 94 94 94
Prob > chi2 0.000 0.020 0.001 0.259

Notes:

- All models are Heckman models with standard errors clustered at the donor level
- p-values in parentheses (*** p<0.01, ** p<0.05, * p<0.1)

- Results of first-stage regressions available upon request
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It is not surprising that the democracy variable loses statistical significance once we
control for donor dummies (columns 3 and 4) since regime type hardly varies for many
countries over a short period of time. Finally, we find that larger countries make faster
decisions after emergencies, at the one-percent level of significance (columns 1 and 2). This
effect also disappears once we include donor characteristics (columns 3 and 4).

Turning to recipient characteristics, we find that poorer countries receive slower
disaster relief, at the one-percent level of significance. From a humanitarian point of view,
this is undesirable since less affluent countries possess on average a smaller capacity for self-
aid, which puts disaster-affected individuals at greater peril and in larger need of fast
assistance. However, we find donor decisions to reflect self-aid capacity as smaller recipients
are favored through earlier aid commitments, at the one-percent level of significance. A
recipient’s population density does not turn out to be a statistically significant predictor of aid
promptness, at conventional levels of significance. While column 1 suggests that democracies
receive faster relief, once we introduce donor dummies, recipient democracy loses its
statistical significance at conventional levels (column 3). Countries with a higher level of
corruption receive on average more timely disaster assistance, at the one-percent level of
significance. Donors seem to adjust their timeliness of aid provision to counteract the
inefficiencies caused by corruption in the recipient country. With regard to the timeliness of
the aid decision, members of the UNSC do not receive favorable treatment, which is in
contrast to our findings on aid selection in Section IV.4. The coefficient on the UNSC dummy
fails to gain statistical significance at conventional levels in column 1 and 3. Disaster-affected
countries that are rich in natural resources, however, receive faster aid. The reaction time of
donors decreases with increased levels of mineral and energy extraction, at the five-percent
level of significance.

Next, we turn to the bilateral variables. Countries that are geographically closer
receive timelier aid commitments than more distant disaster-struck countries, at the one-
percent level of significance. There is no additional effect stemming from adjacency of donor
and recipient. While the results do not show a statistically significant impact of common
colonial history and common major religion on aid promptness, donors react on average faster
if they share a common official language with a country suffering from a catastrophe. The
coefficient is statistically significant at conventional levels in columns 2 and 4. Reduced
communication costs may explain this finding. There is also evidence that migrant networks
speed up the aid process. While the coefficients on donor countries’ inward and outward

migration show the expected negative sign in all four specifications, the coefficient on inward
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migration in column 4 and the coefficients on outward migration in column 1 and 3 gain
statistical significance at conventional levels.

Political affinity of donor and recipient, as proxied by their voting alignment in the
UNGA, does not to affect the timeliness of the aid commitment. Note, however, that once we
control for donor dummies, the p-value of the negative coefficient in column 3 is close to the
ten-percent level of significance. Finally, we find robust evidence that countries with strong
commercial ties to the donor country receive faster aid commitments following a disaster. The
respective coefficients are statistically significant at conventional levels in all four
specifications.

In sum, we find that the timeliness of the aid decision depends on similar determinants
as does the allocation of aid. The speed with which a country responds to a catastrophe
follows a mixture of need-related motives and donor countries’ self-interests. All else being
equal, we did not find any support for claims that “new” donors respond faster than “old”
donors to natural disasters. Identifying “new” donors by their membership in the DAC,
income level and regime type, we found “new” donors to be significantly slower than “old”

donor countries.

IV.6 Conclusions

The new world of foreign assistance is most visible in the provision of humanitarian
assistance, where virtually every country acts as an aid donor. This proliferation of donors,
with increasing aid activities outside the DAC and more aid flows from low- and-middle
income countries and authoritarian regimes, is likely to change the international aid
architecture. We started by analyzing aid decisions of 105 donor countries and examined
differences in allocation behavior between “old” and “new” donors and different types of
“new” donors. In a next step, we analyzed whether “new” donors differ from “old” donors
with respect to the timeliness of the decision to provide aid.

Our empirical results show that both DAC and non-DAC donors attach great
importance to humanitarian need, recipients’ self-aid capacity and their political and
commercial self-interests. This confirms previous findings on general development aid (e.g.,
Dreher et al. 2011). Within these broad categories of donor motives, some interesting
differences emerged between donor groups. Although non-DAC donors put greater emphasis
on the support of small countries, they do not favor poorer countries, a behavior which is in

contrast with the decisions of DAC donors. This is can be interpreted as evidence that “old”
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donors are more need-oriented than “new” donors. While self-interests guide aid selection of
both “old” and “new” donors alike, non-DAC donors attach greater importance to political
allies, as proxied by their UNGA voting alignment, than DAC donors. Autocratic donors put
more emphasis on commercial motives than democracies with respect to increased help
provided to countries rich in natural resources. This can be seen as evidence that aid
allocation of “new” donors is inferior to that of “old” donors from a humanitarian point of
view.

To be effective, emergency aid has to be provided in a timely manner. We extended
our comparison of “old” and “new” donors to their respective timeliness in providing
emergency aid. Our results show that, all else being equal, non-DAC donors, developing
countries and autocracies are slower than DAC donors, high-income countries and
democracies in their decision to commit to providing emergency aid. This is striking
empirical evidence against the claim of many “new” donors that they are faster in their aid
responses than the allegedly “bureaucratic” club of DAC donors. We also find that aid
promptness — albeit influenced by humanitarian need — suffers, like aid selection, from the
strategic motivations of donors.

Finally, it has to be emphasized that our analysis faces some limitations. First, we lack
information on the actual delivery date and are confined to an analysis of the timing of aid
commitments. Although aid commitments are legally binding, information on the day the aid
flow crosses the border would be preferable. Second, donor decisions could be heavily
influenced by actual aid requests from disaster-affected countries. The recipient behavior is an
important part of the donor decision to provide aid. This is an important topic for future
research. Third, although a speedy decision-making process is an important prerequisite for
(most types of) disaster aid to be effective, a fast response following a disaster is not the sole
objective of emergency assistance. Disaster preparedness, for example, should be an
important part of humanitarian aid activities. To the extent to which a long decision time
stems from aid coordination between donors that provide fast relief and those who focus on
reconstruction and disaster preparedness, donors should not solely be judged on their aid
promptness. Beyond the timeliness of the aid decision, future research should evaluate the
effectiveness of disaster aid efforts of “new” and “old” donors in greater detail. Domestic and
international evaluations of many “new” donors remain widely non-existent (see Harmer and
Martin 2010). Although aid efforts by “new” donors are to be welcomed, based on our results,
it seems that the “old” providers of aid will remain the important pillars of the emergency aid

architecture for the next years to come.
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Chapter V:
Paying a Visit: The Dalai Lama Effect on

International Trade

Joint work with Nils-Hendrik Klann®

Abstract: Is political compliance a precondition for healthy trade relations with China? The
Chinese government frequently threatens that meetings between its trading partners’ officials
and the Dalai Lama will be met with animosity and ultimately harm trade ties with China. We
run a gravity model of exports to China from 159 partner countries between 1991 and 2008 to
test the extent to which bilateral tensions affect trade with autocratic China. In particular, we
empirically investigate whether countries that receive the Dalai Lama despite China’s
opposition experience a significant reduction in their exports to China. In order to account for
the potential endogeneity of meetings with the Dalai Lama, the number of Tibet Support
Groups and the travel pattern of the Tibetan leader are used as instruments. Our empirical
results support the idea that countries officially receiving the Dalai Lama at the highest
political level are punished through a reduction of their exports to China. However, this ‘Dalai
Lama Effect’ is only observed for the Hu Jintao era and not for earlier periods. Furthermore,
we find that this effect is mainly driven by reduced exports of machinery and transport

equipment and that it disappears two years after a meeting took place.
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“We will take corresponding measures to make the relevant countries realise their mistakes.”

Zhu Weiqun, executive deputy head of the Communist party's United Front Work Department in an official
press statement given on February 2nd, 2010, in the forerun of a potential reception of the Dalai Lama by US
President Barack Obama

"There is a Tibetan saying: some wounds in the mouth recover by themselves."

Tendzin Gyatsho, 14™ Dalai Lama

V.1 Introduction

Political determinants of trade have received considerable attention in the literature (e.g, Aidt
and Gassebner 2010; Méon and Sekkat 2008; Nitsch and Schumacher 2004). Previous
research has shown that diplomatic exchanges between trading partners foster bilateral trade
through diplomatic representations (Rose 2007) and state visits (Nitsch 2007). However, the
importance of economic diplomacy for trade has been questioned recently (Head and Ries
2010). Furthermore, there is mixed evidence on whether the bilateral political climate plays
an important role in trade relationships (e.g., Pollins 1989; Gowa and Mansfield 1993; Davis
and Meunier 2011). In this regard, Aidt and Gassebner (2010) theoretically and empirically
show that a country’s involvement in international trade differs between democracies and
autocracies. Since China is neither a democracy nor a free market economy, its administration
has a greater capacity to influence trading decisions than a government in a democratic free-
market economy. Such significant scope for government intervention opens up the
opportunity to utilize trade flows as a foreign policy tool.

Since the leader of the Tibetan community, the 14" Dalai Lama, travels frequently and
over long periods of time, his travel pattern offers a valuable case to empirically test the
extent to which political relations matter for trade with China. The Chinese government
considers the status of Tibet as an internal affair, in which any outside interference is
rejected. '’? Therefore, official receptions of the Dalai Lama regularly lead to severe
diplomatic tensions between China and countries hosting him. In addition to purely
diplomatic threats, China warns potential host countries that it will respond to such meetings
with a deterioration of their trade relationships. The government’s decisiveness on this matter
is reflected in instances such as the prominent case of France, where the country was crossed
off the travel agenda of two Chinese trade delegations in retaliation to a meeting between

French President Nicolas Sarkozy and the Dalai Lama in 2008. In an interview conducted in

172 See Goldstein (1997) for a historical overview on the so-called Tibet Question’, i.e., the long-lasting conflict
over the political status of Tibet.
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2007, the Dalai Lama himself acknowledged the unwillingness of state officials to receive
him, so as not to jeopardize the intense economic ties that their countries have established
with China.'”

To the best of our knowledge, to date no empirical analysis has been conducted
unveiling whether China responds to meetings between its trading partners and the Dalai
Lama with any systematic economic punishment. This paper aims to fill this gap. Moreover,
results may offer valuable insights into the extent to which political relations matter for trade
with autocratic emerging economies. We run a gravity model of exports to China from 159
partner countries between 1991 and 2008 to test whether countries that receive the Dalai
Lama are economically punished by the Chinese through a reduction in their exports to China.
We also test whether the size of the punishment increases with the rank of the highest official
receiving the Tibetan leader and how the effect evolves over time. Furthermore, we provide
results when controlling for the potential endogeneity of meetings with the Dalai Lama and
exploit disaggregated trade data to deepen our understanding of what we call the ‘Dalai Lama
Effect.

Does China carry out its threats to sanction non-compliant trading partners or does the
emerging economy simply play on its targets’ fears? Our empirical results confirm the
existence of a negative effect of Dalai Lama receptions at the highest level on exports to
China for the Hu Jintao era (2002-2008). Meetings between a head of state or head of
government and the Dalai Lama lead to a reduction of exports to China by 8.1 percent or 16.9
percent, on average, depending on the estimation technique used. This effect is mainly driven
by reduced exports of machinery and transport equipment and it disappears in the second year
after a meeting took place.

The paper is structured as follows: Section V.2 provides a literature overview to gain
insights into how meetings with the Dalai Lama might adversely affect exports to China.
Moreover, we illustrate how the bilateral climate between China and its trading partners
deteriorates after meetings between foreign officials and the Tibetan leader, and develop our
hypotheses. Section V.3 presents the empirical approach, the data used and the empirical

results. Finally, Section V.4 summarizes our findings and concludes.

173 «“Dalai Lama Visit Jeopardizes German Business Interests,” Spiegel Online, September 17, 2007, available at:
http://www.spiegel.de/international/world/0,1518.506166,00.html (accessed: July 12, 2012).
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V.2 The Argument
V.2.1 Political Determinants of Trade and the ‘Dalai Lama Effect’

Trade ties can be exploited as a foreign policy tool by governments to influence the political
decisions of trading partners. Research has been devoted to the analysis of the effectiveness of
economic sanctions to induce political compliance (e.g., Eaton and Engers 1992; Hufbauer et
al. 2007). Our study, however, investigates whether the threats frequently voiced by China’s
administration are actually carried out to sanction trading partners in response to an official
reception of the Dalai Lama. With the rapidly expanding size of the Chinese economy, the
asymmetry of trade dependencies between China and its trading partners is shifting in China's
favor. This development enables China to enforce political compliance among its trading
partners to an ever increasing extent.'”’ Despite the country’s growing scope for economic
retaliation, the Chinese administration does not communicate in a transparent manner
whether, and to what extent, it actually retaliates after a Dalai Lama reception has taken
place.l75

There is a large literature discussing whether politics matter for bilateral trade
relationships. While some studies focus on the link between military conflicts and trade (e.g.,
Martin et al. 2008; Glick and Taylor 2010), conflicts do not need to be militarized in order to
influence trade flows. An anticipated conflict alone might trigger reductions of bilateral trade
due to “the threat of future government action to restrict trade” (Morrow et al. 1998: 650).
Importantly, trade reductions are not necessarily the result of direct government action to
sanction a state. While pure economic theory suggests that economic actors base their trading
decisions entirely on intrinsic characteristics of goods and services such as price, quantity and
quality, political relations exert additional influence on private actors’ decisions. In a public
choice model of bilateral trade, Pollins (1989) argues that importing decisions of economic
agents are influenced by the place of origin of traded goods and services. Based on security
concerns, risk-averse importers reward political friends and punish adversaries in order to
minimize commercial risks related to potential trade disruptions.'’® A recent study by Davis

and Meunier (2011), however, raises doubts over the link between political tensions and

174 The degree of political compliance that can be induced by the dominant country increases with the asymmetry

of the trade interdependency between the two trading partners (Keohane and Nye 1977; Richardson and Kegley
1980).

173 Eaton and Engers (1999) argue that such incomplete information about the threatening country’s resolve, as
well as about the target’s cost of compliance, induces the former to carry out threats to sanction non-compliant
countries.

'7¢ Using bilateral event data on conflict and cooperation for the period 1955-1978, Pollins’ (1989) empirical
results support the hypothesis that greater amity between trading partners increases trade, while greater hostility
has a trade-reducing effect. In a related contribution, Gowa and Mansfield (1993) show that alliances between
trading partners foster bilateral trade.
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international trade in the era of globalization. They argue that actors that face sunk costs “lack
incentives to link political and economic relations” (p. 1). Analyzing trade patterns of the
United States and Japan since the end of the Cold War, the authors do not find that political
tensions have an impact on bilateral trade.

Economic diplomacy is one of the channels via which the state of political relations
might impact on trade. There is mixed evidence whether diplomatic exchanges among trading
partners foster bilateral trade. Analyzing export flows from 22 countries for 2002 and 2003,
Rose (2007) finds that the size of a country’s diplomatic service has a positive impact on its
exports: each additional consulate leads to an increase of exports by about six to ten percent.
Most relevant to our study, Nitsch (2007) finds empirical evidence that state and official visits
have a trade-increasing effect. Estimating export flows from France, Germany and the United
States for the 1948-2003 period, he finds that one additional visit is associated with an
increase in exports of between eight and ten percent. While Gil-Pareja et al. (2008) find that
Spanish regional trade agencies abroad have a positive impact on exports, Head and Ries
(2010) do not find empirical evidence that Canadian trade missions have a trade-promoting
effect.

Arguably, the effect of politics on trade might depend on a country’s regime type.
Political relations clearly influence bilateral trade, with the extent of this influence varying
between political regimes “since governments in free market economies still set the rules
under which firms import and export, while governments in managed economies directly
negotiate the terms of trade” (Morrow et al. 1998: 649). In line with this, Mansfield et al.
(2000) discuss regime differences in trade policy that emerge as the chief executive does not
rely on the approval of a legislative majority in an autocracy. In a related article, Aidt and
Gassebner (2010) theoretically and empirically show that autocratic governments exert more
influence on trade flows than democratic administrations, which they explain by a lack of
political accountability faced by the executive of an autocratic regime.

Taken together, in the case of China, the significant scope of government influence in
the Chinese economy provides the country’s political leaders with all the means required to
manage trade in such a way that it rewards countries that adhere to China’s political
preferences and punishes those that do not. Since meetings of foreign officials with the Dalai
Lama cause a deterioration of the bilateral political climate and a decrease in bilateral
diplomatic exchanges, a meeting may subsequently lead to a systematic reduction of exports
to China through government influence. For example, countries receiving the Tibetan leader

might be punished directly through a reduction of trade missions and, thus, exports of goods
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typically purchased in the ambit of such missions. Also, tariff and non-tariff barriers might be
raised and negotiations regarding free trade agreements might be postponed as a response to
receptions of the Dalai Lama by foreign officials.

China’s political leadership may be willing to bear the economic and political costs
that arise from diverting trade away from countries receiving the Dalai Lama if such
‘punishment’ increases the likelihood of its political survival. By exerting economic pressure
on these countries, the Chinese administration seeks to suppress any notion potentially
challenging the territorial integrity of China and intends to strengthen the stability of its
Communist regime in the multiethnic country. A punishment is imposed if the benefits from
maintaining a reputation for toughness outweigh the costs of punishing a certain nation (Eaton
and Engers 1999). China might be interested in carrying out a threat to sanction countries
receiving the Dalai Lama in order to signal resolve, with the intention being to deter foreign
leaders from future receptions of the Tibetan leader. However, any economic punishment
mechanism will only prevail as long as the expected political gains from stabilizing the
regime outweigh the losses incurred through trade diversion.

Finally, it should also be mentioned that a trade-deteriorating effect of official Dalai
Lama receptions may also operate through consumer behavior. Prior empirical research
indicates that bilateral opinions (or the affinity between nations) impact on trade as they shift
consumer preferences (Disdier and Mayer 2007; Guiso et al. 2009)."”” Similarly, the state of
bilateral political relations between China and its trading partners might have important
repercussions for consumer behavior. Since media information on foreign officials meeting
with the Dalai Lama may alter public opinions towards countries receiving the Tibetan leader,
Dalai Lama receptions can be expected to affect the demand for consumption goods, in
particular certain symbolic goods that are characteristic of the country hosting the Dalai

178
Lama.

77 Using Eurobarometer opinion data on the accession of Central and East European countries to the European
Union, Disdier and Mayer (2007) show that ‘bilateral affinity’ has a trade-increasing effect. In a related study,
Guiso et al. (2009) find that trade increases significantly with their measure of bilateral trust obtained from
Eurobarometer surveys. Beyond its effect on trade via trust, cultural similarities seem to positively impact on
trade volumes via other channels.

'8 For example, the disruption of the Olympic torch relay of the 2008 Beijing Olympic Games through the
French capital Paris by pro-Tibet activists caused irritation among the Chinese public and subsequently sparked
calls for a consumer boycott against French products.
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V.2.2 Hypotheses

Although the Dalai Lama himself emphasizes the non-political nature of his visits, China
perceives any meeting of foreign officials with the Buddhist monk as interference with
internal affairs. Therefore, Beijing increasingly exerts economic pressure on foreign
governments in order to discourage meetings with the Dalai Lama. As early as 1989, when
the Dalai Lama was awarded the Nobel Peace Prize in Oslo, China threatened to cut economic
ties with Norway if the Norwegian king or government attended the ceremony.'” Similarly,
the plans of Italy’s Prime Minister Silvio Berlusconi to receive the Dalai Lama in 1995
provoked warnings by his Chinese counterpart that “if this [the Italian] government will adopt
a policy that could damage a matter of principle [for China], it may also damage trade

55180

relations.” ™ In regards to this, Berlusconi openly admitted that the international community

was ‘“‘caught between the importance of maintaining trade relations and protecting human
rights.”'®!

Similarly, the reception of the Dalai Lama by Germany’s head of government Angela
Merkel in the chancellery caused tensions between China and Germany in 2007. Before the
meeting, China warned that an encounter would severely damage economic ties. After the
reception of the Dalai Lama, China responded by cancelling several bilateral meetings with
German officials at various political levels. The chancellor’s foreign policy was said to come
with a “Merkel cost” for business, according to a press article entitled “The Cost of Being
Honest.”'®* After the announcement of a meeting between French President Nicolas Sarkozy
and the Dalai Lama in 2008, China cancelled the 11"™ annual EU-China summit as well as
talks regarding the finalization of a contract to purchase 150 passenger planes from the
Franco-German aerospace company Airbus.'®® After the meeting with the Dalai Lama, China
crossed France off the travel agenda of two Chinese trade delegations. Our first hypothesis
thus reads as follows:

Hypothesis 1: There is a trade-deteriorating effect caused by foreign officials

receiving the Dalai Lama.

179 «China Threatens to Cut Ties with Norway over Nobel Award,” The Associated Press, October 19, 1989.
180« Peng "diffida" Berlusconi; Il Cavaliere l'aveva promesso a Pannella. Ma Pechino avverte: "Sono in
pericolo le relazioni commerciali," La Stampa, June 15, 1994, p. 4, own translation.

181 «n[talia, grazie per il coraggio"; Il leader tibetano a Palazzo Chigi, per la prima volta un governo italiano sfida
il veto cinese,” La Stampa, June 18, 1994, p. 7, own translation.

'8 «“Merkel Foreign Policy Is Bad for Business,” Spiegel Online, October 23, 2007, available at:
http://www.spiegel.de/international/germany/0,1518,513067,00.html (accessed: July 12, 2012).

183 «China tells France Dalai Lama meeting could hurt trade,” AFP, December 4, 2008, available at:
http://www.google.com/hostednews/afp/article/ ALeqM5ifBAQ8quVIihgqVgOrfEUzkzrHWg (accessed: July
12,2012).
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It seems unlikely that this ‘Dalai Lama Effect’ — if existent — is independent of the
rank or the political importance of the dignitary met. Meetings with higher-ranking politicians
pose a greater affront to the Chinese, who may then retaliate through a more pronounced
reduction in bilateral trade. For example, during his 1995 visit to the United States, the Dalai
Lama was formally received by a minister of the Clinton administration only, but President
Bill Clinton dropped in during the talks. A related New York Times article suggested that a
better treatment of the Dalai Lama “would [have] cost us [the United States] trade with the
Chinese.”'*

This example illustrates that some leaders prefer to delegate a meeting with the Dalai
Lama to lower-ranking government representatives in the hope of reducing the negative effect
that such meetings may have on bilateral relations with China. By employing such a strategy,
the government still manages to sedate pro-Tibet lobby groups, human rights organizations
and other sympathizers of the Dalai Lama. For example, although Dutch Prime Minister Jan
Peter Balkenende feared that a personal meeting with the Dalai Lama would bring
“unwarranted risk” to Sino-Dutch relations, some members of parliament and the country’s
foreign minister met with the Tibetan leader during his visit in 2009.'® The Dalai Lama
himself remarked that most politicians start avoiding meetings with him after they become
minister or president. He concluded that “economic relations with China gain the upper

hand 25186

Therefore, we derive the following hypothesis:
Hypothesis 2: The detrimental effect of meetings with the Dalai Lama on exports

increases with the rank of the dignitary met.

Facing a trade-off between the economic losses incurred from trade diversion and the
political gains from stabilizing the regime, it is in China’s best interest that trade ties are
restored as quickly as possible to reduce the economic losses that arise from the political bias
in its importing decisions. At the same time, China’s trading partners are also interested in a
restoration of trade ties and are likely to direct diplomatic efforts towards restoring these
bilateral relations. For example, nine months after the meeting between French President

Nicolas Sarkozy and the Dalai Lama, France declared that it recognized Tibet as an integral

184 «On My Mind; If He Can, Can I?” The New York Times, September 15, 1995, available at:
http://www.nytimes.com/1995/09/15/opinion/on-my-mind-if-he-can-can-i.html (accessed: July 12, 2012).

185 “Dalai lama meets foreign minister, but not prime minister,” NRC Handelsblad, June 5, 2009, available at:
http://www.nrc.nl/international/article2262841.ece/Dalai_lama_meets_foreign _minister,_but_not prime_ministe
r (accessed: July 12, 2012).

'8 Ich will eine echte Autonomie, Cicero Magazin fiir Politische Kultur, January 1, 2008, own translation,
available at: http://www.cicero.de/weltbithne/%3Fich-will-eine-echte-autonomie%3F/23497 (accessed: July 12,
2012).
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part of the Chinese territory and, consequently, went “back on China’s shopping list” as
reported by China Daily, which refers to the point when France received the first trade
delegation after the tensions.'®” Along these lines, we expect exports to China to recover after
a certain period, i.e., the trade-deteriorating effect of Dalai Lama meetings is only of
temporary nature:
Hypothesis 3: The trade-deteriorating ‘Dalai Lama Effect’ disappears as bilateral
relations between China and partner countries recover.
If purchases were only postponed as a signal of temporary Chinese discontent after a Dalai
Lama meeting, a positive ‘Dalai Lama Effect’ may even develop after a while as Chinese
imports make up for past cutbacks. For the interested reader, Appendix V.1 offers a more
detailed analysis of available anecdotal evidence on how the bilateral climate between China

and its trading partners is influenced by meetings of foreign officials with the Dalai Lama.

V.3 Empirical Analysis
V.3.1 Data and Method

We estimate econometrically whether and to what extent the diplomatic tensions caused by
official receptions of the Dalai Lama impact negatively on the volume of exports to China.
Our econometric model builds on the gravity equation of international trade, the workhorse
for statistical analyses of trade flows, which translates Newton’s ‘Law of Universal
Gravitation’ to economics. The gravity model assumes that bilateral trade is proportional to
the product of the trading partners’ economic masses, proxied by GDP, and inversely
proportional to the geographic distance between them. In order to control for country
heterogeneity, we make use of partner country fixed effects. The effect of bilateral distance
and other time-invariant factors, such as being landlocked or contiguous, is thus captured by
the partner country fixed effects.'® In addition to partner country GDP, we add population
size and the bilateral exchange rate to our specification, two frequently used variables in the
gravity framework. Moreover, we control for time-specific factors by including dummy

variables for each time period. We run the following econometric model:

exports;, = fidalaiy + B,gdp;; + B3popir + Bsexchy + v + 6; + &t

87 “France goes back on China's shopping list,” China Daily, October 29, 2009, available at:
http://www.chinadaily.com.cn/china/2009-10/29/content_8865307.htm (accessed: July 12, 2012).

' The inclusion of a full set of country-by-time effects is not feasible in our model as we estimate bilateral
exports to a single country (China).
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where exports;; is the log of exports of partner country i to China at time ¢t in US dollars;
gdp;; 1s the log of the partner country’s gross domestic product in US dollars; pop;; is the log
of the partner country’s population size; exch;; 1s a nominal exchange rate index of the
partner country’s local currency unit in Yuan; y, and §; are time and country fixed effects;
and €;; is a stochastic error. Trade data are obtained from the United Nations COMTRADE
database. Data on GDP, population size and exchange rates are drawn from the World
Development Indicators (World Bank 2009).

Our variable of interest is the binary dummy variable dalai;;, which takes a value of 1
if the Dalai Lama was received by a dignitary in the partner country in year t or t — 1.'®
Information on the travel pattern of the Buddhist leader is obtained from the Office of His
Holiness the 14th Dalai Lama.'®® The variable is coded in four different ways: In its narrowest
definition, we only include Dalai Lama meetings with heads of state or government. Our
second definition extends the first by including all meetings between the Dalai Lama and
government members. By also adding encounters with speakers of parliament, the third
definition produces a dummy variable that accounts for all meetings between the Dalai Lama
and national officials. Finally, we construct a variable that incorporates all meetings of the
Tibetan leader that are listed by the Office of the Dalai Lama. This definition also includes
regional leaders, party leaders, ex-presidents, ambassadors and scientists, among others.
Furthermore, we construct a binary dummy variable that takes a value of 1 if the Dalai Lama
travelled to a Chinese trading partner country in a given year, irrespective of whether or not
the Tibetan leader met with any dignitary there.

Our dataset covers the period 1991 to 2008. Hypothesizing that a potential ‘Dalai
Lama Effect’ might only be observable in more recent years, in which China’s economic and
political power grew significantly, we further split our dataset into two periods: 1991-2001
and 2002-2008. Two main arguments motivate 2002 as an appropriate point at which to split
our sample. First, the leadership change that occurred when Huo Jintao took power of the
Communist Party in 2002 may have reoriented China’s foreign policy towards a more
assertive advocacy of its global interests. Second, China became a WTO member in
December 2001, which is likely to have significantly affected China’s trading relations. Next,

we extend the analysis by restricting our sample to European partner countries to compare the

'% The reason why we also include the lagged value is because it may take some time for the diplomatic tensions
to translate into an actual decrease in trade values. Since trade flows are tied to contracts, the ‘Dalai Lama
Effect” may only become visible in trade statistics with a certain time delay. However, our results do not hinge
on this choice. At a later point, we also show results for different definitions of the variable of interest.

0 Data are available at http://www.dalailama.com/ (accessed: April 2010). Information was cross-checked and
completed with information provided on http://www.buddhismtoday.com (accessed: April 2010).
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results from previous estimations with those for this more homogenous set of countries.'"
Europe has been the most important travel destination of the Dalai Lama. Leaving aside his
host country India, of the 266 trips that the he made between 1991 and 2008, 160 of them
were to European countries.

All models are estimated using two estimation strategies: First, we run Fixed Effects
regressions. Standard errors are adjusted for clustering across partner countries since a
modified Wald test indicates groupwise heteroskedasticity.'®* Second, we rerun all models
using Feasible Generalized Least Squares (FGLS) to account for cross-sectional
heteroskedasticity across panels and autocorrelation. We employ a common AR(1) term since
an estimation with a panel-specific AR(1) term would lead to biased results. As noted by
Beck and Katz (1995), in contrast to a panel-specific AR(1) term, the use of the FGLS
correction for a common AR(1) is unlikely to lead to inaccurate estimations of the standard
errors.

Panel A of Figure V.1 provides a geographical overview of the Dalai Lama’s travel
pattern in the 1991-2008 period, whereas Panel B and Panel C show a map indicating where
and how many times the Dalai Lama was received by a government official or a political
leader, respectively. In many cases, the Dalai Lama was not received by any government
member during a visit to a country. Russia and Spain, both of which struggle with
independence movements, are examples of this. Appendix V.2 lists all the variables employed
in the analysis along with their definitions and sources. Appendix V.3 provides descriptive

statistics on all variables. Finally, Appendix V.4 lists all countries included in the analysis.

1 Our definition of European countries excludes members of the Community of Independent States (CIS) to
create a rather homogeneous group of countries. However, our results do not hinge on this definition.

"2 There is an emerging literature on biased estimates caused by the prevalence of zero trade flows in gravity
models. In our sample, however, this issue seems to be negligible since the number of zero export flows is very
small in our sample (57 of 2,269 observations, i.e., 2.5 percent).
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Figure V.1: Travel pattern of the Dalai Lama (1991-2008)

A. Dalai Lama visits

Legend
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Table V.1.1: Exports to China and Dalai Lama meetings of government members

(Hypothesis 1, all countries)

Fixed Effects FGLS AR(1)
1991-2008 1991-2001 2002-2008 | 1991-2008 1991-2001 2002-2008
(1) (2) (3) (4) (5) (6)
DL meets government member -0.102 -0.091 -0.133** -0.080** -0.058* -0.059**
(0.296) (0.409) (0.027) (0.019) (0.073) (0.011)
(log) GDP 0.597** 0.816** -0.007 0.197** 0.311%** 0.382%**
(0.019) (0.040) (0.981) (0.011) (0.004) (0.000)
(log) Population 3.648*** 2.822 3.411** 0.501*** 0.272 2.689***
(0.002) (0.102) (0.035) (0.001) (0.176) (0.000)
(log) Exchange rate -0.047 -0.059 0.158 0.042%* -0.025 0.270%**
(0.615) (0.594) (0.357) (0.084) (0.394) (0.000)
R-squared 0.444 0.129 0.280
Observations 2,062 1,142 912 2,062 1,142 912
Number of countries 159 148 151 159 148 151

Notes:

- All regressions with country and time fixed effects.

- Robust p-values in brackets; * significant at 10%; ** significant at 5%; *** significant at 1%

- Standard errors in Fixed Effects regressions are adjusted for clustering across partner countries.

- FGLS regressions are corrected for cross-sectional heteroskedasticity across panels and first order autocorrelation.

V.3.2 Main Results

Table V.1.1 reports empirical results for the entire sample testing our first hypothesis that
meetings between the Dalai Lama and foreign officials have a trade-deteriorating effect.
Results are reported for both Fixed Effects and FGLS. Starting with the results from the Fixed
Effects regression, we find a negative coefficient on our dummy variable that takes a value of
1 if a government member has received the Tibetan leader in the current or previous year.
However, the coefficient is only statistically significant in the second sub-period, which
covers the Hu Jintao era (2002-2008).'** This result is in line with the increased political and
economic power China has acquired in the world in recent years. We find that Dalai Lama
meetings with a government member decrease exports to China by 12.5 percent on average.'”*
The coefficient is statistically significant at the five-percent level. This effect is comparable in
size to the effect of a state visit in Nitsch (2007) — of course in our case running in the
opposite direction. FGLS results confirm the negative effect of Dalai Lama receptions on

exports to China in the second sub-period. The expected impact on trade is significant at the

five-percent level and, with 5.7 percent, considerably smaller than the effect estimated under

1% As a robustness check, we ran 159 regressions of the same model specification, each time excluding one of
China’s trading partners. In each case, the coefficient remained negative and statistically significant at
conventional levels.

9 exp(—0.133) — 1 =—12.5%.
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Fixed Effects. In addition, the FGLS results unveil a negative effect for the first sub-period as
well as for the overall sample. Closer investigation, however, reveals that this finding is
driven by product group 9 of the Standard International Trade Classification (SITC), a rather
heterogeneous group of products.'®

In five of the six models in Table V.1.1, the coefficient on GDP is positive and thus in
line with the gravity model of trade. It is only in the Fixed Effects model for the second sub-
period that we do not find the expected positive coefficient on GDP. However, if we exclude
the time dummies, the coefficient becomes positive and significant (results available upon
request). Apparently, China’s major trading partners were on the same business cycle during
the second sub-period. Turning to the effect of the population size of China’s trading partners,
the corresponding coefficient is positive in all models, but not statistically significant at
conventional levels in the first sub-period. This positive coefficient suggests the existence of
export-promoting scale effects as a result of a larger population size. The coefficient on the
nominal exchange rate is positive in the FGLS estimations for the overall sample and the
second sub-period, which shows that a depreciation of the partner country’s currency with
respect to the Chinese Renminbi has a positive effect on their exports to China. Summing up
to this point, empirical results consistently confirm that there is a trade-deteriorating effect
caused by foreign officials receiving the Dalai Lama in the 2002- 2008 period (Hu Jintao

era).'”

In what follows, we thus restrict our analysis to this relevant time period.

Column 2 (Fixed Effects) and Column 7 (FGLS) of Table V.1.2 show results for a
sample restricted to the more homogenous group of European countries that accounts for
roughly half of all Dalai Lama receptions by government members. For the reader’s
convenience, we show the results of our baseline regressions from Table V.1.1 in column 1
(Fixed Effects) and column 6 (FGLS) of Table V.1.2. We also find evidence in favor of a
trade-deteriorating effect in our European subsample. The estimated negative effect of Dalai

Lama meetings at government level on European exports to China amounts to 11.5 percent in

the Fixed Effects regression and 13.1 percent in the FGLS regression.

195 We ran the same regression at the level of product groups and found results in the first period (1991-2001) to
be driven by exports from SITC section 9 (‘Commodities and transactions not classified elsewhere in the SITC”).
The negative significant effect of Dalai Lama meetings on exports vanishes when we exclude this group from the
regression (see Appendix V.5). SITC section 9 consists of ‘Postal packages not classified according to kind’,
‘Special transactions and commodities not classified according to kind’, ‘Coin (other than gold coin), not being
legal tender’, and ‘Gold, non-monetary (excluding gold ores and concentrates).’

1% Note that we do not claim that this finding is necessarily due to the personality of Hu Jintao. Alternatively, it
may reflect the economic and political rise of China.
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Table V.1.2: Exports to China and Dalai Lama meetings of government members (alternative model specifications, 2002-2008)

Fixed Effects FGLS AR(1)
World Europe World World World World Europe World World World
(1) (2) (3) (4) (5) (6) (7) (8) (9) (10)
DL meets government member -0.133** -0.122* -0.136** -0.132%** -0.127%** -0.059** -0.140%** -0.043* -0.065** -0.064***
(0.027) (0.098) (0.023) (0.030) (0.035) (0.011) (0.003) (0.084) (0.011) (0.006)
(log) GDP -0.007 0.362 -0.025 -0.147 -0.014 0.382%** 0.691%** 0.331%** 0.240%*** 0.359%**
(0.981) (0.587) (0.931) (0.640) (0.962) (0.000) (0.000) (0.000) (0.002) (0.000)
(log) Population 3.411** 2.208 3.250* 3.075* 3.325** 2.689*** -0.123 3.487*** 2.055%** 2.638***
(0.035) (0.495) (0.055) (0.055) (0.032) (0.000) (0.627) (0.000) (0.000) (0.000)
(log) Exchange rate 0.158 -1.086 0.029 0.101 0.129 0.270%** -0.445 0.140%** 0.186** 0.268***
(0.357) (0.320) (0.883) (0.566) (0.465) (0.000) (0.249) (0.026) (0.015) (0.000)
Other exports / GDP 2.757 2.098***
(0.150) (0.000)
(log) Tariff rate -0.030 -0.064***
(0.761) (0.000)
UNGA voting alignment 2.020 0.718**
(0.208) (0.030)
R-squared 0.280 0.502 0.294 0.296 0.283
Observations 912 247 906 887 912 912 247 906 887 912
Number of countries 151 36 150 148 151 151 36 150 148 151

Notes:

- All regressions with country and time fixed effects.

- Robust p-values in brackets; * significant at 10%; ** significant at 5%; *** significant at 1%

- Standard errors in Fixed Effects regressions are adjusted for clustering across partner countries.

- FGLS regressions are corrected for cross-sectional heteroskedasticity across panels and first order autocorrelation.
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Next, we include three additional control variables to our baseline regression to further
test the robustness of our results. In a first step, we assess the effect of partner countries’
export orientation on exports to China. While time-invariant country characteristics are
captured by the country fixed effects, changes in export orientation across time are not
accounted for in our baseline model. We hypothesize that exports to China grow over time
when a partner country’s export orientation increases. The export orientation of China’s
trading partners is measured as the total exports to all countries except China as a share of
GDP. Trade data are again retrieved from UN COMTRADE and GDP data are obtained from
the World Development Indicators (World Bank 2009). The effect of export orientation is not
statistically significant at conventional levels in the Fixed Effects regression (column 3).
However, in the FGLS estimation, the coefficient is significant at the one-percent level and
correctly signed (column 8). Independent of the estimation strategy, the coefficient on our
Dalai Lama variable is stable and remains significant at conventional levels.

As a second control variable, we add the log of the trade-weighted bilateral tariff rate
to our baseline model in order to account for tariff barriers to trade between each country and
China.'”’ Tariff data are taken from the UNCTAD-TRAINS database. In both regression
frameworks, the coefficient on the dummy variable for the reception of the Dalai Lama by a
government member is robust to the inclusion of tariff rates. While the tariff coefficient is
negative, in line with theory, it is only statistically significant at conventional levels in the
FGLS estimation. The addition of tariff rates slightly increases the absolute size of the
coefficient on the Dalai Lama variable in the FGLS framework (column 9) and leaves the
coefficient in the Fixed Effects setting virtually unchanged (column 4). In both cases, the
coefficient remains significant at the five-percent level. This finding can be taken as an
indication that the trade-reducing ‘Dalai Lama Effect’ does not operate via an increase of
tariff barriers.

The third additional control variable aims to account for the effect of political
friendship or hostility on trade with China. A frequently used measure for the extent of
bilateral friendship is the degree to which countries vote in line with each other in the United
Nations General Assembly (UNGA) (e.g., Richardson and Kegley 1980; Barro and Lee 2005;
Dreher and Jensen 2007; Kastner 2007; Dreher and Gassebner 2008). Although this measure
has its drawbacks, it also has the advantage that it is available for virtually every country in

the world over a long time period. We construct a variable for capturing the voting

"7 Arguably, China’s import tariffs themselves may be affected by diplomatic tensions caused by meetings of
foreign officials with the Tibetan leader. Hence, the estimated coefficient on the Dalai Lama variable has to be
attributed to channels other than the bilateral tariff rate.
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coincidence at the assembly using the same method as Richardson and Kegley (1980) and
Thacker (1999).198 Therefore, our indicator of friendship with China is the number of times
that a trading partner had the same voting behavior as China as a fraction of all voting
instances. Votes in agreement are coded as 1, votes in disagreement as 0 and abstentions and
absences as 0.5. The regressions in columns 5 and 10 in Table V.1.2 show that greater amity
with China seems to promote trade, but that the effect is only statistically significant at
conventional levels in the FGLS regression and has a negligible impact on the size of the
Dalai Lama dummy variable.

In order to test Hypothesis 2, we run a modified version of the basic regression for the
relevant time period (2002-2008), accounting for the different ranks of dignitaries who met
with the Dalai Lama. To this end, we include four dummy variables covering an increasingly
broader group of people. Furthermore, we include a dummy variable, which takes a value of 1
if the Dalai Lama travelled to the country — regardless of whether he was received by any
dignitary. All dummy variables take a value of 1 if an event was registered in the current or
previous year.

The regressions in columns 1 to 5 (Fixed Effects) and 10 to 14 (FGLS) in Table V.2
confirm our hypothesis that the trade deteriorations caused by Dalai Lama meetings are
associated with the rank of the dignitary that receives the Tibetan leader. We find that
meetings between the Dalai Lama and political leaders, defined as head of state or
government, have the greatest significant negative impact on exports to China. Dalai Lama
meetings at the highest political level reduce exports to China by 16.9 percent according to
the Fixed Effects results and by 8.1 percent in our FGLS regression framework. Smaller, but
still significant, effects are found when the definition of our variable of interest is extended to
include government members and national officials, respectively. The effect is again smaller
for the group including all dignitaries listed by the Office of the Dalai Lama. The
corresponding coefficient is only significant at the ten-percent level in the FGLS regression
and even becomes statistically insignificant at conventional levels in the Fixed Effects

regression.

%8 The UNGA roll-call voting data are made available by Voeten and Merdzanovic (2009). We thank Axel
Dreher for providing us with a Stata do-file to process the data.
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Table V.2: Exports to China and Dalai Lama meetings at various political levels (Hypothesis 2, all countries, 2002-2008)

Fixed Effects FGLS AR(1)
(1) (2) €) (4) (5) (6) @ (8) (9) (10) (11) (12) (13) (14) (15) (16) (17) (18)
political leader -0.185** -0.193*  -0.177*  -0.212**  -0.207** | -0.084%*** -0.082**  -0.069**  -0.079**  -0.082***
- (0.011) (0.068) (0.083) (0.041) (0.017) (0.002) (0.029) (0.040) (0.017) (0.006)
»‘é government member -0.133** 0.010 -0.059** -0.003
) (0.027) (0.906) (0.011) (0.927)
% national official -0.128** -0.009 -0.057** -0.019
g (0.029) (0.904) (0.013) (0.476)
2 all dignitaries -0.084 0.032 -0.044** -0.009
(0.176) (0.710) (0.033) (0.708)
DL visits country -0.058 0.033 -0.039* -0.013
(0.311) (0.617) (0.062) (0.559)
(log) GDP -0.031 -0.007 -0.006 -0.004 0.009 -0.032 -0.030 -0.032 -0.036 0.351*%**  0.382*** 0.386*** 0.388*** 0.402*** | 0.352*** (.357*** (.353***  (.355***
(0.920) (0.981) (0.984) (0.991) (0.976) (0.919) (0.922) (0.917) (0.908) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
(log) Population 3.433** 3.411** 3.403**  3.396**  3.369** | 3.432**  3.434**  3.421** 3.421%* | 2.666%**  2.689*%**  2.669*** 2.676%** 2.657*** | 2.667***  2.659***  2.687***  2.685***
(0.033) (0.035) (0.035) (0.036) (0.037) (0.033) (0.033) (0.033) (0.033) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
(log) Exchange rate 0.151 0.158 0.157 0.158 0.165 0.150 0.151 0.151 0.149 0.268***  0.270***  0.269***  0.269***  0.281*** | 0.268*** 0.265*** 0.266***  0.269***
(0.380) (0.357) (0.359) (0.358) (0.337) (0.380) (0.380) (0.379) (0.386) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
R-squared 0.280 0.280 0.280 0.279 0.279 0.280 0.280 0.280 0.280
Observations 912 912 912 912 912 912 912 912 912 912 912 912 912 912 912 912 912 912
Number of countries 151 151 151 151 151 151 151 151 151 151 151 151 151 151 151 151 151 151

Notes:

- All regressions with country and time fixed effects.
- Robust p-values in brackets; * significant at 10%; ** significant at 5%; *** significant at 1%
- Standard errors in Fixed Effects regressions are adjusted for clustering across partner countries.

- FGLS regressions are corrected for cross-sectional heteroskedasticity across panels and first order autocorrelation.
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Since meetings with political leaders seem to have the highest impact, we test whether
additional effects occur when the Dalai Lama is also received by lower ranked dignitaries. As
shown in columns 6 to 8 (Fixed Effects) and columns 15 to 17 (FGLS), there is no additional
effect for lower-ranked dignitaries meeting the Dalai Lama in addition to the effect found for
political leaders. When controlling for receptions at the highest political level, each
coefficient for meetings at a lower level is not statistically significant at conventional
levels.'” The coefficient on the dummy indicating the presence of the Dalai Lama in the
country — irrespective of whether he was received by a dignitary — is not statistically
significant at conventional levels in the Fixed Effects (column 5) and loses its significance in
the FGLS regression when controlling for whether an encounter with the Tibetan leader took
place (column 18). This underlines that the effect is only caused by a meeting with a foreign
leader, whereas the mere presence of the Dalai Lama in the respective country has no effect.

Having shown that the trade-deteriorating effect is driven by meetings with heads of
state or government, we focus on these meetings in the following regression analyses. Table
V.3 shows how the ‘Dalai Lama Effect’ evolves over time in a Fixed Effects and in an FGLS
regression framework (Hypothesis 3). In order to compare the effect of Dalai Lama meetings
over time, we include separate dummy variables that take a value of 1 if the Tibetan leader is
received by a political leader in the next year, current year, previous year, two years ago and
three years ago, respectively. Starting with the worldwide sample, we find statistically
significant negative coefficients on the Dalai Lama dummies for the current and previous
years. Both coefficients are similar in size and a t-test does not reject the null hypothesis that
the two coefficients are equal in size at the ten-percent level. All other coefficients on the
Dalai Lama variables are not statistically significant at conventional levels. We thus conclude
that the trade-reducing impact of Dalai Lama meetings disappears after two years, which is in
line with Hypothesis 3. Turning to our smaller European sample, we find a similar pattern.
The coefficient for Dalai Lama meetings in the current year is statistically significant at the
five-percent level, but the coefficient on the dummy for a Dalai Lama reception in the
previous year loses significance in the Fixed Effects regression, while retaining significance

in the FGLS estimation.

" When restricting our sample to European countries, a similar pattern emerges. Once more, we find the largest
effect for Dalai Lama meetings with political leaders. Again, the coefficients for Dalai Lama meetings with
lower-ranked dignitaries are substantially smaller. In the Fixed Effects regression, however, the size of the
coefficient for a Dalai Lama meeting with any dignitary outperforms the size of the corresponding dummy
restricted to government members or national officials. See Appendix V.6.
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Table V.3: Exports to China and Dalai Lama meetings of political leaders

(Hypothesis 3, time-event specification, 2002-2008)

Fixed Effects FGLS AR(1)
World Europe World Europe
(1) (2) (3) (4)
DL met political leader in t+1 -0.113 -0.092 -0.044 -0.037
(0.203) (0.276) (0.155) (0.629)
DL met political leader in t -0.189** -0.183* -0.105%** -0.135*
(0.011) (0.065) (0.001) (0.064)
DL met political leader in t-1 -0.192%** -0.150 -0.087** -0.318%***
(0.031) (0.300) (0.023) (0.000)
DL met political leader in t-2 0.061 0.191 0.009 0.103
(0.441) (0.203) (0.827) (0.137)
DL met political leader in t-3 -0.019 0.021 -0.016 -0.047
(0.778) (0.854) (0.611) (0.433)
(log) GDP -0.033 0.303 0.341%** 0.559%**
(0.914) (0.667) (0.000) (0.001)
(log) Population 3.368** 1.864 2.577*** 0.074
(0.042) (0.547) (0.000) (0.782)
(log) Exchange rate 0.145 -1.127 0.266*** -0.435
(0.399) (0.304) (0.000) (0.259)
R-squared 0.281 0.507
Observations 912 247 912 247
Number of countries 151 36 151 36

Notes:
- All regressions with country and time fixed effects.

- Robust p-values in brackets; * significant at 10%; ** significant at 5%; *** significant at 1%
- Standard errors in Fixed Effects regressions are adjusted for clustering across partner countries.
- FGLS regressions are corrected for cross-sectional heteroskedasticity across panels and first order autocorrelation.

V.3.3 Endogeneity Concerns

In analogy to the reverse causal relationship between trade and military conflicts (e.g., Glick
and Taylor 2010), the precise nature of the causal link between diplomatic conflicts and trade
is unclear. On the one hand, we hypothesize that receiving the Dalai Lama leads to reduced
exports to China. On the other hand, stronger commercial ties might also make it less likely
that a political leader invites the Dalai Lama in the first place. There are good reasons to

believe that a country is more reluctant to receive the Buddhist leader if it has a well-

established trade relationship with China, which it does not want to jeopardize.

We make use of a Two-Stage-Least-Squares (2SLS) model to account for the potential

endogeneity of Dalai Lama meetings. The crucial point in a 2SLS regression framework is the
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choice of an appropriate instrument, which sufficiently explains Dalai Lama meetings with
political leaders, but is uncorrelated with the error term in the second stage regression.
According to the exclusion restriction, an appropriate instrument should not affect exports to
China through channels other than the potentially endogenous variable, i.e., the dummy for
Dalai Lama receptions. In other words, an appropriate instrument should have no direct
influence on exports to China. In order to find suitable instruments, one needs to gain a better
understanding of the Dalai Lama’s travel behavior. According to the Dalai Lama himself,
most visits abroad follow from invitations from Tibetan and Buddhist communities (Gyatso
1990). During his stays abroad, the Dalai Lama gives lectures and religious speeches and
meets local Buddhist communities. While most meetings with lower-ranked dignitaries are
scheduled long in advance, it is usually unclear some weeks or even days before the Dalai
Lama embarks on a journey, whether he will be received by high-ranked officials.”*’ In some
cases, the head of state or government just “drops in” while the Dalai Lama is meeting with a
lower-ranked government member. The political leader’s decision process of whether or not
to meet with the Dalai Lama is usually accompanied by discussions in the media and demands
from pro-Tibet lobby groups.

We employ the following three instruments in an attempt to control for endogeneity.
The first instrument is the binary dummy variable discussed above, which takes a value of 1 if
the Dalai Lama travelled to a partner country in a given year. The underlying idea here is that
the Tibetan leader is more likely to meet with officials in those years in which he travels to
their respective partner countries. Most meetings with foreign dignitaries take place in the
dignitary’s own country, although meetings have also occurred in third-party countries such
as the 2008 meeting between French President Nicolas Sarkozy and the Dalai Lama in
Poland. As outlined above, the Dalai Lama usually fixes his travel itinerary based on
invitations from Buddhist or Tibetan communities to give teachings and public talks. Since
his travel plans do generally not follow invitations from political leaders, we assume that our
instrument is exogenous. Our second instrument is the number of days that the Dalai Lama
spent in a partner country. We hypothesize that the longer the duration of the Dalai Lama’s

stay in a country, the greater will be the public awareness of his presence in the country, the

% For example, shortly before the Dalai Lama’s arrival in Italy in 2003, Prime Minister Silvio Berlusconi left it
open whether he would accept the invitation of the Italian Parliamentary Group for Tibet to meet with the
Tibetan leader. Finally, he refused the invitation. In the forerun of a trip to Mongolia in 2006, it remained unclear
whether or not the Dalai Lama would be received by President Nambaryn Enkhbayar during his stay in the
country. In the end, no meeting was scheduled. In a similar manner, the encounter of the Austrian chancellor
Alfred Gusenbauer in 2007 was made public only one day before the actual meeting took place.
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more intense will be the public discussion regarding his potential official reception, and the
greater will be the pressure on political leaders to receive him.

As a third instrument, we use the number of Tibet Support Groups (TSG) in a trading
partner country. TSGs are non-governmental organizations (NGOs) formed voluntarily and
maintained by private individuals with the aim of rallying regional, national, or international
awareness of and support for the Tibet issue. TSGs work independently from the Central
Tibetan Administration and act as non-profit organizations that are open to any individuals
willing to join the pro-Tibet movement. The larger the pro-Tibetan network in a partner
country, the more inclined the political leader might be to receive the Dalai Lama in order to
satisfy the demands of these pressure groups. Moreover, the number of TSGs may serve as a
proxy for the extent to which a country’s population is interested in the Tibet issue.

The dataset on the number of TSGs was established based on a list of pro-Tibet
movements that was released by the Central Tibetan Administration in exile.*”! To account
for the evolution of the pro-Tibet movement over time, we construct a time series by
collecting information on the year of foundation of each TSG. In order to get information for
those TSGs that do not provide this information on their homepage, we contacted them via e-
mail and fax. Using this approach, we obtained information on the founding year for about
53.8 percent of all listed 295 organizations. Unfortunately, insufficient information is
available on the number of members of each group so that we cannot account for differences
in size between Tibet NGOs. With 31 recorded organizations, most TSGs in our sample are
located in France, followed by the United States with 20 Tibet NGOs.

The first stage results of our 2SLS estimation approach (see Appendix V.7) are in line
with our expectations: the likelihood that a political leader meets the Dalai Lama increases
when the Tibetan head of government in exile travels to the leader’s country, increases with
the duration of the visit and also increases with the number of Tibet Support Groups in the
partner country. The Angrist-Pischke test of excluded instruments displayed in Table V.4
underlines the relevance of the instruments selected in the first stage. The null hypothesis of
the test is rejected in all specifications. Only in the smaller European sample does the F

statistic fall below the critical rule of thumb value of 10 (Staiger and Stock 1997).

2 The list is available at http://www.tibet.net (accessed: June 2009).
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Table V.4: Exports to China and Dalai Lama meetings of political leaders (endogeneity, 2002-2008)

2SLS
World Europe World World World World w/o FRA w/o IND w/o FRA&IND
(1) (2) (3) (4) (5) (6) (7) (8) (9)
DL meets political leader (t/t-1) -0.229* -0.242**
(0.052) (0.014)
DL meets political leader (t) -0.202* -0.211* -0.195* -0.203** -0.227** -0.153** -0.200%**
(0.063) (0.057) (0.063) (0.020) (0.040) (0.031) (0.048)
DL meets political leader (t-1) -0.221* -0.171
(0.082) (0.134)
(log) Exports (t-1) 0.197** 0.198** 0.373%*x* 0.365%* 0.335%* 0.339%*
(0.024) (0.023) (0.009) (0.018) (0.023) (0.024)
(log) GDP -0.041 0.255 -0.040 0.064 0.089 0.810%*** 0.836*** 0.858*** 0.872%**
(0.896) (0.697) (0.897) (0.822) (0.750) (0.000) (0.000) (0.000) (0.000)
(log) Population 3.458** 2.360 3.447** 3.505%** 3.401** 0.121* 0.120 0.138 0.144%
(0.031) (0.477) (0.032) (0.009) (0.011) (0.093) (0.124) (0.115) (0.085)
(log) Exchange rate 0.147 -1.117 0.147 0.130 0.138 0.201 0.209 0.254 0.229
(0.391) (0.305) (0.391) (0.410) (0.381) (0.310) (0.294) (0.208) (0.265)
Angrist-Pischke F test 12.69 6.99 23.90/15.40 23.55/15.32 29.12
(Test of excluded instruments) (0.000) (0.000) (0.000)/(0.000) (0.000)/(0.000) (0.000)
Hansen ) 1.610 3.258 1.432 0.185 0.236 41.82 40.13 43.66 39.29
(Overidentification test) (0.807) (0.516) (0.698) (0.980) (0.889) (0.723) (0.783) (0.612) (0.780)
Kleinbergen Paap LM test 22.40 15.28 21.13 21.17 19.61
(Underidentification test) (0.000) (0.009) (0.000) (0.000) (0.000)
Endogeneity test 0.082 0.038 0.073 1.131 1.407
(0.774) (0.846) (0.964) (0.568) (0.236)
Arellano-Bond test for AR1/AR2 -2.557/1.246 -2.479/1.208 -2.48/1.146 -2.465/1.149
(0.011)/(0.213) (0.013)/(0.227) (0.013)/(0.252) (0.014)/(0.250)
R-squared 0.280 0.504 0.280 0.379 0.378
Observations 912 247 912 863 863
Number of countries 151 36 151 142 142 149 148 148 147
Number of instruments 5 5 5 5 3 61 61 60 60

Notes: - * significant at 10%; ** significant at 5%; *** significant at 1%

- 2SLS with clustered standard errors, country and time fixed effects. / System GMM with time dummies, Windmeijer finite sample correction and external instruments.
- Instruments (1)-(4): Number of Tibet Support Groups (lagged), Dalai Lama visit dummy (current and lagged) and Duration of Dalai Lama visit (in days, current and lagged).
- Instruments (5)-(9): Number of Tibet Support Groups (lagged), Dalai Lama visit dummy (current) and Duration of Dalai Lama visit (in days, current).
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The regressions in columns 1 to 5 of Table V.4 show the results for the second stage
regressions of our 2SLS approach.”** Again, we present results for the relevant time period
(2002-2008). Starting with the worldwide sample (column 1), the coefficient on the dummy
variable indicating whether the Dalai Lama was received by a head of state or head of
government in the current or previous year is negative and statistically significant, i.e., we still
find that Dalai Lama meetings have a trade-deteriorating effect when controlling for potential
endogeneity. The coefficient is somewhat larger than in the Fixed Effects regression (Table
V.2, column 1). For the European subsample, displayed in column 2 of Table V.4, the Dalai
Lama coefficient is significant at the five-percent level.

In order to shed light on the timing of the ‘Dalai Lama Effect’, we include two dummy
variables, the first taking a value of 1 if a Dalai Lama meeting took place in the current period
and the second taking a value of 1 if the Dalai Lama was received in the previous period. The
results in column 3 of Table V.4 show that the coefficients for both dummy variables have the
expected negative signs, are of similar size, and are significant at the ten-percent level. Tests
for overidentification (Hansen J) and underidentification (Kleinbergen Paap LM test) also
confirm the validity of our instruments. Even though the 2SLS regression results support our
previous findings, note that the C test for endogeneity does not reject the null hypothesis of
exogeneity of the Dalai Lama dummy.*** Consequently, the Fixed Effects estimates discussed
in Section V.4.2 are more efficient than the 2SLS estimates.

Next, we tackle a further endogeneity issue, which stems from the potential
endogeneity of lagged export values. Since trade relationships are persistent over time, we
include lagged exports as an additional explanatory variable in order to explain current
exports to China as a function of past export values. Established commercial ties and signed
contracts mean that exports evolve with inertia. It is possible that the lagged exports variable
is endogenous in a short panel, which could lead to biased results (Nickell 1981). Unobserved
panel level effects may be correlated with lagged exports, thereby making the 2SLS estimator
inconsistent. In order to address this issue, we apply the two-step System GMM estimator,
which incorporates equations in first differences and in levels (Arellano and Bover 1995;
Blundell and Bond 1998). Since we have a small T in our setting (T=7), we employ the
Windmeijer correction to obtain standard errors which are larger and more reliable in finite

samples (Windmeijer 2005). Meetings with the Dalai Lama and lagged exports are treated as

22 All results are based on the user-written Stata command xtivreg2 (Schaffer 2005).

2% Under conditional homoskedasticity, the C statistic is numerically equal to the Durbin-Wu-Hausman test.
However, its main advantage is that it is robust to violations of conditional homoskedasticity (see Hayashi 2000:
232-234).
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endogenous and all additional covariates as strictly exogenous. Furthermore, we include time
fixed effects and employ the same external instruments as in the 2SLS regression framework
discussed above. To limit the number of instruments, the matrix of instruments is collapsed as
proposed in Roodman (2009).

Before proceeding to the GMM estimation results, column 4 of Table V.4 reports for
comparison the 2SLS results when lagged exports are included as an additional control
variable. The coefficient on lagged exports to China is statistically significant at the five-
percent level. Interestingly, the Dalai Lama dummy indicating a meeting with a political
leader in the previous period becomes insignificant once we include the lagged exports
variable. Arguably, the ‘Dalai Lama Effect’ of meetings in the previous period is already
(partially) captured in the lagged export variable. However, the dummy variable indicating a
reception of the Tibetan leader in the current period remains statistically significant at
conventional levels as expected. In column 5, we therefore exclude the dummy variable
indicating a Dalai Lama meeting in the previous period. The coefficients on the remaining
variables remain virtually unchanged.

Column 6 shows our GMM regression results for the worldwide sample.?** The
estimated coefficient on Dalai Lama meetings is negative, statistically significant at the five-
percent level, and of similar size as the corresponding value in the 2SLS setting. The
coefficient on the lagged exports variable has the expected positive sign and is statistically
significant at the five-percent level. The Hansen test on the validity of the instruments used
does not reject the exogeneity of the covariates. The Arellano-Bond test does not reject the
hypothesis of no second-order autocorrelation in the data, which needs to be absent in order
for the estimator to be consistent. As a final robustness check, we exclude France in column 7
and India in column 8 from our sample, since both countries show extreme values in the
distribution of our instrumental variables. France is the country with by far the most Tibet
Support Groups (31 in our sample). India, in turn, is the country that experiences the longest
Dalai Lama visits (up to 124 days per year). Nevertheless, when separately or jointly
excluding the two countries from the GMM regression, our variable of interest remains
statistically significant at the five-percent level (columns 7-9). We therefore conclude that our

results are not driven by these outliers.

%% All results are based on the user-written Stata command xtabond2 (Roodman 2009).
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V.3.4 Results by Product Group

Finally, we investigate which product groups drive the trade-deteriorating ‘Dalai Lama
Effect.” As indicated in the first column of Table V.5.1, the value of exports to China is
especially concentrated among the following SITC product groups: ‘Machinery and transport
equipment’ (41.0 percent of total exports to China), ‘Manufactured goods classified chiefly by
material’ (13.3 percent), ‘Chemicals and related products’ (12.4 percent) and ‘Crude
materials, inedible, except fuels’ (12.1 percent). Exports of goods of the most important
product group, ‘Machinery and transport equipment’, are expected to be closely associated
with the state of political relations between countries as negotiations over the purchase of
such goods are commonly carried out during the course of high-rank trade talks between
national representatives and trade delegations. Running separate regressions for each SITC
product group, Table V.5.1 reports the full-sample results for the period 2002 to 2008. With
the exception of ‘Beverages and tobacco’, the coefficients for all subgroups exhibit the
expected negative sign in the Fixed Effects and FGLS regressions. However, only SITC group
7, which incorporates ‘Machinery and transport equipment’, the most important product
group, turns out to be statistically significant in both regression frameworks. Furthermore, in
the FGLS setting, we find a statistically significant and negative coefficient for ‘Food, live
animals’, ‘Crude materials’ and ‘Mineral fuels.’

Table V.5.2 reports our results when the regressions are repeated for European
countries. Results are found to be more diverse in the European sample. In the Fixed Effects
regressions, we find negative and statistically significant results for the group of ‘Food, live
animals’ and, once again, ‘Machinery and transport equipment.” The coefficients on Dalai
Lama meetings for the remaining groups are not statistically significant at conventional levels.
In the FGLS regressions, statistically significant effects at conventional levels are found for
‘Crude materials’, ‘Mineral fuels’, ‘Chemicals’, and ‘Machinery and transport equipment.’
Therefore, the only product group for which we find a statistically significant negative effect
at conventional levels for both samples and both estimation techniques is ‘Machinery and
transport equipment.’” This result suggests that the ‘Dalai Lama Effect’ exists predominantly
for those goods that are commonly sold in the course of state visits and trade missions. Our
results lend at least weak support in favor of a ‘Dalai Lama Effect’ operating through
consumer opinions since negative coefficients on Dalai Lama meetings are found for
consumption goods, namely ‘Food, live animals’ and ‘Miscellaneous manufactured articles.’
Finally, there is at least some evidence indicating that strategic goods such as ‘Crude

materials’ and ‘Mineral fuels’ are not free from political influences. This contradicts Polachek
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(1980), who argues that oil exports show a low export elasticity to conflict between trading

partners, as oil-dependent economies have little choice but to continue importing the product

regardless of any bilateral conflicts with an oil-exporting country.

Table V.5.1: Exports to China and Dalai Lama meetings of political leaders

(by product groups, all countries, 2002-2008)

World 2002-2008

Product Group (SITC) % trade Fixed Effects FGLS AR(1) Obs. Countries
Food, live animals (0) 1.7 -0.197 (0.283) | -0.107* (0.075)| 710 124
Beverages and Tobacco (1) 0.2 0.181 (0.545) 0.115 (0.319) | 467 91
Crude materials, inedible, except fuels (2) 12.1 -0.140 (0.328) | -0.116*** (0.003) | 840 140
Mineral fuels, lubricants and related materials (3) 7.8 -0.432  (0.275) | -0.352*** (0.000) | 481 84
Animal and vegetable oils, fats and waxes (4) 1.0 -0.206  (0.661) | -0.046  (0.620) | 349 69
Chemicals and related products, n.e.s. (5) 124 -0.096  (0.593)| -0.049 (0.194)| 722 125
Manufactured goods classified chiefly by material (6) 13.3 -0.031 (0.874)| -0.032  (0.499) | 800 132
Machinery and transport equipment (7) 41.0 |-0.605*** (0.000) | -0.359*** (0.000) | 756 129
Miscellaneous manufactured articles (8) 7.3 -0.232  (0.291) | -0.105* (0.054) | 754 128
Not classified elsewhere (9) 2.2 -0.294  (0.324)| -0.037 (0.675) | 504 100

Notes:
- All regressions with country and time fixed effects.

- Robust-p values in brackets; * significant at 10%; ** significant at 5%; *** significant at 1%

- Standard errors in Fixed Effects regressions are adjusted for clustering across partner countries.

- FGLS regressions are corrected for cross-sectional heteroskedasticity across panels and first order autocorrelation.
- % trade denotes the average share of each SITC product group in total exports to China.

Table V.5.2: Exports to China and Dalai Lama meetings of political leaders

(by product groups, European countries, 2002-2008)

Europe 2002-2008

Product Group (SITC) % trade Fixed Effects FGLS AR(1) Obs. Countries
Food, live animals (0) 1.3 |-0.539** (0.029)| -0.160  (0.110) | 213 33
Beverages and Tobacco (1) 0.4 0.126  (0.784) 0.279 (0.177) | 190 32
Crude materials, inedible, except fuels (2) 5.7 -0.052 (0.742) | -0.114* (0.084) | 242 36
Mineral fuels, lubricants and related materials (3) 1.0 -0.132 (0.695) | -0.228* (0.087) | 191 29
Animal and vegetable oils, fats and waxes (4) 0.1 -0.280 (0.715) 0.100 (0.668) | 142 26
Chemicals and related products, n.e.s. (5) 9.5 -0.004 (0.985) | -0.143** (0.011) | 237 36
Manufactured goods classified chiefly by material (6) 12.5 -0.306 (0.187) | -0.103  (0.171)| 241 36
Machinery and transport equipment (7) 58.3 |-0.396*%* (0.025) | -0.286*** (0.000) | 246 36
Miscellaneous manufactured articles (8) 7.0 -0.191 (0.304) | -0.059  (0.262) | 245 36
Not classified elsewhere (9) 3.6 0.060 (0.820) 0.074 (0.610) | 177 30

Notes:
- All regressions with country and time fixed effects.

- Robust p-values in brackets; * significant at 10%; ** significant at 5%; *** significant at 1%

- Standard errors in Fixed Effects regressions are adjusted for clustering across partner countries.
- FGLS regressions are corrected for cross-sectional heteroskedasticity across panels and first order autocorrelation.
- % trade denotes the average share of each SITC product group in total exports to China.
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V.4 Conclusions

Our article contributes to the literature on the political determinants of trade through an
assessment of the importance of the state of bilateral relations for trade with China. The
Chinese administration frequently threatens, in a more-or-less open manner, that meetings
between its trading partners’ officials and the Dalai Lama will be met with animosity and lead
to a subsequent deterioration in their trade relationships. Using data on the travel pattern of
the Dalai Lama, we run a gravity model of exports to China from 159 partner countries in the
1991-2008 period to test for political influences on China’s trading decisions. All models are
estimated using Fixed Effects with clustered standard errors and Feasible Generalized Least
Squares (FGLS) with a common AR(1) term. In order to account for the potential endogeneity
of meetings with the Dalai Lama, the number of Tibet Support Groups and the travel pattern
of the Buddhist leader are used as instruments in 2SLS and GMM regressions.

Empirical evidence confirms the existence of a trade-deteriorating effect of meetings
with the Dalai Lama for the Hu Jintao era (2002-2008). However, we find at best weak
evidence to support the existence of such an effect in earlier years. While our results suggest
that systematic trade reductions are only caused by meetings with heads of state or
government, we find no additional impact for meetings between the Dalai Lama and lower-
ranking officials. As a consequence of a political leader’s reception of the Dalai Lama in the
current or previous period, exports to China decrease by 8.1 percent or 16.9 percent on
average, depending on the estimation technique used. Furthermore, we find that this effect
will have disappeared two years after a meeting took place. Analyzing disaggregated export
data, ‘Machinery and transport equipment’ is found to be the only product group with a robust
negative effect of Dalai Lama meetings on exports across samples and estimation techniques.

To sum up, this is strong evidence that bilateral political relations are of large
importance for trade with China. Chinese trade relations are not free of political biases and the
country seems to exploit trade ties as a foreign policy tool. While political leaders should be
aware of potential export losses as a consequence of receiving the Dalai Lama, not meeting
with him is not necessarily the conclusion to be drawn from our findings. Despite the possible
deterioration in trade, state leaders can see receiving the Dalai Lama as a means to project
their stance on human rights and democracy. Therefore, the willingness to bear the costs of
trade reductions in conjunction with bilateral disagreements lends credible resolve to the
political position of such a country (see also Morrow 2003; Gartzke et al. 2001).

Beyond that, internationally coordinated receptions of the Dalai Lama by political

leaders, or even joint meetings, are a possibility to reconcile commercial interests with
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domestic demands to receive the Tibetan leader. Such a strategy may reduce China’s scope to
play one trading partner off against another. As sanctions imposed on one country can
generate rents to third countries through trade deviation, coordination among countries
receiving the Dalai Lama can prevent the problem of one country avoiding the Dalai Lama to
strengthen its commercial links with China at the expense of the others. Nonetheless, with the
increasing economic power of China and other (autocratic) emerging countries, the (ab)use of

trade ties as a foreign policy tool is likely to grow in importance.
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Appendix I.1: Variables and sources

Variable Description Source

Aid effort regressions

Aid effort Total Official Development Assistance as a share of GNI (commitments, in %) OECD DAC (http://stats.oecd.org)

Debt General government gross financial liabilities of donor country as a percentage of GDP (in %) OECD Economic Outlook (http://stats.oecd.org)

(log) GDP per capita
(log) Population
Government size
Cold War

War on Terror
Terror worldwide
Terror DAC

Terror donor

Aid for education
Aid for GCS

(log) NGOs

(log) Tertiary school enroliment
Civil liberties

(log) GDP of donor country divided by population (constant 2000 USS)

(log) Total population size of donor country

Total disbursements of the general government as a share of GDP (in %)

1if Cold War period (1971-1990)

1if War on Terror period (2002-2008)

Number of terror incidents worldwide (4-year average)

Number of terror incidents with victims from DAC countries (4-year average)

Number of terror incidents with victims from donor country (4-year average)

Aid to education sector (CRS Purpose Code 110, % of total aid commitments)

Aid to government and civil society sector (CRS Purpose Code 150, % of total aid commitments)
(log) Number of international NGOs operating in donor country (per 100,000 inhabitants)

(log) Gross enrollment ratio to tertiary education in donor country

Civil liberties rated on a seven-point scale, with 1 representing the most free and 7 the least free

WDI (http://databank.worldbank.org)
WDI (http://databank.worldbank.org)
OECD Economic Outlook (http://stats.oecd.org)

ITERATE (Mickolus et al. 2009)

ITERATE (Mickolus et al. 2009)

ITERATE (Mickolus et al. 2009)

OECD DAC (http://stats.oecd.org)

OECD DAC (http://stats.oecd.org)

Union of International Associations (1984-2007)
WDI (http://databank.worldbank.org)

Freedom House (2009)

Aid allocation regressions

ODA>0

(log) ODA

(log) GDP per capita

(log) Population

(log) Disaster

Democracy

UNGA voting

(log) Bilateral exports

(log) Oil production

(log) Donor total commitments
Bilateral terror donor

Bilateral terror DAC

State sponsor of terror

Aid for education

Aid for GCS

(log) Primary school enroliment
(log) Tertiary school enroliment
(log) NGOs

Donor aid for education

Donor aid for GCS

1if aid is commited to recipient country by donor country

(log) Total aid commitments to recipient country (constant 2000 US$)

(log) GDP of recipient country divided by population (constant 2000 USS)

(log) Total population of recipient country

(log) Number of people affected by disasters in recipient country

1 if the recipient regime qualifies as democratic

UNGA voting alignment between donor and recipient

(log) Donor exports to recipient country (constant 2000 USS)

(log) Oil production in recipient country in millions of barrels per day

(log) Total aid commitments of donor country (constant 2000 USS$)

Number of terror incidents with victims from donor country conducted by recipient citizens (4-year average)
Number of terror incidents with victims from DAC countries conducted by recipient citizens (4-year average)
1if a recipient country is classified by the US Secretary of State as a state sponsor of terror

Aid to education sector (CRS Purpose Code 110, % of total aid allocated to recipient)

Aid to government and civil society sector (CRS Purpose Code 150, % of total aid allocated to recipient)

(log) Gross enrollment ratio to primary education in recipient country

(log) Gross enrollment ratio to tertiary education in recipient country

(log) Number of international NGOs operating in recipient country (per 100,000 inhabitants)

Total aid to education sector (CRS Purpose Code 110, % of donor's total aid commitments)

Total aid to government and civil society sector (CRS Purpose Code 150, % of donor's total aid commitments)

OECD DAC (http://stats.oecd.org)

OECD DAC (http://stats.oecd.org)

WDI (http://databank.worldbank.org)
WDI (http://databank.worldbank.org)
EM-DAT (2010)

Cheibub, Gandhi and Vreeland (2009)
Voeten and Merdzanovic (2009)

COW (Barberini, Keshk and Pollins 2008)
Humphreys (2005), BP (2010)

OECD DAC (http://stats.oecd.org)
ITERATE (Mickolus et al. 2009)

ITERATE (Mickolus et al. 2009)

U.S. Department of State

OECD DAC (http://stats.oecd.org)

OECD DAC (http://stats.oecd.org)

WDI (http://databank.worldbank.org)
WDI (http://databank.worldbank.org)
Union of International Associations (1984-2007)

OECD DAC (http://stats.oecd.org)
OECD DAC (http://stats.oecd.org)

Notes:

- Values that were only available in current US dollars have been transformed to constant 2000 US dollars using US Consumer Price Indices obtained from the World Development Indicators
- The value of 1 has been added to Bilateral exports, Oil production and Disaster before taking logarithms
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Appendix 1.2: Descriptive statistics

Variable # obs Mean Std. Dev. Min Max
Aid effort regressions

Aid effort 614 0.51 0.28 0.10 1.78
Debt 614 60.04 29.39 7.65 175.27
(log) GDP per capita 614 9.93 0.34 9.13 10.94
(log) Population 614 16.74 1.34 12.92 19.52
Government size 614 45.59 8.27 20.45 70.93
Cold War 614 0.40 0.49 0.00 1.00
War on Terror 614 0.25 0.43 0.00 1.00
Terror worldwide 603 126.44 42.56 57.25 207.50
Terror DAC 603 87.79 30.02 34.75 148.75
Terror donor 603 5.14 12.83 0.00 69.00
Aid for education 601 11.34 8.89 0.49 50.86
Aid for GCS 582 5.98 7.63 0.01 60.20
(log) NGOs 614 2.40 1.37 -1.08 5.69
(log) Tertiary school enrollment 554 3.70 0.48 2.26 4.58
Civil liberties 592 1.23 0.45 1.00 3.00
Aid allocation regressions

ODA>0 71279 0.66 0.47 0.00 1.00
(log) ODA 47132 14.67 2.53 8.99 23.43
(log) GDP per capita 71279 6.91 1.23 4.13 10.81
(log) Population 71279 15.53 1.89 9.85 20.99
(log) Disaster 71279 5.22 5.59 0.00 19.65
Democracy 71279 0.38 0.49 0.00 1.00
UNGA voting 71279 0.66 0.12 0.01 0.97
(log) Bilateral exports 71279 15.69 4.39 0.00 25.67
(log) Oil production 71279 4.45 5.94 0.00 16.22
(log) Donor total commitments 71279 21.33 1.38 17.25 24.08
Bilateral terror donor 68082 0.03 0.33 0.00 26.25
Bilateral terror DAC 71279 0.52 1.91 0.00 31.75
State sponsor of terror 60439 0.02 0.15 0.00 1.00
Aid for education 16908 26.18 31.70 0.00 100.00
Aid for GCS 14885 21.12 28.44 0.00 100.00
(log) Primary school enroliment 57212 4.48 0.37 243 5.15
(log) Tertiary school enrollment 42573 1.64 1.39 -4.36 4.29
(log) NGOs 60771 1.79 1.51 -3.60 5.87
Donor aid for education 65760 11.77 8.90 0.39 52.62
Donor aid for GCS 63782 5.55 7.23 0.01 60.20

Notes:

- Aid effort regressions: statistics for estimation sample as in Table 1 (column 1)
- Aid allocation regressions: statistics for estimation sample as in Table 2 (column 1)
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Appendix L.3: Aid allocation and interactions (OLS, 1971-2008)

(1) (2) (3) (4) (5)

(6)

(7)

(8)

ODA>0 ODA>0 ODA>0 ODA>0 ODA>0 ODA>0 ODA>0 ODA>0
(log) GDP per capita (t-1) -0.0644*** -0.0646*** -0.0640*** -0.0702*** -0.0590*** -0.0597*** -0.0583*** -0.0636***
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
(log) Population (t-1) 0.2148*** 0.2148*** 0.2143*** 0.1784*** 0.2217*** 0.2207*** 0.2178*** 0.1493***
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
(log) Disaster (t-1) 0.0020*** 0.0020*** 0.0020*** 0.0015%** 0.0021*** 0.0021*** 0.0022*** 0.0016***
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
Democracy (t-1) 0.0519*** 0.0510*** 0.0521*** 0.0305*** 0.0589*** 0.0518*** 0.0582*** 0.0387***
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
UNGA voting (t-1) 0.0018 0.0011 -0.0026 -0.0335 0.0604** 0.0630** 0.0484* 0.0304
(0.95) (0.97) (0.93) (0.32) (0.03) (0.03) (0.09) (0.31)
(log) Bilateral exports (t-1) 0.0195*** 0.0195*** 0.0195*** 0.0201*** 0.0195*** 0.0195*** 0.0194*** 0.0203***
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
(log) Oil production (t-1) -0.0004 -0.0004 -0.0004 -0.0019 -0.0009 -0.0014 -0.0012 -0.0034***
(0.74) (0.72) (0.72) (0.11) (0.41) (0.23) (0.29) (0.00)
(log) Donor total commitments (t-1) 0.1044*** 0.1043*** 0.1041*** 0.1264*** 0.1117*** 0.1116*** 0.1117*** 0.1326***
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
Cold War 0.0310*** 0.0302*** 0.0301*** 0.0334%** 0.0385*** 0.0319*** 0.0320*** 0.0312%**
(0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)
War on Terror 0.0150** 0.0149** 0.0151** 0.0133** 0.0150** 0.0173*** 0.0175%** 0.0201***
(0.02) (0.02) (0.02) (0.04) (0.02) (0.01) (0.01) (0.00)
Bilateral terror donor (t-1) -0.0046 -0.0266 -0.0295 -0.0043
(0.37) (0.12) (0.19) (0.34)
Bilateral terror DAC (t-1) -0.0018 -0.0087*** -0.0228** -0.0017
(0.28) (0.00) (0.02) (0.22)
State sponsor of terror (t-1) 0.0594 0.0956**
(0.18) (0.04)
Interaction of terror with: War on Terror Democracy UNGA voting State Terror War on Terror Democracy UNGA voting State Terror
-0.0017 0.0199 0.0473 -0.077 0.0071*** 0.0078*** 0.0277** -0.0124*
(0.75) (0.23) (0.40) (0.18) (0.00) (0.00) (0.05) (0.05)
Cold War Cold War
-0.0198 -0.0084***
(0.11) (0.00)
Donor dummies Yes Yes Yes Yes Yes Yes Yes Yes
Recipient dummies Yes Yes Yes Yes Yes Yes Yes Yes
R-squared 0.37 0.37 0.37 0.37 0.37 0.37 0.37 0.37
Number of observations 68082 68082 68082 58730 71279 71279 71279 60439
Number of country-pairs 2794 2794 2794 2794 2856 2856 2856 2856

Note: Robust p-values in parentheses (*** p<0.01, ** p<0.05, * p<0.1).

186




Appendix 1.4: Aid effort and aid allocation by donor (selected results, 1971-2008)

(1) (2) (3) (4)
oLs oLs Heckman Heckman
Aid effort Aid effort (log) ODA (log) ODA
\War on Terror
Canada 0.0612 0.0881* -0.1774 -0.1412
(0.18) [0.66] (0.06) [0.60] (0.10) [0.01] (0.21) [0.01]
Germany 0.0332 0.0258 -0.3998*** -0.4417%**
(0.47) [0.37] (0.57) [0.56] (0.00) [0.00] (0.00) [0.00]
Denmark 0.0420 -0.0341 0.0003 -0.0095
(0.71) [0.71] (0.72) [0.36] (1.00) [0.21] (0.96) [0.17]
France 0.1122** 0.2051*** 0.1083 0.0739
(0.01) [0.67] (0.00) [0.03] (0.15) [0.25] (0.31) [0.13]
United Kingdom 0.0861 0.0541 0.0537 0.0186
(0.11) [0.99] (0.27) [0.94] (0.72) [0.25] (0.90) [0.15]
Italy -0.0477 -0.0507 -0.2123 -0.1961
(0.36) [0.04] (0.23) [0.03] (0.10) [0.01] (0.13) [0.01]
Japan -0.0085 -0.0080 -0.2475% -0.3457%**
(0.89) [0.17] (0.89) [0.32] (0.05) [0.00] (0.00) [0.00]
Netherlands -0.0434 -0.0308 -0.3874%*** -0.3867***
(0.78) [0.41] (0.90) [0.72] (0.01) [0.00] (0.01) [0.00]
Norway -0.0328 0.0034 0.2941** 0.3281**
(0.78) [0.33] (0.98) [0.69] (0.05) [0.98] (0.03) [0.92]
Sweden -0.0083 0.0547 0.4007*** 0.4093***
(0.95) [0.48] (0.70) [0.98] (0.00) [0.56] (0.00) [0.59]
United States 0.0871** 0.0583* 0.2901** 0.3089**
(0.02) (0.09) (0.04) (0.03)
Terror donor (t-1)
Canada 0.0267 0.7430
(0.46) [0.45] (0.17) [0.24]
Germany -0.0025 -0.0273
(0.88) [0.88] (0.90) [0.57]
Denmark 0.1823 -0.1613
(0.18) [0.18] (0.84) [0.74]
France 0.0059 -0.1014%**
(0.21) [0.21] (0.00) [0.00]
United Kingdom -0.0177%* -0.1107
(0.06) [0.06] (0.40) [0.11]
Italy -0.0118 -0.3156**
(0.24) [0.25] (0.04) [0.01]
Japan 0.0085 -0.0891
(0.34) [0.34] (0.80) [0.59]
Netherlands 0.0650 0.2080
(0.10) [0.10] (0.46) [0.70]
Norway -0.0703 3.0461
(0.54) [0.54] (0.18) [0.20]
Sweden 0.0432 -3.9207**
(0.72) [0.72] (0.03) [0.03]
United States -0.0001 0.1002***
(0.92) (0.00)
Control variables Yes Yes Yes Yes
Donor dummies Yes Yes
Pair effects Yes Yes
Observations 387 378 32325 31589

Notes: The control variables of Table 1 (colums 1 and 2) or Table 2 (columns 3 and 4) are included but not shown. Columns
3 and 4 report the results of the Heckman allocation equation. Robust p-values indicating the significance of the coefficients
are shown in parentheses (*** p<0.01, ** p<0.05, * p<0.1), while the squared brackets report p-values indicating whether
the respective coefficient is different compared to the United States according to a Wald test.
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Appendix L.5: Share of aid for education (% of aid budget, OLS, 1971-2008)

(1)

(2)

3)

(4)

(5)

Aid for education (t-1)

0.5258*** 0.5290%*** 0.5285*** 0.5257*** 0.5264***
(0.00) (0.00) (0.00) (0.00) (0.00)
(log) GDP per capita (t-1) -6.1521* -5.6129* -5.8025* -6.1525* -6.3575%
(0.07) (0.07) (0.07) (0.07) (0.07)
(log) NGOs (t-1) 5.5604* 3.5903 4.0712% 5.5642* 5.6723*
(0.06) (0.10) (0.07) (0.06) (0.05)
(log) Tertiary school enrollment (t-1) 0.1149 0.2246 0.2916 0.133 0.2213
(0.92) (0.85) (0.81) (0.92) (0.87)
Cold War 1.2539 0.2629 0.4508 1.2693 1.3456
(0.20) (0.76) (0.64) (0.21) (0.22)
War on Terror -0.4843 0.5724 0.3043 -0.4982 -0.5488
(0.46) (0.46) (0.68) (0.49) (0.48)
Terror worldwide (t-1) 0.0147
(0.11)
Terror DAC (t-1) 0.0176
(0.16)
Terror donor (t-1) -0.0040 0.0081
(0.88) (0.75)
Cold War * Terror donor (t-1) -0.0049
(0.77)
War on Terror * Terror donor (t-1) 0.0253
(0.50)
Number of observations 606 606 606 606 606
Number of countries 22 22 22 22 22
Adjusted R-squared 0.35 0.35 0.35 0.35 0.35

Note: Robust p-values in parentheses (*** p<0.01, ** p<0.05, * p<0.1).
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Appendix 1.6: Share of aid for government and civil society

(% of aid budget, OLS, 1971-2008)

(1) (2) (3) (4) (5)
Aid for GCS (t-1) 0.6585*** 0.6433*** 0.6484*** 0.6585*** 0.6579***
(0.00) (0.00) (0.00) (0.00) (0.00)
(log) GDP per capita (t-1) 5.0342%* 4.2099 4.3013 5.0357%* 4.8531*
(0.05) (0.15) (0.13) (0.05) (0.06)
(log) NGOs (t-1) -0.5150 1.7484 1.2377 -0.5123 -0.352
(0.71) (0.42) (0.52) (0.71) (0.81)
Civil liberties (t-1) 0.7722 0.7563 0.7324 0.7731 0.7613
(0.52) (0.53) (0.54) (0.52) (0.52)
Cold War -0.6012 0.6075 0.4708 -0.5986 -0.6156
(0.17) (0.34) (0.39) (0.16) (0.17)
War on Terror 0.889 -0.3869 -0.1404 0.8869 0.7878
(0.10) (0.62) (0.85) (0.11) (0.18)
Terror worldwide (t-1) -0.0196**
(0.01)
Terror DAC (t-1) -0.0251%**
(0.01)
Terror donor (t-1) -0.0009 0.0024
(0.97) (0.91)
Cold War * Terror donor (t-1) 0.0076
(0.72)
War on Terror * Terror donor (t-1) 0.0418
(0.30)
Number of observations 617 617 617 617 617
Number of countries 22 22 22 22 22
Adjusted R-squared 0.67 0.68 0.67 0.67 0.67

Note: Robust p-values in parentheses (*** p<0.01, ** p<0.05, * p<0.1).
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Appendix 1.7: Share of aid for education and government and civil society

(% of total aid allocated to recipient, OLS, 1971-2008)

(1) (2) (3) (4) (5) (6)
Aid for education Aid for GCS
(log) GDP per capita (t-1) 6.6539%** 6.9416*** 6.5250*** 1.8423 0.616 1.6712
(0.01) (0.01) (0.01) (0.36) (0.77) (0.41)
Democracy (t-1) -2.3438 -2.368 -2.3313 -0.1745 -0.6705 -0.163
(0.14) (0.13) (0.14) (0.85) (0.48) (0.86)
(log) Primary school enrollment (t-1) 3.4211 3.5475 3.4709
(0.29) (0.27) (0.28)
(log) Tertiary school enrollment (t-1) -6.0532%** -6.1107*** -6.0433%**
(0.00) (0.00) (0.00)
Donor aid for education (t-1) 0.1097 0.1128 0.1123
(0.15) (0.14) (0.14)
(log) NGOs (t-1) -0.3385 16,808 -0.2921
(0.84) (0.40) (0.86)
Donor aid for GCS (t-1) 0.3003*** 0.3075%** 0.2996%**
(0.00) (0.00) (0.00)
Cold War 4.7978*** 4.7007*** 4. 7455%** 1.8434%* 2.0826** 1.8173%*
(0.00) (0.00) (0.00) (0.07) (0.04) (0.07)
War on Terror -0.8434 -0.8482 -0.9254 0.4244 0.438 0.3785
(0.37) (0.37) (0.33) (0.47) (0.46) (0.52)
Bilateral terror donor (t-1) -1.2459 -0.8614
(0.14) (0.20)
Bilateral terror DAC (t-1) -0.2157 -0.2348%**
(0.11) (0.03)
Number of observations 11124 10970 11124 16854 16455 16854
Number of countries 1851 1791 1851 2046 1979 2046
R-Squared 0.02 0.02 0.02 0.01 0.01 0.01

Note: Robust p-values in parentheses (*** p<0.01, ** p<0.05, * p<0.1).
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Appendix 1.8: Number of terror attacks targeted at countries (1967-2007)

Note:  Colors indicate the number of terrorist attacks against citizens of the respective country — dark green: 0 incidents,

light green: 1-10 incidents, yellow: 11-50 incidents, orange: 51-100 incidents, red: >100 incidents

Appendix 1.9: Number of terror attacks originating from countries (1967-2007)

Note:  Colors indicate the number of terrorist attacks originating from citizens of the respective country — dark green: 0

incidents, light green: 1-10 incidents, yellow: 11-50 incidents, orange: 51-100 incidents, red: >100 incidents
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Appendix II.1: Sources and definitions

Variable I

Description

I Source

Dependent variables

Aid projects (Bartke/CCY)
Aid amount (Bartke)

Aid amount (CIA)

Aid amount (OECD)
Medical staff (CCY)

Food aid (FAIS)

Number of aid projects completed in recipient country (% of total number of aid projects provided by donor), 1990-2005

Aid provided to recipient country in constant 2000 USS$ (% of total aid provided by donor), 1956-1987

Aid provided to recipient country in constant 2000 USS$ (% of total aid provided by donor), 1956-1984

Aid provided to recipient country in constant 2000 USS$ (% of total aid provided by donor), 1970-1985

Number of medical staff dispatched to recipient country by the end of the year (% of total medical personnel provided by donor), 1983-1994
Food aid provided to recipient country in tons of grain equivalent (% of total food aid provided by donor), 1988-2006

Bartke (1989), Ministry of Commerce (1984-2009), Hawkins et al. (2010)
Bartke (1989)

CIA (1975-1984)

OECD (1987)

Ministry of Commerce (1984-2009)

Food Aid Information System (World Food Programme 2011)

Control variables

Distance (log) Bilateral distance (weighted by populations of major cities) CEPII (Mayer and Zignago 2006)
Population (log) Total population, average Penn World Tables (Heston et al. 2009)
GDP per capita (log) GDP per capita (constant 2005 I$), average Penn World Tables (Heston et al. 2009)
Disaster (log) Number of people affected by disasters, average EM-DAT (2010)

Taiwan recognition 1if recipient country recognizes Taiwan, average Rich (2009)

UNGA voting UNGA voting alignment between donor and recipient, average Voeten and Merdzanovic (2009)
Exports (log) Exports to recipient country (constant 2000 USS$), average Correlates of War (Barberini et al. 2008)
Governance and institutions

Democracy 1if the regime qualifies as democratic, average Cheibub et al. (2010)

Voice Index ranging from -2.5 to 2.5 with higher values corresponding to better governance, average Kaufmann et al. (2009)

Political stability
Government effectiveness
Regulatory quality
Control of corruption
Economic freedom
Military dictatorship

Index ranging from -2.5 to 2.5 with higher values corresponding to better governance, average
Index ranging from -2.5 to 2.5 with higher values corresponding to better governance, average
Index ranging from -2.5 to 2.5 with higher values corresponding to better governance, average
Index ranging from -2.5 to 2.5 with higher values corresponding to better governance, average
Index ranging from 0 (not free) to 10 (free), average

1if political regime of the recipient country is classified as a military dictatorship, average

Kaufmann et al. (2009)
Kaufmann et al. (2009)
Kaufmann et al. (2009)
Kaufmann et al. (2009)
Gwartney et al. (2000)
UTIP (Hsu 2008)

Natural resource endowment

Oil production

Qil production (BP only)
Oil dummy

Oil reserves

Gas production

Coal production
Diamond production
Energy depletion
Mineral depletion
Total fuel exports
Total OM exports
Total ARM exports
Bilateral fuel imports
Bilateral OM imports
Bilateral ARM imports
Natural capital

(log) Oil production in millions of barrels per day, average

(log) Oil production in tonnes, average

1if oil is produced in recipient country, average

(log) Oil reserves in barrels, average

(log) Gas production in tonnes oil equivalent, average

(log) Coal production in tonnes oil equivalent, average

(log) Diamonds production in metric carats, average

(log) Product of unit resource rents and physical quanitites of energy extracted, average

(log) Product of unit resource rents and physical quanitites of minerals extracted, average

(log) Total fuels exports of recipient country in constant 2000 USS, average

(log) Total ores and metals exports of recipient country in constant 2000 USS, average

(log) Total agricultural raw materials exports of recipient country in constant 2000 USS, average

(log) Bilateral fuels imports of donor country from recipient country in constant 2000 USS, average

(log) Bilateral ores and metals imports of donor country from recipient country in constant 2000 USS, average
(log) Bilateral agricultural raw materials imports of donor country from recipient country in constant 2000 USS, average
(log) Natural capital in constant 2000 USS, average (values for 2000 and 2005)

Humphreys (2005), BP (2010)

BP (2010)

BP (2010)

BP (2010)

BP (2010)

BP (2010)

Humphreys (2005)

World Bank (http://data.worldbank.org/indicator)
World Bank (http://data.worldbank.org/indicator)
World Bank (http://data.worldbank.org/indicator)
World Bank (http://data.worldbank.org/indicator)
World Bank (http://data.worldbank.org/indicator)
UN Comtrade via WITS (http://wits.worldbank.org)
UN Comtrade via WITS (http://wits.worldbank.org)
UN Comtrade via WITS (http://wits.worldbank.org)
World Bank (2010)

Notes:

- Values in current USS have been transformed to constant 2000 US$ using US Consumer Price Indices from the World Bank (http://data.worldbank.org/indicator) and the Bureau of Labor Statistics (http://www.bls.gov/cpi/#tables)
- The value of 1 has been added to all trade and natural resource variables as well as to the number of people affected by disasters before taking logarithms

192




Appendix IL.2: Descriptive statistics

Variable # obs Mean Std. Dev. Min Max
Dependent variables

Aid projects (Bartke/CCY) 528 0.751 1.265 0.000 12.222
Aid amount (Bartke) 267 0.876 1.762 0.000 13.898
Aid amount (CIA) 263 0.890 1.957 0.000 14.522
Aid amount (OECD) 200 0.878 1.700 0.000 10.126
Medical staff (CCY) 233 0.742 2.126 0.000 17.940
Food aid (FAIS) 261 0.394 2.436 0.000 29.551
Control variables

Distance 528 9.151 0.488 7.486 9.858
Population 528 15.371 1.871 9.870 20.737
GDP per capita 528 8.031 0.892 5.721 10.663
Disaster 528 8.672 4.374 0.000 18.011
Taiwan recognition 528 0.224 0.382 0.000 1.000
UNGA voting 528 0.700 0.193 0.183 0.920
Exports 528 15.803 3.969 0.000 22.548
Governance and institutions

Democracy 528 0.339 0.442 0.000 1.000
Voice 130 -0.425 0.791 -1.842 1.267
Political stability 130 -0.406 0.875 -2.556 1.365
Government effectiveness 130 -0.479 0.603 -1.987 1.283
Regulatory quality 130 -0.454 0.713 -2.402 1.397
Control of corruption 130 -0.464 0.620 -1.673 1.362
Economic freedom 277 5.505 0.925 3.051 7.494
Military dictatorship 432 0.160 0.327 0.000 1.000
Natural resource endowment

Oil production 528 4.467 5.782 0.000 16.070
Oil production (BP only) 528 4.383 7.390 0.000 19.951
Oil dummy 528 0.263 0.441 0.000 1.000
Qil reserves 361 5.461 9.602 0.000 26.294
Gas production 461 3.187 6.346 0.000 18.083
Coal production 365 1.649 4.875 0.000 18.736
Diamond production 442 2.010 4.848 0.000 16.889
Energy depletion 429 9.734 9.871 0.000 24.643
Mineral depletion 429 8.662 8.630 0.000 22.226
Total fuel exports 417 20.392 6.427 0.000 30.381
Total OM exports 426 21.202 3.941 0.000 27.636
Total ARM exports 429 21.769 3.062 0.000 27.162
Bilateral fuel imports 119 21.845 4.121 11.791 28.611
Bilateral OM imports 234 13.751 3.420 0.693 21.135
Bilateral ARM imports 274 12.735 4.897 0.000 20.447
Natural capital 197 24.232 2.222 13.915 28.788

Note:

- Descriptive statistics for sample as in Table 1, column 1 (phase 1-5)
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Appendix I1.3: Construction of the dataset on China’s project aid

We constructed our dataset on the number of China’s aid projects completed based on two
primary datasets: Bartke (1989) and Ministry of Commerce (1984-2007). The first source is
Wolfgang Bartke’s book “The Economic Aid of the PR China to Developing and Socialist
Countries.” It contains information on aid projects completed between 1956 and 1987 with
detailed project descriptions. The author “feels certain that no important project [in non-
communist countries] has been excluded, especially since it was part of the PR China’s
promotion of its own image up until 1978 to draw full attention of its economic aid” (Bartke
1989: 5). However, concerning the coverage of certain communist recipient countries, the
information on China’s foreign aid in Bartke (1989) is incomplete. Therefore, we exclude
Albania, Cuba, Mongolia, North Korea and Vietnam from the dataset. Medical groups
(including acupuncture medical teams) were also excluded from the Bartke (1989) dataset to
achieve better comparability with data from the China Commerce Yearbook discussed below.

In those cases where no year of completion was registered, we estimate the year of
completion by adding four years to the starting year of a project (48 cases) or by adding five
years to the year of signature (6 cases). These values correspond to the average duration of a
project after its signature or start. 8 of 528 projects had to be excluded from the analysis as
information was neither provided on the year of signature, the start year, nor the year of
completion of the project. We keep 35 projects that were under construction at the time the
book was published. Projects in the planning stage, in turn, were not included in our
combined dataset. The construction of the Tanzania-Zambia Railway is counted twice, as one
project in Tanzania and one project in Zambia.

Second, we employ data on China’s project aid from the Ministry of Commerce
(1984-2009), which provides this information in the China Commerce Yearbook and its
predecessors — the Yearbook of China's Foreign Economic Relations and Trade, and the
Almanac of China’s Foreign Economic Relations and Trade. Data are collected by Hawkins et
al. (2010) and available on the AidData webpage (http://www.aiddata.org/research/china).
The data cover the 1990-2005 period with the exception of 2002. For the 1983-1989 period,

as well as the year 2006, the Ministry of Commerce (1984-2009) only provides information
on whether or not an aid project was completed in a recipient country, without the possibility
of deriving information on the number of projects per country. Altogether, the dataset consists

of 304 aid projects provided to 97 developing countries (and Malta).
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Appendix I1.4: China’s foreign aid to recipient countries (% of total)

Variable Completed aid projects Amount Amount Amount Medstaff | Food aid
Source (Bartke/CCY) (Bartke) (CIA) (OECD) (ccy) (FAIS)
Time period 1 2 3 4 1 2 3 1 2 3 2 3 3 4 4 5
Afghanistan 11 33 05 00 00|28 33 0.0 28 15 0.0 19 00|00 00] 00 00
Albania . . . 0.0 0.6 . . . . . . 00 00|00 00|00 00
Algeria 3.3 28 00 00 03|65 24 00 51 13 0.0 1.2 00 |175 175|) 0.0 0.0
Angola . 0.0 05 0.0 0.6 . 0.0 0.1 . 00 14 |00 18|00 00|00 o00
Anguilla 00 00 00 00 00[(0.0 0.0 0.0 00 00 00|00 00|00 00|00 0.0
Antigua and Barbuda . . 09 06 06| . . 0.3 . . <01 . 02|00 00|00 00
Argentina 00 00 00 00 00|00 0.0 0.0 0.0 00 00|00 00|00 00|00 O00
Armenia 0.0 0.3 0.0 | 0.0 0.0
Azerbaijan . . . 00 00| . . . . . . . . . 0.0 | 0.0 0.0
Bangladesh 1.1 11 14 23 12(00 12 79 11 13 30|12 56|00 00] 00 <01
Barbados 00 00 05 11 06|00 00 01 |00 00O 00|00 00|00 00| O00 o000
Belarus . 0.0 03 . . . . 0.0 | 0.0 0.0
Belize . . 00 00 00| . . 0.6 . . 0.0 . 00 |00 00|00 00
Benin 00 11 18 28 34|00 17 20 |00 13 07 |14 <01| 18 16| 00 <01
Bhutan . 00 00 00 00| . 00 0. . 00 00|00 00|00 00]00 <01
Bolivia 00 00 00 23 15|00 00O 00 (0O 0O 00|00 00|00 00|00 00
Bosnia and Herzegovina . . . 00 00| . . . . . . . . . 0.0 | 0.0 0.0
Botswana 00 00 14 11 00|00 03 00 (00O 04 17 |01 08|14 17|93 00
Brazil 00 00 00 00 0OO|00O0 OO 00O |00 00O 00|00 00|00 00|00 00
Burkina Faso 00 17 28 23 00|00 03 21 |00 15 05|16 13 ]13 13|16 0.0
Burundi 00 00 14 28 03|00 07 09 |00 06 30|06 57|05 13|00 O00
Cambodia 233 17 00 00 34|48 03 00 |91 . . 50 00|00 00|00 0.0
Cameroon 00 00 09 28 18|00 28 08 |00 27 00|24 00|15 24|00 00
Cape Verde . 0.0 09 06 12 . 08 0.0 . 04 <01|<01 19 |04 05|09 <01
Central African Republic 00 00 05 00 03|04 03 01 |04 02 09 |00 13|14 04| 00 <01
Chad 00 00 00 17 00|00 19 00 |00 19 00|16 <01|01 08| 00 <01
Chile 00 00 00 00 0OO|0O OO 00O |00 20 00|21 00|00 00|00 00
Colombia 00 00 05 00 06|00 00 05 |00 00 29|00 00|00 00|00 o000
Comoros . 00 09 17 12| . 01 o038 . 03 00|02 00|00 00|00 00
Congo 3.3 33 09 11 09(48 25 34 25 15 64 11 24 |30 28| 00 <0.1
Cook Islands 00 00 00 00 03|00 00 00O (00O 00O 00|00 00|00 00| O00 00
Costa Rica 00 00 00 00 0OO|00O OO 0O (0O 0O 00|00 00|00 00| O00 00
Croatia 0.0 0.0 . . . 0.0 | 0.0 0.0
Cuba . . . 1.7 15| . . . . . . 00 00|00 00|00 <01
Dem. Rep. of the Congo 00 17 23 06 18|00 00 00 |00 29 <0.1|3.1 00|26 24|00 0.0
Djibouti 00 09 06 31 0.0 15 00 21 (00 15|04 04|00 00
Dominica . 00 00 00 00O . 00 0.0 . 00 00|00 00|00 00|00 00
Dominican Republic 00 00 00 00 0OO|00O0 OO 00O |00 00O 00|00 00|00 00|00 00
East Timor . . . . 0.0 . . . . . . . . . . . 0.0
Ecuador 00 00 00 28 03|00 00 01 |00 00 04|00 06]00 00]00 00
Egypt 00 00 09 00 06|06 30 00 (102 08 67 |08 42|00 00| 00 00
El Salvador 00 00 00 00 0OO|00O0 OO 00O |00 00O 00|00 00|00 00|00 00
Equatorial Guinea 00 22 14 28 06|00 04 10 (00 10 07|03 07|17 17|00 0.0
Eritrea . . . 00 1.2 . . . . . . . . . 0.0 | 0.0 <0.1
Ethiopia 00 17 18 17 06|00 41 11 |00 27 25|27 02]09 11]03 0.2
Fiji . 00 09 17 09( . 00 01 . 00 00|00 00|00 00|00 00
Gabon 00 06 05 06 12|00 03 08 (00 06 00|08 00|15 20| 00 o000
Gambia 00 06 14 28 00|00 04 16 (00 04 00|05 <01|18 19| 00 0.0
Georgia . . . 0.0 0.0 . . . . . . . . . 00 | 0.0 0.0
Ghana 11 11 18 23 09[44 00 10 |41 00 00|00 12|00 00|00 00
Grenada . 00 00 00 00| . 00 <01 . 00 00|00 00|00 00|00 OO0
Guatemala 00 00 00 00 0OO|00O OO OO (0O 0O 0O |00 00|00 O00]O00 <01
Guinea 67 39 14 28 22|67 11 27 |66 04 30|16 37|22 16|00 01
Guinea-Bissau . 00 00 00 O6( . 01 03 . 04 00|05 00|15 0.0 |296 0.5
Guyana 00 17 05 06 09|00 22 06 |00 10 02|11 02]00 02]00 00
Haiti 00 00 00 00 0OO|00O0 OO 0O |00 0O 00|00 00|00 00| O00 00
Honduras 00 00 00 00 00|00 OO 00 |00 00 00 |<0.1 00|00 00|00 00
India 00 00 00 00 0O|00O0 OO 00O |00 00O 00|00 00|00 00|00 00
Indonesia 00 00 00 00 03|13 00 00 (47 00 00|00 00|00 00|00 00
Iran 00 00 00 00 00|00 00 <01 |00 00 00 |<0.1 00] 00 00] 00 0.0
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Appendix I1.4 (continued): China’s foreign aid to recipient countries (% of total)

Variable Completed aid projects Amount Amount Amount MedsStaff Food aid
Source (Bartke/CCY) (Bartke) (CIA) (OECD) (Ccy) (FAIS)
Time period 1 2 3 4 5 1 2 3 1 2 3 2 3 3 4 4 5
Iraq 0.0 06 18 00 0.0] 0.0 14 63|00 14 00|13 00|00 00|00 0.0
Ivory Coast 00 00 00 0O 09|00 OO 0OOfOO OO O0OO|00 00|00 00|00 00
Jamaica 00 00 00 0O 03|00 03 00/00 03 00|03 00|00 00]00 00
Jordan 00 00 O5 06 09|00 OO 0800 00O 23|00 00|00 00]00 00
Kazakhstan . . . 0.0 06 . . . . . . . . . 0.0 | 0.0 0.0
Kenya 1.1 00 14 11 03|19 00 27|18 00 32 |<01 51 0.0 0.0 | 00 0.0
Kiribati . 0.0 . . . 0.0
Korea, Dem. Rep. 0.6 0.6 0.0 0.0 | 0.0 96.8
Kyrgyzstan . . . 0.0 0.0 . . . . . . . 00 | 0.0 0.0
Laos 1.1 56 05 06 15|11 17 0.0f 0.0 . . 08 00|00 00]00 <01
Lebanon 00 00 00 00O O6| 00 00 00|00 OO 00|00 <01|00 00|00 o000
Lesotho 00 00 09 00 09|00 00 01|00 OO 05|00 05|00 00|31 o00
Liberia 00 06 23 00 00|00 09 27|00 05 28|05 49|10 00|00 11
Libya 00 00 05 00 00|00 00 10|00 OO 00|00 00|16 00|00 o000
Macedonia . . . 0.0 03 . . . . . . . . . 0.0 | 0.0 0.0
Madagascar 00 17 32 00 15|00 12 31|00 22 00|19 40|24 25|00 <01
Malawi 00 00 00 0O OO| OO 00 0O0O|0O OO 00|00 00|00 00|00 <01
Malaysia 00 00 00 00 0OO| 00O 00 00|00 00 00|<01 00|00 00|00 00
Maldives 00 06 00 11 06|00 00 05|00 00 00|00 00|00 00|00 o000
Mali 122 50 23 06 18|37 11 32|52 06 04|15 17|26 28|00 <01
Marshall Islands . . . 1.1 0.0 . . . . . . . . . 0.0 | 0.0 0.0
Mauritania 1.1 50 32 34 12| 04 14 36| 04 22 1.1 | 23 38 | 29 24 | 76 0.1
Mauritius 00 06 09 23 06|00 12 12|00 11 00|11 10|00 00|00 00
Mayotte 00 00 00 0O OO|0OO 00 0O0O|00O0 0O OO|O0OO 00|00 O00]|O00 00
Mexico 00 00 00 00O OO[0OO 00O 00[00O0 00O 00|00 <01|00 00|00 00
Micronesia 0.0 0.0 0.0 | 0.0 0.0
Moldova 0.0 0.6 . . . 0.0 | 0.0 0.0
Mongolia . . . 0.0 3.7 . . . . . . 00 00| 00 0.0 |13.7 <0.1
Montserrat 00 00 00 00 OO|0OO 00O 0O0O|0O0 0O OO|O0OO 00|00 00|00 00
Morocco 00 00 09 06 03|00 09 00|00 12 <01|08 00|51 68|00 <01
Mozambique . 0.0 14 11 1.2 . 04 03 . 0.3 14 | 1.9 1.4 1.3 0.8 | 9.3 <01
Myanmar 5.6 11 18 11 09162 00 67|27 25 89 |<01 102| 0.0 0.0 | 0.0 03
Namibia 00 00 1.7 18 0.0 0.0 00 00|00 00|00 00|00 00
Nauru . . . . 0.0 . . . . . . . . . . . 0.0
Nepal 56 44 46 23 25|70 13 10|64 37 34|43 28|00 00|00 <01
Nicaragua 00 00 00 00O 0OO| 0O 00 00|00 OO O0O|OO 08|00 00|00 00
Niger 00 06 28 06 34|00 09 05|00 14 03|17 07|23 13|00 <01
Nigeria 00 06 18 00 00|00 01 11|00 00 00 |<01 00| 00 00|00 00
Niue 00 00 00 00O 03|00 00 00|00 OO 00|00 O0O)|O0O0 00|00 00
Oman . 0.0 00 11 0.0 . 0.0 00| . 00 00|00 00)]00 00]|00 00
Pakistan 22 50 41 00 09139 124 25|145 119 95|98 24|00 00| 15 <01
Palau 0.0 0.0 0.0 | 0.0 0.0
Palestinian territories . . . 0.0 03 . . . . . . . . . 00 | 0.0 0.0
Panama 00 00 00 00O 0OO| 0O 00 00|00 OO O0O|0OO O0O)|O0O0O0 00|00 o000
Papua New Guinea . 00 00 11 1.2 . 00 09| . 00 00|00 00)]00 00|00 00
Paraguay 00 00 00 00O 0OO| 00O 00 00O|0O0O OO O0OO|0OO O0OO)|O0O0O0 00|00 o000
Peru 00 00 00 O6 06|00 16 09|00 13 00|13 00|00 00|00 o000
Philippines 00 00 05 00 03|00 00 08|00 00 21 (<01 00|00 00 /|00 00
Rwanda 00 17 28 00 31|00 13 00|00 13 00|07 00|07 09|00 <01
Saint Kitts and Nevis 0.0 0.0 0.0 0.0 0.0 00| 00 00]00 00
Saint Lucia 0.0 0.0 0.0 0.0 0.0 00| 00 00|00 00
Saint Vincent and the Gr. . 0.0 0.0 00 . 0.0 . 0.0 . 00| 00 00|00 00
Samoa 00 05 11 09 04 0.0 02 00|00 06|00 00|00 o000
Sao Tome and Principe . 06 00 1.1 0.0 . 03 12| . 04 <01(03 00|11 14| 0.0 <01
Saudi Arabia 00 00 00 0O 0OO|0O0O 00 00|00 00O 00|00 00O0)O0O0O0 00|00 00
Senegal 00 06 37 23 00|00 07 07|00 15 <0115 <0.1| 16 1.6 | 0.0 <0.1
Serbia / Yugoslavia 00 00 00 00 03|00 0.0 00 . . 00 00|00 00|00 0.0
Seychelles . 00 05 1.7 15 . 01 07| . <0.1 00 (<01 04 |03 05|00 0.0
Sierra Leone 00 78 28 40 09|00 08 33|00 13 10|09 13|13 09|00 00
Solomon Islands 0.0 0.0 0.0 0.0 0.0 0.0 00 00|00 00]00 00|00 0.0
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Appendix I1.4 (continued): China’s foreign aid to recipient countries (% of total)

Variable Completed aid projects Amount Amount Amount MedsStaff Food aid
Source (Bartke/CCY) (Bartke) (CIA) (OECD) (Ccy) (FAIS)
Time period 1 2 3 4 5 1 2 3 1 2 3 2 3 3 4 4 5
Somalia 2.2 28 51 00 00|24 51 13|23 38 0.5 43 00|25 04|00 0.0
South Africa 0.0 0.0 00 00 06|00 0.0 0.0 . . . 00 00|00 00|00 0.0
Sri Lanka 2.2 28 23 40 15|46 30 23|40 48 <01 |43 30|00 00|00 <01
St Helens 0.0 0.0 00 00 O0O|OO 00 00|00 00 0.0 00 00|00 00|00 0.0
Sudan 0.0 22 18 51 25(00 43 24|00 26 5.6 25 101|277 2.7 | 00 <0.1
Suriname . 0.0 0.0 0.6 0.6 . 00 14 . 0.0 0.7 00 00|00 00|00 0.0
Swaziland 0.0 0.0 00 00 0OO|OO 00 00|00 00 0.0 00 00|00 00|02 00
Syria 0.0 11 00 11 12|17 31 00|16 16 00 |14 00| 00 0.0 | 00 <01
Tajikistan . . . 00 06| . . . . . . . . . 0.0 | 0.0 0.0
Tanzania 189 128 2.8 45 46|56 129 57|56 92 13792 27|53 6700 0.0
Thailand 0.0 00 00 06 00|00 0O O0O|OO OO 00O | OO 00|00 00| O00 O00
Togo 0.0 1.7 14 06 12|00 17 10|00 14 00 |14 00| 17 19|00 o0.0
Tokelau 0.0 00 00 00 0O|0O 0O O0O|OO OO 0O | OO 00|00 00|00 00
Tonga . . . . 06| . . . . . . . . . . 0.0
Trinidad and Tobago 0.0 00 00 00 03|00 00 00|00 OO 00 | OO 00|00 00]00 0.0
Tunisia 0.0 00 14 11 06|00 13 22|00 24 00 |15 00|30 46|00 00
Turkey 0.0 00 00 00 00[00 00 03|00 00 00 |<01 00|00 00|00 00
Turkmenistan . . . 00 09| . . . . . . . . . 0.0 | 0.0 0.0
Turks and Caicos Islands 0.0 00 00 00 0O|0O 0O O0O|OO OO 00O |0OO 00|00 00| O00 O00
Tuvalu . . . . 00] . . . . . . . . . . 0.0
Uganda 0.0 22 14 06 12|15 00 13|15 05 00 (00 0112 11|00 <01
Ukraine . . . 0.0 00] . . . . . . . . . 0.0 | 0.0 0.0
Uruguay 0.0 00 00 00 00|00 00O 00|00 00 00 |<01 00|00 00|00 O00
Uzbekistan . 00 15 . . . . 0.0 | 0.0 0.0
Vanuatu . . 00 06 18] . . 03] . . 0.6 . 00|00 00|00 0.0
Venezuela 0.0 00 00 00 00|00 00O 00|00 0O 00 |0OO 00|00 00|00 O00
Vietnam . . . 00 06] . . . . . . . . 00 0.0 |00 0.0
Wallis and Futuna 0.0 00 00 00 00O|0O 00O 00|00 0O 00 |0OO 00|00 00|00 O00
Yemen 7.8 28 46 17 06|53 19 06|58 17 00 |18 0.0 |14.8 159| 0.0 <0.1
Zambia 0.0 1.7 28 17 28|23 63 13|16 89 0.9 8.7 1.4 121 21| 94 <0.1
Zimbabwe 0.0 00 14 11 15[/00 00 35|00 00 46 |00 76 |09 0.8 ]13.6 0.0
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Appendix IIL.1: Definitions and sources

Variable

| Description

| Source

Explained variables

1if aid commitment
(log) Aid commitment

1 if aid commited to recipient country, 2008-2010
(log) Aid commitments to recipient country (constant 2000 USS), sum, 2008-2010

AidData (Tierney et al. 2011)
AidData (Tierney et al. 2011)

Explanatory variables: Main results

(log) GDP per capita

(log) Developmental distance
(log) Affected from disasters
(log) Population

(log) Distance

UN voting (key votes)
Commonwealth

Common colonial history
(log) Indian/Bilateral exports
(log) Resource depletion
Political rights

Control of corruption

(log) GDP per capita (constant 2005 1$), lag

(log) Absolute difference between the per-capita GDP of donor and recipient, lag

(log) Number of people affected by disasters, average

(log) Total population, lag

(log) Bilateral distance (weighted by populations of major cities)

UNGA voting alignment between donor and recipient (key votes), lag

1 if recipient is a non-suspended member of the Commonwealth, lag

1 if donor and recipient have had a colonial relationship or a common colonizer after 1945
(log) Total exports from donor to recipient country, lag

(log) Product of unit resource rents and physical quantities of energy and minerals extracted, lag
Index of political rights rated on a seven-point scale (1: most free), lag

Index ranging from -2.5 to 2.5 with higher values corresponding to better governance, lag

Penn World Tables (Heston et al. 2009)

Own construction based on Penn World Tables
EM-DAT (2010)

Penn World Tables (Heston et al. 2009)

CEPIl (Mayer and Zignago 2006)

Voeten and Merdzanovic (2009), Kilby (2009b)
www.thecommonwealth.org, internet research
CEPIl (Mayer and Zignago 2006)

UN Comtrade via WITS (http://wits.worldbank.org)
World Bank (http://data.worldbank.org/indicator)
Freedom House (2009)

Kaufmann et al. (2009)

Explanatory variables: Robustness checks

(log) Indian migrants (def. 1)
(log) Indian migrants (def. 2)
Chinese aid projects

(log) Under-5 mortality rate
Neighbor

UN voting

UN voting (BRIC vs USA)
Common language
Democracy

(log) Indian migrant stock in recipient country, 2000 round of population censuses

(log) Estimated size of Indian community in recipient country, 2001

Number of Chinese aid projects completed in recipient country (% of total), 1996-2005

(log) Mortality rate, under 5 years (per 1000), lag

1if donor and recipient share a border

UNGA voting alignhment between donor and recipient, lag

UNGA voting alignment between donor and recipient (disagreement between BRIC and USA), lag
1if a language is spoken by at least 9% of the population in donor and recipient country

1 if the regime qualifies as democratic, lag

Global Migrant Origin Database (Parsons et al. 2007)
MEA (2001b)

Dreher and Fuchs (2011)

World Bank (http://data.worldbank.org/indicator)
CEPII (Mayer and Zignago 2006)

Voeten and Merdzanovic (2009), Kilby (2009b)
Voeten and Merdzanovic (2009), Kilby (2009b)

CEPII (Mayer and Zignago 2006)

Cheibub et al. (2010)

Notes:

- Values in current USS have been transformed to constant 2000 US$ using US Consumer Price Indices from the World Bank (http://data.worldbank.org/indicator)

- The value of 1 has been added to exports and natural resource variables as well as to the number of people affected by disasters before taking logarithms
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Appendix IIL2: Descriptive statistics

Obs Mean Std. Dev. Min Max
1 if aid commitment 125 0.41 0.49 0.00 1.00
(log) Aid commitment 51 13.28 2.45 9.02 20.07
(log) GDP per capita 125 8.37 0.97 5.95 10.16
(log) Developmental distance 125 7.86 1.09 3.83 10.00
(log) Affected from disasters 125 9.21 4.34 0.00 18.71
(log) Population 125 15.62 2.02 10.59 21.00
(log) Distance 125 8.83 0.64 7.04 9.74
UN voting (key votes) 125 0.74 0.14 0.25 0.93
Commonwealth 125 0.30 0.46 0.00 1.00
Common colonial history 125 0.30 0.46 0.00 1.00
(log) Exports 125 17.36 2.42 10.32 22.66
(log) Resource depletion 125 13.16 10.22 0.00 25.82
Political rights 125 3.94 1.95 1.00 7.00
Control of corruption 125 -0.47 0.59 -1.38 1.34
(log) Indian migrants (def. 1) 125 6.17 2.99 0.00 13.86
(log) Indian migrants (def. 2) 125 4.73 4.24 0.00 14.33
Chinese project aid 124 0.75 0.94 0.00 4.62
(log) Under-5 mortality rate 125 3.84 0.90 1.76 5.57
Neighbor 125 0.04 0.20 0.00 1.00
UN voting 125 0.79 0.10 0.38 0.89
UN voting (BRIC vs USA) 125 0.92 0.12 0.37 1.00
Common language 125 0.31 0.47 0.00 1.00
Democracy 125 0.52 0.50 0.00 1.00

Note: Descriptive statistics for sample as in Table Ill.1, column 1
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Appendix IIL.3: Allocation of India’s aid commitments (Probit, 2008-2010): Robustness checks

baseline (1a) (1b) () (3) (4) (5) (6) @ (8) (9
(log) GDP per capita -0.315* -0.308* -0.313* -0.247 -0.469%* -0.315* -0.316* -0.321* -0.331* -0.320* -0.319*
(0.060) (0.067) (0.061) (0.165) (0.037) (0.059) (0.057) (0.053) (0.052) (0.059) (0.054)
(log) Affected from disasters -0.060 -0.057 -0.060 -0.066 -0.058 -0.060 -0.062 -0.060 -0.058 -0.058 -0.053
(0.137) (0.170) (0.139) (0.102) (0.145) (0.134) (0.128) (0.139) (0.151) (0.152) (0.177)
(log) Population 0.028 0.015 0.031 0.062 0.007 0.028 0.022 0.028 -0.027 -0.009 0.016
(0.852) (0.924) (0.837) (0.681) (0.963) (0.852) (0.883) (0.850) (0.854) (0.950) (0.914)
(log) Distance -0.847*** -0.806*** -0.847*** -0.783%** -0.825%** -0.841*** -0.873*** -0.850*** -0.852*** -0.852%** -0.797***
(0.001) (0.004) (0.001) (0.003) (0.002) (0.003) (0.001) (0.001) (0.001) (0.001) (0.001)
UN voting (key votes) 0.364 0.375 0.337 0.157 0.610 0.365 0.602 0.530 0.380
(0.747) (0.738) (0.767) (0.889) (0.590) (0.746) (0.590) (0.641) (0.727)
Commonwealth 0.434 0.408 0.424 0.432 0.494 0.432 0.436 0.448 0.549*
(0.146) (0.169) (0.162) (0.150) (0.100) (0.146) (0.140) (0.128) (0.061)
(log) Indian exports -0.152 -0.166 -0.157 -0.165*% -0.148 -0.152 -0.162 -0.144 -0.126 -0.136 -0.152
(0.123) (0.102) (0.128) (0.092) (0.135) (0.124) (0.101) (0.137) (0.197) (0.166) (0.121)
(log) Resource depletion 0.002 0.002 0.001 0.001 0.003 0.002 0.002 0.002 0.003 0.003 0.003
(0.924) (0.908) (0.948) (0.940) (0.885) (0.923) (0.896) (0.920) (0.877) (0.864) (0.852)
Political rights -0.140 -0.136 -0.139 -0.133 -0.135 -0.140 -0.142 -0.131 -0.163 -0.162
(0.173) (0.184) (0.175) (0.201) (0.190) (0.173) (0.153) (0.171) (0.124) (0.116)
Control of corruption -0.228 -0.237 -0.231 -0.211 -0.315 -0.230 -0.250 -0.212 -0.205 -0.219 -0.114
(0.421) (0.404) (0.415) (0.452) (0.291) (0.423) (0.378) (0.450) (0.467) (0.440) (0.670)
(log) Indian migrants (def. 1) 0.026
(0.662)
(log) Indian migrants (def. 2) 0.005
(0.883)
Chinese project aid 0.190
(0.174)
(log) Under-5 mortality rate -0.246
(0.291)
Neighbor 0.035
(0.961)
UN voting 0.978
(0.492)
UN voting (BRIC vs USA) 0.073
(0.950)
Common language 0.039
(0.894)
Colonial relationship 0.148
(0.624)
Democracy 0.442
(0.133)
Constant 12.592%** 12.416%** 12.632%** 11.210%*** 14.607*** 12.546%** 12.617*** 12.704%** 13.218*** 13.031%*** 11.524%**
(0.000) (0.000) (0.000) (0.002) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
Number of observations 125 125 125 124 125 125 125 125 125 125 125
Prob>Chi2 0.002 0.003 0.003 0.003 0.001 0.003 0.002 0.002 0.002 0.002 0.002
Pseudo R-Squared 0.17 0.17 0.17 0.18 0.18 0.17 0.17 0.17 0.16 0.16 0.17

Notes: Dependent variable: Dummy that takes a value of one if aid was commited to a recipient country during the 2008-2010 period / * (**, ***) indicates significance at the ten (five, one) percent level
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Appendix II1.4: Allocation of India’s aid commitments (OLS, 2008-2010): Robustness checks

baseline (1a) (1b) () (3) (4) (5) (6) @ (8) (9
(log) GDP per capita -0.241 -0.235 -0.240 -0.214 -0.047 -0.230 -0.317 -0.286 -0.233 -0.249 -0.251
(0.226) (0.251) (0.233) (0.292) (0.880) (0.246) (0.126) (0.175) (0.340) (0.208) (0.201)
(log) Affected from disasters 0.111** 0.112** 0.111** 0.109** 0.106** 0.108** 0.077 0.075 0.101* 0.097* 0.110%*
(0.037) (0.041) (0.040) (0.042) (0.034) (0.043) (0.162) (0.173) (0.060) (0.063) (0.036)
(log) Population -0.526%** -0.533%** -0.526%** -0.531%** -0.532*** -0.522*** -0.502*** -0.465%** -0.363** -0.483*** -0.542%**
(0.002) (0.004) (0.002) (0.003) (0.003) (0.002) (0.003) (0.008) (0.037) (0.004) (0.003)
(log) Distance -1.668*** -1.646%** -1.669%** -1.630%** -1.660*** -1.529%** -1.997*** -2.053*** -1.857*** -1.634%** -1.635%**
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
UN voting (key votes) 6.918*** 6.968*** 6.907*** 6.933*** 6.858*** 7.215%** 5.926%** 6.826*** 6.941%**
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
Commonwealth -1.203*** -1.214%%* -1.210%** -1.210%** -1.236*** -1.199*** -1.050*** -1.000*** -1.292%**
(0.001) (0.002) (0.002) (0.001) (0.001) (0.001) (0.003) (0.006) (0.000)
(log) Indian exports 0.398*** 0.394%** 0.395*** 0.398*** 0.413%** 0.383*** 0.365%** 0.378%** 0.292** 0.401%** 0.412%**
(0.001) (0.001) (0.001) (0.001) (0.001) (0.002) (0.003) (0.003) (0.015) (0.001) (0.002)
(log) Resource depletion -0.019 -0.019 -0.019 -0.019 -0.019 -0.019 -0.010 -0.011 -0.014 -0.027 -0.020
(0.339) (0.325) (0.316) (0.350) (0.349) (0.347) (0.625) (0.622) (0.534) (0.153) (0.303)
Political rights 0.037 0.038 0.037 0.039 0.030 0.035 0.072 0.096 0.052 0.056
(0.798) (0.797) (0.802) (0.788) (0.849) (0.812) (0.568) (0.447) (0.750) (0.703)
Control of corruption 1.474*** 1.473%** 1.470*** 1.465%** 1.426%** 1.403%** 1.508*** 1.587*** 1.505%** 1.481%** 1.461%**
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
(log) Indian migrants (def. 1) 0.011
(0.892)
(log) Indian migrants (def. 2) 0.004
(0.920)
Chinese project aid 0.080
(0.551)
(log) Under-5 mortality rate 0.341
(0.267)
Neighbor 0.682
(0.268)
UN voting 8.478%**
(0.000)
UN voting (BRIC vs USA) 5.854%**
(0.000)
Common language -0.239
(0.486)
Common colonial history -1.219%**
(0.001)
Democracy -0.259
(0.498)
Constant 26.284%** 26.111%** 26.321%** 25.727%** 23.238%** 24.922%** 28.461%** 29.206%** 27.486%** 25.511%** 26.396%**
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
Number of observations 51 51 51 51 51 51 51 51 51 51 51
Prob>F 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000
R-Squared 0.83 0.82 0.82 0.82 0.83 0.83 0.84 0.84 0.77 0.83 0.83

Notes: Dependent variable: (log) Aid commitments to recipient country, sum 2008-2010 / * (**, ***) indicates significance at the ten (five, one) percent level
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Appendix IIL.5: Comparison of India’s aid allocation with other donors

(Indian aid recipients only, 2008-2010)

India USA EU-3 Good donors Japan Korea UAE
(log) GDP per capita -0.249 0.003 -0.628** -0.647** -0.314 -0.237 -1.174**
(0.191) (0.994) (0.035) (0.011) (0.108) (0.429) (0.027)
0.552 0.203 0.154 0.823 0.970 0.119
(log) Affected from disasters 0.097* 0.131* 0.025 0.062 0.083* 0.099 -0.213
(0.053) (0.083) (0.705) (0.342) (0.056) (0.278) (0.188)
0.696 0.244 0.595 0.844 0.979 0.073
(log) Population -0.483*** 0.868*** 0.543%* 0.567*** 0.312%* 0.841%** -0.256
(0.002) (0.005) (0.013) (0.001) (0.020) (0.000) (0.507)
0.000 0.000 0.000 0.000 0.000 0.601
(log) Distance -1.634%** 0.184 -0.535 -1.139** -1.467*** -1.336*** -2.001*
(0.000) (0.798) (0.317) (0.022) (0.000) (0.002) (0.072)
0.025 0.041 0.394 0.618 0.544 0.739
UN voting (key votes) 6.826%** 4.023 -0.383 0.717 -0.076 10.602** -1.883
(0.000) (0.165) (0.880) (0.766) (0.964) (0.016) (0.678)
0.389 0.021 0.030 0.001 0.388 0.097
Common colonial history -1.219%%* 4.189%** 1.039** 2.681%** 0.606
(0.000) (0.007) (0.050) (0.000) (0.519)
0.001 0.000 0.000 0.092
(log) Bilateral exports 0.401*** 0.043 0.506*** 0.311%** 0.220*** 0.217* 0.231**
(0.001) (0.858) (0.009) (0.002) (0.003) (0.074) (0.014)
0.136 0.616 0.468 0.179 0.184 0.226
(log) Resource depletion -0.027 0.037 0.012 -0.030 -0.019 -0.031 0.020
(0.137) (0.253) (0.630) (0.291) (0.164) (0.222) (0.618)
0.066 0.084 0.926 0.716 0.914 0.301
Political rights 0.056 -0.026 0.083 0.141 -0.052 0.186 -0.499
(0.692) (0.897) (0.410) (0.251) (0.474) (0.177) (0.190)
0.756 0.881 0.697 0.491 0.468 0.200
Control of corruption 1.481%** 0.175 0.972** 1.321%** 0.573** -0.267 -1.157
(0.000) (0.805) (0.021) (0.005) (0.048) (0.607) (0.398)
0.094 0.314 0.707 0.025 0.001 0.064
Donor country dummies Yes Yes Yes Yes Yes Yes Yes
Number of observations 574
Number of recipients 51
- per donor group 51 51 51 50 51 49 33
R-Squared 0.65
Notes:

- Estimation technique: Nested OLS with standard errors clustered by recipient country

- Dependent variable: (log) Aid commitments to recipient country, sum 2008-2010

- We report coefficients of the explanatory variables (corresponding p-values in parentheses)
- In italics: p-values of a Wald test of equal marginal effects of the respective donor (group) compared to India

- ¥ (¥*, ***) indicates significance at the ten (five, one) percent level
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Appendix IV.1: Humanitarian aid and disaster relief of “new” donors

Turkey

Responsible agency

Ministry of Foreign Affairs

Objectives / Mission | Channel humanitarian assistance rapidly to those countries in dire straits and support
international efforts to this end indiscriminate of race, religion, language and gender;
build a safer world, save human lives and protect the environment; build on own
experiences as a disaster-prone country

Priorities N/A

Sources www.mfa.gov.tr/humanitarian-assistance-by-turkey.en.mfa

South Korea

Responsible agency

Korean International Cooperation Agency (KOICA)
Ministry of Foreign Affairs and Trade
Other ministries and governmental agencies

Objectives / Mission Provide immediate relief to refugees and the victims of natural disasters and war;
stabilize food supplies; repair and reconstruct health and education facilities; rebuild
economic and social infrastructure; facilitate industrial rehabilitation

Priorities Infrastructure support; aid in kind; emergency relief; training; focus on Asia

Sources www.koica.go.kr/english/aid/disaster/index.html
http://en.rescue.go.kr/

Saudi Arabia

Responsible agency No central agency

Objectives / Mission | Spread aid to who needs it; “Kingdom of Humanity”

Priorities Initiation of donation campaigns; focus on Arabic and Muslim countries

Sources www.saudiembassy.pl/The,Kingdom,of,Saudi,Arabia,and,Humanitarian,aids,281.html

United Arab Emirates

Responsible agency

UAE Office for the Coordination of Foreign Aid (OCFA)
Several government ministries, departments and agencies

Objectives / Mission

Provide urgent relief to those suffering the effects of natural disasters and man-made
crises; dictated by an Islamic belief that helping those in need is a primary duty and
that part of the country’s wealth from oil and gas should be devoted to assisting less
fortunate countries and individuals; lead the way in responding to regional and
international emergencies

Priorities

Middle East; Sub-Saharan Africa; Central and South Asia; difficult regions; high risk
areas

Sources

http://www.uaeinteract.com/government/development_aid.asp
http://www.ocfa.gov.ae

Czech Republic

Responsible agency

Ministry for Foreign Affairs
Ministry of the Interior

Objectives / Mission

Save lives; alleviating human suffering; build resilience; prevent new disasters; operate
out of common human solidarity and independent of particular political or other
interests; regular annual humanitarian budget since 1995

Priorities

Development priority partner countries (e.g., Afghanistan and Ethiopia); countries that
receive little aid (e.g., Zimbabwe, Myanmar, Sri Lanka and DR Congo); floods response
(high-capacity water pumps); decontamination; urban search and rescue assistance;
disaster risk reduction; early recovery in the local communities

Sources

E-mail from Ministry of Foreign Affairs

www.mzv.cz/aid
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Appendix IV.1 (continued): Humanitarian aid and disaster relief of “new” donors

Singapore

Responsible agency

Singaporean Civil Defence Force
Ministry of Foreign Affairs

Objectives / Mission Being a responsible member of the international community; does not aspire to being a
major donor; being part of an overall international contribution

Priorities Decisions taken under consideration of the value added to the general relief efforts and
of the nature of Singapore’s relations with the affected country; emphasis on
neighboring countries

Sources E-mail from Ministry of Foreign Affairs

Russian Federation

Responsible agency

Ministry of Foreign Affairs
Ministry of Finance
Ministry for Emergencies

Objectives / Mission Eliminate the consequences of humanitarian, natural, environmental, and industrial
disasters and other emergencies

Priorities N/A

Sources Minfin (2007)
www.mchs.gov.ru/eng

China

Responsible agency

Ministry of Foreign Affairs
Ministry of Commerce

Ministry of Health

Ministry of Civil Affairs

China Earthquake Administration

Objectives / Mission Reduce losses of life and property in disaster-stricken areas; help the victim country
tackle difficulties caused by the disaster; fulfill duty of a responsible member of
international society; humanitarian spirit of "People first"

Priorities N/A

Sources State Council (2011)
www.gov.cn/misc/2006-01/18/content 163087.htm

Brazil

Responsible agency

Ministry of Foreign Affairs

Objectives / Mission Respond quickly to humanitarian emergencies caused by social and environmental
disasters; promote both food security and nutritional status of vulnerable populations;
implement measures to prevent and reduce disaster risks; sustainable post-disaster
early recovery; bring world nations and peoples closer

Priorities Priority to projects capable of igniting changes in the structural causes beneath the
situation of food insecurity; gifts of food, materials for temporary shelter and health
supplies; Latin American, Caribbean, African and Asian countries

Sources cooperacachumanitaria.itamaraty.gov.br

Poland

Responsible agency

Ministry of Foreign Affairs

Objectives / Mission | Save lives and protect during disasters and crises

Priorities Partner countries (e.g., Afghanistan, Georgia, Moldova, Palestinian Territory and
Ukraine); in difficult humanitarian situations (Sudan, Chad and Iraq)

Sources www.polishaid.gov.pl
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Appendix IV.1 (continued): Humanitarian aid and disaster relief of “new” donors

Hungary

Responsible agency

Ministry of Foreign Affairs
Other ministries
National Directorate for Disaster Management

Objectives / Mission | Give the victims of conflicts and disasters speedy assistance; focus also on
rehabilitation and reconstruction

Priorities Support in the sectors of health, water and sanitation; restoration of livelihoods; focus
on Central and South-East European region

Sources www.mfa.gov.hu/kum/en/bal/foreign policy/international development

Cyprus

Responsible agency

Minister of Foreign Affairs
CyprusAid (Planning Bureau)

Objectives / Mission | Assist countries and people in dire situations; motivated by own experience after the
Turkish invasion of 1974; facilitator in emergency response situations; active since 1994
Priorities Funds or in kind (pharmaceuticals, food and clothing); countries that are close and
enjoy good relations with Cyprus
Sources E-mail from Ministry of Foreign Affairs
CyprusAid (2009)
http://www.planning.gov.cy/planning/planning.nsf/dmlcyactivities _en/dmlcyactivities
en?0OpenDocument
Slovakia

Responsible agency

Ministry of Foreign Affairs
Ministry of Interior

Objectives / Mission Expression of solidarity with people in need; prevent the loss of lives; mitigate the
suffering of people affected by exceptional events like natural disasters, armed
conflicts or similar emergency situations; active since about 2002

Priorities Urgency; availability of resources; no pre-defined regional or sectoral priorities

Sources E-Mail from Ministry of Foreign Affairs
www.foreign.gov.sk/en/foreign policy/slovak aid

Israel

Responsible agency

Ministry of Foreign Affairs
Agency for International Development Cooperation (MASHAV)

Objectives / Mission Respond in the wake of natural or man-made disasters; “by tragic circumstance, Israel
is a world leader in handling mass casualties;” active since 1957 (disaster relief since
the 1980s)

Priorities Emergency and disaster medicine; Gaza Strip; West Bank

Sources www.mfa.gov.il/mfa/humanitarianaid/overview
mashav.mfa.gov.il
E-Mail from MASHAV

Monaco

Responsible agency

Ministry of Foreign Affairs (Department of International Cooperation)

Objectives / Mission Support people affected by natural disasters or food shortage without any political
considerations; active since 2007

Priorities No geographic priorities

Sources www.gouv.mc/Action-Gouvernementale/Monaco-dans-le-Monde/L-Aide-Publique-au-

Developpement-et-la-Cooperation-Internationale
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Appendix IV.1 (continued): Humanitarian aid and disaster relief of “new” donors

Argentina

Responsible agency

Ministry of Foreign Affairs and Worship (Comisién Cascos Blancos)

Objectives / Mission | Search for new proposals to reduce risks, prevent disasters, preparing responses and
minimize their impact; development of participatory and preventive tools;
incorporation of communities in risk reduction processes

Priorities Focus on the Americas

Sources WWW.cascosblancos.gov.ar

Venezuela

No information available

Estonia

Responsible agency

Ministry of Foreign Affairs
Ministry of the Interior (Estonian Disaster Relief Team )

Objectives / Mission | Save human lives and render help to the victims; pay attention first and foremost to
most vulnerable groups of the population; most genuine form of solidarity between
people and countries; active since 1998

Priorities Earthquakes; floods; war refugees

Sources www.vm.ee
www.rescue.ee

Malaysia

Responsible agency

No unified procedure (case-by-case basis)

Objectives / Mission | Strive and support efforts in the area of international disaster relief

Priorities Availability of technical expertise and technical equipment; language and culture; focus
on Malaysia’s own natural disasters (flooding, sporadic peat soil fire and forest
fire/haze)

Sources E-mail from the Embassy of Malaysia in Berlin

Thailand

No information available

Slovenia

Responsible agency

Ministry of Foreign Affairs
Ministry of Defence
Administration for Civil Protection and Disaster Relief

Objectives / Mission Prevent or alleviate human suffering; non-discriminatory and not linked to foreign
policy objectives

Priorities Reduction of poverty and hunger; mine action; assistance to children in post-conflict
situations; Western Balkans; Eastern Europe, the Caucasus and Central Asia; Africa

Sources www.mzz.gov.si/en/foreign_policy/foreign_policy/
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Appendix IV.2: List of donor countries by definition of “new” donors

Donor country # aid Aid (mill. USS) | Decision time Non-DAC Poor Autocracy
United States of America 269 832 21

Germany 168 247 26

Norway 134 187 33

Sweden 132 192 30

Japan 131 516 13

Italy 102 124 27

France 101 72 20

Switzerland 95 78 45

Canada 93 192 24

United Kingdom 91 450 29

Spain 83 113 22

Australia 75 136 21

Ireland 75 60 30

Denmark 72 85 25

Luxembourg 70 22 37

Netherlands 69 153 27

Turkey 54 84 41 X X

Korea, Republic of 54 25 21 X

Belgium 52 71 35

Saudi Arabia (Kingdom of) 51 482 42 X X
New Zealand 50 36 23

United Arab Emirates 47 46 51 X X
Czech Republic 44 9 29 X

Austria 41 18 47

Finland 39 39 30

Singapore 37 12 34 X X
Greece 35 35 28

Russian Federation 30 35 18 X X X
China 30 21 15 X X X
Brazil 26 5 30 X X

Poland 24 10 17 X

Hungary 23 2 26 X

Portugal 19 11 26

Cyprus 19 1 61 X

Slovakia 18 8 20 X

Israel 18 4 20 X

Monaco 18 2 44 X N/A
Argentina 18 0 25 X X

Venezuela 16 0 18 X X

Estonia 15 1 20 X

Malaysia 14 9 9 X X X
Thailand 13 30 19 X X (X)
Slovenia 13 1 15 X

Qatar 12 25 16 X X
Iceland 12 1 29 X

Liechtenstein 12 1 60 X

Colombia 12 0 23 X X

South Africa 11 2 24 X X X
Latvia 11 1 19 X X

Andorra 11 0 72 X

Chile 11 0 12 X X

Morocco 10 1 24 X X X
Peru 10 0 35 X X (X)
India 9 31 6 X X

Kuwait 9 21 11 X X

Note: N/A - not available; (X) - true in some years

207




Appendix IV.2 (continued): List of donor countries by definition of “new’ donors

Donor country # aid Aid (mill. USS) | Decision time Non-DAC Poor Autocracy
Kazakhstan 9 7 39 X X X
Mexico 9 4 33 X X (X)
Cuba 9 0 11 X X X
Hong Kong 7 7 24 X N/A
Trinidad and Tobago 7 3 14 X

Romania 7 3 27 X X

Lithuania 6 0 24 X X

Laos 6 0 17 X X X
Pakistan 6 0 12 X X (X)
Korea, Dem. Rep. 6 0 11 X X X
Libya 5 2 21 X X X
Moldova 5 0 27 X X

Sri Lanka 4 1 8 X X

Nigeria 4 1 11 X X

Iran 4 1 15 X X X
Mauritius 4 0 10 X X

Bulgaria 4 0 26 X X

Tunisia 4 0 18 X X X
Nicaragua 4 0 9 X X

Ecuador 4 0 8 X X (X)
Jordan 4 0 12 X X X
Malta 3 11 47 X

Indonesia 3 1 5 X X

Algeria 3 1 19 X X X
Azerbaijan 3 1 19 X X X
Botswana 3 1 26 X X X
Mauritania 3 0 17 X X (X)
Belarus 3 0 29 X X X
Oman 3 0 5 X X
Bangladesh 3 0 13 X X (X)
Panama 3 0 8 X X

Kyrgyzstan 2 27 14 X X (X)
Gabon 2 1 12 X X X
Reunion 2 0 23 X N/A N/A
Philippines 2 0 15 X X

Vietnam 2 0 25 X X X
Faeroe Islands 2 0 44 X N/A
Nepal 2 0 2 X X (X)
Dominican Republic 2 0 X X

Swaziland 2 0 14 X X X
San Marino 2 0 X

Guatemala 2 0 3 X X

Fiji 2 0 48 X X (X)
Cook Islands 2 0 55 X N/A N/A
Bahamas 2 0 31 X

Ukraine 2 0 10 X X

El Salvador 2 0 12 X X

Bolivia 2 0 4 X X

Syrian Arab Republic 2 0 4 X X X
Tajikistan 2 0 12 X X X

Note: N/A - not available; (X) - true in some years
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Appendix IV.3: Sources and definitions

Variable | Description | source
Dependent variables

Aid dummy 1 if donor provides emergency assistance to recipient after a natural disaster OCHA (2011)
(log) Decision time (log) Number of days following a disaster before a donor commits herself to provide emergency aid OCHA (2011)

Disaster characteristics

(log) Total affected

(log) Number of people that have been injured, affected and left homeless after a disaster

EM-DAT (2012)

(log) Killed (log) Number of persons confirmed as dead and persons missing and presumed dead EM-DAT (2012)

Donor characteristics

DAC 1if donor country is a member of the OECD Development Assistance Committee Own construction

(log) GDP per capita (log) Real GDP per capita (Constant Prices: Laspeyres), derived from growth rate, lag Penn World Tables (Heston et al. 2009)
High income 1 if donor country is classified as high-income country according to 2010 GNI per capita World Bank (http://data.worldbank.org/)
Democracy 1 if the regime qualifies as democratic, lag Cheibub et al. (2010)

(log) Population

(log) Total population, lag

World Bank (http://data.worldbank.org/indicator/)

Recipient characteristics

(log) GDP per capita
(log) Population
Population density
Democracy

Control of corruption
UNSC member

(log) Mineral and energy

(log) Real GDP per capita (constant 2005 Prices: Laspeyres), derived from growth rate, lag

(log) Total population, lag

Total population divided by area in hectare, lag

1 if the regime qualifies as democratic, lag

Index ranging from -2.5 to 2.5 (higher values: better governance), interpolated, lag

1if a country is a temporary member of the United Nations Security Council, current year

(log) Product of unit resource rents and physical quanitites of minerals and energy extracted, lag

Penn World Tables (Heston et al. 2011)

World Bank (http://data.worldbank.org/indicator/)
Own construction based on CEPII and World Bank data
Cheibub et al. (2010)

Kaufmann et al. (2009)

Dreher et al. (2009b)

World Bank (http://data.worldbank.org/indicator/)

Bilateral variables

(log) Distance

Neighbor

Common colonial history
Common official language
Common major religion
(log) Migration in

(log) Migration out

UNGA voting

(log) Exports

(log) Bilateral distance (weighted by populations of major cities)

1if donor and recipient share a common border

1 if countries ever had a common colonizer or have ever been in a colonial relationship

1if countries share a common official language

1 if countries have the same major religion

(log) Stock of migrants from recipient country in donor country, 2000 round of population censuses
(log) Stock of migrants from donor country in recipient country, 2000 round of population censuses
UNGA voting alignment between donor and recipient, lag

(log) Exports to recipient country (% of total exports of donor country), mirror data used, lag

CEPII (Mayer and Zignago 2006)

CEPII (Mayer and Zignago 2006)

CEPII (Mayer and Zignago 2006)

CEPII (Mayer and Zignago 2006)

WCD (http://www.worldchristiandatabase.org/wcd/)
Global Migrant Origin Database (Parsons et al. 2007)
Global Migrant Origin Database (Parsons et al. 2007)
Voeten and Merdzanovic (2009)

UN Comtrade via WITS (http://wits.worldbank.org/)

Notes:

- The value of 1 has been added to "Total affected,"” "Killed" and "Mineral and energy depletion" before taking logarithms
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Appendix IV.4: Descriptive statistics

Variable Obs Mean Std. Dev. Min Max
Dependent variables

Aid dummy 29412 0.09 0.28 0.00 1.00
(log) Decision time 2194 2.62 1.20 0.00 5.18
Disaster severity

(log) Total affected 29412 11.23 2.78 0.00 18.83
(log) Killed 29412 3.56 2.30 0.00 12.02
Donor characteristics

DAC 29412 0.27 0.44 0.00 1.00
(log) GDP per capita 29412 9.35 1.04 6.80 11.92
High income 29412 0.46 0.50 0.00 1.00
Democracy 29412 0.70 0.46 0.00 1.00
(log) Population 29412 16.47 1.73 12.53 21.00
Recipient characteristics

(log) GDP per capita 29412 8.07 0.91 4.77 10.35
(log) Population 29412 17.02 1.99 11.14 21.00
Population density 29412 1.38 1.74 0.02 10.10
Democracy 29412 0.65 0.48 0.00 1.00
Control of corruption 29412 -0.51 0.53 -1.73 1.50
UNSC member 29412 0.11 0.31 0.00 1.00
(log) Mineral and energy depletion 29412 33.89 15.46 0.00 51.12
Bilateral variables

(log) Distance 29412 8.84 0.71 5.25 9.89
Neighbor 29412 0.02 0.15 0.00 1.00
Common colonial history 29412 0.15 0.36 0.00 1.00
Common official language 29412 0.11 0.31 0.00 1.00
Common major religion 29412 0.43 0.50 0.00 1.00
(log) Migration in 29412 5.31 3.14 0.00 16.05
(log) Migration out 29412 4.63 2.74 0.00 15.40
UNGA voting 29412 0.77 0.14 0.01 0.99
(log) Exports 29412 -4.24 3.13 -17.66 4.05

Note: Descriptive statistics for sample as in Table V.2, column 1.
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Appendix IV.5: Determinants of aid selection (Logit, marginal effects, 2000-09)

| (1) (2) (3) (4)
Disaster severity
(log) Total affected 0.0079*** 0.0079***
(0.000) (0.000)
(log) Killed 0.0266*** 0.0269***
(0.000) (0.000)
Donor characteristics
DAC 0.0384*** 0.0381***
(0.003) (0.006)
(log) GDP per capita 0.0759*** 0.0730*** 0.0589 0.0578
(0.000) (0.000) (0.201) (0.198)
Democracy 0.0188 0.0108 0.0057 0.0219
(0.140) (0.361) (0.869) (0.429)
(log) Population 0.0215%** 0.0183%** 0.0935 0.0895
(0.000) (0.000) (0.163) (0.175)
Recipient characteristics
(log) GDP per capita -0.0140*** -0.0142%**
(0.000) (0.000)
(log) Population -0.0276*** -0.0270***
(0.000) (0.000)
Population density -0.0025** -0.0025***
(0.012) (0.009)
Democracy 0.0007 -0.0007
(0.851) (0.846)
Control of corruption -0.0133%** -0.0147***
(0.000) (0.000)
UNSC member 0.0147*** 0.0139***
(0.002) (0.003)
(log) Mineral and energy depletion 0.0005*** 0.0004***
(0.001) (0.003)
Bilateral variables
(log) Distance -0.0350%** -0.0243*** -0.0360*** -0.0226%**
(0.000) (0.000) (0.000) (0.000)
Neighbor 0.0331*** 0.0334*** 0.0239** 0.0227**
(0.005) (0.006) (0.039) (0.045)
Common colonial history 0.0114 0.0047 0.0195*** 0.0119*
(0.113) (0.564) (0.005) (0.098)
Common official language 0.0024 0.0113 0.0141** 0.0233***
(0.732) (0.115) (0.013) (0.000)
Common major religion 0.0289*** 0.0133 0.0275*** 0.0100
(0.000) (0.147) (0.000) (0.172)
(log) Migration in 0.0032** 0.0036** 0.0023** 0.0029***
(0.043) (0.030) (0.028) (0.010)
(log) Migration out 0.0009 0.0027 0.0015* 0.0046***
(0.451) (0.141) (0.096) (0.000)
UNGA voting -0.0516* -0.0687** 0.0334 -0.0212
(0.066) (0.017) (0.365) (0.434)
(log) Exports 0.0053*** 0.0070*** 0.0055*** 0.0079***
(0.004) (0.000) (0.000) (0.000)
Disaster-type dummies Yes Yes
Donor dummies Yes Yes
Emergency-recipient dummies Yes Yes
Year dummies Yes Yes
Number of observations 29412 30622 29412 30622

Notes:

- All models show marginal effects of Logit models with standard errors clustered at the donor level
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Appendix V.1: Anecdotal evidence

Tibet’s political status represents a long-run cause of conflict both in China and in
international relations that revolves around the question of whether the incorporation of Tibet
into China was in accordance with international law. In light of this, the Chinese
administration has recognized that its position on Tibet’s status not only needs to be enforced
domestically, but also internationally." By opposing any notion from abroad that might
challenge the status quo of the region, China not only aims to contain the spread of unrest
inside Tibet, but also seeks to weaken the worldwide Tibetan independence movement.’
Within this context, the Dalai Lama, in his position as leader of the Tibetan community, is
seen as a threat to the integrity of the Chinese nation. Consequently, meetings between
foreign officials and the Dalai Lama are a constant source of bilateral diplomatic tensions

with China.

Since going into exile in 1959 until the end of 2009, the Tibetan leader visited 62
countries on all continents.” The Dalai Lama himself emphasizes the non-political nature of
his visits and uses his travels as an opportunity to meet foreign politicians in order to discuss
— among other issues — the situation in Tibet. The Chinese administration emphasizes that
Tibet forms an integral part of China and sees the Dalai Lama as a pretentious state leader
with a separatist agenda regarding Tibet. Therefore, any meeting of foreign officials with the
Buddhist monk is perceived by Beijing as interference with internal affairs. Despite Chinese
opposition, many countries have, to an increasing extent, recognized the Dalai Lama as a
notable religious leader, subsequently granting him considerable attention. At the same time,
China has increased pressure on other countries to not receive the exiled Tibetan leader in any
form.

In this appendix, we study anecdotal evidence on how the bilateral climate between
China and its trading partners is influenced by meetings between foreign officials and the
Dalai Lama and derive our hypotheses. Of course, the incidents involving diplomatic threats
listed below are not exhaustive, but provide some illustrative examples. Moreover, many

diplomatic threats occur outside of the public spotlight, as can be seen in the example of a

" According to an official government bulletin, China identifies the issue of Tibet as one of the “most important
and sensitive” core issues to be respected by China’s partners, available at: http://www.gov.cn/misc/2009-
05/27/content 1326253 .htm (accessed: July 12, 2012).

> As Goldstein (1998: 83) notes, international opinion plays an important role in conflicts over regional
independence since “the ambiguity about when entities have the right to seek self-determination has made
international opinion an important dimension of such disputes”.

3 In 1967, the Dalai Lama travelled outside India for the first time in order to visit Japan and Thailand. His first
trip to Europe was in 1973 where he visited 12 countries in 75 days. In 1979, he travelled to the United States
and Canada for the first time.
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letter written by China’s ambassador Zhang Yun to the Dutch chairman of the Standing
Committee on Foreign Affairs, Henk Jan Ormel. In the text, which to the surprise of the
ambassador was made public, the Chinese embassy warned that Sino-Dutch relations might
be negatively affected by a planned meeting between Dutch members of parliament and the

Dalai Lama.*

Hypothesis 1: Trade-deteriorating effect of Dalai Lama meetings

In addition to purely diplomatic threats, China increasingly exerts economic pressure on
foreign governments to discourage them from meeting with the Dalai Lama. The growing
assertiveness of the Chinese administration towards meetings of foreign dignitaries with the
Tibetan leader reflects China’s rising economic power. As such, this growing economic
power provides China with the leverage needed to advance its political interests.

The Dalai Lama was officially invited to the White House for the first time in 1991 by
President George Bush senior. The reception marked a pronounced change from the policy of
former US presidents and sparked immediate protest from the Chinese.’ During the
subsequent two Clinton and Bush presidencies, the Dalai Lama has been a visitor to the White
House a further nine times, provoking regular protest from Beijing. In 2007, the US Congress
awarded the Congressional Gold Medal, the highest civil honor conferred in the United
States, to the Dalai Lama. The act was compounded by the fact that the US president
personally attended the award ceremony. In a statement issued one day later by the Chinese
Ministry of Foreign Affairs, Spokesperson Liu Jianchao emphasized that the award “ha[d]
severely hurt the feelings of the Chinese people and gravely undermined the relationship
between China and the US,” a wording that is characteristic of the Chinese reaction to
countries officially receiving the Dalai Lama. Furthermore, he “urge[d] the US to take

6
2 In

effective measures immediately to undo the severe adverse impact of its erroneous act.
2009, President Barack Obama decided not to receive the Dalai Lama. The media deemed the
decision “unprecedented” and surmised that the president had strategically delayed the
reception until after his state visit to Beijing. The meeting finally took place in February 2010

and caused considerable discontent in Beijing. Chinese authorities emphasized that the move

4 «“We are clear: no dalai lama visits,” NRC Handelsblad, May 7, 2009, available at:
http://www.nrc.nl/international/Features/article2234645.ece/We_are clear no_dalai_lama_visits (accessed: July
12,2012).

> “On my mind; Beijing Heart Attack,” The New York Times, April 19, 1991, p. A27, available at:
http://www.nytimes.com/1991/04/19/opinion/on-my-mind-beijing-heart-attack.html (accessed: July 12, 2012).

6 “Foreign Ministry Spokesperson Liu Jianchao's Regular Press Conference,” Ministry of Foreign Affairs of the
People’s Republic of China, October 18, 2007, available at:
http://www.fmprc.gov.cn/eng/xwfw/s2510/2511/t373809.htm (accessed: July 12, 2012).
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damaged US-Chinese relations, which, in turn, would undermine the United States’ recovery
from the current economic crisis.’

Before Italian Prime Minister Silvio Berlusconi’s reception of the Dalai Lama in 1995,
the Chinese prime minister warned his Italian counterpart that “if this [the Italian] government
will adopt a policy that could damage a matter of principle [for China], it may also damage
trade relations.” Facing potential trade retaliations by the Chinese, Berlusconi openly
admitted to the Dalai Lama that the international community was facing a dilemma, “caught
between the importance of maintaining trade relations and protecting human rights.”® The
decision to meet the Tibetan leader, despite Chinese threats, was judged as “courageous” by
both the Italian media and the Dalai Lama himself.

In contrast, Germany’s political leaders refrained for a long time from meeting with
the Dalai Lama. In this regard, a 1995 New York Times article critically assessed that
German foreign policy was aimed at avoiding political conflict over human rights issues with
China, so as not to endanger lucrative trade ties with the emerging economy.'® Bilateral
discontent emerged between China and Germany when Chancellor Angela Merkel deviated
from this general practice by receiving the Dalai Lama in the chancellery in 2007. Merkel’s
predecessor Gerhard Schroder, known for his keenness for good economic relations with
China, criticized the decision as a mistake, bearing in mind the detrimental effect the meeting
may have on bilateral relations with Beijing. In the lead up to the Dalai Lama’s announced
visit to Berlin, Chinese politicians warned that the meeting would severely damage economic
ties. In the aftermath of this meeting, several bilateral meetings at various political levels were
cancelled. An article entitled “The Cost of Being Honest,” published in the German weekly
“Der Spiegel,” concluded that the chancellor’s foreign policy comes with a “Merkel cost” for
business. "'

Sino-French relations worsened as French government sources announced a meeting
between Nicolas Sarkozy and the Dalai Lama. Chinese officials promptly insinuated that
trade ties with France could suffer unless the meeting was cancelled. China sent a strong

message to France, which held the EU presidency at the time, by cancelling the 11th annual

7 “Destiny of Tibet 'in hands of people,” China Daily, February 3, 2010, available at:

http://www.chinadaily.com.cn/china/2010-02/03/content 9417649 _2.htm (accessed: July 12, 2012).

¥ «Li Peng "diffida" Berlusconi; Il Cavaliere l'aveva promesso a Pannella. Ma Pechino avverte: "Sono in pericolo
le relazioni commerciali,"” La Stampa, June 15, 1994, p. 4, own translation.

? “"'talia, grazie per il coraggio"; Il leader tibetano a Palazzo Chigi, per la prima volta un governo italiano sfida il
veto cinese,” La Stampa, June 18, 1994, p. 7, own translation.

10 “Seeking China Deal, Bonn Shuns Rights Issue,” The New York Times, July 13, 1995, available at:
http://www.nytimes.com/1995/07/13/world/seeking-china-deal-bonn-shuns-rights-issue.html (accessed: July 12,
2012).

T “Merkel Foreign Policy Is Bad for Business,” Spiegel Online, October 23, 2007, available at:

http://www.spiegel.de/international/germany/0,1518,513067,00.html (accessed: July 12, 2012).
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EU-China summit at rather short notice.'> In addition, the media reported that the finalization
of a contract to purchase 150 passenger planes from Airbus was suddenly postponed without
further explanation.”® After the actual meeting took place, Vice Foreign Minister He Yafei
emphasized that it had ‘“sabotage[d] the political basis of China-France and China-EU
relations” and furthermore warned of “serious consequences” which France alone would have
to bear."* In early 2009, France was crossed off the travel agenda of two Chinese trade
delegations. The first delegation alone signed 15 billion US dollars’ worth of trade deals in
other European countries. Furthermore, Chinese Prime Minister Wen Jiabao did not pay any
state visit to France during his trip to Europe in January 2009. When asked to comment on the
itinerary of his European tour, he was cited saying: “I looked at a map of Europe on the plane.
My trip goes around France. [...] We all know why.”"

The case of Mongolia serves as a further illustration of China’s antagonism towards
countries receiving the Dalai Lama. The Dalai Lama has visited the country on several
occasions since 1979 as the country has strong historical and cultural links with Tibet. As
reported by media sources in 2002, China imposed a temporary ban on imports from
Mongolia and blocked the only railway link between the two countries in response to the
reception of the Tibetan leader by the Mongolian Prime Minister Nambaryn Enkhbayar. The
import ban was lifted after only one day and no further official receptions of the Dalai Lama
took place in Mongolia — despite him visiting the country again in 2006.

We thus hypothesize that a deterioration of the bilateral political climate and a
decrease in bilateral diplomatic exchanges, as a result of foreign officials meeting the Dalai
Lama, leads to a significant reduction in exports to China. Our first hypothesis reads as
follows:

Hypothesis 1: There is a trade-deteriorating effect caused by foreign officials

receiving the Dalai Lama.

"2 The meeting had originally been scheduled to take place on December 1% in France where over a hundred
high-ranking Chinese politicians and business leaders would have met with their European counterparts.

13" «“China tells France Dalai Lama meeting could hurt trade,” AFP, December 4, 2008, available at:
http://www.google.com/hostednews/afp/article/ ALeqMSifBAQ8quVIihgqgVgOrfEUzkzrHWg (accessed: July
12,2012).

'* “He Yafei Lodges a Strong Protest to France over Sarkozy’s Meeting with the Dalai Lama,” Ministry of
Foreign Affairs of the People’s Republic of China, December 12, 2010, available at:
http://www.fmprc.gov.cn/eng/wjb/zzjg/x0s/gjlb/3291/3293/t525570.htm (accessed: July 12, 2012).

" “Premier: We all know why,” China Daily, February 2, 2009, available at:
http://www.chinadaily.com.cn/china/2009-02/03/content 7440286.htm (accessed: July 12, 2012).
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Hypothesis 2: Importance of the rank of the dignitary met

Political leaders are aware that meetings with the Dalai Lama put considerable stress on
countries' bilateral relations with China, and that it may also have negative implications for
the economic ties between them. A first alternative to not receiving the Dalai Lama at all is to
meet with him but not in official capacity as head of state. For example, when the Dalai Lama
planned to visit Switzerland in 2008, Pascal Couchepin announced that he would be meeting
with the religious leader not in his function as president of the Swiss Confederation, but as
minister of culture.'® Similarly, the Clinton administration granted him the opportunity to visit
the White House, even though he was formally received only by a minister and not the
president himself. Despite official sources emphasizing that no formal encounter between the
Dalai Lama and the US president was scheduled, Clinton nevertheless dropped in during the
talks. In September 1995, a New York Times article concluded that a better treatment of the
Dalai Lama “would [have] cost us [the US] trade with the Chinese.”"’

As a second alternative, leaders delegate the task to lower-ranked government
representatives in the hope of reducing the negative effect that such meetings may have on
bilateral relations with China. At the same time, the government still sedates pro-Tibet lobby
groups, human rights organizations and other sympathizers of the Dalai Lama. For example,
during his trip to the Netherlands in 2009, the Dalai Lama was received by some members of
parliament and met with the country’s foreign minister during a conference between Dutch
religious leaders. Prime Minister Jan Peter Balkenende, however, reportedly feared that a
personal encounter with the Tibetan leader would bring “unwarranted risk” to Sino-Dutch
relations.'® A similar strategy seems to have been employed in Germany in 2008, one year
after the first reception of the Dalai Lama by a German chancellor. In what could be
interpreted as giving in to Chinese pressure, high-ranking members of the German
government avoided a further encounter with the Dalai Lama, referring to their “tight
schedules.” Allowing all parties to save face, the Tibetan leader was received by the president
of the German Bundestag, the minister of economic cooperation and other non-government

politicians.

16 “Dalai Lama sagt Besuch in der Schweiz ab,” NZZ Online, September 13, 2008, available at:
http://www.nzz.ch/nachrichten/schweiz/dalai_lama_sagt besuch_in_der schweiz_ab__ 1.831028.html (accessed:
July 12, 2012).

7«On My Mind; If He Can, Can 1?” The New York Times, September 15, 1995, available at:
http://www.nytimes.com/1995/09/15/opinion/on-my-mind-if-he-can-can-i.html (accessed: July 12, 2012).

8 “Dalai lama meets foreign minister, but not prime minister,” NRC Handelsblad, June 5, 2009, available at:

http://www.nrc.nl/international/article2262841.ece/Dalai_lama_meets_foreign_minister,_but_not prime_ministe
r (accessed: July 12, 2012).
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A shift to lower-ranking officials is also observable in Latin American countries. The
Dalai Lama embarked on several trips throughout the region between 1989 and 2006. With
respect to Dalai Lama receptions, a clear downward trend can be observed in terms of the
rank of dignitaries met in the most important destination countries in the region, namely
Argentina, Brazil, Chile and Mexico. While the Tibetan leader had been received by the
respective presidents of these countries until 1999, he has had to content himself with being
received by dignitaries of less political importance ever since. The case of Chile in 2006
provides a particularly interesting example, where the local media suspected Chilean
President Michelle Bachelet of avoiding a meeting with the Dalai Lama so as not to
jeopardize ongoing negotiations for the country’s first trade agreement with China.'” By that
time, China had also become Chile’s second most important trading partner after the United
States.

While receptions of the Dalai Lama by official state representatives such as
government members may provoke trade reductions, the matter should be different in
instances where the Dalai Lama meets with leaders of the political opposition. In an interview
conducted in 2008, the Dalai Lama himself remarked that most politicians meet with him
before they become minister or president. After taking office, however, the very same
politicians tend to avoid meeting with him so as not to endanger trade ties with China. The
Dalai Lama concluded that “economic relations with China gain the upper hand.”*® New
Zealand provides a prime example of such behavior. Prime Minister John Key, who was still
in opposition in 2007 and critical of the incumbent government’s decision not to receive the
Dalai Lama, also chose not to meet with the religious figure in 2009 after his party had come
into power.

Therefore, the ‘Dalai Lama Effect’ should depend on the rank or the political
importance of the dignitary met. Meetings with higher-ranking politicians pose a greater
affront to the Chinese, who may then retaliate through a more pronounced reduction in
bilateral trade:

Hypothesis 2: The detrimental effect of meetings with the Dalai Lama on exports

increases with the rank of the dignitary met.

' “DALAI LAMA: CAN I EVER TELL YOU HOW SORRY I AM?” The Santiago Times, May 16, 2006, see:
http://www.santiagotimes.cl/index.php?option=com_content&view=article&id=9130:DALAI-LAMA:-CAN-I-
EVER-TELL-YOU-HOW-SORRY-I-AM?&catid=1:other&Itemid=38 (accessed: July 12, 2012).

2 “Ich will eine echte Autonomie,“ Cicero Magazin fiir Politische Kultur, January 1, 2008, own translation,
available at: http://www.cicero.de/97.php?ress_id=1&item=2503 (accessed: July 12, 2012).
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Hypothesis 3: Evolvement over time

Assuming that the reduction of commercial activity is intended to convey a warning to other
trading partners, extensive prolongation of the measure might cause the implied welfare
losses to outweigh the political benefits that China attains from the increased political
compliance of its trading partners. In particular, it seems reasonable to believe that China
cannot afford to substitute more differentiated goods from a Dalai Lama-receiving country in
the long run. Therefore, China and its trading partners both have incentives to revive their
bilateral relations.

Anecdotal evidence confirms that diplomatic ties are usually restored after some
period of time has passed following a reception of the Dalai Lama. However, China expects
countries to make diplomatic concessions to correct for what it coins as their “wrongdoings.”
For example, nine months after the meeting between French President Nicolas Sarkozy and
the Dalai Lama, bilateral relations were mended with considerable diplomatic efforts towards
reconciliation. Shortly after a declaration by France that it recognized Tibet as an integral part
of the Chinese territory, France was due to receive a new Chinese trade delegation. In an
article titled “France goes back on China’s shopping list,” the China Daily emphasizes a
causal link between France’s compliance and the re-establishment of bilateral relations.?'

Similar reconciliation had to be achieved between China and Austria in September
2007. After a meeting between the Dalai Lama and Austrian Chancellor Alfred Gusenbauer,
diplomatic relations between Austria and China deteriorated significantly, leading to what the
media described as a “minor ice-age” between the two countries. The media reported that
Austrian diplomats were banned from contact with Chinese officials for about a year. In
October 2008, a state visit of the Austrian chancellor in Beijing marked the end of the
diplomatic tensions caused by the Dalai Lama reception.*

Therefore, we expect the trade-deteriorating effect of meetings with the Dalai Lama to
be only of temporary nature:

Hypothesis 3: The trade-deteriorating ‘Dalai Lama Effect’ disappears as bilateral

relations between China and partner countries recover.

*l “France goes back on China's shopping list,” China Daily, October 29, 2009, available at:

http://www.chinadaily.com.cn/china/2009-10/29/content_8865307.htm (accessed: July 12, 2012).

22 Gusenbauer: Irritationen mit China ausgerdumt, Die Presse.com, October 24, 2008, available at:
http://diepresse.com/home/politik/aussenpolitik/425083/index.do?from=suche.intern.portal (accessed: July 12,
2012).
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Appendix V.2: Data description

Variable Description Data source
(log) Exports Log of exports to China in given year from partner country | COMTRADE via WITS
(SITC Rev. 3) (in current US$) (http://wits.worldbank.org)
Dalai Lama (DL) Binary dummy variable that is 1 if the Dalai Lama met | Office of His Holiness the 14®
meeting with Dalai Lama
- ahead of state or head of government
- a member of government (additionally includes
all ministers)
- a national official representative (additionally
includes speakers of parliament)
- any dignitary listed by the Office of the Dalai
Lama (additionally includes former heads of
state or government, regional leaders, party
leaders, scientists, special envoys and religious
leaders, among others)
of the partner country
Dalai Lama (DL) visits Binary dummy variable that is 1 if the Dalai Lama | Office of His Holiness the 14™
country travelled to partner country Dalai Lama

Duration of Dalai Lama
visit

Number of days the Dalai Lama visited a partner country

Office of His Holiness the 14™
Dalai Lama

Tibet Support Groups Number of Tibet Support Groups (TSG) in partner country | Central Tibetan Administration,
and year (based on information on year of foundation of | own research
TSG)
(log) GDP Log of gross domestic product of partner country in | World Development Indicators
current US dollars (World Bank 2009)
(log) Population Log of population size of partner country World Development Indicators
(World Bank 2009)
(log) Exchange rate Log of nominal exchange rate index (local currency unit | World Development Indicators
per Yuan) (2000=1), which is calculated as the ratio of the | (World Bank 2009)
official exchange rate LCU per US$ and the official
exchange rate US$ per Chinese yuan
Other exports / GDP Total exports to all countries except China (as a share of | COMTRADE via WITS
GDP) (http://wits.worldbank.org)
(log) Tariff rate Log of trade-weighted bilateral tariff rate UNCTAD TRAINS via WITS
(http://wits.worldbank.org)
UNGA voting alignment | Number of times that a trading partner had the same voting | Voeten and Merdzanovic (2009)

behavior as China in the United General Assembly (as a
share of all voting instances; abstentions and absences are
counted as 0.5)

Note: All data are available for the 1991-2008 period. Information on Dalai Lama meetings and Dalai Lama visits were
cross-checked and completed with information provided on http://www.buddhismtoday.com (accessed: April 2010).
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Appendix V.3: Descriptive statistics

Variable Obs. Mean Std. Dev.  Min Max
Exports to China (in million US$)

Total 2066 1780 7560 0 125000
Food, life animals 1564 53 156 0 2320
Beverages and Tobacco 963 9 37 0 451
Crude materials, inedible, except fuels 1770 267 1190 0 20500
Mineral fuels, lubricants and related materials 1028 278 979 0 11800
Animal and vegetable oils, fats and waxes 706 64 267 0 3900
Chemicals and related products, n.e.s. 1524 282 1230 0 17200
Manufactured goods classified chiefly by material 1768 286 1200 0 19700
Machinery and transport equipment 1649 919 4200 0 62900
Miscellaneous manufactured articles 1630 132 768 0 13900
Commodities and transactions not classified elsewhere 1042 82 445 0 7490
Variable of interest

Dalai Lama meeting with political leader in t or t-1 2066 0.07 0.26 0 1
Dalai Lama meeting with government member in t or t-1 2066 0.11 0.31 0 1
Dalai Lama meeting with national official in t or t-1 2066 0.11 0.31 0 1
Dalai Lama meeting with all dignitaries in t or t-1 2066 0.12 0.33 0 1
Dalai Lama visits country in t or t-1 2066 0.16 0.37 0 1
Instruments

Number of Tibet Support Groups 2066 0.79 2.83 0 31
Dalai Lama visit dummy 2066 0.10 0.30 0 1
Duration of Dalai Lama visit (in days) 2066 1.36 7.68 124
Controls

GDP (in million USS$) 2066 282000 1060000 106 14200000
Population (in million) 2066 35 102 0 1140
Exchange rate (2000=100) 2066 1.28 11.45 0.0001 508.66
Other exports / GDP 2053  27.15 20.74 0.31 176.26
Tariff rate 1983 11.80 11.62 0.00 95.50
UNGA voting alignment with China 2041 78.89 12.88 13.64 96.10
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Appendix V.4: List of countries

A Nb of vears DL travelled to country (1991-2008)

B Nb of years DL met with government member (1991-2008)

C Nb of years DL met with political leader (1991-2008)

D Nb of years DL travelled to country (2002-2008)

E Nb of years DL met with government member (2002-2008)

F Nb of years DL met with political leader (2002-2008)

G Sum of days DL spent in country (2002-2008)

H Nb of Tibet Support Groups (2008)
Countrv A B C[D E F G H | Countrv A B C D E F G H
Albania* 0O 0 0|0 0 O 0 0 | Lithuania* 2 2 210 0 0 0 1
Algeria 0O 0 0|0 O O 0 0 | Luxembourg* 1 0 0|1 0 0 2 1
Antigua and Barbuda o 0 0|0 0 O 0 0 | Macedonia, FYR* 0 0 o0 0 O 0 0
Argentina 31 1 1 0 0 4 0 | Madagascar 0 0 0] 0 0 O 0 0
Armenia o 0 0|0 0 O 0 0 | Malawi 0 0 o0 0 O 0 0
Aruba 0O 0 0|0 O O 0 0 | Malaysia 0 0 o0 0 O 0 0
Australia 5 4 313 2 1 29 4 | Maldives 0 0 0] 0 0 O 0 0
Austria* 8 7 513 3 2 21 2 | Mali 0 0 o0 0 O 0 0
Azerbaijan 0O 0 0|0 0 O 0 0 | Malta* 0 0 o0 0 O 0 0
Bahamas, The 0O 0 0|0 O O 0 0 | Mauritania 0 0 0l 0 0 O 0 0
Bahrain o 0 0]0 0 O 0 0 | Mauritius 0 0 o0 0 O 0 0
Bangladesh 0O 0 0|0 O O 0 0 | Mexico 1 1 o1 1 0 6 1
Barbados o 0 0]0 0 O 0 0 | Moldova 0 0 o0 0 O 0 0
Belarus 0o 0 0]0 0 O 0 0 | Mongolia 5 2 112 1 1 13 0
Belgium* 5 4 4|12 2 2 13 2 | Morocco 0 0 00 0 O 0 0
Belize o 0 0]0 0 O 0 0 | Mozambique 0 0 o0 0 O 0 0
Benin 0O 0 0[O0 0 O 0 0 | Namibia 0 0 o0 0 O 0 0
Bhutan 0O 0 0|0 0 O 0 0 | Nepal 0 0 o0 0 O 0 0
Bolivia o 0 0]0 0 O 0 0 | Netherlands* 4 3 110 0 0 0 2
Bosnia and Herzegovina* o 0 0|0 0 O 0 0 | New Caledonia 0 0 o0 0 O 0 0
Botswana 0O 0 0[O0 O O 0 0 | New Zealand 4 4 412 2 2 9 1
Brazil 32 111 1 0 5 1 | Nicaragua 1 2 210 0 O 0 0
Brunei 0O 0 0[O0 0 O 0 0 | Niger 0 0 o0 0 O 0 0
Bulgaria* 1 2 210 0 O 0 0 | Nigeria 1 0 o1 0 0 3 0
Burkina Faso o 0 0|0 0 O 0 0 | Norway* 6 5 411 1 1 3 2
Burundi o 0 0|0 0 O 0 0 | Oman 0 0 o0 0 O 0 0
Cambodia o 1 1]0 0 O 0 0 | Pakistan 0 0 o0 0 O 0 0
Cameroon o 0 OofO0 O O 0 0 | Panama 0 0 00 0 O 0 0
Canada 4 3 213 3 2 30 3 | Papua New Guinea 0 0 0] 0 0 O 0 0
Central African Republic o 0 0]0 0 O 0 0 | Paraguay 0 0 0] 0 0 O 0 0
Chile 33 211 1 0 5 0 | Peru 1 1 1 1 1 1 4 0
Colombia 1 0 0|1 0 O 3 0 | Philippines 0 0 o0 0 O 0 1
Congo, Rep. o 0 0|0 0 O 0 0 | Poland* 3 4 411 1 1 8 4
Costa Rica 1 1 1|1 1 1 4 1 | Portugal* 2 1 11 0 0 6 1
Cote d'Ivoire 0O 0 0|0 0 O 0 0 | Qatar 0 0 o0 0 O 0 0
Croatia* I 1 1|1 1 1 4 0 | Romania* 0 0 o0 0 O 0 0
Cyprus* 0O 0 0[O0 0 O 0 0 | Russian Federation 5 0 of 1 0 O 3 2
Czech Republic* 6 5 414 3 2 17 4 | Rwanda 0 0 0] 0 0 O 0 0
Denmark* 4 4 201 1 1 7 2 | Samoa 0 0 o0 0 O 0 0
Dominican Republic 0O 0 0[O0 0 O 0 0 | Saudi Arabia 0 0 o0 0 O 0 0
Egypt, Arab Rep. 0O 0 0|0 0 O 0 0 | Senegal 0 0 00 0 O 0 0
El Salvador 1 1 1 1 1 1 3 0 | Serbia (Yugoslavia)* 0 0 o0 0 O 0 0
Eritrea 0O 0 0[O0 0 O 0 0 | Seychelles 0 0 o0 0 O 0 0
Estonia* 2 2 1[0 0 O 0 0 | Singapore 0 0 o0 0 O 0 0
Ethiopia 0O 0 0|0 0 O 0 0 | Slovak Republic* 1 0 o0 0 O 0 1
Fiji 0O 0 o0 O O 0 0 | Slovenia* 1 1 11 1 1 3 1
Finland* 2 1 o1 0 O 4 0 | Solomon Islands 0 0 o0 0 O 0 0
France* 12 5 313 1 1 24 31 | South Africa 3 1 111 0 0 7 2
French Polynesia 0O 0 0|0 0 O 0 0 | Spain* 4 0 o2 0 0 8 2
Gabon 1 0 0|0 0 O 0 0 | Sri Lanka 0 0 o0 0 O 0 1
Gambia, The 0O 0 0|0 0 O 0 0 | St. Kitts and Nevis 0 0 o0 0 O 0 0
Georgia 0O 0 0|0 0 O 0 0 | St. Lucia 0 0 o0 0 O 0 0
Germany* 14 5 1|5 3 1 43 8 | St. Vincent and the G. 0 0 o0 0 O 0 0
Ghana 0O 0 0|0 0 O 0 0 | Sudan 0 0 o0 0 O 0 0
Greece* 0O 0 0|0 0 O 0 1 | Suriname 0 0 o0 0 O 0 0
Grenada 0O 0 0|0 0 O 0 0 | Swaziland 0 0 o0 0 O 0 0
Guatemala 11 1[1 1 1 3 0 | Sweden* 6 3 202 0 0 7 1
Guinea 0O 0 0[O0 O O 0 0 | Switzerland* 10 4 02 1 0 15 7
Guyana 0O 0 0[O0 0 O 0 0 | Syrian Arab Republic 0 0 o0 0 O 0 0
Honduras o 0 0|0 0 O 0 0 | Tanzania 0 0 o0 0 O 0 0
Hungary* 4 1 1[0 0 O 0 0 | Thailand 1 0 o0 0 O 0 0
Iceland* 0O 0 0|0 0 O 0 0 | Togo 0 0 o0 0 O 0 0
India 18 9 717 4 2 616 2 | Tonga 0 0 o0 0 O 0 0
Indonesia 1 0 0[O0 0 O 0 1 | Trinidad and Tobago 1 0 o0 0 O 0 0
Iran, Islamic Rep. 0O 0 0[O0 0 O 0 0 | Tunisia 0 0 o0 0 O 0 0
Ireland* 1 2 210 0 0 0 1 | Turkey* 0 0 o0 0 O 0 0
Israel 32 01 0 O 5 1 | Turkmenistan 0 0 0] 0 0 O 0 0
Italy* 12 6 215 3 0 31 3 | Uganda 0 0 o0 0 O 0 0
Jamaica 0O 0 o0 O O 0 0 | Ukraine 0 0 0] 0 0 O 0 0
Japan 12 0 0|7 0 O 69 3 | United Arab Emirates 0 0 0] 0 0 O 0 0
Jordan 33 3|13 3 3 13 0 | United Kingdom* 10 6 314 2 1 33 5
Kazakhstan 0O 0 0|0 0 O 0 0 | United States 16 11 0|6 3 3 169 20
Kenya 0O 0 0[O0 O O 0 0 | Uruguay 0 0 0] 0 0 O 0 0
Korea, Rep. 0O 0 0[O0 0 O 0 0 | Vanuatu 0 0 o0 0 O 0 0
Kuwait o 0 o0 O O 0 0 | Venezuela 1 0 0] 0 0 O 0 0
Kyrgyz Republic 0O 0 0|0 O O 0 0 | Vietnam 0 0 0] 0 0 O 0 0
Latvia* 2 2 2|10 0 O 0 1| Yemen 0 0 o0 0 O 0 0
Lebanon o 0 0|0 0 O 0 0 | Zambia 0 0 o0 0 O 0 0
Lesotho o 0 0|0 0 O 0 0 | Zimbabwe 0 0 o0 0 O 0 0
Libya 0O 0 0]0O0 0 0 0 0

Note: All countries included in the European subsample are marked with an asterix (*).
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Appendix V.5: Exports to China and Dalai Lama meetings of government members

(Hypothesis 1, all countries, excluding SITC9)

Fixed Effects FGLS AR(1)
1991-2008 1991-2001 2002-2008 | 1991-2008 1991-2001 2002-2008
Q) 2) 3) “) () (6)
DL meets government member -0.048 -0.002 -0.128%* -0.065* -0.019 -0.056**
(0.583) (0.978) (0.032) (0.051) (0.527) (0.014)
(log) GDP 0.537** 0.849** 0.034 0.218*** 0.359%%** 0.406%**
(0.033) (0.032) (0.914) (0.005) (0.001) (0.000)
(log) Population 3.55]*** 3.077* 3.409** 0.468*** 0.189 2.740%**
(0.001) (0.050) (0.041) (0.001) (0.338) (0.000)
(log) Exchange rate -0.089 -0.108 0.210 0.030 -0.058* 0.305%%**
(0.365) (0.335) (0.241) (0.293) (0.083) (0.000)
R squared 0.426 0.119 0.260
Observations 2,051 1,132 911 2,051 1,132 911
Number of countries 159 147 151 159 147 151

Notes:

- All regressions with country and time fixed effects.
- Robust p-values in brackets; * significant at 10%; ** significant at 5%; *** significant at 1%

- Standard errors in Fixed Effects regressions are adjusted for clustering across partner countries.

- FGLS regressions are corrected for cross-sectional heteroskedasticity across panels and first order autocorrelation.
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Appendix V.6: Exports to China and Dalai Lama meetings at various political levels (Hypothesis 2, European countries, 2002-2008)

Fixed Effects FGLS AR(1)
@ @ 3 (C)] ®) © () ® ()] 10 an a2 a3 a4 as) 16) an (€89)
political leader -0.200%* -0.250*  -0.193  -0.159  -0.223% | -0.244%*** -0.244%%% .0.203%**  -0.]94%*k* (. 233%%*
= (0.040) (0.059)  (0.154) (0.241)  (0.080) (0.000) (0.005) (0.007) (0.006) (0.000)
§ government member -0.122%* 0.058 -0.140%** 0.002
e (0.098) (0.452) (0.003) (0.979)
§ national official -0.124* -0.009 -0.148%%%* -0.048
g (0.067) (0.920) (0.001) (0.414)
E§ all dignitaries -0.144%* -0.051 -0.148 %% -0.062
(0.025) (0.551) (0.001) (0.249)
DL visits country -0.072 0.032 -0.091%* -0.016
(0.190) (0.670) (0.027) (0.755)
(log) GDP 0.278 0.362 0.356 0.359 0.390 0.263 0.279 0.290 0.265 0.536%**  0.691%*%*  0.701%*%*  (.683%** (.747%%* | 0.535%%*%  (.548%%*%  (.546%%*  (.542%%*
(0.681) (0.587)  (0.592) (0.587) (0.557) | (0.698)  (0.680) (0.669)  (0.699) (0.001) (0.000) (0.000) (0.000) (0.000) (0.002) (0.001) (0.001) (0.001)
(log) Population 2.278 2.208 2.160 2.450 2.087 2.225 2.284 2.397 2.233 0.108 -0.123 -0.139 -0.111 -0.206 0.109 0.090 0.093 0.099
(0.482) (0.495)  (0.504) (0.450) (0.521) | (0.491) (0.481) (0.463)  (0.494) (0.670) (0.627) (0.583) (0.659) (0.423) (0.671) (0.724) (0.711) (0.700)
(log) Exchange rate -1.101 -1.086 -1.104 -1.124 -1.062 -1.091 -1.104  -1.121 -1.092 -0.430 -0.445 -0.470 -0.506 -0.331 -0.416 -0.454 -0.483 -0.452
(0.306) (0.320)  (0.315) (0.305) (0.336) | (0.310) (0.307) (0.302)  (0.309) (0.257) (0.249) (0.223) (0.190) (0.390) (0.274) (0.232) (0.205) (0.236)
R squared 0.504 0.502 0.502 0.503 0.501 0.504 0.504 0.504 0.504
Observations 247 247 247 247 247 247 247 247 247 247 247 247 247 247 247 247 247 247
Number of countries 36 36 36 36 36 36 36 36 36 36 36 36 36 36 36 36 36 36

Notes:

- All regressions with country and time fixed effects.

- Robust p-values in brackets; * significant at 10%; ** significant at 5%; *** significant at 1%

- Standard errors in Fixed Effects regressions are adjusted for clustering across partner countries.

- FGLS regressions are corrected for cross-sectional heteroskedasticity across panels and first order autocorrelation.
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Appendix V.7: Exports to China and Dalai Lama meetings of political leaders
(first-stage results for 2SLS regressions, 2002-2008)

2SLS
World Europe World World World
@) 2 3) “) (5)
DL (tort-1) DL(tort-1) DL() DL(t-1) DL() DL(t1) DL (1)
Number of TSGs (t-1) 0.157*** 0.139***  0.100*%**  0.055**  0.100***  0.055** (.101***
(0.000) (0.001) (0.000) (0.017) (0.000) (0.017) (0.000)
Dalai Lama visit dummy (t) 0.372%** 0.359** 0.344%** 0.030 0.345%** 0.031 0.353%**
(0.000) (0.040) (0.000) (0.609) (0.000) (0.604) (0.000)
Dalai Lama visit dummy (t-1) 0.334*** 0.329** 0.019 0.374%** 0.019 0.374%***
(0.000) (0.028) (0.688) (0.000) (0.693) (0.000)
Duration of Dalai Lama visit (t) 0.006 0.017 0.011** 0.001 0.011** 0.001 0.010%***
(0.100) (0.526) (0.025) (0.934) (0.025) (0.938) (0.004)
Duration of Dalai Lama visit (t-1) 0.007 0.009 -0.004 0.007 -0.004 0.007
(0.104) (0.703) (0.645) (0.242) (0.643) (0.244)
(log) Exports (t-1) -0.003 -0.004 -0.002
(0.365) (0.203) (0.429)
(log) GDP -0.118 -0.299 -0.066* -0.061 -0.073* -0.065 -0.068
(0.123) (0.364) (0.088) (0.225) (0.083) (0.230) (0.149)
(log) Population 0.512* 1.456 0.014 0.449%* 0.014 0.462** 0.025
(0.073) (0.222) (0.924) (0.030) (0.928) (0.031) (0.867)
(log) Exchange rate -0.021 -0.653 -0.019 -0.006 -0.022 -0.006 -0.019
(0.625) (0.832) (0.363) (0.835) (0.354) (0.832) (0.415)
Angrist-Pischke F test 12.69 6.99 23.9 154 23.55 15.32 29.12
(Test of excluded instruments) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
R squared 0.373 0.464 0.355 0.327 0.356 0.328 0.354
Observations 912 247 912 912 863 863 863
Number of countries 151 36 151 151 142 142 142

Notes:
- First stage results for 2SLS regressions reported in Table V.4. All regressions with clustered standard errors, country and
time fixed effects.

- * significant at 10%; ** significant at 5%; *** significant at 1%
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