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Abstract

This paper looks at the political influence that China and Western official cred-
itors exert on how debtor countries vote at the United Nations General Assem-
bly. The theoretical framework emphasizes the common agency problem that both
China and the West face. Starting from the premise that countries that owe more
debt to China than the West are more aligned with Chinese positions at the UNGA,
we argue that debt crisis changes voting behavior to be more in line with the West.
FEmpirically, we construct a dataset of debt exposure and UNGA voting behavior
covering 1990 to 2020 and perform panel analysis with two-way fixed effects. Identi-
fication is addressed by a) arguing that omitted variable bias resulting from political
proximity to China likely has a conservative direction, b) a formal sensitivity anal-
ysis, and c) an additional instrumental variables regression that leverages exchange
rate shocks driven by US domestic policies as excludable instrument. We find that
countries with a high debt exposure to China move away from China’s UNGA
policy positions when they default on their sovereign debt obligations, indicating
lowered political Chinese influence.
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1 Introduction

Highly indebted countries of the Global South are experiencing a debt crisis that risks
economic hardship and political unrest, jeopardizing gains from economic liberalization.
Driven by high global inflation, a strong US dollar and increasing efforts to ‘re-shore’
supply chains among advanced economies, there have been huge capital outflows. By
October 2022, international investors had pulled 70 billion US dollars from emerging
market bond funds, the worst reversal in 17 years.! Many of the economic gains of
the Global South were accompanied by the rise of China to the top of international
development finance — China is now the biggest single creditor to low- and middle-income
countries (The World Bank, 2023). The crisis has the potential to reveal how China’s
rise to the top has affected its political influence in debtor countries. During past debt
crises, it was Western governments who acted as lender of last resort and coordinated their
responses through the Paris Club. In contrast, Chinese bailouts are opaque, combine high
interest rates with a lack of debt write-downs (Brautigam, Acker and Huang, 2020; Horn
et al., 2023), and are poorly coordinated with other debtors. As vulnerable countries are
seeking to avoid the worst effects of financial destabilization, Western aid is set to play
a more important role again (albeit likely short lived). Along with it, Western donors
might be better able to impose their policy preferences.

This project uses debt default in the context of adverse macro-economic shocks to
explore how the rise of Chinese development finance reshapes power relationships be-
tween the West, China and countries of the Global South, looking at voting behavior at
the United Nations General Assembly (UNGA). It builds on previous works that have
demonstrated that official loans and aid flows are associated with greater alignment in
voting for UNGA resolutions between donor and recipient countries. This has been shown
for US aid flows (Dreher, Nunnenkamp and Thiele, 2008), World Bank and IMF loans
(Dreher and Sturm, 2012) and recently also for Chinese development finance (Raess, Ren

and Wagner, 2022). The increasingly important role of Chinese credit for countries in

! Financial Times, 2 October 2022.
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Figure 1: Top 10 countries in default, by size of arrears, exposure to Chinese vs Western
debt expressed as debt share of public & publicly guaranteed debt(Western debt: Paris
Club & multilateral lenders), Sources: World Bank International Development Statistics,
BoC-BoE Sovereign Default Database.

debt distress is illustrated in figure 1. The panels show the top ten countries who have
defaulted on their sovereign debt (by size of arrears) for each decade since 2000. For
these countries, the share of sovereign debt owed to China relative to Western creditors
has been rising steadily in each decade.

The paper innovates on two counts: It casts the relationship between multiple donors
and a recipient country in terms of a common agency problem. While the insight that
foreign aid buys political influence is important, the rise of providers of development
finance with competing political agendas raises the question which donor retains the
upper hand in terms of political influence and when. The paper presents the concept
of policy discretion as important prism through which to study this question — where
countries are heavily indebted to either China or Western creditors, we expect political

alignment with the main creditor’s interests. As power shifts away from the main creditor,
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for instance when debt crisis makes it necessary to coordinate with a wide range of other
actors, the influences of competing creditors begin to balance each other out and recipient
governments are more at liberty to act in line with their own preferences.

The second innovation addresses the challenge of making causal inferences about
the effects of debt owed to China and Western donors on political alignment. It arises
because of endogeneity, i.e. reverse causality, of loan provision and political influence: For
example, China provides more funds to countries that support its foreign policy objectives
such as the One-China policy (Dreher et al., 2018; Hoeffler and Sterck, 2022). We tackle
this challenge with a multi-pronged strategy. First, we argue that the timing of sovereign
debt crises is strongly driven by exogenous factors, such as macro-economic shocks tied
to domestic US economic developments and transmitted though currency markets and
investment flows (Obstfeld and Zhou, 2023). Political proximity to China will only bias
the effects of debt crisis on UN voting behavior in the direction that we predict if this
proximity decreases the risk of default. Insights about Chinese debt-refinancing practices
and its inability to coordinate with other creditors (Brautigam, Acker and Huang, 2020;
Horn et al., 2023; Setser, 2023) suggests this is not the case. Second, we use two-way
fixed effects that capture non-time varying country-level voting patterns and year-on-
year changes to the overall voting agenda. Third, we perform formal sensitivity analysis
to demonstrate that even if political proximity to China made debt crisis less likely,
the bias from omitting a variable that fully captures political proximity (which can’t be
directly measured) would have to be unrealistically strong to overturn our results (Cinelli
and Hazlett, 2020). Finally, our results persist when instrumenting debt crisis with an
interaction of indicators of US dollar strength with the share of a country’s debt that
is denominated in US dollars, though with caveats. This analysis also suggests that
potential omitted variable bias runs in a conservative direction.

This paper contributes to a range of research agendas. It adds an important facet to
works that explore the implications of China’s rise as development finance provider for its

political influence (e.g. Blair, Marty and Roessler, 2022; Dreher et al., 2022; Gelpern et al.,
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2022). It speaks to a larger literature on South-South aid (e.g. Amanor and Chichava,
2016; Kinyondo, 2019; Mawdsley, 2019) and adds a systematic empirical perspective to
the important case studies that look at the agency of emerging market governments
(Winters, 2012; Wethal, 2017). Not least, it provides a lens through which to analyze

some of the political implications of the current debt crisis, which is still unfolding.

2 Theory

Scholars have long argued about the role of North-South flows of aid and loans in buying
political influence. Theoretical and empirical works have variously focused on the role
of promoting domestic economies of donors (Lancaster, 2007; Younas, 2008; Fuchs, Nun-
nenkamp and Ohler, 2015), the relative size of donors’ and recipient governments’ winning
coalitions (Bueno de Mesquita and Smith, 2009), geo-political interests and post-colonial
ties (Alesina and Dollar, 2000; Schraeder, Hook and Taylor, 1998; Lee, 2022), and voting
in line with donor countries at the UN General Assembly (Dreher, Nunnenkamp and
Thiele, 2008; Carter and Stone, 2015). At the same time, large geo-political shifts such
as the end of the Cold War or the US ‘War on Terror’ have had measurable effects on
the relative weight assigned to these motives (Bearce and Tirone, 2010; Fleck and Kilby,
2010).

While this early scholarship exclusively focused on the role of Western aid flows, the
rise of China as preeminent provider of development finance since the late 2000s has led
to a reevaluation of the same questions. Would Western influence in the Global South
be replaced with — similarly motivated — Chinese aid, or would the rise of South-South
development cooperation herald an era where the interests of recipient countries (or at
least their governments) would take center stage (Lancaster, 2007; Lum et al., 2009;
Brautigam, 2011)7 The answer, based on painstakingly collected information on Chinese
aid projects (China does not publish or centrally collect statistics on its development

finance; Dreher et al., 2022) is that Chinese aid is motivated similar to Western aid efforts.
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China’s concessional aid, comparable to Official Development Aid (ODA), follows foreign
policy imperatives (in particular support for China’s policy towards Taiwan, Hoeffler and
Sterck, 2022), while the larger share (comparable to Other Financial Flows, OFF) is more
commercial in nature and driven by economic interests (Dreher et al., 2018). It is this
latter type of funds that has resulted in high indebtedness of recipient countries to China.

Given these similarities, it is not surprising that Chinese aid has been found to exert
similar effects as its Western counterpart. For example, there is evidence of local political
capture, with aid projects clustering in birth-regions of African rulers (Dreher et al., 2019),
comparable to capture of Western aid projects observed in contexts varying from single
countries (e.g. Kenya; Briggs, 2014; Jablonski, 2014) to large-n studies (Winters, 2014;
Andersen, Johannesen and Rijkers, 2022). Perhaps normatively more desirable, Chinese
aid is associated with an improved image among local populations, though this effect is
also conditional on the domestic politics of recipient countries, with positive image gains
limited to government supporters (Chen and Han, 2021).

This paper concentrates on the influence of donor countries on recipient country be-
havior at the UN General Assembly (UNGA). Starting with Voeten (2000), scholars have
used voting records on UNGA resolutions to study which countries align in their voting
behavior. These studies typically have relied on ideal point estimation to order states in
one political dimensions, reflecting support for the Western international institutional and
economic order (Bailey, Strezhnev and Voeten, 2017). There have been various efforts to
link foreign aid flows and Western economic influence to alignment with Western positions
at the UNGA. Dreher, Nunnenkamp and Thiele (2008) find a strong connection between
US aid flows in the form of budget aid and recipient alignment with US positions, but
don’t find comparable evidence for other western donors. Dreher and Sturm (2012) find
a similar alignment for countries with IMF adjustment or World Bank non-concessional
loans and average Western voting positions. Looking at an important domestic source
of variation in the strength of alignment, Carter and Stone (2015) attribute support for

US positions by democratic aid recipients to more credible US threats of withholding aid
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when interacting with democratic governments.

The question whether China’s development finance activities resemble Western aid
giving extends to vote buying at the UNGA. China’s public engagement for a multi-
polar international order and its attempts at international institution building (the most
prominent example being the Asian Infrastructure Investment Bank; Ren, 2016) suggests
that it could use its own aid flows to influence recipient countries in a similar fashion as
Western donors. Raess, Ren and Wagner (2022) are the first to show such a relationship.
They find that Chinese aid flows are associated with increased voting alignment of recip-
ient countries with China (though only for democracies), despite the more commercial,
OOF-like character of those flows, compared to Western ODA.

This finding raises the question how the prominent role of China in development
finance affects the influence of Western donor and creditor countries. Where Chinese
funding heavily outweighs other finance flows, its lead donorship likely provides the Chi-
nese government with increased political clout across a range of issues. We would expect
a similar relationship for Western lead donorship, though instances of this are in historic
decline (Steinwand, 2015). In contrast, where recipient countries can and do choose from
a menu of finance options that includes both Western and Chinese offerings, the resulting
political dynamics should be quite different. We argue that the competition between
China and Western donors sets up a common agency problem which results in increased
policy discretion of recipient countries.

The situation resembles a principle-agent problem with multiple principals (China and
the West) who seek to influence a single agent (in this case a recipient country). Grossman
and Helpman (1994) canonically demonstrate how a setup with competing principals with
perfectly opposing preferences allows the agent to implement their preferred policy while
keeping the principals’ payments (applied to the area of lobbying for trade protectionism
in a domestic policy competition). This equilibrium persists because neither principal
can reduce their own contributions, despite not getting what they want, without risking

that policy shifts further away from their preferred position. Schneider and Tobin (2013)
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demonstrate this dynamic at work in in the area of foreign aid, with member states of
the European Union ceding policy control to the EU commission in areas in which they
have policy disagreements. Woo and Chung (2018) show a similar logic at work in the
context of UNGA voting, but limited to the historic context of great-power competition
between the Soviet Union and the USA.

For the politics of debt crisis and UNGA voting, a debtor country can benefit two-fold
from competition between competing creditor countries. First, achieving a favorable out-
come in debt restructuring negotiations represents a tangible benefit in itself, especially
if the negotiations result in a reduction of the net present value of the debt burden (often
referred to as creditors taking a ‘haircut’). Second, in terms of UNGA voting behavior,
increased competition between principals translates to increased policy discretion. This
implies moving away from the previously dominant principal’s position. Observationally,
for countries with high relative debt owed to China, this implies voting more in line with
Western positions and less with China. As discussed in more detail below, this prediction
should hold on average but not for each individual country, as some of them will have
underlying preferences that are aligned with Chinese positions.

A challenge in studying power relations between states is that underlying preferences
of a country (or of its government) are difficult to decipher independent from observed
behavior. Policy announcements are no substitute: what governments say could equally
be geared towards satisfying a powerful international actor as voting at the UNGA. In
addition, countries of the Global South have formed voting blocks at the UNGA from the
beginning of the United Nations (Hovet, 1960), but even in those early days scholars had
disagreements whether voting was indicative of expressed preferences or driven by outside
influences (Alker, 1964). Before discussing this challenge in more depth, we look at how
political alignment at the UNGA is measured. The standard approach to capture political
alignment is to use ideal point estimates that are derived from support or opposition to
UNGA resolutions (Bailey, Strezhnev and Voeten, 2017). These estimates are the result

of a multi-dimensional unfolding procedure that maps binary vote choices onto a policy
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space with endogenous dimensionality. Bailey, Strezhnev and Voeten (2017) show that
for UNGA voting, ideal points can be captured mainly by a single policy dimension, with
the US and other western countries on one end of the spectrum and, especially since
the mid 1990s, China on the other end.? The procedure does not reveal a country’s
‘true’ ideal point, i.e. underlying preferences, but recovers a behavioral manifestation of
a policy position. This position might be influenced by outside actors or a function of
strategic considerations, thus possibly deviating from underlying preferences. Note that
for simplicity, we still refer to the empirical measure of policy position as ‘ideal point’
going forward.

We set out with the assumption, driven by previous findings in the literature, that
countries that are highly indebted to China, but have low exposure to Western debt, vote
more in line with China. This will be revealed through an UNGA ideal point closer to
China’s position. What are the implications for UNGA voting during debt crisis? We
argue that for countries with a debt balance highly tilted towards Chinese, defaulting on
its debt payments will reduce Chinese influence on UNGA voting behavior. Although we
can’t directly identify underlying preferences of debtor countries, this reduction of Chinese
influence will result in voting moving away from China’s preferred policy position, at
least on average. This is a counter-intuitive prediction, because it could be argued that
a country needs to satisfy its biggest creditor first. However, default provides debtor
governments with a form of bargaining leverage, as creditors must fear to lose all of the
principal of their credit and/or the future income stream from interest. In addition, the
reluctance of Chinese lending institutions to restructure existing debts and to acknowledge
the seniority of debt owed to Multilateral Development Banks (Setser, 2023) increases
the need of indebted governments to ensure access to Western sources of relief finance,
providing a counterbalance to Chinese political influence.

The case for debt crisis shifting political power back to the West is underscored by

recent research that documents the stringent nature of debt relief offered by Chinese in-

2Historically the main cleavage was determined by the Cold War rivalry.
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stitutions. Acker, Brautigam and Huang (2020) show that in Africa, China typically does
not offer write-downs on debt (except for relatively unimportant zero-interest loans) or
other concessions such as reduced interest rates or refinancing. Restructuring is frequently
done bilaterally and in an opaque manner. Horn et al. (2023) confirm that Chinese rescue
loans are not transparent and carry high interest rates. The opaque nature of Chinese
debt relief and unfavorable financial conditions imply that crisis countries which are heav-
ily indebted to China have strong incentives to turn towards Western donors for help.
Kern and Reinsberg (2022) confirm that countries turn to the IMF if they default on
Chinese debt if they have experienced strong economic shocks. At the same time, the
Common Framework, a G-20 led effort to institutionalize debt restructuring negotiations
that brings together Western lenders and China, has failed to overcome China’s reluc-
tance to adopt many of the norms established by the Paris Club and the Multilateral
Development Banks (Setser, 2023).

Given that we can’t observe policy preferences directly, increased voting at the UNGA
with western policy positions during debt crisis could also be interpreted as a move away
from the debtor country’s true policy preference. It therefore would not be indicative of
greater policy discretion, but of a reduction of discretion, caused by increased Western po-
litical influence. While we ultimately can’t rule out this interpretation, we believe this to
be unlikely. To the extent that Chinese finance flows influence recipient behavior and do
not simply reward pre-existing alignment of interests, a high share of Chinese to Western
debt will move a recipient country’s UNGA voting behavior away from underlying pref-
erences and towards the Chinese position. Evidence for this comes from Raess, Ren and
Wagner (2022), who use an instrumental variable approach to demonstrate that Chinese
commercial financial flows lead to increased voting with China at the UNGA. Similarly,
Hoeffler and Sterck (2022) show that China’s ODA-style aid flows reward African coun-
tries switching recognition of Taiwan to the People’s Republic. While the effect is not
causally identified, given that African governments arguably have only weak intrinsic pref-

erences regarding the One-China question, the substantively most likely interpretation is

10
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that they make this switch in anticipation of Chinese aid flows.

Do arguments about countries with imbalanced debt also extend to countries that are
highly indebted to western governments and institutions and not to China? Since the
Latin American debt crises of the 1980s, western creditors have developed an institutional
framework that allows for a collaborative approach to debt crisis bargaining that helps
solve collective action problems and provides some balance to the opposing interests.
For our purposes, we are interested in official government creditors, which are organized
as members of the Paris Club. Below, we conceptualize western debt as being owed to
members of the Paris Club,® plus the major development banks and the IMF. The IMF
in particular plays a key role in debt restructuring, as program participation is usually
a precondition for agreement with bilateral creditors. Given the multilateral nature of
these institutions, the less then perfect alignment of policy preferences among Paris Club
members, and the low probability that China would step in to rescue a country exclusively
indebted to the West, debt exposure to this variety of actors during debt crisis should
have no appreciable effect on UNGA voting.

Turning to causal identification, we next discuss a likely major source of endogeneity
and how it affects our ability to uncover the theorized effect. Below we address the
issue empirically via a formal sensitivity analysis and in the appendix via instrumental
variable regression. We have predicted that sovereign debt crisis induces debtors whose
debt balance heavily skews towards Chinese to vote less in line with China at the UNGA.
A high debt exposure to China itself is arguably a function of political proximity: As just
noted above, China provides more development finance to countries that are politically
aligned (or likely to be influenced to align with its positions) in the first place. How could
this political relationship affect inferences about the effect of defaulting on sovereign debt
on UNGA voting? Figure 2 schematically summarizes the causal relationships to help

evaluate this question.

3Paris Club club members have historically included Australia, Austria, Belgium, Brazil, Canada,
Denmark, Finland, France, Germany, Ireland, Israel, Italy, Japan, Netherlands, Norway, Russia, South
Korea, Spain, Sweden, Switzerland, the United Kingdom and the United States.
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Our central argument is represented by the causal arrow running from Default to
Voting with West and carries a positive sign. Concerns about endogeneity arise because
Political Alignment with China may act as confounder, but since it is fundamentally
unobservable, it can’t be controlled for. Confounding occurs because the variable is
negatively related to voting with the West (dashed arrow and negative sign from Political
Alignment with China to Voting with West) and it also is likely related to default. The
sign of the relationship between Political Alignment with China and Default determines
the direction of bias introduced on the estimate for the relationship between Default
and Voting with West. If it is positive, estimates will be biased downwards, i.e. in a
conservative direction that would make it harder to find evidence for our proposition.
If the relationship is negative instead, estimated effects will be biased upward in the

direction of our hypothesis, threatening inference.

Voting with
West

v

Default

Political Alignment
with
China

Figure 2: Causal relations, Political Alignment with China as confounder

We argue that the relationship between Political Alignment with China and Default
is likely positive, because higher total debt loads strongly and positively correlate with
more debt owed to China (r = 0.69), and this in turn increases the risk of default

(r = 0.56).* Chinese loans are also structurally different from non-Chinese sources of

4In a sample of 26 low-income countries from 1990 to 2022.
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development finance, with a higher share denominated in US dollars as opposed to lcoal
currency.® This in turn makes holders of Chinese debt more vulnerable to exchange rate
pressures resulting from macroeconomic shocks, reinforcing the linkage between Chinese
debt exposure and the risk of default. Accordingly, the political nature of Chinese lending
should bias estimates of our main causal argument in a conservative direction. It should
be noted however that China does provide hidden financial help to avoid outright default
to some of its debtors (Horn et al., 2023). It is possible that this is done according to a
similar political logic as the decision to provide credit, which in turn would reduce the
risk of debt crisis for politically aligned countries. However, it seems unlikely that these
relatively small and infrequent interventions are sufficient to fully overcome the positive
relationship that political alignment has on debt levels and the ensuing risk of default.
In the following empirical section, we further evaluate the risk that endogeneity inflates

our effect estimates using formal sensitivity analysis.

3 Empirical analysis

Data

We collect data for 26 countries defined as low-income by the World Bank,® covering
the years 1990 to 2020.” The question which countries to include is not trivial. We
seek to capture how variation in economic influence via development finance translates
into political influence. The World Bank’s lower middle income threshold is a marker of
eligibility for Western development finance (concretely World Bank IBRD programming),
although Chinese development finance has been flowing to countries above the income
threshold. One prominent case of debt default and difficult debt rescheduling negotiations

involving China is Sri Lanka. However, the country is just above the lower middle income

50On average 36.5% of Chinese loans are dollar denominated vs. 27.8% for loans by multilateral de-
velopment banks and 32.7% for Paris Club lenders.

6Source: https://datacatalogfiles.worldbank.org/ddh-published/0037712/DR0090754/
OGHIST.x1sx, accessed 18.9.23

“For a complete list see table Al in the Appendix.
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threshold and therefore excluded from our analysis. Zambia, another prominent case, is
included. In general, we believe that the focus on low-income countries is justified because
wealthier governments will be more isolated from political pressures. It should be noted
that the the World Bank’s country classification results from a technocratic exercise
subject to little political pressure, especially since it sets a uniform level for all countries.
This removes the risk that the cutoff itself is a function of debt politics.

The dependent variable captures voting alignment at the UNGA. The voting data
comes from an updated dataset (Fjelstul, Hug and Kilby, 2024), which corrects some
under-reporting and inconsistencies in the data originally collected by Voeten (2000) and
Bailey, Strezhnev and Voeten (2017). Fjelstul, Hug and Kilby (2024) reproduce the ideal
point estimates from Bailey, Strezhnev and Voeten (2017) with their corrected data, and
extend the series up to 2020. While ideal points have no inherent cardinal scale, positive
values are associated with positions closer to western countries and negative values closer
to non-western positions, including China.®

Data on debt crisis comes from the Bank of Canada-Bank of England Sovereign
Default Database (Beers et al., N.d.).? The database records arrears on sovereign debt
owed to public and private creditors. To measure debt crisis intensity, we use the total
value of arrears owed to all types of creditors in a given year (in constant US dollars), as
defaulting on any part of sovereign debt usually triggers a crisis affecting all creditors.
One major advantage of the BoC-BoE Sovereign Default Database is its comprehensive
coverage and the continuous nature of the arrears data. One disadvantage is that it does
not identify the dates of official declarations of default.

In our theory, the effect of debt crisis on voting behavior is conditioned on the rel-
ative exposure to Chinese vs. Western debt. To capture this, we use the World Bank’s

International Debt Statistics (IDS)' to identify outstanding debt stocks towards China

8For example, the US ideal point in UNGA’s 74th session ending in 2020 was 2.71 and China’s -1.65.
For summary statistics see table 1.

9Accessed on 4 January 2024 at https://www.bankofcanada.ca/wp-content/uploads/2023/07/
BoC-BoE-Database-2023-08-29.x1sx.

Ohttps://databank.worldbank.org/source/international-debt-statistics, accessed
18.8.2023.
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on the one side, and members of the Paris Club plus the major Multilateral Develop-
ment Banks on the other side. Although Horn, Reinhart and Trebesch (2021) show that
the IDS systematically under-reports debt obligations towards China, we still rely on
the IDS as best available data with the requisite temporal coverage. Under-reporting of
Chinese debt introduces measurement error that leads to systematically lower values on
our debt-balance variable that captures exposure to Chinese debt (see below). Since our
arguments apply to high levels of Chinese debt exposure, this type of attenuation should
reduce our ability to identify the theorized effect and therefore does not cause concern
for inference.

Casting the relationship between competing creditors and a debtor country as a mul-
tiple principal problem implies that there is a balance point or range of debt owed to
China and the West at which the influence of both sides cancels each other out. The
precise point at which this happens is difficult to determine ex-ante. Instead we use an
empirical approach. Taking the position were debt stocks owed to both side are of equal
size is a reasonable starting point. We then calculate a continuous measure that increases
from 0 to 1 when moving from this midpoint to the extreme of the distribution, where the
entire debt stock is owed to China. The resulting variable is called debt balance tilt. To
smoothen the value of debt balance tilt as debt shares become more balanced, we borrow

the functional form from a symmetric, unimodal Beta probability density function:

.5 1 — .5
Debt balance tilt = 1 — <%> , (1)

where « is the debt owed to China measured as share of total debt owed to China

11

and western actors.”’ Our results do not substantively change if we replace the beta

2

transformation with a linear transformation.!? Additionally, substituting the balance

measure with the direct measure of aid share « still recovers the relationship.'?

11, debt stockto china
7 debt stockyo chinat+debt stockio west

12Table A3 in the Appendix
13Table A4 in the Appendix; note that model fit and statistical certainty suffer, which is in line with
our assumption that agent discretion is highest when debt loads are evenly balanced.
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As controls, we include a country’s total sovereign debt stock and the share of debt
that is denominated in US dollars. Both variables are correlated with borrowing from
China, as the country is the largest sources of official development finance and its loans
tend to be denominated in US dollars at an above average rate. The variables therefore
act as plausible proxies for unobservable political proximity to the Chinese government.
We also include GDP per capita (in ppp terms), and population (logged). The wealth
measure is a proxy for government capacity, as having an reactive UNGA policy re-
quires bureaucratic resources (Brazys and Panke, 2017). Both the wealth and population
measures relate to a country’s exposure to international policy issues, with smaller and
poorer countries on average being less entangled in international issues. All variables in

the analysis are summarized in table 1.

Model

We estimate a panel model of the following form:

Ideal Point;; = «a; + (; + (Ideal Point;;_1 + [ Arrears;; + S2Debt Balance Tilt;,

+ PigArrears;; X Debt Balance Tilt;; + Xy + €54,

where i denotes countries, t denotes years, «; are country-fixed effects, (; are year-fixed
effects and X is a vector of control variables. The model also includes a lagged dependent
variable to account for serial correlation. The coefficients of interest are 5, and (15, which
together determine the marginal effect of Arrears on Ideal Point. Estimates are obtained
via OLS.

We include two-way fixed effects to account for unmodeled unit-heterogeneity. Using
a cross-section (N = 26) similar in size to the times series (' = 30) can introduce Nickell
bias (Nickell, 1981). However, Beck, Katz and Mignozzetti (2014) show that this bias

tends to be very small and hence substantively negligible in reasonably sized samples. In
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our setting, the advantages of controlling for unmodeled unit-heterogeneity justifies this

trade-off.

Results

We start with some simple correlational statistics. Table 2 shows average Ideal Points,
grouped by whether a country has arrears and a debt balance tilt below or above the
sample mean. Recall that larger values of Ideal Point are closer to Western positions and
smaller values to the Chinese position. A few interesting patterns stand out. Countries
that have a greater debt exposure to China, relative to Western creditors, tend to vote
more closely with Western positions, regardless of arrears. This is not in line with estab-
lished findings in the literature that tie Chinese development finance to closer political
alignment at the UNGA. However, the simple averages reported in the table are based on
pooled data since 1990, and thus include a period in which China was not a large source of
credit yet. In addition, they do not account for any dynamic aspects, exogenous variation

in treatments, or strategic behavior.

Table 2: Mean ideal points, grouped by high vs low arrears and debt balance tilt towards
China, higher values are closer to Western position.

Low arrears  High arrears

Low debt balance tilt China -0.561 -0.573
High debt balance tilt China -0.420 -0.358

The comparison of interest for our theory is between low and high arrears. We can see
that countries with a high debt balance tilt tend to vote more frequently with Western
positions when they have high arrears compared to low arrears. This is in line with our
expectations. For countries with low debt balance tilt, the relationship is much smaller
and even slightly reversed. Again, this is not conclusive evidence, given the lack of controls
and pooling across a range of decades. It is interesting to note that restricting the sample
to 2020 onwards, the surprising relationship between low and high debt balance tilts

disappears for countries with low arrears, and the theorized effect of high versus low
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arrears for high debt balance countries becomes much more pronounced. Both suggest

that our theory more closely reflects current dynamics (see table A2 in the Appendix).

Table 3: OLS — Ideal point, proximity to Western position & arrears, conditional on debt
balance

(1) (2) (3)

Arrears x debt balance, tilt towards China 2.963** 2.736* 3.801**
(1.479) (1.370) (1.459)
Arrears, const USD 100 mil —0.003 0.052* 0.036
(0.012) (0.028) (0.024)
Debt balance, tilt towards China —0.064 —0.146 —0.196
(0.043) (0.117) (0.115)
Debt stocks, public and publicy guaranteed, const USD bil 0.000 —0.001 —0.000
(0.001) (0.001) (0.001)
Debt denominated in USD, percent 0.001 —0.000 —0.001**
(0.000) (0.001) (0.000)
GDP per capita, const USD 1,000 —0.060***  —0.036 —0.071
(0.017) (0.067) (0.048)
Population, mil —0.000 0.003* —0.001
(0.000) (0.001) (0.001)
Lagged ideal point 0.871***  0.699***  0.684***
(0.019) (0.036) (0.035)
Constant —0.045*
(0.025)
Num. obs. 672 672 672
Country intercepts 26 26
Year intercepts 30
Adjusted R?, full model 0.855 0.872 0.885
Adjusted R?, within 0.538 0.543

***p < 0.01; **p < 0.05; *p < 0.1

To account for dynamic factors and possible confounders in a systematic manner, we
now turn to the panel analysis. Table 3 presents results from the OLS regression. Model 1
uses the pooled estimator without any fixed effects. Model 2 includes country-fixed effects
and model 3 two-way fixed effects for country and year. Standard errors are clustered
on the country for the fixed-effects specifications (models 2 and 3). The key parameter
of interest is the interaction term between arrears and the debt balance tilt measures.
Our theoretical expectation is that for countries highly indebted to China, debt crisis

increases discretion at the UNGA. This implies a positive interaction term, though we
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Figure 3: Marginal effect of arrears on UNGA voting ideal points conditional on debt
balance; two-way fixed effects; 95 percent confidence bands.

are ultimately interested in the marginal effect of arrears conditional on debt balance tilt.
The results show that the interaction term is positive and statistically significant across
specifications, though in model 2 it falls just short of the 5 percent level (p = 0.057).
These results are robust to different ways of measuring debt balance tilt.*

To evaluate the marginal effect of arrears on ideal points, figure 3 plots the marginal
effect conditional on debt balance tilt towards China, based on the two-way fixed effects
model 3. The debt balance tilt on the x-axis ranges from zero (for Chinese shares of debt
stock below 50 percent) to one (for the entire debt stock owed to China). The y-axis
refers to the effect of a one-unit change in arrears on the ideal point position. Arrears
are measured in million US dollars.'® For a debt balance tilt close to zero, increasing
arrears by one million has a negligible effect, while for debt balance tilt at one, adding

one million in arrears on average shifts the ideal point 0.38 units towards the Western

position. In a typical scenario, for a country that owes more debt to China than the

4Tables A3 and A4 in the Appendix.
5Note that for table 3 this was rescaled to 100 million for readability of coefficient estimates.
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West, fixing the debt balance tilt at the sample median (0.11 for countries with non-zero
debt balance tilt) and increasing arrears by one standard deviation (plus 69.3 mil USD)
moves the ideal point on average by 0.31 units. This is equal to 0.52 standard deviations
of the ideal point distribution of all UN member countries in the covered time period.
Concretely, in 2020 China’s ideal point was at -1.65 and the US was at 2.71. The induced
shift therefore would have moved the affected country’s ideal point 7.1 percent of the
way from the Chinese to the US position. We therefore have strong and substantively
meaningful evidence for our theory.

As additional robustness check, in the Appendix we report the results from an instru-
mental variables analysis that leverages drivers of US dollar exchange rate shocks (the
US federal funds rate, the nominal broad dollar index) as exogenous determinants of debt
crisis. The results confirm the patterns from the OLS analysis, albeit at lower levels of
statistical confidence (table A6 and figure A2). A test for multiple weak instruments
(leveraging the Cragg-Donald statistic, Stock and Yogo 2002) rejects the hypothesis that
the bias from the instrumented 2SLS analysis exceeds 20 percent of the bias from the unin-
strumented OLS. Since the point estimates of the marginal effect of arrears from 2SLS are
larger than those obtained via OLS, we take this as confirmation that confounding from

omitted variables biases the effect of arrears downwards, i.e. in a conservative direction.!®

Sensitivity Analysis

We have argued in the theory section that the main threat to inference, omitted variable
bias from not properly controlling for political proximity to China, is likely to bias the
effect of debt crisis on voting with the West downward, i.e. in a conservative direction.
In this section we explore how sensitive our OLS results are to confounding by omitted
variables if this reasoning is incorrect. We follow the approach developed by Cinelli and

Hazlett (2020) and derive bounds for the marginal effect of arrears on ideal points in

16Tf the bias from 2SLS exceeded the bias from OLS, a larger 2SLS coefficient would be consistent with
upwards biased estimates of arrears (Murray, 2006:p. 124).
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terms of known covariates that are included in the analysis. Fundamentally, bias arises
if the omitted variable is correlated with both, the outcome and the included variable of
interest (or the ‘treatment’).

Figure 4 features sensitivity contour plots that show how the estimated marginal
effect of arrears would change if the omitted confounder was included in the analysis, as
a function of different combinations of association between the omitted confounder and
the dependent variable (y-axis), respectively the confounder and the treatment (x-axis).
Instead of correlations, strength of association is expressed in terms of partial R2. The
left panel looks at point estimates. For example, the contour line labeled 0.0034 shows
which combinations of partial R? would bring the estimated point effect (0.004 for debt
balance tilt set to 0.1) down to 0.0035. The right panel shows t-values. Here the red
contour line identifies combinations of R? for the omitted confounder that would reduce

statistical significance exactly to the 0.5 level (at t = 1.964).

0.06
|
0.06
|

4x Dollar denominatethdel
(0.0037)

Partial R™ ot confounder(s) with the outcome
0.02
1

Partial R™ ot confounder(s) with the outcome

0.00
|
0.00
|

0.00 0.01 0.02 0.03 0.04 0.00 0.01 0.02 0.03 0.04

Partial R? of confounder(s) with the treatment Partial R? of confounder(s) with the treatment

Figure 4: Sensitivity contour plots: Marginal effect of arrears, debt denominated in USD
as benchmark bound, a) point estimate (left panel), b) t-statistic (right panel), marginal
effect evaluated at debt balance = 0.1

To put the possible effect of confounding in perspective, Cinelli and Hazlett (2020)
recommend to use a variable that is included in the regression analysis as a benchmark.

The variable needs to be a credible driver of treatment assignment (i.e. correlated with

22



UNGA voting & debt crisis Martin C. Steinwand

debt crisis) and also have high explanatory power for the outcome. For our favorite model
with two-way fixed effects (model 3), only the share of debt denominated in US dollars
fits this bill, though its relationship with the dependent variable is quite weak (partial
R? = 0.004). Two other candidates, total debt stock and GDP per capita, have even less
explanatory power for ideal point. Conceptually, a high share of dollar denominated debt
makes debt crisis more likely, because it exposes a country’s ability to service its debt
to the risk of exchange rate shocks. The red dots in both panels of figure 4 show the
resulting bounds. In the left panel, the upper right dot shows that even when including
a confounder 5 times as strong as the share of US dollar denominated debt, the point
estimate barely budges, going from 0.004 to 0.0037. Similarly, in the right panel, including
a confounder 5 times as strong as US dollar debt share would reduce the t-value of the
marginal effect of arrears only from 2.59 to 2.38. Clearly, these bounds suggest that
confounding would not pose an issue if its influence was comparable to that of US dollar
denominated debt share.

Given the low explanatory power of US dollar denominated debt share, what variable
could serve as better benchmark? Arguably, the highly exogenous nature of debt crisis
makes it difficult to find better observable predictors of voting behavior that are also
correlated with the risk of debt crisis. In the Appendix, we show additional sensitivity
contour plots for the lagged dependent variable (ideal point;;_1, figure Al). The lagged
DV is clearly an excellent predictor of contemporary UNGA ideal points (partial R? =
0.50). It should be also highly correlated with political proximity to China, as past
political allegiance at the UNGA can serve as predictor for current political proximity.
However, its empirical association with current arrears, once fixed effects and control
variables in the model are taken into account, is very low (partial R* = 0.002). As a
result, including an omitted variable as strong as the lagged DV would actually increase
certainty in our marginal effect estimates, as the variance reduction factor (resulting from
reduced residual variance from including the confounder) would outstrip the variance

inflation factor.
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Table 4: Sensitivity statistics for OLS results with two-way fixed effects, marginal effect
conditional on debt balance tilt set to median (0.1).

Marginal effe -Value

Cinelli and Hazlett (2020) recommend a range of additional metrics, which are re-
ported in table 4.1 The robustness value of 0.103 indicates that unobserved confounders
explaining at least 10.3 percent of the residual variance of the treatment and outcome
would bring the estimated effect of arrears down to zero. Here the lagged DV offers a
useful comparison. Its partial R? = 0.50 is about 5 times greater than the strength that
confounders would need to wipe out our results. Given the exceptionally high explanatory
power of the lagged DV, this is reassuring. To merely push the statistical significance of
the treatment effect below 5 percent, confounders would have to explain 2.9 percent of the
residual variance. We can compare this to the the partial R? of the estimated treatment
with the outcome itself, which is 1.2 percent. This means that unobserved confounders
would have to explain more than double the variance of the outcome, compared to the
treatment, for our results to lose statistical significance.'®

Overall, the sensitivity analysis has illustrated that the threat of confounding from
variables that are similar in strength to known predictors of both debt crisis and UN
voting behavior is very small. However, it also has highlighted the difficulty in identifying
variables that could serve as good benchmarks. This is in line with our expectation that
debt crisis is a plausible exogenous variable, and at most susceptible to conservative bias
from omitted proximity to China. Taken together, the robustness of the results across a
variety of specifications, the insights from reasoning about the direction of possible bias
and the sensitivity analysis, make us confident that the findings strongly support our

theory linking debt crisis to greater voting alignment with the West for countries that

1"For debt balance tilt set to 0.1; table A5 in the Appendix shows results for the whole range of the
conditioning variable

8The R? value of the treatment with the outcome can also be used for an extreme bound interpretation.
Confounders that explain all of the residual variance would have to have at least a relationship with the
treatment of R? = 1.2 percent to reduce the treatment effect to zero.
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are highly exposed to Chinese debt.

4 Conclusion

In this paper we explored the effects of debt crisis on the political influence of China
and Western creditors by looking at debtor government behavior at the UNGA. We
placed policy influence in the context of a common agency problem, in which both the
West and China compete for influence. Where this influence is evenly balanced, recipient
governments should enjoy increased policy discretion. We derived from this the prediction
that during debt crisis, governments who are highly indebted to China relative to the
West, will vote more in line with Western creditors. To address identification, we a)
argued that omitted variable bias from unmeasured political proximity to China would
bias our results in a conservative direction, b) performed formal sensitivity analysis and
c¢) reproduced our results using instrumental variables regression. The results from a two-
way fixed effects panel analysis, together with the multi-pronged identification strategy,
produce strong evidence for our proposition.

China’s rise to the top of development finance has rightly sparked an important debate
about agency of countries in the Global South. This has important implications for how
Northern and Southern countries continue to reflect on the historic role of the West
in colonization and for ongoing dependencies. While previous research has provided
important evidence that Chinese aid indeed is targeted to achieve political objectives
(Dreher et al., 2018; Gelpern et al., 2022; Lim and Kim, 2023) and does shift UNGA
voting behavior (Raess, Ren and Wagner, 2022), little attention has been paid to the
competitive nature of the relationship between Western creditors and China. There is
evidence that China’s presence has an effect on both Western aid practices, for example
by reducing country’s willingness to comply with World Bank conditions (Watkins, 2022),
and the World Bank changing how it lends money in the presence of Chinese activity

(Qian, Vreeland and Zhao, 2023). But we need a more systematic understanding of the

25



UNGA voting & debt crisis Martin C. Steinwand

conditions under which Western or Chinese influence holds greater sway, and when the
two cancel each other out. This paper has suggested government policy discretion as key
focus to study how this competition plays out. Measuring policy discretion is difficult, as
government preferences are inherently unobservable. Looking at UNGA voting behavior
is just one of possible venue to study policy discretion. Fiscal policy volatility (Fatds
and Mihov, 2003, 2013), sensitivity of foreign policies in response to changes in governing
coalitions (Mattes, Leeds and Matsumura, 2016), and an ability to align foreign policies
with domestic demands are all possible venues to study more systematically how and
when Western and Chinese influence sways government actions, and when it doesn’t. This
paper hopes to provide an impulse towards the development of this important research

agenda.
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Appendix
Tables

Table Al: Countries included in analysis

Afghanistan
Burundi

Burkina Faso
Central African Republic
Congo, Dem. Rep.
Eritrea

Ethiopia

Guinea

Gambia, The
Guinea-Bissau
Liberia
Madagascar

Mali

Mozambique
Malawi

Niger

Rwanda

Sudan

Sierra Leone
Somalia

Syrian Arab Republic
Chad

Togo

Uganda

Yemen, Rep.
Zambia

Table A2: Mean ideal points, 2020 onwards, grouped by high vs low arrears and debt
balance tilt towards China, higher values are closer to Western position.

Low arrears  High arrears

Low debt balance tilt China -0.460 -0.466
High debt balance tilt China -0.456 -0.229
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Table A3: OLS — Ideal point, proximity to Western position & arrears, conditional on
debt balance (linear)

(1) (2) (3)

Arrears x debt balance, tilt towards China 0.791 0.709* 1.027**
(0.500) (0.396) (0.401)
Arrears, const USD 100 mil —0.001 0.050* 0.034
(0.012)  (0.028)  (0.024)
Debt balance, tilt towards China —0.006 —0.061 —0.103
(0.028) (0.072) (0.065)
Debt stocks, public and publicy guaranteed, const USD bil —0.000 —0.001 —0.001
(0.001) (0.001) (0.001)
Debt denominated in USD, percent 0.001 —0.001  —0.001**
(0.000) (0.000) (0.000)
GDP per capita, const USD 1,000 —0.060***  —0.036  —0.065
(0.017) (0.068) (0.050)
Population, mil —0.000 0.003** —0.000
(0.000) (0.001) (0.001)
Lagged ideal point 0.871**  0.705***  0.690***
(0.019) (0.038) (0.040)
Constant —0.043*
(0.025)
Num. obs. 672 672 672
Country intercepts 26 26
Year intercepts 30
Adjusted R?, full model 0.854 0.871 0.884
Adjusted R?, within 0.534 0.538

***p < 0.01; **p < 0.05; *p < 0.1
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Table A4: OLS — Ideal point, proximity to Western position & arrears, conditional on

debt share China

0 O NE)
Arrears x debt share China 0.203** 0.159 0.200*
(0.087) (0.126)  (0.113)
Arrears, const USD 100 mil —0.047** 0.002 —0.025
(0.023) (0.054)  (0.046)
Debt share China 0.022 —0.010 —0.057
(0.023) (0.060)  (0.051)
Debt stocks, public and publicy guaranteed, const USD bil 0.000 —0.000  —0.000
(0.001) (0.001)  (0.001)
Debt denominated in USD, percent 0.001 —0.000 —0.001*
(0.000) (0.000)  (0.000)
GDP per capita, const USD 1,000 —0.072***  —0.063 —0.085*
(0.018) (0.065)  (0.048)
Population, mil —0.000 0.002 —0.001
(0.000) (0.002)  (0.001)
Lagged ideal point 0.861***  0.709***  0.695***
(0.020) (0.040)  (0.043)
Constant —0.044*
(0.025)
Num. obs. 672 672 672
Country intercepts 26 26
Year intercepts 30
Adjusted R?, full model 0.856 0.870 0.883
Adjusted R?, within 0.533 0.535

***p < 0.01; **p < 0.05; *p < 0.1
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Figure Al: Sensitivity contour plots — Marginal effect of arrears, lagged ideal point as
benchmark bound, a) point estimate (left panel), b) t-statistic (right panel), marginal
effect evaluated at debt balance tilt = 0.1

Instrumental variables analysis
Rationale

The motivation for this paper is the observation that many highly indebted countries of
the Global South struggle to service their debt in the current inflationary environment
with high US interest rates and a strong US Dollar. Obstfeld and Zhou (2023) show
that strong appreciation of the US dollar against a basket of currencies of advanced
economies has adverse effects across a broad range of economic indicators for emerging
markets. Causal links include higher yields on risk-free assets such as US treasuries
causing investors to leave emerging markets and cost increases in commodities that serves
as economic inputs and are traded in US dollars, such as oil. Moves in the US broad
US exchange rate are plausibly exogenous, as the US Federal Reserve Bank sets interest
rates primarily with an eye to domestic economic conditions. These decision also have

no easily identifiable direct on UNGA voting. Concretely we use the nominal broad US
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dollar index and the federal funds effective rate as exogenous variables.

For countries with dollar-denominated debt, an adverse move in the country’s ex-
change rate against the dollar directly increases the costs of servicing the debt. By
themselves, variables capturing these global trends (we use the nominal broad US dollar
index and the US federal fund rate) do not have a plausible direct effect on the decision
of emerging market governments on how to vote or to initiate and endorse UNGA drafts.
However, this variation in macroeconomic trends does not yet allow us to instrument for
debt crisis in individual countries. To achieve this, we use a Bartik-like approach (Bartik,
1991) and interact the macro trends with the share of a country’s debt that is denomi-
nated in US dollars. The impact of variation in macro-economic conditions is therefore
conditioned on the actual exposure to changes in the dollar exchange rate.

There could be concerns that the share of dollar denominated debt is endogenous to
UNGA voting and drafting behavior. In fact, the share of debt that is dollar denominated
is markedly greater if the creditor is China (54 percent, 2022 average) compared to
western creditors (Paris Club plus MDBs: 21 percent, all others: 35 percent). However,
this endogeneity is likely less problematic, since a higher share of dollar-denominated
debt increases the vulnerability of a debtor country to US policy decisions affecting the
exchange rate. In addition, the idea of a shift-share instrument is that the joined variation

of the exogenous and endogenous variable is still exogenous.

19G0urces: Nominal broad US dollar index & federal funds effective rate — Federal Reserve Bank
of St. Louis, https://fred.stlouisfed.org/series/DTWEXBGS and https://fred.stlouisfed.org/
series/DFF, accessed August 24, 2023
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We estimate over-identified panel models of the following form:

Sponsorship;, = a; + ¢ + ﬁlzﬁéa\rsu + [B2Debt Balance Tilt,
+ BiaArrears;; x/[)em;mce Tilt;,
+ Xy + €it,
Arrears;; = m + moShare Dollar Denominated; + 7;;Dollar Index;,

+ m9Dollar Index; x Share Dollar Denominated;
+ mo1Federal Fund Rate; + maaFederal Fund Rate; x Share Dollar Denominate
+ wit,

Arrears;; x DB Tilt;; = pg + pioShare Dollar Denominated; + p1;Dollar Index;
+ p12Dollar Index; x Share Dollar Denominated;
+ po1Federal Fund Rate; + pasFederal Fund Rate; x Share Dollar Denominate

+ Vi,

where 7 denotes countries, ¢ denotes years, «; are country fixed effects, (; are year fixed

effects, X is a vector of control variables and Arrears and Arrears x Debt Balance Tilt

are the instrumented results from the first stage regression. Estimates are obtained via

2SLS.
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Table A6: 2SLS — Ideal point, proximity to Western position & arrears, conditional on
debt balance

(1) 2) (3)

Arrears x debt balance, tilt towards China 19.83** 8.64 13.50*
(9.48) (5.99) (7.54)
Arrears, const USD 100 mil -0.15 0.22 0.26
(0.10) (0.13)  (0.16)
Debt balance, tilt towards China —-0.23**  —-0.20 —-0.29*
(0.11) (0.14)  (0.15)
Debt stocks, public and publicy guaranteed, const USD bil 0.01 —0.00 —0.00
(0.00) (0.00)  (0.00)
GDP per capita, const USD 1,000 —0.02 —-0.06 —0.10*
(0.04) (0.06)  (0.05)
Population, mil —0.00"*  0.00 —0.00
(0.00) (0.00)  (0.00)
Lagged ideal point 0.83***  0.69*** 0.67***
(0.03) (0.04)  (0.03)
Constant —0.05
(0.04)
Num. obs. 672 672 672
Country intercepts 26
Year intercepts 26 30
Weak instruments
Arrears: Fy 2.87 5.05 8.04
Arrears x debt balance, tilt towards China: F5 4.82 9.00 10.69
Cragg-Donald statistic 2.73 4.77 5.46
Multiple instruments
Sargan statistic 0.72 4.53 2.27
Sargan p-value 0.87 0.21 0.52
Endogenceity
Wu-Hausman statistic 4.52 1.36 2.86
Wu-Hausman p-value 0.01 0.26 0.06

***p < 0.01; **p < 0.05; *p < 0.1
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Figure A2: 2SLS — Marginal effect of arrears on UNGA ideal point, positive values closer
to US position, 90% confidence band.
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