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Abstract

Contemporary scholarship considers the impact of conditionality on issues ranging from economic growth to social expenditure. Missing from the literature is the effect of conditionality on security concerns. Since the end of the Cold War, multilateral institutions increasingly encouraged military spending reform alongside the reprioritization of government consumption. This paper explores the impact conditionality has on military expenditure using a cross-national time-series analysis of 109 developing countries from 1990 till 2004. I find multilateral debt has a significant negative impact on defense expenditure. Furthermore, multilateral debt may be less fungible than concessional debt, demonstrating the efficacy of conditionality in the context of military spending.

Introduction

An incongruous mix of famous individuals support the total forgiveness of sovereign debt—most notoriously Bono of U2 fame, but alongside him the likes of the deceased pope John Paul II, Senator Jesse Helms, and Pavarotti. Their words couch sovereign debt as the greatest evil to beset mankind. However, evidence suggests these idealists may be myopic in clamoring for total debt forgiveness. The heated debate surrounding the debt issue overlooks a crucial facet regarding the substantive effects of debt conditionality on developing nations—its potential for demilitarization. By pressuring developing nations to amend patterns of government consumption specifically in the context of defense spending, multilateral lending institutions helped reduce military expenditure among developing countries in the wake of the Cold War (SIPRI, 2004). Contending explanations for the latter trend range from the lingering effects of Cold War downsizing to a “third wave” of democratization. I posit the conditionality associated with multilateral debt also serves as a useful explanation and intend to empirically test this assumption on data gathered from 109 developing countries from 1990 to 2004. Ultimately, this paper nuances the conditionality argument, extending it to the province of security issues, as well as generating useful insights for policymakers regarding the fungibility of aid in a disregarded context. Furthermore, next to sanctions and arms embargos,
the ensuing research reveals multilateral debt may represent a viable policy tool for promoting demilitarization. 

This paper will proceed as follows. First I will discuss the relationship between multilateral debt, conditionality, and defense spending. I will then review the determinants of military expenditure. In order to test my hypothesis, I conduct a panel-corrected time-series regression for 109 developing countries from 1990 to 2004, using indicators reflecting varying levels of debt conditionality as my key independent variables. I conclude with an evaluation of my findings and their implications for future research linking conditionality and security. Based on preliminary results, I advocate the incentive for reprioritization of defense spending partially coincides with the types of debt allocated to developing nations. Finally, this research expands the relevance of conditionality to the context of security studies, further nuancing how we evaluate the efficacy of multilateral aid.

Multilateral Institutions and Defense Conditionality

Different types of debt are naturally associated with varying levels of conditionality manifested through a diversity of repayment schedules and interest levels.  Conditionality agreements also reflect a range of institutional objectives, from policy reform and policy diffusion to earmarking debtor spending—at times even representing a global signaling mechanism regarding debtor credibility (Collier, Guillamont P., Guillamont S., and Gunning, 1997). In the face of multilateral aid’s perceived lack of success in developing countries (notoriously the African subcontinent), donor governments are resorting to ever more stringent conditions. While a varied literature assesses the impact of conditionality on issues ranging from economic growth to social expenditure (Przeworski and Vreland, 2000; Marchesi and Thomas, 1999; Collier, Guillamont P., Guillamont S., and Gunning, 1997; Bienen and Gersowitz, 1985; Williamson, 1983), this scholarship has not extended to security concerns (Deger and Sen, 1992; Murshed and Sen, 1995). 

Since the end of the Cold War, evidence suggests multilateral lenders have specifically encouraged military spending reform alongside the general reprioritization of government consumption.  Mershad and Sen (1995) demonstrate both multilateral and bilateral donors scrutinize the defense spending of recipient countries.
 A number of IMF donors have banned export credits for the purchase of military equipment, while others restrict credit solely to imports that support social development (Gupta, de Mello, and Sharan, 2001). Donor countries such as Germany and Japan insist on aid disbursement being linked to military spending reform.
 Importantly, donors heavily involved in arms exports such as the U.S., U.K., and France have not explicitly encouraged such measures.

 International financial institutions, in particular the IMF, promote government expenditures favoring programs with higher productivity or those related to human development. During the late 1980s and 1990s both the World Bank and the IMF flexed their muscles in advocating military spending reform—the IMF resorting to Article IV when it couldn’t directly intervene in this sovereign prerogative.
 Russell Kinkaid of the IMF notes the fund was not in a position to discuss security needs. It did, however, assess the opportunity costs of military spending versus other forms of government consumption.
 Kinkaid argues that the IMF used Article IV consultation discussions to broach the issue of excessive military spending in instances where spending levels had serious macroeconomic or structural implications. However, he stressed the IMF’s emphasis on “persuasion” rather than formal conditionality in promoting such reforms. According to Pierre Landell-Mills and Michael Stevens of the World Bank, the bank actively questioned countries’ allocating resources toward “unproductive” sectors—namely the military, on 20 occasions in the past decade.
 Especially when considering the informal “consultative cross-conditionality” between the World Bank and IMF, a trend toward “defense conditionality” 
 in the dealings of one institution likely informs the modus operendi of the other (Feinberg, 1988). 


There is significant anecdotal evidence supporting the contention that the IMF and World Bank pressure countries into lowering their defense spending. In 1992 panelists at an IMF Economic Forum seminar devoted to military spending concluded, “The issue of excessive military expenditure was…one that addressed the basic question of whether resources were being used wisely” (IMF Survey, 1992, pp. 375). In my correspondence with Dr. Landell-Mills, one of the seminar participants, he noted this shift in World Bank and IMF approaches to defense expenditure.
 Landell-Mills was the World Bank Country Director for Bangladesh (one of 20 problematic debtors) from 1994 to 1998 where he explicitly raised the issue of military spending reform during loan negotiations. He recollected similar instances in “Uganda, various West African countries, and possibly Latin America.” Michael Stevens, also of the World Bank, corroborated Landell-Mills and noted further, “The bank raised the issue of military expenditure at the highest levels [in Uganda and Bangladesh], and said that aid levels could not be sustained if this [military] spending persisted.”
 

In a sample of 130 countries from 1972 till 1994, Davoodi, Clements, Schiff, and Debare (1999) found that the presence of IMF-supported adjustment programs was related to lower military spending as a percentage of GDP and a higher share of nonmilitary expenditure in total government outlays. Gupta, De Mello, and Sharan (2001) observe the same relationship between IMF-supported adjustment programs and military procurement as a dependent variable. This study expands on past research by incorporating more aggregate measures of conditionality across multilateral and concessional aid. Overall, there seems to be anecdotal and empirical evidence of multilateral debt arrangements being used explicitly or implicitly as instruments of effective demilitarization.                                  




Debt Revisited

This paper stipulates multilateral debt affects the prioritization of military expenditure in developing countries since lender institutions encourage fiscal reforms to insure their investment is profitable. Importantly, the effects of debt are not a uniform. While debt may create a trade-off in social provision, it may simultaneously promote a “peace dividend” by indirectly and directly conditioning future loans on decreases in defense expenditure or simply by “crowding it out” as a government priority. In either case, informal and formal conditionality has a deleterious effect on military spending. 

Multilateral loans have a different impact on government consumption than concessional or commercial loans based on the strictness of associated provisions, i.e. conditionality. Concessional debt with its lax terms and flexible scheduling (long-term and zero interest) does not offer developing countries incentives to change. In fact, most of the debt forgiven by the World Bank in the recent round of debt relief for the HIPC countries (Heavily Indebted Poor Countries) was concessional. Commercial loans typically charge higher interest rates, but are not widely available to extremely underdeveloped nations (Bradshaw and Wahl, 1991). Since commercial lenders tend to be motivated by profit and short-term gains, commercial debt does not usually provide funds for projects aimed at promoting development in risky environments. Most non-commercial loans are disbursed to countries that do not possess other capital resources and are usually without the means to attract them. Consequently, multilateral and bilateral loans have occasionally stimulated economic growth and social development in the poorest countries, largely because they are the only source of venture capital (Bradshaw and Wahl, 1991). Ultimately, multilateral debt serves as a bridge between concessional and commercial loans by allowing international institutions enough leeway to demand certain terms, while proffering benefits explicitly earmarked for development-oriented projects.
Measurement of Variables
Multiple factors outside of security considerations inform trends in military spending, from external pressure (either economic or political) to the internal socio-economic dynamics within a given country (Chan, 1995; Hartley and Sandler 1990; McKinlay, 1989; Looney, 1988; Rosh, 1988; Szymansky, 1973). This section specifically considers the impact of Kantian interdependence, conditionality, economic vitality, and wider security concerns on defense spending.
Military Expenditure

Determining the level of resources allocated for military purposes has historically been difficult due to unreliable data. Previous research attempted to minimize these shortcomings, but sparked much controversy (McCubbins, 1982; Wayman, Singer, and Goertz, 1983; Diehl, 1985; Goertz and Diehl; 1986). Since this issue has never been sufficiently resolved, every operationalization of military spending in the developing world should be treated with a grain of salt.
 However, Gupta, McDonald and Ruggiero (1998) found that regardless of the measure or data utilized, there was still a downward trend in spending over the 1990s. Since I am interested in the trade-off in government spending priorities forced by multilateral debt, I use military expenditure over total government consumption (logged) as my indicator for military spending.
 The variable of interest ranges from –4.32 to 0.96 with a mean of  -1.5 and a standard deviation of 0.77 (please refer to table I. in the Appendix).  Unsurprisingly, during the early 1990s Kuwait emerges as the top government spender with Vietnam and Georgia, Tajikistan, and Yemen close behind.  Over the course of the decade Cambodia, Tajikistan, Azerbaijan and the Democratic Republic of Congo all emerge as top spenders with defense expenditure as a percentage of government consumption exceeding 0.2 (please refer to graph I. in the Appendix).  Outside of Kuwait, it seems most of these countries are playing “catch-up” after years of Soviet dominance. The data are gathered from the IMF’s International Financial Statistics, the Correlates of War Project, and the World Bank.               

Debt and Conditionality
 
As discussed previously, the measurement of conditionality through the lending of multilateral debt and its potentially pacific effects are of particular interest. I employ three different models representing varying degrees of conditionality: two encompass multilateral and concessional debt as a percentage of total debt, and one features the servicing of multilateral debt as a percentage of public debt service. Concessional lending represents long-term loans at zero interest usually provided to the poorest developing countries by the International Development Association (IDA). It embodies the lowest common denominator of conditionality. Multilateral loans provide short-term assistance at variable interest from multilateral debt funds such as the various regional development banks, the International Monetary Fund (IMF), and the World Bank (WB). Since debt-servicing rates are a prime indicator of whether conditionality in itself is effective, I am also including a model with multilateral debt service as a percentage of the overall servicing of public debt. 

I control for potential endogeneity between military spending and debt by focusing on the percentage change of multilateral and concessional debt through total debt over time, rather than considering aggregate debt levels.
 Moreover, the previous section introduced instances where multilateral officials anecdotally confirmed the direction of causality went from debt to military expenditure (please refer to pp. 3-6). Multilateral debt ranges from 0 to 88 with a mean of 31 and a standard deviation of 23. Burkina Fasso, Rwanda, Burundi, Chad, and Nepal top the list with multilateral debt in excess of 75% of total debt. Concessional debt and Service of Multilateral debt both range from 0 to 100.  Concessional debt has a mean of 43% with a standard deviation of 36. Lao PDR, Bangladesh, Mali, Malawi, and Djibouti top off the list with concessional debt in excess of 90%. The data are compiled from the IMF’s International Financial Statistics and the Word Bank’s Global Development Finance Indicators.  

The Kantian Tripod: Regime Type, IO Membership and Trade

Immanuel Kant’s notion of interdependence centered on “republican constitutions” (liberal democratic institutions), a “commercial spirit” (economic interdependence), and “international law.” Russet, Davis, and Oneal (1998) tested modern variations of Kant’s original variables for interdependence against an indicator of inter- and intra-state disputes and found their model reduced the likelihood of conflict by 72 percent. I operationalize the Kantian tripod in the same manner through measures for regime type, openness to trade, and membership within international organizations. Since their model confirmed a negative effect on conflict, it may also explain incentives to demilitarize if conflict is considered a by-product of arms build-up (Vasquez, 1987).

Intergovernmental Organizations

Russett, Oneal, and Davis (1998) conceived membership within intergovernmental organizations (IGOs) as a measure of global socio-political, economic, and legal interdependence.  Since international law is mostly enshrined in treaties that are usually arbitrarily enforced, global social conditioning is likely effected through state interactions and the soft power exercised within IGOs. The economic underpinnings of most organizations further tie the constituent nations into a regional if not global relationship that renders “politically sensitive” activities such as arms build-up harmful to the coordination of economic interests. Essentially, such institutions condition states toward non-violent behavior and a re-appraisal of the benefits of conflict through an assurance of mutual benefits from accommodation. Since IGOs increasingly represent the locus of world business and diplomacy, there is significant incentive for conforming and rogue states to both join them in an effort to ply their interests. 

The IGOs used in this study are weighted equally, which is somewhat problematic since not all of them will have the same impact on security issues. However, their importance lies in each institution’s ability to strengthen relationships between states and offer formal and informal means of dispute arbitrage, as well as acclimatize states to communicating with one another for mutual benefit. In this sense, they offer countries an alternative form of threat mitigation outside of threat prevention through militarization and thus should have a negative effect on defense spending. The data are compiled and aggregated from the Correlates of War Projects Inter-governmental Organization dataset. 

Economic Interdependence


Wallerstein (1979) claimed a country’s integration into the global economy was a key factor in domestic policy formulation. Incorporation into the global market via trade would thus influence a nation’s degree of militarization. Depending on the nature of the state system, rising international trade could exacerbate arms importation or redirect public spending towards more benign areas in the interest of gaining credibility with international institutions. The more incorporated a country is into the global economy via trade, the less rational it is for that country to “act out” or engage in activity which could be perceived as destabilizing of the regional status quo (i.e. excess military spending unleashing an arms race). Dependence on global trade raises the stakes for countries that wish to continue engaging in peaceful exchange and also represents an inadvertent mechanism of international arbitrage. However, Robert Rosh (1988) points out that official trade is subject to taxation, which can also lead to profits potentially spent on the military—yet another reason to control for this measure. I utilize Russet, Oneal, and Davis’ indicator of openness to trade as my measure of incorporation into the global economy, i.e. imports plus exports over Gross National Product (or total trade as a percentage GNP). The data are gathered from the World Bank’s Global Development Finance Indicators from 1990 to 2000.
Democracy

Immanuel Kant originally claimed liberal states would allocate fewer resources toward militaries than authoritarian regimes since their ultimate goal was to promote peace through prosperity. Essentially, they would spend less on the military for domestic political reasons, to avoid the escalation of conflict, and because they view the nature of the international system as less threatening (Fordham and Walker, 2005). Rosh (1988) and Doyle (1997) maintain that democratic governance by virtue of its emphasis on representation, consensus through debate, and the rule of law, as well as concern for constituent opinions, serves as a constraining mechanism on the capricious waging of war, as well as militarization. 

It is questionable whether these assumptions hold for advanced democracies since they oftentimes rival military expenditure in authoritarian regimes. The U.S., for example, spends almost as much as the rest of the world combined on defense. Still, Fordham and Walker (2005) determine on a fairly encompassing dataset (since 1816), that democracies on the whole tend to allocate fewer resources toward the military than autocracies. However, they qualify their results stating regime type still does not seem to be the strongest influence on military resource allocation. The length of their time series may also invalidate their results since scholars agree that most developed nations were not considered fully-fledged democracies till the early 20th century (absence of universal suffrage, etc.). 

Developing nations, especially transitioning economies, may represent a different case entirely. We can assume fledgling democracies are likely focused on initially placating their constituency through allocations toward public services than increasing the means of external and internal coercion. The assumption remains the more democratic you are in the developing world, the less likely you are to militarize since your incentives lie elsewhere or are forced upon you by the dictates of international agents. I operationalize democracy through the composite scores generated from Ted Gurr’s POLITY IV Project. The Polity Project assigns annual scores to each state based on characteristics they deem relevant for the autocracy-democracy continuum such as executive recruitment, participation, as well as other political identifiers. The scores range from 10 for most democratic to -10 for most autocratic, thus gauging a level of democracy. States in transition tend to fall in the range of zero to five.

Security Concerns


One of the leading reasons for militarizing is the perceived presence of an external threat. Measuring the salience of such threats is somewhat problematic since state perceptions of external threat are highly related to the contiguity of conflicts. This is likely to be the case in a post-Cold War world where most conflict tends to be fairly localized. Consequently, the effects of this indicator may be muted due to the relevance of particular conflicts for specific countries and their relative unimportance for others. Protracted conflicts still remain a relatively rare occurrence post 1945 (Mearscheimer, 2001), thus external conflicts may not have as much of an overall impact on decisions to militarize within developing countries as a whole. I control for their impact using the Correlates of War Project’s Militarized Interstate Dispute Data, which “reflect the instances in which one or more states threaten, display, or use force against one or more other states.” While this may not represent a measure of violent conflict per se, it should be sensitive to the security tensions and potential arms build-up an escalating threat matrix engenders.


Arms importation is yet another critical factor encapsulating the level of a state’s “military syndrome” (Pearson, 1989). “Pressures to acquire arms build up over long periods with prior purchases leading to subsequent ones; such pressures seem rooted more in regional and domestic political ambition and power seeking than in irritations of particular disputes” (Pearson, 1989, p.162). The importance of ready access to outside sources of defense equipment is most aptly illustrated in the instance where this opportunity is limited. Peleg (1980) demonstrated a positive correlation between arms embargoes and indigenous arms production. Nations that cannot rely on outside sources to insure their security have a high likelihood of turning inward to generate their own arms industries. Rosh (1988) maintains attempts by large arms producers such as the U.S. to control developing country production through arms embargoes, restrictions on imports, or the selective granting of licenses has backfired resulting in a “diversification of the sources of weapons” increasing the “political and military maneuverability of several Third World states” and consequently decreasing the influence of the West (Rosh, 1990, p. 72). Rosh cites the case of the Iran /Iraq war where both warring parties actually purchased much of their arms from other developing countries thereby impeding the ability of external actors such as the U.S. to interfere and potentially mediate the conflict. Thus, levels of arms importation may be critical in gauging indigenous production, as well as intent to militarize. I gather the data from the World Bank’s Development Indicators. 
Economic Vitals 

Sandler and Hartley (1995) suggest the state’s income, its external threats, and the capabilities of its allies determine military burden. A significant amount of literature explores the link between economic growth and militarization (Heo, 1998; Kusi, 1994; Grobar and Porter, 1989; Looney, 1988; Ohlson, 1986; Benoit, 1973; Szymanski, 1973).  On the most basic level, military expenditure is associated with state income since it is dependent on the amount the state has at its disposal for spending. A state’s GDP per capita can be broadly considered a reflection of a nation’s resource base since it operationalizes productive capacity. Defining it in such terms assumes a smaller resource base likely forces a larger trade-off and more subservience when it comes to relations with multilateral institutions. Thus, it is important to control for its effect on militarization. 

A state experiencing economic growth as evidenced in increasing GDP per capita will have more resources to spend on the military, implying a positive relationship with military spending. Others venture the connection between economic growth and militarization is not as clear-cut—in fact, the causal direction may be reversed. In the past, the popularity of Keynesian policies led industrializing nations to believe developing domestic strategic industries stimulated economic growth. Ohlson (1986) finds the primary motive for ASEAN countries’ indigenous arms production was its perceived correspondence with economic growth. In fact, from the 1950s to the 1960s quite a few developing countries (notoriously South Korea, as well as countries of the Southern Cone) pursued import substitution policies to modernize the strategic sector with the hope of fostering economic growth. However, such economic policies were reversed after the prohibitive sovereign debt necessary for initial capital inputs rendered the system unsustainable in the late 1970s and early 1980s. Today, the causal direction is likely from economic growth to military expenditure with industrialization through militarization having lost most of its credibility as a development strategy (Heo, 1998; Kusi, 1994; Grobar and Porter, 1989).

The data are gathered from the World Bank’s Global Development Indicators. I also include an indexed measure of economic crises reflecting banking and currency crises for individual countries. Economic crises can have a powerful impact on the government’s ability to spend indiscriminately, thus they should be controlled for. The indicator is operationalized as a dummy variable indicating whether a banking or currency crisis occurred and is taken from Leblang’s (2002) dataset on speculative attacks in the developing world. Finally, I control for economic size as yet another indicator of potential resource base and operationalize it through GDP per capita multiplied by population.

Methodology

I use time series regression to estimate the impact of three models of interdependence and conditionality on levels of defense spending for a panel dataset of 109 developing countries across Central and Latin America, Africa, the Middle East, and Asia from 1990 to 2004. The first model includes multilateral debt as a percentage of total debt, the second considers multilateral debt service as a percentage of the servicing of public debt, and the final model incorporates concessional debt as a percentage of total debt. 

The countries considered are taken from the World Bank’s comprehensive list of financial indicators for the developing world. There is a dearth of reliable data for African countries, as well as newly independent states of the former Soviet Union, for particular time periods—especially the early 1990s, which may bias the results. Still, the 1990s represent an interesting decade for testing my hypothesis for two reasons. It is the first decade in which relatively comprehensive and reliable data is available for a broader section of developing countries and a plethora of new nations can be included in our estimates in the wake of the Soviet empire, further enriching existing scholarship. 


Since I utilize panel data for my time series there is a high likelihood of serial correlation over time, as well as heteroskadasticity across countries and indicators. Consequently, the final model is estimated using Prais-Winston regression with panel corrected standard errors. Taking into account the broad range of potential indicators of interdependence and dependence, much less control variables for military spending, there is also the possibility of omitted variable bias. However, it is unlikely all relevant indicators could be included without compromising parsimony and the coherence of theory. Thus, I choose to limit my analysis to those indicators I believe are integral to pinpointing the change in defense spending over the past decade. They are formalized in the following model.

Military Spending= ( +(1 (Conditionality)
+(2 (GDP per capita) + (3 (Trade Openness) 

+ (4 (Economic Crises) + (5 (Regime-Type) +(6(IGO Membership) +(7  (Interstate Disputes) + ( 

Empirical Results

TABLE 1

Prais Winston Regression with Panel-Corrected Standard Errors from 1990-2004

	Military Spending/Government Consumption (logged)


	(1)
	(2)
	(3)

	Multilateral Debt/Total Debt
	-.010

(.001)**
	-
	-.015

(.002)  **

	Multilateral Debt Service/ Public Debt/Service
	-
	-
	-.001

(.000)

	Concessional Debt/Total Debt
	-
	-
	.009

(.002)**

	Concessional Debt/ Multilateral Debt (logged)
	-
	.152**

(.046)  
	-

	GDP per capita (logged)
	-.150

(.044)  **
	-.010

(.051)
	-.038

(.065)

	Openness to Trade (logged)
	-.214

(.072)**
	-.205

(.070)**
	-.237

(.074)**

	Democracy Index
	-.001

(.002)
	-.002

(.002)
	-.001

(.002)

	IGO Membership
	-.013

(.005)  *
	-.011

(.004)**
	-.011

(.005) *

	Interstate Dispute 
	.075  

(.037)*
	.088

(.044) *
	.078

(.038) *

	Economic Crisis
	-.006  

(.009)  
	-.004

(.009)  
	-.007

(.009)

	Observations
	737
	732
	731

	Adjusted R 2
	0.2916
	0.2847
	0.3200


Note: Asterisks indicate statistical significance at the p<0.05 (*)  and p<0.01 (**)  level. Coefficients were estimated using cross-sectional time series with fixed effects in Stata 8. Countries in sample=109.

Table one displays the empirical results across three variations in debt conditionality. It includes the estimated coefficients and standard errors, as well as the level of statistical significance for all indicators. The control variables (economic size and arms imports) are not included in the table. The first model solely incorporates multilateral debt alongside other indicators of interdependence and control variables. As predicted, multilateral debt has a significant negative impact on military spending, indicating. For every one unit increase in the level of multilateral debt over total debt there is a 0.01 negative shift in the level of military spending over government consumption. While the magnitude of the effect is somewhat muted, it is likely the by-product of the size of the numbers involved.  The conflict and interdependence variables displayed uncontroversial relationship indirectly confirming the thesis of Russett, Oneal, and Davis (1998). Their research regressed similar measures of interdependence against instances of conflict and determined the chosen indicators reduced conflict by 70%. This model considers the same indicators but regressed against military spending with the intent of exploring the preventative effects of interdependence on a common precursor to disputes (i.e. excess defense expenditure generating a security dilemma).
 

The second model considers concessional debt over multilateral debt relative to other indicators of interdependence. The relationship is again significant and positive with regression coefficient of 0.3. Thus, the more concessional debt a country has as a percentage of total debt relative to levels of multilateral debt over the same, the greater the increase in military spending as a proportion of government consumption. These results imply concessional debt increases the problem of aid fungibility in the context of government spending. 

The third model incorporates three different debt variables, spanning the continuum of conditionality; multilateral debt over total debt as an instance of strict conditionality, multilateral debt service as a percentage of total debt service as an example of the direct impact of conditionality, and finally concessional debt over total debt as a case with virtually no associated conditionality. In the final model multilateral debt has yet again a significant negative impact on military spending while concessional debt displays a significant positive relationship. These results further corroborate that the strict conditionality associated with multilateral debt is more effective in rendering aid less fungible in the context of military spending. 

Overall, the results are stable and robust across different instances of the dependent variable, as well as controlling for country dummies through fixed effects. The final two models were reproduced with fixed effects (table IV. in the Appendix) and displayed synonymous results to the panel corrected time series.  Finally, while military spending over government consumption gives insight into the prioritization of military spending, as a measure it does not encapsulate the actual change in military expenditures.  Thus, I regress the same indicators, but with aggregate military spending, as well as military spending over GDP as my dependent variables. With aggregate military spending, we can actually track the real effect of different types of debt on effective trends in defense spending. Yet again, the original relationship is duplicated and we find multilateral debt negatively impacting military spending with concessional debt displaying the opposite trend (please refer to table V. in the Appendix).
As projected, the three variables representing debt conditionality are significant, as are the indicators of interdependence and interstate disputes.  Multilateral debt and the servicing of multilateral debt are both highly significant and display a negative relationship with military expenditure. Conversely, concessional debt (essentially multilateral grants) has a positive relationship with defense spending implying monies that are not specifically earmarked for development purposes, may unintentionally finance defense or other more dubious sectors. These findings illustrate the importance of carefully monitoring the effects of particular types of debt, as well as the possible potency of conditionality in the context of military spending. 

Interestingly, the two economic variables (crises and GDP per capita) remained consistently insignificant and negative. These results fly in the face of the Asian financial pandemic of the late 1990s and the expected effect of a re-adjustment in general government consumption. Perhaps they are indicative of the robustness of national defense interests to both internal and external economic pressures, as well as overall resource constraints.  However, it is more likely the lack of a significant relationship between defense spending and GDP per capita or crises may be a by-product of the other indicators for interdependence incorporating GDP, as well, and thus taking more of the variance. 

Conclusion 

The results reveal multilateral debt has a robust negative effect on military expenditure across the board. Importantly, they also show concessional aid with lax conditionality is prone to fungibility, as evidenced via its consistently positive relationship with defense spending. Importantly, these results contradict the World Bank’s own conventional wisdom on fungibility, demonstrating that in the instance of military spending aid conditionality does seem to be effective and implying earmarking aid has substantive effects on its local disbursement.

While measuring defense conditionality likely necessitates more precise proxies, tracking conditionality across categories of multilateral aid with stringent provisions to those with notoriously lax requirements is a first step toward assessing the effects of this complex phenomenon. The research presented here demonstrates this is fertile ground for further exploration. Recognizing the potentially pacific effects of multilateral debt allows us to channel them more constructively. It also nuances future evaluation of the efficacy of multilateral aid by extending it to the realm of military considerations. Thus, debt conditionality could have important implications for policies promoting disarmament, offering a substitute to the often deleterious and counter-productive effects of sanctions and arms embargos.

The effects of international debt have largely been ignored in the security literature. This paper demonstrates global interdependence and instruments of conditionality such as debt can reduce military expenditure. By rendering excess military spending economically irrational via implicit or explicit conditionality arrangements, the international institutions embodying such principles may be conditioning more pacific behavior in developing countries. Specifically, multilateral debt may set the groundwork for future investment and development by mitigating the outbreak of security dilemmas within the developing world.
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APPENDIX

TABLE I: Descriptive Statistics for Debt Variables

	Variable
	Obs
	Mean
	Std. Dev.
	Min  
	Max

	Multilateral Debt/Total Debt
	1416
	31.43837
	22.41595
	0
	88.11

	Multilateral Debt Service/ Public Debt/Service
	1307
	42.38396
	30.91224
	0
	100

	Concessional Debt/Total Debt
	1416
	43.48378
	26.81844
	0
	100


World Development Indicators 2005

TABLE II: Descriptive Statistics for Military Spending Variables

	Variable
	Obs
	Mean
	Std. Dev.
	Min  
	Max

	Military Spending/ Government Consumption (logged)
	1011
	-1.592119
	.770551
	-4.324469
	.9665536

	Aggregate Military Spending (logged)
	1160
	12.37247
	1.896106
	7.600903
	17.38504

	Military Spending/GDP (logged)
	1175
	.805996
	.8868989
	-2.525729
	4.765501


Correlates of War, World Development Indicators 2005

TABLE III: Seemingly Unrelated Regression (Granger Test)

	Debt > Military Spending


	Coefficients
	Std. Errors
	Z Scores
	P>|z|

	Military Spending/ Government Consumption
	
	
	
	

	Multilateral Debt/Total Debt


	-.0014779
	.000663
	-2.23
	0.026

	Military Spending/ Government Consumption (lagged)
	.8486548
	.0199125
	42.62
	0.000

	Military Spending > Debt


	Coefficients
	Std. Errors
	Z Scores
	P>|z|

	Multilateral Debt/Total Debt


	
	
	
	

	Military Spending/ Government Consumption
	.2605135
	.1548697
	1.68
	0.093

	Multilateral Debt/Total Debt (lagged)
	1.001807
	.0053348
	87.79
	0.000


Note: Asterisks indicate statistical significance at the p<0.05 (*) and p<0.01 (**)  level. Coefficients were estimated using seemingly unrelated regression in Stata 8. Countries in sample=109.
            TABLE IV: Time Series Regression with Fixed Effects 

	Military Spending/Government Consumption (logged)
	(1)
	(2)

	Multilateral Debt/Total Debt
	-
	-.0126984

(.0036936)**

	Multilateral Debt Service/ Public Debt/Service
	-
	-.0009501

(-.0009501)

	Concessional Debt/Total Debt
	-
	.0084858

(.0024866)**

	Concessional Debt/ Multilateral Debt (logged)
	.176291

(.037908) **
	-

	Multilateral Debt* GDP
	-
	-

	GDP per capita (logged)
	-.4600724

(.1898604) **
	-.343726

(.1902577)

	Openness to Trade (logged)
	.0454139

(.1102152)
	.0016384

(.1101152)**

	Democracy Index
	.0015873  

(.002681)
	.0022778

(.0027134)

	IGO Membership
	.0129248

(.0071024)
	.0115068

(.0075099)

	Interstate Dispute 
	-.0032714

(.0420685)
	.0107509

(.0425635)

	Economic Crisis
	-.0021447

(.0088082)
	-.0023415

(.0089333)

	Observations
	751
	751


Note: Asterisks indicate statistical significance at the p<0.05 (*) and p<0.01 (**)  level.   Coefficients were estimated using time series regression with fixed effects in Stata 8. Countries in sample=109. Size and arms imports controlled for.

TABLE V: Panel-Corrected Standard Errors with Alternative Dependent 

Variables for Military Spending   from 1990-2004
	
	Military Spending/ GDP
	Aggregate Military Spending

	Multilateral Debt/Total Debt
	-.0120273

(.0027206)**
	-.0247281

(.0045619) **

	Multilateral Debt Service/ Public Debt/Service
	.0062018

(.0020912)**
	-.0065811  

(.0020844) **

	Concessional Debt/Total Debt
	-.0003521

(.0008617)
	-.0007288

(-.0007288)

	GDP per capita (logged)
	-.0307766

(.0508059)
	.3711599

(.0810838)**

	Openness to Trade (logged)
	.0597222

(.073537)
	-.7423762

(.1033368)**

	Democracy Index
	-.0052722

(.0027862)*
	.0005927  

(.00209)

	IGO Membership
	.0025247

(.0058278)  
	.0042598

(.0059529)

	Interstate Dispute 
	.0147821  

(.0366748)
	.1445519

(.0507645)

	Economic Crisis
	-.0023421

(.0044639) 
	.0018108

(.0137151)

	Observations
	686
	759

	Adjusted R 2
	0.1915
	0.90


Note: Asterisks indicate statistical significance at the p<0.05 (*) and p<0.01 (**) level.   Coefficients were estimated using prais-winston regression with panel-corrected standard

errors in Stata 8. Size and Arms Imports controlled for.

TABLE VI: Prais-Winston Regression with Panel Corrected Standard Errors for all key variables.

	Military Spending/Government Consumption (logged)


	(1)
	(2)
	(3)
	(4)
	(5)

	Multilateral Debt/Total Debt
	-.0102581

(.0019039)**
	-
	-
	-
	-.0158293

(.0029935)  **

	Multilateral Debt Service/ Public Debt/Service
	-
	-.0039649

(.0012241)**
	-
	-
	-.0018698

(.0009903)

	Concessional Debt/Total Debt
	-
	-
	.0007496  

(.0019448)
	-
	.0094781

(.0027981)**

	Concessional Debt/ Multilateral Debt (logged)
	-
	-
	-
	.1528786

(.0460586)  
	-

	GDP per capita (logged)
	-.1506848

(.044699)  **
	-.1120508

(.0423566)**
	-.0557721

(.0598416)
	-.0104514

(.0517746)
	-.0381681

(.0652567)

	Openness to Trade (logged)
	-.2144259

(.0720073)**
	-.1511568

(.068603)*
	-.176255

(.0642118)
	-.2059043

(.0705189)**
	-.2375441

(.0740912)**

	Democracy Index
	-.0012494

(.0021753)
	-.0028936  

(.0024813)  
	-.003056

(.0024231)
	-.0024352

(.0023343)
	-.0013438

(.0021783)

	IGO Membership
	-.0133887

(.005942)  *
	-.013209  

(.0050468)**
	-.0138877  

(.005291)**
	-.0119519

(.0048567)**
	-.0112789

(.0055781) *

	Interstate Dispute 
	.0755946  

(.0373845)*
	.108088  

(.038137) **
	.1058282

(.0414919)**
	.0884613

(.0448014) *
	.0785395

(.0381456) *

	Economic Crisis
	-.0064052  

(.0096476)  
	-.0085315

(.0099835)
	-.0061911

(.0100469)
	-.0043166

(.0096554)  
	-.0073554

(.0093246)

	Observations
	737
	743
	737
	732
	731

	Adjusted R 2
	0.2916
	0.2725
	0.2554
	0.2847
	0.3200


Note: Asterisks indicate statistical significance at the p<0.05 (*) and p<0.01 (**) level. Coefficients were estimated using prais-winston regression with panel-corrected standard  errors in Stata 8.

GRAPH I: Highest Military Spending over Government Consumption
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GRAPH  II: Avplot of Military Spending over Government Consumption and Multilateral Debt/ Total Debt
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GRAPH III: Avplot of Aggregate Military Spending over Multilateral Debt/Total Debt
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� The work of Robert M. Rosh (1990) has shown that arms embargos tend to have the opposite effect and actually promote arms proliferation through underground trading or revitalized domestic production.


� Mershad and Sen (1995) cite the OECD’s “Development Cooperation 1993 Report” where good governance is termed the “reduction of excessive military expenditures by helping to ensure the transparency and proper control of military budgeting, to develop effective and efficient security strategies and to implement reductions in the size of military forces (OECD, 1994, p. 30).”  Furthermore, the Development Assistance Committees of the OECD for Denmark, Finland, Germany, Japan, The Netherlands and Norway specifically encourage aid as a mechanism for disarmament.


� “Seminar Panelists Discuss Ways and Means to Reform Military Spending.” IMF Survey, December 14, 1992, p. 374


� Article IV: Each member shall “endeavor to direct its economic and financial policies toward the objective of fostering orderly economic growth with reasonable price stability, with due regard to its circumstances.”


� Russell Kinkaid is a former Chief of Special Facilities and Issues Division within the IMF’s Policy Development and Review Department.


� Ibid. p. 375.


� “Tying aid to reductions in military spending can lower the risk of war among developing nations and halve military expenditure as a percentage of GNP by the end of the decade” (Mcnamara, 1992). While Mcnamara (served as President of World Bank) originally outlined the notion of “defense conditionality,” Murshed and Sen (1995) seemed to have coined the term.


� Dr. Pierre Landell-Mills was a Senior Policy Advisor in the World Bank’s Office of the Director, Technical Department of the African Region at the time of the panel. I exchanged e-mails with him on the matter of military spending reform. The following information is collected from an e-mail sent on August 31, 2005.


� Excerpt from e-mail conversation dated November 27, 2005.


�A recent IMF survey  (December 15, 2003, Vol. 32) reported a trend toward greater transparency of military outlays in reported budgets in multiple developing countries with reforms in public expenditure management.


� I ran the same three models substituting military expenditure over GDP, as well as aggregate military spending, as my dependent variables and obtained similar results.


� While international debt affects defense spending for the time period considered, many developing nations initially militarized by virtue of extensive private and non-private debt during the Cold War. Running a granger causality test confirmed debt granger caused military expenditure at p<0.05 and not vice verse (see Appendix, table III.).





� I have three models: (1) multilateral debt/ total debt; (2) multilateral debt service/ servicing of public debt; (3) concessional debt/ total debt. I control for arms imports, economic size, and differenced military spending over total government consumption.


� Plotting multilateral debt against military spending over government consumption displayed three outliers with high levels of military spending, but low levels of debt (Vietnam, Georgia, Tajikistan). Removing the outliers, however, did not render the relationship between multilateral debt and military spending over government consumption any less significant (please refer to graphs I, II, and III in Appendix). 





� “Donors should take it for granted that their financing is fungible because that is reality” (World Bank 1998).
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