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ABSTRACT 
 
This paper updates our earlier work on the impact of US foreign assistance on democratic 
outcomes in recipient countries using newly available USAID Foreign Aid Explorer data 
covering the 2001–2014 period, as well as new outcome measures derived from Varieties of 
Democracy (V-Dem) data. Building on the theoretical and empirical framework established in 
our previous study and in subsequent work in the field, we estimate: a) the effect of overall 
USAID Democracy, Human Rights, and Governance (DRG) expenditures on general indices of 
democracy, b) changes in the effects of DRG expenditures after 2001, and c) the conditions that 
moderate the impact of DRG funding at the country level in the contemporary era. We find that 
the effect of DRG expenditures decreased dramatically in the 2002–2014 period, relative to the 
modest effect shown in the previous study for the period immediately following the end of the 
Cold War. However, DRG aid remains effective in the current era under favorable conditions. 
Further analysis demonstrates important conditional effects related to patterns of DRG 
investment, such that aid has greater impact when levels of security assistance are low 
(indicating competing priorities) and when prior DRG investment is low (indicating diminishing 
returns). In addition, DRG is more effective at intermediate levels of democratization and less so 
in contexts of democratic backsliding. 
 
 

RESUMEN 
 

Este estudio actualiza nuestro trabajo anterior sobre el impacto de la cooperación internacional 
de los Estados Unidos en los procesos de democratización utilizando nuevos datos publicados 
por USAID para el período 2001-2014, así como las nuevas medidas de democracia del proyecto 
Varieties of Democracy (V-Dem). A partir del marco establecido en el estudio anterior, y de los 
estudios recientes, estimamos: a) el efecto de la inversión de USAID en Democracia, Derechos 
Humanos y Gobernanza (DRG, por su sigla en inglés) en los índices generales de democracia, b) 
cambios en los efectos de la inversión en DRG después de 2001, y c) las condiciones que 
moderan el impacto de los fondos de DRG en la era contemporánea. Encontramos que el efecto 
de la cooperación disminuyó dramáticamente en el período 2002–2014 en relación con el efecto, 
de por sí modesto, mostrado en el estudio anterior para el período posterior a la Guerra Fría. Sin 
embargo, la inversión en DRG sigue siendo efectiva actualmente bajo condiciones favorables. El 
análisis muestra efectos condicionales relacionados con los patrones de inversión: la cooperación 
internacional en DRG tiene mayor impacto cuando los niveles de asistencia en temas de 
seguridad son bajos (indicando que Estados Unidos tiene prioridades en conflicto) y cuando la 
inversión previa es baja (indicando rendimientos decrecientes). Además, la cooperación en DRG 
es más efectiva cuando los regímenes receptores tienen niveles intermedios de democratización, 
y menos en contextos de retroceso democrático. 
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Have US democracy assistance programs become less effective over the past two decades? If so, 

are there some contexts in which Democracy, Human Rights, and Governance (DRG) activities 

remain more likely to make a significant contribution to the process of democratization? We 

explore these questions using new data for 149 countries between 1992 and 2014.  

This paper builds on our earlier work (Finkel, Pérez-Liñán, and Seligson 2007) assessing 

the impact of U.S. foreign assistance on democratic outcomes. After 2001, US foreign policy 

confronted new priorities, and authoritarian “gravity centers” emerged in multiple regions 

(Kneuer and Demmelhuber 2016). In 2017, USAID commissioned an update of our study to 

assess the effects of DRG investment in the contemporary era, incorporating two novel sources 

of data. The first is the Foreign Aid Explorer (FAE), a new official source of information on US 

foreign assistance since 2001. The second is the Varieties of Democracy (V-Dem) project, which 

has generated multiple measures of democracy for a large number of countries. 

The first part of this paper briefly engages with the literature on the conditional effects of 

foreign aid, emphasizing two questions: whether the impact of DRG programs has declined in 

the contemporary era, and whether some contextual conditions or investment strategies produce 

better results than others. The following sections describe the data, the statistical estimators, and 

the results of the analysis. Our first set of results documents changing effects of USAID DRG 

assistance over time. The second set of results shows that the effects of DRG aid are conditional 

on investment strategies and local conditions.  

Our findings suggest that the marginal contribution of DRG programs to democratization 

has declined significantly when compared to the period 1992–2001, and it continues to decline at 

the present. However, DRG effects remain, on average, positive and statistically significant. This 

(small) contribution to democratization is unlikely to be an artifact of endogenous selection. 

Moreover, we find that the effects of DRG vary considerably from case to case: they are smaller 

or more uncertain in countries that receive larger amounts of US military aid, in countries that 

already receive large sums for democracy assistance, in highly authoritarian or highly democratic 

regimes, and in societies that are enduring a process of democratic backsliding.  
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HISTORICAL TRANSFORMATIONS AND CONDITIONAL EFFECTS 

 
Two questions in the literature about democracy assistance are crucial for our analysis. The first 

is whether democracy programs have become less effective over the past two decades. On the 

one hand, DRG programs expanded considerably after 2001 and developed technical expertise 

well beyond the early experience of Democracy and Governance programs in place in the 1990s. 

On the other hand, the international context has become more hostile to democracy, and some 

observers have argued that the expansion and professionalization of DRG programs have been 

somehow detrimental to their effectiveness. The second question is whether, irrespective of the 

historical period, DRG programs are more effective under certain conditions. Analysts have 

explored multiple factors that potentially hinder the effect of DRG programs, including 

conflicting strategic priorities for the United States, ineffective investment strategies, and 

inauspicious conditions for democratization in recipient countries. 

Multiple scholars have noted that the international context became more hostile to 

democratization after 2001. The 1990s observed an expansion of democracies in Eastern Europe, 

sub-Saharan Africa, Latin America, and parts of Asia. Yet, this trend weakened significantly in 

the 21st century. After 2001, US democracy-promotion programs expanded considerably, but 

security concerns influenced foreign assistance in the post 9/11 era. In addition, authoritarian 

countries increasingly engaged in autocracy promotion (e.g., Russia) or gained economic 

leverage (China). Kneuer and Demmelhuber (2016) identified authoritarian “gravity centers,” 

countries that not only resist democracy assistance in their territories but also promote 

autocratization regionally. These anti-democratic trends reduced pressures for democratization 

from international organizations (Pevehouse 2002), and undermined democratic linkages and 

leverage from world powers (Levitsky and Way 2002), creating greater challenges for DRG 

programs. Lührmann and Lindberg (2019) documented that a “third wave” of autocratization 

began in 1994 and accelerated in 2010–2017. 

In this context, Carothers (2015) argued that, although investment in democracy 

assistance has expanded enormously since the fall of the Berlin Wall, program outcomes remain 

disappointing. The field of democracy assistance has learned significantly from past experience, 

but “funders of civil society development still channel most of their aid to a limited circle of 

favored NGOs in the capital city, organizations that carry out technocratic advocacy efforts 
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based on externally determined agendas” (Carothers 2015: 64). Large organizations operate on 

“autopilot” with limited innovation. The contemporary context is marked by a loss of the 

democratic momentum of the 1990s, pushback among recipient countries, troubles within 

Western democracies, and weaker commitments among donors.  

In addition, Bush (2015) argued that democracy assistance has been “tamed.” In the 

1980s and the 1990s, donors challenged autocrats by supporting dissidents in authoritarian 

regimes. In the current era, they are more likely to support “regime-compatible” programs that 

do not disrupt the regime status quo, like projects for local governance and women’s political 

participation. Democracy assistance has expanded considerably, but confrontational initiatives 

have been replaced by “international programs that conform more closely to their host 

environments” (5). Bush advances two connected explanations for this trend. First, under 

pressure to account for their actions, government agencies have increasingly focused on 

measurable outcomes, even if measurability comes at the expense of political effectiveness. 

Programs that support dissidents, political parties, and unions are less likely to receive funding 

because they rarely generate easily measurable outcomes. Second, a growing “democracy 

establishment” of professional organizations has become dependent on DRG programs for their 

survival. Those organizations prefer programs that are measurable (to secure funding from 

donors) and regime-compatible (to secure access to the recipient countries). Thus, highly 

professionalized organizations of the democracy establishment “converged on approaches that 

treated democratization as an incremental process rather than as a political struggle” (15). 

At the same time, an expanding literature has focused on the conditions that make DRG 

programs more (or less) effective. This literature is relevant for the previous debate, for at least 

two reasons. First, even if DRG programs are less effective today than they were in the past, 

greater levels of investment may help offset modest impacts. However, it is crucial to understand 

under what conditions current investments make a difference, and under what conditions they are 

completely ineffective. Second, the literature on conditional effects could help us explain why 

some historical transformations undermined DRG programs, and which historical forces may 

boost the impact of those programs the future.  

This literature has emphasized at least three types of conditions that moderate the effects 

of foreign aid. The first set of conditions includes strategic factors and competing foreign-policy 

priorities for the United States. For example, Bermeo (2016) documents negative effects of aid 
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on democratization during the Cold War and for large recipients of US military assistance. 

Similarly, Savage (2017) finds US democracy assistance to be less effective in countries with 

larger militaries, such that democratization pressures can be more easily ignored or 

countervailed. A second group has focused on donor behavior and patterns of investment. For 

instance, Lean (2007) argues that “hard” foreign intervention undermines aid’s contribution to 

civic organizations. Jamal (2012) claims that inclusiveness of international funding is a 

precondition for Western donors to have impact. And given the long tradition of work suggesting 

that volatility or year-to-year fluctuations in foreign-aid investment has detrimental effects on 

economic growth, corruption, and institutional quality, we may surmise that volatility in DRG 

investments specifically would produce a similar negative drag on democratization as well 

(Lensink and Morrissey 2000; Kangoye 2013). Lastly, a large body of research has emphasized 

the context of recipient countries. Kalyvitis and Vlachaki (2012) claim that development 

assistance has detrimental consequences for democratization, but less so in countries with 

liberalized economies. Savun and Tirone (2011) show that DRG assistance reduces the risk of 

civil war if states are undergoing a democratic transition. Dietrich and Wright (2015) argue that 

democracy aid is more effective once multi-party elections are established.  
 

DATA SOURCES 
 

Our analysis covers 149 countries potentially eligible for democracy assistance.1 We measure 

DRG investment using novel data from the Foreign Aid Explorer (FAE), augmented with 

additional sources for the period before 2001. In addition, we measure democratic outcomes 

using the Electoral Democracy Index from the Varieties of Democracy (V-Dem) project. This 

section describes our operational decisions regarding the main variables and introduces our 

controls.  

 
DRG Investment 

We base our measures of DRG  investment primarily on data on obligations obtained from the 

Foreign Aid Explorer (FAE). The FAE dataset contains obligations (and disbursements) for the 

years 2001–2016 according to official records for Congressional reporting, categorized by 

																																																													
1 We define as eligible countries those that: (1) received any DRG assistance between 2001 and 2016, or (2) were 
classified as “partly free” or “not free” by Freedom House at any point between 2001 and 2015. 
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funding agency and program area (Rule of Law and Human Rights, Governance, Political 

Competition and Consensus-Building, and Civil Society).2 Models covering the 2001–2014 

period rely on FAE exclusively. Historical models covering the 1992–2014 period also 

incorporate data from the “Green-Richter” database, utilized in the original Finkel, Pérez-Liñán, 

and Seligson (2007) impact assessment and updated for 1990–2007.3 In both cases, measures of 

DRG investment reflect a two-year running average, lagged by one year.4 For example, the value 

of DRG investment in 2010 reflects the average of 2008 and 2009. Preliminary analyses 

confirmed our previous findings that total DRG aid, rather than aid per capita or aid over GDP, is 

the best predictor of democratic outcomes (Finkel, Pérez-Liñán, and Seligson 2007: 432). 

Our models control for US foreign aid other than DRG using the same sources (FAE and 

some earlier information from Green-Richter). We use OECD Development Assistance 

Committee (DAC) data, archived at the AidData site, for control variables unrelated to US 

assistance (DRG and non-DRG by other donors). For comparability, all measures of aid are 

scaled in millions of constant 2011 dollars.  

 

																																																													
2 We employed obligations, rather than disbursements, to make the series comparable to the pre-2001 period. FAE 
reports a considerable amount of information on funds deobligated from awards; about 9% of the observations in the 
dataset contain negative values. Deobligations reflect the cancellation or downward adjustment of previously 
recorded obligations (USAID Automated Directives System, Chapters 200–203, 621, 635). They may occur upon 
the completion or termination of an award, to account for residual funds, or as a mid-award adjustment because the 
obligated balance is greater than any disbursements planned for the next 18 to 24 months. Two rules were utilized to 
process negative values in the FAE dataset: 1) Deobligations are subtracted from values obligated to the same 
country and activity code in the nearest past, until they are completely accounted for. For example, if a four-year 
series is {$10, $5, -5, -5}, the transformed series is {$5, $0, $0, $0}; and 2) When series are interrupted, with no 
obligations or deobligations for several years, we “bridge” any gap shorter than seven years. Longer gaps almost 
certainly indicate that the program was terminated and re-started years later. For instance, activity code 22450 in 
Libya ended in 1970 and re-started in 2010. Under this rule, a hypothetical activity running between 2000 and 2007 
that looks like {$10, (missing), (missing), (missing), (missing), (missing), (missing), -5} would be reconciled as {$5, 
$0, $0, $0, $0, $0, $0, $0}. However, a similar series running through 2008: {$10, (missing), (missing), (missing), 
(missing), (missing), (missing), (missing), -5}, would be reconciled as {$10, (missing), (missing), (missing), 
(missing), (missing), (missing), (missing), $0}. 
3 See S.E. Finkel, A. Pérez-Liñán, and M.A. Seligson, Effects of U.S. Foreign Assistance on Democracy Building: 
Results of a Cross-National Quantitative Study. Final Report, January 12, 2006 
(http://www.pitt.edu/~politics/democracy/downloads/USAID_Democracy_Assistance_and_its_Impact_on_Democra
tization_v34.pdf); and Finkel, Pérez-Liñán, and Seligson (2007).  
4 FAE does not provide systematic DRG data before 2001. To offer a more extensive analysis of DRG effects 
between 1992 and 2014 we created a longer series for the period 1990–2006, using values from the Green-Richter 
dataset. The combined series follow two rules: 1) For country-years when only Green-Richter (1990–2000) or FAE 
(2008–2016) data are available, the combined series report the available values from any source (in millions of 2011 
dollars); and 2) For the period when both series are available (2001–2007), we compute a weighted average, using 
the geometric mean of the two items to reduce the influence of extreme values. The formula employed is  

, where GR is the Green-Richter value and FAE is the Foreign Aid Explorer value for 
any given country-year. 
!(1+ 𝐺𝑅)(1+ 𝐹𝐴𝐸) − 1 
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Democratic Outcomes 

We employ two general measures of democracy ranging between 0 and 100 (where 100 is most 

democratic). In our main analyses, we use the Electoral Democracy Index provided by the 

Varieties of Democracy (V-Dem) database, which became publicly available in 2016 and has 

since been used in an increasing number of studies on the subject (e.g., Donno and Neureiter 

2018). The Electoral Democracy Index is a composite measure that combines several lower-level 

indices, each capturing components of democracy such as media censorship, repression of civil 

society organizations, and government intimidation during elections. In robustness tests for 

conditional effects models below, we also use V-Dem’s Liberal Democracy Index. This 

composite measure includes all components of the Electoral Democracy Index, plus a number of 

additional items capturing the protection of individual rights. 

 
Control Variables 

Based on a review of the recent literature, we identified several broad classes of potential time-

varying control variables that could also affect country-year democratic outcomes: economic 

development; conflict and violence; other aid; democratic diffusion; natural resource wealth; and 

stable country features. 

1. Economic development 

GDP per capita (PPP) in constant 2011 international dollars (Altunbas and Thornton 

2014; Bermeo 2011, 2016; Cornell 2013). Source: World Bank. 

GDP growth in annual percent (Altunbas and Thornton 2014; Bermeo 2011, 2016; 

Cornell 2013). Source: World Bank. 

2. Conflict and violence 

Intrastate war, which is defined as an armed conflict between the government of a state 

and one or more internal opposition group(s) that results in at least 25 battle-related 

deaths in a calendar year (Donno and Neureiter 2018; Scott and Steele 2011; Wright 

2009). Source: UCDP/PRIO Armed Conflict Dataset (Version 4-2016). 

Interstate war, which is defined as an armed conflict between two or more states that 

results in at least 25 battle-related deaths in a calendar year (Savage 2017; Scott and 

Steele 2011; Wright 2009). Source: UCDP/PRIO Armed Conflict Dataset (Version 4-

2016). 
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3. Other aid 

Non-DRG aid from the United States in millions of constant 2011 US dollars (Cornell 

2013; Scott and Steele 2011). Calculated as a two-year moving average. Source: Foreign 

Ad Explorer (Green-Richer prior to 2001). 

Non-DRG aid from other donors (bilateral and multilateral) in millions of constant 2011 

US dollars (Cornell 2013; Scott and Steele 2011). Calculated as a two-year moving 

average. Source: AidData. 

DRG aid from other donors (bilateral and multilateral) in millions of constant 2011 US 

dollars (Cornell 2013; Scott and Steele 2011). Calculated as two-year moving average. 

Source: AidData. 

4. Diffusion 

Neighborhood effect, which is defined as the annual mean of the V-Dem Electoral 

Democracy Index in a country’s region (Scott and Steele 2011; Wright 2009). Source: 

Varieties of Democracy (V-Dem) data v7.1. 

Trade openness, which is defined as a country’s overall trade in percent of its GDP 

(Altunbas and Thornton 2014; Cornell 2013). Source: World Bank. 

5. Natural resource wealth 

Oil and gas production in thousands of metric tons (Altincekic and Bearce 2014; 

Altunbas and Thornton 2014; Bermeo 2016). Source: Ross and Mahdavi (2015). 

6. Time-invariant factors (i.e., stable country-level characteristics):  

Ethnic fractionalization, measured as the average of the Annett (2001) and the Fearon 

(2003) indices of fractionalization, both ranging between 0 (ethnic homogeneity) and 1 

(extreme fractionalization).  

Prior democracy. Past experience with democracy, measured as the average level of 

democracy experienced between 1970 and 2000. Source: Varieties of Democracy 

(Electoral Democracy Index). 

In the conditional effects models below, we also incorporate additional variables that we 

hypothesize to moderate the effect of DRG investment on democracy outcomes: levels of prior 

investment, volatility in investment, the extent of US military and security assistance to the 

recipient country, recipient regime type, and a measure of whether the country is backsliding 
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away from democracy in a given year. We discuss the operationalization of these variables in the 

conditional effects section below. 

 
STATISTICAL MODELS 

 

We test the effects of DRG assistance using two estimators for panel data. Both estimators 

assume that individual countries have particular democratic trajectories, and assess whether DRG 

assistance contributes to democratic outcomes beyond those trajectories. However, the first 

estimator (a Mixed-Effects Random Growth Model, MERG) treats latent trajectories as drawn 

from a random distribution, while the second one (a Fixed-Effects model with Individual Slopes, 

FEIS) treats them as fixed parameters for each case. We estimate the influence of moderating 

factors by adding interactions between DRG aid and the moderators in each of those models.  

 
Mixed-Effects Random Growth Model (MERG) 

We estimate the impact of USAID DRG assistance on democratic outcomes using two distinct 

statistical models. The first, a hierarchical or mixed-effects random growth model (henceforth 

MERG), replicates the method estimated in Finkel, Pérez-Liñán, and Seligson (2007), which 

models USAID assistance as potentially having an impact on democratic outcomes over and 

above both global and country-specific trends in democratization, and over and above the effects 

of other economic and political time-varying influences on democracy as well. The model, 

shown in equation (1), specifies the level of democracy in any given country-year, yit, as a 

function of a country-specific intercept π0i; a country-specific democratization trend π1i, the 

impact π2 of USAID DRG assistance (DRGit), and the impact πk of k additional covariates and a 

time-specific residual error term εit. In turn, εit is an autocorrelated residual such that εit = ρεit−1 + 

ωit. 

𝑦!" = 𝜋!! + 𝜋!!𝑡 + 𝜋!𝐷𝑅𝐺!" + 𝜋!𝑣!"# + 𝜖!"   (1) 

where t is a time counter, DRG is the level of investment, and v represents the control variables. 

Since equation (1) can be estimated as a hierarchical model, the country-specific intercept and 

trend are modeled as a function of unobserved country characteristics, 

𝜋!! = 𝐵!! + 𝐵!!𝑋!" + 𝑟!!      (2.0) 

𝜋!! = 𝐵!" + 𝐵!!𝑋!" + 𝑟!!      (2.1) 
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where Β00 is the population intercept or starting point for the growth trajectory; Β0m is the average 

effect of country characteristic Xm on country intercepts; Β10 is the average population slope for 

the democratization trend; Β1m is the average effect of Xm on time-trajectory slopes; and r0i and 

r1i are country-level residuals with a normal distribution. 

Following the discussion above, the set of time-varying (vk) covariates are: 

- GDP per capita 

- GDP growth 

- Intrastate conflict 

- Interstate conflict 

- Non-DRG aid (US) 

- Non-DRG aid (other donors) 

- DRG aid (other donors) 

- Neighborhood effect (average level of democracy in region)  

- Trade openness 

- Resource wealth (oil and gas production) 

Based on the results of our earlier studies, we identified two variables as time-invariant 

factors (Xm) potentially influencing the country’s time-trajectory intercept and slope: 

- Ethnic fractionalization 

- Prior democracy 

We treat this MERG specification as the “baseline” model for the study, given that it replicates 

our earlier treatment of the impact of USAID assistance. 

 
Fixed-Effects Growth Model (FEIS) 

We estimate an alternative specification of the hierarchical model of equations (1) and (2) above 

by treating the r0i and r1i terms in (2) as “fixed” at the country level, rather than as random 

variables with normally distributed variance. This version of the model may be termed a fixed-

effects growth model with individual slopes (FEIS) in contrast to the “random” or mixed 

effects model of (1) and (2). In the fixed effects model, each country’s democratic time-

trajectory growth parameters are the values that would be obtained through a country-specific 

regression of democracy against time, rather than from a pooled cross-country analysis that treats 

the country intercepts and slopes as resulting from random draws from normally distributed 
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populations. The advantage of the fixed effects model—argued most forcefully in Brüderl and 

Ludwig (2015)—is that it does not require the assumption that DRG assistance and the K time-

varying covariates in (1) are unrelated to equation (2)’s growth trajectory error terms r0i and r1i. 

The relaxation of this assumption allows for stronger causal claims than the random effects 

specification, in that DRG assistance may in this model have arbitrary correlation with any time-

invariant, country-specific, unobserved factor that may influence the time-trend parameters 

(either intercept or slope) for that country; taking this correlation into account protects against 

the potentially confounding effects those country-level unobservables may have on the DRG-

democracy relationship. In this way the “fixed effects growth model” serves as an initial control 

for potential endogeneity in the form of omitted variables that may influence both DRG 

assistance and the country-specific trends in democratization.  

The disadvantage of this model, however, is that it is no longer possible to estimate the 

impact of time-invariant country factors; those variables are perfectly correlated with the fixed 

country-specific growth parameters and hence drop out of the estimation process. 

 
RESULTS: HISTORICAL TRANSFORMATIONS 

 

Our first task is to determine whether the effectiveness of DRG investment has declined over the 

past two decades. The evidence presented in this section suggests a considerable transformation: 

the average statistical effect of democracy assistance, already modest in 1992–2001, dropped by 

more than half in 2002–2014. Equally important, the erosion of DRG effects appears to be a 

sustained trend, rather than a discrete transformation that took place around 2001. Albeit much 

smaller than they were, the effects of democracy assistance remain positive and statistically 

significant in the contemporary period, and, though unlikely, those positive contributions cannot 

completely be ruled out as an artifact of endogenous selection.   

 
Baseline Model 

Table 1 shows the results for our analysis of the effects of DRG investment on the V-Dem 

Electoral Democracy measure, using the combined FAE-Green/Richter series for 1992–2014 

(columns 1 and 2), and the FAE series alone for the 2003–2014 period (columns 3 and 4). In 

order to assess potential changes in the impact of DRG investment from the previous study’s 

timeframe to the contemporary period, we include in the 1992–2014 models a “structural break” 
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in the impact of DRG investment taking place after 2001. This corresponds to when the FAE 

data-gathering period began, as well as constituting the post-9/11 period and including the onset 

of the Afghan and, later, Iraq conflicts. We further assess the possibility that the impact of DRG 

investments has changed during the contemporary period (2002–2014) by including a simple 

interaction of DRG investment with time.  

Column 1 reports the MERG model for 1992–2014, with the DRG coefficient 

representing the impact of DRG investment on Electoral Democracy in the first period (1992–

2001), and the interaction effect just below representing the estimated difference in the impact of 

DRG investment for the second (2002–14) period. The impact for the first period is a statistically 

significant effect of approximately .10, which replicates the earlier Finkel, Pérez-Liñán, and 

Seligson (2007) finding using V-Dem’s Electoral Democracy index as the dependent variable. 

As in the earlier study, the effect is notable but not especially large in substantive magnitude. A 

ten-million dollar investment in democracy assistance from the US between 1992–2001 

increases the recipient country’s Electoral Democracy score 1 point on a scale ranging from 0 to 

100. 

Equally striking, however, is the statistically significant negative impact of the interaction 

term of DRG investment with the post–2001 period dummy variable, indicating that the effect of 

investment falls to .04 in the later period, or an approximately 60% drop in magnitude. A similar 

pattern is seen in column 2, where, in the FEIS model, the initial effect of .11 falls by more than 

half in the later period, though the interaction effect does not attain statistical significance at 

conventional levels (p=.14, two tailed). 
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TABLE 1 
 
 

EFFECT OF US DRG INVESTMENT ON RECIPIENT COUNTRY  
LEVEL OF ELECTORAL DEMOCRACY OVER TIME, 1992–2014 

 

 (1) (2) (3) (4) 
 MERG  

1992–2014 
FEIS   

1992–2014 
MERG  

2003–2014 
FEIS   

2003–2014 
DRG aid (US) 0.0967*** 0.1124*** 0.0663** 0.1144*** 
 (0.0332) (0.0431) (0.0315) (0.0414) 
DRG aid (US) # Period 2002–2014 -0.0563* -0.0605   
 (0.0330) (0.0411)   
Period 2002–2014 0.7126 0.8912**   
 (2.0776) (0.4421)   
DRG aid (US) # Trend   -0.0048 -0.0093** 
   (0.0034) (0.0041) 
Trend 0.2863 0.3720 0.9687*** 1.0853* 
 (0.2639) (0.2777) (0.3312) (0.5788) 
GDP per capita -0.0000 0.0000 -0.0001 0.0000 
 (0.0001) (0.0001) (0.0001) (0.0001) 
GDP growth (annual %) -0.0275** -0.0129 -0.0668*** -0.0477* 
 (0.0125) (0.0174) (0.0207) (0.0286) 
Intrastate Conflict -0.6890** -0.7486 -0.4545 -0.5916 
 (0.3322) (0.4870) (0.4919) (0.7329) 
Interstate Conflict 0.6953 0.6877 1.8975 2.2977 
 (0.8385) (0.7730) (1.3164) (1.6985) 
Non-DRG aid (US) -0.0041** -0.0056*** -0.0038 -0.0069** 
 (0.0020) (0.0020) (0.0025) (0.0028) 
Non-DRG aid (Other donors) 0.0001 0.0001 0.0000 -0.0000 
 (0.0001) (0.0001) (0.0001) (0.0000) 
DRG aid (Other donors) 0.0022** 0.0024*** 0.0021* 0.0027*** 
 (0.0009) (0.0008) (0.0011) (0.0009) 
Neighborhood effect 20.5208*** 12.8220* 13.9927 10.8461 
 (6.2937) (7.1825) (8.8268) (16.1382) 
Trade openness 0.0103* 0.0101* 0.0074 0.0188 
 (0.0060) (0.0056) (0.0090) (0.0149) 
Oil and gas production -0.0000 0.0000 -0.0000* -0.0000 
 (0.0000) (0.0000) (0.0000) (0.0000) 
Ethnic fractionalization -9.4259  6.1274  
 (7.0400)  (6.3519)  
Prior democracy 0.7737***  0.9712***  
 (0.0982)  (0.0927)  
Trend # Ethnic fractionalization 0.6084*  -0.0173  
 (0.3244)  (0.4310)  
Trend # Prior democracy -0.0147***  -0.0217***  
 (0.0045)  (0.0058)  
Trend after 2001 0.0026    
 (0.1789)    
Constant 16.9521*** 26.4432*** 5.0147 25.9391* 
 (5.6349) (5.8146) (5.9151) (13.5598) 
N 2591 2734 1447 1491 
* p < 0.10, ** p < 0.05, *** p < 0.01 
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These results suggest the existence of a structural break around 2001; up until that year, 

the effect of US democracy assistance on democratic outcomes was strong and significant, with 

weaker effects from 2002 onward. However, we cannot say with absolute certainty whether this 

finding represents a “true” structural break (i.e., a change in the impact of aid after 2001) or is 

instead the result of data issues, such as the possible incompatibility of the Green-Richter and 

FAE data sources. Two pieces of evidence, though, argue against the latter interpretation. First, 

there are seven years of overlap between the two data sets (2001–2007), with the correlation of 

DRG investment reported in the two sources being .95. More compelling, however, is the fact 

that the estimate of DRG investment in the 2001–2007 period using only the FAE data is larger 

than the corresponding estimate using Green-Richter data for the same time frame (.08 versus .05 

in the MERG models, .066 versus .024 in FEIS). If there is any source-related bias in the 

estimation of the effects, it would seem to indicate that the relative decline in the “true” impact 

of DRG investment in the post-2001 period is even greater than what is reported in Table 1. 
 

FIGURE 1 
 

 

EFFECT OF DRG AID OVER TIME, 2000–2014 
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The declining effect of DRG investment on Electoral Democracy appears to be a 

sustained process throughout the contemporary period, as evidenced in columns 3 and 4 of Table 

1. In these models, which cover exclusively 2003–14, we drop the period dummy and 

incorporate instead an interaction between the DRG measure and the time counter t (such that t = 

0 for year 2000, … t = 14 for 2014). The coefficient for the interaction between investment and 

time is consistently negative, as the effect declines by about 7–8% each year from the baseline 

coefficient of .066 (MERG) or .114 (FEIS), with the FEIS interaction being statistically 

significant as well. Figure 1 illustrates the progressive reduction in the effect of DRG on 

Electoral Democracy in the contemporary period. The marginal effect of DRG declines steadily 

until the confidence interval for the estimated effect overlaps with zero around 2009 (MERG) or 

2010 (FEIS). Taken together, the results from Table 1 suggest that the impact of DRG 

investment has declined post-2001, and, while still statistically significant for much of the 

contemporary period, it has gradually declined over that period as well.5 

 
Addressing Endogeneity 

One possible explanation for the results presented in Table 1—regarding either the estimated 

impact of DRG investment or its decline over time—is that they reflect endogeneity in the 

allocation of democracy assistance. While the fixed effects growth model controls for a certain 

kind of endogeneity, i.e., country-level omitted variables that are correlated with both DRG 

levels and country-specific growth trajectories, other forms of endogeneity may also pose 

problems in the estimation of the causal impact of DRG aid. Endogeneity would exist, for 

example, if donors target countries based on their expected democratic trajectories (Altunbaş and 

Thornton 2014; Dietrich and Wright 2015), or if countries self-select into the pool of recipients 

(Borzyskowski 2016). These forms of endogeneity would reflect either democracy or trends in 

democratization leading to higher or lower levels of DRG assistance, as opposed to the causal 

sequence where DRG assistance causes democratic outcomes over time.  

																																																													
5 Though our focus is on USAID investment, we note that subsequent analyses show that the impact of non-USAID 
DRG investment from other donors also appears to decline over time, as the structural break coefficient for that 
variable is also negative in all models, with about a 40–50% drop in magnitude between the pre- and post-2001 
periods. We believe the OECD data for non-US donors regarding DRG investment suffers from a variety of validity 
and reliability problems, and so we do not make too much of this result aside from noting the generally similar 
pattern for other countries’ investment as we report for USAID in Table 1.  
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If this kind of “reverse causality” is present, then neither the mixed nor fixed effects 

growth models would provide unbiased estimates of the impact of DRG aid. If USAID were to 

be making funding decisions based on positive democratic trajectories, then the estimates in the 

mixed or fixed effects models would be overestimated; conversely, if USAID were 

systematically targeting “tough cases,” i.e., countries that are on a less positive democratic 

trajectory (e.g., Afghanistan, Iraq, Haiti, Egypt), then the estimates in the mixed or fixed effects 

models would underestimate the impact of DRG on democratic outcomes. Finkel, Pérez-Liñán, 

and Seligson (2007) showed in multiple analyses that the estimated impact in the 1990–2002 

time period was not due to endogeneity related to reverse causality or omitted variable biases. It 

may be the case, though, that USAID targeted “tough cases” over the past two decades, and if so, 

this could account for the seeming decline in the impact of DRG investment over time seen in 

Table 1. Less plausibly, recent USAID investment could be directed toward “easier” targets, in 

which case the decline in effects seen in Table 1 would be even more pronounced. We therefore 

focus our explorations of endogeneity in the contemporary (2001–2014) period. 

Detailed results for our instrumental variable models are available in Appendix 1. It 

should be noted that we were unable to estimate an endogeneity-correction model that passed all 

of the relevant statistical tests associated with instrumental variable analyses. Our baseline-

correction and the lag-baseline-correction model pass the threshold for “strong” instruments.” 

But none of the models pass the so-called Sargan-Hansen test for the exogeneity of the 

instrument set, where the instrument set is assumed to be completely unrelated to the second-

stage error term. To this extent, there may still be unaccounted endogeneity in the model. But our 

best estimates, following standard practices in the contemporary instrumental variables literature, 

is of a DRG Assistance effect between .02 and .03 on the electoral democracy scale for every 

million dollars spent, with the effects being nearly the same in models that correct for 

endogeneity as in those that do not. We take this to indicate that, on balance, USAID DRG 

outlays are systematically unrelated to expected levels or trends in democratic outcomes, or, 

more accurately, that USAID investments in “tough” or negative-trending cases are slightly 

outweighed by investments in cases trending in a positive democratic direction. Once these 

processes are taken into account, the impact of USAID DRG Assistance is, as in the original 

non-endogeneity models, weakly positive.  
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RESULTS: CONDITIONAL EFFECTS 

Although Table 1 indicates that the effectiveness of democracy assistance has declined by over 

50% in the contemporary period, we cannot rule out a positive contribution of DRG aid to 

processes of democratization until very recently. Moreover, the literature discussed earlier 

suggests that the effect of DRG programs vary with specific conditions, including some factors 

that donors can control (e.g., patterns of investment) and others that depend on the local 

environment (e.g., whether the recipient is experiencing a process of democratic backsliding). In 

this section, we analyze the conditions that have moderated the impact of democracy assistance 

in the current (2002–14) era.   

All interaction models presented in this section condition the effect of overall DRG 

investment on a moderating variable. For greater clarity, all subsections follow a consistent 

structure: the first paragraph introduces the moderator, followed by a table summarizing the 

statistical results of the interaction model. The coefficient for the main aid term in each table—

labeled “DRG aid (US)”—captures the impact of a million-dollar investment when the 

moderator has a value of zero. The coefficient for the interaction term reflects the change in the 

size of the DRG coefficient as the moderating factor increases by one unit. After each table, we 

offer a substantive interpretation of the results. All control variables are included in the analysis, 

but their coefficients are not reported in the summary tables to save space. 

In the following sub-sections we test the influence of three moderating conditions that the 

United States can control (levels of military and security assistance, levels of prior DRG 

spending, and volatility in DRG spending) and two conditions related to the recipient’s 

environment (the type of regime and whether the regime is backsliding into autocratization).  

Our main dependent variable continues to be V-Dem’s Electoral Democracy Index. 

However, because we explore multiple interactions, we replicate all findings using V-Dem’s 

Liberal Democracy Index to reduce the risk of random discoveries. Liberal democracy is a more 

demanding standard than electoral democracy, meaning that the threshold to meet its 

requirements is higher. This composite measure includes all components of the Electoral 

Democracy Index, plus a number of additional items capturing the protection of individual and 

minority rights—e.g., constitutionally protected civil liberties, strong rule of law, and an 

independent judiciary.  
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Because moderators with continuous values allow for considerable change in the size of 

the DRG effect, and because the conditional effect of DRG may be statistically significant only 

for some range of the moderating variable, all subsections close with figures that plot the 

marginal effect of a million-dollar investment (and its 95% confidence interval) over the range of 

the moderator. 

	
US Military Assistance  

We explored the possibility that the impact of aid will vary with the amount of US security 

sector assistance (aka “military aid”) given to the recipient.6 This variable is measured as a 

percent of all US security assistance allocated worldwide in the same year, and in millions of 

2016 US dollars. Data was extracted from the Greenbook.7 This variable ranges between 0 and 

roughly 11,000, though a large number of observations (about a quarter) are clustered at zero. 

The main coefficient for DRG in the next table thus reflects the impact of aid in the absence of 

military aid. 

 
 

TABLE 2 
 
 

EFFECT OF DRG AID CONDITIONAL ON US MILITARY ASSISTANCE (CONTROLS NOT 
LISTED) 

 (1) (2) (3) (4) 
 MERG 

[electoral] 
FEIS 

[electoral] 
MERG 
[liberal] 

FEIS [liberal] 

     
DRG aid (US) 0.039850*** 0.053245*** 0.022463** 0.031640*** 
 (0.014541) (0.015513) (0.010078) (0.010488) 
DRG aid (US) # Military aid (US) -0.000004 -0.000005** -0.000002 -0.000003* 
 (0.000002) (0.000002) (0.000002) (0.000001) 
Military aid (US) 0.000732 0.001138* 0.000330 0.000571 
 (0.000520) (0.000686) (0.000359) (0.000375) 
Constant 4.879392 26.062847* 1.354904 24.504354*** 
 (5.915986) (13.579117) (5.487634) (9.342134) 
N 1447 1491 1447 1491 

* p < 0.10, ** p < 0.05, *** p < 0.01 

																																																													
6 For simplicity, we refer to this variable as “military aid,” but the measure includes other forms of security 
assistance reflected in the Greenbook. Besides all foreign aid coded as “military,” the measure also covers 
“economic” assistance labeled as “Department of Defense Security Assistance,” “Narcotics Control,” 
“Nonproliferation, Anti-Terrorism, Demining & Related,” “Interagency Drug Enforcement, Drug Enforcement 
Administration,” and “Customs and Border Protection, Border and Transportation Security, Department of 
Homeland Security.”  
7 Available at: https://catalog.data.gov/dataset/u-s-overseas-loans-and-grants-greenbook. 
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The results in Table 2 show that large amounts of military aid undermine the impact of 

DRG aid. An additional million dollars produces greater impact when it is allocated to countries 

which do not receive security aid from the US. Figure 2 plots the marginal effects of DRG under 

different levels of military assistance. The plots indicate that the effect of DRG aid declines with 

increasing amounts of security assistance and becomes indistinguishable from zero (p < .05) 

somewhere between $4 and $6 billion. This threshold is quite high, as only three countries in the 

sample—Poland, Iraq, and Afghanistan—receive more than $4 billion in military assistance 

annually. In all three countries, the average US military assistance between 2001 and 2016 far 

exceeds their average annual US DRG aid: $331 million vs. slightly over $1 million for Poland, 

$1.9 billion vs. $168 million for Iraq, and $4.6 billion vs. $148 million for Afghanistan. 

 
 

FIGURE 2 
 
 

EFFECT OF DRG AID CONDITIONAL ON US SECURITY ASSISTANCE 
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USAID Patterns of Investment: Cumulative Spending 

As a first approximation to patterns of investment, we allowed the effect of DRG to vary with 

average levels of investment over the past four years. Because we already lag our two-year 

running average by one year, prior levels of DRG reflect this three-year lag. For example, for 

any country observation in 2010, the main DRG measure corresponds to the two-year running 

average for 2008–2009, and the four-year cumulative spending corresponds to average yearly 

investments in 2004–2007. 

The following table summarizes the result of this analysis. The coefficient for DRG aid 

reflects the impact of a million-dollar “greenfield” investment, i.e., in a country where no DRG 

program has been present over the past four years.8 

 
 

TABLE 3 
 
 

EFFECT OF DRG AID CONDITIONAL ON CUMULATIVE SPENDING  
(CONTROLS NOT LISTED) 

 

 (1) (2) (3) (4) 
 MERG 

[electoral] 
FEIS 

[electoral] 
MERG 
[liberal] 

FEIS [liberal] 

     
DRG aid (US) 0.060284*** 0.072347*** 0.035433*** 0.044188*** 
 (0.016142) (0.025244) (0.011355) (0.016339) 
DRG aid (US) # aid 4 years -0.000184*** -0.000210*** -0.000105** -0.000124** 
 (0.000063) (0.000079) (0.000044) (0.000050) 
Aid 4 years 0.061661*** 0.068029*** 0.038523** 0.041864*** 
 (0.020607) (0.016300) (0.015495) (0.011706) 
Constant 5.095544 24.591656* 1.417761 23.224749** 
 (5.904342) (13.637563) (5.486810) (9.298056) 
N 1447 1481 1447 1481 
* p < 0.10, ** p < 0.05, *** p < 0.01 

 

The results in Table 3 above indicate that “greenfield” investments have positive and 

statistically significant effects on both electoral and liberal democracy, and that the marginal 

impact of every additional million declines with higher levels of past investment (since the 

coefficient for the interaction term is negative and significant). This finding suggests that DRG 

investment presents diminishing returns. Alternative models (not shown) including a logarithmic 

																																																													
8 In Appendix 2, we replicate this table using longer intervals of cumulative spending, specifically five and six years 
instead of four years. These alternative model specifications yield results similar to those displayed in Table 3. 
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transformation of aid implied a similar conclusion: every additional dollar “matters less” as the 

pool of prior DRG investment becomes greater.  

This analysis has substantive implications for the identification of an optimal level of 

investment. To clarify this point: moving from 0 to 1 million dollars may not be sufficient to 

achieve the goals of a specific program. But the impact of investing a million dollars at this stage 

is expected to be greater than its impact when outlays grow from 100 to 101 million. 

Figure 3 depicts the marginal effect of a million dollars at different levels of past aid, 

according to the four models. The panels consistently show that the effect of aid remains 

statistically significant (at p < .05) for 99.5% of the sample, countries below 200 million of 

average spending over the past four-year period. The effects only become insignificant at 

unusually high DRG levels, somewhere in the range between 200 and 300 million, 

corresponding to four-year totals observed in Iraq in 2008–13 and in Afghanistan during 2013–

16.  
 
 

FIGURE 3 
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USAID Patterns of Investment: Volatility in Spending 

We also explored the possibility that the impact of aid will vary with the level of volatility in 

investment. Volatility is measured as the standard deviation in annual levels of DRG over the 

past four years, divided by the average level of investment in this period (to normalize the scores 

and discount diminishing returns, described in the previous section).9 This measure ranges 

between 0 (a perfectly consistent investment every year) and 2 (wide fluctuations from year to 

year). Because volatility equaling 0 in principle could reflect very stable investment or lack of 

investment altogether over the past four years, we include a dichotomous indicator in the model 

showing whether prior investment is zero. The main coefficient for DRG in the next table thus 

reflects the impact of aid in the presence of investment and in the absence of any volatility. 

 

 

TABLE 4 
 
 

EFFECT OF DRG AID CONDITIONAL ON DRG VOLATILITY (CONTROLS NOT LISTED) 
 

 (1) (2) (3) (4) 
 MERG 

[electoral] 
FEIS 

[electoral] 
MERG 
[liberal] 

FEIS [liberal] 

     
DRG aid (US) 0.0130 0.0194** 0.0078 0.0119** 
 (0.0107) (0.0081) (0.0074) (0.0056) 
DRG aid (US) # Volatility 0.0210** 0.0274** 0.0128** 0.0171* 
 (0.0091) (0.0132) (0.0063) (0.0088) 
Volatility 0.0311 -0.0133 0.1506 -0.0677 
 (0.4889) (0.4419) (0.3466) (0.2873) 
No DRG Aid Past 4 Years -0.3357 0.3166 0.0414 -0.0408 
 (1.1323) (1.0479) (0.8073) (0.7174) 
Constant 5.6068 28.3990** 1.6264 25.5907*** 
 (6.0061) (13.8344) (5.5295) (9.3933) 
N 1447 1481 1447 1481 

* p < 0.10, ** p < 0.05, *** p < 0.01 
 

The results in Table 4 above show that, surprisingly, the contribution of DRG improves 

when investment is more volatile. The coefficient for the main term is positive, and the 

interaction terms are positive and significant, reflecting an improvement of DRG effects when 

investment fluctuates over time. An illustrative example for this pattern is Gabon, which 

																																																													
9 Cases with no investment in the prior four years are coded as volatility = 0. 
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experienced four breaks in DRG aid between 2001 and 2016 (2002–2003, 2005–2007, 2010, and 

2015–2016). During the same period, its Electoral Democracy Index increased from 34.6 to 42.6. 

 
 

FIGURE 4 
 
 

EFFECT OF DRG AID CONDITIONAL ON VOLATILITY IN SPENDING 

 

 

 

Figure 4 plots the marginal effects of DRG aid at different levels of volatility in 

investment. The effects are statistically significant for virtually all meaningful levels of volatility 

among recipient countries (ranging between 0.06 and 2.00). Counterintuitively, the size of 

conditional effects appears to increase as investment fluctuates more. However, this pattern may 

reflect trends in investment, because volatility tends to be greater when recipients see a surge in 

DRG aid. Recipients with volatility scores lower than the median value (N = 871) experienced a 

reduction of almost a million dollars (-0.95) when we compare their mean spending in the past 

two years against the previous four years. In contrast, recipients with volatility above the median 

(N = 872) experienced an average increase of 2.14 million when we compare the two periods. 
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Volatility is therefore related to trends in investment. If we segment the sample (models not 

shown), the marginal effect of democracy assistance declines with greater levels of volatility 

when we restrict the analysis to low-volatility cases, but increases with greater levels of 

volatility when we focus on high-volatility cases.  

 
Democracy Environment: Regime Types 

 
Next, we allowed the effect of DRG investment to vary across different regime types. To classify 

regime types, we use data provided by V-Dem (Lührmann, Tannenberg, and Lindberg 2018). 

The Regimes in the World (RIW) distinguishes between four different types of political regimes: 

closed autocracy, electoral autocracy, electoral democracy, and liberal democracy.10  
 

 

TABLE 5 
 
 

EFFECT OF DRG AID CONDITIONAL ON REGIME TYPE (CONTROLS NOT LISTED) 
 

 (1) (2) (3) (4) 
 MERG 

[electoral] 
FEIS 

[electoral] 
MERG 
[liberal] 

FEIS [liberal] 

     
DRG aid (US) # Closed A 0.0228 0.0316 0.0062 0.0169 
 (0.0208) (0.0282) (0.0144) (0.0171) 
DRG aid (US) # Electoral A 0.0182 0.0133 0.0175* 0.0133 
 (0.0140) (0.0266) (0.0096) (0.0155) 
DRG aid (US) # Electoral D -0.0076 -0.0073 0.0018 -0.0023 
 (0.0183) (0.0256) (0.0126) (0.0157) 
DRG aid (US) # Liberal D 0.0192 -0.0459 -0.0159 -0.0737 
 (0.1576) (0.1100) (0.1148) (0.0937) 
Electoral A 0.3224 2.1304 -0.3922 0.5944 
 (0.8153) (2.1918) (0.5667) (1.4015) 
Electoral D 4.2500*** 6.2636*** 2.0512*** 3.4939** 
 (0.9901) (2.3006) (0.6906) (1.5357) 
Liberal D 6.7943*** 8.0517*** 4.1196*** 5.2918*** 
 (1.5175) (2.6274) (1.0775) (1.7832) 
Constant 6.1349 28.0605** 2.2034 25.8274*** 
 (5.4239) (13.4607) (5.2326) (9.1982) 
N 1447 1491 1447 1491 

* p < 0.10, ** p < 0.05, *** p < 0.01 

																																																													
10 Closed autocracies are regimes without multiparty elections for the chief executive or the legislature; electoral 
autocracies are regimes with de jure but without de facto multiparty elections for the chief executive and the 
legislature; electoral democracies are regimes where either the rule of law or liberal principles are satisfied; and 
liberal democracies are regimes where both the rule of law and liberal principles are satisfied (Lührmann, 
Tannenberg, and Lindberg 2018). 
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Closed autocracy is the omitted category, meaning that the coefficient for DRG in Table 5 

captures the effect of aid in recipient countries with a restrictive authoritarian regime.11    

The results indicate that the size of the effect of a million-dollar investment was similar 

across regime types (the coefficient for the interaction term is statistically insignificant across all 

models but one). The statistical significance of this effect, however, is stronger for electoral 

autocracies. Figure 5 below presents the effect of aid for each regime type, according to the four 

models. The plots suggest that effect of aid, albeit similar in magnitude, was more consistent in 

electoral autocracies. The effect of DRG is positive and significant (p < .05) for electoral 

autocracies, and marginally significant (p < .10) for electoral democracies. These findings 

suggest that DRG aid has no systematic impact in countries that are already very democratic or 

extremely authoritarian.	

 
 

FIGURE 5 
 
 

EFFECT OF DRG AID CONDITIONAL ON REGIME TYPE 
 

 

 

																																																													
11 An analysis using the regime classification by Anckar and Fredriksson (2018) generated similar results. 
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Democracy Environment: Democratic Backsliding 

 
Lastly, we analyzed the effects of DRG assistance in contexts of democratic backsliding. The 

results generally indicate that the effects of aid are more uncertain in contexts of democratic 

erosion. The analysis also suggests that DRG assistance is particularly ineffective to promote 

liberal democracy in hostile contexts of backsliding. 

We identified 45 episodes of autocratization in the 2001–14 period based on data from 

Lührmann and Morgan (2018). We modeled whether the effect of DRG aid was different during 

those episodes. The results, presented in Table 6 below, suggest that the contribution of DRG to 

electoral democracy is similar in “normal” contexts and in contexts of autocratization. In 

contrast, the contribution of DRG investment to liberal democracy drops significantly in contexts 

of backsliding. 

 
 

TABLE 6 
 
 

EFFECT OF DRG AID CONDITIONAL ON AUTOCRATIZATION  
(CONTROLS NOT LISTED) 

 

 (1) (2) (3) (4) 
 MERG 

[electoral] 
FEIS 

[electoral] 
MERG 
[liberal] 

FEIS [liberal] 

     
DRG aid (US) 0.0208** 0.0295*** 0.0132** 0.0190** 
 (0.0092) (0.0111) (0.0064) (0.0075) 
DRG aid (US) # Autocratization 0.0273 0.0466 -0.0613* -0.0624 
 (0.0516) (0.0731) (0.0361) (0.0504) 
Autocratization -7.2557*** -7.0166*** -4.2255*** -4.0661*** 
 (0.6917) (1.5893) (0.4834) (0.8849) 
Constant 4.5131 36.0815*** 0.9934 30.4444*** 
 (5.8912) (13.4205) (5.3826) (9.2644) 
N 1447 1491 1447 1491 
* p < 0.10, ** p < 0.05, *** p < 0.01	

 

Figure 6 below compares the marginal effects of DRG in both contexts. The estimates 

indicate that the effects are positive and significant in “normal” contexts, but quite uncertain and 

statistically insignificant in contexts of autocratization. The drop in the size of the effects is quite 

visible in the case of liberal democracy. The marginal effects become negative, although we 

cannot conclude that DRG produces a negative impact on liberal democracy in contexts of 
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autocratization, because the broad confidence intervals indicate that the estimates are statistically 

indistinguishable from zero. 

 

 

FIGURE 6 
 
 

EFFECT OF DRG AID CONDITIONAL ON AUTOCRATIZATION 
 
 
 

 

 
DISCUSSION AND CONCLUSIONS 

 
Scholars and policy makers have wondered whether the effectiveness of Democracy, Human 

Rights, and Governance (DRG) programs has declined over the past two decades. The results 

presented in this paper show a major historical transformation: the effects of DRG aid declined 

by more than half when we compare investments in 2002–2014 against 1990–2001. Perhaps 

more concerning, the erosion of DRG effectiveness seems to be an ongoing process, with the 

marginal effects of aid approximating null findings in the last decade.  
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Despite this negative trend, DRG programs still made a positive and significant 

contribution to democratization in the contemporary period. This effect remains visible even 

after we account for possible reverse causality (endogeneity) in the allocation of democracy 

assistance. However, not every investment has been equally fruitful. Our analysis of conditional 

effects shows that DRG spending is less effective when recipients also benefit from high levels 

of US security assistance. Large transfers in military aid indicate that the United States may have 

competing strategic goals, making democracy promotion less of a priority. Moreover, this pattern 

of foreign aid may strengthen security forces in the recipient country, empowering actors that 

support authoritarian rule.  

In addition, we documented diminishing returns on DRG investment. The marginal 

contribution of every million dollars invested in DRG programs declines towards zero at very 

high levels of prior investment. However, the evidence indicates that DRG programs still make a 

significant contribution for the levels of investment observed in 99% of the cases. Following this 

logic, DRG spending appears to be most effective when “greenfield” investments establish 

operations in new locations.  

Against common wisdom, our results suggest that volatility in investment does not have a 

negative effect on aid effectiveness. We find, paradoxically, that DRG is more effective at 

greater levels of volatility, but the implications of this finding are far from clear. When we split 

the sample, cases with low volatility display lower returns on DRG investment as volatility rises, 

but cases with high volatility display better returns on DRG as volatility increases. Because 

greater volatility is related to positive surges in levels of investment, it is possible that volatility 

in investment has a non-linear moderating effect, such that DRG investment is more effective 

when investments are very stable (because programs are steady), and when investments are 

fluctuating considerably (because investment is surging). Although plausible, this interpretation 

requires a more careful exploration in the future. 

Lastly, we documented that the contribution of DRG assistance depends on factors well 

beyond the donor’s control. DRG programs have more consistent effects on electoral autocracies, 

but their effects decline when recipients are already experiencing a process of democratic 

backsliding. In a context of autocratization, democracy assistance is bound to contain losses 

rather than to prompt gains in democratization.  
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Our analysis is not sufficient to explain why democracy assistance has become less 

effective in the contemporary era, or how this trend could be reversed in the near future. Some of 

the conditions affecting the impact of DRG investment have indeed worsened in recent decades. 

The average recipient country in 2002–2014 received more security assistance (71 million 

dollars more per year) than its counterpart in 1992–2001. It also received more DRG assistance 

(about 5 million), and extraordinary recipients like Iraq and Afghanistan experienced 

diminishing returns on investment. The volatility of investments and the proportion of electoral 

autocracies in the two periods were similar, but the proportion of cases suffering episodes of 

democratic backsliding increased from less than 3% of the sample in 1992–2001 to 9% in 2002–

2014. These changes may explain part of the erosion in DRG effectiveness over time but, 

overall, they appear insufficient to account for the striking decline in the marginal effects of 

foreign aid documented in this study.  

The findings suggest that the international context has become more adverse to 

democratization, imposing greater challenges to DRG programs worldwide. In the 1990s, with 

the momentum created by the third wave of democratization, global trends facilitated (and were 

reinforced by) DRG investments. After 2001, US programs expanded considerably, but operated 

in the context of new priorities and tradeoffs in the wake of 9/11. The expansion of Chinese 

economic influence, Russia’s global power, and authoritarian “gravity centers” at the regional 

level have potentially undermined the effectiveness of US DRG in the contemporary era. 
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APPENDIX 1 

INSTRUMENTAL VARIABLE MODELS 

 
A variety of statistical procedures exist for estimating effects with endogenous regressors. 

Among available procedures, we employ a two-stage residual inclusion (2SRI) estimator (Cai, 

Small, and Ten Have 2011; Hausman 1978; Petrin and Train 2010). The 2SRI estimator has been 

shown to outperform standard instrumental variable strategies under a wide range of conditions 

(Terza, Basu, and Rathouz 2008). This procedure involves a first stage in which DRG 

Assistance, the endogenous predictor, is estimated as a function of all exogenous variables in the 

model plus a set of “instruments”—exogenous variables that we assume to be related to DRG 

Assistance but not directly to the democratic outcomes. In the second stage, the set of original 

independent variables (including DRG Assistance and all other variables) is augmented with the 

residual of the first-stage equation, which is included as a control function (Wooldridge 2010, 

sec. 6.2). In this way, the model includes a proxy for all the unobserved factors that may 

influence DRG Assistance at a given point in time, and provides estimates of DRG Assistance on 

current democratic outcomes in the second stage while taking the possible impact of those 

unobservables into account. 

The vast econometric literature on instrumental variables suggests three general strategies 

for identifying appropriate instruments:  

1) Select “external” variables that, on theoretical grounds, can be defended as exogenous 

and influencing the second-stage outcome only through their effect on the endogenous predictor;  

2) Construct “internal instruments” by taking advantage of non-constant error variance in 

the first stage equation (i.e., the equation predicting DRG assistance). Lewbel (2012) shows that 

there is a non-zero product of each mean-deviated exogenous variable with the residual of an 

equation using all exogenous variables to predict the endogenous regressor. This product will be 

related to the endogenous predictor in the first stage without necessarily influencing democratic 

outcomes in the second stage; and 

3) Take advantage of the longitudinal nature of the data by utilizing deeper lags of 

USAID DRG Assistance to serve as instruments for contemporaneous DRG outlays.  
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TABLE A1 
 
 

BASELINE AND ENDOGENEITY-CORRECTED BASELINE MODELS, ELECTORAL 
DEMOCRACY, 2001–14 (CONTROLS NOT LISTED) 

 

 (1) (2) (3) (4) 
 MERG FEIS MERG [2SRI] FEIS 

[2SRI] 
     
DRG aid (US) 0.022** 0.032*** 0.017* 0.026** 
 (0.009) (0.011) (0.010) (0.013) 
     
N 1447 1491 1447 1491 
     
 (5) (6) (7) (8) 
 External 

Only 
MERG 

External 
Only 
FEIS 

Baseline Plus 
Lag Aid 
MERG 

Baseline Plus 
Lag Aid 
FEIS 

     
DRG aid (US) 0.278 0.136** 0.016 0.015** 
 (0.181) (0.061) (0.011) (0.007) 
     
N 1447 1491 1205 1239 
     

* p < 0.10, ** p < 0.05, *** p < 0.01 
 

We report models employing all of these strategies in Table A1. Though none of the 

models passed every statistical test associated with instrumental variable or 2SRI regression 

methods, the results provide consistent evidence that USAID DRG Assistance has a significant 

impact on democratic outcomes, even after possible endogeneity in the relationship is taken into 

account. Moreover, the magnitude of the impact in the most credible models is very similar to 

that reported in Table 1, suggesting that there is neither a “tough” nor an “easy” case bias in 

DRG investment in the post-2001 period.12 

In the top panel of Table A1, we show the baseline MERG and FEIS results in columns 1 

and 2 as .02 and .03, which represent the average effect in the post-2001 period for DRG 

investment. In columns 3 and 4, we employ the 2SRI strategy, with an “external” instrument in 

the first-stage equation, the Implicit Price Deflator for US dollars.13 (Development Assistant 

																																																													
12 Using the 2SRI procedure, we find no meaningful differences between the “baseline” and endogeneity-corrected 
models for any of the analyses in this report, i.e., there is no instance where the differences in effect size are greater 
than .01 and there are differences in significance levels. 
13 We used the Implicit Price Deflator reported by the Development Assistance Committee (DAC), which takes 
2011 as the base year. 
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Committee, 2011 is the base year). The definition of constant dollars implies that inflation in the 

US reduces to the value of DRG measured in constant dollars, but it is unrelated to the dependent 

variable. The model also makes use of the Lewbel (2012) method exploiting heteroskedasticity 

in the DRG first-stage equation by constructing ten additional instruments from the product of 

the mean-deviated values of each exogenous variable and the value of the first-stage error term 

for the country-year. 

As can be seen, the endogeneity-corrected impact of DRG Assistance is statistically 

significant in both the MERG and FEIS models, with values somewhat smaller than in the 

uncorrected columns 1 and 2, respectively. The difference in magnitude can be attributable to a 

weak positive effect of the “control function” in both models, demonstrating that the 

unobservable factors influencing DRG Assistance are, on balance, positively associated with 

electoral democracy. Once this process is taken into account, the estimate of the causal impact of 

DRG Assistance is slightly lessened from the non-endogeneity baseline model in columns 1 and 

2. Thus, endogeneity biases do not appear to account for the significant impact of DRG 

investment, nor for the decline in the impact of DRG investment over time seen in initial 

analyses presented above. 

In the bottom panel of Table A1, we show two additional endogeneity MERG and FEIS 

models. In columns 1 and 2, we use purely “external” instruments, supplementing the Implicit 

Price Deflator with a second instrument noted in our previous review of the literature, the total 

size of the country’s population (in millions). It can be seen that in this model, the impact of 

DRG Assistance is substantially greater than in the baseline model, reaching statistical 

significance in the FEIS model. The increase in magnitude of the DRG effect is attributable in 

both cases to the negative effect of the control function, such that the unobservables influencing 

DRG Assistance are associated with lower levels of electoral democracy. However, further 

analysis shows that these instruments are not sufficiently “strong,” yielding an F ratio associated 

with the two variables of 6.23, well below the standard threshold of 10.0. We therefore deem 

these results to be less credible than those in the top panel of the table.  

In columns 3 and 4, we follow the “deeper lag” strategy for identifying instruments by 

augmenting the baseline-corrected endogeneity model (Implicit Price Deflator and the Lewbel 

heteroskedastic product terms) with the twice-lagged value of USAID DRG Assistance. This 

model produces nearly identical estimates of the impact of DRG Assistance as were found in the 
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baseline and initial endogeneity models of the top panel. The DRG Assistance effect is 

statistically significant in both the MERG and FEIS versions, and both show a weakly positive 

control function effect as well.  

 

APPENDIX 2 

CUMULATIVE SPENDING MODELS 

 
 

TABLE A2 
 
 

FIVE-YEAR CUMULATIVE SPENDING (CONTROLS NOT LISTED) 
 

 (1) (2) (3) (4) 
 MERG 

[electoral] 
FEIS 

[electoral] 
MERG 
[liberal] 

FEIS [liberal] 

     
DRG aid (US) 0.0557*** 0.0684*** 0.0319*** 0.0408** 
 (0.0160) (0.0261) (0.0112) (0.0167) 
DRG aid (US) # aid 5 years -0.0002** -0.0002** -0.0001* -0.0001* 
 (0.0001) (0.0001) (0.0001) (0.0001) 
Aid 5 years 0.0549** 0.0591*** 0.0313* 0.0335** 
 (0.0227) (0.0207) (0.0173) (0.0139) 
Constant 5.2106 25.0379* 1.5137 23.7623** 
 (5.9117) (13.8315) (5.4908) (9.4381) 
N 1447 1479 1447 1479 

* p < 0.10, ** p < 0.05, *** p < 0.01 
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TABLE A3 
 
 

SIX-YEAR CUMULATIVE SPENDING (CONTROLS NOT LISTED) 
 

 (1) (2) (3) (4) 
 MERG 

[electoral] 
FEIS 

[electoral] 
MERG 
[liberal] 

FEIS [liberal] 

     
DRG aid (US) 0.0548*** 0.0674** 0.0326*** 0.0410** 
 (0.0159) (0.0262) (0.0111) (0.0167) 
DRG aid (US) # aid 6 years -0.0002** -0.0002* -0.0001* -0.0001* 
 (0.0001) (0.0001) (0.0001) (0.0001) 
Aid 6 years 0.0611** 0.0605** 0.0388** 0.0372** 
 (0.0250) (0.0262) (0.0193) (0.0184) 
Constant 5.2089 25.1006* 1.4817 23.6959** 
 (5.9124) (13.8052) (5.4877) (9.4053) 
N 1447 1477 1447 1477 

* p < 0.10, ** p < 0.05, *** p < 0.01 
 


