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Abstract

Foreign aid is a popular tool in the projection soft power for most countries. However, states
are delegating foreign aid to international organizations (IOs). When donor states find it risky
(politically or financially) to give money to the recipient state, they have another option in
the form of various IOs. Instead of giving aid directly to a recipient government, donors can
give aid to a third party for use on various projects in the recipient state. Foreign aid bypass,
as this process is called, is increasingly more common, both in practice and as a topic for
scholarship. However, this is not the end of the story. After donor states decide to bypass a
recipient state, donors must also make a decision about the channel of foreign aid bypass for
each recipient. Some options for bypass include intergovernmental organizations (the United
Nations, for example) and nongovernmental organizations (Save the Children for example).
This paper represents the first attempt to explain the channel through which bypassed aid is
delivered. Using seemingly unrelated regression, I demonstrate that the relationship between
the donor and the recipient state changes not only the probability of bypass in the first place,
but also the channel of delivery for bypassed aid.



In 2014, the Syrian Civil War was four years old and much of the country, especially

the rebel-held territories were completely destroyed. The people of Syria could not access

healthcare, food, water, or shelter. Many states attempted to donate foreign aid to assist

civilians and the rebuilding efforts. However, much of that aid was not reaching the areas where

it was most needed. In response to this crisis, U.S. Secretary of State John Kerry explored ways

to avoid President Bashar Al-Assad and deliver aid without his government?s consent (Gordon

2014). To do this, the United States would send foreign aid directly to international or local

organizations for them to distribute without the consent or knowledge of the Syrian government.

This aid bypass is an increasingly common occurrence in international relations, however is only

recent become a topic of academic research. This paper seeks to understand why and to whom

donor states delegate bypassed foreign aid.

Various international organizations provide alternative recipients for donor states of for-

eign aid that wish to avoid the recipient state government. International organizations are

defined here as a body arranged by a formal agreement that are active in and contain member-

ship from, at least three countries (UIA 2018). Examples of international organizations include

The World Bank, the United Nations, and Oxfam International. As in the Syrian case, donor

states that find it costly, financially or politically, to allocate aid directly to a recipient gov-

ernment. Some factors that cause donor states to bypass recipient governments include poor

governance, inability to control corruption, and human rights abuses (Dietrich 2013; Dietrich

and Murdie 2017; Winters 2010). However, what has been neglected in the academic literature

is the type of organization chosen to deliver bypassed aid.

While both are considered international organizations, the World Bank, the United Na-

tions, and Oxfam International are all very different choices for delivering bypassed aid. The

most basic distinction is that international organizations like the World Bank and the United

nations are intergovernmental organizations (hereafter IGOs), and Oxfam International is a

non-governmental organization (hereafter NGOs). I define and NGO as “a legally constituted
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organization created by private persons or organizations without participation or representation

of any government” (UIA 2018). Whereas, IGOs are defined as organizations that are “based

on a formal instrument of agreement between the governments of nation states,” that includes

“three or more nation states,” and “posess[es] a permanent secretariat performing ongoing

tasks” (UIA 2018). The differences go beyond simple definitions. First, the World Bank is an

intergovernmental organization (IGO), meaning that the members are state governments. Ox-

fam, on the other hand, is a non-governmental organization (NGO), meaning the membership

consists of individuals, not states (UIA 2018). Second, sources of funding can also be quite dif-

ference between the two types of organizations: NGOs generally rely on donations from private

individuals while IGOs rely on member state funding (Werker and Ahmend 2008). For exam-

ple, individual donors provide 95 percent of funding for Medicins Sans Frontiers (MSF.org).

Because these differences between IGOs and NGOs, they cannot we all treated as equivalent

alternative recipients of foreign aid.

This paper disaggregates international organizations to investigate when and why donor

states choose one type of international organization over another (IGOs v. NGOs) to be the

alternative recipient of bypassed foreign aid. Pervious literature has largely ignored this second

step in the donor state?s decision-making process. First the donor state must decide to give the

foreign aid directly to the state or to bypass the state. Second, the donor state must decide to

whom those funds go. My research question here is: does the affinity between the donor state

and recipient influence this decision? I use principal-agent theory to explain how donor states

decide between channels of foreign aid bypass.

In order to empirically test my theory, I created a Bayesian two-stage Selection-Seemingly

Unrelated Regression Model, which allowed me to control for the inherent selection bias and

compositional structure of the dependent variable. Overall, I find that recipient states with

higher affinity are less likely to be bypassed in the first stage. Also, among those that are

bypassed, NGOs, which have lower discretion and autonomy than IGOs, receive more bypassed
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aid from donor states in countries where the donor and recipient states have higher affinity.

Donor State Preferences, Delegation, and Foreign Aid

Foreign aid is an essential part of donor states? foreign policies. It is a popular, and

effective method to achieve political and economic goals. States use foreign aid to both benefit

the recipient state as well as pursue strategic goals (Heinrich 2013). Van der Veen (2011)

calls foreign aid the “Swiss army knife” of foreign policy (p.2). It can be designed with many

different policy goals in mind. Several include: “security, power/influence, wealth/economic

self-interest?reputation, obligation/duty, and Humanitarianism” (van der Veen 2011, p. 10).

Foreign aid must be crafted with these policy goals in mind in order to achieve said goals. Why

then, do states delegate such an important tool of foreign policy?

International organizations (hereafter IOs) can be powerful influences in foreign aid policy

in many ways. First, IOs can be powerful lobbying groups that can attempt to change the

composition or delegation of aid funds (Milner and Tingley 2015). IOs also offer expertise

and a chance for donor states to combine efforts efficiently. This is especially useful during

events such as natural disasters. The UN can be a powerful coordination force by providing

additional information and lower transaction costs (Sneider and Tobin 2016). IOs provide many

ways to increase the efficiency and effectiveness of aid, but they also prevent donor states from

achieving many of their own policy goals. For example, major IGOs like the UN have many

members, which makes it difficult for one state to achieve its own policy goals as opposed to

the policy goals of other member states (Hawkins et al. 2006). One of these policy goals could

be a change in behavior by a recipient state. IOs, especially global organizations, represent the

interests of many states, not just one state. They do not use aid as a tool to increase power

or further the agenda of a single state. However, sometimes the costs of bilateral foreign aid

overwhelm any advantages to giving aid directly to the recipient government. Dealing with

recipient governments can be both politically and economically too costly.
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Generally, donor states also prefer to see foreign aid used as intended. Therefore, the first,

and seemingly most important, factor when a donor considers a potential foreign aid recipient

is the ability of that government to actually use the funds as meant. Dietrich (2013) found

that donor states tend to bypass states with poor governance, opting instead to give the money

to various international organizations. The willingness of recipient governments to properly

manage aid money is another issue altogether. Winters (2010, 2014) found that donor states

will bypass the recipient government in favor of aid targeted at specific projects to prevent

aid capture. Some governments have additional problems than aid capture. In some states,

foreign aid that is received is only allocated in regions that support the government (Jablonski

2014; Bueno de Mesquita and Smith 2007, Bueno de Mesquita and Smith 2009). In these

cases, recipients might be unwilling or unable to implement aid programs as needed, or they

are unable to effectively monitor agents in order to prevent aid capture, increases the costs of

giving foreign aid directly to recipient governments.

Foreign aid can also be politically, rather than economically costly. For example, donor

states do not want to be seen by domestic or international audiences as giving tacit support

when human rights organizations “shame and blame” a foreign aid recipient state. When

recipient states are shamed for human rights violations, donor states find alternative channels

of foreign aid delivery (Dietrich and Murdie 2017). In this case, foreign aid bypass is wielded

as a foreign policy tool as much as the aid itself. Bypassing the shamed recipient government

allows the donor state to effectively punish human rights violations while continuing to provide

for the citizens of the recipient state.

Does the Specific Channel of Bypass Matter?

When the previous studies were conducted, the authors separated foreign aid given di-

rectly to government (what Dietrich (2013) calls “engage”) and foreign given to international

organizations for use in the recipient state (Dietrich (2013) calls this “bypass”). However, in-
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ternational organizations actors are a very diverse group of actors with difference motivations,

concerns and resources. There are two decisions in the process of foreign aid bypass: the de-

cision to bypass or engage and the decision of how to bypass or engage. Donors can choose to

delegate to any number of organizations that have enormous variation in size, scope, ability,

and political affiliations. Broadly speaking we can categorize these organizations into IGOs like

the UN and NGOs like Oxfam International and Save the Children. Does the same motivation

drive choosing both categories or are each chosen in different circumstances?

As mentioned earlier, there are many benefits to delegating to IGOs in particular. These

include lower transaction costs and greater monitoring/enforcement capability (Schneider and

Tobin 2016). There are additional benefits to delegating to IGOs that include political sim-

ilarity. Schneider and Tobin (2016) found that donor states delegate to development IGOs

that have similar interests and portfolios. IGOs also have the ability to use issue linkage and

conditionality that can bring positive outcomes, such as democratization (Birchler et al. 2016).

Governments seek to minimize the costs of delegation and therefore choose organizations that

are the most similar, providing assurance that the goals and outcomes are in line with the

donors? foreign policy. IGOs also have greater resources, a larger presence, and more authority

than NGOs, and therefore more potential to be effective (Banks et al. 2015).

However, delegating to IGOs might not be ideal for donor states. Delegating aid to NGOs

offer a different set of advantages. First, sometimes it is politically unpopular for both IGOs

and states to get involved in a recipient state, especially in recipient states that have widely

publicized human rights abuses (Dietrich and Murdie 2016). NGOs, on the other hand have

certain organizational mandates and/or specific projects on the ground. They provide health-

care, education, and food. This makes them an attractive candidate for bypass because they

have independence to preserve the humanitarian mission without the political cost (Gulrajani

2017). In a similar logic, Allen and Flynn (2017) find that leftist governments are also more

likely to give aid through NGOs rather than through the recipient government, reflecting the
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left?s traditional goals of poverty relief and the right?s concern for security. Additionally, IGOs,

unlike NGOs, are made up of many states, all with separate preferences and interests. Bush

(2016) found that USAID uses US-based NGOs for democracy promotion because US-based

NGOs share basic goals and preferences with USAID.

The foreign aid bypass literature is a fairly new one, and the literature thus far has been

concerned with the initial conditions for bypassing the recipient state government with foreign

aid. However, the decision to bypass is a two-step process. Once the donor state has decision to

bypass the state, they must then decide to whom the aid goes. As I have noted, scholars have

emphasized the merits of the different international organizations available as alternative aid

implementing agencies. However, no empirical studies exist on the choice of bypass channel.

This paper seeks to explain one part of how donor states choose the channel of bypassed foreign

aid delivery.

A Theory of Donor State Preference in Bypassed Aid De-

livery

For donor states, not all recipients are alike. Some recipient states offer certain strategic

or political benefits if a donor can leverage foreign aid correctly to gain from these advantages.

For example, the United States treats Israel very differently from Rwanda, especially when it

comes to foreign aid. However, that doesn?t mean that sending aid to the recipient government

is always the best option. Sometimes, bypass becomes the least costly option for donors?

politically or financially. Choosing a bypass agent, on the other hand, can be the most difficult

decision. If a donor state must bypass an ally, how does the donor state allocate aid it in such

a way to keep the alliance strong while also lowering costs for the donor state itself?
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The Original Decision to Delegate Foreign Aid

Foreign aid is often tied to geopolitics. For example, one of the highest recipients of

United States foreign aid is Israel (a key ally), while one of the lowest is the Democratic

People?s Republic of Korea (considered a “rogue” nation). However, directly giving money to

certain regimes can be politically or economically costly to the donor state. Giving aid directly

to a state with poor governance can results in aid capture or inefficiency, making aid in countries

with poor governance more economically costly. (Dietrich 2013). Aid becomes politically costly

when human rights organizations ?shame and blame? a recipient state government (Dietrich

and Murdie 2017). When these costs become too much, the donor bypasses the recipient

government and gives the aid to non-state actors. But, how costly is “too costly”? Does this

figure vary with the recipient?s relationship to the donor? We know from previous research that

states want to protect their geostrategic interests with foreign aid (Heinrich 2013). Donors are

more reluctant to hurt friendly countries financially than other states. Therefore, the affinity (a

measure of similarity of interests) between the donor and recipient state can raise the threshold

at which recipients determine direct bilateral aid is too costly. Nielsen (2013) lays out a similar

argument about aid sanctions and human rights violations, finding that donor states are less

likely punish more friendly recipient states than those for whom they have less affinity. Nielsen

(2013) defines aid sanctions as the withholding of aid. It makes sense then, that that a similar

decision-making process is followed in the decision to bypass, rather than completely withhold

aid. This reluctance of donor states to harm recipient states gives the first hypothesis:

H1.1 Recipient states that have a higher degree of affinity with a donor state are less likely to

be bypassed.

However, this is not the entire story. Affinity between the donor and recipient states can

also have a conditional effect. Dietrich (2013) argued that recipient states with poor governance

make donor states more likely to bypass. However, Nielson (2013) argues that states are more

selective about who they choose to ?punish? with aid sanctions. Here, I combine these two
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theories and argue that the effect of governance on foreign aid bypass is conditional on the

affinity between the donor and recipient states. Affinity can raise the threshold for the level

at which donor states decide the costs associated with poor governance in the recipient state

outweighs the benefits of direct state to state aid. Affinity, therefore lessens the impact of

governance on the decision to bypass the recipient state government. Thus, giving the second

hypothesis:

H1.2 The effect of governance on the likelihood of bypass is conditional on the degree of affinity

between the donor and recipient state.

The Second Stage: Choosing an Agent of Bypass

After a donor state chooses to bypass, which organization do they choose as an alternative

recipient? As with the original choice to bypass the recipient state government, the affinity

between the donor and recipient can impact the chosen agent. I use Principal-Agent theory

to explain the donor state?s choice of type of international organization chosen for foreign aid

bypass.

Donor Preferences and the Benefits of Foreign Aid under Delegation

I argued earlier, that all recipient states are not treated equally by donor states. Donors

states prefer to keep friendly states, well, friendly. One of the benefits of foreign aid can be

influencing votes in the UN General Assembly, from which we can extrapolate relative ideal

points of countries and “affinity” among them (Voeten et al. 2011). States with higher affinity

tend to share preferences, and donor states wan to continue to cultivate this relationship, as it

might be useful in the future (Nielson 2013). Aid, as I established earlier, is a multi-faceted tool

with many uses, which influence both security and economic self-interest for the donor state

(Van der Veen 2011). Because affinity with the recipient can increase the benefits of foreign aid,

we need to first understand how those benefits change when aid is bypassed. The particular
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choice of agent can impact the change in the benefits of aid.

Any amount of delegation can lower the benefits of aid because the donor state as the

principal, cannot be sure that its preferences are being perfectly followed by the chosen agent

(either and IGO or an NGO). IGOs and NGOs are both actors in their own right with their own

set of preferences and priorities. However, I argue here that NGOs are the agent that minimizes

the cost of delegation. To explain this, I use the concept of “discretion,” which is defined as: “a

grant of authority that specifies the principal?s goals but no the specific actions the agent must

take to accomplish those objectives” (Hawkins et al. 2006, p. 8). Discretion is a feature of

the original contract between the principal (the donor state) and the agent (the NGO or IGO).

IGOs tend to have more discretion in their contracts. This is a product of having a “collective

principal” which is a situation when several individuals (donor states, in this paper) comprise

a separate body that is together the principal for the agent (the IGO). For example, the UN

does not answer to individual states, but rather the collection of all the states. This gives

IGOs a great deal of discretion in foreign aid us because it is not the preferences of one donor

state that are important, but rather the preferences of all of the donor states. IGOs limit the

influence that one donor state has over the aid flows IGOs have their own bureaucracies that

make control over the aid money by the donor state itself much more difficult (Lyne, Nielson,

and Tierney 2006).

On the other hand, NGOs have contracts with individual states. Even larger organizations

such as Oxfam International have separate contracts with each state from which it receives

money. This is known as a “multiple principal” scenario, rather than a collective principle

(Lyne, Nielson, and Tierney 2006). Under these rules, states have more control over the contract

and, therefore, can limit the discretion of the NGO. Limiting the discretion of NGOs will lower

the costs of delegation because the donor state can reasonably expect policies closer to the

preferences of the donor state itself. This is especially important in recipient states which

whom the donor state has higher affinity. Because the benefits of aid are higher in high affinity
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states, the discretion of the agent can directly impact how much benefits the donor state.

To keep recipient states that are friendlier on their side, donor states must incorporate

recipient preferences into decisions about the channel of foreign aid delivery. The recipient

and donor states both want to maintain more control over foreign aid funds. This is why

the concept of agent autonomy is also an important factor in a donor state?s choice of agent.

Autonomy is defined as “the range of potential independent action available to an agent after

the principal has established mechanisms of control” (Hawkins et al. 2006, p.8). Through their

better funding and independent bureaucracies, IGOs have a high level of autonomy (Birchler

et al. 2016). Such a high level of autonomy can inhibit the donor states? pursuit of their own

preferences. In recipient states with higher affinity, donors need their preferences followed in

order minimize the costs of delegation, and therefore leaving some benefit of giving aid for the

donor state.

In contrast to IGOs, NGOs have much less autonomy. This could allow the recipient state

and the donor state to better control the flow of the aid money (Dupuy, Ron, and Prakash 2015).

Even the choice of particular NGO can allow the donor state to better ensure their preferences

Additionally, Bush (2016) found that USAID allocated more funds toward “neutral” NGOs

when allocating money to democracy promotion projects for US allies than non-allies. In this

scenario, the NGO is more directly an agent of the individual donor state. It is also more

dependent on the donor state for funds and access (Bush 2015). Many NGOs receive sizable

proportions of their budget from donor states. This fact, combined with the fact that NGOs

usually make a contract with one recipient state, means that NGOs in this position have much

lower discretion and autonomy as agents of the donor state. If this argument is true, we should

expect that donors would allocate bypassed aid through NGOs rather than IGOs in recipient

states with which they have a higher degree of affinity.

Due to this, donor choose agents that they are likely to have more control over (those

agents with lower discretion and autonomy). Their reliance on funding, access, and lack of
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complete independent from the donor state preferences make NGOs the easiest agent to control

in the foreign aid process. Therefore, my final hypotheses are:

H2.1 The higher the affinity that a recipient has with a donor, the higher the proportion of aid

allocated through NGOs.

H2.2 The higher the affinity that a recipient has with a donor, the lower the proportion of aid

allocated through IGOs.

Research Design

For my analysis, I used data on most OECD donor countries plus United Arab Emirates

and Kuwait spanning the years 2004-2013. The unit of analysis is dyad-year, with dyads

referring to donor-recipient state dyads. The final number of observations is 3910 dyad-years.

In the following sections, I describe my variables and model in detail.

Outcome Variable

For the second set of hypotheses, the outcome variable of interest is the choice of bypassed

aid channel. I have operationalized this to be the proportion of aid delivered through a partic-

ular channel. The two channels used here are IGOs and NGOs. Each proportion is the amount

of aid delivered through that specific channel over the total amount of per donor-recipient-year.

These data were found from AidData (Tierney et al. 2011).

Hypothesis 1.1 and 1.2, however are different outcomes. These hypotheses involved the

original decision to bypass the recipient state in the first place. Therefore, I have measured

bypass as a binary variable where 0 is no bypass and 1 is any amount of bypass.
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Explanatory Variables of Interest

The key explanatory variable here is the degree to which donors and recipients are friendly

or share preferences. I have operationalized this in two ways. The first is the Affinity index

created from United Nations General Assembly roll call votes (Bailey, Strezhnev, and Voeten

2017). This is a score that ranges from -1 to 1, with higher values corresponding to more

similar interests between the donor and recipient states. As an alternative measure, I also use

the Absolute Difference in Ideal Points from the same data (Bailey et al. 2017). The scaled

Affinity scores also include votes where one state abstains, which could cause the dyad to appear

more alike than they actually are. Therefore, the Absolute Difference in Ideal Points might give

more information on the relationship between the donor and recipient states. Both of these

variables allow me to measure how closely a donor and recipient potentially work together.

Controls

Several factors have been shown to impact foreign aid bypass, but they can also influence

how states allocate bypassed aid. As mentioned earlier, this is the first attempt to disaggregate

bypassed aid into types of organizations therefore, many of my control variables come from

previous analyses of foreign aid bypass. Dietrich (2013) finds that quality of governance is a

major factor in the decision to bypass the recipient government. Therefore, I use an aggregated

Governance Quality variable, created by adding the six indicators from the Worldwide Gover-

nance Indicators (Kaufmann et al., 2010). The six components vary between -2.5 and 2.5 where

higher scores mean better outcomes. Those components are: Control of Corruption, Govern-

ment Effectiveness, Political Stability and Absence of Violence/Terrorism, Political Stability,

Rule of Law, and Regulatory Quality. There are added together to get one score, generally

capturing the quality of governance in each recipient country-year.

Another possible confounding factor is simply the availability of one channel or the other.

To account for this, I use Gygli, Haelg, and Sturm?s (2018) Political Globalization Index score
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for each recipient state. There are two components: “Political Globalization, de facto” and

“Political Globalization, de jure”. I use both measures to control for two different concepts.

The de factor measure is and index composed of the number of embassies in a state, the

per capita number of personnel contributed to UN Peacekeeping missions, and the number of

international NGOs active in the state. This is a useful measure to capture how active the

recipient government is in the international community, but also to capture the size of the

NGO sector in the recipient state. De jure political globalization, is composed of the number

of international organizational memberships, the number if international treaties signed since

1945, and the number of partners in investment treaties. This measure best captures the size

of the IGO sector in the recipient state. Each of these variables is normalized to range from

one to 100. The higher values are associated with a higher degree of globalization.

It is also possible that recipient states limit the flow of aid of foreign funds through

non-governmental agents through repression of civil society. Therefore, I also control for Civil

Society Repression, and indicator from the Varieties of Democracy Project (Coppedge et al.

2017). This is an ordinal scale that ranges from zero to four, with lower levels corresponding to

more government repression of civil society. This will allow me to control for the possibility that

donor states cannot give to NGOs because civil society is repressed or controlled by the recipient

state government. From the same set of indicators, I also use the “Civil Society Participatory

Environment”, which measures the controls the government puts on the participation in civil

society. The lower levels of this variable indicate more government control over civil society

participation.

I also control for Democracy in the recipient state. While this is somewhat related to

the quality of governance, the regime type is an important control for foreign aid bypass on its

own. Democracy can signal a certain degree of transparency or accountability (Dietrich 2013).

I use the Polity IV ?polity 2? score that ranges from -10 to 10. The higher the number, the

more democratic the country in that particular year (Marshall et al., 2017). Another possible
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confounding factor is the occurrence of a natural disaster in the recipient state, which can alter

both the channel of foreign aid as well as the amount. Natural Disaster is a variable that

is operationalized as the number of natural disasters in a recipient each year as recorded by

Em-Dat, a dataset of natural disasters each country year (Guha-Sapir, 2018). As with Natural

Disasters, the presence of a Civil Conflict might also alter both the amount and the delegation

of foreign aid. These data were obtained from the UCDP-PRIO dataset and coded 1 for the

presence of an armed intrastate conflict, and 0 otherwise (Gleditsch et al., 2002).

There are also certain attributes of donors that are possible confounding factors. One

such confounding factor is Donor Social Spending as percent of GDP. States that spend more

domestically on social welfare tend to be more generous in their foreign aid (Dietrich 2013).

The same can be said of the Donor?s GDP Growth. Donors that are doing better financially

also tend to be more generous with foreign aid. I also control for EU Membership. Members

of the European Union have a much higher probability of channeling aid through and IGO

(namely, the EU) because of the close collaboration on foreign policy between the EU governing

institutions and the member states. This variable is coded 1 if the donor state is a member of

the EU and 0 otherwise. The United Kingdom was still a member of the EU in the time frame

of my analysis and is therefore still coded as a 1 for the entire sample.

The relationship between the donor and recipient countries can confound my results in

various ways. First, I controlled for Former Colony status with a dummy variable where 1

indicated the recipient was a former colony of the donor and 0 if otherwise. I also control for

the Distance between donor and recipient. Not only does distance impact the likelihood of

giving aid in the first place, but it can also indicate the level of potential oversight that a donor

can have over the aid use in the recipient state. Donors that are closer can observe and monitor

aid more effectively than those that are far way. I also logged distance to account for the wildly

different scales of the other predictors.
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The Model

There were several modeling considerations I had in testing my hypotheses. The first

issue is selection bias (see Cingranelli and Pasquarello 1985). In order to receive aid through an

international organization, a recipient state government must first be bypassed. This means that

the decision of which international organization is not independent from the original decision

to bypass. The second modeling issue is the compositional nature of the outcome variables. I

am using the proportion of aid through each channel, rather than the amount of aid.

To properly account for the structure of the process and the data itself, I had to find

a model to incorporate both a selection bias correction and a way to deal with compositional

data. As a result, I created by own model: a Bayesian Selection-Corrected Seemingly Unrelated

Regression (SUR). This model is a combination of Heckman?s (1979) two-stage estimator for

selection bias and a SUR model (Zellner 1962). The section below describes how the estimator

accounts for both selection bias and compositional data.

Selection Bias

A common problem in the foreign aid literature is selection bias. The decision to give aid

is often related to the decision of how much aid to give. To address this issue, Cingranelli and

Pasquarello (1985) suggested the use of the two-step Heckman selection model. This model

is that two-step estimator that uses a Probit model in the first stage (the selection stage)

to estimate the likelihood of the event occurring. From this step, and Inverse Mills Ratio is

calculated and used in the second stage of the model (the outcome stage) to correct for selection
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bias (Heckman 1979). The first stage of the model looks appears in the equation below:

Bypass =α + β1 ∗ Affinity + β2 ∗GovernanceQuality + β3 ∗ (Governance ∗ Affinity)

+ β4 ∗ Colony + β5 ∗ ln(Distance) + β6 ∗NaturalDisaster + β7 ∗Democracy

+ β8 ∗ CivilConflict+ β9 ∗DonorSocialSpending + β10 ∗DonorGDPGrowth

+ β11 ∗ CivilSocietyRepression+ β12 ∗Globalization

+ β13 ∗ CivilSocietyParticipation+ β14 ∗RecipientRegion+ εi

Compositional Data

My second set of hypothesis involve the choice between agents of foreign aid delivery.

Donor states tend to use both NGOs and IGOs in some combination, therefore the dependent

variable is the proportion of aid through that channel, which is compositional. The proportion

of aid allocation to NGOs is not independent from the amount of aid allocated to IGOs. Because

the outcomes are related, the effects of the predictors are also no entirely independent across

each equation. If I were to estimate this system as separate OLS models, it would not only be

an improper specification, but would also be inefficient (Zellner 1962). To solve this problem, I

use a seemingly unrelated regression (SUR) structure for my outcome variable. I also included

the Inverse Mills Ratio, calculated in the model?s first stage, as a predictor in the second stage

of the model. The model is shown below:

ChannelProportioni,j = αj + βj,1 ∗ Affinityi + βj,2 ∗GovernanceQualityi + βj,3 ∗ Colonyi

+ βj,4 ∗ ln(Distancei) + βj,5 ∗NaturalDisasteri + βj,6 ∗Democracyi

+ βj,7 ∗ EUmembershipi + βj,8 ∗DonorSocialSpendingi

+ βj,9 ∗DonorGDPGrowthi + βj,10 ∗HumanRightsi

+ βj,11 ∗ InverseMillsRatioi + εi,j
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I chose to estimate this model with Bayesian methods with highly uninformative priors

for mostly convenience sake. This is a model that does not come in a written package or

command in R or Stata. The number of parameters to be estimated also benefit from the

Markov Chain Monte Carlo (MCMC) approach, which the approach used by most software

devoted to Bayesian methods. The Bayesian approach allowed me to seamlessly incorporate

both stages into one model. The full model specification (priors and everything) can be found

in the appendix.

Results

Because I estimated a Bayesian model, the results require a little more explanation than

traditional regression results. First, Bayesian results do not yield a single point estimate of a

coefficient. Instead, Bayesian analyses result in a posterior distribution that contains the values

of that coefficient over some number of iterations (in this case, I ran 150,000 iterations with a

burn-in period of 15,000 iterations). The best strategy to reading an effect of an explanatory

variable on an outcome variable is to see how much of the posterior distribution is above or

below zero. When the bulk of a posterior distribution (95% for example) is above zero, one

could interpret that explanatory variable as having a significant positive effect on the outcome

variable (Gill 2015). Another strategy for interpreting Bayesian regression results is to use

the 95% Credible Interval, which gives the upper and lower bounds for the central 95% of the

posterior distribution. This means that, in all of the iterations estimated by the computer, 95%

of the results fell into that interval.

Affinity and Channel of Foreign Aid

Table 1 below shows the results from the model estimated with the Affinity Score. In the

Selection Stage (the first model in Table 1), the outcome variable is a binary measure of bypass.

Affinity and Governance have a negative and statistically significant effect on the likelihood of
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Bypass. As the affinity between the donor and recipient sate increases, the likelihood of aid

being delivered through international organizations decreases. As the quality of governance

in the recipient state increases, the likelihood of aid being channeled through international

organizations decreases. The interaction between the two (quality of governance and affinity)

is a negative, but insignificant. Former colony is also statistically significant, but positive,

meaning that former colonies of donor states are more likely to receive aid through international

organizations. Donor Social spending is also positive and statistically significant, meaning that

an increases in social spending (as percent of GDP) by donor states leads to a higher likelihood

of donors delivering aid through international organizations. The other control variables fail

to reach statistical significance, therefore we cannot conclude that the effects of those variables

are are different from zero.

The last two models in Table 1 are the results of the seemingly unrelated regression model

that controlled for the potential selection bias in the outcome variable. In the second set of re-

sults, the outcome variable is the proportion of aid delivered through NGOs. Here, Governance

is negative and significant, meaning that higher quality of governance in the recipient state leads

to a smaller proportion of aid begin delivered through NGOs. Distance, on the other hand is

positive and statistically significant, meaning as the log of distance increases, the proportion

of aid being delivered through NGOs increases as well. The number of natural disasters also

has a positive and significant relationship with the proportion of aid delivered through NGOs:

More natural disasters leads to an increase in the proportion of aid channeled through NGOs.

On the other hand, Donor Social spending has a negative and statistically significant effect on

the proportion of aid channeled through NGOs: As donor social spending increases, the pro-

portion of aid channeled through NGOs decreases. Both Donor GDP Growth and Donor EU

membership have positive and statistically significant effects on the proportion of aid channeled

through NGOs: EU members have a higher proportion of aid channeled through NGOs and an

increase in donor GDP growth leads to an increase in the proportion of aid channeled through

18



NGOs. The effects from all other controls in the model were indiscernible from zero.

In the last model in Table 1, the outcome variable is the proportion of aid channeled

through IGOs. In this model, the effect of affinity is statistically insignificant. However, several

of the control variables behave in the expected ways. Governance has a statistically negative

effect, meaning that higher quality of governance in the recipient state leads to a smaller pro-

portion of aid begin delivered through IGOs. Former colony also has a negative and significant

effect: Former colonies receive a lower proportion of aid through IGOs. The effect of distance

and the Polity score are both positive and significant. As the log of distance between the donor

and recipient increases, a higher proportion of aid is channeled through IGOs. More democratic

recipient states also receive a higher proportion of aid through IGOs. Natural disasters and

Donor Social spending have a negative and statistically significant effect on the proportion of aid

channeled through IGOs. As the number of natural disasters in a recipient state increases, the

proportion of aid channeled through IGOs decreases. As the donor social spending (as percent

of GDP) increases, the proportion of aid channelled through IGOs. As expected, Donor state

EU membership has a significantly positive effect on the proportion of aid channeled through

IGOs: EU donor states deliver a higher proportion of aid through IGOs than non-EU donor

states. Lastly, the Civil Society Participation Index score has a negative and significant effect

on the proportion of aid channeled through IGOs: the more widespread volunteer involvement

in the civil society of the recipient state, the lower the proportion of aid channeled through

IGOs. All other controls are statistically indistinguishable from zero.

Ideal Point Difference and Foreign Aid Channel

The Absolute Ideal Point Difference model gives many of the same results as the Affinity

Model. These results are presented in Table 2. As before, the firsts model is the selection

stage, with the model of the original decision to bypass. The center model is the model of the

proportion of aid through NGOs, while the last is the proportion of aid through IGOs. The most
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notable difference is the key independent variable itself. As a quick reminder, this variable is

about the difference between states, so higher values indicate two states is increasingly difference

ideal points. The interpretation of this variable is the opposite of that for the Affinity variable.

In the first model we can see that the absolute ideal point is statistically significant and positive,

meaning that higher the ideal point difference between the donor and recipient state, the more

likely that recipient is to be bypassed. Interestingly enough, the quality of governance variable

is no longer statistically difference fro zero. Other controls behave much the same way as the

affinity model.

The absolute ideal point difference also has a negative and statistically significant effect

on the proportion of aid delivered through NGOs. As the ideal point difference between the

donor and recipient states increases, the proportion of aid allocated to NGOs decreases. This

means that the closer the two states, the higher the proportion of aid delivered through NGOs.

The absolute ideal point difference between the recipient and donor states has not statistically

significant relationship with the proportion of aid delivered through IGOs.

Analysis and Conclusion

The results presented here are only the first statistical analysis to look at the specific

channel of bypassed aid. There is much that has yet to be discovered, but we can draw several

conclusions from this analysis. First, the relationship between the donor and the recipient

matters. I have found support for Hypothesis 1.1 in both models: the affinity between the

donor and recipient states does decreases the likelihood of bypass. In the second stage, affinity

still matters. When evaluating the second set of hypotheses, the first model does not give a

definitive result. However, the model with the absolution ideal point difference does. We cans

that that the absolute ideal point difference model does show that in donor-recipient dyads

with closer ideal points, donors allocate a larger proportion of aid to NGOs. There was not
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statistical relationship between absolute ideal point difference the the proportion of aid through

IGOs. So there is some support for Hypothesis 2.1, but Hypothesis 2.2 is remains unsupported.

The main point of this research was to show that NGOs and IGOs are very different

choices in aid delivery. Using my models, we can see that there are several key differences in

the results. For example. In both models, the Natural Disasters variable was significant and

had opposite signs for NGO and IGO proportions: more natural disasters are associated with a

high proportion of aid delivered through NGOs and a lower proportion of aid delivered through

IGOs. The Civil Society Participation Index is also statistically significant and has opposite

signs for NGOs and IGOs in the affinity model: we see that as voluntary (non-government

sponsored/coerced) participate in civil society increases, the proportion of aid to NGOs also

increases , while the proportion to IGOs decreases. Other variables, such as the absolute ideal

point difference only have significant effects on either NGOs or IGOs. The Polity score and

former colony status are such examples.

Overall, I find that not all IOs are equivalent bypass channels. Each are chosen for different

reasons. They cannot be treated the same. I have established here a principle-agent theory of

aid delegation based on the relationships between the donor state and the recipient state, but

this is just scratching the surface. We have much to learn about the foreign aid bypass process.

This is a new, exciting area for international relations scholarship and my contribution shows

that the motivations and influences for donors choosing different bypass channels can be quite

different, even opposite for each channel. Throwing all IOs into one category can lead to false

conclusions about donor motivations.

While false conclusions can happen by not acknowledging the differences between the

differences between channels of aid, I also introduce a methodological innovation to also keep

false conclusions from happening. In this paper, I develop a Bayesian Selection-Corrected

Seemingly Unrelated Regression model. This model controls for possible selection effects as

well as the potential effects of using compositional data. The model choice in this case matters
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deeply. I also estimated a frequentist version of an SUR model without the selection correction

and found that we would have drawn incorrect conclusions from several variables in the model.

While more consideration is needed for the differences among international organizations, we

also need to be sure we have the correct methodological tools with which to approach the

problem. In this paper, I have presented one alternative choice.

This research asks if bypass is just bypass or if the channel of aid matters. I have found

evidence that there are circumstances where donors make the strategic decision to deliver aid

through one type of international organization. This issue requires much more research. My

paper is the first attempt. Moving forward, I would like to add more types of international

organizations such as regional IGOs (e.g. the European Union), and International v. National

NGOs. The scope or membership of the organization can have consequences for its behavior

as an agent of the donor state. There are also reasons to believe that the type of aid or the

motivations for bypassing in the first place.

This paper not only presents more research ideas for the same research question, but

also raises several more research questions. The distribution and channel of aid can also have

consequences for the efficacy and consequence of the aid itself. Many international agreements

(including foreign aid) include “linkage issues”. For example, an international agreement for

development aid might include a provision for environmental protections or human rights im-

provements. When aid flows through third parties, those provisions do not exist. This paper

seeks to increase our understanding of the aid delivery process, which can then open the door

to research on the consequences of aid delivery through international organizations.

References

Allen, Susan Hannah and Michael E. Flynn. 2017. “Donor Government Ideology and Aid By-
pass.” Foreign Policy Analysis. Online First: https://doi-org.proxyremote.galib.uga.edu/10.1093/fpa/orx005

Arel-Bundock, Vincent, James Atkinson, and Rachel Augustine-Potter. 2015. “The Limits of
Foreign Aid Diplomacy: How Bureaucratic Design shapes aid distribution.” International

24



Studies Quarterly 59(3): 544-556.

Banks, Nicola, David Hulme, and Michael Edwards. 2015. “NGOs, States, and Donors: Still
too close for comfort?” World Politics 66: February 707-718.

Bandelj, Nina. 2002. “Embedded Economies: Social Relations as Determinants of Foreign
Direct Investment in Central and Eastern Europe.” Social Forces 81(2): 411-424.

Bueno de Mesquita, Bruce, and Alastair Smith. 2007. “Foreign Aid and Policy Concessions.”
Journal of Conflict Resolution 51(2): 251?84.

Bueno de Mesquita, Bruce and Alastair Smith. 2009. “A Political economy of Aid.” Interna-
tional Organization 63(2): 309?40.

Birchler, Kassandra, Limpack Sophia, and Michaelowa, Katharina. 2016. “Aid Modalities
Matter: The Impact of Different World Bank and IMF Programs on Democratization in
Developing Countries.” International Studies Quarterly 60(3): 427-439.

Bush, Sarah. 2015. The Taming of Democracy Assistance: Why Democracy Promotion Does
Not Confront Dictators. Cambridge, UK: Cambridge University Press.

Bush, Sarah. 2016. “When and why is civil society support ‘made-in-America’? Delegation to
non-state actors in American democracy promotion.” The Review of International Organi-
zations 11(3): 361-385.

Cingranelli, David and Thomas Pasquarello. 1985. “Human Rights Practices and the Distri-
bution of U.S. Foreign Aid to Latin American Countries.” American Journal of Political
Science 29(3): 539-563.

Cingranelli, David L., David L. Richards, and K. Chad Clay. 2014. “The CIRI Human Rights
Dataset.” http://www.humanrightsdata.com. Version 2014.04.14.

Coppedge, Michael, John Gerring, Staffan I. Lindberg, Svend-Erik Skaaning, Jan Teorell, David
Altman, Frida Andersson, Michael Bernhard, M. Steven Fish, Adam Glynn, Allen Hicken,
Carl Henrik Knutsen, Kyle L. Marquardt, Kelly McMann, Valeriya Mechkova, Pamela Pax-
ton, Daniel Pemstein, Laura Saxer, Brigitte Seim, Rachel Sigman and Jeffrey Staton. 2017.
“V-Dem Codebook v7.1” Varieties of Democracy (V-Dem) Project.

Dietrich, Simone. 2013. “Bypass or Engage? Explaining Donor Delivery Tactics in Foreign
Aid Allocation.” International Studies Quarterly 57(4): 698-712.

Dietrich, Simone. 2016. “Donor Political Economies and the Pursuit of Aid Effectiveness.”
International Organization 70(1): 65-102.

25



Dietrich, Simone and Amanda Murdie. 2017. “Human Rights Shaming Through INGOs and
Foreign Aid Delivery.” The Review of International Organizations 12(1): 95-120.

Dreher, Axel, Sarah Langlotz, and Silvia Marchesi. 2017. “Information Transmission and
Ownership Consolidation in Aid Programs” Economic Inquiry. Online first

Dreher, Axel, P. Nunnenkamp, S. Thiel, and R. Thiele. 2012. “Aid Allocation by German
NGOs: Does the degree of official financing matter?” The World Economy 35(11): 1448-
1472.

Dupuy, Kendra, James Ron, and Asseem Prakash. 2015. “Who Survived? Ethiopia?s Reg-
ulatory Crackdown on Foreign-funded NGOs”. Review of International Political Economy
22(2): 419-456.

Dupuy, Kendra, James Ron, and Aseem Prakash. 2016. “Hands off my Regime! Governments?
Restrictions on Foreign Aid to Non-Governmental Organizations in Poor and Middle-Income
Countries.” World Development 84: 299-311.

Gordon, Michael. 2014. “U.S. Seeks to Bypass Assad So More Aid Can Reach Syrian Civilians.”
The New York Times. https://www.nytimes.com/2014/05/16/world/middleeast/us-seeks-
ways-to-make-aid-reach-syrian-civilians.html : Accessed 22 January 2018.

Guha-Sapir, D., R. Below., and Ph. Hoyois. EM-DAT: The CRED/OFDA International Dis-
aster Database. www.emdat.be. Accessed 1 November 2017.

Gulrajani, Nilima. 2017. “Bilateral Donors and the Age of the National Interest: What
Prospects for Challenge by Development Agencies?” World Development 96: 375-389.

Hawkins, Darren G., David A. Lake, Daniel L. Nielson, and Michael J. Tierney (eds.) 2006.
Delegation and Agency in International Organizations. New York: Cambridge University
Press.

Heckman, James. 1979. “Sample Selection Bias as a Specification Error.” Econometrica 47(1):
153-161.

Heinrich, Tobias. 2013. “When is Foreign Aid Selfish? When is it Selfless?” Journal of Politics
75(2): 422-435.

Jablonski, Ryan S. 2014. “How Aid Targets Votes: The Impact of Electoral Incentives on
Foreign Aid distributions” World Politics 66 (2): 293-330.

Kim, Youngwan and Peter Nunnenkamp. 2015. “Does it Pay for US-based NGOs to Go to War?
Empirical Evidence for Afghanistan and Iraq.” Development and Change 46(3): 387-414.

26



Kaufmann, Daniel; Kraay, Aart; Zoido-Lobaton, Pablo; Kaufmann, Daniel Kraay, Aart Zoido-
Lobaton, Pablo. 1999. Governance matters (English). Policy, Research working paper ; no.
WPS 2196. Washington, DC: World Bank. http://documents.worldbank.org/curated/en/665731468739470954/Governance-
matters

Lyne, Mona M., Daniel Nielson, and Michael Tierney. 2006. “Who Delegates? Alternative
Models of Principals in Development Aid.” in Hawkins, Darren G., David A. Lake, Daniel L.
Nielson, and Michael J. Tierney (eds.) Delegation and Agency in International Organizations.
New York: Cambridge University Press.

Schneider, Christina J. and Jenifer L. Tobin. 2016. “Portfolio Similarity and International
Development Aid.” International Studies Quarterly 60(4): 647-664.

Tierney, Michael J., Daniel L. Nielson, Darren G. Hawkins, J. Timmons Roberts, Michael
G. Findley, Ryan M. Powers, Bradley Parks, Sven E. Wilson, and Robert L. Hicks. 2011.
“MoreDollars than Sense: Refining Our Knowledge of Development Finance Using AidData”.
World Development 39 (11): 1891-1906.
Updated in: AidData. 2017. AidDataCore ResearchRelease Level1 v3.1 Research Releases
dataset. Williamsburg, VA: AidData. Accessed on 15 March 2018 . http://aiddata.org/datasets.

Tingley, D. (2010). “Donors and domestic politics: political influences on foreign aid effort.”The
Quarterly Review of Economics and Finances 50(1), 40?49.

Voeten, Erik; Strezhnev, Anton, Bailey, Michael. 2009. “United Nations General Assembly Vot-
ing Data”, hdl:1902.1/12379, Harvard Dataverse, V17, UNF:6:o5OiqHLeXMiv9 Q8w8+3sVw==
World development indicators. Washington, D.C. :The World Bank.

Winters, Matthew S. 2010. “Choosing to Target: what Types of Countries get different Types
of world Bank Projects.” World Politics 62(3): 422?58.

Winters, Matthew S. 2014. “Targeting, Accountability and Capture in Development Projects”
International Studies Quarterly : 58(2): 393-404.

27



Appendix A: The Model Specification

Selection Stage

Bypass =α + β1 ∗ Affinity + β2 ∗GovernanceQuality + β3 ∗ (Governance ∗ Affinity)

+ β4 ∗ Colony + β5 ∗ ln(Distance) + β6 ∗NaturalDisaster + β7 ∗Democracy
+ β8 ∗ CivilConflict+ β9 ∗DonorSocialSpending + β10 ∗DonorGDPGrowth
+ β11 ∗ CivilSocietyRepression+ β12 ∗Globalization
+ β13 ∗ CivilSocietyParticipation+ β14 ∗RecipientRegion+ εi

where :

Bypass ∼ Bern(pi)

α ∼ N (0, 10)

βh ∼ N (0, 10)

Outcome Stage:

ˆChannelProportioni,j = αj + βj,1 ∗ Affinityi + βj,2 ∗GovernanceQualityi + βj,3 ∗ Colonyi+
βj,4 ∗ log(Distancei) + βj,5 ∗NaturalDisasteri + βj,6 ∗Democracyi+
βj,7 ∗ EUmembershipi + βj,8 ∗DonorSocialSpendingi
+ βj,9 ∗DonorGDPGrowthi + βj,10 ∗ CivilSocietyRepressioni

+ βj,11 ∗Globalization+ βj, 12 ∗ CivilSocietyParticipation
βj,13 ∗ InverseMillsRatioi + εi,j

where :

ChannelProportioni,j ∼MVN(µj, σ
−1)

α ∼ N (0, 10)

βh ∼ N (0, 10)

σ ∼ Wishart

([
0.1 0.0
0.0 0.1

]
, 2.0

)

28



Appendix B: Convergence Diagnostics

• A visual inspection of the traceplots from the models showed no evidence of non-convergence.
The actual graphs were omitted for length.

• I also used a Geweke diagnostic that did not provide any evidence of non-convergence.

• The Heidelberger Welch test also revealed no evidence of non-convergence.
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