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Abstract

The argued purpose of non-aggression pacts is not to ensure cooperation between signatories but to
signal a commitment to peace to third-parties. This study tests whether foreign aid is a mechanism that
makes this third-party signal credible. An analysis of aid commitments between 1991 to 2014 shows that
donors strategically reward non-aggression partners with greater aid, and that third parties adjust their
behavior toward non-aggression dyads, but only conditional on the amount of bilateral aid received,
expressed in the form of greater bilateral trade and foreign direct investment.
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Introduction

What role does foreign aid play in the context of non-aggression treaties? These security
pacts have become increasingly common since the end of the Cold War — in fact, far
more common than any other kind of treaty type according to the Alliance and Treaty
Obligations and Provisions (ATOP) dataset (Leeds et al. 2002). Despite their prevalence,
they remain less studied compared to other kinds of alliances, like defensive treaties.
Zhang (2024) recently showed that the latter are linked with the foreign aid allocation
decisions of traditional donor countries. This finding is important given the hefty
military commitment defensive treaties demand of their signatories, but they are
actually quite rare among aid donor-recipient dyads. Non-aggression pledges are far
more proliferate by comparison, but no research has explored the linkage between them
and foreign aid. Figure 1 shows the disparity between these two alliance types among
donor-recipient pairs according to the ATOP dataset. There are reasons to suspect that
non-aggression pacts in particular might be correlated with donor giving, but for very
different reasons than aid is linked to defensive treaties. Their widespread adoption

suggests far more sweeping implications for foreign aid.
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Figure 1: Alliance membership rate per foreign aid donor-recipient dyad based
five alliance types included in the ATOP dataset, 1966-2018.

Mattes and Vonnahme (2010) found that non-aggression pacts predict greater
peace among signatories, which makes sense, given that these agreements commit
members against using force on one another. But more recently, Lupu and Poast (2016)
proposed and tested a different argument about the function of non-aggression pacts —
one that might imply a special role for foreign aid. Lupu and Poast (2016) make the case
that non-aggression treaties are much less about ensuring peace among signatories than
they are about signaling peace to third parties. Their argument is that countries that
wish to cease hostilities toward each other know that this is their intention. So why sign
a non-aggression pact? The reason is that this information held by the former rivals is
private and may not be obvious to other actors. Signing a non-aggression treaty is for
the benefit of onlookers, providing assurances that the threat of conflict between the
signatories is abated.

This study seeks to probe possible implications that follow from this theory. If

non-aggression pacts signal peace for the benefit of third parties, might this signal be



enhanced by credible commitments like foreign aid? Furthermore, if non-aggression
pledges truly signal peace, will third parties adjust their behavior toward the alliance
partners in predictable ways?

Aid has long served as a tool of foreign policy for donor countries, allowing them
to buy votes in the United Nations General Assembly, gain access to foreign markets for
their exports, and build goodwill and soft power (Dreher, Lang, and Reinsberg 2024). It
even may serve as an important counterterrorism tool (Pascoe 2025). As Zhang (2024)
recently showed, aid also plays a complex role in the context of defensive treaties,
serving as either a complement or a substitute for military commitments depending on
the security environment. Given aid’s flexibility to perform a wide range of functions, it
would be a natural tool for donor countries to turn to if they need a way to ensure the
credibility of a non-aggression treaty. Furthermore, if aid does this job well, it ought to
predict changes in third party behavior toward non-aggression partners.

These ideas are put to the test in this study using a dyadic panel dataset of 30
Development Assistance Committee (DAC) aid donor countries and 156 non-DAC aid
recipient countries from 1991 to 2014. Analysis of the data supports the argument that
donor countries reward non-aggression partners with greater aid to enhance the signal
of mutual peace communicated to third parties by the alliance. Further analysis shows
that third parties respond to this signal in two materially important ways that are
consistent with this signal. First, non-aggression pledges between a donor-recipient pair
predict an increase in trade with third party countries for both donors and recipients
conditional on the level of aid given by the former to the latter. Second, aid from non-
aggression donor partners predicts greater net foreign direct investment (FDI) going to
non-aggression aid recipients from private investors.

These findings matter for two reasons. The first is that they support Lupu and
Poast’s (2016) theory that non-aggression pledges function as signals of peace for third

parties rather than as institutions that merely serve to reinforce an existing peace. But,
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second, these results go further than Lupu and Poast (2016) by showing that non-
aggression pledges on their own may be insufficient for making this signal credible and
that other commitments, such as foreign aid, are required.

These findings have special relevance in the wake of recent disruptions to the
status quo in foreign aid. As of this writing, the United States has frozen nearly all
foreign assistance and eliminated its preeminent aid agency — the United States Agency
for International Development (USAID). Accusations of rampant corruption and a
disconnect between U.S. foreign assistance and its national interests were the pretext for
this policy move. Many other traditional DAC donors are also set to slash their aid
budgets this year.? While this study cannot speak to the impact of foreign aid on
recipients, or its abuses, it does offer an important refutation of the claim that aid is not
given in ways consistent with U.S. interests or those of other donors. The results of this
study contribute to a large body of literature on the links between donor country
objectives and the way they distribute foreign aid across developing countries. This
scholarship shows overwhelmingly that aid dollars are distributed according donor
countries” security and economic goals — see Dreher, Lang, and Reinsberg (2024) for a
comprehensive survey of relevant studies. Consistent with this body of work, this study
shows that aid is given in ways that are consistent with donor objectives to signal
credible commitments to non-aggression, which can be incredibly important for
maintaining stability and reducing uncertainty about the health of the relationship
between signatories. Documenting the role of foreign aid in facilitating this, and a wide
range of security and soft power goals, is a necessary step if the breach between reality

and recent political rhetoric is to filled.

2 See “Burden-shedding: the unraveling of the OECD aid consensus,” published March
7,2025 (accessed March 8, 2025): https://devpolicy.org/burden-shedding-the-
unravelling-of-the-oecd-aid-consensus-20250307/.
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The paper proceeds as follows. First, the theoretical function of non-aggression
pacts is discussed, and the argument for the role of aid in the context of these treaties is
laid out. Data and methods for testing this argument are then summarized, followed by
a presentation of the results. The paper concludes with a discussion of the findings,
limitations, and suggestions for ways future research might build on the work

presented here.

Aid and a Multilateral Theory of Non-aggression

Non-aggression pledges commit members against taking military action against each
other. Some have argued that these pledges act as institutions that allow members to
solve cooperation problems (Long, Nordstrom, and Baek 2007; Mattes and Vonnahme
2010), particularly to reduce the odds of future conflict (Long, Nordstrom, and Baek
2007; Mattes and Vonnahme 2010; Warren 2016). Lupu and Poast (2016) recently
questioned this view, noting that formal agreements are far from necessary for
cooperation (Smith 1995; Morrow 2000). Indeed, many countries that maintain peaceful

relations do not make formal non-aggression pledges.

Instead, Lupu and Poast (2016) propose an alternative theory of non-aggression
pacts centered on the role of private information. They make the observation that
“[1]eaders of states emerging from a rivalry know something other actors may not: that
the future likelihood of conflict among the former rivals has significantly decreased”
(Lupu and Poast 2016, 345). Non-aggression pledges are argued to solve this problem
because they are a visible act that can assure third parties that countries with a once
high propensity to fight now are less likely to do so.

If true, this argument bears on even the most significant non-aggression pledge
in recent history signed by the U.S. and Russia on June 17, 1992. Known as the “Nunn-

Lugar Cooperative Threat Reduction Umbrella Agreement,” this pact emphasized non-



proliferation of nuclear weapons, but also contained clear language associated with
non-aggression. The third paragraph of the agreement reads: “(The parties) confirm
their commitments to settle disputes between them by peaceful means and to refrain
from the threat or use of force against the territorial integrity and political
independence of each other.”®> Among many provisions were several non-military forms
of cooperation, including trade, investment, and technology exchange. While the
conventional view holds that this agreement was intended to promote peace between
these former Cold War rivals, Lupu and Poast (2016) would contend that even this
agreement ought to be understood as an effort to signal peace for the benefit of
onlookers — a peace that policymakers in both Washington and Moscow already knew
they were committed to.

Lupu and Poast (2016) hypothesize that, if their argument is true, groups of two
or more states with a recently ended rivalry are more likely to make non-aggression
pledges. They test this theory using a k-adic research design where a k-ad is a unit of
observation with k > 2 members, and they predict that k-ads with a higher density of
ended rivalries (in the last 10 years) are more likely to form non-aggression pacts. This
is exactly what they find in their data. Using a Cox proportional hazard model and
controlling for a number of factors, Lupu and Poast (2016) find that “going from no
rivalry cessations to a Rivalry cessation density of 1 will result in a 416% increase in the
probability of non-aggression pact formation” (354). Their Rivalry cessation density
measure is the ratio of rivalries that have ended in a k-ad to the total number of possible
dyads (pairs of countries that could potentially have a rivalry) in the group.

In this paper, the goal is to assess whether additional predictions consistent with

Lupu and Poast’s (Lupu and Poast 2016) theory are supported by the data. If they are,

3 See ATOP documentation for treaty #4265.
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this only bolsters the credibility of their argument. If not, this may generate new
questions about the signalling function of non-aggression pledges.

The additional predictions that are the focus of this paper center on the role that
foreign aid may play in non-aggression pact formation. The logic of the argument
follows naturally from the basic assertions made by Lupu and Poast (2016), namely, that
the goal of non-aggression pacts is to signal peaceful relations among members to third
parties. However, here the argument is taken further to consider whether non-
aggression pledges alone are sufficient to signal peace, and whether third-parties
respond to this signal.

The subject of credible signals has concerned international relations scholars for
some time. In their summary of the vast literature on foreign policy signals, Gartzke et
al. (2017) note that signalling is usually studied in the context of the bargaining theory
of war — that is, zero-sum bilateral conflict. But the theory Lupu and Poast (2016) put
forward is multilateral and positive sum. The actors involved in signing a non-
aggression pledge have intentions to maintain bilateral peace, but they need to assure
other actors that this is the case. This signalling is relevant for other actors because
whether former rivals are still rivals or not will shape other countries” policies toward
them. For example, trade or military cooperation with a pair of former rivals will have
different expected payoffs for other actors if the pair of countries in question are at
peace or on the brink of war. This was certainly true for the U.S. and Russia when they
formally committed to non-aggression in 1992.

As Gartzke et al. (2017) further explain, signals must be both purposive and
strategic. In the first case, this implies that recipients of the signal interpret a massage
from it. In the second case, the message should change the expected payoffs of the
actors receiving the message. Thus, if a signal neither communicates a message to other

actors, nor changes their expected payoffs, then it is not a signal at all.



The concepts of “cheap talk” and “costly signals” are relevant for understanding
when the intention to signal actually produces one. If other countries interpret an action
as cheap talk, then the attempted signal has failed to convince them that anything has
changed. Costly signals, however, provide a more powerful way to send a signal. These
usually involve material commitments made by the signalling actor.

In the context of non-aggression pacts, the goal is to send a message to third
parties that also is of material consequence to them about the likelihood of conflict
between the pair of countries signing the agreement. However, a non-aggression pledge
alone might be interpreted as cheap talk. Foreign aid could help solve this problem.

Other research has recently explored the role of foreign aid in cementing alliance
commitments — defensive alliances in particular (Zhang 2024). While this research
suggests aid serves a nuanced role with respect to defensive pledges, in certain
situations aid is a costly signal of the donor’s commitment to assist an ally if they are
attacked. It is a means of “sinking costs,” akin to mobilizing forces in a situation where
a country seeks to make a credible threat to attack another country.

Foreign aid is a reasonable foreign policy instrument that countries might turn to
in the context of non-aggression pledges as well. Aid, after all, is an expression of
bilateral cooperation and exchange between the aid donor and the aid recipient. In their
well cited study of foreign aid allocation, Bueno de Mesquita and Smith (2009) make the
case that foreign aid is part of a positive sum exchange between donors and recipients —
donors offer a recipient aid, and in exchange the recipient makes policy concessions
aligned with the interests of the donor. If a pair of countries are willing to make this
exchange, which has material costs if the exchange isn’t fulfilled, this implies mutual
trust.

For this reason, foreign aid allocation provides non-aggression partners a way to
send a costly signal of their commitment to cooperation and peace. Such logic may have

operated in the minds of policymakers in Washington and Moscow. In addition to their
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non-aggression pact in 1992, U.S. foreign aid to Russia went from zero to well over 1
billion U.S. dollars (2011 values) on a yearly basis beginning in the early 1990s. Though
this aid served many functions, if the argument presented here is true, it also served to
reaffirm the former rivals’ commitment to cooperation. If this argument applies more
broadly, this implies the following hypothesis:

Hypothesis 1: All else equal, foreign aid donors will give more foreign aid to recipients
with whom they make non-aggression pledges.

The above hypothesis captures the idea that a donor will purposely use aid to
signal a credible commitment to non-aggression, but this is only half of the equation. As
Gartzke et al. (2017) note, a signal is only a true signal if the target sees it and adjusts its
behavior. In this case, the theory implies that third parties (actors beyond the donor-
recipient dyad sharing a non-aggression pledge) will get the signal that non-aggression
partners are at peace and, therefore, change their behavior. The most likely desired
response on the part of non-aggression partners is greater willingness to cooperate. This
might manifest in a number of ways, but two materially significant ones are tested here.

The first centers on bilateral trade between the non-aggression dyad and other
countries. Specifically:

Hypothesis 2a: All else equal, third parties will engage in more bilateral trade with
non-aggression aid recipients conditional on aid from that recipient’s non-aggression donor
partner.

Hypothesis 2b: All else equal, third parties will engage in more bilateral trade with
non-aggression aid donors conditional on the aid it gives to its non-aggression partner.

These hypotheses reflect a conditional relationship between non-aggression and
trade given foreign aid. With respect to the first, the more aid that a donor gives to a
non-aggression partner, the more third parties are predicted to engage in commerce
with the aid recipient. The second implies a similar relationship with respect to third

party trade with the donor.
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Of these two, the second is more tenuous. Donors have stronger economies that
make them appealing markets for international trade. A non-aggression pledge coupled
with foreign aid may have a negligible effect on third parties in their behavior toward a
donor. Even so, the possibility that a donor might enjoy a marginal boost in trade by
virtue of signalling peace with a non-aggression aid recipient is worth testing.

Trade certainly was a concern for the U.S. and Russia in their 1992 non-
aggression pact. Page 12 of their agreement says so explicitly.* Even though this likely
applied to bilateral trade between the former rivals, other countries would certainly
have opened their economies to trade with Russia as well on the heels of this
agreement, and former Soviet satellites or other former Soviet allies might have
responded in kind to the U.S.

The second material implication of a successful signal of peace might manifest in
the behavior of non-state actors, namely, private investors. The idea that the security
relationship between countries influences the behavior of private investors is not a new
idea. In fact, it has long been argued, and shown, that private investors pay close
attention to potential geostrategic risks in their foreign investments (Wang and Youn
2018). As a result, dyadic foreign direct investment, or FDI, tends to have a positive
correlation with factors like defensive alliances (Wang and Youn 2018). Other research
shows that dyadic FDI also has a positive correlation with dyadic foreign aid flows
(Selaya and Sunesen 2012). In fact, recent research finds that aid helps to minimize the
flight of FDI in response to political violence (Simonelli and Osgood 2024). It is possible

that private investors also consider aid from a non-aggression donor a signal of lower

4 See ATOP documentation for treaty #4265.
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geostrategic risk. Turning again to the 1992 U.S.-Russia non-aggression pact, investment
and business promotion are explicit goals of cooperation.® Ergo:

Hypothesis 3: All else equal, foreign aid from non-aggression donors will lead to an
increase in total net recipient FDI inflows.

Unlike the trade hypotheses, this one is unique to the aid recipient and it is
monadic in nature. The unit of analysis implied is the recipient-year, and the outcome is
all FDI going to a recipient, rather than FDI exclusively from the aid donor. The reason
to focus on just recipients is due to the fact that we are more likely to detect an increase
in FDI in the smaller/growing economies of recipients compared to the much larger and
more developed economies of donors.

The reason to focus on total FDI rather than FDI exclusively from the donor is
two fold. First, from a theoretical perspective, any foreign investors globally might be
sensitive to the signal of peace communicated by aid from a donor to a recipient non-
aggression partner. There’s no special reason to assume that investors in the donor are
the only ones who are relevant. Second, as a practical matter, data coverage for FDI is
much better for total inflows than for bilateral inflows. Reporting on bilateral flows to
organizations like the International Monetary Fund or OECD is voluntary, yielding
haphazard coverage. The World Bank, however, maintains a much more
comprehensive dataset of net FDI inflows at the country level.

The next section introduces the data and research design used to test these

hypotheses.

5 See ATOP documentation for treaty #4265.
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Data and Design

To test the argument that aid recipients get more foreign aid from aid donors with
which they share a non-aggression pledge, an original dataset of donor-recipient pairs
was constructed covering the years 1991 to 2018. Donor countries included in the
sample are the 30 Development Assistance Committee (DAC) members of the
Organization for Economic Cooperation and Development (OECD), and recipient
countries include up to 154 low- and middle-income countries recorded as aid

recipients in the OECD’s database.

One of the main variables of interest is aid flows between donors and recipients,
measured in 2021 constant U.S. dollars and reflecting total bilateral commitments of
official development assistance (ODA) promised by donors to recipients in a given year.
Commitments are used instead of disbursements since the former are an up-to-date
reflection of donor policy while the latter may lag behind commitments by several
years. The data was pulled from OECD.stat, table DAC3a.

Non-aggression pledges between donors and recipients is another variable of
interest. It is coded as a “0” or a “1” depending on whether, according to the ATOP
dataset, a donor-recipient pair had at least one non-aggression pact in force in a given
year (Leeds et al. 2002).

To model the relationship between aid and non-aggression, the following
Poisson model is estimated:

ODA,j; = exp{a;; + s(t) + BNonaggijt +v Xije) (1)
The expected value of ODA commitments from a donor i to recipient j in year t is
modeled as a function of whether there is a non-aggression pledge in force between i
and j along with random donor-recipient intercepts (a;;) to adjust for between-dyad
heterogeneity and within-dyad dependence in aid flows, a non-linear time trend (s(t)),

and a vector of control variables (X;;;). A Poisson model is used as a convenient way to
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handle censoring in aid commitments which are restricted to non-negative values, and
the pseudo-Poisson maximum likelihood (PPML) estimator is used, which is robust to

distributional assumptions about the variance of the outcome (Silva and Tenreyro 2006).

The model includes a vector of control variables. These are intended to adjust for
potential confounders and to improve precision. They include ATOP coded defensive
pledges between donors and recipients (Leeds et al. 2002), World Bank estimates of aid
recipient GDP and population, whether there is an ongoing armed conflict involving an
aid recipient (Gleditsch et al. 2002; Pettersson, Hogbladh, and Oberg 2019), the
minimum distance between a donor and recipient (Schvitz et al. 2022; Weidmann and
Gleditsch 2010), bilateral imports and exports (Barbieri, Keshk, and Pollins 2009),
foreign policy similarity based on United Nations voting data (Bailey, Strezhnev, and
Voeten 2017), and recipient quality of democracy as measured by the Varieties of
Democracy Project (Coppedge et al. 2020). GDP, population, trade, and distance were
normalized using the inverse hyperbolic sine. This was done instead of the natural log
to preserve zero values in trade and distance. While GDP and population have no zero
values, the inverse hyperbolic sine was used for these as well to maintain consistency.
This makes very little difference since for very large values, the inverse hyperbolic sine
is approximately equivalent to the natural log (Bellemare and Wichman 2020).

Many of these variables (including alliance data) were accessed and incorporated
into the final dataset using the {peacesciencer} R package (Miller 2022). While aid and
alliance data cover the whole time-series from 1991 to 2018, trade data stops in 2014. So,
once control variables are included in the analysis, coverage only runs up to 2014.

To test hypotheses 2a and 2b, the following additional model specifications are
considered. Both are estimated using PPML as well. The first models bilateral trade
(imports plus exports) to a donor i with third parties—all possible trade partners not

the recipient j:
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Trade;_j; = exp{a;; + s(t) + 61N0naggijt + 62asinh(ODAijt) + 53Nonaggijt
X asinh(ODAijt) + yTXijt} (2)
The second models bilateral trade (imports plus exports) to a recipient j with third
parties—all possible trade partners not the donor i:
Trade_;;; = exp{a;; + s(t) + 61Nonaggijt + 62asinh(ODAijt) + 63N0naggijt
x asinh(ODA;;) + v Xije}  (3)
In each model, there is a non-aggression term and a measure of bilateral ODA
transformed using the inverse hyperbolic sine, along with their interaction, on the right-
hand side of the equation. For the results to be consistent with hypotheses 2a and 2b, in
both models the interaction term should be positive and the level of third party trade

predicted by the existence of a non-aggression pledge increasing in bilateral ODA.

To test hypothesis 3, the final model predicts net foreign direct investment (FDI)
to an aid recipient in a given year. Unlike the previous models, this is done at the
recipient-year level of analysis and it is a linear regression model with net FDI
transformed using the inverse hyperbolic sine to normalize values and to accommodate
negative values. Unlike the previous models, this one drops the non-aggression term
and instead includes total ODA from non-aggression donors and total ODA from all
other donors as separate predictors. If the data is consistent with hypothesis 3, non-
aggression ODA specifically should positively predict greater net FDI going to an aid
recipient. This ODA is separated from all remaining ODA to tease out the unique role of
aid from non-aggression partners in predicting the behavior of private investors as
opposed to the role of ODA in general.

asinh(FDL;) = a; + s(t) + nyasinh(nODA|,) + n,asinh(0ODA;,) + v "X}, + €, (4)
In models 2 and 3, third-party trade is computed using the Correlates of War trade
dataset (Barbieri, Keshk, and Pollins 2009), and in model 4 net FDI flows are from the

World Bank. Models 2 and 3 have the same control variables as model 1, but in model 4
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the vector of control variables is modified since the analysis is at the recipient level of
analysis. Dyadic measures of defensive alliances and distance from donors are dropped,

and imports and exports now reflect total flows with all donors in the sample.

Analysis

The first hypothesis holds that aid recipients should receive more foreign aid from
donors that they share a non-aggression pact with, all else equal. This hypothesis is
supported by the data, as shown in Table 1. Column 1 shows the results for the relevant
model. The non-aggression term equals 0.114 and is statistically significant at the p <

0.01 level.
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Table 1: PPML model estimates. Models include a generalized
additive smoother for time and random dyad intercepts (not
shown).

(1) () (3)

Donor Recipient
ODA 3rd Party 3rd Party
Trade Trade
| 0.114* 0477 -0.107
Non-aggression Treaty

(0.042) (0.05) (0.034)

ODA (asinh) 0.066*** -0.036***
(0.001) (0.001)
. 0.021*%** 0.01%**
Non-aggression x ODA (0-003) (0-002)

Defense Treaty -0.193™ 0.098*** -0.438***
(0.065) (0.015) (0.022)

Rivalry -0.07 0.381*** -0 D***

(0.117) (0.066) (0.018)

Imports (asinh) 0.152% 0.087%* 0.028***
(0.009) (0.002) (0.002)
Exports (asinh) 0.583"** 0.25™* 0.05***
(0.011) (0.003) (0.002)

Distance (asinh) 0.124™ 0.356"** 0.089***
(0.014) (0.005) (0.003)

Alignment (UN vote) -0.2777 0.097*** 0.267%*
(0.083) (0.017) (0.015)

GDP (asinh) -1.002"* -0.36™*" 0.898***
(0.018) (0.004) (0.004)

Population (asinh) 0.736™ -0.019™* -0.099***
(0.017) (0.004) (0.004)

UCDP War 0.878™ 0.0877* -0.196***
(0.036) (0.013) (0.012)

V-Dem -0.049 -0.362*** -0 B55***

(0.063) (0.015) (0.009)

N =45158 N =45158 N = 45,158

Note: .p <0.1; *p < 0.05; **p < 0.01; **p < 0.001
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Since the model is non-linear, it will help to compute a representative estimate of
the predicted change to bilateral ODA predicted by a non-aggression pledge. Holding
all the predictors constant at their mean, the model predicts a 12.1% increase in bilateral
ODA (95% CI = [9.4%; 14.9%]) when a donor and recipient come to share a non-
aggression pledge. That is a substantial increase to bilateral ODA.

Columns 2 and 3 of Table 1 report the estimates for models 2 and 3 described in
the previous section. Here the main coefficients of interest are those for the non-
aggression and ODA terms, along with their interaction. Because of the multiplicative
nature of the model, it is wise to avoid directly interpreting the coefficients on the main
terms, but note the interaction term. It is both positive and statistically significant in
models 2 and 3, consistent with hypotheses 2a and 2b respectively.

Figure 4 shows what this implies for predicted third party trade conditional on
non-aggression. In the absence of bilateral ODA, a non-aggression pledge between a
donor and recipient predicts a 16.2% decline in third party trade with the former and
10.2% decline with the latter. But when bilateral ODA is $1 million, a non-aggression
pledge predicts a 13.5% increase in third party trade with donors and a 3.6% increase
with recipients. And when bilateral ODA is $1 billion, a non-aggression pledge predicts
a 31.2% increase in third party trade with donors and a 10.9% increase with recipients.
These results are clearly consistent with the argument that third parties are sensitive to
the signal communicated by ODA between non-aggression partners as shown by their
greater willingness to access donor and recipient markets, and allow access to their

own.
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% change in third-party trade predicted by a non-aggression pledge,
conditional on bilateral ODA

30% ®
20%
[ ]
10%
(9 et e e e e e el e e e e et e et

-10%

-20% +

$0 ODA $1 million ODA $1 billion ODA
Third party trade with: ¢ Donors Recipients

Figure 2: Predicted percent change in third party trade with donors

and recipients, based on models 2 and 3 in Table 1. Predicted changes
are shown with 95% confidence intervals for non-aggression dyads
relative to non-allies conditional on the level of bilateral ODA from

a donor to a recipient.

Table 2 reports OLS estimates for the linear model predicting net FDI
(transformed with the inverse hyperbolic sine) to aid recipients as a function of ODA
from non-aggression partners and ODA from all other donors. Consistent with
hypothesis 3, the estimate for non-aggression ODA is both positive and statistically
significant. Because both the outcome and the predictor have been transformed with the
inverse hyperbolic sine, the coefficient can be approximately interpreted as an elasticity,
or percent change in the outcome given a percent change in the predictor. According to
the model, all else equal, a 1% increase in ODA from non-aggression partners predicts a
0.088% increase in net FDI. This is consistent with the idea that aid from non-aggression

partners signals peace and, therefore, better return on investment.
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Table 2: OLS estimates. Model includes a generalized additive
smoother for time and random recipient intercepts (not shown).

(4)
Recipient Net FDI Inflows (asinh)

. _ 0.088™*
Non-aggression ODA (asinh) (0.019)
_ -0.072*
Other ODA (asinh) (0.035)
_ 1.916™*
Total Exports to Donors (asinh) (0.22)
_ -1.349"**
Total Imports from Donors (asinh) (0.225)
0.679***
GDP (asinh)
(0.186)
_ _ 0.421*
Population (asinh)
(0.188)
-4.202***
UCDP War
(0.728)
V-Dem et
(0.729)
N = 3,507

Note: .p < 0.1; *p < 0.05; **p < 0.01; ***p < 0.001

It is important to note that this predicted change is quite modest when compared
with predictors like imports, exports, and GDP. As a practical matter, this implies that
private investors, if they really do pay attention to the signal communicated by ODA
that the chance of conflict between a donor and recipient has declined, they ultimately
are far more swayed by mainstay macro economic indicators. They also are more
swayed by recipient institutions and political stability, as implied by the coefficient for

recipient V-Dem score and the coefficient for civil war. Nonetheless, controlling for
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these other factors, the model is consistent with the idea that private investors are
marginally sensitive to the signal of peace communicated by ODA from non-aggression
partners.

It further is interesting that ODA from donors that do not share a non-aggression
pledge with a recipient predicts a statistically significant change in FDI, but in the
opposite direction predicted by ODA from non-aggression partners. A 1% increase in
ODA from non-allies predicts a 0.072% decline in net FDI. The theoretical argument
underpinning hypothesis 3 has little direct implications for how private investors
should respond to foreign aid in general, or to the aid given by non-allies in particular.
However, the fact that there is such a contrast between the predictive power of aid from
non-aggression partners and all other donors offers some unexpected face validity for
the argument that ODA from non-aggression partners enhances the signal of peace
communicated by non-aggression pledges. This finding does raise the question of why
investors might invest less in recipients that get more aid from non-allies. Perhaps in
contrast to aid from non-aggression partners, they interpret aid from other donors as a

signal of recipient need and, therefore, lower return on investment.

Conclusion

Understanding the role that aid plays in alliance formation and effectiveness has more
relevance than ever as the world’s leading bilateral donor, the United States, engages in
unprecedented cuts to its foreign aid budget and the dismantling of its foremost aid
agency, the United States Agency for International Development. Many other
traditional donors in Europe and elsewhere are also cutting their aid budgets in
parallel. The ripple effects of these changes for non-aggression pledges, other alliances,
and additional foreign policies is not yet clear. In the interim, IR scholars are well

situated to document the strategic importance of foreign aid, as this study does in the
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context of non-aggression pledges, so that policymakers in top donor countries

understand the potential costs of dispensing with this versatile foreign policy tool.

This study contributes to this effort by demonstrating the important role that
foreign aid plays in the context of non-aggression treaties. Analysis of a donor-
recipient-year dataset covering the years 1991 to 2014 shows that foreign aid is used to
complement non-aggression pledges. All else equal, a recipient country can expect a
12.1% boost in foreign aid from a donor country with which it shares a non-aggression
pledge. The analysis also supports the argument that third parties register the signal of
peace communicated by non-aggression pledges and foreign aid. Both donors and
recipients that share a non-aggression pledge enjoy increases in total trade with third
party countries, conditional on the amount of ODA given by donors to recipients.
Furthermore, aid from non-aggression partners predicts a significant, if modest,
increase in net FDI flows going to aid recipients.

These results support the multilateral theory of non-aggression pledges
proposed by Lupu and Poast (2016), but also go further, first by demonstrating foreign
aid’s role in enabling non-aggression partners to communicate their intentions for peace
to third parties, and, second, by showing that third parties recognize this signal and
respond accordingly.

But unanswered questions still remain. What other kinds of material concessions
might non-aggression partners bundle together to make their commitment to
cooperation appear credible? Aside from aid, countries might consider bilateral
investment treaties or preferential trade agreements. It also is possible that alternative
concessions might substitute for aid. These possibilities would speak to other areas of
research important to IR scholars, such as theories of foreign policy substitutability
(Morgan and Palmer 2003; Palmer, Wohlander, and Morgan 2002; Palmer and Morgan
2006).
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Furthermore, what factors might condition when non-aggression partners see
foreign aid or other concessions as necessary to make their commitment to cooperate
credible? It is possible that the boost in aid to non-aggression partners is non-constant.
Results not reported in the manuscript, but included in the Online Appendix, show that
non-aggression pledges predict changes to ODA that are time variant. This suggests
that certain periods or geostrategic contexts might necessitate material concessions
beyond formal non-aggression pledges more so than others. The idea that systemic
factors condition the link between aid and other kinds of alliances, like defensive
pledges, has been proposed by others (Zhang 2024), so it is certainly plausible for this to
be the case with non-aggression pledges as well.

Any of these questions would be worth pursuing in subsequent studies. Indeed,
as the future of foreign aid remains in doubt, documenting the costs of losing this

important policy lever, and identifying alternatives, will only grow in importance.

Replication Materials

Analysis for this study was done using R version 4.2.1. R code and data to replicate this
analysis are saved on the corresponding author’s GitHub:

https://github.com/milesdwilliams15/aid-for-non-aggression.
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