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Abstract

This paper shows that the recent rise of domestic debt in emerging economies has
been driven disproportionately by autocratic regimes. This pattern challenges institu-
tional theories of public credit, which draw on the experience of sovereigns and creditors
in early modern Europe and posit that rulers must share political power with creditors
to credibly commit to repayment. I argue that the scope conditions sustaining this link
between domestic credit and limited government do not necessarily hold today because
modern states provide rulers with far greater regulatory and coercive capacity, allowing
them to secure government funds without sharing political power with creditors. Using
data from middle-income economies between 2001 and 2020, I document four findings.
First, highly indebted autocracies display greater tax smoothing over time. Second,
domestic debt stabilizes autocratic rule. Third, domestic debt is primarily held by
domestic banks, whose balance sheets become increasingly tied to the regime. Fourth,
bank concentration declines as autocrats rely more heavily on domestic debt, and au-
tocrats use financial coercion to compel banks to purchase sovereign debt. Overall,
domestic debt today can strengthen, rather than constrain, autocratic rule.
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Workshop on the Political Economy of Sovereign Finance for comments and suggestions. I also thank Jake
Berg and Danielle Frankel for excellent research assistance.



1 Introduction

Since the onset of financial globalization in the nineteenth century, countries in the Global
South have relied primarily on external borrowing to fund government spending. Lacking
deep domestic credit markets capable of securing competitive rates, these countries turned
to overseas loans to finance public expenditures (Queralt, 2022). This historical regularity
has taken a sharp turn in recent decades: data collection efforts by Panizza (2007), Arslanalp
and Tsuda (2014), and Ballard-Rosa, Mosley and Wellhausen (2022) document a marked

expansion of domestic public credit in the Global South beginning in the early 1990s.
Figure 1: Domestic Debt by Regime Type
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Note: Debt classification follows holders’ residence. Data from: Arslanalp and Tsuda (2014).
Binary regime type is drawn from Boix, Miller and Rosato (2013). The sample countries
are middle-income, and the time period is 2001-2020, in alphabetical order (N=77): Alba-
nia, Algeria, Angola, Argentina, Armenia, Azerbaijan, Bahrain, Barbados, Belarus, Bolivia,
Bosnia and Herzegovina, Botswana, Brazil, Bulgaria, Chile, China, Colombia, Costa Rica,
Croatia, Dominican Republic, Ecuador, Egypt, El Salvador, Equatorial Guinea, Eswatini, Fiji,
Gabon, Georgia, Guatemala, Hungary, India, Indonesia, Iran, Iraq, Jamaica, Jordan, Kaza-
khstan, Kosovo, Kuwait, Lebanon, Libya, Malaysia, Mauritius, Mexico, Mongolia, Montene-
gro, Morocco, Namibia, Nigeria, North Macedonia, Oman, Pakistan, Panama, Paraguay, Peru,
Philippines, Poland, Qatar, Romania, Russia, Saudi Arabia, Serbia, Seychelles, South Africa,
Sri Lanka, Suriname, Syria, Thailand, Trinidad and Tobago, Tunisia, Turkey, Turkmenistan,
Ukraine, United Arab Emirates, Uruguay, Venezuela, Vietnam.

In this paper, I show that this expansion has been driven disproportionately by autocratic
regimes. This pattern runs counter to a central implication of canonical theories of public
credit: that rulers must share political power with domestic creditors to secure access to

finance, linking public credit to limited government. Contrary to this expectation, Figure



la shows that the share of total debt that is domestic has been approximately 50% higher
in autocracies than in their democratic counterparts. Measured as a percentage of GDP,
Figure 1b shows that autocrats raise at least as much domestic debt as democracies, with
the gap widening in recent years.

The strong reliance of autocratic regimes on domestic credit is difficult to reconcile with
the canonical view because rulers are expected to share political power with domestic credi-
tors to overcome the core commitment problem of debt repayment. In this framework, rulers’
exposure to the risk of deposition serves as a credible commitment not to default unilaterally
(North and Weingast, 1989; Schultz and Weingast, 1998). If this logic applies to contempo-
rary emerging economies, autocrats should face severe obstacles to building domestic debt
markets.

This apparent contradiction reflects the breakdown of three scope conditions underlying
the canonical mechanism. First, creditors must possess wealth independently of government
intervention in financial markets. Second, creditors must be able to coordinate and act col-
lectively to monitor the use of funds or, failing that, to exit. Third, if the ruler breaches the
fiscal contract, creditors must be better off carrying out the threatened sanction than giving
him a pass—that is, the threat to punish sovereign misbehavior must be credible. These
conditions do not necessarily hold in contemporary autocracies. Credit markets outside
the OECD are comparatively shallow, and government intervention can generate rents that
sustain private capital accumulation. This dependence places domestic bankers in a weak
bargaining position vis-a-vis the state, increasing the likelihood that they provide financial
support to the government (Menaldo, 2016). Autocrats can also leverage the greater capac-
ity of modern states (Yang, 2024) to inhibit coordination among domestic bankers, limiting
their ability to collectively impose constraints on government policy. Finally, by accumulat-
ing large volumes of sovereign debt on domestic banks’ balance sheets, rulers raise the cost of
punishment: denying fresh loans and triggering default may become self-defeating for credi-

tors if sovereign default precipitates a banking crisis—as is often the case (Borensztein and



Panizza, 2008; Gennaioli, Martin and Rossi, 2014; Reinhart and Rogoff, 2009)—rendering
credit exclusion non-credible.

The reliance of modern-day autocrats on domestic debt follows from a simple political
economy logic: debt allows them to fund government while smoothing taxation and avoiding
sharp tax increases that could generate demands for political reform (Martin, 2023). Un-
like early-modern monarchs, however, contemporary autocrats can leverage state capacities
unimaginable to their predecessors—from rationing foreign exchange to outright coercion—to
compel domestic creditors to provide fresh loans without conceding political power in return.
They can use the regulatory capacity of the state to inhibit creditor coordination by lim-
iting bank concentration and undermine the credibility of sanctions by increasing banks’
balance-sheet exposure to sovereign debt. Whereas weak monarchs bargained with powerful
merchants in early-modern Europe and had to accept constraints in exchange for credit,
contemporary autocrats can set the terms of their relationship with comparatively weaker
domestic creditors, ultimately tying the fate of the banking sector to that of the regime.

The reversal of the standard logic of public credit and regime type motivates the empirical
analysis. Specifically, I examine three hypotheses: First, domestic debt stabilizes autocratic
rule by reducing the likelihood of democratic transition (Hypothesis 1). Second, autocrats
limit coordination among domestic creditors by preventing excessive bank concentration
(Hypothesis 2). Third, autocrats rely on financial coercion to compel domestic banks to
purchase sovereign debt (Hypothesis 3).

I test Hypothesis 1 by estimating duration models of autocratic regimes using a sample
of middle-income countries from 2001 to 2020. Modernization theory predicts that middle-
income autocracies are more likely than their low-income counterparts to transition to democ-
racy, making them a demanding test of the argument. If domestic debt stabilizes autocratic
rule, its effects should be most pronounced in this group. The empirical analysis shows that
increases in domestic debt significantly delay democratic transition, even after accounting

for standard determinants of regime change. I then test Hypotheses 2 and 3 by examining



market structure and borrowing obligations using panel data on both democracies and au-
tocracies. The results indicate that bank concentration declines as autocratic regimes rely
more heavily on domestic debt, and that autocrats are more effective at enforcing obligations
on domestic banks to purchase government debt.

The analysis also considers alternative, non-coercive mechanisms that could facilitate
domestic borrowing by enhancing the credibility of repayment or giving creditors greater
influence over fiscal policy: creditors’ access to key ministerial offices, central bank inde-
pendence, and fiscal rules. The empirical evidence is not consistent with these alternative
explanations.

This paper contributes to a growing literature on the drivers of domestic debt accumu-
lation in the Global South. Existing accounts emphasize political partisanship and global
liquidity (Ballard-Rosa, Mosley and Wellhausen, 2022), sectoral coalitions (Lee, 2025), and
fiscal needs (Betz and Pond, 2025). By leveraging variation across regime types, I show that
domestic debt expansion is also a political strategy used by autocrats to consolidate power.
In this sense, domestic debt plays a role analogous to other non-tax revenues such as oil
rents and foreign aid (Morrison, 2009, 2014).

The findings also qualify existing work on sovereign borrowing. DiGiuseppe and Shea
(2016) show that autocrats rely on foreign debt to avoid the short-term political costs of
taxation, but their analysis predates the recent surge in domestic borrowing. Focusing on
the post-2000 period, I show that external finance can increase the likelihood of democratic
transition—particularly when lenders are official, multilateral institutions—while domestic
debt can instead stabilize autocratic rule. More broadly, the paper highlights an unintended
political consequence of efforts to overcome the “original sin” (Eichengreen, Hausmann and
Panizza, 2023): developing strong domestic financial systems without institutional safeguards

can enable autocrats to leverage local financial development to consolidate their rule.



2 Argument

Domestic debt in the Global South has expanded rapidly in recent decades (Arslanalp and
Tsuda, 2014; Ballard-Rosa, Mosley and Wellhausen, 2022; Panizza, 2007). Existing accounts
explain this trend as a response to the risks associated with foreign-currency borrowing, or
“original sin” (Eichengreen, Hausmann and Panizza, 2023), as well as to political factors
such as partisan preferences, sectoral coalitions, and fiscal needs (Ballard-Rosa, Mosley and
Wellhausen, 2022; Lee, 2025; Betz and Pond, 2025).

I build on these accounts by showing that domestic debt accumulation in emerging
economies is also a political strategy of autocratic rule consolidation. This argument de-
parts from the canonical link between public credit and limited government by identifying
the conditions under which domestic debt strengthens, rather than constrains, executive

power.

2.1 Once Upon A Time: Public Credit and Limited Government

The growth of domestic debt in autocracies is theoretically puzzling because it devi-
ates from the institutional solution to the sovereign’s commitment problem in issuing debt:
namely, power-sharing institutions or “limited government.” North and Weingast’s (1989)
influential argument builds on negotiations between monarchs and merchants in early modern
Europe. At that time, rulers who did not face consequences for their actions—unconstrained
monarchs—could renege on their promises at any point, making merchants reluctant to lend
to the Crown. To credibly commit to repayment, monarchs had to accept a cost for breach-
ing the sovereign contract—mamely, the risk of being removed from power. For this to be
possible, Parliament had to become sovereign, with the authority to determine whether the
monarch could fund government and, ultimately, shape their tenure in power. The adoption
of power-sharing institutions, and in particular the granting of veto power over the bud-

get to Parliament (Cox, 2016), resolved the monarch’s credibility problem. Consistently,



parliamentary-constrained rulers in both territorial and city-states enjoyed access to larger
volumes of credit at lower cost (Stasavage, 2011).

The notion that potential political sanctions from domestic creditors constrain executive
action informs modern accounts of public credit. Most notably, Schultz and Weingast (2003)
argue that democracies enjoy an advantage in financing government, particularly during
wartime. While autocrats may mobilize funds more easily in the short run, the credibility
conferred by limited government gives democracies access to a deeper and more elastic pool
of capital. Historically, England was able to build a more formidable war machine than
France thanks to limited government, and more recently, the Soviet Union was unable to
match the United States’ capacity to finance the arms race during the Cold War.

The disciplining role of domestic creditors also finds some support in recent empirical
work. Cunha (2024) shows that domestic creditors can constrain executives by devaluing
domestic assets prior to elections—a signal interpreted by international investors as reflecting
insiders’ lack of confidence in government policy. Johnston and Johnson (2025) demonstrate
that market discipline operates even under populist governments in Hungary and Italy,
where domestic bondholders have constrained executives by refusing to participate in bond
auctions associated with policies that jeopardize repayment. Similarly, Borensztein and
Panizza (2008) argue that the anticipated political costs of default on domestic debt can

discipline governments, effectively constraining executive behavior.

2.2 A New Landscape: Domestic Debt and Autocratic Consoli-

dation

Recent applications of canonical models of public credit and limited government have
focused primarily on democratic settings where free and fair elections are regularly held.
While this focus on the electoral consequences of domestic debt is illuminating, it overlooks
a pattern that appears inconsistent with the original model: in large parts of the Global

South, autocrats accumulate more domestic debt than their democratic counterparts (see



Figures la and 1b). This pattern can be understood as reflecting the breakdown of three key
conditions underlying the institutionalist account of public credit and limited government.

The first condition is that the wealth of government creditors pre-exists the fiscal con-
tract with the sovereign. In North and Weingast (1989), the financial capacity of English
creditors to lend to the Crown preceded—rather than resulted from—sovereign borrowing.
In contrast, credit markets in the Global South are comparatively shallow, and the prof-
itability of banks often depends on government intervention, including barriers to entry that
sustain rents. As a result, creditor wealth depends on state policy, placing domestic bankers
in a weak bargaining position. This dependence can be exploited by autocrats, who may
condition market access—for instance, through licensing and regulatory privileges—on the
regular purchase of government bonds. Menaldo (2016) shows that such forms of financial
extraction are common in developing countries, and that the wealth of government creditors
often results from—rather than precedes—state intervention. Under these conditions, access
to credit can be secured through rents rather than power-sharing.

The second condition is that creditors can coordinate and act collectively. In the canon-
ical account, preexisting national parliaments in early modern Europe provided a venue for
information exchange, coordination, and mutual oversight (Stasavage, 2011, 2020). This or-
ganizational capacity allowed creditors to negotiate as a group and to monitor the sovereign.
Conversely, monarchs lacked the administrative and coercive capacity to systematically dis-
rupt such coordination and were therefore the weaker party in the negotiation. In contem-
porary autocracies, by contrast, rulers can actively manipulate the structure of financial
markets by leveraging the unprecedented administrative and coercive capacity of modern
states (Yang, 2024), thereby raising the costs of collective action among creditors. For
example, autocrats may restrict mergers or deny licenses to prevent high levels of bank con-
centration, limiting the ability of financial institutions to coordinate and impose constraints

on government policy.

!The same argument applies to the Low Countries, the other prototypical case.
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The third condition is that creditors are not only able to sanction the sovereign, but also
willing to carry out those sanctions when doing so is costly. In particular, the threat of
credit exclusion is credible only insofar as creditors are better off enforcing the sanction than
acquiescing to opportunistic behavior by the sovereign (Bulow and Rogoff, 1989). When
domestic creditors hold large volumes of public debt on their balance sheets, however, with-
holding new lending from the government may precipitate a sovereign default and impose
severe losses on the financial sector itself (Borensztein and Panizza, 2008; Gennaioli, Martin
and Rossi, 2014; Reinhart and Rogoff, 2009). In other words, greater exposure to sovereign
debt undermines the credibility of creditors’ threat to withdraw financing. Modern rulers
can exploit this vulnerability by using standard instruments of financial regulation—such as
reserve requirements on domestic financial institutions—to compel domestic banks to accu-
mulate large volumes of government debt on their balance sheets, weaken the threat of credit
exclusion, and, in practice, tie the fate of the banking sector to that of the regime.? This
logic is captured succinctly by a Lebanese banker, where commercial financial institutions
held 54% of sovereign debt: “If the government defaults, we default” Hardie (2011, p. 152).

Taken together, the erosion of the three scope conditions underlying canonical models of
public credit weakens the connection between domestic debt accumulation and limited gov-
ernment in contemporary settings. Autocrats may use borrowed funds for multiple purposes,
from self-enrichment to building coercive capacity or buying political support. Whatever the
ultimate goal, domestic debt allows them to finance expenditures while smoothing taxation
over time, thereby avoiding sharp increases in taxation that may precipitate demands for
political reform and accountability (Martin, 2023). Consistent with this argument, Figures
2a and 2b show the wvariance of tax pressure (tax/gdp) over time, confirming that it is
significantly lower in autocracies with higher levels of domestic debt. By facilitating tax

smoothing, domestic debt today does not necessarily constrain autocrats; on the contrary,

2Turkey offers a recent example of an autocrat “forcing [domestic banks| to buy government bonds”
against their will: Turkey banks fuss over bond holdings that ease pre-election spending, Reuters, Oct 27,
2022.


https://www.reuters.com/business/finance/turkey-banks-fuss-over-bond-holdings-that-ease-pre-election-spending-2022-10-27/

it may help consolidate them in power.

Figure 2: Domestic Debt and Tax Smoothing in Autocratic Regimes

94 8-
o o
a a
S o G
5 5 |
= [
© ©
GJ o 9
o 64 [&]
C C
3 S
— _ 54
© 1 ©
> ° >
4- 4-
Below Median Above Median Below Median Above Median
(a) Domestic Debt (% All Debt) (b) Domestic Debt (% GDP)

Note: the sample of middle-income autocracies, N=28 (Angola, Armenia, Azerbaijan, Bahrain,
Belarus, China, Egypt, Equatorial Guinea, Eswatini, Fiji, Gabon, Georgia, Iran, Iraq, Jor-
dan, Kazakhstan, Lebanon, Malaysia, Morocco, Namibia, Russia, Saudi Arabia, Seychelles, Sri
Lanka, Thailand, Tunisia, Turkey, United Arab Emirates) for years 2001-2020. Debt classifica-
tion follows holders’ residence. Data from: Arslanalp and Tsuda (2014). Binary regime type is
drawn from Boix, Miller and Rosato (2013). Median domestic debt as % of total debt and GDP
is 73 and 21%, respectively. Taxation: Total Tax Revenue as % of GDP, drawn from World
Development Indicators (accessible via QoG 2026).

2.3 Empirical Expectations

If the conditions linking public credit to limited government no longer hold, domestic debt
can strengthen rather than constrain autocratic rule. I derive three empirical implications
from this argument. First, domestic debt should stabilize autocratic regimes by allowing
rulers to smooth taxation over time. Accordingly, autocracies that accumulate higher levels
of domestic debt should be less likely to experience democratic transitions, all else equal
(Hypothesis 1).

Second, if autocrats seek to prevent coordination among creditors and the emergence
of collective constraints, they should limit bank concentration. This prevents any single
banker (or cartel) from accumulating sufficient power to impose constraints on the regime.

I therefore expect bank concentration to decline as autocrats rely more heavily on domestic



debt (Hypothesis 2).

Third, if autocrats can rely on coercion rather than commitment, they should use financial
repression to compel domestic financial institutions to purchase government debt despite
uncertainty over repayment (Hypothesis 3). I test these predictions using data from middle-

income economies over the 2001-2020 period.

3 Design

The empirical exercise is divided into two parts. First, I reexamine the drivers of demo-
cratic transition, paying particular attention to domestic debt holdings. Second, I investigate
who purchases sovereign debt and how autocrats may compel them to do so. Sovereign debt
data is drawn from Arslanalp and Tsuda (2014), who classify debt based on bondholders’
residence. I prefer this measure over alternatives—legal jurisdiction or currency denomi-
nation—because it speaks more directly to the fiscal contract between autocrats and their
domestic constituencies. Arslanalp and Tsuda (2014) collect data for middle- and low-income
economies. My analysis focuses on middle-income economies for two reasons: first, the devel-
opment of domestic debt markets requires a minimum level of capital accumulation, which
is more likely among middle-income countries; second, modernization theory suggests that
democratic transitions are more plausible in countries that have reached a minimum level
of development (Boix and Stokes, 2003). In this sense, middle-income autocracies are “at
higher risk” of transitioning to democracy.

The time frame is limited to 2001-2020. Although the Arslanalp and Tsuda (2014) data
begin in 1995, coverage is considerably thinner prior to 2001; including those years would
unbalance the panel and potentially bias estimation. Moreover, data on democratic status
end in 2020 (Boix, Miller and Rosato, 2013). This democracy variable is dichotomous and
equals 1 when a country meets both high levels of contestation and participation, and 0

otherwise.
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The first part of the analysis models regime transitions out of autocratic rule. Following
Beramendi, Boix and Stegmueller (2025), I restrict the sample to autocratic spells in middle-
income countries covered by Arslanalp and Tsuda (2014) for which democracy measures exist,
yielding a total of 32 countries, 12 of which experienced at least one democratic transition
between 2001 and 2020. Following Carter and Signorino (2010), I estimate a logistic model
with cubic time polynomials to capture the probability of democratic transition. The time
variable measures the number of years since the last transition from autocratic to democratic
rule. For left-truncated cases (i.e., countries whose autocratic spell began prior to 2001), I
set 1991—the end of the Cold War—as the earliest year at which a country is considered
at risk of transition.? Countries exit the sample once they democratize; remaining cases are
right-censored if they have not transitioned by 2020.

For control variables, I include standard predictors from the democratization litera-
ture—per capita GDP (in 2015 USD) and oil rents—as well as predictors from the sovereign
finance literature—trade openness and inflation.* To account for unobserved characteristics
that may influence the likelihood of democratization, I include a count variable capturing
the total number of democratic spells between 1800 and 2001 (Przeworski, Alvarez, Cheibub
and Limongi, 2000). I further account for historical exposure to democratic institutions
and preferential access to external finance by including a set of dummy variables indicating
whether a country was ever a colony of Britain, France, or another European power (Lee and
Paine, 2024; Queralt, 2022). To maintain a stable panel, I restrict the analysis to complete

cases. This yields a sample of 555 country—years.

4 Duration Models

Table 1 reports an event-history analysis of autocratic regimes. The dependent variable

equals 0 while the autocratic regime persists and switches to 1 if and when it transitions

3Refer to Appendix C for alternative assumptions about when countries become at risk of democratic
transition.
4Inflation data is comparatively limited. The analysis including this variable is in Appendix B.
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into a democracy. When this occurs, the country exits the sample—unless it experiences
another spell of autocratic rule, which is treated separately. A positive (negative) coeffi-
cient indicates an increase (decrease) in the probability of democratic transition. Column
1, the most parsimonious specification, reports a negative and statistically significant coef-
ficient on domestic debt: -0.034. More intuitively, the average marginal effect implies that
a one-standard-deviation increase in domestic debt is associated with an approximately 2
percentage-point decline in the annual probability of democratic transition. Column 2 adds
a control for external finance, measured as the share of public debt held by foreign residents
(official institutions, commercial banks, and other investors). Conditional on this variable,
the effect of domestic debt remains virtually unchanged.® Interestingly, the effect of external
debt on democratic transition is positive. In Appendix E, I show that this effect is largely

driven by loans from official sources, which tend to carry political conditionality.

Table 1: Democratic Transition and Domestic Debt as % of GDP

(1) 2) 3) (4) () (6)
Domestic Debt (% GDP) -0.034%*%  -0.034*%*  -0.054** -0.033**  -0.059**  -0.093**
(0.015) (0.016) (0.024) (0.015) (0.029) (0.046)
External Debt (% GDP) 0.023* 0.032* 0.056**
(0.014) (0.017) (0.023)
Oil Rents (% GDP) -0.278%** -0.305***  -(0.352%**
(0.111) (0.088) (0.124)
Trade (% GDP) 0.003 -0.007 -0.011
(0.008) (0.010) (0.011)
Prior Democratic Spell 1.343%*
(0.527)
In(GDP /cap) -0.608*  -0.532* 0.184 -0.663* 0.501 1.064
(0.355) (0.300) (0.535) (0.368) (0.562) (0.820)
AME of +1 SD Domestic Debt (pp) -1.95 -1.93 -3.00 -1.89 -3.25 -4.89
Colony Origins FE Yes Yes Yes Yes Yes Yes
Cubic Time Polynomial Yes Yes Yes Yes Yes Yes
Observations 555 555 555 555 555 555

Note: Domestic and external debt are defined by residence of debt holders. GDP per capita is expressed
in constant 2015 USD. Constant not reported. The AME row reports average marginal effects scaled
to a one-standard-deviation increase in domestic debt and expressed in percentage points. Clustered
standard errors at country level in parentheses. *** p<0.01, ** p<0.05, * p<0.1

Column 3 introduces a control for oil rents, which exert a strong negative effect on the

SFigure A-1 shows that domestic and external debt as % of GDP are neither complements nor substitutes.
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likelihood of democratic transition. Notably, the coefficient on domestic debt increases in
magnitude when this control is included. Trade openness, which facilitates the accumulation
of foreign reserves needed to service external debt, is added in column 4. Its inclusion brings
the domestic debt coefficient back to the level observed in column 1. Up to this point, each
control has been introduced individually. Column 5 presents a saturated model, and column
6 accounts for any unobserved propensity to transition away from autocracy by including a
count variable for prior democratic spells. Once all contemporaneous controls are included,
the average marginal effect in M5 is slightly more pronounced: A one-standard-deviation
increase in domestic debt is associated with an approximately 3.3 percentage-point decline
in the annual probability of democratic transition.

Table 1 examines the absolute volume of domestic debt (as a percentage of GDP), but
does not consider the share of domestic debt relative to total public debt (i.e., domestic
debt divided by the sum of domestic and external debt). Table 2 addresses this by modeling
democratic transition as a function of the share of total debt held by domestic residents. The
same control variables used in Table 1 are included, with one exception: in column 3, I control
for total debt as a percentage of GDP. Results are broadly consistent across specifications:
A one-standard-deviation increase in the share of public debt held domestically is associated
with a 1 to 3 percentage-point decline in the annual probability of democratic transition, all
else equal. These results raise a natural question: through which domestic actors does this

mechanism operate?

5 Who Buys the Autocrat’s Debt?

Arslanalp and Tsuda (2014) divide debt holders into three categories: the central bank,
domestic banks (depository institutions other than the central bank), and nonbank holders
(including insurance companies, pension funds, and investment funds). Figure 3 plots the

distribution of each holder type by regime. Two patterns stand out. First, among the
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Table 2: Democratic Transition and Share of Domestic Debt to Total Debt

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

Share of Public Debt Held Domestically -0.026**  -0.037**  -0.040** -0.061**
(0.012)  (0.016)  (0.017) (0.025)
Oil Rents (% GDP) L0.272FFF L0287k (308
(0.078)  (0.085) (0.099)
Trade Openness (% GDP) -0.001 -0.003 -0.005
(0.010) (0.010) (0.010)
Total Public Debt (% GDP) -0.014 -0.017
(0.013) (0.014)
Prior Democratic Spell 1.223%*
(0.527)
In(GDP/cap) -0.413 0.302 0.495 0.972
(0.295)  (0.507)  (0.599) (0.780)
AME of +1 SD Dom. Debt Share (pp) -1.22 -1.71 -1.71 -2.75
Colonial Origins FE Yes Yes Yes Yes
Cubic Time Polynomial Yes Yes Yes Yes
Observations 955 255 555 959

Note: Domestic and external debt are defined by residence of debt holders. GDP per capita is expressed
in constant 2015 USD. Constant not reported. The AME row reports average marginal effects scaled to a
one-standard-deviation increase in the share of debt that is domestic and expressed in percentage points.
Clustered standard errors at country level in parentheses. *** p<0.01, ** p<0.05, * p<0.1
three categories, central banks hold the lowest volume of domestic debt (as a percentage of
GDP), regardless of regime type. This is followed by nonbank holders—a residual category
that encompasses a wide range of actors and institutions. Autocracies appear to rely on
nonbank investors slightly more than democracies, but the differences are modest. The
clearest divergence across regime types lies in the amount of domestic debt held by domestic
banks. In fact, Figure 4 suggests that autocrats’ reliance on commercial banks has increased
over time, as reflected in the share of domestic debt they absorb.

The large volume of debt held by domestic banks is consistent with a deliberate effort to
align the future of the financial sector with the survival of the regime. Such strategies are not
unprecedented. During the Meiji Restoration, for instance, the reformist government secured
the acquiescence of the samurai class by granting them sovereign bonds, thereby tying their

future income streams to the success of the regime. Former samurai then consolidated their
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Figure 3: Domestic Holders of Sovereign Debt by Regime Type (in % GDP)
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Figure 4: Share of Total Domestic Debt kept in Domestic Banks in Autocracies
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Autocratic regimes identified in Boix, Miller and Rosato (2013).

assets and established commercial banks that extended new loans to the central government,
completing the alignment of interests between the financial sector and the state in late
nineteenth-century Japan (Jha, 2012; Queralt, 2022).

The expansion of domestic debt holdings among banking institutions in twenty-first-
century autocracies may reflect a similar logic. As the Lebanese banker quoted earlier
suggests, when the balance sheets of financial institutions become heavily dependent on
the central government, the cost of denying fresh capital to the regime threatens not only
the government’s stability but that of the banking sector as well. Autocrats can exploit this

dependence to access fresh capital without offering bankers credible guarantees of repayment.

5.1 Coupling the Future of Autocrats and Bankers

Having established that domestic banks do the heavy lifting in accumulating domestic
debt in autocracies, I examine whether the regime-stabilizing effects of domestic credit ob-
served in Tables 1 and 2 are primarily driven by their holdings. To this end, I rerun the
same model specifications used in the previous tables—this time disaggregating by the three

types of domestic debt holders: the central bank (columns 1 and 2 in Table 3), domestic
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banks (columns 3 to 5), and domestic nonbanks (columns 6 and 7).

Results in Table 3 suggest that the purchase of domestic debt by central banks and
nonbank financial institutions has no statistically significant effect on autocratic stability.
This is consistent with the descriptive evidence in Figure 3, which shows that these actors
are not the primary holders of domestic debt in autocratic regimes. In contrast, Table 3
suggests that the purchase of domestic debt by domestic banks is an important conduit of
political consolidation in autocracies. Based on column 3, a one-standard-deviation increase
in domestic bank holdings is associated with an approximately 10.3 percentage-point decline

in the annual probability of democratic transition, all else equal.

Figure 5: Share of Banks that are State-Owned
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Note: Data of bank ownership drawn from Panizza (2024) and Democracy from Boix,

Miller and Rosato (2013).

A natural question is whether the domestic banks that purchase public debt are privately
or state-owned. Figure 5 shows that state-owned banks are more prevalent in autocracies
than in democracies among middle-income economies. This raises the possibility that au-
tocrats rely on state-owned financial institutions to absorb public debt. To evaluate this,
column 5 includes a control for the share of banks that are state-owned (Panizza, 2024). If
these institutions are the primary buyers of sovereign debt, we should observe attenuation

in the coefficient on Domestic Debt held by Domestic Banks. While a slight reduction is
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Table 3: Democratic Survival as a Function of Domestic Debt Holders

(1) (2) (3) (4) (5) (6) (7)

Domestic Debt held by the Central Bank (% GDP) 0.002  -0.013
(0.050)  (0.046)

Domestic Debt held by Domestic Banks (% GDP) -0.123**  -0.139***  -0.116***
(0.061) (0.050) (0.038)
Share of Banks that are State-Owned -0.021
(0.018)
Domestic Debt held by Domestic Nonbanks (% GDP) -0.094  -0.086 "
(0.094) (0.088) —
Colonial Origins FE Yes Yes Yes Yes Yes Yes Yes
Controls Yes Yes Yes Yes Yes Yes Yes
External Debt (% GDP) No Yes No Yes Yes No Yes
Cubic Time Polynomial Yes Yes Yes Yes Yes Yes
Observations 496 496 417 417 400 417 417

Note: Domestic and external debt are defined by residence of debt holders. Controls are: GDP per capita, Trade Openness,
Oil Rents, and total number of prior democratic spells. GDP per capita is expressed in real 2015 USD. The state-owned bank
measure does not include development banks. Constant not shown. Clustered standard errors at country level in parentheses.
¥ p<0.01, ** p<0.05, * p<0.1



observed, the change is marginal. This result is consistent with earlier findings showing that
central banks—also state-owned—are not major holders of domestic debt.

Taken together, these findings suggest that domestic debt in autocracies is primarily
purchased by private commercial banks and that the ruler’s tenure is linked to their absorp-
tion of increasingly large volumes of domestic debt. These results are difficult to reconcile
with standard models that predict substantial private lending only after sovereigns accept
institutional constraints on executive power, such as constitutional checks and balances and

other forms of limited government.

6 How Do Autocrats Secure Funds While Circumvent-
ing Constraints?

The institutionalist account of public credit depicts a negotiation between weak monarchs
and strong merchants capable of overcoming collective action problems to monitor executive
behavior. Modern autocrats, by contrast, can rely on a wide array of instruments to intervene
in the economy and coerce domestic agents (Yang, 2024). They can leverage regulation
to pick winners and losers and rely on executive agencies and sanctioning mechanisms to
monitor and punish noncompliance.

In this section, I test two such mechanisms. First, I show that bank concentration
decreases with increases in domestic debt in autocracies but not in democracies, consistent
with efforts by autocrats to raise the coordination costs of domestic creditors (Hypothesis
2). Second, I show that autocrats are more effective than democratic leaders at securing

government funds through financial repression (Hypothesis 3).

6.1 Market (De)concentration

Market concentration has two opposing effects in an incumbent’s utility function. Higher

concentration lowers interest rates because it makes credit exclusion credible (Bulow and
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Rogoff, 1989); however, high concentration can empower a financial cartel and allow it to
demand permanent (or institutional) concessions from the ruler—namely, the power of the
purse (Cox, 2016)—in exchange for fresh loans. Autocrats may be attracted to lower interest
rates but wary of high levels of bank concentration, fearing demands for power-sharing
institutions. For this reason, I expect bank concentration to decline as autocrats rely more
heavily on domestic debt.

Figure 6 shows that bank concentration is higher in autocracies than in democracies;
however, rather than increasing over time—as the literature on crony capitalism in autocratic
regimes would suggest (Hutchcroft, 1998)—it has declined at least as fast as in democratic
regimes.

Figure 6: Bank Concentration by Regime Type
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Note: Bank concentration measures the assets of the three largest commercial banks as a
share of total commercial banking assets. Data are drawn from the World Bank’s Global
Financial Development Database (September 2022 update); the regime indicator is drawn
from Boix, Miller and Rosato (2013).
While it is difficult to attribute intentionality based on aggregate data, I examine whether

bank concentration decreases as autocrats rely more heavily on domestic debt by estimating

a two-way fixed-effects model that interacts regime type with domestic debt:

20



Table 4: Bank Concentration, Domestic Debt, and Regime Type
(1) (2) () (4)

Autocracy x Domestic Debt (% GDP) -0.076* -0.075* -0.088* -0.087*
(0.045) (0.045) (0.048)  (0.046)

Autocracy 0.755 0.759 1.016 0.933
(1.343)  (1.344) (1.408) (1.321)
Domestic Debt (% GDP) 0.025 0.024 0.027 0.030
(0.035) (0.035) (0.036) (0.035)
External Debt (% GDP) 0.014 0.011 0.001
(0.032) (0.031) (0.032)
Oil Rents (% GDP) -0.079  -0.114
(0.075)  (0.075)
Trade (% GDP) 0.046**
(0.022)
In(GDP /cap) 2264 -2.020 -1.598  -1.237
(2.714) (2.934) (3.090) (2.949)
First Lag of DV Yes Yes Yes Yes
Country FE Yes Yes Yes Yes
Year FE Yes Yes Yes Yes
Observations 1,135 1,135 1,135 1,135
R-squared 0.882 0.882 0.882 0.883

Note: Bank Concentration measured as asset value of top three banks rel-
ative to total asset value. Clustered standard errors at country level in
parentheses. *** p<0.01, ** p<0.05, * p<0.1.

Bank Concentration; = f;Domestic Debt;; + S Autocracy,,
+BsDomestic Debt ;; x Autocracy,, (1)
+B4yip—1 + X'T + pi +m¢ + €
where I include the same set of controls as in the main table, along with a one-period lag
of the dependent variable to account for serial correlation. Bank Concentration, drawn from
the World Bank’s Global Financial Development Database, measures the assets of the three
largest commercial banks as a share of total commercial banking assets.
Table 4 reports estimates based on Equation 1, and Figure 7 plots the marginal effect of
domestic debt reliance in autocracies based on column 4. Results indicate that bank concen-
tration tends to decline as autocratic rulers rely more heavily on domestic debt, consistent

with efforts to limit coordination among domestic bankers.

6GFD 2022 release. Davide S. Mare (project lead), Ata Can Bertay, and Nan Zhou.
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Figure 7: Effect of Domestic Debt Reliance on Bank Concentration by Regime Type
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Marginal effect of
Domestic Debt on Bank Concentration
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Note: Predictions based on column 4 in Table 4. Bank Concentration mea-
sured as asset value of top three banks relative to total asset value. 90%
CL

6.2 Fiscal Coercion

So far, we have seen that domestic debt helps autocrats stabilize their rule, that this debt
is primarily purchased by domestic banks, and that bank concentration declines as autocrats
rely more heavily on domestic debt. Canonical theories of public credit suggest that domestic
bankers would not willingly purchase sovereign debt, given that autocrats cannot credibly
commit to repayment (North and Weingast, 1989; Schultz and Weingast, 1998). Anticipating
bankers’ reluctance to lend to an unconstrained ruler, autocrats can leverage the regulatory
capacity of the modern state to restrict capital mobility and impose obligations on banks to
purchase sovereign debt.

Fiscal coercion may also help sustain autocratic rule by tying domestic bankers more
closely to the fate of the regime. Freeman and Quinn (2012) show that access to overseas
investment reduces the expected cost of democratic transition for autocratic elites because
capital mobility allows them to escape higher tax rates that a future democratic government
might impose. Restricting capital mobility can therefore make autocratic elites—in this case,
domestic bankers—more exposed to regime change. I take this logic one step further: by

obliging domestic banks to hold sovereign debt, autocrats can make the value of bankers’
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assets depend more directly on the survival of the regime. That is, financial repression not
only limits exit, but also gives bankers a material stake in the continuation of autocratic
rule.

Betz and Pond (2023, 2025) study the adoption of “borrowing privileges” in non-OECD
countries, defined as legal obligations on banks to purchase sovereign debt. Based on original
data from 58 non-OECD countries, they find that democracies are more likely than autoc-
racies to adopt such obligations. Electoral and fiscal pressures, they argue, incentivize in-
cumbents to rely on this comparatively straightforward mechanism for securing government
funds. Their analysis focuses on the adoption of borrowing privileges; I instead examine
whether these obligations are equally effective across regime types.

I hypothesize that borrowing privileges are particularly effective in mobilizing funds from
domestic banks under autocratic rule. Weaker rule of law and transparency requirements
may allow autocrats to rely on coercive mechanisms to enforce these obligations when needed.

I test this claim (Hypothesis 3) with the following interaction model:

Domestic Debt Holdings;, = [;Debt Purchase Obligation;, + fsAutocracy;,
+33Debt Purchase Obligation;, x Autocracy;, (2)

+B4Yir—1 + X'T 4 p; + 14 + €3t

where Debt Purchase Obligation,, = 1 when legal obligations exist for residents to pur-
chase sovereign debt,” y;; 1 denotes the one-period lag of the dependent variable to account
for serial correlation, X is a set of control variables, and p; and 7, are country and year fixed
effects, respectively.

If autocrats resort to financial repression to compel domestic banks to purchase sovereign
debt, we should observe a positive interaction effect: (53 > 0 when Autocracy = 1 and

Debt Purchase Obligation = 1. To test this hypothesis, I expand the sample to include both

"I consider obligations for non-residents as a placebo test. Results are null, as expected.
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autocratic and democratic spells of all middle-income countries in Arslanalp and Tsuda
(2014) that are also included in Betz and Pond (2023). The resulting dataset covers 41
middle-income countries from 2001 to 2015.%

Table 5 reports coefficient estimates for Equation 2. Odd-numbered columns include a
cubic time polynomial, while even-numbered columns fit in a full set of year fixed effects.
Across specifications, the results indicate that borrowing obligations in autocratic regimes
have a statistically significant positive effect on domestic bank holdings of sovereign debt.
No such effect is found for central banks or nonbank financial institutions. To facilitate
interpretation, Figure 8 plots marginal effects based on column 4 (with year fixed effects)
by regime type. The figure shows that borrowing obligations significantly increase domestic
bank holdings in autocratic regimes, while their effect in democratic systems is null.

In an important contribution, Betz and Pond (2023) show that democracies adopt bor-
rowing privileges more frequently than autocracies. The results in this section suggest that
the effectiveness of these obligations is weaker in democracies than in autocracies, where
rulers can rely on extra-legal means to make them binding. Autocrats, in this sense, possess

a comparative advantage in coercion.

Figure 8: Marginal Effect of Borrowing Obligations on Domestic Bank Holdings by Regime
Type

e — % ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,

Democracy Autocracy

Average marginal effects of
Obligation Requirements for Residents

Note: Predictions based on column 4 in Table 5. Domestic Bank Holding as
measured as percentage of GDP. 90% CI.

8Betz and Pond (2023) data coverage ends in 2015, hence the shorter panel.
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Table 5: Domestic Debt Holders and Fiscal Repression by Regime Type

CB Holdings (% GDP) Domestic Bank Holdings Domestic Nonbank Holdings

(1) (2) €) (4) (5) (6)
Debt Purchase Obligations for Residents x Autocracy  -0.320 -0.277 3.029* 2.850* 1.391 1.377
(0.604) (0.600) (1.624) (1.616) (0.927) (0.980)
Debt Purchase Obligations for Residents -0.247 -0.221 -0.465 -0.377 -0.495 -0.503
(0.316) (0.322) (0.473) (0.464) (0.664) (0.632)
Autocracy -0.295 -0.272 S2.TT1IH* -2.665** -1.222 -1.099
(0.772) (0.780) (1.202) (1.224) (0.920) (0.955)
Country FE Yes Yes Yes Yes Yes Yes
Cubic Time Polynomial Yes No Yes No Yes No
Year FE No Yes No Yes No Yes
First Lag of DV Yes Yes Yes Yes Yes Yes
Controls Yes Yes Yes Yes Yes Yes
Observations 558 558 544 544 544 544
R-squared 0.928 0.929 0.981 0.982 0.947 0.948

Note: Economic controls: Oil Rents as % of GDP, Trade as % of GDP, USD2015 constant log of per capita GDP, and
Foreign Debt (% GDP). Clustered standard errors at country level in parentheses. *** p<0.01, ** p<0.05, * p<0.1.
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6.3 Bankers’ Political Influence as an Alternative Mechanism

An alternative explanation for the connection between autocracy and domestic debt is
that bankers have acquired sufficient political influence to constrain the ruler. In this account,
high levels of domestic borrowing reflect creditor influence rather than creditor weakness:
autocrats secure access to finance by sharing authority over fiscal policy with financial elites.
Stasavage (2003, p. 2) argues that constitutional checks and balances are neither necessary
nor sufficient to enhance government credibility, since creditors may acquire political influ-
ence through other channels, for instance by participating in bureaucratic institutions that
help ensure fiscal responsibility, such as an independent central bank. Stasavage (2011) fur-
ther shows why constitutional checks and balances may not be sufficient: in pre-modern
Europe, constrained monarchs enjoyed greater credibility only when creditors constituted a
substantial share of the national legislature and were therefore politically influential.

Building on this logic, contemporary autocracies that sustain higher levels of domestic
indebtedness may be those in which creditors have acquired greater influence over fiscal
policy. I explore this possibility by examining whether domestic bankers head the Ministry of
Finance.” Meng (2020) shows that the allocation of government offices can provide a credible
means of power sharing in modern autocracies. Ministries of Finance are particularly relevant
because they play a central role in gathering information about the state of the economy
and designing fiscal policy, including the issuance and servicing of public debt. Appointing
a domestic banker to such a powerful office may both reflect the financial sector’s political
leverage vis-a-vis the ruler and provide creditors with influence over fiscal policy, thereby
helping alleviate sovereign commitment problems.

For each of the 487 ministers of finance in the sample, I identified whether the minister

0

had previously worked in the banking industry.!® Figure 9 shows that democracies are

91 expect relatively few bankers to serve in autocratic legislatures today because they face substantial
professional and economic opportunity costs. I therefore focus on a particularly prestigious and influential
office: the Ministry of Finance.

10The data were assembled and cross-validated manually by two research assistants. The coding focuses
on the professional background of the minister of finance prior to entering politics in any capacity. Among
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Figure 9: Share of Ministers of Finance who are recruited from the banking sector
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Note: 69 middle-income economies, 2001-20: Albania, Algeria, Angola,
Argentina, Armenia, Azerbaijan, Bahrain, Belarus, Bolivia, Botswana,
Brazil, Bulgaria, Chile, Colombia, Costa Rica, Croatia, Dominican Repub-
lic, Ecuador, Egypt, El Salvador, Equatorial Guinea, Eswatini, Fiji, Gabon,
Georgia, Guatemala, Hungary, India, Indonesia, Iran, Iraq, Jamaica, Jordan,
Kazakhstan, Kuwait, Lebanon, Libya, Malaysia, Mauritius, Mexico, Mon-
golia, Montenegro, Morocco, Namibia, North Macedonia, Oman, Pakistan,
Panama, Paraguay, Peru, Philippines, Poland, Qatar, Romania, Russia,
Saudi Arabia, Serbia, South Africa, Sri Lanka, Suriname, Syria, Thailand,
Tunisia, Turkey, Turkmenistan, Ukraine, United Arab Emirates, Uruguay,
Vietnam. Coded by author.

nearly twice as likely as autocracies to appoint a private banker as minister of finance: 23%
compared with 12%, respectively. The statistical analysis in Appendix F further shows that
appointing a banker as minister of finance is not associated with higher levels of domestic
borrowing in autocracies, either relative to democracies or relative to autocratic spells in
which no banker holds the post.

The appendix also examines two related forms of bureaucratic delegation, drawing on
the credibility-enhancing mechanism highlighted by Stasavage (2003): greater central bank
independence and the appointment of a former central bank governor as minister of finance.!!

Finally, I consider a different path to enhancing government credibility—the formalization

ministers with professional experience in banking, the Ministry of Finance is often their first political office.
A number of ministers subsequently moved to the private financial sector; such post-government employment
is not coded as a banking background unless the individual had already worked in banking before entering
political office.

"The first test relies on Garriga’s (2016) data compendium, while the second is based on the original
data collection.
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of “national fiscal rules”—which Aaskoven (2023) argues can help autocrats raise external
debt. 2

None of these alternative mechanisms is associated with higher levels of domestic bor-
rowing in the data. Domestic bankers may, of course, acquire political influence through
channels other than formal officeholding, including informal access or bribery. Such chan-

nels are difficult, if not impossible, to measure systematically.

7 Conclusion

This paper has shown that autocracies are key drivers of the growth of domestic debt
in emerging economies. Because the conditions that sustained the historical link between
public credit and limited government do not necessarily hold today, institutionalist theories
of public credit have difficulty accounting for this pattern. In particular, modern rulers
possess far greater bureaucratic and coercive capacity to shape markets, regulate mergers
and acquisitions, and raise barriers to entry than early modern European monarchs. In
autocratic settings, these capabilities allow rulers to avoid some of the constraints that
underpin the canonical relationship between public credit and limited government.

Autocrats leverage their strong bargaining power to access domestic credit markets while
maintaining intermediate levels of banking concentration—high enough to generate capital
surpluses, but not so concentrated as to grant any single banker excessive political influence.
Rather than relying on creditor participation in positions of fiscal responsibility to secure
borrowing, autocrats can impose and enforce debt-purchasing obligations. By loading banks’
balance sheets with sovereign debt, rulers tie the fortunes of the domestic banking sector to
those of the regime, weakening the credibility of credit exclusion.

This paper also offers a counterpoint to the “original sin” hypothesis (Eichengreen, Haus-

mann and Panizza, 2023), which holds that developing countries are unable to denominate

12National fiscal rules and regulations include balanced-budget rules, expenditure ceilings, and debt limits.
This test relies on Aaskoven’s (2023) replication data, which in turn originate from the IMF.

28



their debt in local currency because they lack investors’ trust and are therefore forced to
issue debt in foreign currency. While foreign-currency debt provides access to capital, it
exposes countries to currency and trade shocks. To avoid such outcomes, Eichengreen and
others recommend that governments in the Global South tap into domestic credit markets.
Although this paper defines domestic debt based on the residence of bondholders rather
than currency denomination, the results suggest an important political consequence of this
shift: under autocratic rule, domestic debt can become a mechanism of regime stabiliza-
tion. Whether this is a reasonable price to pay for escaping the original sin remains an open

question.
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A Data

Table A-1: Summary statistics - Duration Model

Variable Mean Std. Dev. Min. Max.
Domestic Debt(% GDP) 29.026 30.538 0.178  172.401
Foreign Debt (% GDP) 13.934 14.632 0 108.736
Former British Colony 0.348 0.477 0 1
Former French Colony 0.241 0.428 0 1
Former Other European Colony  0.137 0.344 0 1
In(GDP/cap) 8.788 0.931 6.964  11.31
Trade/GDP 91.921 39.649 23.129 222.178
Oil Rents/GDP 12.081 13.312 0 54.086
N 555

Table A-2: Summary statistics - TWFE Models

Variable Mean Std. Dev. Min. Max. N
Domestic Debt(% GDP) 26.868 25.034 0.058 172.401 1285
Foreign Debt (% GDP) 18.154 14.477 0 108.736 1285
Democracy 0.577 0.494 0 1 1285
Former British Colony 0.253 0.435 0 1 1285
Former French Colony 0.127 0.333 0 1 1285
Former Other European Colonies  0.356 0.479 0 1 1285
In(GDP/cap) 8.681 0.778 6.657  11.31 1285
Trade/GDP 83.055 35.62 21.852 222.178 1285
Oil Rents/GDP 5.777 10.451 0 54.086 1285
MoF drawn from private banking  0.196 0.397 0 1 1159

MoF drawn from Central banking 0.314 0.464 0 1 1157




Figure A-1: Domestic vs. Foreign Debt (% GDP): Neither complements nor Substitutes
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Inflation Control

Table A-3: Democratic Transition and Domestic Debt as % of GDP

M ) @)
Domestic Debt (% GDP) -0.034**  -0.062** -0.094**
(0.015) (0.029) (0.046)
Inflation Consumption Index -0.021 0.000 -0.008
(0.040) (0.039) (0.035)
External Debt (% GDP) 0.031* 0.055%*
(0.017) (0.022)
Trade (% GDP) -0.007 -0.011
(0.010) (0.011)
Oil Rents (% GDP) -0.304%** -0.34 7%
(0.093) (0.126)
Prior Democratic Spell 1.323**
(0.520)
In(GDP /cap) -0.640 0.520 1.062
(0.399) (0.576) (0.816)
Colony Origins FE Yes Yes Yes
Cubic Time Polynomial Yes Yes Yes
Observations 520 520 520

Note: Domestic and external debt are defined by residence of debt holders. Inflation data
drawn from World Bank Indicators. GDP per capita is expressed in constant 2015 USD.
Constant not reported. Clustered standard errors at country level in parentheses. ***
p<0.01, ** p<0.05, * p<0.1



C Dating the “Risk” of Democratic Transition

Initiating the “risk” of transition to democracy in 1991 may be considered an arbitrary
decision. By that time, some regimes may have been sufficiently consolidated that the end
of the Cold War did not represent a meaningful structural break for them. I address this
concern as follows: In Column 1 of Table A-4, I drop the three oldest autocracies in the
sample—China, Iran, and Oman—all of which remain autocratic throughout the sample
period. In Column 2, I drop Paraguay, the only long-standing autocracy among the oldest
regimes that eventually transitioned to democracy. Since Paraguay had been autocratic since
independence in the early nineteenth century, the arbitrary 1991 cutoff may be particularly
inappropriate in this case. In Column 3, I drop the four oldest autocracies—China, Iran, and
Oman plus Paraguay—all at once. Finally, in Column 4, I replace the 1991 cutoff with the
earliest year for which each country in the sample receives a regime score in the Boix, Miller
and Rosato (2013) dataset. For the vast majority of countries, this coincides with the year
of independence. A few others—Lebanon, Nigeria, and Fiji—transitioned from democracy

to autocracy shortly before 1991. Results in column 4 hold.



Table A-4: Democratic Transition and Domestic Debt as % of GDP

(1) (2) (3) (4)
Domestic Debt (% GDP)  -0.055* -0.058** -0.054* -0.038*
(0.029) (0.028) (0.029) (0.023)
External Debt (% GDP) 0.031°* 0.032* 0.031°%* 0.033**
(0.017) (0.018) (0.018) (0.015)
In(GDP /cap) 0.520 0.420 0.442 0.327
(0.558) (0.554) (0.548) (0.559)
Trade (% GDP) -0.007 -0.007 -0.007 -0.005
(0.010) (0.010) (0.010) (0.011)
Oil Rents (%GDP) -0.299%**  _0.286***  -(0.282%** -0.24 1%+
(0.091) (0.086) (0.087) (0.066)
Colony Origins FE Yes Yes Yes Yes
Cubic Time Polynomial Yes Yes Yes Yes
Old Autocracies No Yes No Yes
Paraguay Yes No No Yes
1991 Hazard Onset Yes Yes Yes No
Historical Hazard Onset No No No Yes
Observations 495 552 492 555

Note: Domestic and external debt are defined by residence of debt holders. GDP per capita
is expressed in constant 2015 USD. Constant not reported. Old Autocracies = 1 for China,
Iran, and Oman. Clustered standard errors at country level in parentheses. *** p<0.01, **
p<0.05, * p<0.1



D Listwise Deletion of Transitioning Countries

Figure A-2: Effect of Domestic Debt (% GDP) on Democratic Transition, dropping one of
the transitioning countries at a time
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Note: The Column on the right of the figure shows the country that is deleted.



E International Loans and Democratic Transition

Results in the main text suggest that external finance increases the probability of demo-
cratic transition. Here I examine the relationship in greater detail.

First, I disaggregate external debt into the three subcategories defined in Arslanalp and
Tsuda (2014), based on the source of lending: official lending, commercial bank lending,
and nonbank lending—a residual category that includes investment funds, sovereign wealth
funds, and individual investors. I rerun the models in Table 1 including each of these vari-
ables separately. Results in columns 1 to 6 suggest that the positive effect of external finance
observed in the main paper is largely driven by official lending, followed by nonbank lending.
These differences may reflect the rise of “second-generation conditionality” focused on gover-
nance reforms (Cormier and Manger, 2021), or the varying levels of transparency associated
with different sources of capital (Mosley and Rosendorff, 2023). For instance, the disclosure
requirements attached to official lending may generate information that opposition actors
can use to mobilize political contestation and, ultimately, facilitate democratic transitions.

Second, I study the positive effect of external finance on democratization by differen-
tiating between Western and Chinese funds. Using data from Cormier (2023), columns 7
and 8 examine the effect of external finance originating from the West. Consistent with
Cormier (2023), who shows that Chinese lending agencies disproportionately finance more
non-transparent borrowers,! and with Shea, Reinsberg and Kern (2025), who find that Chi-
nese lending strengthens the survival of corrupt politicians, the results here suggest that
external finance increases the probability of democratic transition when a larger share of
funding comes from Western sources. This finding is consistent with the view that Western
investors—official or otherwise—offer more favorable terms to governments with stronger
governance institutions, potentially creating incentives for countries to adopt democratic

institutions.

1See also Brown (2023).



Table A-5: Democratic Transition vs. Source of Foreign Debt

(1) (2) (3) (4) (5) (6) (7) (8)
Foreign Debt held by Official Sector (% GDP) 0.074***  0.076**
(0.027) (0.032)
Foreign Debt held by Foreign Banks (% GDP) -0.164 -0.153
(0.332)  (0.245)
Foreign Debt held by Foreign Nonbanks (% GDP) 0.051*  0.058*
(0.030)  (0.033)
Domestic Debt (% GDP) -0.107** -0.103** -0.100%*
(0.051) (0.049) (0.044)
Share of Foreign Debt held by the West 8.444%**  8.361***
(2.877) (2.652)
Total Debt (% GDP) -0.008
(0.022)
Controls Yes Yes Yes Yes Yes Yes Yes Yes
Colonial Origins FE Yes Yes Yes Yes Yes Yes Yes Yes
Cubic Time Polynomial Yes Yes Yes Yes Yes Yes Yes Yes
Observations 549 549 549 549 549 549 310 301

Clustered standard errors at country level in parentheses. *** p<0.01, ** p<0.05, * p<0.1



F Alternative mechanisms

Table A-6: Political Influence of Bankers, Bureaucratic Delegation, and Fiscal Rules as
Alternative Mechanisms

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

Prior Banker 0.230 -0.025
(0.403)  (0.197)
Prior Banker x Autocracy -0.702 0.454
(0.873) (0.462)
Prior Central Bank Governor 0.186
(0.192)
Prior Central Bank Governor x Autocracy -0.283
(0.331)
Central Bank Independence Index 0.390
(1.083)
Central Bank Independence Index x Autocracy -0.774
(2.650)
National Fiscal Rule 0.702%*
(0.391)
National Fiscal Rule x Autocracy -0.510
(0.414)
Autocracy -0.040  -0.342  -0.121 0.103 -0.106
(0.999) (0.348) (0.373) (1.522) (0.342)
Country FE Yes Yes Yes Yes Yes
Year FE Yes Yes Yes Yes Yes
Controls Yes Yes Yes Yes Yes
Observations 1,097 967 968 1,058 713
R-squared 0.956 0.951 0.951 0.952 0.974

Note: Minister of Finance recruited from Banking Sector and Central Bank coded by author.
Central Bank independence drawn from the 2025 release of Garriga (2016). National fiscal rule
drawn from Aaskoven (2023). Sample: 72 middle-income economies, 2001-2020. Controls are:
Trade (% GDP), Oil Revenue (% GDP), External Sovereign Debt (% GDP), and real per capita
GDP. Clustered standard errors at country level in parentheses. *** p<0.01, ** p<0.05, * p<0.1.



