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Foreign reserves provide developing countries with resources for managing the effects of economic shocks and crises. Why 
do reserve levels vary across the developing world? Political business cycles (PBCs) have been associated with reserve level 
decreases, as incumbents draw them down to fund policies that provide voters with material benefits before elections. But 
governments can also obtain capital by borrowing on bond markets, getting the resources needed to fund PBC policy efforts 
through alternative means. We hypothesize and find that this means global finance conditions the PBC effect on foreign re- 
serve levels. When pre-election global interest rates are high and borrowing is expensive, governments do draw down reserves. 
But when pre-election global interest rates are low and borrowing is cheap, governments borrow rather than deplete reserves. 
This helps explain variation in reserve levels, and thus variation in resilience against economic shocks, across developing coun- 
tries. The study further suggests the importance of accounting for reserve use in studies of PBC effects on debt, adds novel 
PBC identification strategies to the literature, and signals how the politics of diverse areas of economic policymaking can be 
affected by global financial conditions. 

Las reservas de divisas proporcionan a los países en desarrollo recursos para gestionar los efectos de las crisis y los shocks 
económicos. ¿Por qué varían los niveles de reservas entre los países en desarrollo? Los ciclos políticos económicos se asocian 

con disminuciones en los niveles de reservas, a medida que los gobernantes las utilizan con el fin de financiar políticas que 
ofrecen a los votantes beneficios materiales antes de las elecciones. Sin embargo, los Gobiernos también pueden obtener 
capital mediante la solicitud de préstamos en los mercados de bonos, lo que les permite conseguir los recursos necesarios 
para financiar las políticas de los ciclos políticos económicos a través de medios alternativos. Planteamos la hipótesis y, pos- 
teriormente, llegamos a la conclusión de que esto implica que las finanzas globales condicionan el efecto del ciclo político 

económico sobre los niveles de reservas de divisas. Cuando, antes de las elecciones, las tasas de interés globales son altas y los 
préstamos son caros, los Gobiernos recurren a sus reservas. Cuando, antes de las elecciones, las tasas de interés globales son 

bajas y los préstamos son baratos, los Gobiernos solicitan préstamos en lugar de recurrir a sus reservas. Esto ayuda a explicar 
la variación en los niveles de reservas y, por tanto, la variación en la resiliencia frente a los shocks económicos en los países en 

desarrollo. El estudio sugiere, además, la importancia de tener en cuenta el uso de reservas en los estudios de los efectos del 
ciclo político económico sobre la deuda, aporta a la literatura nuevas estrategias de identificación del ciclo político económico 

e indica cómo las políticas de diversas áreas dentro de la formulación de políticas económicas pueden verse afectadas por las 
condiciones financieras globales. 

Les réserves de change apportent les ressources dont les pays en développement ont besoin pour gérer les effets des chocs et 
crises économiques. Pourquoi le niveau des réserves varie-t-il d’un pays en développement à l’autre ? Les cycles économiques 
politiques (CEP) sont associés à une diminution du niveau des réserves, car les dirigeants au pouvoir puisent dedans pour 
financer des politiques qui bénéficient sur le plan matériel aux électeurs avant une élection. Or, les gouvernements peuvent 
également obtenir des capitaux en empruntant sur les marchés obligataires. Ils se procurent ainsi les ressources dont ils 
ont besoin afin de financer des efforts politiques de CEP par d’autres moyens. Nous émettons l’hypothèse, et constatons 
ensuite, que cela signifie que la finance mondiale conditionne l’effet des CEP sur le niveau des réserves de change. Quand 

les taux d’intérêt mondiaux avant les élections sont élevés et qu’il est coûteux d’emprunter, les gouvernements puisent 
généreusement dans les réserves de change. Néanmoins, quand les taux d’intérêt mondiaux avant les élections sont faibles 
et qu’il est intéressant d’emprunter, les gouvernements privilégient ce mode de financement au lieu de vider les réserves 
de change. Ce mécanisme permet d’expliquer en partie les variations de niveaux des réserves, et donc la fluctuation de la 
résilience contre les chocs économiques, dans les différents pays en développement. L’étude suggère en outre l’importance 
des comptes à rendre sur l’utilisation des réserves dans les études des effets des CEP sur la dette, ajoute de nouvelles stratégies 
d’identification des CEP à la littérature et indique l’effet que les conditions financières mondiales peuvent avoir sur la 
politique de différentes zones politico-économiques. 
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1 Related models theorize about cyclical changes in government policies and 
corresponding economic outcomes as different partisan parties alternately take 
and leave office ( Hibbs 1977 ), but in this study, we are concerned strictly with 
PBC theories about the effects of pre-election policymaking incentives. 
many placed new emphasis on increasing reserve levels to
build liquidity buffers against future shocks ( Aizenman and
Marion 2003 ). The long-term benefits of reserve accumula-
tion were reinforced a decade later, as countries with high
reserve levels used them to minimize the domestic impact of
the Global Financial Crisis ( Dominguez, Hashimoto, and Ito
2012 ). But while increasing reserve levels provide long-run
economic resiliency, reserves can also be drawn down to sup-
port short-run macroeconomic management. Governments
may use reserves to intervene in currency markets, smooth
investment cycles, pay debt obligations, purchase imports,
or fund expenditures. Whether to draw down or build up re-
serves each year, then, presents governments with a trade-off
between short-term and long-term macroeconomic benefits.

Why do reserve levels vary across developing countries?
Given the short-term benefits of using reserves, some ar-
gue the political business cycle (PBC) incentivizes gov-
ernments to draw down reserves ( Dreher and Vaubel
2009 ; Walter and Willett 2012 ). Pre-election use of re-
serves to stabilize currencies, maintain investment, smooth
consumption, cover import payments, or increase spend-
ing helps explain why democracies have accumulated
lower reserve levels than non-democracies since the 1990s
( Jäger 2016 ). 

However, foreign reserves are not the only source of for-
eign capital available to governments seeking to fund PBC
policy efforts. Incumbents can also get such resources by
borrowing on external bond markets. Foreign-denominated
bonds provide an alternative to drawing down reserves
through two mechanisms. First is a replenishment mecha-
nism. Governments can directly allocate funds from bonds
into their reserves, offsetting reserve use to maintain or even
increase reserve levels. Second is a substitute mechanism.
Rather than deplete reserves to fund PBC macroeconomic
policy efforts, governments can use bond funds for the same
purposes instead. 

Accordingly, we hypothesize that the cost of borrowing
on global bond markets conditions PBC effects on reserve
levels. When pre-election global interest rates are high and
borrowing is expensive, reserve levels do drop because gov-
ernments use them to support PBC policy maneuvers. In
contrast, when pre-election global interest rates are low and
borrowing is cheap, reserve levels do not drop because gov-
ernments borrow to fund PBC policy efforts instead. We test
for and find evidence that global interest rates, by setting
borrowing costs, condition PBC effects on foreign reserve
levels. 

This finding has several implications. Most directly, the
study advances our understanding of how politics helps ex-
plain variation in reserve levels across developing countries.
Building on those who find reserves drop in election peri-
ods due to PBC policy incentives ( Dreher and Vaubel 2009 ;
Walter and Willett 2012 ; Jäger 2016 ), we find that such
PBC effects on reserves depend on global financial condi-
tions. Reserves are central to several topics of interest to
International Political Economy (IPE), including crises and
sovereign risk. On the former, reserve levels indicate the de-
gree to which countries accumulate self-insurance resources
for navigating future economic shocks. On the latter, in-
vestors, rating agencies, and international financial institu-
tions heavily weigh reserve adequacy in risk assessments that
shape borrowing costs, capital flows, and policy space. Polit-
ical economists can shed new light on developing country
financial resiliency and sovereign risk through further study
of how politics informs use or maintenance of reserves. 

More generally, the study signals global financial condi-
tions may shape the politics of diverse areas of economic pol-
icymaking. To be sure, recent IPE studies highlight the im-
pact of global financial conditions on debt flows and finan-
cial crises ( Bauerle Danzman, Winecoff, and Oatley 2017 ;
Naqvi 2019 ; Ballard-Rosa, Mosley, and Wellhausen 2021 ;
Zeitz 2022 ). However, this study suggests the effects of global
finance may reach beyond debt, conditioning economic pol-
icy decisions that are only indirectly affected by the cost of
borrowing. We show this using the case of foreign reserves.
We focus on one structural financial factor (benchmark in-
terest rates) and find evidence that the politics of an eco-
nomic policy (use of reserves) are conditioned by the struc-
tural financial factor. Governments are likely to use reserves
differently under conditions of cheap debt than they are
under conditions of expensive debt. Probing the effect of
global financial conditions on policy choices in areas out-
side of debt is a promising path for future research. 

The study also makes two methodological contributions.
First, the study relies on but also adds to previous methods
for coding PBC periods, which can be difficult to identify
in annualized observational settings. Significant complexity
arises in accounting for both the lead time required for PBC
policies to have an observable effect and the fact that elec-
tions occur in different months. We use novel as well as tra-
ditional PBC identification methods, providing additional
tools for future studies. Second, the results indicate reserves
may play an under-appreciated role in studies of PBC effects
on debt. To the extent that theorized PBC effects on debt
levels have been supported with only mixed empirical ev-
idence ( Alesina and Passalacqua 2016 ), accounting for the
availability and use of reserves vis-à-vis debt instruments is an
important addition to PBC models of debt accumulation. 

The paper proceeds as follows. The next section briefly
reviews PBC literature theory and evidence. The third sec-
tion covers application of PBC theory to foreign reserve lev-
els. The fourth section outlines how borrowing can provide
alternative resources for governments that might otherwise
draw down reserves. The fifth section details our hypothesis
that this means global financial cycles likely condition the
PBC effect on foreign reserves. The sixth section presents
empirical tests of the argument. The conclusion discusses
implications. 

PBCs: A Review 

PBC theories posit that in democracies, to increase re-
election chances, incumbents use pre-election policies and
resources to improve voters’ short-run economic welfare. 1 
Since politicians have short time horizons, PBC theories
assume incumbents prefer policies that produce short-run
economic benefits despite subsequent long-term costs. For
example, classic models suggest PBCs are likely in monetary
policy because incumbents have incentives to prioritize the
short-run benefit of monetary policy that reduces unemploy-
ment despite the long-term cost of subsequent inflationary
pressures ( Nordhaus 1975 ). Empirical evidence of a mon-
etary policy PBC, where pre-election monetary expansion
and post-election inflation are higher than they would oth-
erwise be, is mixed ( Drazen 2001 , 84–87; Oriola 2023 ). 

In fiscal policy, classic PBC studies theorize about and
find evidence of increases in pre-election transfers to citi-
zens since politicians have incentives to “turn on the spigot
surely and swiftly and fill the trough so it counts with the
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lectorate” ( Tufte 1978 , 10). Given the visibility of fiscal
ransfers to voters, a political budget cycle is particularly bene-
cial to incumbents ( Rogoff 1987 ) and finds empirical sup-
ort in subsequent studies ( Alesina 1988 , 36–38), particu-

arly in developing countries ( Drazen 2001 , 96–99; Brender
nd Drazen 2005 ; Shi and Svensson 2006 ). 

Short-run PBC tendencies in developing country fiscal
olicy should give rise to long-run effects on debt. If govern-
ents spend more before elections and presumably do not

und this expenditure with tax increases that would backfire
olitically, such expenditure should increase post-election
ebt levels. However, empirical evidence of such post-
lection debt increases is limited ( Alesina and Passalacqua
016 , 13–15) and some further argue developing country
ncumbents may have reasons to tighten fiscal policy during
lection periods, leading to null effects on debt ( Kaplan and
homsson 2017 ). 
In sum, many expect PBC effects in core macroeconomic

olicy areas, particularly in fiscal policy in developing coun-
ries. While empirical evidence provides mixed support, the
elationship between electoral incentives and economic pol-
cymaking remains a central theme in political economy. In-
eed, recent studies have applied PBC theory to study other
acroeconomic policies and trends, including patterns of

oreign reserve accumulation ( Jäger 2016 ), as we discuss
ext. 

PBC Effects on Foreign Reserves 

oreign reserves are a macroeconomic self-insurance tool
or developing countries. In response to currency, finan-
ial, and other crises associated with global economic in-
egration in the 1990s, developing countries began pri-
ritizing the accumulation of reserves to build liquidity
uffers against shocks ( Feldstein 1999 ; Aizenman and Riera-
richton 2008 ). 2 However, there has been significant vari-
tion in reserve levels across developing countries in this
eriod ( Obstfeld, Shambaugh, and Taylor 2010 ; Arslan and
antú 2019 ) and there are opportunity costs for countries

hat do maintain high reserve levels ( Rodrik 2006 ; Levy-
eyati and Gomez 2019 ). 

Why do foreign reserve levels vary across developing
ountries? In addition to precautionary self-insurance mo-
ivations, many studies highlight the importance of whether
nd how governments use reserves to pursue other macroe-
onomic policy goals in the short term. Typical economic
xplanatory factors include sterilizing volatility in terms-of-
rade, currency markets, or capital flows ( Arslan and Cantú
019 ). Domestic institutions such as independent central
anks ( Shih and Steinberg 2012 ) and financial openness
nd depth ( Aizenman et al. 2024 ) may also affect reserve
ccumulation. 

Others find evidence of PBC effects on reserves, argu-
ng that incumbents draw down reserves to provide sev-
ral short-run economic benefits to voters before elec-
ions ( Dreher and Vaubel 2009 ; Walter and Willett 2012 ;
äger 2016 ). Reserves may be used to stabilize currencies
 Walter and Willett 2012 ), support expansionary monetary
olicy ( Dreher and Vaubel 2009 ), mitigate capital flight
 Aizenman and Lee 2007 ; Hur and Kondo 2016 ), pay for-
ign currency debts or import costs ( Rodrik 2006 ; Nugee
017 ), or fund both domestic private sector lending and
2 Reserve accumulation since the early 2000s primarily stems from capturing 
apital inflows rather than current account surpluses (de Paula, Fritz, and Prates 
024 , 4). This signals reserve levels increasingly became a function of factors be- 
ond merely trade flows in the period under study here. 

b
l
b

scal expenditure ( Cheng 2015 ). Pre-election incentives to
raw down reserves to gain these benefits may help explain
hy democracies have accumulated lower reserve levels than
utocracies since the 1990s ( Jäger 2016 ). 

Such use of reserves requires accepting the long-term
osts of having lower reserve levels in the future, as well
s potential unintended long-term consequences in other
reas of the macroeconomy ( Rodrik 2006 ; Levy-Yeyati and
omez 2019 ). For example, selling reserves to gain immedi-
te benefits implies there will be less available for macroeco-
omic management or debt repayment in the coming years.
ut PBC theory provides reason to expect the short-run po-

itical benefits of using reserves to outweigh considerations
f long-term economic costs for incumbents with short time
orizons. 

Foreign Bond Markets: An Alternative to using Reserves 

he decision to either build reserves as a buffer against
uture shocks or draw down reserves to fund short-term

acroeconomic goals does not occur in a vacuum. Govern-
ents can also obtain foreign-denominated liquidity, or the

ungible foreign capital needed to perform the macroeco-
omic operations noted above, by borrowing on external
ond markets. In this sense, borrowing foreign capital pro-
ides an alternative to drawing down reserves. As Rodrik
2006 , 254–55) notes, one “way to think of the cost of [in-
reasing] reserves is that it constitutes the price tag … for
olicymakers’ reluctance to rein in … external borrowing.”
n other words, accumulating rather than investing in for-
ign exchange incentivizes more borrowing. 3 

Insofar as reserves and borrowings are options for gov-
rnments needing fungible capital that allows them to pur-
ue macroeconomic policy goals, the trade-offs associated
ith using one or the other option are likely relevant to
BC theories of reserve levels. As detailed above, incum-
ents may draw down reserves before elections for several
easons—but bond issuances can also serve these same pur-
oses. 
Most directly, new foreign borrowings can be transferred

nto reserve coffers, providing an injection of foreign ex-
hange that replenishes or increases reserve levels for sub-
equent use ( Sosa-Padilla and Sturzenegger 2023 ). More in-
irectly, foreign borrowings can substitute for reserves by
moothing consumption ( Fatás et al. 2019 ), maintaining in-
estment levels ( Arellano and Ramanarayanan 2012 ), pay-
ng for new expenditure ( Cormier 2024 ), or supporting

onetary and exchange rate policy goals ( Wheeler 2004 ,
2–45) “without having to use foreign-exchange reserves”
 The Business Standard 2023 ). 

Such use of foreign bonds comes with long-term costs:
ebt levels rise; greater future repayment obligations in-
rease default risk; rolled-over debt may be more ex-
ensive than previous debt; using debt for monetary or
ther macroeconomic purposes besides investment may
ndermine debt sustainability. But this type of short-
erm and long-term trade-off exemplifies the types of
olicymaking decisions that are plausibly subject to PBC

ncentives. Despite the long-term risks associated with
orrowing, incumbents with short time horizons should
heoretically be likely to prioritize the short-run benefits of
orrowing. 
3 Rodrik was concerned with tendencies in short-term borrowing against the 
ackdrop of increased reserve accumulation across developing countries, but the 

ogic can also be applied to the relationship between foreign reserves and foreign 
orrowing more generally. 
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Hypothesis: Global Finance Conditions PBC Effects on 

Foreign Reserves 

Framing reserves and borrowings as options governments
can use during PBC election periods provides a departure
point for theorizing that the price of one option (borrow-
ing) affects the use of the other (reserves). 

We hypothesize that whether governments draw down re-
serves before elections depends on the cost of borrowing,
which for developing countries is significantly influenced
by global financial cycles. When pre-election global inter-
est rates are high and borrowing is expensive, governments
draw down reserves to produce short-run economic ben-
efits for voters. This is what PBC studies of reserve levels
expect ( Dreher and Vaubel 2009 ; Walter and Willett 2012 ;
Jäger 2016 ). But when pre-election global interest rates are
low and borrowing is cheap, governments borrow instead of
drawing down reserves. 

Global financial cycles refer to the way in which financ-
ing conditions set in major economies, especially the United
States, affect global investor risk appetite and thus the
cost and volume of capital available to developing coun-
tries ( Rey 2018 ). A key determinant of financial cycles in
the sovereign borrowing context is the US monetary pol-
icy, which sets benchmark prices for global bond investors
( Miranda-Agrippino and Rey 2020 ). When US interest rates
are low, global investors seek returns elsewhere, making
it relatively cheaper for developing countries to issue new
bonds. When US interest rates are high global investors
move capital back to major economies, making it relatively
expensive for developing countries to issue new bonds.
These structural-cyclical effects on the cost of capital affect
all developing country governments, despite variations in
their own country-specific creditworthiness ( Rey 2018 , 7–9).

By setting the relative cost of borrowing, we expect the
global financial cycle to condition the effect of short-run
PBC policy maneuvers on reserve levels identified in the
literature. This conditioning effect can occur through two
mechanisms. 

First is a reserve replenishment mechanism. As discussed in
the previous section, governments can add directly to re-
serves by issuing foreign currency bonds. Should govern-
ments offset reserve use by issuing foreign bonds, use of re-
serves will not lead to a detectable drop in reserve levels.
When borrowing is cheap, this replenishment mechanism is
likely since under such conditions governments can replen-
ish reserves at a low cost via relatively cheap bonds. 

Second is a reserve substitute mechanism. As discussed
in the previous section, foreign borrowing allows govern-
ments to obtain the foreign capital needed to implement
policy efforts designed to smooth consumption, maintain
investment, fund expenditure, or perform stabilizing mon-
etary and currency market operations. When borrowing is
cheap, issuing bonds as a substitute for using reserves for
these purposes is more prudent than when borrowing is
expensive. 4 

Of course, foreign currency bonds are not the only financ-
ing option available to developing country governments
( Bunte 2019 ; Ballard-Rosa, Mosley, and Wellhausen 2022 ;
Zeitz 2022 ; Cormier 2023 , 2024 ; Mosley and Rosendorff
2023 ). However, foreign currency bonds are the financial re-
source we expect to most directly provide replenishment op-
tions and substitute alternatives to drawing down reserves.
Local currency bonds nor official multilateral and bilateral
4 This is not an either/or proposition, but one of prioritization. Using reserves 
does not mean zero borrowing will occur and borrowing does not mean zero 
reserves will be used, but that relative use of each varies. 

 

 

 

 

loans are as likely to affect use of reserves. On the for-
mer, local currency debt cannot be easily transferred di-
rectly into reserves because they do not provide foreign
currency. On the latter, negotiating with multilaterals and
bilaterals can take years and involves conditions, limiting
the degree to which they provide access to fungible funds
to support short-run economic maneuvers during election
periods. 

Practical evidence of both mechanisms, and thus an im-
portant relationship between use of reserves and the cost of
borrowing, is present around the developing world. Credit
rating agency Moody’s notes that Argentina, Pakistan, and
Tunisia monitor US monetary policy to determine the ex-
tent to which they should issue new debt or accept lower
reserves to pay upcoming debt obligations ( Siddiqui 2024 ).
South Africa uses the cost of borrowing as an important
data point when deciding whether to draw down reserves
or issue more debt to fund domestic economic policy or ma-
turing debt repayments ( Cotterill 2023 ). Around the devel-
oping world, countries are able to “muddle through” such
decisions without serious ramifications when borrowing is
cheap, but expensive market access can lead governments
to draw down reserve levels ( Setser 2022 ). 

Moreover, this relationship is particularly salient during
election periods. Against the backdrop of low global interest
rates and thus cheap borrowing, the Turkish government is-
sued bonds to replenish reserves as it worked to stabilize its
currency before elections in 2019 ( Yackley and Rocco 2019 ).
In contrast, against the backdrop of high global interest
rates and thus expensive borrowing, Kenya canceled plans
to issue bonds in the lead up to elections in 2022 ( Holland
2022 ) and instead drew down reserves to decade-low levels
( Fitch 2023 ). Only after the election did the Kenyan gov-
ernment set a new target for re-accumulating depleted re-
serves ( Nation 2023 ). Similarly, against the same backdrop
of high global interest rates and expensive borrowing costs,
India’s reserve levels dropped sharply in the lead-up to elec-
tions in 2024 ( Kalra and Banerjee 2023 ) and returned to
previous levels only after the elections ( Nayak 2024 ). In the
same high interest rate context, South Africa used 1/3 of
its reserves to “create spending room in an election year,”
including to explicitly support public sector firms and em-
ployment, which would provide benefits for the left-leaning
government’s core constituencies ( Mkokeli 2024 ). 

Both replenishment and substitute mechanisms have the
same observable implication in the PBC context: When
global interest rates are low and borrowing is relatively
cheap, it is likely that election periods do not lead to a drop
in reserve levels. Our hypothesis is 

H1: When global interest rates are low, developing country reserve
levels do not decrease before elections. When global interest rates are
high, developing country reserve levels do decrease before elections. 

Empirical Analysis 

We build a panel dataset of developing countries to test our
hypothesis. We include all countries not in the Organiza-
tion for Economic Cooperation and Development (OECD)
countries except those with a population under one million.
Given PBC theories are applicable to democracies, we drop
non-democracies by excluding country-years with a Varieties
of Democracy (VDem) polyarchy measure under 0.42, as
suggested by VDem ( Kasuya and Mori 2019 ). The panel runs
from 2000 to 2019, beginning after the late 1990s Asian Fi-
nancial Crisis raised the salience of reserve accumulation as
a strategy for developing countries to build buffers against



B. CO R M I E R A N D P. SH E A 5 

Table 1. Models of reserve levels 

Model 1 2 3 4 

ElectionPeriod −0.213 ∗ 0.582 ∗ 0.715 ∗ 0.379 
(0.106) (0.258) (0.282) (0.239) 

USRates −0.247 ∗∗ 0.017 −0.617 ∗∗∗ −0.192 ∗
(0.091) (0.046) (0.099) (0.094)

ElectionPeriod ∗USRates −0.170 ∗ −0.240 ∗∗ −0.184 ∗
(0.071) (0.083) (0.072) 

ElectionYear 0.155 0.073 0.163 
(0.130) (0.131) (0.130) 

�Reserves ( t -1) −0.166 ∗∗ −0.172 ∗∗∗ −0.168 ∗∗
(0.057) (0.052) (0.057) 

GDPpcap 0.000 0.000 
(0.000) (0.000) 

GDPgrowth 0.004 0.006 
(0.018) (0.018) 

NatRents −0.010 −0.012
(0.021) (0.021)

CurrAcct 0.002 0.002
(0.008) (0.008)

ExtDebt −0.001 −0.001
(0.001) (0.001)

DebtService −0.926 −0.943
(1.208) (1.170)

Inflation 0.010 0.011
(0.008) (0.008)

Peg 0.191 0.183
(0.165) (0.165)

CBI −0.628 −0.432
(0.622) (0.603)

TaxRevenue 4.765 ∗ 4.811 ∗
(2.318) (2.322)

CreditRating 0.056 0.056
(0.030) (0.030)

CCrisisYrs 0.013 0.013
(0.013) (0.013)

DCrisisYrs −0.019 −0.020
(0.012) (0.012)

Democracy 0.514 0.613
(0.943) (0.950)

Left −0.054 −0.061
(0.120) (0.121)

Constant −280.022 ∗ −1.681 ∗∗∗ −227.244 ∗ −296.632 ∗
(115.145) (0.136) (110.344) (116.412) 

N 700 1153 1044 700 
Unit Effects YES YES YES YES 
Time Trend YES NO YES YES 

Note s: Robust Standard Errors in parentheses. All control variables 
lagged. 
∗p < 0.05, 
∗∗p < 0.01, 
∗∗∗p < 0.001. 
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5 Another common measure is reserves as a percentage of outstanding short- 
term debt, reflecting the idea that countries should hold enough reserves to pay 
for immediate repayment obligations ( European Central Bank 2019 ). However, 
given our interest in using financial and debt factors as explanatory variables, we 
use the months-of-imports measure to avoid endogeneity in our models. 

6 Snap elections are thus included. 
7 Some criticize previous PBC studies for overlooking lead time. “It is common 

practice in the literature to enter an election dummy if elections were held in a 
xogenous shocks. In the fully specified model with all con-
rols ( table 1 , Model 4), fifty non-OECD democracies are
ncluded in the sample. See Online Appendix A for these
ountry-years. 

Dependent Variable 

he dependent variable is a country’s year -over -year change
n reserve levels, measured in terms of months of im-
orts ( �Reserves ). Reserves are commonly measured in
onths of import coverage to reflect traditional pol-

cy advice that countries should hold at least enough
eserves to sustain 3 months of imports should short-
erm balance-of-payments issues arise ( Rodrik 2006 , 255;
uropean Central Bank 2019 ). 5 A decrease in �Reserves in-
icates a country drew down reserves in a given year while
n increase indicates the country built up reserves in a given
ear. Data are from the International Monetary Fund (IMF).

Explanatory Variables 

e hypothesize that �Reserves is significantly associated with
BCs (whether a democracy is in an election period) but
hat this is conditional on the cost of borrowing in that pe-
iod (informed by global financial cycles set by US interest
ates). 

The first explanatory variable, then, is yields on United
tates 10-year treasuries ( USrates ). As discussed above, US
onetary policy is a cornerstone of global financial cycles.

en-year treasuries are a benchmark asset through which
S interest rates directly affect the cost of borrowing for
eveloping countries, setting the relative appeal to global

nvestors of US treasury bonds vis-à-vis developing country
onds. When US interest rates and treasury yields are low
lobal investors seek returns outside of the rich world, mak-
ng it relatively cheap for developing countries to borrow.

hen US interest rates and treasury yields are high global
nvestors move capital to the rich world, making it rela-
ively expensive for developing countries to borrow. Data are
he annual average yield on US 10-year treasuries, obtained
rom the US Federal Reserve. 

The second explanatory variable is whether a country is in
n election period. Identifying election periods is complex
or at least three reasons. First, for incumbents to gain the
lectoral benefits of PBC policy efforts, policies must have
he time to be felt by the electorate—lead time should be
ccounted for if seeking to identify the timeframe within
hich policy choices are likely informed by PBC incentives
nd the effects of those policies are likely to arise ( Alesina,
ohen, and Roubini 1991 , 22–23; Gootjes, de Haan, and

ong-A-Pin 2021 , 4–5). Second and relatedly, fiscal policy-
aking and corresponding borrowing decisions are annual-

zed processes. The outcomes observed in year t are a func-
ion of drawn-out deliberations and negotiations that ac-
ually occur throughout year t and even t-1 ( International

onetary Fund 1996 , 3; Cormier 2024 ). Fiscal and many
ther PBC-informed policies are not likely to be negotiated,

mplemented, and have their effects felt so rapidly as to
ave all these steps occur in the mere months leading up

o an election. This is another sense in which sufficient lead
ime must be accounted for to fully identify the effects of
BC incentives on policy. Third, elections occur in different
onths. This means outcomes observed in year t may not

e a function of PBC incentives, particularly if elections are
arly in the year. 

We deal with this complexity by identifying election pe-
iods in three ways. Our first approach is coding Election-
eriod = 1 where a country has an election next year or
his year. 6 This window accounts for forward-looking plan-
ing by incumbents as elections draw near, allowing suffi-
ient lead time to identify when PBC incentives are likely
o inform policymaking. 7 ElectionPeriod = 0 where a country
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is further out than this from a planned election. We begin
with this approach because all other data, including depen-
dent variable �Reserves, is annual. But, to address the extent
to which this identification of ElectionPeriod includes obser-
vations that may be a function of newly elected government
policies rather than PBC incentives, models using this ap-
proach also control for election years. Given a 2-year Elec-
tionPeriod window, this isolates and controls for the observa-
tions at greater “risk” of including data that are a function of
newly elected governments. Where both ElectionPeriod and
ElectionYear = 1, this overlap controls for the observations
that may reflect newly elected government policies. Data are
from the Database of Political Institutions (DPI; Beck et al.
2001 ). 

Our second approach is to leverage election months,
following other previous PBC studies ( Dreher and Vaubel
2009 ; Gootjes, de Haan, and Jong-A-Pin 2021 ), to provide a
more granular approach to identifying the moments where
PBC incentives are likely to inform policymaking. Election-
Months codes election periods by taking the share of the
election year ( t ) and pre-election year ( t-1 ) that falls within
12 months before an election. For example, a March elec-
tion would mean an election year t has a score of 3/12 or
0.25 (for January–March) while the previous year t-1 would
score 9/12 or 0.75 (for April–December). The greater the
share, the more of that year was an election period. Election-
Months = 0 indicates the entire year was a non-election pe-
riod. In models using this monthly measure, we also control
for the share of the year that is post-election. PostElection-
Months = 0 in a pre-election year and = 1 minus the value
of ElectionMonths in an election year. Since this measure is
still fundamentally a 2-year window, this helps control for
the complexity surrounding election year observations de-
scribed above. 

Our third approach is a hybrid of the first two, where we
combine election-year months with the entire pre-election
calendar year. This approach accounts for the fact that some
pre-election uses of reserves may require extended peri-
ods to generate benefits for voters, while others may have
more immediate effects. The hybrid measure maintains the
monthly share approach in election years but includes the
full calendar year before an election: HybridElection = 1 in a
pre-election year, and the share of months before the elec-
tion in an election year (so larger percentages closer to 1
indicate more of that election year was an election period). 

In the models below, we interact these two explanatory
variables to test our hypothesis that the relationship be-
tween ElectionPeriod (or ElectionMonth or HybridElection ) and
�Reserves is conditional on USrates.

Control Variables 

We control for several factors that might also affect whether
a developing country draws down or builds up reserves each
year. Current account balance ( CurrAcct) controls for po-
tential balance of payments issues requiring use of reserves
such as export price drops or export revenue surges. 8 Peg
controls for fixed exchange rate regimes or managed peg
regimes since reserves are central to managing such regimes
( Ilzetzki, Reinhart, and Rogoff 2019 ). Central bank inde-
particular year . However , that practice is likely to create measurement error … govern- 
ments can manipulate fiscal policy in the year prior to an election. In fact, they 
probably should do so if they want to benefit electorally from their manipulations in view 
of the time delay r equir ed for new fiscal policy measures to pr oduce macr oeconomic effects ”
( Gootjes, de Haan, and Jong-A-Pin 2021 , 4–5, emphasis added). 

8 Macroeconomic indicators are from the World Bank World Development 
Indicators unless otherwise cited. 

 

 

 

 

pendence ( CBI ) controls for the possibility that these insti-
tutions have certain preferences for reserve levels ( Garriga
2016 , 2025 ). Inflation may also affect use of reserves. We in-
clude TaxRevenue as a percentage of Gross Domestic Prod-
uct (GDP) ( UNU-WIDER 2023 ). Given wide variation in de-
veloping country tax capacity both between countries and
within countries over time, this variation may affect the need
to draw down reserves in the first place. Natural resource
rents ( NatRents ), measured as a percentage of GDP from the
World Bank, control for the effect of natural resource en-
dowments and exports on reserve levels. Finally, years since
the last currency crisis ( CCrisisYrs ) or debt crisis ( DCrisisYrs )
may affect the degree to which governments prioritize build-
ing up reserves rather than drawing them down ( Nguyen,
Castro, and Wood 2022 ). 

Another set of controls accounts for individual country
debt characteristics and external borrowing preferences,
which may affect the preference for using reserves rather
than borrowing. CreditRating is the best rating a country
has from the three major credit rating agencies Moody’s,
Standard & Poor’s, and Fitch, from Bloomberg and coded
numerically. Left = 1 if DPI codes the government as left-
leaning, which may make the country more likely to is-
sue bonds and thus not use reserves. External debt stocks
( ExtDebt ) and annual debt service ( DebtService ), both mea-
sured as a percentage of GDP, may affect both the use of
reserves and a government’s willingness and ability to issue
debt. 

Finally, GDPpcap and GDPgrowth control for different eco-
nomic sizes and growth levels. Democracy is the continuous
VDem polyarchy rating. 

Models 

We use this data in interaction models. We include lagged
dependent variables and unit fixed effects. We also include
a time trend to account for aggregate growth in global lev-
els of reserve accumulation over the period of the study, and
the corresponding likelihood that governments are learning
to prioritize reserve accumulation as these policies become
more commonplace. 9 All controls are lagged. Given interac-
tion models, our inferences are based on plotting adjusted
marginal effects, where we can see the estimated effect of
ElectionPeriod on �Reserves at different levels of USrates . 

Approach 1: ElectionPeriod 

Our first approach is to use ElectionPeriod , where the full
model specification is 

�Reserves = β0 + β1 ElectionPeriod ∗ β2 USrates

+ β3 Interaction + β4 ElectionYear

+ β5�Reserve s t−1 + β6 Control s t−1 + UnitEffects

+ T imeTr end + ε.

Table 1 presents the main analysis. Model 1 estimates the
independent effects of elections and global financial cycles
on changes in reserve levels, with no interaction term. Both
perform as expected. ElectionPeriod is significantly associated
with a drop in reserves, as PBC theory expects ( Dreher and
Vaubel 2009 ; Walter and Willett 2012 ; Jäger 2016 ). Higher
USrates and thus more expensive borrowing significantly cor-
respond to drops in reserve levels, while lower USrates and
9 TimeTrend = Year ∗Global Reserve Levels. Global Reserve Levels are the total 
amount of reserves held in the world each year, from the IMF. 
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Figure 1. Predicted effect of election periods on reserve levels (Model 4). 
Ninety-five percent confidence intervals. 
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hus cheaper borrowing costs correspond to increased re-
erve levels. 

Models 2–4 in table 1 then test our hypothesis: that the
elationship between elections and reserve levels is con-
itioned by global financial cycles. Interaction model re-
ults support the hypothesis. Model 2 estimates the inter-
ction with only unit effects. Model 3 adds a lagged depen-
ent variable and a time trend. Model 4 is the full speci-
cation, adding all controls. Across specifications, there is
 significant interaction effect between ElectionPeriod and US-
ates . 

Figure 1 visualizes the interaction effect in the full spec-
fication (Model 4) with adjusted marginal effects. We plot
he expected effect of ElectionPeriod on reserve-level changes
cross all observed values of USrates in the Model 4 sample.
he figure illustrates how the effect of PBCs on reserve lev-
ls depends on the cost of borrowing. When US rates and
ields are higher, making it relatively expensive for develop-
ng countries to borrow, election periods are indeed asso-
iated with a significant decrease in a country’s foreign re-
erves. This is what PBC theories of reserve levels expect. But
hen US rates and yields are lower, making borrowing rela-

ively cheaper, election periods are not associated with any
hange in reserves. These results suggest that governments
re likely to draw down reserves in election periods only
hen borrowing is expensive. When borrowing is cheap, re-

erves are unaffected by elections due to the replenishment
nd substitution mechanisms theorized above. 

We check whether these estimations are robust to assump-
ions about constant linear effects in interaction models
 Hainmueller, Mummolo, and Xu 2019 ). Inferences based
n our interaction models depend on the assumption that
he marginal effect of ElectionPeriod is constant across all val-
es of USrates . To ensure this is the case, we estimate and plot
he adjusted marginal effect of ElectionPeriod on �Reserves in

odel 4 using a kernel estimator ( Hainmueller, Mummolo,
nd Xu 2019 , 173–75). Kernel estimators model the condi-
ional effects of ElectionPeriod on �Reserves as above , but re-
ax the assumption that these effects are linear across values
f USrates . 
Figure 2 plots the kernel estimates using Model 4 across
he range of USrates. We observe a slight curvilinear re-
ationship, suggesting the interaction effect changes at a
on-constant rate as US interest rates rise. Despite the
light curve, inferences remain the same: election peri-
ds are only likely to decrease reserves when US yields
re high and borrowing is relatively expensive. The confi-
ence intervals are sufficiently similar in width across the
ange of the USrates , and the stacked histogram suggests
ufficiently distributed data across the spectrum of USrates
hat estimations at the tails are not biased. Figure 2 pro-
ides support for drawing inferences from our interaction
odels. 
We further check validity of inferences given linearity

ssumptions by using a binning estimator ( Hainmueller,
ummolo, and Xu 2019 , 170–73). We divide the sample

nto quartiles based on USrates . Each quartile is identified
y a separate dummy variable, and each dummy variable is
hen interacted with ElectionPeriod. This relaxes the assump-
ion of linear effects across the entire range of USrates values.
f the quartile estimates differ from the performance of the
tandard model at those same range of values, the linear as-
umption in the standard model is violated. 

Figure 3 visualizes binning estimates for Model 4 and
ields the same inferences as the standard model in figure
 above. The quartile binning estimations, identified by the
our red confidence intervals, indicate that the relationship
etween ElectionPeriod and �Reserves in the upper quartile
f USrates is significantly negative and different from the

ower three quartiles, which are not statistically significant.
he first three bins cover the same range of USrates values at
hich the effect of ElectionPeriod is insignificant in the stan-
ard model ( figure 1 ). Figure 3 provides further support for
rawing inferences from our interaction models. 
Finally, beyond checking for validity of linearity assump-

ions, we consider whether there is a threshold level of US-
ates at which borrowing costs are perceived to change and
hus the effect of election periods on reserves changes. No-
able across figures 1 –3 is that the marginal effect of election
eriods consistently takes on significance above US yields
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Figure 2. Kernel estimates of conditional effects 

Figure 3. Binning the conditional effects 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

of around 3 percent. Bond markets are known to view 3
percent as a “magic number” for US treasuries ( McGeever
2018 ). When US yields rise above 3 percent, investors view
this as the point at which Treasuries yield sufficient enough
returns that it is worth investing in US treasuries, making
borrowing more expensive for developing countries. Trea-
sury yields below 3 percent, in turn, suggest borrowing re-
mains relatively cheap for borrowing countries. This makes
3 percent a plausible threshold for considering how global
financial conditions inform developing country decisions to
either borrow or draw down reserves during election peri-
ods. 

With this in mind, we divide the sample in two: when US-
rates are below or equal to 3 percent (“low rates”) and when
they are greater than 3 percent (“high rates”). Figure 4 plots
the effect of ElectionPeriod under the two conditions. We ob-
serve that elections have a null effect on reserves when US-
rates are below or equal to 3 percent but are associated with
reserve drops when USrates are higher than 3 percent. This
threshold effect helps explain why we see a significant rela-
tionship between ElectionPeriod and �Reserves only above 3
percent across estimations. 

Approaches 2 and 3: ElectionMonths and HybridElection 

The above analysis demonstrates a conditional relationship
between ElectionPeriod and �Reserves , conditional on USrates ,
using a 2-year window to identify when PBC incentives are
likely present. While this captures years subject to PBC in-
centives in a general sense, it does not account for the tim-
ing of elections within calendar years. To better capture tim-
ing dynamics, we use ElectionMonths as described earlier: 

Del t a Reserves = β0 + β1 ElectionMonths ∗ β2 USrates

+ β3 Interaction + β4 PostElectionMonths
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Figure 4. Predicted effect of election periods on reserve levels, by low and high US treasury yields 

Table 2. Models of reserve levels with election period approaches 2 
and 3 

Model 5 6 7 8 

USrates −0.234 ∗ −0.203 ∗ −0.237 ∗∗ −0.196 ∗
(0.091) (0.095) (0.091) (0.093)

ElectionMonths −0.246 0.437
(0.130) (0.339)

ElectionMonths ∗Usrates −0.207 ∗
(0.103)

ElectionHybrid −0.283 ∗∗ 0.271 
(0.097) (0.267) 

ElectionHybrid ∗Usrates −0.170 ∗
(0.082)

PostElectionMonths 0.129 0.127 0.113 0.118
(0.196) (0.195) (0.192) (0.192)

�Reserves ( t -1) −0.168 ∗∗ −0.168 ∗∗ −0.170 ∗∗ −0.170 ∗∗
(0.056) (0.056) (0.056) (0.057) 

N 700 700 700 700 
Unit Effects YES YES YES YES 
Time Trend YES YES YES YES 

Note s: Robust Standard Errors in parentheses. Control variables in- 
cluded in models but omitted from table 2 for space. Control variables 
lagged (Models 5 and 7 match Model 1; Models 6 and 8 match Model 
4). 
∗p < 0.05, 
∗∗p < 0.01, 
∗∗∗p < 0.001. 
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10 The Online Appendix also plots the binning estimations for interaction ker- 
nels in figures 6 and 8 , again consistent with all other results. 
+ β5�Reserve s t−1 + β6 Control s t−1

+ UnitEffects + T imeTr end + ε.

Table 2 presents this alternative specification. Results are
onsistent with table 1 . Model 5 estimates the independent
ffects of elections and global financial cycles on changes
n reserve levels, with no interaction term (matching Model
, table 1 ). Both perform as expected. ElectionMonths —the
ore an observation includes months that are within a year

f a coming election—is associated with a drop in reserves
ust above statistical significance ( p > 0.058). Higher US-
ates and thus more expensive borrowing significantly cor-
espond to drops in reserve levels. PostElectionMonths is as-
ociated with reserve increases, though not near statistical
ignificance. 

Model 6 then interacts ElectionMonths and USrates (follow-
ng the fully specified Model 4 in table 1 ). The significant
nteraction supports H1. Figure 5 visualizes the interaction
n an adjusted marginal effects plot and figure 6 plots the
ernel estimator: both show significant reserve drops dur-
ng election periods depending on the cost of borrowing
n global markets. Figures 5 and 6 match their correspond-

ng figures 1 and 2 above, which use the first approach to
oding election periods. 

Finally, table 2 then reports estimations using the Hybrid-
lection measure of election periods described earlier: 

�Reserves = β0 + β1 HybridElection ∗ β2 USrates

+ β3 Interaction + β4 PostElectionMonths

+ β5�Reserve s t−1 + β6 Control s t−1 + UnitEffects

+ T imeTr end + ε.

Results are consistent with all evidence above. Model 7 es-
imates non-interacted independent effects. Both perform
s expected. HybridElection is significantly associated with a
rop in reserves. Higher USrates significantly correspond
o drops in reserve levels. Model 8 estimates the interac-
ion. Results match previous interactions, visualized in an
djusted marginal effects plot in figure 7 and a kernel es-
imator plot in figure 8. 10 The hybrid measure yields the
trongest interaction effect across the three election period
dentification approaches, with borrowing costs estimated to
egin conditioning the relationship between elections and
eserve levels at rates slightly below 3 percent. 

Taken together, results are consistent across the three ap-
roaches to identifying election periods. Whether using 2-
ear windows, monthly shares, or a hybrid approach that
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Figure 5. Predicted effect of election periods on reserve levels (monthly measure, Model 6) 

Figure 6. Kernel estimates (monthly measure, Model 6) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

captures both immediate and longer-term dynamics, elec-
tion periods are associated with a drop in reserves condi-
tional on the cost of borrowing. 

Pre-Existing Reserve Levels 

We conclude our main analysis by considering the impor-
tance of pre-existing reserve levels. The relationship be-
tween ElectionPeriod and �Reserves may also depend on coun-
tries having sufficient reserves to draw down in the first
place. Previous government policies, previous elections, or
financial crises can deplete a country’s reserves, leaving in-
sufficient reserves for the current government to use in the
current election period. Drawing down reserves below a cer-
tain threshold could have unintended effects, such as trig-
gering a currency crisis, that would jeopardize the incum-
bent’s re-election prospects. 

To test if the above results are contingent on countries
having a certain level of reserves in the first place, we split
our sample based on whether countries have enough re-
serves to cover at least 6 months of imports. This reflects
research on what level of reserves is “adequate.” Earlier re-
search and policy advice proposed that reserve levels cover-
ing 3 months of imports are sufficient ( Rodrik 2006 , 255),
but recent work suggests this is too low in practice. For ex-
ample, the IMF finds that median reserve levels across de-
veloping countries is 6 months of imports ( International
Monetary Fund 2011 ) and countries such as Kenya currently
use 6 months of import cover as their target reserve level
( Nation 2023 ). We accordingly use a six-month threshold in
these tests. 
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Figure 7. Predicted effect of election periods on reserve levels (hybrid measure, Model 8) 

Figure 8. Kernel estimates (hybrid measure, Model 8) 
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We replicate Model 3 in table 1 but split the sample in
wo: countries with reserve levels > 6 months of imports
left panel) and countries with less than six months (right
anel). 11 Figure 9 presents the results using this threshold.
e observe the expected conditional relationship between

lections and reserves when reserve levels are above the 6-
onth threshold. However, when reserve levels are already

ow, governments are not likely to draw down reserves to
upport PBC maneuvers during election periods. This adds
n important scope condition to our hypothesis that global
nance conditions government use of reserves before elec-

ions: the conditional effect of global finance on PBC effects
11 This omits controls other than a lagged dependent variable, for the pur- 
oses of maintaining a sufficiently large N in each model given a split sample. 

p  

c  

V  

a  
n reserves is most likely present when a country has suffi-
ient reserve levels, to begin with. 

Online Appendix and Robustness Checks 

he Online Appendix provides additional empirical anal-
ses and robustness checks that further support our main
ndings. While we summarize the key results here, we refer
eaders to the Online Appendix for complete details. On-
ine Appendix A lists the fifty non-OECD democracies in-
luded in the Model 4 sample with all controls. Online Ap-
endix B provides descriptive statistics. Online Appendix C
hecks robustness to using regime-type datasets other than
Dem and alternative thresholds for what is considered
 democracy. To check that VDem’s recommended 0.42
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Figure 9. Predicted effect of election periods 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

polyarchy measure threshold for identifying democracies is
not responsible for the results above, we lower the thresh-
old to 0.33, expanding the number of countries and obser-
vations included in the sample. We then use VDem’s binary
regime-type measure to identify democracies. Finally, we use
an alternative regime-type dataset to check that VDem cod-
ing is not responsible for the findings ( Boix, Miller, and
Rosato 2013 ). Results do not change. 

We also probe country heterogeneity in more detail,
beyond using unit fixed effects and an array of plausi-
bly important controls as we do in the main analysis.
Online Appendix D uses an entropy-matching identifica-
tion strategy that reweights controls to achieve covariate
balance between different units. Results and inferences are
consistent. 

Online Appendix E then focuses on two specific points of
unit heterogeneity: CBI and exchange rate regimes. First,
Online Appendix E splits the sample into countries with
high and low levels of CBI. High CBI may act as an addi-
tional constraint on government use of foreign reserves for
PBC purposes. The interaction is statistically significant in
both low and high CBI models, indicating our results are not
conditional on CBI. Second, Online Appendix E splits the
sample into countries with pegged and floating exchange
rate regimes. Pegs may act as an additional constraint on
government’s use of reserves given the salience of protecting
reserves in such contexts. We find the hypothesized relation-
ship is most clear in floating regimes. As we discuss in On-
line Appendix E, the majority of the full sample observations
do not have pegged regimes, so this does not undermine the
main inferences. Some data limitations also give reason for
caution. But this may be a scoping condition to take into ac-
count, as countries with pegged regimes are plausibly more
protective of reserve levels. 
We address control variable collinearity by dropping a
subset of controls in Online Appendix F. Online Appendix
G then uses alternative dependent variables to address
concern that, given a fractional dependent variable using
months of imports as the denominator, relationships may
be a function of changes in imports rather than reserve use.
We use reserves as a percent of GDP and a simple percent
change in reserve levels (with no denominator). Results re-
main consistent across Online Appendices F and G. 

Finally, we report results with an expanded sample and a
final election measure. Online Appendix H includes Mex-
ico and Turkey in the sample, omitted from the main anal-
ysis since they are OECD members from the beginning of
our sample timeframe. Online Appendix I codes whether
election years held elections in the first half rather than the
second half of the year, a more coarse and somewhat redun-
dant measure to the more granular monthly approaches we
use in the main analysis. Results persist in Online Appen-
dices H and I. 

Debt Effects 

We find robust evidence in favor of H1 . PBC effects on re-
serves are likely when it is relatively expensive for developing
countries to borrow, but not likely when it is relatively cheap
for governments to borrow. A corollary of H1 is that when
countries do draw down reserves to fund policy efforts, this
should lead to less debt accumulation insofar as reserve use
replaces borrowing needs. In contrast, when countries do
not draw down reserves to fund policy efforts, this should
incentivize more debt issuance. 

In Online Appendix J, we report preliminary evidence
that this is the case. Using the outcome variable in the mod-
els above ( �Reserves ) as an explanatory variable, we model
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ond issuance using annualized measures of foreign bond
ssues ( Ballard-Rosa, Mosley, and Wellhausen 2022 ). Models
stimate increasing (i.e., protecting) reserves correspond to
ore bond issuance, while decreasing (i.e., drawing down)

eserves correspond to less bond issuance. 
As we explain in Online Appendix J, these estimations are

aïve and should be interpreted with caution. Full theoreti-
al and empirical treatment of reserve effects on debt accu-
ulation requires a separate study. But Online Appendix J

oes provide further evidence of a significant practical rela-
ionship between foreign reserve use and borrowing as we
heorize in this paper. This also has implications for think-
ng about PBC effects on debt levels, as we discuss in the
onclusion. 

Conclusion 

his study demonstrates that global finance conditions PBC
ffects on macroeconomies, using the case of foreign re-
erves. We find that the cost of borrowing on external bond
arkets conditions the effect of election periods on foreign

eserve levels. When pre-election global interest rates are
igh and borrowing is expensive, governments are likely to
eplete reserves to fund stabilizing and expansionary PBC
olicy maneuvers. However, when pre-election global inter-
st rates are low and borrowing is cheap, governments can
orrow to replenish reserves or obtain substitute capital, re-
ulting in no significant election effect on reserve levels. We
hus find that PBC effects on reserve levels, found in pre-
ious studies ( Dreher and Vaubel 2009 ; Walter and Willett
012 ; Jäger 2016 ), are conditional on global finance. 

These findings have several implications. First, they help
xplain temporal and spatial variation in reserve accumu-
ation across the developing world. The results shed light
n the conditions under which political incentives are most

ikely to jeopardize the long-term self-insurance benefits of
eserve accumulation. If borrowing is expensive, concern
bout the cost of new debt (leading to the drawing down
f reserves) ultimately outweighs the opportunity cost of
aintaining reserves. In this sense, the study more generally

rovides an example of how political policy decisions can
ut macroeconomic managers in a bind they likely prefer
o otherwise avoid. To the extent that implementing PBC-
nformed policies means either debt will increase or reserves
ill drop, technocrats must make a decision about which
ption to prioritize and cannot escape some corresponding
et of long-term negative effects on key aspects of public fi-
ances. 
Second, the results suggest global financial conditions
ay play an underappreciated role in moderating PBC ef-

ects. For example, to the extent that theorized PBC effects
n debt levels have been supported with only mixed empiri-
al evidence ( Alesina and Passalacqua 2016 ), the availability
nd use of reserves as a substitute for bond issuance may
e an important but previously under-appreciated factor to
onsider in studies of PBC effects on debt. 

Finally, the study suggests the benefits of further re-
earch on how global financial conditions interact with
omestic political institutions to shape a variety of eco-
omic policy choices (such as the use of reserves) and eco-
omic stability (such as variation in reserve levels) in de-
eloping countries. Global financial conditions have been
 central topic in recent IPE studies of sovereign debt
 Bauerle Danzman, Winecoff, and Oatley 2017 ; Naqvi 2019 ;
allard-Rosa, Mosley, and Wellhausen 2021 ; Zeitz 2022 ), but
ur study suggests that global financial conditions can have

mportant effects on areas of domestic economic policy out-
ide of debt, where the cost of borrowing has indirect effects
n policy options and choices. 
The accumulation of foreign reserves has become an

mportant self-insurance strategy for developing countries
eeking resiliency against economic shocks. The experi-
nces of the Asian Financial Crisis in the late 1990s and
he Global Financial Crisis in 2008–2009 have underscored
he benefits of reserve buffers in mitigating the impact of
rises on domestic economies. However, our findings sug-
est the probability that governments maintain these buffers
s significantly affected by global financial conditions. This
aises concerns about the vulnerability of developing coun-
ries to future crises, as gains in reserve accumulation may
e eroded by global financial pressures through rising in-
erest rates. Moreover, given the importance of reserves to
overeign risk assessments, understanding the politics of re-
erves may shed further light on the probability of default
nd outcomes of restructuring negotiations ( Lipscy and Lee
019 ; Ferry 2023a , b ; Ferry and Zeitz 2024 ). Future IPE re-
earch could explore the broader implications of these dy-
amics, such as how financial markets perceive and respond

o reserve-level changes, and how global financial conditions
ffect the politics of economic policymaking beyond debt. 

Supplementary material 

upplementary material is available at
nternational Studies Quarterly online. 
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