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Figure 1. The Proportion of SDC occurrence


[image: image1]
Note: Figure 1 presents the proportion of SDC occurrence in CDS and Non-CDS countries, before and after CDS trading initiation.

Appendix 1: CDS trading countries and their CDS starting dates
	Country
	CDS starting dates
	Country
	CDS starting dates
	Country
	CDS starting dates
	Country
	CDS starting dates

	Angola
	09/09/2008
	Egypt
	21/03/2002
	Malaysia
	23/04/2001
	Slovakia
	24/05/2001

	Argentina
	28/02/2001
	El Salvador
	29/07/2002
	Malta
	18/07/2003
	Slovenia
	26/04/2001

	Austria
	29/05/2001
	Estonia
	09/06/2004
	Morocco
	26/03/2001
	South Africa
	11/01/2001

	Australia
	30/04/2003
	Finland
	23/04/2001
	Netherlands
	31/07/2003
	Spain
	31/01/2001

	Belgium
	31/01/2001
	France
	12/04/2002
	Norway
	24/10/2003
	Serbia and Montenegro
	23/06/2006

	Bulgaria
	28/02/2001
	Guatemala
	29/07/2003
	New Zealand
	31/07/2003
	Sweden
	04/01/2001

	Bahrain
	09/02/2004
	Iceland
	31/12/2003
	Oman
	15/10/2008
	Switzerland
	05/06/2007

	Canada
	01/01/2003
	Indonesia
	29/11/2001
	Pakistan
	29/06/2004
	Thailand
	28/02/2001

	Chile
	01/02/2002
	Iraq
	13/02/2006
	Panama
	01/02/2002
	Trinidad and Tobago
	23/11/2004

	Hong Kong
	02/07/2002
	Ireland
	01/01/2003
	Peru
	01/02/2002
	Turkey
	19/01/2001

	Colombia
	28/02/2001
	Israel
	23/04/2001
	Philippines
	22/03/2001
	United Arab Emirates
	21/02/2007

	Costa Rica
	29/07/2003
	Italy
	31/01/2001
	Poland
	04/01/2001
	United Kingdom
	27/10/2004

	Croatia
	04/01/2001
	Jamaica
	22/05/2003
	Portugal
	07/02/2002
	Ukraine
	26/09/2002

	Cyprus
	01/02/2002
	Japan
	04/01/2001
	Qatar
	05/09/2001
	Uruguay
	25/03/2002

	Czech Republic
	26/02/2001
	Kazakhstan
	17/11/2003
	Romania
	11/02/2002
	United States
	01/12/2003

	Germany
	02/07/2002
	Korea (Republic of)
	28/03/2001
	Ghana
	15/09/2008
	Venezuela
	26/02/2001

	Denmark
	26/11/2002
	Latvia
	29/08/2003
	Russian Federation
	23/04/2001
	Viet Nam
	06/08/2002

	Dominican Republic
	22/05/2003
	Lebanon
	02/07/2002
	Saudi Arabia
	09/06/2004
	
	

	Ecuador
	06/06/2003
	Lithuania
	15/04/2002
	Singapore
	18/07/2003
	 
	 


Notes: The list of CDS trading countries and their corresponding CDS introduction dates, using data from Markit Group Limited.

Appendix 2: Sources and definitions of variables

	Variables
	Definitions
	Sources

	CDS dummy
	Dummy variable equal to 1 if a country has a USD-denominated CDS contracts with a maturity of 5-years on its sovereign debt, 0 otherwise
	Markit database

	SDC dummy
	Dummy variable equal to 1 if a country experiences a sovereign debt crisis or debt restructuring in a particular year, and 0 otherwise
	Laeven & Valencia (2013)

	Banking crisis
	Dummy variable equal to 1 if a country experiences a banking crisis in a particular year, and 0 otherwise
	

	Currency crisis
	Dummy variable equal to 1 if a country experiences a currency crisis in a particular year, and 0 otherwise
	

	Government debt-to-GDP
	General government gross debt, percent of GDP
	World Economic Outlook (WEO), IMF

	Fiscal balance-to-GDP
	General government net lending/borrowing, percent of GDP
	

	Inflation rate
	Inflation, average consumer prices, percent change
	

	Current account balance-to-GDP
	Current account balance, percent of GDP
	

	Government bond yield 
	Long term government bond Yield 
	International Financial Statistics (IFS), IMF

	Financial system deposits
	Demand, time and saving deposits in deposit money banks and other financial institutions as a share of GDP
	

	Reserves-to-GDP
	Annual total exchange reserves, percent of GDP
	World Development Indicators (WDI), World Bank

	Private credit-to-GDP
	Domestic credit to private sector, percent of GDP
	

	GDP growth rate
	Annual growth rate of GDP
	

	Official exchange rate
	Annual average official exchange rate, local currency units relative to the U.S. dollar
	

	Capital account balance
	Capital account balance, percent of GDP
	

	Financial account balance
	Financial account balance, percent of GDP
	

	Executive constraints
	Extent of institutionalized constraints on the decision-making powers of chief executives
	Polity IV

	Financial openness index 
	Index measuring the extent of openness in capital account transactions based on the information from IMF’s Annual Report on Exchange Arrangements and Exchange Restrictions
	Chinn & Ito (2008)

	Stock market crisis
	Dummy variable equal to 1 if a country experiences a stock market crisis in a particular year, and 0 otherwise
	Reinhart & Rogoff (2010) 

	Crisis contagion
	Dummy variable equal to 1 if at least one country in a same region faces a sovereign debt crisis; 0 otherwise. We use the World Bank country classification by region
	Authors’ calculations based on sovereign debt crisis data from Laeven & Valencia (2013)

	Sovereign rating
	Long-term foreign currency government debt ratings
	Standard & Poor's, Moody's and Fitch websites

	UK legal origin
	Dummy variable equal to 1 if a country has a British legal origin, and 0 otherwise
	La Porta et al. (1999)

	IMF program dummy
	Dummy variable equal to 1 if IMF standby arrangement or IMF extended facility arrangement is in effect for at least 5 months in a particular year; 0 otherwise
	IMF website

	CDS country dummy
	Dummy variable equal to 1 if a country is a CDS trading country, and 0 otherwise
	Authors’ constructions based on Markit database

	Stock market capitalization
	Total value of all listed shares in a stock market as a percentage of GDP
	Global Financial Development, World Bank

	Stock price volatility
	Average of the 360-day volatility of the national stock market index
	Bloomberg

	Stock market return
	Growth rate of annual average stock market index
	

	Joint votes with US
	Joint votes of each Nation with the United States at the United Nations General Assembly
	Bailey et al. (2015)

	US aid
	Net official development assistance and official aid received from the United States
	Query Wizard for International Development Statistics (QWIDS), OECD

	Corruption perception index
	Corruption index of the public sectors
	Transparency International website

	Central Bank lending to government
	Index of the limits on CB lending to government
	Crowe & Meade (2008)


Appendix 3: Estimation of Propensity Scores: Benchmark and Alternative specifications
	Dependent var.: CDS dummy
	[0]
	[1]
	[2]
	[3]
	[4]
	[5]
	[6]
	[7]
	[8]
	[9]
	[10]

	Government debt-to-GDP (t-1)
	-0.00679
	-0.00564
	-0.00939
	-0.00411
	-0.00869
	-0.00679
	-0.0114*
	-0.00407
	-0.00564
	-0.0118**
	-0.00982*

	
	(0.00600)
	(0.00561)
	(0.00689)
	(0.00623)
	(0.00647)
	(0.00600)
	(0.00592)
	(0.00702)
	(0.00561)
	(0.00579)
	(0.00570)

	Fiscal balance-to-GDP (t-1)
	-0.141***
	-0.144***
	-0.144***
	-0.151***
	-0.142***
	-0.141***
	-0.128***
	-0.131***
	-0.144***
	-0.142***
	-0.143***

	
	(0.0406)
	(0.0400)
	(0.0402)
	(0.0432)
	(0.0481)
	(0.0406)
	(0.0447)
	(0.0434)
	(0.0400)
	(0.0500)
	(0.0488)

	Inflation (t-1)
	0.0197***
	0.017***
	0.020***
	0.017***
	0.036*
	0.019***
	0.015**
	0.019***
	0.017***
	0.00484
	-0.00780

	
	(0.00623)
	(0.00641)
	(0.00647)
	(0.00629)
	(0.0207)
	(0.00623)
	(0.00661)
	(0.00657)
	(0.00641)
	(0.0156)
	(0.0207)

	Reserves-to-GDP (t-1)
	-1.585
	-1.707
	-1.162
	-1.779
	-0.441
	-1.585
	-1.097
	-1.978
	-1.707
	-1.854
	-1.982

	
	(1.083)
	(1.100)
	(1.026)
	(1.114)
	(1.202)
	(1.083)
	(1.071)
	(1.251)
	(1.100)
	(1.329)
	(1.406)

	Private credit-to-GDP (t-1)
	0.0262***
	0.026***
	0.029***
	0.0226***
	0.0188***
	0.0262***
	0.0201**
	0.0310***
	0.0268***
	0.0132*
	0.00946

	
	(0.00774)
	(0.00756)
	(0.00819)
	(0.00771)
	(0.00695)
	(0.00774)
	(0.00880)
	(0.00918)
	(0.00756)
	(0.00800)
	(0.00733)

	Kaopen (t-1)
	0.151
	0.129
	0.155
	0.177
	0.276
	0.151
	0.0413
	0.0695
	0.129
	-0.0512
	-0.162

	
	(0.147)
	(0.144)
	(0.147)
	(0.151)
	(0.177)
	(0.147)
	(0.156)
	(0.168)
	(0.144)
	(0.168)
	(0.170)

	Current account balance (t-1)
	-0.0947***
	-0.096***
	-0.088***
	-0.097***
	-0.101***
	-0.094***
	-0.094***
	-0.097***
	-0.096***
	0.123***
	0.138***

	
	(0.0269)
	(0.0272)
	(0.0259)
	(0.0284)
	(0.0308)
	(0.0269)
	(0.0350)
	(0.0299)
	(0.0272)
	(0.0426)
	(0.0430)

	GDP growth (t-1)
	0.0425
	0.0431
	0.0397
	0.0394
	0.0162
	0.0425
	0.0234
	0.0607
	0.0431
	0.0232
	0.0140

	
	(0.0361)
	(0.0360)
	(0.0382)
	(0.0386)
	(0.0367)
	(0.0361)
	(0.0406)
	(0.0379)
	(0.0360)
	(0.0399)
	(0.0512)

	Executive constraints (t-1)
	0.355**
	0.355**
	0.298*
	0.261
	0.337*
	0.355**
	0.348**
	0.220
	0.355**
	0.413**
	0.529***

	
	(0.163)
	(0.161)
	(0.158)
	(0.165)
	(0.184)
	(0.163)
	(0.168)
	(0.172)
	(0.161)
	(0.172)
	(0.184)

	Constant
	-5.591***
	-5.591***
	-5.651***
	-5.482***
	-4.645***
	-4.183**
	-5.591***
	-5.216***
	-5.150***
	-4.986***
	-5.344***

	
	(1.117)
	(1.117)
	(1.123)
	(1.108)
	(1.166)
	(1.989)
	(1.117)
	(1.274)
	(1.173)
	(1.386)
	(1.511)

	Time dummies
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes

	Regional dummies
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes

	Pseudo-R2
	0.4909
	0.4926
	0.4989
	0.4178
	0.312
	0.4909
	0.4501
	0.4486
	0.4926
	0.4355
	0.4297

	Observations
	1682
	1746
	1630
	1404
	1138
	1682
	903
	1374
	1746
	629
	499


Note: Heteroskedasticity-consistent standard errors in brackets. *** p<0.01, ** p<0.05, * p<0.1. Estimations in columns [1]-[10] correspond to the ATTs reported in lines [1]-[10] of Table 2, respectively.
Appendix 4: Estimation of Propensity Scores: Additional covariates

	Dep. variable: CDS dummy
	[11]
	[12A]
	[12B]
	[12C]
	[12D]
	[13A]
	[13B]
	[13C]
	[14A]
	[14B]
	[15A]
	[15B]
	[15C]
	[16A]
	[16B]

	Gov. debt-to-GDP (t-1)
	-0.00408
	-0.00748
	-0.00592
	0.00367
	0.00380
	0.00763
	0.00827
	-0.00677
	-0.00740
	-0.00644
	-0.00669
	-0.00594
	0.0202*
	-0.00511
	-0.00561

	
	(0.00557)
	(0.00614)
	(0.00583)
	(0.00838)
	(0.00724)
	(0.00965)
	(0.00631)
	(0.00599)
	(0.00614)
	(0.00683)
	(0.00601)
	(0.00585)
	(0.0112)
	(0.00602)
	(0.00601)

	Fiscal balance-to-GDP (t-1)
	-0.186***
	-0.140***
	-0.134***
	-0.0680
	-0.0953*
	-0.160**
	-0.154***
	-0.141***
	-0.143***
	-0.156***
	-0.140***
	-0.137***
	-0.130
	-0.120***
	-0.139***

	
	(0.0418)
	(0.0409)
	(0.0516)
	(0.0497)
	(0.0488)
	(0.0730)
	(0.0446)
	(0.0407)
	(0.0413)
	(0.0462)
	(0.0404)
	(0.0396)
	(0.113)
	(0.0377)
	(0.0412)

	Inflation (t-1)
	0.0384
	0.0201***
	0.0425
	-0.0672
	-0.00853
	0.0703
	0.0505**
	0.0198***
	0.0188***
	0.0193***
	0.0195***
	0.0184***
	-0.0633**
	0.0177***
	0.0182***

	
	(0.0234)
	(0.00603)
	(0.0307)
	(0.0460)
	(0.0379)
	(0.0676)
	(0.0248)
	(0.00629)
	(0.00655)
	(0.00637)
	(0.00619)
	(0.00634)
	(0.0268)
	(0.00668)
	(0.00624)

	Reserves-to-GDP (t-1)
	-1.694*
	-1.541
	-1.090
	-1.649
	-0.875
	-0.928
	-1.733
	-1.574
	-1.531
	-1.416
	-1.569
	-1.589
	-1.582
	-1.492
	-1.619

	
	(0.990)
	(1.056)
	(1.235)
	(1.127)
	(1.291)
	(1.728)
	(1.179)
	(1.083)
	(1.075)
	(1.233)
	(1.078)
	(1.072)
	(1.581)
	(1.145)
	(1.184)

	Private credit-to-GDP (t-1)
	0.00851
	0.0260***
	0.0167**
	0.00635
	0.00390
	0.0205*
	0.00432
	0.0263***
	0.0264***
	0.0328***
	0.0264***
	0.0243***
	-0.00522
	0.0244***
	0.0260***

	
	(0.00864)
	(0.00784)
	(0.00725)
	(0.0113)
	(0.0119)
	(0.0109)
	(0.00755)
	(0.00774)
	(0.00781)
	(0.0102)
	(0.00792)
	(0.00783)
	(0.00906)
	(0.00769)
	(0.00780)

	Kaopen (t-1)
	-0.0153
	0.150
	-0.177
	-0.344
	-0.359
	0.0629
	-0.0487
	0.151
	0.160
	0.182
	0.153
	0.149
	-0.764***
	0.144
	0.121

	
	(0.180)
	(0.145)
	(0.196)
	(0.363)
	(0.340)
	(0.295)
	(0.199)
	(0.147)
	(0.147)
	(0.151)
	(0.149)
	(0.147)
	(0.223)
	(0.148)
	(0.151)

	Curr. account balance (t-1)
	0.0618**
	0.0905***
	0.0877***
	0.00845
	0.0457
	0.0987**
	0.0566*
	0.0946***
	0.0947***
	0.0983***
	0.0946***
	0.0892***
	0.0750
	0.0756***
	0.0952***

	
	(0.0259)
	(0.0267)
	(0.0323)
	(0.0448)
	(0.0414)
	(0.0487)
	(0.0309)
	(0.0269)
	(0.0273)
	(0.0293)
	(0.0269)
	(0.0264)
	(0.107)
	(0.0258)
	(0.0270)

	GDP growth (t-1)
	0.0419
	0.0443
	0.0709*
	-0.00359
	0.00879
	0.0410
	0.0250
	0.0423
	0.0446
	0.0440
	0.0422
	0.0423
	0.105
	0.0348
	0.0458

	
	(0.0389)
	(0.0362)
	(0.0378)
	(0.0480)
	(0.0475)
	(0.0592)
	(0.0419)
	(0.0361)
	(0.0366)
	(0.0372)
	(0.0358)
	(0.0363)
	(0.0794)
	(0.0351)
	(0.0376)

	Executive constraints (t-1)
	0.265*
	0.340**
	0.329*
	0.0492
	0.130
	0.329
	0.190
	0.355**
	0.348**
	0.359**
	0.354**
	0.355**
	0.439
	0.358**
	0.319**

	
	(0.161)
	(0.161)
	(0.198)
	(0.251)
	(0.253)
	(0.248)
	(0.180)
	(0.163)
	(0.163)
	(0.172)
	(0.162)
	(0.160)
	(0.281)
	(0.168)
	(0.162)

	Log GDP/capita
	1.167***
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	(0.265)
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Stock market crisis (t-1)
	
	1.178**
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	(0.511)
	
	
	
	
	
	
	
	
	
	
	
	
	

	Stock m. capitalization (t-1)
	
	
	0.00182
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	(0.00609)
	
	
	
	
	
	
	
	
	
	
	
	

	Stock m. price volatility (t-1)
	
	
	
	0.121***
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	(0.0336)
	
	
	
	
	
	
	
	
	
	
	

	Stock market return (t-1)
	
	
	
	
	0.00448
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	(0.00486)
	
	
	
	
	
	
	
	
	
	

	Gvt. bond yield spreads (t-1)
	
	
	
	
	
	0.0523
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	(0.0922)
	
	
	
	
	
	
	
	
	

	Sovereign rating (t-1)
	
	
	
	
	
	
	0.260***
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	(0.0787)
	
	
	
	
	
	
	
	

	Debt crisis contagion (t-1)
	
	
	
	
	
	
	
	-0.139
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	(0.196)
	
	
	
	
	
	
	

	Banking crisis (t-1)
	
	
	
	
	
	
	
	
	1.486***
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	(0.557)
	
	
	
	
	
	

	Fin. system deposits (t-1)
	
	
	
	
	
	
	
	
	
	-0.0104
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	(0.0143)
	
	
	
	
	

	UK legal origin
	
	
	
	
	
	
	
	
	
	
	-0.0760
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	(0.590)
	
	
	
	

	IMF program dummy (t-1)
	
	
	
	
	
	
	
	
	
	
	
	-0.422
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	(0.318)
	
	
	

	CDS country dummy (t-1)
	
	
	
	
	
	
	
	
	
	
	
	
	--
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	--
	
	

	Capital account balance (t-1)
	
	
	
	
	
	
	
	
	
	
	
	
	
	-0.436***
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	(0.148)
	

	Fin. account balance (t-1)
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	0.00129

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	(0.00305)

	Constant
	-13.62***
	-5.478***
	-4.739***
	-2.643
	-2.012
	-6.005**
	-6.539***
	-5.588***
	-5.527***
	-5.481***
	-5.548***
	-5.399***
	-1.830
	-5.202***
	-5.436***

	
	(2.173)
	(1.104)
	(1.382)
	(1.812)
	(1.509)
	(2.928)
	(1.440)
	(1.118)
	(1.112)
	(1.217)
	(1.067)
	(1.113)
	(3.541)
	(1.184)
	(1.094)

	Time/Regional dummies
	Yes/Yes
	Yes/Yes
	Yes/Yes
	Yes/Yes
	Yes/Yes
	Yes/Yes
	Yes/Yes
	Yes/Yes
	Yes/Yes
	Yes/Yes
	Yes/Yes
	Yes/Yes
	Yes/Yes
	Yes/Yes
	Yes

	Pseudo-R2
	0.5455
	0.4962
	0.3830
	0.4983
	0.4801
	0.3595
	0.3851
	0.4907
	0.4949
	0.4940
	0.4907
	0.4930
	0.4593
	0.5134
	0.4876

	Observations
	1,676
	1,681
	1,077
	808
	840
	514
	1,206
	1,681
	1,681
	1,618
	1,681
	1,681
	465
	1,665
	1,637


Note: Heteroscedasticity-consistent standard errors in brackets. *** p<0.01, ** p<0.05, * p<0.1. Estimations in columns [11]-[16] correspond to the ATTs reported in lines [11]-[16] of Table 3, respectively.
Appendix 5: Descriptive Statistics and Covariate Balancing

	
	[1]
	[2]
	[3] = [2] - [1]
	[4] Synthetic Group
	[5] = [4] - [1]

	
	CDS trading
	No CDS trading
	Difference
	t-test
	p-value
	No CDS trading
	Difference
	t-test
	p-value

	Government debt-to-GDP (t-1)
	49.832
	60.744
	10.911
	6.131
	0.000
	50.306
	0.474
	0.371
	0.711

	Fiscal balance-to-GDP (t-1)
	-1.570
	-2.853
	-1.282
	-2.178
	0.029
	-1.591
	-0.021
	-0.032
	0.974

	Inflation (t-1)
	5.188
	7.720
	2.532
	6.154
	0.000
	5.187
	-0.001
	-0.005
	0.996

	Reserves-to-GDP (t-1)
	0.175
	0.162
	-0.012
	-1.645
	0.100
	0.174
	-0.001
	-0.194
	0.846

	Private credit-to-GDP (t-1)
	78.558
	37.380
	-41.177
	-18.789
	0.000
	79.452
	0.894
	0.396
	0.692

	Kaopen (t-1)
	1.312
	0.155
	-1.157
	-18.370
	0.000
	1.321
	0.009
	0.149
	0.881

	Current account balance (t-1)
	0.289
	-3.172
	-3.462
	-8.726
	0.000
	0.301
	0.012
	0.029
	0.977

	GDP growth (t-1)
	3.702
	4.499
	0.797
	3.797
	0.000
	3.677
	-0.025
	-0.160
	0.873

	Executive constraints (t-1)
	5.937
	4.752
	-1.185
	-15.005
	0.000
	5.949
	0.012
	0.185
	0.854

	Observations
	771
	1619
	 
	 
	 
	771
	 
	 
	 


Notes: This Table presents the pre-weighting sample means of the matching covariates for country-year observations where CDS trading were in place (the treatment group) in column [1], and country-year observations where no CDS trading were in place (the potential control group) in column [2]. Column [3] reports the differences in means between treated and control group before weighting, and the corresponding t-test statistics and p-values. Column [4] reports the synthetic control group means matching covariates obtained from entropy balancing after weighting. Column [5] shows the differences in means, the t-test statistics and the associated p-values between treated and synthetic control groups.

Appendix 6: First-stage (FS) IV-probit estimations

	Dependent variable: CDS trading
	[FS.A]
	[FS.B]
	[FS.C]
	[FS.D]
	[FS.E]
	[FS.F]

	Joint votes US
	0.172***
	0.173***
	0.167***
	0.164***
	0.154***
	0.168***

	
	(0.0488)
	(0.0486)
	(0.0494)
	(0.0469)
	(0.0467)
	(0.0488)

	Government debt-to-GDP (t-1)
	0.000883
	0.00105
	0.000919
	0.00287**
	0.00201
	0.000936

	
	(0.00111)
	(0.00110)
	(0.00117)
	(0.00117)
	(0.00126)
	(0.00110)

	Inflation (t-1)
	0.00403
	0.00355
	4.18e-05
	0.00415
	0.00343
	0.00298

	
	(0.00443)
	(0.00481)
	(0.00551)
	(0.00391)
	(0.00430)
	(0.00488)

	Reserves-to-GDP (t-1)
	-0.892***
	-0.966***
	-0.897***
	-1.254***
	-0.939***
	-0.855***

	
	(0.238)
	(0.238)
	(0.236)
	(0.267)
	(0.266)
	(0.257)

	Kaopen (t-1)
	0.0986***
	0.0850***
	0.0887***
	0.0792***
	0.0913***
	0.0866***

	
	(0.0310)
	(0.0320)
	(0.0320)
	(0.0307)
	(0.0321)
	(0.0315)

	GDP growth (t-1)
	-0.00933
	-0.00871
	-0.00806
	-0.00501
	-0.00907
	-0.0104

	
	(0.0118)
	(0.0118)
	(0.0122)
	(0.0118)
	(0.0116)
	(0.0120)

	Executive constraints (t-1)
	0.197***
	0.194***
	0.166***
	0.231***
	0.206***
	0.184***

	
	(0.0336)
	(0.0338)
	(0.0340)
	(0.0348)
	(0.0348)
	(0.0334)

	UK legal origin 
	
	0.247**
	
	
	
	

	
	
	(0.113)
	
	
	
	

	Log US aid (t-1)
	
	
	-0.0935***
	
	
	

	
	
	
	(0.0222)
	
	
	

	Current account balance (t-1)
	
	
	
	-0.0293***
	
	

	
	
	
	
	(0.00525)
	
	

	Capital account balance (t-1)
	
	
	
	
	-0.283***
	

	
	
	
	
	
	(0.0492)
	

	Financial account balance (t-1)
	
	
	
	
	
	0.000870

	
	
	
	
	
	
	(0.00111)

	Constant
	-13.56***
	-13.77***
	-12.64***
	-13.10***
	-12.13***
	-13.25***

	
	(3.310)
	(3.288)
	(3.337)
	(3.192)
	(3.172)
	(3.304)

	F-statistic instrument (test)
	12.43
	12.74
	11.38
	12.15
	10.91
	11.92

	F-statistic instrument (pvalue)
	0.0004
	0.0004
	0.0007
	0.0005
	0.0010
	0.0006

	Time dummies
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes

	Regional dummies
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes

	Pseudo-R2
	0.4432
	0.4454
	0.4544
	0.4616
	0.4866
	0.4360

	Observations
	1574
	1574
	1511
	1574
	1558
	1534


Notes: First-stage estimations using a probit model. The dependent variable is CDS trading dummy, and the instrumental variable is Joint votes with US. Robust standard errors in brackets. *** p<0.01, ** p<0.05, * p<0.1.
Appendix 7: Test of the validity (V) of the instrument

	Dependent variable: SDC
	[V.A]
	[V.B]
	[V.C]
	[V.D]
	[V.E]
	[V.F]

	CDS trading
	0.982***
	0.985***
	0.952***
	0.946***
	0.972***
	0.983***

	
	(0.311)
	(0.321)
	(0.344)
	(0.315)
	(0.316)
	(0.318)

	Joint votes with US
	0.0143
	0.0184
	0.0118
	0.0148
	0.0143
	0.0128

	
	(0.00983)
	(0.0149)
	(0.00904)
	(0.00956)
	(0.00995)
	(0.00983)

	Government debt-to-GDP (t-1)
	0.00271
	0.00337
	0.000277
	0.00389*
	0.00276
	0.00296

	
	(0.00217)
	(0.00206)
	(0.00209)
	(0.00226)
	(0.00220)
	(0.00220)

	Inflation (t-1)
	0.00238
	0.00336
	0.00314
	0.00218
	0.00220
	0.00252

	
	(0.00355)
	(0.00309)
	(0.00315)
	(0.00320)
	(0.00358)
	(0.00354)

	Reserves-to-GDP (t-1)
	-5.672***
	-5.739***
	-7.972***
	-5.585***
	-5.562***
	-5.798***

	
	(1.681)
	(1.842)
	(1.879)
	(1.668)
	(1.683)
	(1.724)

	Kaopen (t-1)
	-0.188***
	-0.177***
	-0.276***
	-0.192***
	-0.187***
	-0.188***

	
	(0.0642)
	(0.0674)
	(0.0771)
	(0.0664)
	(0.0637)
	(0.0644)

	GDP growth (t-1)
	-0.0320
	-0.0328
	-0.0125
	-0.0279
	-0.0315
	-0.0279

	
	(0.0272)
	(0.0271)
	(0.0217)
	(0.0277)
	(0.0272)
	(0.0272)

	Executive constraints (t-1)
	-0.167**
	-0.161**
	-0.140*
	-0.156**
	-0.173**
	-0.157**

	
	(0.0730)
	(0.0759)
	(0.0796)
	(0.0733)
	(0.0740)
	(0.0723)

	UK legal origin 
	
	-0.660*
	
	
	
	

	
	
	(0.377)
	
	
	
	

	Log US aid (t-1)
	
	
	0.0354
	
	
	

	
	
	
	(0.0682)
	
	
	

	Current account balance (t-1)
	
	
	
	-0.0217*
	
	

	
	
	
	
	(0.0117)
	
	

	Capital account balance (t-1)
	
	
	
	
	-0.00965
	

	
	
	
	
	
	(0.0336)
	

	Financial account balance (t-1)
	
	
	
	
	
	-0.0085***

	
	
	
	
	
	
	(0.0026)

	Constant
	-3.202***
	-3.285***
	-2.885***
	-3.209***
	-3.182***
	-3.157***

	
	(0.838)
	(0.872)
	(0.874)
	(0.816)
	(0.853)
	(0.836)

	Time dummies
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes

	Regional dummies
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes

	Wald test (chi2)
	95.92
	107.70
	103.53
	107.57
	97.67
	98.47

	Wald test (p-value)
	0.0000
	0.0000
	0.0000
	0.0000
	0.0000
	0.0000

	PseudoR2
	0.2797
	0.2908
	0.2560
	0.2855
	0.2779
	0.2836

	Observations
	1290
	1290
	976
	1290
	1263
	1262


Notes: Estimations of the probability of SDC occurrence, based on a probit model. The dependent variable is SDC dummy, and control variables include CDS trading dummy and its instrument Joint votes with US. Robust standard errors in brackets. *** p<0.01, ** p<0.05, * p<0.1
Additional references for the Supplementary Material
- Bailey, M., Strezhnev, A., Voeten, E. 2015. Estimating Dynamic State Preferences from United Nations Voting Data, Journal of Conflict Resolution, 61, 430-446.

- Chinn, M., Ito, H. 2008. A New Measure of Financial Openness, Journal of Comparative Policy Analysis, 10, 309-322.
- La Porta, R., Lopez-de-Silanes, F., Shleifer, A., Vishny, R. 1999. The quality of government, Journal of Law, Economics and Organization, 15, 222-279.
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