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Abstract

The paper outlines and compares two models of Hobagization is likely to affect the risk of civil
war — a liberal model and structuralist model. @ilewe find considerably more support for the lib-
eral model than for the structuralist, anti-globathodel. Trade does appear to have a capaciinfor
creasing internal peace — not directly, but viaéta beneficial effects on growth and increasedipol
cal stability. Overall, we find economic opennesbe associated with higher growth. Our resulte giv
no support to the idea that globalization redugesvth, not even for poor countries. We found some
evidence that trade increases income inequalityvéer, in contrast the robust link established be-
tween income inequality and violent crime, we de fied any relationship between inequality and
civil war. In sum, the beneficial effect of tradedaforeign investment outweighs whatever violence
may be generated by increased inequality. We fiiatl @conomic openness is associated with greater
stability of political systems. This effect is padiarly strong for democracies, but also positioe
inconsistent regimes and autocracies. Finally uinamalysis of the factors increasing the likelithad

civil wars, we find no direct impact of economicemmess. However, countries with a high income per
capita and a stable political system have condutierawer risk of civil war than those without.
Hence, since we find economic openness to incr@as@age income and political stability, we do find
an indirect conflict-reducing effect of globalizati
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Introduction

Trade, foreign investment, and other forms of ecananterdependence have grown throughout the
post-World War 1l period, along with a stronger lggd political consciousness and increased regional
cooperation. After the end of the Cold War, notydmhve these phenomena accelerated, but the lack
of any opposing world system has also given theraa-universal character. In a cultural sense, too,
the world is becoming a single arena. English ieaging rapidly as a global means of communica-
tion for science, commerce, and the transmissiareafs. New information technology has drastically
reduced the costs of the worldwide disseminatioknafwledge and opinion. ‘Globalization’ is em-
ployed as an umbrella term for these economictipalj and cultural processes. We use it here as a
value-neutral term, in contrast to words like dajsrty or integration, which for many people carry
negative or positive connotations. We use the globalization mainly in the sense of an increasingl
open economy.

During the period of emerging globalization, ecomogrowth has generally continued in the in-
dustrial and post-industrial countries, while a temof newly industrialized countries have takefn of
At the political level, the ‘Third Wave’ has brougtiemocratic government to a greater part of the
world than in any previous period. Many seriousimmmental problems in highly developed coun-
tries are being tackled with strategies combiniatiamal action and international collaboration.

On the other hand the former Soviet Union, partéfoca, and war-torn nations elsewhere are in
decline economically, and the most successful anee®in Asia have shown clear signs of economic
strain. Domestic economic inequality is increasimgnost parts of the world. Politically, many new
democracies have a poor human rights record, aidgblitical systems appear to be weakly rooted
in civil society. Environmental decline continuesmany, perhaps most, third-world countries. Even
in the highly developed world new environmentalipeans such as global warming emerge as serious
threats to human welfare.

Various authors have linked all of these phenompaositive as well as negative, to effects of glob-
alization. Indeed, globalization is emerging aseg formula embodying most of the modern world’s
ills — or its promises. In this chapter, we concatet on the implications of globalization fimternal
armed conflict This is a topic that has been studied less intelysthan the social and economic con-
sequences, even less than the implications of ligaitian for interstate conflict.But the disagree-
ments regarding the consequences of globalizadomternal armed conflict are as sharp as in any
other such debates. Economic development will bargrortant intervening variable in the analysis,
but we are also concerned with political developineotably democratization.

The debate on globalization has moved way beyoadd¢ademic arena, to government and to civil
society. As the violent demonstrations in SeaRlegue, Quebec, Gothenburg, and Genova indicate,
anti-globalization forces are galvanized into attan the streets. Movements such as Attac that are
devoted to challenging liberalization of the glokabnomy are spreading. Coalitions against globali-
zation are formed by some unlikely partners: Thegtude supporters of populist American politi-
cians, who want to terminate US involvement in ifaiiral treaties and see an end to the United Na-
tions system, organized labor interested in protgcdomestic markets and jobs, third-world
supporters with anti-imperialist leanings, anarshiand environmentalists.

While the term globalization is relatively new, tlesue of whether or not global structures and
agents benefit poor countries, or indeed explatthhas been at the core of social research on the
problems of development for decades. Issues oflo@vent and underdevelopment were discussed
within the framework of modernization theory andistural theor$; discussions mirrored in the cur-
rent debate. While neoliberal and modernizatiomtisés view closer international economic contact
as a strong factor in the modernization of poocemtries, the loose coalition of anti-globalist$iom
we will call structuralists, emphasize the harndtiects of economic integration. Structuralistsuarg
that foreign direct investment and trade are foofnsapitalist exploitation of developing societiaad
that they promote poverty and societal disarray @nrdlict within the developing world. In contrast,
neoliberal models blame internal processes of goeernance and unsuccessful development policies
and downplay international processes as the cdusederdevelopment.
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In this chapter we will make an attempt to test smhthese arguments. In order to do so, we have
to simplify them, hopefully not to a point whereyhcan no longer be recognized by their proponents.

The Liberal Model

We first summarize the liberal model in Figure In &pen economy leads to a higher level of eco-
nomic development. In turn, this leads to peacth doectly and through the promotion of democra-
cy. In developing this model, we were inspired hg bverall perspective of liberal conflict theasist
such as Weede (1995) and Russett and (@eall), drawing on Manchester liberalism and ontwha
Russett and Oneal in particular have identifiec &antian mode of thinking in international affairs
While these scholars have developed their argumestly in relation to building a secure foundation
for international peace, there is also a solid$ési a liberal argument about domestic peace.eSinc
internal conflict is the overwhelmingly dominantrio of conflict today (Wallensteen and Sollenberg,
2001), the political importance of this is obvious.

Figure 1 A Liberal Model

High level of B
economic =N Peace
development
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Economists (e.g., Dollar, 1992; Dollar and Kraa@0Pa; Levine and Renelt, 1992; Sala-I-Martin,
1997), sociologists (Firebaugh and Beck, 1994),@olitical scientists (de Soysa and Oneal, 1396)
among the many who have found that countries withenopen economies tend to have higher growth
rates. This raises the hope that they should ealytreach a higher level of welfare (arrow A),
whether measured as per capita income or by otkasunes such as the Human Development Index
or the reduction in the number of poor people (&oiind Kraay, 2001ab). During the period of glob-
alization, formerly closed economies, such as ChirdhVietnam, have experienced considerable eco-
nomic growth and reduction in poverty after moviogmodernize their economies through foreign
trade and greater use of the market mechanism.

The link from development directly to domestic peéarrow B) is one of the most robust findings
in the World Bank studies and other work on civdrwCollier and Hoeffler's (2002) ‘predation theo-
ry’ assumes that there will always be someone wd® dufficient grievances to be willing to start a
rebellion against the government. Whatever thevattn, the rebellion can only be carried out iit
financially viable. (In a more cynical variant dfet theory, greed is the sole motivation). As welfar
grows, the opportunity costs of participating imlent insurrection are higher. This increases #ie r
cruitment costs for the rebel group and therebyceed the financial viability of the rebellion. Qivi
war is particularly likely in countries that haveeatively high dependence on primary commodities
exports, since control over such primary commoslipeovides an attractive source of income for the
rebel organization, again increasing the financiability of rebellion. Development may reduce the
value of this control relative to other sourcesnmiome, which also reduces the financial viabitify
rebellion. Moreover, Collier and Hoeffler (2002)dakRearon and Laitin (2001) note that the govern-
ments of rich countries are likely to be sufficlgrdtrong to deter most rebellions.

The link from development to democracy (arrow Chaiglassic in modernization theory dating
back to Lipset’s famous article over forty years aghich proclaimed that ‘the more well-to-do a na-
tion, the greater the chances it will sustain damog¢ (Lipset, 1959: 75). Higher income and better
education for the lower strata would lead to a nam@promise-oriented view of politics. Rich coun-
tries also have greater surpluses to distribuis; grmits modernization through education, occupa-



GLOBALIZATION AND INTERNAL CONFLICT

tional mobility, free flow of information, and orgaational experience. Taken together, these factor
encourage adaptability and compromise, toleranug,naoderation. Increased access to material and
thus political resources, together with greatetituntional diversity, were seen to act as precood#

for stable democracy. These views have found stippseveral empirical studies (Burkhart and Lew-
is-Beck, 1994; Londregan and Poole, 1996; Przevetsi., 2000). Przeworski et al. (2000: 88) point
out that the relationship between democracy an@ldpment may come about in two ways: either
because democracies ‘may be more likely to emesgeoantries develop economically, or, having
been established for whatever reasons, democnaeigde more likely to survive in developed coun-
tries.’

The link from democracy to civil peace (arrow D)sigghtly more complex. In democratic coun-
tries the decision-making system tends to enjowptgreacceptance among the general population, so
dissatisfaction is not frequently expressed inftimen of serious challenges to the regime. Dissatisf
tion can be channeled through the political systeith a low probability of outright rebellion. How-
ever, rebellion is also unlikely under a harshlyhautarian regime, which can effectively repress t
opposition or even deter from ever arising. Thuss in intermediate regimes, in semi-democracies,
that we are particularly likely to find higher ldsef internal conflict (Hegre et al., 2001).

Tying together these various links then, we exgttalization to have a general peacebuilding ef-
fect on the internal affairs in nations which papate in it.

The Structuralist Model

The structuralist school of thought argues thabpen economy is more likely to lead to increased
conflict. We have summarized this argument in i@k model in Figure 2. According to structural-
ist theory, the penetration of trade and foreigpite&into peripheral economies leads to the exaloi
tion of local human and natural resources, andttaresfer of profit back to the imperial centerkisT
process results in impoverishment, inequality, emuistice. The production of raw materials in poor
countries serves to prevent competence-buildind,the economy remains export-oriented. Ties are
created between the local power elite and foraig@résts; this in turn increases income inequality
the poor countries. The production of raw matenelskeep inequality high and the level of welfare
low.

Figure 2 A Structuralist Model

Open Economy Inequality Armed conflict

In the 1960s dependency theory focused mostly @hoiation through trade. Later versions of
dependency theory paid more attention to foreigeatiinvestment (FDI). Galtung (1971), for in-
stance, depicts economic relationships between aodeperipheral countries as characterized by an
alliance between the elites within the two coustrighich in particular is carried out at the exmeok
the periphery within the periphery country. To ssker extent the relationship is at the expensheof t
periphery in the core country, too. In sum, incregishe intensity of this relationship of structiura-
perialism should increase inequality in both coestrbut the most in the poor country. In a cladsic
and influential study, Bornschier and Chase-Dur@88§) looked at the consequences of the policies of
multinational corporations in the periphery. Baseda study of 72 countries for the period 1950-77,
they concluded that foreign capital increased iaétyuin poor countries. The price of a globally-
marketed product is approximately the same anywherhe North, most people may be able to af-
ford a given product, whereas in the periphery dindyelite can afford it. According to Bornschiada
Chase-Dunn, if there is little inequality in theop@ountry, no one will be able to afford the protin
guestion. Thus, as far as the multinational firraaacerned, a certain degree of inequality is dbkar

Dependency theory claimed that FDI in less-devalopa@untries reduces economic growth while
inequality increases. Foreign investment was tholags likely to contribute to public revenue, less
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likely to encourage indigenous entrepreneurshis lkely to promote links to other industries fire t
domestic economy, and more likely to use inappedgricapital-intensive technology (Firebaugh,
1992: 106). Similar arguments are frequently regb@t the current political debate about globaliza-
tion (e.g. in Martin and Schumann, 1998).

More in the economic mainstream, Kuznets (1955)edghat inequality is relatively low in agri-
cultural societies because most people are engagadall farming and have fairly similar incomes.
With industrialization and urbanization, inequakl initially increase, since wages in the indest
izing sector generally is higher (in addition, inafity is supposed to be higher in the modernizing
sector, t00). As the labor force shifts from thei@agdtural sector to production in the modern secto
where wages are higher, inequality will initiallycrease as long as the modern sector labor fore is
minority, but will decrease as the transition isnpdeted. (In addition, as workers become integrated
into the new industrial culture, they will organiestruggle for higher wages and better legalgurot
tion, and gradually the inequality within the madeector will be reduced). This process is often re
ferred to as sector dualism (Nielsen and Alderd®95), and the inverted-U shaped relationship is
referred to as the Kuznets U-curve. To the extesit frade and foreign investment mainly benefit the
modern sector, and accelerate its expansion, wecexipe effect of globalization to have differefit e
fects on inequality at different levels of develaorh

Structuralist writers are critical of this line asoning, however. In their view, worldwide calpita
ism is premised on inequality being maintained laigh level.

In economic theory, the factor-price equalizatioearem also implies different effects for rich and
poor countries, although in the opposite direct\ith trade, developing countries specialize indgpo
that are intensive in unskilled labor, and hencghpup wages for unskilled labor (cf. Aghion and Wil
liamson, 1998). Developed countries specializeoiodg that are intensive in skilled labor and inicap
tal, and thereby depress wages for unskilled labois leads to a hypothesized increased inequality
developed countries and reduced inequality in agiety countries — which is the opposite effect as
that predicted by the structuralist model and thenéts curve.

Today reference is frequently made to increasiegnme inequality not just in the poor countries,
but also in the rich countries. Some scholars Fseght an explanation in terms of technological
change; others have cited high immigration. Indregg, however, globalization is being singled out
as the culprit (Wood, 1994). Imported cheap textded electronic goods compete successfully with
Western products (Bhagwati and Kosters, 1994), ymiod) an increasing number of unemployed. A
new group of ‘working poor’ is emerging becausevefikening of the labor movement and because of
companies’ efforts to compete with low-cost cowedriMultinational companies threaten their West-
ern workers that if costs are not kept down, faesomay be moved to countries with lower wages. To
take but one example, between 1990 and 1994 thesS@wedish firm Asea Brown Boveri (ABB)
closed down 40,000 jobs in North America and indperand created over 20,000 jobs in Eastern Eu-
rope — mostly in Poland. Average hourly wages WWestern country were almost 12 times higher than
in Poland (Thurow, 1996: 168). To avert massivelgases, workers in Western countries have had to
moderate their demands for higher wages. The redlian income of families has barely increased
since the early 1970s, and although the poverty lmas declined slightly, numerous children aré stil
growing up in poverty. Employment has been grovatrgngly in the USA since the early 1980s, but
it is less impressive if we take into account tipyation growth and the low salaries in many jobs.
So goes the anti-globalist story, leading to thetahical question whether the US is becoming althir
world country, since millions of people live undemditions similar to those found in poor countries
(Luttwak, 1993; 118, 125).

This development is consistent with the predicimm the factor price equalization theorem, and
have been confirmed empirically for developed coeast(see Nielsen and Alderson, 1995: 678). But
has it been accompanied by the predicted decraaseduality in developing countries? Not accord-
ing to Korzeniewicz and Moran (1997), who find wbihcome inequality to have increased since
1965, and in particular since 1980. The signs ef éetimates for independent variables associated
with low level of development in Nielsen and Aldans(1995) also indicate that inequality has been
increasing in the developing world.

Inequality, in turn, is seen as giving rise to tiohf Theories of relative deprivation argue that
while absolute poverty may lead to apathy and ivié&gt comparisons with those in the same society
who do better may inspire radical action and evietermce. Many revolutions have been based on
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egalitarian ideas like ‘all men are created eqaalliberty, equality, fraternity’. And numerous @m-

ical studies by Boswell and Dixon (1990), MulledaBeligson (1987), and others have found a posi-
tive relationship between inequality and conflict.a survey Lichbach (1989) suggested that these
findings might be spurious because they failechtbude control variables like the level of economic
development and political regime type. Scholars foadsed on relative deprivation at the cost of ig-
noring more important explanatory factors. A puznlehis connection is how economic inequality,
which changes only slowly, can cause armed cortbiarupt at a particular time (Muller, 1988). Us-
ing the data on income inequality generated by iDgar and Squire (1996), several researchers (Col-
lier and Hoeffler, 2002; Dollar, Easterly and Gat®99) have failed to find a significant relatibiyps
between inequality and political violence. In faictequality, is among the grievance factors largely
dismissed by Collier and Hoeffler.

Within the structuralist mode of thinking, thenetimain link is from globalization via inequality to
internal conflict. We could have added increasedipal instability and the erosion of democracy to
the model. The main reason why we have not dons #uat it is the liberal model, rather than the
structural model that clearly specifies a link bedw the political system and violence. We will meve
theless discuss some such links when we come teropirical work.

The Advance of Globalization

If we are to be able to test these notions emplyicae need to know at what point in history gltéba
zation is supposed to have entered and set the &iagreater inequality and violence — or for pros
perity and peace. Globalization is obviously noiesv phenomenon. Europe and China were connect-
ed hundreds or years ago by the ‘silk route’ anddrs transferred such culturally pervasive items a
noodles and gunpowder from China to Europe. Byetid of the 19th century foreign trade exceeded
30% of GDP in several European countries and statis both liberal and structural writings indiea

a declining trend in trade dependency since that.tif indeed the increasing absolute volume afdra
was more than matched by increasing domestic ptimaiiave would have to ask whether the phe-
nomenon of globalization itself was a fiction oéthmagination. This would also call into question a
basic premise for why it should have all the bemaffior negative effects posited by the liberald an
the structuralists respectively.

However, Alesina et al. (2000) indicate that thpaapnt stagnation of globalization as measured
by trade over GDP is based on an expanding sedt@ns. This provides a poor basis for comparison
if the new nations included in the aggregate figurtave lower trade dependency. When limiting for
comparison over time to nine European countries Wing data series, they find that the average
trade/GDP ratio was roughly stable from the presitwrn of the century until about 1930. Then it
dropped and stayed down during the depression and/@ars. After World War Il it rose rapidly to
the pre-1930 level where it stayed until it stanisthg again in the early 1970s. Similarly, wheme
paring a larger sample of 61 countries from 195@ictv shows that trade openness has picked up re-
markably from the end of the 1970s and continuess This is precisely the period identified by
many as the age of globalization. During this pes@ have seen a massive relative decline in trans-
portation costs. Statistics for foreign direct istraent show an immense increase in this same period
Even greater expansion is reported for electronmraunication, where the limitations imposed by
geographical distance are largely eliminatedoksmake sense, then, to speak of an era of globaliza-
tion from the 1970s. We will test the consequerafeglobalization for the period 1970-97, and we
would expect the rapid globalization in the latgotthirds of this period to have some consequences
for conflict® We therefore now move to an examination of theses] based on the broad models out-
lined earlier.

Comparing the Models Empirically

Globalization and Growth

We first investigate arrow A in Figure 1, the liBbmodel: Does economic openness lead to a high
level of economic development? Table 1 presentsdhelts from an time-series cross-sections OLS
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regression analysis with growth as the dependerdhla. Growth is measured as a country’s average
annual GDP per capita growth in four-year perib@ise first four-year period starts in 1970 and ends
in 1973. The last period starts in 1994 and ends9®77. We include a fairly standard set of control
variables: the natural logarithm of the initial éwf GNP per capita measured in constant 1995 USD
dollars, gross domestic investment (GDI) as a peagee of GDP, financial depth (M2), secondary
school enrollment (percent of relevant age groagjiculture value added as percentage of totakvalu
added, population growth in percent, and governraensumption as percentage of GDRI these
variables were taken from World Bank (1999). Wecaldted the mean of all years with data within
the period for these variables. Since growth isljiko affect investment, financial depth, and our
globalization variables, we lagged these threeatées by one period to minimize endogeneity bias.
We also included indicator variables for eight oggi and each of the time periods to minimize omit-
ted variable bias (the parameter estimates arshmun herey.In addition, we included a variable
denoting whether a civil war started in the coumtying the period.

In column A, we operationalize economic opennedsaale (imports + exports) as a percentage of
GDP. To decrease the effect of a few extremely kiagbes, we took the natural logarithm of the vari-
able® In column B, we use the natural logarithm of FgneDirect Investment (FDI, net inflows in
reporting country as a percentage of GDP) as owsare of opennesdn column C, we use Sachs
and Warner’s (1995) indicator as a measure of gg@nrin this measure, countries are coded as open
if it maintained reasonably low tariffs and quotasd did not have an excessively high black market
exchange rate premium, was not socialist, and ado@&ktreme state control of its export sector. The
dataset spans the period 1950-92. The data for @DWth, FDI, and trade were also taken from
World Bank (1999). All these variables were codedthe first year in the period. The data for civil
wars were taken from the Correlates of War pragect supplemented with wars for the 1993-97 peri-
od from Collier and Hoeffler (2002). The GNP pepita, trade, and primary commodities variables
were all centered to minimize collinearity problemmshe interaction models.

Table 1 Globalization and Economic Growth, 1970-970LS

1A 1A* 1B 1C 1D 1E
Sachs and Trade, GNP Trade, Primary
Warner open-  per head commodities
Trade, Trade, FDI, ness, OLS interaction, exports interac-

OLS 2SLS OLS (1970-93) OLS tion, OLS

Independent variable Coef. Coef. Coef. Coef. Coef. Coef.
(t-value) (t-value) (t-value) (t-value) (t-value) (t-value)
Trade/GDP (centered, 0.20 0.19 0.02 0.06
lagged) (0.60) (0.63) (0.06) (0.14)
FDI/GDP (lagged) 0.13
(1.00)
Sachs/Warner openness 2.33
(4.45)

IN(GNP per capita) -0.92 -0.82 —-0.69 -0.62 -0.88 -1.40
(centered, lagged) (-2.70) (-3.24) (-2.05) (-1.42) (-2.78) (-3.14)
Trade/GDP*In(GNP per 0.33
capita) (lagged) (2.17)
Ln(Primary commodities -0.30
exports/Total (-0.75)
Trade/GDP) (lagged)
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1A 1A* 1B 1C 1D 1E
Sachs and Trade, GNP Trade, Primary
Warner open-  per head commodities
Trade, Trade, FDI, ness, OLS interaction, exports interac-
OLS 2SLS OLS (1970-93) OLS tion, OLS
Primary commodities* -0.40
Trade/GDP (centered, (-2.38)
lagged)
GDI/GDP (lagged) 0.046 0.063 0.041 0.034 0.054 —-0.074
(1.54) (2.29) (1.36) (0.92) (1.76) (-0.18)
M2/GDP (lagged) 0.0095 0.0076  0.017 —-0.016 0.010 —-0.015
(0.78) (0.78) (1.54) (-1.53) (0.90) (-1.20)
New civil war in period -2.86 -2.75 -2.76 —2.64 -2.89 -2.57
(-4.33) (-4.18) (-3.94) (-3.79) (-4.27) (-3.25)
Secondary schooling —0.0095-0.0099 -0.0028 -0.012 —0.0098 —0.0095
(-0.80) (-0.99) (-0.24) (-1.00) (-0.84) (—0.68)
Agriculture as share of | —0.081 -0.069 -0.078 —-0.060 -0.086 -0.13
value added (-3.59) (-3.32) (-3.44) (—2.68) (-3.86) (—4.04)
Population Growth (%) -0.73 -0.74 -0.35 —-0.69 -0.75 -1.24
(-2.50) (-3.68) (-1.41) (-2.72) (-2.52) (-3.63)
Govt. consumption as -0.12 -0.11 -0.14 —-0.097 -0.11 -0.15
share of GDP (-2.74) (-3.81) (-3.66) (—2.48) (-2.53) (-3.10)
Constant 7.56 6.46 6.96 5.81 7.16 11.82
N 511 506 474 402 511 352
R® 0.30 0.35 0.31 0.36 0.31 0.40

Dependent variable is growth in GDP per capita.Mdidels estimated with robust standard errors (Hu-
ber/White/sandwich estimator of variance).

The estimates for lagged trade and FDI are bothtiyp®sbut not statistically significant. The re-
sults do not support arrow A in Figure 1 as cleadyother studies have. Estimating these modets wit
non-lagged globalization variables, however, shaw®sitive and significant relationship. The impli-
cation of this is that the results reported herendbgive a basis for concluding that high levels o
trade or foreign direct investment relative to detieeproductioncausehigher rates of growth, but
that growth most often is associated with incredegabrtance of trade and foreign investment. The
Sachs and Warner indicator, on the other handpsitipe and significant. Countries that are open
according to their definition, grow on average byrenthan two percentage points more than non-open
countries:!

Note the ‘convergence effect’ in the results: Thneate for IN(GNP per capita) is hegative, imply-
ing that poorer countries grow faster than riciidnis contributes to reduced global inequality, as d
veloping countries catch up with the developed oMb appears to contradict the results of Korzen-
iewicz and Moran (1997). Note however, that thedoipf GNP per capita to some extent is offset by
other control variables that are correlated withFGpér capita (e.g. investment, population growth,
and civil war). In sum, the convergence effect rayairly small.

According to some versions of the structuralist elpttade may be beneficial for rich countries
but not for poor ones; neither is it good for prigngoods exporters. To test this, we estimated dé-mo
el with an interaction term between trade/GDP aitithl GNP per capita (Model 1D). The interaction
term is positive and significant: Trade seems ttebe beneficial for poor countries than for riclui-
tries. However, some caveats should be notediykithe magnitude of the interaction term relatige
the GNP per capita term implies that even the ldaseloped countries are estimated to grow faster
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than developed countries, whether they have a tnagle-to-GDP ratio or not. Secondly, the corre-
sponding interaction term for the Sachs and Wappenness indicator (not reported here) is negative,
but negligible in magnitude and not significant.cAding to that measure, economic openness is
equally beneficial for all countries. Finally, theoblem with correlation between trade/GDP and size
mentioned above (fn. 9) is even more relevant Heomsistent with this, excluding India and China
from the analysis significantly reduces the magtétof the estimate for the interaction term.

The results for the primary commodities exportsalade and its interaction with trade/GDP (Mod-
el 1E) yield estimates pointing in the same digectiCountries for which primary commodities form a
large share of the total exports seems not to bidnmih globalization measured as trade/GDP, as im-
plied by the structural model. However, this intdi@n term is identical to a variable denoting é&xe
tent to which the economy is dependent on primamnroodities exports. Primary commodities-
dependent economies have been shown to grow mondysthan more diversified economies (cf.
Sachs and Warner, 1997; Sachs, 1999), but thislisarily explained by internal mechanisms, not by
the dependence on the rich world to which strutiisawould attribute the finding: In particulahet
‘Dutch disease’ explanation suggests that resoabcgdant economies then to allocate less labor and
capital to manufacturing. This is harmful if manttfaing is characterized by learning-by-doing or by
economies of scale.

The estimates for the control variables are rouglagsistent with earlier studies. Moreover, as
others have also found (cf. Collier, 1999; Murdectd Sandler, 2002), the onset of civil wars is ex-
tremely detrimental to economic development. Inftret four-year period of the war, average annual
growth is reduced with somewhere in the range ®t@three percentage points.

Globalization and Inequality

Table 2 presents results of tests of arrow E inféi@: Is economic openness associated with higher
inequality? The dependent variable is the averageddefficient for income inequality for the same
periods as in Table 1. The Gini coefficient ranfyem under 20 (low inequality) to over 60 (high-ine
quality) in the sample. The inequality data weletafrom Deininger and Squire (1996). To maxim-
ize the number of observations, missing data pauste filled in by means of an imputation model.
Since inequality changes only slowly in most coiestrthere is extensive autocorrelation in the se-
ries™ To account for that we estimated the model usihg @ith panel-corrected standard errors
(Beck and Katz, 1995), assuming country-specifid 3processe¥. The result from this estimation

is reported in Table 2, column A.

We include a set of control variables in the mpthelsed on Ahluwalia (1976) and Nielsen
and Alderson (1995), that to some extent explagnkhznets curve: Earlier studies find a high lexfel
education (represented by secondary school ennafjritreduce inequality, a high population growth
to be associated with high inequality, sector dual{operationalized as the difference between the
share of the labor force in agriculture and theelud agriculture in GDP, cf. Nielsen and Alderson
1995) to be positively related to inequality, antdan share of population and Marxist-Leninist eco-
nomic system to be negatively related to inequallée have also included democracy, assuming that
democratic regimes are likely to carry out moreisteithution, and GNP per capita and the square of
GNP per capita in the model. We investigate theesaudicators of globalization as in Table 1.

The results for the control variables are generilyine with earlier studies (Ahluwalia, 1976:
Nielsen and Alderson, 1995): Education reducesuality, and population growth and sector dualism
increases it. In contrast to Ahluwalia, we find sigare of urban population to increase inequality.
This estimate is highly and negatively correlatethuhe estimate for GNP per capita, however, so th
inconsistency may be due to collinearity. We fiagd,do Nielsen and Alderson (1995), that democracy
is associated with high inequality.

The results in Model 2A weakly support the argunrefiected in arrow E in Figure 2: A high lev-
el of trade relative to GDP is associated with higtome inequality, although the relationship i$ no
statistically significant? However, as in the analysis of economic growthretare reasons to believe
that the relationship between economic opennesgandality is contingent on development.
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Table 2 Globalization and Inequality, 1970-97, OLSvith Panel-Corrected Standard Er-
rors

2A 2B 2C 2D 2E
Trade/GDP; Trade/GDP; Primary
No Trade/GDP; FDI/GDP; commodity
Interaction Interaction Interaction Sachs/Warner dependence;
term terms terms openness Interaction terms
Variable Coef. Coef. Coef. Coef. Coef.
(t-value) (t-value) (t-value) (t-value) (t-value)
Constant 43.9 44.1 44.6 46.9 42.6
Ln(Trade/GDP) 0.61 0.51 0.98
(1.42) (1.12) (1.88)
Ln(Trade/GDP)* —-0.99 -1.27
IN(GNP per capita) (-3.10) (-2.97)
FDI/GDP 0.41
(0.67)
FDI/GDP*In(GNP per -0.042
capita) (-0.48)
Sachs/Warner -2.61
openness (-4.96)
S-W Openness * -0.66
In(GNP per capita) (-1.33)
Share of exports 0.043
primary goods (3.12)
Primary goods * —-0.036
In(Trade/GDP) (-1.80)
INGNP per capita -0.61 —-0.89 -0.87 0.56 0.21
(-1.69) (—2.45) (-1.86) (1.17) (0.47)
(INGNP per capitd) -0.88 -0.63 -0.87 -0.74 -0.85
(-12.61) (-6.59) (-7.06) (-3.92) (—4.89)
Democracy 0.11 0.37 0.32 0.25 0.29
(3.36) (2.28) (1.78) (1.09) (1.17)
Democracy*in —-0.038 -0.029 -0.028 -0.031
(GNP per capita) (-1.79) (-1.21) (-0.95) (-0.95)
Secondary school -0.13 -0.13 -0.12 -0.13 -0.11
enrollment (%) (-9.26) (-8.31) (-5.50) (-6.24) (-6.59)
Population growth (%) 0.42 0.29 0.28 -0.14 0.36
(3.01) (1.26) (0.60) (-0.41) (1.02)
Sector Dualism (%) 0.024 0.012 0.019 0.025 0.047
(1.11) (0.51) (0.78) (1.24) (1.89)
Urban population 0.077 0.083 0.073 0.065 0.076
(% of total population) (4.14) (3.93) (3.38) (2.80) (3.54)
Marxis7t-Leninist —6.57 -6.23 -7.74 -5.49 —6.06
(-9.60) (-8.41) (-6.33) (=2.01) (—4.44)
N 597 597 565 474 367
Num. of countries 117 117 116 97 81
R? 0.964 0.961 0.961 0.975

Models A-D were estimated using OLS with panel-eored standard errors (Beck and Katz, 1995), as-
suming panel-specific autocorrelation coefficiedel E was estimated using FGLS (Greene, 1997:
511-513).

The discussion of the Structuralist model aboveligspthat globalization should affect poor and
rich countries differently® To account for that, we added the interaction teetween In(Trade/GDP)
and In(GNP per capita) to the model. We also cceate interaction term between Democracy and
In(GNP per capita). The results are presented ohelT2, Column B.

The estimates indicate that high levels of tradg éemocracy are associated with high income ine-
quality in poor countries only. The predicted Ginefficients are plotted as functions of GNP pgr-ca
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ita for three levels of trade in Figure 3. For ttmuntries with the lowest incomes per capita, those
with trade/GNP at the $0percentile are estimated to have a Gini coefficianre than two points
above those with a trade level at the mean, antetst open economies more than two points under
the average trader. For the countries with higlonme per capita, this relationship is completely re-
versed. This interaction effect reinforces the supfor arrow E in Figure 2: Trade is particulalike-

ly to increase income inequality in low-income ctiigs. This may not necessarily mean that only the
elites in the periphery reap the benefits of trdumyever, as suggested by Galtung (1971). Trade is
likely to primarily affect the modern sector, amdatccelerate the labor shift toward the modernosect
According to the sector dualism argument, this lg#d to an increased Gini coefficient as longhas t
majority of the labor force still is in the low-wadraditional sector. Hence, a much more substantia
part of the population than the ‘elite’ may benefien when inequality increases.

In Column C in Table 2, we present the results ftbencorresponding model for In(FDl/capitd).
We do not find any significant relationship betwélea flow of foreign direct investment and inequali
ty.” Column D shows that the Sachs and Warner indicdteconomic openness is negatively related
to inequality. This association is strongest fourgoies with a high level of GNP per capita, bueop
countries are estimated to have less inequalitalfdevels of development.

As discussed in relation to Table 1, exposure ¢bagltrade may be particularly harmful for coun-
tries that are heavily dependent on primary comiiesdiTo explore this, we added (as in Table 1) the
share of primary commaodities in total merchandigeoéts, and this variable’s interaction term with |
(Trade/GDP). The results are reported in Column R2igh dependence on primary commodities is
associated with a high level of income inequalttye estimate 0.043 indicates that a country with
mean GNP per capita where primary commodities nmigk&0% of the exports have a Gini coefficient
2.1 percentage points higher than one with only ¥0f%hary commodities export&.The negative
interaction term for the interaction term indicatlat this relationship between primary commaodities
dependence and inequality attenuates the relaijpih&tween trade and inequality. The estimate for
the interaction term is not statistically signifitahowever.

Figure 3 Estimated Effect of Trade on Income Inequiity, by GNP per capita,
1970-97
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Table 3 reports results from a calendar-time Caoxagsion analysis estimating how the globalization
variables influence the risks of outbreak of civdr. The model is based on Hegre et al. (2004
interpretation of the estimates of the model isy\@milar to the interpretation of logistic regriess
estimates? The data for civil war were taken from the Corte$aof War project, and again supple-
mented with a few additional wars from Collier andeffler (2002).

This analysis allows us to test arrows B, D, arid Figures 1 and 2. The analysis controls for the
level of democracy, GNP per capita, proximity ofirme change, proximity of civil war, interstate
war, ethnic heterogeneity, and the logarithm of glee of the country’s population. Population is a
crucial control variable in this analysis, sincédis a high negative correlation with trade/GDP f(cf
6). Without this control, trade/GDP may be acting gsaxy for population siz&he number of battle-
deaths from political violence are more likely taceed 1,000 per year in a more populous country .
Thus, civil war is more frequent the larger therttoy (Collier and Hoeffler, 2002).

We use the Polity 98d Democracy index and its sgtenm as our measure of level of democracy.
Proximity of Regime Change is measured as exp(-siage regime change/527) which assumes that
the impact of a regime change on the probabilitgiefl war is initially high and then reduced at a
constant rate with a half-life of six montffsThe proximity of civil war variable is constructatbng
the same lines, but with a half-life of eight yearke Interstate war variable records whether #& civ
war was ongoing at the time of observation. Thaietteterogeneity index is measured ass{l—
wheresis the share of the population in the country bebngs to the largest ethnic group.

We use the same source for GDP per capita as fde3d and 2, but supplement it with figures
from Penn World Tables Mark 5.6 (Summers and Hesit881), and log-transform this variable, too.
The trade/GDP, FDI/GDP, and GDP per capita vargaidere sampled the year before the observation
year to minimize problems of endogeneity. Bothttade/GDP and GDP per capita variables were log
transformed. As in Hibbs (1973) and Hegre et 803, we included the square of In(GDP per capi-
ta). The inequality variable was measured the sgaeas the observation.

The results of this estimation are shown in Table 8olumn 3A, we find no impact of trade/GDP
on the hazard of civil war, controlling for all thrariables mentioned abo%ENote that, in contrast to
Hegre et al. (2001), there is no discernible refeghip between the level of democracy and the tdazar
of civil war (arrow D in Figure 1). This is maindue to the inclusion of the GDP per capita variable
which is correlated with Democracy € 0.51). This creates problematic collinearity fire tmodel,
which again hurts the precision of the estimatesfih variables. Given the debate around whether
development causes democracy or vice versa, onadisayss which of the two variables should be
taken out. However, since we are focusing on ecimdactors in this chapter, we reestimated the
model without the level of Democracy variabfé¥Ve also removed the Ethnic heterogeneity variable,
which is never significant at the 0.05 level willistdataset. The results are presented as Mode! B i
Table 3. The estimates are very close to thoseddd\lA, but the standard errors are invariably $mal
er because of the higher number of cases availabbnalysis and because of the removal of the col-
linearity problems. In Model C, we find no relatstrp between the flow of foreign direct investment
and the hazard of civil war.

Models A—C show that there is no direct effectratle openness or the flow of foreign investment
on the risk of civil war. The structuralist modef.(Figure 2), however, implies that an open econom
should increase the risk of civil war through irased income inequality (arrows E and F). We found
some relationship between trade exposure and itiggios poor countries in Table 2, but can we find
any trace of the other part of this relationship™Model 3D we add the Gini coefficient to the model
Like Collier and Hoeffler (2002), we find no systatie relationship between inequality and civil war
— the estimate is virtually zefd.

The liberal model (Figure 1) does not predict direlationship between economic openness and
the hazard of civil war. Globalization works thréuthe effect of trade on growth. In Table.1, we
found some evidence for economic openness to isergeowth as suggested by arrow A. Arrow B
implies that there is a direct, negative relatigngetween GDP per capita and the hazard of ciail. w
The estimates for the variable and its square sgemegative. Figure 4 plots the estimated relation
ship between GDP per capita and the hazard of wiail based on the estimates in Model.3B. The
figure shows that the hazard of civil war is royghhchanged when increasing GDP per capita up to
approximately USD 1,500 (the level of GuatemaldJkraine in 1997), and then decreasing at an in-
creasing rate for each multiplicative increase DR®er capita.
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Table 3 Globalization and Civil War, 1960-92, Cox Bgression

3A 3B 3C 3D
Coef. Coef. Coef. Coef.
(t-value) (t-value) (t-value) (t-value)
Ln(Trade/GDP) (lagged by one year) 0.10 0.13
(0.31) (0.31)
FDI/GDP (lagged by one year) —-0.045
(-0.68)
Inequality 0.0067
(0.32)
GDP per capita (lagged by one year) -0.49 -0.43 -0.41 -0.40
(=2.51) (-3.00) (=2.37) (-3.14)
GDP per capita squared (lagged by one yeal) -0.18 -0.18 -0.20 -0.13
(-1.82) (—2.24) (-1.73) (-1.75)
Proximity of civil war (eight year half-life) 1.06 1.29 1.46 1.54
(2.04) (3.26) (3.49) (4.29)
Interstate war 0.75 0.94 1.32 0.67
(1.09) (2.29) (3.18) (1.73)
Ln(Population) 0.31 0.30 0.26 0.19
(2.15) (2.27) (2.26) (2.32)
Proximity of regime change (half year half-lifg) 80Q. 1.79 2.14 1.73
(3.67) (4.30) (5.00) (3.97)
Democracy -0.028
(-1.18)
Democracy squared 0.0015
(0.23)
Ethnic heterogeneity 0.65
(1.22)
No. of civil wars 42 53 36 56
No. of countries 144 172 164 158
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Figure 4 The Estimated Relationship between GDP peCapita and Civil War
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The figure plots the natural logarithm of the estied risk of civil war relative to the baseline,igéhhas
GDP per capita at the mean.

All of the control variables retained in Models 3-are significant; Population size is positively
associated with the risk of civil war. The existerad an interstate war in the country is also poely
correlated with civil wars, although this resulgigite sensitive to sample variations. The Proxiroit
civil war variable captures the fact that civil waare likely to be followed by another civil wan (i
addition to being a proxy for unmeasured charasttes that increase the likelihood of civil war, cf
Collier and Hoeffler, 20062000). The proximity of regime change, on the otfend, partly reflects
the fact that a change in the institutional setfiprolead to violent protest, and partly the féetttre-
gime change is an integral part of the procesdrgaap to a civil war. This suggests that it wobls
useful to analyze how globalization affects thelitkood of regime change. This is done in Table 4.

Globalization and the Duration of Political Institutions

The analysis reported in this section builds oreGat al. (2001). The dependent variable in Talde.4
the duration of a polity, i.e. the time between t@gime changes in a country. A regime change is
defined as a substantial change in the systemetouitment of the executive, the degree to whieh th
executive is constrained by a balancing institytimnd the share of the population participating in
elections. The conceptualization and data were mifasm Gurr (1974) and Vanhanen (2060Here,

we use log-logistic regression, with the duratibthe polity as the time variable as is commonun s
vival analyses. The hazard of failure increasesalhyi, peaks after 3—4 years, and then falls. phe
rameter estimates are reported in time-ratio fanmplying that they are estimates of the changééo t
median survival time effected by one unit's inceeas the independent variable (cf. Collett, 1994:
205). Figures in parentheses are estimated t-sdesg the hypothesis that In(time ratio) <>T0.
scores are negative when the estimated time ratiess than one.The economic variables are meas-
ured as in Table 3, and sampled once for everyyiars such that they refer to a time between (and
including) the year of the observed regime changgdo five years before the change.

Columns 4A and 4B investigate how trade/GDP andGDP affect the hazard rate of all type of
polities. Both estimates are positive, but notistigally significant. Increasing trade by a factdr
e=2.7 is estimated to increase the survival timelB%. Increasing FDI by the same factor only in-
creases regime survival with 5%.
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The estimate for GDP per capita is positive, cleartnificant, and non-trivial in magnitude. In-
creasing GDP per capita ley2.7 (approximately the difference between Bolivia &@anama, or be-
tween Mongolia and the Philippines) increases Wpeeted survival time with 18% in Model 4A.

The distance between a state’s political setuptlaatdof its neighbors affects stability. On average
polities surrounded by countries with diametricallfferent political systems live only half as loag
those neighboring their political kins. Surprisippgthe first polities following a country’s indepen
ence are more stable than those coming later: Aigablsystem put together at the country’s inde-
pendence day may expect to last twice as long exommencing 60-70 years lateeteribus pari-
bus

We distinguish between three regime types: aut@saademocracies, and in-between (incon-
sistent) regimes as defined in Gates et al. (200/&) control for the average distance between the po
litical system in the country and those of the hbigying country. This variable ranges from 0 tA1l.
fully consistent democracy bordering only consisertocracies would be coded with & We also
control for the proximity of independence. Thisiabte takes the value 1 on the first day of indelpen
ence and decreases at a constant rate with afeatfl16 years® We also tried controlling for popu-
lation size to make sure trade/GDP does not aatpaexy for country size, but this variable wasarev
close to statistical significance. We report thingsted time ratios, or how many times longer tlee m
dian survival time is estimated to be if the indegent variable is increased with one unit.

The estimates for ‘Autocracy’ and ‘Democracy’ shtvat both autocracies and democracies are
much more stable than the reference category ‘kistant regimes’. The inconsistent regimes have an
estimated median survival time of 2.6 yedr€ontrolling for the other variables, autocracies esti-
mated to survive 2.5 times longer, and democrdcisimes longer.

The liberal model, however, does not imply that elepment enhances the stability of non-
democratic political systems (cf. Przeworski et 2000). On the other hand, it is often argued that
non-democratic regimes have a harder time survivihgn faced with economic openness. To assess
the hypothesis more precisely, we estimated theeiniadcolumn 4A separately for each of the three
regime types.
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Table 4 Globalization and Duration of Political Sysems, 1960-97, Log-logistic Regres-
sion

4A 4B 4C 4D 4E
All Regime  All Regime  Autocracies Inconsistent Democracies
types, trade types, FDI regimes
Coef. Coef. Coef. Coef. Coef.
(t-value) (t-value) (t-value) (t-value) (t-value)
Ln(Trade/GDP) 1.13 0.84 1.27 2.27
(1.26) (-1.06) (1.87) (3.24)
FDI/GDP 1.05
(1.37)
Ln(GDP per capita) 1.18 1.15 1.24 1.01 1.59
(2.79) (1.87) (3.40) (0.14) (4.11)
Autocracy 251 2.05
(6.95) (4.53)
Democracy 5.45 5.01
(9.98) (8.14)
Average distance from politicgl 0.54 0.64 0.32 0.75 6.73
positions of neighbours (-2.25) (-1.32) (-2.61) (-0.75) (2.18)
Proximity of 2.04 2.47 4.79 1.42 0.55
independence (3.56) (3.13) (4.16) (1.29) (-1.25)
Gamma 0.73 0.71 0.69 0.70 0.72
(95% c. i.) (0.68,0.79) (0.65,0.77) (0.61,0.78) (0.63,0.78) (0.58, 0.89)
2ll change (d.f.) 140.91 (6) 86.68 (6) 31.19 (4) 738(4)
No. of failures 504 335 188 252 64
No. of polities 630 455 218 286 126

Column 4C reports the analysis for autocracies. ifieeian survival time for this subset is 6.5
years. Here, economic openness is associated \shbréer expected polity duration, although the es-
timate is not significant. Autocratic states withigh GNP per capita, on the other hand, are ntare s
ble than autocracies with a low GNP per cafif8his relationship is stronger than the average-rel
tionship between development and stability.

Interestingly, the control variables also have wdifferent impacts on policy duration in the three
subsets. The political distance to the neighborteguificantly reduces expected survival time: auto
racies surrounded by democracies are more likelgxferience regime changes than autocracies in
more homogenous surroundings (cf. Gleditsch, 2@02fmore elaborate study of this). Finally, the
median survival time increases more rapidly withetisince independence in the autocratic subset
than for all regimes.

Column 4D presents the model estimated for in-betwegimes. Although this is the subset with
the highest number of polities and failures, nohée variables reach the 5% level of significance.
This probably reflects the highly heterogenous matf this class of polities. Economic openness is
estimated to increase regime stability, and isvilméable that is closest to the 5% significanceelev
Increasing trade by a factor of 2.7 increases estichsurvival time by 1.27. The other three vadabl
in the model does not seem to alter the stabifithese inconsistent, frequently short-lived pesti

Column 4E shows how the variables in the modelctffiee stability of democracies. This is the
most stable subgroup, with median survival tim& éf years in the 1960-97 period. Despite the low
number of cases (126 polities with 64 failuresg #stimates are very clearly defined: Economic
openness clearly increases the likely duratiorhefgolity. The 2.7 factor increase in trade incesas
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estimated duration by as much as 127%. Increabmdetvel of GDP per capita has the strongest im-
pact on duration in democracies. Democracies inSatmran Africa may expect to live only 1/8 as
long as those of Western Eurdédence, the analysis not only supports arrow Gnliberal model
(Figure 1), which predicted that a high level ovelepment should lead to or stabilize democracy.
There seems also to be a direct effect of an openoeny on the stability of democracies, which it no
found for the other regime types.

Strangely, the prospects for democratic survivaldsreduced by being surrounded by autocracies
and inconsistent regimes. On the opposite, theamsehat democratic institutions thrive particylarl
well in such conditions.

For democracies, the estimate for Proximity of petedence is less than one, but not statistically
significant — democracy is not more stable in néates. Breaking the analysis up into the three sub-
sets suggests an explanation of why polities in s@tes seems to be most stable: Autocracies are
clearly more stable when states are young, ana d¢hmey account for a large fraction of the polities
they contribute the most to the estimate in Model When states have existed for some time, auto-
cratic political systems seems to be less viablthofigh the estimate for Proximity of independence
in democracies is not statistically significantsitonsistent with the trajectory postulated byderni-
zation theoryAs noted in connection with the civil war model Bl 3), there is endogeneity in this
model, too. Just as foreign investors and prosgedtading partners may anticipate civil war, they
may anticipate regime change. An unknown portiothefpositive estimate for trade and FDI is due to
this anticipation. However, the endogeneity arguneamnot explain the considerable differences in
the estimates for trade/GDP between the three eegrpes. This may indicate that globalization real-
ly increases democratic stability. Moreover, if Higicipation biases the estimates in the destaii
direction, this implies that the true estimate &mtocracies, purged of endogeneity, should be even
lower: Globalization may be associated with the deratization of autocracies.

Conclusion

In this chapter, we have outlined and comparedrhadels of how globalization is likely to affect the
risk of civil war. Overall, we find considerably mesupport for the liberal model than for the struc
turalist, anti-globalist model. Trade does appedndve a capacity for increasing internal peacet— n
directly, but via trade’s beneficial effects ongtb and increased political stability.

Overall, we find economic openness to be associatédhigher growth. This is particularly clear
when using the Sachs & Warner measure of econopainress. Measured as Trade/GDP, it is unclear
whether globalization causes growth or vice vebsd,there is evidently a positive relationship be-
tween the two variables. Our results give no supjoothe idea that globalization reduces growth, no
even for poor countries. We found some evidencetthde increases income inequality. However, in
contrast the robust link established between incoreguality and violent crime (Fajnzylber, Leder-
man, and Loayza, 1999), we do not find any relatiim between inequality and civil war. In sum, the
beneficial effect of trade and foreign investmeantweighs whatever violence may be generated by
increased inequality. We find that economic opesnesssociated with greater stability of political
systems. This effect is particularly strong for denacies, but also positive for inconsistent regime
and autocracies. Finally, in our analysis of thetdes increasing the likelihood of civil wars, wad
no direct impact of economic openness. Howevemftims with a high income per capita and a stable
political system have considerably lower risk ofilcivar than those without. Hence, since we find
economic openness to increase average income ditidgbatability, we do find an indirect conflict-
reducing effect of globalization.

However, we should note are three caveats to thiglasion: First, our empirical investigation
makes use of data at a fairly high level of viokermnd it remains to be seen whether more evidence
can be found for the structuralist thesis usin@ aet lower-level violence. Secondly, while the efiée
of globalization may be largely successful ovetta question still remains whether some partdef t
world are being marginalized in the process of glization and suffer from some of the ills descadibe
by the structuralists. Our tentative judgment wadodédthat great parts of Africa and some other areas
marred by poverty, poor governance, and conflietvactims of too little globalization rather thawot
much. While it does not seem very plausible tohas successful globalization in some regions should
be contingent on marginalization in others, thimaimns to be investigated rigorously. Thirdly, oo i
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dicators of globalization does not capture ceréaipects of international trade that is clearlytesldo

civil war: in countries as Angola, Sierra Leoned &iiberia, the exports of diamonds, timber and drug
have financed rebel groups and militarily adventsretate leaders. Likewise, these groups have ac-
quired weapons through the international marketafions. More liberal and efficient international
trade has increased the incentives for wars maagepl Still, our results indicate that the benafici
effects of globalization balance this. This patacuype of trade can be handled by targeted sameti
and regulations, not by reducing economic openimegsneral.
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Notes

*

Y In particular, there is an extensive debate abagle and conflict, as evidence by Schneider anthiBa
(1999) and most of the articles in this volume.

2 We might have used ‘dependency theory’ for thig lof thought. However, we avoid this term, sirtds i
associated with a particular historical period. Therent objectives to the neoliberal model arellamin many
ways to those of the 1970s, but the term dependireoyy seems to be dead.

® For a more detailed discussion of these trendsgeeSoysa and Gleditsch (2001).

“ All the independent variables in Table 1 changevll. Hence, using the four-year period as our timé
rather than the year does not involve much losmfofmation. At the same time, analysing four ypariods
lessens the problems with autocorrelation.

®> We also tried controlling for democracy, usingadtom Polity 11l (Jaggers and Gurr, 1995). Thisiahle
is never significant. Since missing observationstfi@ variable removes a number of cases from tiadysis,
and introduces collinearity, we present the reswitisout it.

® We also ran two stage least square regressionewihese three variables were instrumented. Thilysis
yielded very similar results, so the use of laggadables seems sufficient to avoid endogeneitg.Bighen es-
timating the model with a non-lagged trade/GDP alzlg, the trade variable obtains a positive andifsignt
estimate. Furthermore, we ran a Feasible Genedalizast Square (FGLS) regression (Greene, 1997#5R)
to ascertain that autocorrelation in the seriesdme produce another type of bias. The estimatethé varia-
bles of interest were quite similar in this estiimattoo, and there was not evidence of any probtenautocor-
relation. The results from these estimations aedl@ve at http:www.prio.no/cwp/datasets.asp.

" The region indicators were included to partly astofor other factors that influence countries’ \gto
rates. The eight regions are West Europe and Narthrica, East Europe, South Asia, East Asia, CEAsa,
Middle East and North Africa, Africa South of Sakaand Latin America. The period indicators accdont
world-wide fluctuations in growth rates. The estiesafor each of the region and period indicatoialdes are
available at http:www.prio.no/cwp/datasets.asp.

® The trade/GDP, FDI/GDP, and GNP per capita var@hblere centered by substracting the mean of each
variable from all observations to minimize collinéawhen creating interaction term. The implicatiof this is
that the constant term is to be interpreted agtbeth rate when these variables are at their feramodels 1A
and 1B. In model 1D, the interpretation of the paater estimate and the estimated t-value for e&theotwo
main terms in the interaction construction is thedfect/significance when the other variable ishat mean (cf.
Friedrich, 1982).

° Negative values were replaced with 0.1%.
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1% One possible reason for the inconsistency betwtenSachs and Warner indicator results and the
trade/GDP and FDI/GDP variables, is that the denator in the latter variables imply that they aegjatively
correlated with the size of the economies. Largenttes trade less relative to GDP because theg karger
internal markets. Hence, the trade-to-GDP ratiohinégt as a proxy for size rather than for econaspienness.
The two largest developing countries, India andn@hhave recently opened up their economies andased
their growth rate (Dollar and Kraay, 2002), butithelatively low trade-to-GDP ratios pull down tlestimate
for this variable.

' We also estimated the model including a lagged Sactd Warner openness indicator to minimize en-
dogeneity. The parameter estimate for the laggedhle is smaller (1.03) but statistically signéitt.

12 Estimating an FGLS model with a common autocotimtacoefficient indicated a coefficient of 0.55.eW
also estimated various other models, all yieldimgilar substantive conclusions. These results apsnted in
the log files available at www.prio.no/cwp/datasap.

13 We also estimated the model using a Feasible Gkrenl Least Squares model (Greene, 1997: 511-513),
which yielded very similar results. Model 2D cowdly be estimated using FGLS because of a high eumb
gaps in the country series.

4 An increase in inequality does not necessarilylyniipat anyone gets poorer in an absolute senskarDo
and Kraay (2001a,b) estimate that the increasevénage income resulting from the economic openiess
large that the net average effect is that trade piéople out of poverty, even though trade magdseciated with
inequality. We do not investigate the net effectrafle on poverty reduction here.

!> Alderson and Nielsen (1999:621) also find thaeiiog investment increases inequality in non-core. (i
developing) countries only.

'8 For a number of observations, FDI were zero omatieg. These were replaced with FDI/GDP = 0.1% be-
fore log-transforming.

Y This is in contrast to Alderson and Nielsen (19980 find a significant positive relationship beewn
foreign capital stock and inequality, and also sitp@ estimate for the flow of foreign investment.

8 The Primary commodities variable is highly cortethwith In(GNP per capita) and washes out theceffe
of the GNP/capita main term.

9 The Cox regression model estimates log relatisie off civil war (relative to a baseline), wherehs to-
gistic regression model yields estimates of logsodficivil war. For rare events as civil wars, hoee these
measures are roughly similar. See Hegre et al.1(2fa0 a justification of the model. The use of thex regres-
sion model deviates from standard use of survivadels as Cox regression, as we use calendar tirtie disne
variable. The dataset samples all countries neady in civil war once for each time there is atboeak of civil
war. This allows estimating the relative risks ofilcwar breaking out in a country with certain cheteristics,
given that a civil war has broken out somewhere.

% The denominator 527 in the expression determimesalf-life of six months. Hegre et al. (2001 )drthis
half-life to maximize the likelihood of the model.

L This is inconsistent with the results of the Staélure Project (Esty et al., 1998; see also Kind Zeng,
2001), who find trade/GDP to be one of the mostusbipredictors of civil war. This discrepancy isstip due
to Esty et al.’s failure to control for populatiofio a lesser extent, the discrepancy may also bsedaby their
broader definition of the dependent variable, whatdo includes abrupt regime changes (cf. the tegulTable
4 of this chapter).

2 The results reported in Table 4 below show thahatacies are the most stable political systemd, an
hence are least likely to have regime changesabdind to be strongly associated with civil waroMover, the
inconsistent regimes, those that are neither cemdislemocracies nor autocracies, are the ledsgestdence, it
is possible to trace an indirect relationship bemveegime type and the hazard of civil war.

% Since there is an inverted U-curve relationshigveen both development and inequality and developme
and civil war (c.f. Figure 4), we would expect todf a stronger relationship between inequality eind war if
we omit the GNP per capita variables. Estimatirggrttodel without these variables do increase theninate of
the estimate for inequality, but it is still nogsificant {=1.34). Hence, there is little support for the idest the
GNP per capita variable masks the effect of thgquaéty variable.

24 Full definitions and sources are found in Gates .g2001).

% This measure is also explained in Gates et aQ{R0

%6 We tried out different half-life values, rangingin 0.5 to 16 years. Setting the half-life to 1@gegave
the best fit to the data.

2" The 95% confidence interval for this estimate2i®( 3.0). This estimate is considerably lower tti@none
reported in Hegre et al. (2001). This is due toaeninclusive definition of regime change, and fiégt that po-
litical changes occured more often in the lat8 @entury than in the 18001960 period.

8 This result contradicts the results of Przewoeslkdl. (2000: 124), who find that autocracies tendhange
into democracies slightly more often when the lefehcome is increased. This difference in resnits/ be due
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to a different set of control variables, but is mtikely to be due to the fact that Przeworskiletla not distin-
guish between autocracies and inconsistent regimes.

29 Although this analysis takes duration dependente account, the difference between the African and
Western European democracies’ chances of sungvabi as dramatic as it may sound. Since the definof
regime change is quite wide in this analysis, dufa’ may equally well lead an slightly inconsistelemocracy
towards a more stable democratic setup as to bBltieakdown in the democratic system. Such charfgesev-
er, are less likely in the old democracies in WesEurope, because they have reached a point vileeasing
suffrage and parliamentary control cannot be furthereased. These effects are more fully discuss@&htes et
al. (2001).
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