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Abstract

Current studies, mainly focused on the postwar period, are split on the impact of development
on democracy. Examining panel data that runs from early nineteenth century (a time where
hardly any democracy was in place) to the end of the twentieth century, I show income
matters positively for democratization — both after controlling for country and time effects
and instrumenting for income. Since the effect of time partly varies over time, with some
historical periods that are more favorable to democracy than others, | investigate the domestic
variables (a decreasing marginal effect of growth in already developed economies) and
international factors (the strategies of great powers toward small countries) generating that
result. | finally probe the underlying processes through which income shapes political
institutions, showing that development produces key changes in the distribution and nature of

wealth that, in turn, make democracy a stable political outcome.



Since the publication of Seymour Lipset’s influential article on “Some Social
Requisites of Democracy” fifty years ago (Lipset 1959), the research agenda on
democratization has been dominated by a prolonged debate over the impact of economic
development on political institutions. On the one hand, most researchers have found that
higher levels of development (mainly measured through per capita income) increase either
the likelihood of democratic transitions or the stability of democracies (Dahl 1971;
Huntington 1991; Przeworski and Limongi 1997; Barro 1999; Boix and Stokes 2003). On the
other hand, an important sociological literature has questioned that relationship and attributed
the presence of democratic institutions to either particular historical conjectures in early
modern Europe (Moore 1966) or to the choices of military and bureaucratic elites in Latin
America (O’Donnell 1973). More recently, Acemoglu et al. (2008) employ systematic
econometric tests to conclude that economic development (proxied by the level of per capita
income) has no effect on the likelihood of a country becoming (and staying) democratic —
mainly for the period after World War 11. Mostly following Moore (1966), they then trace the
roots of democracy (as well as the causes of economic development) back to critical
historical junctures that took place about five hundred years ago and that pushed societies
into divergent political and economic paths. In a nutshell, democracy and development,
although strongly correlated nowadays, are at most simple covariates.

In this article | examine again the relationship between development and democracy,
employing the estimating strategies of Acemoglu et al. (2008) (who include fixed country-
and year- effects and instrumental variables), for the last two centuries. The analysis of such
a long span of time, from a point of time in which there were no democracies in place to
current times, shows that development matters both to spur democratic transitions and to

consolidate existing democracies.



This article is organized as follows. After briefly summarizing the state of the
empirical literature on the causes of democratization (Section 1), I discuss how the choice of
a particular historical period, such as the years after World War Two, to study the impact of
development on democracy necessarily shapes the size and statistical significance of the
estimates of the variable of interest (in this case, income) (Section 2). In particular, 1 show
that those recent studies, such as Przeworksi and Limongi (1997) and Acemoglu et al. (2008),
that find no causal effect of development (proxied by income per capita) on democratization,
do not precisely because they use empirical evidence mainly limited to the post-WWII
period. Their main panel data set, which spans from 1950 to 1990 (in Przeworski and
Limongi 1997) or from 1960 to 2000 (in Acemoglu et al. 2008), cannot capture key phases in
the process of democratization across the world — what Huntington (1991) referred to as the
first and second waves of democratization. (Although Acemoglu et al. (2008) include an
additional (short) test employing data from 1875 to 2000, that analysis faces considerable
limitations due to the rather reduced number of countries and of time-periods it includes.)
Accordingly, in Section 3 I re-estimate the relationship for all the data from the early
nineteenth century (a time where almost all countries were not democratic) to the end of the
twentieth century, using the same estimation strategies of Acemoglu et al. (2008), and | find
that development matters for democratization — although the effect partly varies over time,
with some historical periods that are more favorable to democracy than others. Given those
results, in Section 4 | investigate the domestic variables (such as the decreasing marginal
effects of growth in already developed economies) and international factors (the strategies of
great powers toward small countries) that may account for the varying effects of income on
democracy over time. Finally, in Section 5 I discuss the theoretical underpinnings behind
those empirical results — mostly following and qualifying an extensive debate in the literature

(Boix 2003; Boix and Stokes 2003; Acemoglu et al. 2006; Geddes 2007, Inglehart 2007) —
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and | probe empirically the underlying causes, such as inequality, human capital formation or
asset specificity, that drive the twin processes of democratic transition and consolidation, and

that the literature has so far proxied through income per capita.

I. State of the Literature

In the last decades a substantial part of the research agenda on the causes of
democracy has been shaped by the so-called modernization theory of democratization.
Broadly speaking, modernization theory claims that economic development (often proxied by
the national level of per capita income) triggers the process of democratization. This rather
narrow empirical proposition was first suggested by Lipset (1959) and then received at least
partial support in two distinctive forms. Most researchers claimed that the likelihood of
transitions to democracy increases among richer countries (Dahl 1971; Huntington 1991;
Barro 1999; Boix and Stokes 2003; Epstein et al. 2006). Other scholars limited the role of
development to having a strict stabilization effect on democracy once the latter has come into
place for reasons, such as war defeats or the natural death of dictators, which are mainly
exogenous to income (Przeworski and Limongi 1997). As | examine in the last section of this
paper, the potential theoretical interpretation of that finding has been, by contrast, more
contentious: income has alternatively been seen as a proxy for changes in the social structure
and in the distribution of income, for a growth of toleration values or for the declining
marginal disutility on high incomes of public transfers associated with democracies (Lipset
1957; Przeworski et al. 2000; Boix and Stokes 2003, Boix 2003).

By contrast, and following in the steps of Moore (1966), but employing systematic
econometric tests, Acemoglu et al. (2008) make two key claims: first, that existing empirical
tests, mostly based on cross-country relationships, cannot establish causality from income to

democracy; and, second, that, since those empirical studies do not control for country-
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specific factors affecting both income and democracy, they may be strongly affected by

omitted-variable bias. Once Acemoglu et al. (2008) include country fixed effects (as well as
year dummies) in their econometric estimations, the positive relationship between per capita
income and political regime fades away. Moreover, the additional instrumentation of income

seems to discard any potential causal effect of income on democracy.

I1. The Question of Data Specification

Nearly all modernization scholars have examined the relationship between income
and democracy during the postwar period. And, as Acemoglu et al. (2008) recently stress, a
simple graphical examination of the relationship (in Figures 2 and 3 of their article) already
seems to dispel the notion that income growth leads to more democracy: changes in income
cannot be correlated with changes in political institutions during the period after 1960. As
noted above, the battery of economic tests with country and time dummies they conduct
subsequently conveys the same result.

[Figure 1 about here]

The problem of any study circumscribed to the period after World War Two is,
however, that it cannot convincingly establish what may generate the transition to democracy
because it excludes a key part of the process of political development at work before 1940.
To see why, Figure 1 reports the evolution of democracy among sovereign countries from
1800 to 2000 using two measures: first, the annual proportion of democracies, where a
country is defined as democratic if it has a government elected through competitive elections

and liberal franchise requirements, as coded in Boix and Rosato (2001); ! second, the cross-

! The Boix-Rosato measure defined a country as democratic if it meets three criteria: elections are free

and competitive, the executive is accountable to citizens (either through elections in presidential



national average of the polity index taken from Polity 1V and normalized into a continuous
variable from 0 (no democracy) to 1 (full democracy).

Two main facts are already apparent in Figure 1. In the first place, democracy was a
rather stable phenomenon across countries between 1960 and 1990. The proportion of
democratic countries hardly changed, mainly fluctuating between 30 to 40 percent. In fact,
only a few countries moved in and out of democracy --particularly in Latin America. Table 1
shows that the bulk of those nations (45 out of 53) that were democratic in 1960 remained
democratic three decades later. Among those eight cases where democracy broke down, five
countries (four African states and Singapore) became authoritarian within the first four years
following independence and an additional two within eight years after they became
independent. Similarly, authoritarian institutions were remarkably stable: most of those
countries (54 out of 70) that were not democratic at the beginning of the period were still
under authoritarian rule in 1990. Among those 16 that shifted to democracy, five did directly
after the collapse of the Soviet Union.

[Table 1 here]

In the second place, Figure 1 makes clear that most of the significant (and, in fact,
lasting) political change, that is, the first democratization wave, occurred before 1945: partly
in the nineteenth century and then right after World War One. A second, shorter wave
happened right after 1945 and before 1960. Hence, excluding pre-1960 data (while
controlling for country effects) risks misestimating the true effects of economic and social

change on political institutions since there was little within-country variance from 1960 well

elections or to the legislature in parliamentary systems) and at least half of the male electorate is

enfranchised.



into the mid 1990s. To put it differently, the empirical problem at hand carries considerable
resemblance to similar questions in empirical growth theory. Although only employing
postwar data sets may be good enough to estimate convergence effects (among economies
that have moved beyond the take-off stage), it is not adequate enough to determine the
sources of initial divergence across countries.

[Figures 2 and 3 about here]

The need to look at the emergence of democracy before 1960 to assess the true
impact of development on political regimes receives further confirmation from the data we
have about the evolution of both income and democracy over a longer time frame. Figure 2
plots the relationship between income in 1850 and income in 2000 across countries.? Figure 3
does the same thing for the level of democracy (using the continuous measure of Polity V).
Figure 2 shows a strong relationship between levels of development across time — the
adjusted r-squared is 0.62. Countries that were wealthier by mid-19" century continued to be
ahead 150 years later. If anything, their economies had grown exponentially over time —
leaving the poorest nations well behind (in relative terms). By contrast, Figure 3 reveals that
no such relationship holds for politics — the adjusted r-squared is 0.01. Democratic
institutions were absent or weak in almost all countries in the first half of the nineteenth
century. It is not surprising then that, in the nineteenth century, that is, before the first
democratization wave was in full swing, democracy and income were hardly correlated.
Whatever structural or institutional factors (emerging at critical historical junctures) affected
the level of development in 1850 (and continued to affect income in 2000) did not have the
same effects on politics, that is, on the level of democracy, at that time. The adjusted r-

squared for regressing democracy on income in 1870 was 0.10 (0.01 in 1850). However, by

2 Per capita income is taken from Maddison (2003).



1930 there was already considerable variation in the quality of democratic life across
countries. And both variables had become substantially correlated: the adjusted r-squared for
1930 was 0.47 (0.41 in 1990).

Both the comparison between Figure 2 and Figure 3 and the growing correlation
between income and democracy over time point toward a more complex relationship between
economics and politics than the one described in Acemoglu et al. (2008). As already
emphasized among several political economists and economic historians (North and
Weingast 1989; North 1990; DeLong and Shleifer 1993; Putnam 1993; Engermann and
Sokoloff 2002), it is likely that certain historical junctures (perhaps happening in the early
modern era) resulted in different constellations of (both formal and informal) institutions
across countries. Those different institutional configurations resulted in very different rates of
economic growth (and of economic and social development) after the scientific revolution
became fully embedded in the economy in the 18" and 19" centuries (Engerman and
Sokoloff 2002, Mokyr 2002). The divergent institutional framework in place across countries
did not shape representative institutions directly — again, democratic systems were absent in
almost all countries throughout most of the 19" century. Instead, the effect of history and
institutions on politics was presumably mediated by the processes of economic growth that
have unfolded over the last two centuries. In other words, economic development triggered a
set of social and institutional transformations (such as declining inequality, more diversified
economies and so on) that contributed, in turn, to reshape the political landscape from mid-

19" century onward.

I11. Re-testing the Modernization Hypothesis
As pointed above, to test the “‘modernization’ theory, Acemoglu et al. (2008) examine

the effect of per capita income on the level of democracy on yearly, 5-year, 10-year and 20-
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year periods during the period of 1960 to 2000 period and over one hundred countries. They
complement that analysis with a test of a balanced panel on 25-year periods for 1875-2000
and about 25 countries. The test on the postwar period excludes the two first and crucial
democratization waves shown in Figure 3. The 1875-2000 panel offers a very restricted
sample — there are only 6 observations per country — and therefore very limited temporal
variance.

An appropriate test must include a more fine-grained sample — maximizing the
number of countries as well as its temporal dimension. This is done in Table 2. For the
purposes of comparison, the first two columns of Table 1 reproduce the results of Acemoglu
et al. (2008) for the five-year and ten-year data for the base sample of 1960-2000 (using the
Polity measure of democracy). Columns 3 and 4 then estimate the impact of per capita
income on democracy employing the sample of all sovereign countries from 1820 to 2000.
The estimation procedures match those employed in Acemoglu et al. (2008): a standard
pooled OLS regression in which the value of democracy is regressed on the lagged values of
democracy and per capita income and where there is a full set of country dummies (to control
for country-specific traits) as well as year dummies (to capture any common shocks to all
countries). The Polity index of democracy, which ranges from -10 to 10, has been here
normalized from 0 to 1. To maximize the number of observations, per capita income is based

on Heston, Summers and Alden (2002) and Bourguignon and Morrisson (2002).® Further

¥ The postwar data for per capita income is taken from Heston, Summers and Alden (2002). The pre-
World War Two data comes from Bourguignon and Morrisson (2002), who rely on Maddison (1995)
to estimate per capita incomes. Both data sets have been merged after adjusting the Bourguignon-

Morrisson data to make it comparable with the Heston-Summers-Alden data. Even before the



robustness tests are done in Table 3 employing only the income data provided by Maddison
(2003).
[Table 2 here]

Once the sample is expanded to encompass country-years that did experience the
democratization take-off, the coefficient of per capita income becomes statistically
significant in all models (columns 3 through 5). Consider model 4, based on 10-year data.
From a substantive point of view, its coefficient of 0.124 implies that a 10-percent increase in
per capita income should lead to a short-term increase of about 0.0124 in the democracy
index (Column 4). Because we are controlling for the lagged value of democracy, it is more
appropriate to consider the long-run effects of income on democracy: a 10-percent increase in
per capita income (shown in the fifth row) translates into an increase of 0.02 in the index of
democracy according to the results in column 4. Since GDP per capita has multiplied by
more than a tenth-fold in developed countries in the last two centuries, development (at the
scale it has seen throughout the contemporary era) seems to perform as a powerful factor in
the general process of democratization (provided we give any causal value to these findings).

Just doubling per capita income implies a shift of 0.2 points in a scale from 0 to 1.*

Robustness Tests and Instrumentation of Income

Before examining the relation between development and democracy in more detail,

Table 3 considers several new estimations to test for the robustness of the results. Column 1

adjustment both data sets are extremely well correlated: for the postwar period the correlation
coefficient is 0.984.
* Given a coefficient of lagged democracy of 0.374 (in column 4), the cumulative of a 100 percent

increase in GDP per capita is 0.124/(1-0.374) or about 0.198.



reports the effects of per capita income employing income data taken from Maddison only.
The effect is positive and in line with estimates of Table 1. Column 2 employs instead a
dichotomous measure of democracy (taken from Boix-Rosato 2001) as the dependent
variable. Although as a binary measure it is less fine-grained than the continuous Polity
index, it avoids the measurement uncertainty (and, in fact, measurement error) that bedevils
continuous measures such as Polity IV (particularly for 19" century observations).® Per capita
income continues to be a positive and statistically significant coefficient in all models. The
long-run political effect of doubling per capita income fluctuates around 0.2 points. This is
again considerable given the magnitude of the shift in incomes experienced by advanced
nations since their take-off one century and a half ago.®

[Table 3 here]

Columns 3 through 6 in Table 3 explore the causal relationship between income and
democracy through the instrumentation of income. Acemoglu et al. (2008) employ two
instruments for income: the savings rate and trade-shares between countries. Since data on
saving rates is scarce before 1950, I rely here on trade data. More precisely, the instrument of
income, Yit1, is a weighted sum of world income for each country i, with weights varying

across countries as a function of their trade shares with other countries j:

~ N
Yie-1 = i Z i w5 je-1
J=13=#i

® For a statistical exploration and critique of consistency of the Polity index, see Treier and Jackman
(2008).

® Additional robustness tests not reported here include: balanced panels for 1870-2000, 1900-2000 and
1920-2000; and models with two lags of both income and the polity index. In all these tests, income

continues to be positive and statistically significant.
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where w is the share of trade between country i and country j in the GDP of country i. Trade
shares during the postwar period are calculated by employing IMF data on trade shares
between 1980 and 1989. Trade shares for the period before 1940 are calculated employing
data collected by Oneal-Russett (1999) on export dyads for the period 1900-1930."

For the sake of comparison, column 3 in Table 3 reproduces the results in Table 1,
column 4 — panel data with country and year dummies but no instrument for income. Column
2 then instruments for income and adds country-fixed effects. Column 3 adds year dummies
(without the democracy lag). Finally, column 4 has the lagged variable and year and country
dummies. (The first-stage estimation, not shown here, reports a strong relationship between
instrument and income, with a t-statistic over 7.) Overall the coefficient of the instrumented
variable is positive, stable and substantial in its size. Except for column 4, the instrumented
variable is statistically significant and therefore income may be thought of as having a causal

impact on the process of democratization.

IV. The Changing Impact of Income on Democracy

In Section 3 we obtained two main results. On the one hand, income seems to have
little or no effect on the level of democracy after World War Two, in line with recent work
on democratization and development. On the other hand, once we examine the whole
evolution of political institutions since 1800, that is, from the time the vast majority of

countries were authoritarian to today, income matters to explain the process of

" The data compiled by Oneal and Russett is taken from bilateral trade data compiled by the League of
Nations for the interwar period, complemented with data from The Statesman’s Yearbook for the pre—

World War | era.
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democratization. I now turn to explore these two (seemingly contradictory) facts in more
detail, that is, to examine why the impact of income on politics has varied over time.
[Table 4 here]

Before exploring the key sources of the conditional effect of income on democracy,
Table 4 confirms the period-specific effects of income on democracy. It does so by
reproducing the same estimations of Table 2 (column 4) while restricting the period of
investigation gradually: column 1 looks at the period before 1950 (the time of the first
democratization wave and its first partial reversal); column 2 from 1900 to 2000; column 3 at
1920-2000; and column 4 at 1945-2000.% As expected given our previous discussion on the
historical process of democratization, the coefficient of per capita income becomes
significant when we include the history of sovereign countries before World War Two
(columns 1 through 3). Moreover, since from a substantive point of view the coefficient is
slightly larger for the period 1920-2000, one may venture that development made a bigger
impact during the interwar period. By contrast, and confirming Acemoglu et al. (2008)’s
main result, per capita income does not explain within-country changes in political
institutions after World War Two (column 4). In overall terms, therefore, Table 4 confirms,
in conjunction with previous results in Section 3, the need to look at the whole story of
democratization to understand the true impact of income and development on political
institutions.

[Table 5 here]

The conditional effect of income on democracy may be traced back to at least two

main factors. The first one is strictly domestic. Even if we concede that income has a positive

effect on the likelihood of democratization (and for reasons that I tackle later in Section 5),

® For space considerations, | report results with 10-year lags. Results are robust to other lags.
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there is no reason why that effect should be linear. Transitions to democracy (or the
stabilization of democratic institutions) may occur after a given country crosses a certain
threshold. Yet, beyond that point, that is, after the country becomes fully democratic, income
does not play any further role in promoting democracy — at most, more growth simply
contributes to stabilize and consolidate liberal institutions. In other words, the marginal value
of any additional growth becomes, from a political point of view, equal to zero.

With that in mind, columns 1 and 2 in Table 5 examine the varying effects of income
at different stages of development through a spline function — below $3,000, between $3,000
and $6,000, between $6,000 and $10,000 and above $10,000.° Column 1 estimates the spline
model for the period before 1950. It shows that development always increases the probability
of democratization. Not surprisingly (given that most per capita incomes were under $4,000
before World War Two), the coefficients for middle and upper income segments are not
statistically significant. Column 2 estimates the spline model for the whole period from 1820
to 2000. Income matters for low levels of development — but it is only statistically significant
in a joint test with the other income variables. For middle levels of development, per capita
income accelerates that process. By contrast, the effects of per capita income wear off as
development progresses beyond a certain threshold. For very high levels of per capita
income, its impact turns out to be slightly negative. In a word, democratization happens at a
certain point in the process of economic growth — mainly, it seems, as countries join the
advanced core. After they do, there is no reason to expect that any further growth will

translate into ‘more’ democracy.

% The income variables are defined as the corresponding per capita income above a given threshold
and zero below. To choose thresholds for the estimation, | examined first the variation in the

coefficient of interests for different per capita income segments through separate estimations.

13



That nonlinear effect of income on democracy can be linked to the temporal
dimension shown in Table 4 in the following way. Up until the first half of the twentieth
century, as (mainly European) countries became more developed, they transited to
democracy (with a few reversions to authoritarianism). Once almost all wealthy countries
became fully democratic after 1945, their continuous growth simply contributed to the
consolidation of democratic rule — but it did not result in any change in the polity index. In
turn, those countries that had not moved to democracy before 1950 had a hard time doing so:
with a few exceptions, their growth rates remained low and, as a result, very few countries
became fully developed countries (Quah 1996).

The second main source of the time-varying effect of income on democracy is the
international order. From time immemorial, all great powers tend to approach (and interfere
in) the domestic politics of their allies (and of the allies of their enemies) as a further means
to advance their interests in the international arena. The War of the Peloponnese between
Sparta and Athens was ignited by the disputes of opposing factions in the city of Corcyra.
After the Napoleonic Wars, the members of the Holy Alliance intervened explicitly to
suffocate any democratic revolutions across all Europe. During the Cold War, the Soviet
Union and the United States maneuvered, directly or by proxy, to secure friendly
administrations across the world. A quick look at Figure 1 reveals that democratic institutions
often spread quickly and in rather short periods of time: the early 1920s and the early 1990s.
Similarly, many of their reversals were clustered in the 1930s and the late 1940s and early
1950s. All these transitions to and from democracy coincided with key shifts in the
international system: the defeat of the Central Empires in 1918, the reemergence of Germany
as a power under Hitler, the beginning of the Cold War and the collapse of the Soviet Union.
Recent papers have shown, employing more systematic evidence, that the end of the Cold

War had a considerable impact on the number, type and regional distribution of civil war
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onsets and revolutionary events (Boix 2008; Balcells and Kalyvas 2009) and on the
introduction of semi-competitive elections in dictatorships (Levitsky and Way 2003; Boix
and Svolik 2009). A similar story may be at work for democratic constitutions. The Cold War
and the Soviet occupation damped the effect of income on democratic transitions. The fall of
the Berlin wall was then likely to contribute to the rapid multiplication of democracies at the
end of the twentieth century.™

Since measuring the direction and degree of intervention of each great power (as well
as their strategic interaction) on the internal affairs of every country is extremely difficult
(and probably impossible), | construct a variable that defines the overall structure of the
international order every year as being anti-democratic, neutral to democracy or favorable to
democracy as a function of the political leanings and general strategies of the existing great
powers.*!

I consider the international order as ‘anti-democratic’ when at least one of the great
powers has an authoritarian government, espouses a political ideology contrary to the
diffusion of democratic institutions and acts explicitly upon those principles in the
international arena. In that international order the great powers structure their alliances along
political ideologies — with absolutist monarchies cooperating with each other against liberal
democracies or with democratic regimes allied against communist countries. The
international system was ‘anti-democratic’ during the first half of the 19" century (until the
great revolutions of 1848): the European central empires joined together to defeat France in
the Napoleonic wars and then established the Holy Alliance to monitor the political and

territorial status quo negotiated in the Congress of Vienna. It was also ‘anti-democratic’ from

1% 0n the impact of the Cold War through foreign aid see also Meernik et al. (1998) and Boschini and
Olfsgard (2007).
1 The status of great power is defined following Mearsheimer (2001).
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1933 to 1942, with Nazi Germany as one of the main great powers intent on imposing its
ideology in the European theater, and during the Cold War period (from 1948 to 1990).

In a ‘neutral’ international order, although the existing great powers differ in their
constitutional structure (with at least one authoritarian state), authoritarian countries do not
invest in the expansion of anti-liberal institutions. That ‘ideological neutrality’ (at least in the
international sphere) implies that international alliances or conflicts do not follow ideological
cleavages. Authoritarian and democratic great powers establish defensive pacts or alliances
of mutual assistance for strict ‘realpolitik’ reasons, unconcerned about the political ideas and
institutions of their allies. This type of system was in place from 1848 (as soon as the Holy
Alliance was unable to quell the revolutionary explosions of that year) to 1918. During that
period of time liberal England and Napoleon 111’s France allied against Russia in the 1850s;
imperial France supported the liberal movement of Italian unification in the 1860s; Russia
and England cooperated to abort a new war between France and Germany; and, starting at the
turn of the century, the French Republic and the Russian czar struck a defensive pact against
the central empires. Similarly, the cooperation of Soviet Russia and the United States against
Hitler makes the period of 1942-47 a “neutral’ one.

Finally, an international order becomes ‘democratic’ if all the great powers are
democratic — and do not take actions to sustain authoritarian regimes.*? This international
system prevailed after World War One until the Wilsonian project collapsed and again after
the breakdown of the Soviet Union.

Columns 3 through 5 in Table 5 examine the impact of the international order on the
level of democracy. Since the likelihood that democratic institutions will be introduced or

will survive should increase as the world moves from the anti-democratic to the pro-

12 In the absence of authoritarian competitors, democracies may be interested in supporting democracies for
the reasons outlined in democratic peace theory — arguably, that democracies do not fight among each
other. See a critical review of that literature in Rosato (2003).
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democratic order, | code the variable “international order’ as -1 for anti-democratic years
(1800-1848, 1933-1942, 1948-1990), 0 for neutral years (1848-1917, 1942-1947) and 1 for
pro-democracy periods (1918-1932, 1991-2000). Column 4 adds the variable “Soviet
Occupation” that measures whether a country was occupied by the Soviet army or not.

In both models per capita income stills affects the likelihood of democracy
significantly. But the international order has an effect of its own and in line with our
expectations: democracy is more likely if all great powers are democratic. The effect of
Soviet control is substantially negative: it reduces the level of democracy by almost 0.2
points (in a scale from 0 to 1).

Since the impact of income may differ depending on international conditions,
Column 5 examines the effect of income separately for each type of international order. The
coefficient of income turns out to be twice bigger in a pro-democracy international
environment than in an antagonistic or neutral one. The unfavorable international climate that
prevailed from the early 1930s until the late 1980s may explain why it took many middle-
income countries much longer to adopt democracy even though they enjoyed an income level
similar to those of European countries before 1920: whereas before World War Two three
quarters of countries with a per capita over $3000 (in constant dollars of 1985) were
democratic, less than 40 percent above $3000 were democratic during the Cold War period
(Boix and Stokes 2003).

[Table 6 about here]

The bulk of the recent empirical literature on democratization looks at the effect of
income on transitions to and from democracy rather than on levels of democracy.
Accordingly, and with an eye on the potentially diminishing effects of income, Table 6
reports separate models of democratic transitions and democratic breakdowns. Columns 1

through 4 estimate those models employing the continuous index of Polity IV. In Columns 1
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and 3, which estimate the impact of income on transitions to democracy, the value of the
dependent variable is the maximum value of democracy at either time t or time t-1: this
effectively restricts the analysis to those cases in which there has been an increase in
democracy. In Columns 2 and 4, which estimate the impact of income on transitions away
from democracy, the value of the dependent variable is the minimum value of democracy at
either time t or time t-1: this limits the analysis to those cases in which there has been a
decline in the level of democracy. ™

Columns 5 through 8 in Table reproduce the same analysis now employing the Boix-
Rosato dichotomous democracy variable. Columns 5 and 7 look at transitions to democracy
(the dependent variable takes the maximum value of democracy at times t and t-1). Columns
6 and 8 examine the transitions away from democracy (the dependent variable is equated to
the minimum value of democracy at times t and t-1).

For each model (democratic transitions and democratic breakdowns) Table 6
considers first a spline model of income (Columns 1 and 2 and 5 and 6). It then considers the
varying effect of income as a function of the prevailing international order (Columns 3 and 4
and 7 and 8). Higher levels of per capita income result in a higher probability of
democratization — even after including country and time fixed-effects (Columns 1 and 5).
However, those effects become flatter as countries go over $10,000 (the coefficient becomes
negative in the highest income segment). This captures the fact that once countries develop,

they tend to transit to democracy — with the likely exception of a few cases (such as oil

3 The standard estimations of political transitions (Przeworski and Limongi 1997; Boix and Stokes
2003; Epstein et al. 2006) employ nonlinear models to determine the effects of income. However, |
here use linear models because nonlinear models do not generate consistent estimators in the presence

of fixed effects.
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countries) that are wealthy yet impervious to change. In turn, Columns 2 and 6, which
estimate the impact of income on democratic breakdowns, show that richer countries are less
likely to experience reversals to authoritarian rule (a positive coefficient means a lower
probability of democratic breakdown as per capita income increases) and that the effect of
adding income has always a stabilizing impact on democracy.

Although the effect of income on democratic transitions is positive, its size is
strongly affected by the international environment. In a world where the great powers are all
democratic the effect of income is two times bigger than under other international conditions
(Columns 3 and 7). In turn, income reduces the chances of a democratic breakdown

(Columns 4 and 8) but there are no substantive differences across time periods.**

V. Income as a Proximate Cause?

If development both makes a transition to democracy more likely, at least before
World War 11, and, once in place, it consolidates them, why is this so? Since its inception,
the empirical literature on democratization has offered several causal mechanisms to account
for the connection between income and democracy.

Lipset (1959) already saw development as the engine behind the gradual emergence
of middle classes and the decline of social conflict, and therefore as the main event that
triggered political liberalization. More recently, several models have formalized those claims
in the context on an optimal taxation model with endogenous political institutions: there
higher levels of income equality reduce the optimal tax of the median voter and therefore

increase the incentives of wealthy individuals to accept democracy (instead of spending their

14 In estimations not shown here, per capita income ceases to be statistically significant as an explanatory
variable of democratic transitions after World War Two but not before. In turn, per capita income does not
explain democratic breakdowns before 1940 but it does afterwards. These results fit with those presented in
Table 4.
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resources to block it) (Boix 2003; Acemoglu and Robinson 2006). If incomes indeed become
more equally distributed as countries develop, then one should not be surprised to find out
that development generates and consolidates democracies.™ In addition to more equality,
economic development has become associated (mostly after the industrial revolution) with a
shift in the nature of wealth — from fixed assets (land) to mobile capital. As capital mobility
increases, taxes must decline since capital holders can credibly threaten with exit (Hirschman
1981). Hence, under low levels of asset specificity the costs of democracy become
sufficiently lower to convince wealthier voters (even under conditions of inequality) to accept
liberal institutions. Notice that here the relationship between income and democracy is a
conditional one: democracy emerges in countries with high returns to mobile capital
(financial sectors, highly skilled population) but not in areas enjoying high incomes due to
fixed capital (like oil) (Boix 2003).

The modernization literature has often but not exclusively cast the relationship
between development and democracy in strict material or economic terms. Several
researchers have claimed, instead, that development generates an increasingly more educated
population. Education then fosters the values of political toleration and this makes democracy

more likely (Lipset 1959; Huntington 1990; Welzel and Inglehart 2007).

1> Recent data collected by Deininger and Squire (1996) on income inequality, consisting in 692
comparable observations (587 of them with Gini coefficients) show that, at low levels of economic
development, the degree of inequality is highly variable across countries. The correlation coefficient is
-0.54. For economies under a per capita income of $5,000, the mean Gini index is 42.5 with the values
ranging from 20.9 to 66.9 and a standard deviation of 10.4. But at higher levels of economic
development, the occurrence of inequality diminishes. In economies with a per capita income of more

than $10,000 (constant prices of 1985), the average Gini index is 34.2 with a standard deviation of 3.6.

20



Finally, we cannot discard the possibility that income may have a direct effect on
levels of democracy as follows. Assume that the possibility that the marginal utility of
additional income declines with income, with a structure U(y;) = (vi)" for 0<a<1. Whereas for
low incomes, below or barely above the threshold of subsistence, each additional unit of
income increases individual utility almost proportionally, at very high income levels the
marginal utility of additional income approaches zero. Hence, as growth occurs and the per
capita income of net tax payers rises, the disutility of supporting large transfer schemes (of
the kind associated with democracies) becomes much lower than the costs of sustaining an
authoritarian regime and democratic transitions become more likely.

[Table 7 here]

Table 7 further probes the effects of development on political institutions by looking
at the possible set of underlying factors that are shaped by (or are associated with) economic
growth: economic inequality and the structure of the economy. To include all the political
transitions of the second half of the nineteenth century and the first half of the twentieth
century, Table 7 examines the correlates of democratic transitions and democratic stability
using a data set that spans from 1850 to 2000. Columns 1 and 2 employ the polity index of
continuous democratization. Columns 3 and 4 employ the Boix-Rosato dichotomous index.
As in Table 7, the models of democratic transitions estimate positive increases in the indexes.
The models of democratic breakdowns estimate downward changes in the indexes only.

Since data on income inequality are practically non-existent for any country before
World War 11, Table 7 relies on two indicators to proxy the extent of economic inequality:

the distribution of agricultural property™® and the quality of human capital.'” Both variables

1 The distribution of agricultural property is measured by the area of family farms as a percentage of

the total area of holdings. This measure, gathered and reported by Vanhanen, defines family farms as
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track economic inequality relatively well. For the period after 1950, the correlation
coefficient between the Gini index of economic inequality (excluding socialist economies)
and the percentage of family farms is -0.66. For countries with a per capita income below
$2,000 the correlation coefficient is -0.75. The coefficient of correlation of the index of
education and the Gini index reported by Deininger and Squire (1996) is -0.59. To measure
the structure of the economy, that is, the predominant type of wealth, Table 7 relies on the
proportion of the population employed in non-agricultural occupations. The indices of family
farms, human capital and non-agrarian employment have been normalized from 0 to 1. All
models include the log of per capita income as well as country and year dummies. Finally, all
estimations include two variables measuring the international system: an annual one coding
the international system as anti-democratic, neutral or pro-democratic; and another one

specifying whether the country is under the control of the Soviet army or not.

those “that provide employment for not more than four people, including family members, [...] that are
cultivated by the holder family itself and [...] that are owned by the cultivator family or held in
ownerlike possession” (Vanhannen 1997: 48). This definition, which aims at distinguishing family
farms from large farms cultivated mainly by hired workers, is not dependent on the actual size of the
farm — the size of the farm varies with the type of product and the agricultural technology used. The
percentage of family farms captures the degree of concentration and therefore inequality in the
ownership of land. It varies from countries with 0 percent of family farms to nations where 94 percent
of the agricultural land is owned in family farms; the mean of the sample is 30 percent with a standard
deviation of 23 percent.

" To measure the level of human capital, I rely on Vanhanen's “index of knowledge distribution”,
which consists in the arithmetic mean of the percentage of literates in the adult population and the
'level of students'. The level of students is the number of students per 100,000 inhabitants, normalized

so that 1,000 students per 100,000 inhabitants corresponds to a level of 100 percent.
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Notice, in the first place, that, although the coefficient of per capita income remains
positive, it declines in size and loses statistical significance in all models but the last one.
This finding probably points to the fact that per capita income, as employed in the
modernization literature in postwar samples, behaves mostly as a proxy for other more
fundamental factors.

Generally speaking, underlying social and economic conditions (associated with the
process of development) matter for democratization. However, it is worth noting that the
causes of democratic transitions and of democratic breakdowns are partly different.
Democratic transitions are more likely to occur in countries with higher levels of human
capital (Columns 1 and 3). Given that the dependent variable ranges from 0 to 1, the effect is
very substantive: 0.35 in the continuous polity index and 0.53 in the dichotomous one.

In turn, democratic breakdowns are mostly conditioned by the distribution of assets in
the agrarian world. A higher proportion of family farms reduces the probability that a
democratic country will revert to authoritarian rule: the coefficient is close to 0.14 in Column
2 and 0.18 in Column 4. (Remember that in these models a positive coefficient means that an
authoritarian regime is less likely to take place.) In other words, in an agrarian economy the
probability of a democratic breakdown falls to 0 as one moves from concentrated land
ownership (as in countries such as Russia before the Stolypin reforms and the Soviet
Revolution, Spain for most of the 20"-century, and most Latin American nations) to the
highly fragmented property systems (as in countries such as Norway, the United States, and
Canada, where family farms represented three- to four-fifths of all land) at the turn of the
20th century. The probability of a democratic breakdown also declines with the
industrialization of the economy: the coefficient of the proportion of non-agrarian

employment is 0.219 and very close to statistical significance (p=0.123) in Column 2.
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In line with previous results in Table 6, international factors matter to explain
democratic transitions. The dummy variable “Soviet occupation” is statistically significant
and it is associated with a reduction of 0.24 points in the movement toward more democratic
institutions (and of 0.34 employing the dichotomous variable in Column 3). Again this
finding may certainly contribute to explain why models that estimate the effect of
development in the postwar period find that income behaves so poorly. The type of general
international system only explains democratic breakdowns in Column 4: a more pro-

democratic environment reduces their occurrence.

Conclusions

In the last fifty years, the research agenda on democratization has been dominated by
a prolonged debate over the impact of development on political institutions. Improving the
estimation strategies of previous statistical models, recent research has claimed that per
capita income has no effect on democracy. However, the result is only valid if we limit our
analysis to the postwar period. It is not when we include in our tests the first two (crucial)
waves of democratization that took place before World War Two. Once we exploit the full
variance of a panel that runs from early nineteenth century to the end of the twentieth
century, per capita income turns to be statistically associated with the process of
democratization, even after controlling for country and year effects and after subjecting the
estimations to several robustness tests. The instrumentation of income (using trade-weighted
world income) also points to the causal effect of development on political regime.

The results of this paper suggest, in conjunction with all the existing work on
democracy and economic development, the following, more plausible, theoretical
interpretation of the historical patterns | just discussed. Those countries that (as a result of

their particular domestic conditions) experienced sustained growth after 1800 witnessed key
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changes in their social structures. In turn, those transformations gradually put in place the
underlying conditions that made the transition to a stable democratic regime feasible. In fact,
already in his seminal paper of 1959 on development and democracy, Lipset was keenly
aware of the strengths and limitations of looking at the relationship between development
(and per capita income) and democracy. To show that per capita income is associated with
democratization, he warned, does not settle how this association operates. The forefather of
modernization theory saw the level of per capita income simply as a good proxy for certain,
deeper social and economic transformations. Indeed, per capita income seems to be a proxy
for a process of development that brought about central changes in the distribution and the
nature of wealth (and perhaps in the beliefs of actors) thus making democracy a stable
political outcome.

The impact of developmental conditions on the nature of political institutions is
probably not linear. Higher levels of development stabilize democracies — but logically do
not democratize any further fully democratic polities. More important, their impact has been
partially affected by the overall international order in place. Liberal institutions flourished
with the Wilsonian arrangements of 1918 and after the fall of the Berlin wall but they
collapsed during under the Holy Alliance and the Cold War. That should account for the
historical patterns of democratization waves and of cycles of institutional diffusion the world

has witnessed so far.
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TABLE 1. THE STABILITY OF POLITICAL REGIMES, 1960-1990.

Number of countries in 1990:

Authoritarian Democratic
Number of countries Democratic 8 45
in 1960 or at the time
of independence: Authoritarian 54 16
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TABLE 2. FIXED EFFECTS RESULTS USING POLITY MEASURE OF DEMOCRACY

1960-2000 (Acemoglu et al. 2008) 1820-2000

Five-year Ten-year Five-year Ten-year Twenty-five-year
Democracy t-1 0.449*** 0.060 0.660*** 0.374*** 0.255%**
(0.063) (0.091) (0.037) (0.060) (0.090)
Log GDP per capita t-1 -0.006 0.007 0.036** 0.124*** 0.172*
(0.039) (0.070) (0.018) (0.038) (0.98)
Log GDP per capita t-1
(Over $3,000)
Log GDP per capita t-1
(Over $6,000)
Log GDP per capita t-1
(Over $10,000)
Implied cumulative -0.011 0.007 0.107 0.198 0.232
effect of income
Observations 854 419 2170 989 295
Countries 136 114 154 148 86
R-squared 0.82 0.77 0.81 0.66 0.58

Fixed-effects OLS regressions with country dummies, time dummies and robust standard errors clustered by country in parentheses.

*** p<0.01; ** p<0.05;*p<0.10; standard errors in parentheses

The implied cumulative effect of income represents the coefficient estimate of log GDP per capita t-1/ (1 — democracy t-1).The dependent variable is
the Polity index of democracy, normalized from 0 to 1. The sample is an unbalanced panel for 1960-2000 in Columns 1 and 2 and for 1820-2000 in
Columns 3 through 5.
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TABLE 3. ROBUSTNESS TESTS AND INSTRUMENTED EFFECTS OF INCOME ON DEMOCRACY.

ROBUSTNESS TESTS INSTRUMENTATION OF INCOME

Maddison Dichotomous Index
Income Data  of Democracy, 1820-2000 1820-2000 ------=-===mmmm oo -

(1) 2 3) (4) (5) (6)
Democracy t-10 0.205** 0.292%*** 0.374*** 0.200* 0.320***

(0.088) (0.061) (0.033) -0.119 (0.114)
Log GDP per capita t-10 0.197*** 0.160*** 0.124*** 0.313*** 0.526* 0.266

(0.063) (0.047) (0.026) (0.120) (0.251) (0.361)
Income Instrumented N Y Y Y
Year Dummies Y Y Y N Y Y
Country-Fixed Effects Y Y Y Y Y Y
Observations 497 1104 989 910 910 910
Countries 113 158 148 137 137 137
R-squared 0.60 0.56 0.35 0.43 0.32 0.55

The dependent variable is the Polity index of democracy, normalized from 0 to 1, except in Column 2.
Standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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TABLE 4. THE EFFECTS OF INCOME OVER TIME

Effect of Per Capita Income by Periods

Before After After After
1950 1900 1920 1945
Democracy t-10 0.412%** 0.199*** 0.077 -0.086
(0.083) (0.069) (0.082) (0.088)
Log GDP per capita t-10 0.111** 0.121** 0.148** 0.084
(0.045) (0.051) (0.063) (0.063)
Observations 605 676 577 433
Countries 79 138 135 129
R-squared 0.69 0.55 0.45 0.08

Fixed-effects OLS regressions with country dummies, time dummies and robust standard errors clustered by country in parentheses. The dependent
variable is the Polity index of democracy, normalized from 0 to 1.

*** p<0.01; ** p<0.05;*p<0.10; standard errors in parentheses

In joint test with all per capita income variable: ~p>0.01, Mp>0.05.
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TABLE 5. EXPLORING THE EFFECTS OF INCOME: DECLINING MARGINAL

EFFECTS AND THE INTERNATIONAL ORDER.

Democracy t-10
Log GDP per capita t-10
Log GDP per capita t-10

(Over $3,000)

Log GDP per capita t-10
(Over $6,000)

Log GDP per capita t-10
(Over $10,000)

International Order
Log GDP per capita t-10
* Anti-democratic order

Log GDP per capita t-10
* Neutral democratic order

Log GDP per capita t-10
* Pro-democratic order

Soviet Occupation
Observations

Countries
R-squared

Spline Model of Income

1820-1950

0.410%**
(0.081)

0.104%*
(0.052)

0.002M
(0.005)

-0.005™M
(0.003)

605
79
0.69

1820-2000

0.373%*
(0.059)

0.066"
(0.051)

0.010%*
(0.004)

0.005MA
(0.005)

-0.006™M
(0.005)

989
148
0.67

The Impact of the International Order

0.374%%*
(0.060)

0.124%**
(0.038)

0.052%*
(0.021)

989
148
0.66

0.367%**
(0.060)

0.119%**
(0.039)

0.055**
(0.022)

-0.188%**
(0.065)

989
148
0.66

0.362%*
(0.060)

0.113%**
(0.038)

0.109**
(0.048)

0.191%**
(0.051)

-0.192%**
(0.062)

989
148
0.66

Fixed-effects OLS regressions with country dummies, time dummies and robust standard errors clustered
by country in parentheses. The dependent variable is the Polity index of democracy, normalized from 0 to 1.

*** p<0.01; ** p<0.05;*p<0.10; standard errors in parentheses

In joint test with all per capita income variable: ~p>0.01, Mp>0.05.
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TABLE 6. THE EFFECTS OF INCOME ON DEMOCRATIC TRANSITIONS AND BREAKDOWNS

Continuous Index of Democracy Dichotomous Index of Democracy
Democratic Democratic Democratic Democratic Democratic Democratic Democratic Democratic
Transition Breakdown Transition Breakdown Transition Breakdown Transition Breakdown
Democracy t-10 0.657***  0.761*** 0.649***  (0.766*** 0.573*** 0.719*** 0.575*** (.718***
(0.036) (0.034) (0.037) (0.035) (0.036) (0.042) (0.037) (0.042)
Log GDP per cap. t-10 0.036™M  0.022AM\ 0.079MN  0.020MWN
(0.034) (0.028) (0.059) (0.030)
Log GDP per cap. t-10 0.007** 0.003M\ 0.013** 0.004M\
(Over $3,000) (0.003) (0.003) (0.006) (0.006)
Log GDP per cap. t-10 0.001M  0.005MWN -0.008 0.006™M
(Over $6,000) (0.004) (0.003) (0.006) (0.004)
Log GDP per cap. t-10 -0.009* 0.003MW -0.010* 0.004M
(Over $10,000) (0.005) (0.002) (0.005) (0.003)
Log GDP per cap. t-10 0.051~* 0.060*** 0.078** 0.075***
* Anti-democratic Intern. Order (0.026) (0.017) (0.038) (0.021)
Log GDP per cap. t-10 0.056* 0.041 0.131*** 0.048
* Neutral Intern. Order (0.033) (0.025) (0.049) (0.030)
Log GDP per cap. t-10 0.106*** 0.071*** 0.234***  0.107***
* Pro-democratic Intern. Order (0.032) (0.027) (0.049) (0.029)
Observations 1034 1034 1034 1034 1123 1123 1123 1123
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Countries 150 150 150 150 158 158 158 158
R-squared 0.83 0.88 0.82 0.87 0.73 0.85 0.73 0.85

Fixed-effects OLS regressions with country dummies, time dummies and robust standard errors clustered by country in parentheses.
*** p<0.01; ** p<0.05;*p<0.10; standard errors in parentheses
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TABLE 7. INCOME AS A PROXIMATE CAUSE OF DEMOCRATIC TRANSITIONS AND BREAKDOWNS, 1850-2000

Continuous Index of Democracy Dichotomous Index of Democracy
Transition to Breakdown of Transition to Breakdown of
Democracy Democracy Democracy Democracy
Democracy t-10 0.586*** 0.735*** 0.560*** 0.696***
(0.039) (0.036) (0.042) (0.046)
Log GDP per capita t-10 0.055 0.035 0.026 0.060*
(0.037) (0.028) (0.051) (0.032)
Proportion of Family -0.007 0.138*** -0.184* 0.177***
Farms t-10 (0.073) (0.05) (0.100) (0.057)
Index of Human Capital t-10  0.350*** -0.111 0.526*** 0.001
(0.120) (0.118) (0.200) (0.113)
Proportion of Population -0.209 0.219 0.049 0.199
In Non-Agrarian Sector t-10  (0.178) (0.140) (0.264) (0.202)
Soviet Occupation -0.243*** -0.008 -0.339*** -0.015
(0.048) (0.033) (0.078) (0.038)
International Order -0.024 0.019 -0.035 0.047*
(0.027) (0.375) (0.043) (0.025)
Observations 806 806 852 852
Countries 132 132 137 137
R-squared 0.80 0.87 0.75 0.83

Fixed-effects OLS regressions with country dummies, time dummies and robust standard errors clustered by country in parentheses.
*** p<0.01; ** p<0.05;*p<0.10; standard errors in parentheses
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Proportion of Democratic Countries

Figure 1. The Evolution of Democracies, 1800-2000
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