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One of the disputed consequences of global economic integration is the
possible effect that foreign economic liberalization exerts on social cohesion. Proponents of commercial liberalism see stabilization as an indirect
consequence of growing economic interdependence, while globalization
critics are much more skeptical. They expect, at least during the liberalization process, destabilizing effects. We examine in this paper the
contradictory claims in the light of what we call the distributional theory of
civil war. This variant of commercial liberalism qualifies the peace-throughtrade hypothesis and expects, based on political economy models of
trade policy making, that the redistributive struggle associated with
foreign economic liberalization can culminate in violent forms of protest.
We demonstrate that a higher level of economic openness is indeed
associated with a lower risk of civil war. At the same time, economic
liberalization increases the chances of instability weakly. None of the
following factors are found to exert any compensatory influence on
instability: social spending, foreign aid, and financial flows from the
International Monetary Fund. Discontent over the process of globalization
is thus a destabilizing force despite the pacifying effect that the level of
economic integration exerts.

One of the still unresolved globalization disputes is linked to the question of
whether foreign economic liberalization increases rather than decreases the risk of
civil conflict. The proponents of global economic integration typically link their
optimism to the branch within the theory of economic growth that expects positive
welfare gains from foreign economic liberalization (Hegre, Gleditsch, and Gissinger
2003). Sachs and Warner (1995) maintain in this vein that economic openness
positively affects economic growth and social welfare. Because a potential rebel sees
Authors’ note: A preliminary version of the paper was presented at the 44th annual ISA convention, Portland, OR,
2003. We would like to thank the German Foundation for Peace Research and the ‘‘Polarization and Conflict’’
research project (CIT-2-CT-2004-506084) funded by the European Commission-DG Research Sixth Framework
Programme for financial support, J. David Singer, Erich Weede, three anonymous reviewers, and the editors for
comments. Robustness checks of the results reported here as well as the data set that we used can be found on http://
www.isanet.org/data_archive.html and on the authors’ replication homepage: www.uni-konstanz.de/FuF/Verwiss/
GSchneider/downloads/daten.htm

Konstanzer Online-Publikations-System (KOPS)

r 2007 International Studies Association.
URL:
Published by Blackwell Publishing,
350http://www.ub.uni-konstanz.de/kops/volltexte/2007/2376/
Main Street, Malden, MA 02148, USA, and 9600 Garsington Road, Oxford OX4 2DQ, UK.

URN: http://nbn-resolving.de/urn:nbn:de:bsz:352-opus-23768

80

When Globalization Discontent Turns Violent

the opportunity costs of political violence rising in line with the increases in personal income, societies that are economically open should be more peaceful than
protectionist states.
Yet, the impact of globalization may not be as innocuous as these extensions of
standard models of economic growth suggest. Some authors hold that foreign
economic liberalization has destabilized fragile developing countries (e.g., Chua
2002; Brennan 2003). In the view of many globalization critics, the International
Monetary Fund (IMF) as a key messenger of economic openness is among the main
culprits. Stiglitz (2002:20) expects that ‘‘people riot’’ as a consequence of an illdesigned ‘‘international system of globalization under the aegis of the IMF.’’ Walton
and Seddon (1994:49–50) write in an early examination of the food riots that have
occurred following reform attempts suggested by the global financial community:
‘‘Crowds from Rio to Rabat crying ‘Out with the IMF!’ demanded a restoration of
food and transportation subsidies, employment, and wages commensurate with
inflation.’’
One of the key reasons for civil unrest is, in this perspective, the redistributive
effect of foreign economic liberalization and other reforms that the international
financial community encourages. Our inquiry accordingly starts from the observation that, in times of growing economic ties between states, economies adjust,
the export sector expands at the expense of the import-competing sector, and the
income of the abundant factor increases to the detriment of the scarce factor. The
potential or real losers of these reforms might try to prevent or stall liberalization
measures through the usage of violence. Based on expected-utility models of civil
war, we develop a theory of the distributive effects that global economic integration
has on the risk of civil conflict. Our theoretical framework allows us to advance a
double argument that is compatible with both the pessimism of globalization sceptics and the optimism of the proponents of economic openness. We conjecture,
based on standard models of trade policy making, that the impact of the process of
foreign economic liberalization (i.e., changes in economic openness) on peace can
be negative, but that the effect of a higher level of integration of an economy into
the world market ought to be positive. The cause of this double-sided effect is the
losses that are incurred by the less productive sectors and individuals during the
process of foreign economic liberalization.
The financial compensation of the losers of globalization could stop the circle of
violence that foreign economic liberalization potentially unleashes. We test this
compensation argument by evaluating the impact of social spending and foreign aid
on the risk of conflict. Our article also examines in this context the reproach of
some globalization skeptics that the harsh conditions of IMF programs destabilize
the economies and societies of heavily indebted countries. We distinguish
between the effects that concessional and nonconcessional IMF flows have on
the risk of conflict. A negative impact of the latter sort of IMF activity would mean
that the international financial community could use monetary means to pacify
a state.
Economic explanations like the one that we present in this article play an important role in the study of civil conflict. Collier et al. (2003) controversially advance
the thesis that the expropriation of natural resources, and thus ‘‘greed,’’ is a key
motive for armed conflict. Garfinkel, Skaperdas, and Syropoulos (2004) provide
solid microfoundations to this claim, particularly showing how global economic
integration can intensify the ‘‘natural resource curse.’’ Miguel, Satyanath, and Sergenti (2004) demonstrate that economic shocks increase the risk of armed violence,
while economic openness has, according to the pioneering study of Hegre, Gleditsch, and Gissinger (2003), the opposite effect. In a study of civil war in sub-Saharan
Africa, Bussmann, Schneider, and Wiesehomeier (2005) lend some empirical support to the double conjecture advanced in this article that economic openness and
foreign economic liberalization can have contrasting consequences.
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This article builds on these results, offering a comprehensive theoretical framework for the double conjecture and providing the most extensive tests of it so far.
We first portray under which conditions measures of economic liberalization could
meet domestic resistance and whether compensation can counteract the destabilizing effect of foreign economic liberalization. The research design presents the
operational definitions of the main variables and introduces our method of estimation. After the presentation of the results, the article concludes with a summary
and suggestions for further research.

Foreign Economic Openness and Political Instability: Theory and Hypotheses
From an individualistic perspective, the participation in a rebellion depends on the
costs and benefits of violent political action. Rationalist models of civil war that have
been developed independently of each other in political science and economics see
in the general economic conditions of a country one of the main factors that influence the opportunity costs of war.1 It is in this vein obvious that all direct and
indirect determinants of economic growth are seen as causes of peace. The policies
that lead to prosperity are, however, contested as they affect some parts of the
population negatively. This means that the incentives to rebel decrease for the
average citizen, but that the opportunity costs for some members of society grow as
a consequence of welfare-enhancing political decisions. The theory developed by us
below links these double-sided effects to foreign economic liberalization and thus to
one of the key components of global economic integration.
Most social scientists believe that the welfare effects of economic openness are
positive. According to the neoclassical perspective, international exchange renders
the division of labor between and within states more efficient. States pursuing a
policy of economic openness exploit their comparative advantage and are thus
enabled to produce and consume more than autarkies. If industries have to compete internationally, the prices for their goods will approach world market prices.
This comes to the detriment of inefficient producers who can only survive because
government interventions distort the price system in their favor, rendering the
products more expensive and limiting the consumption of the population. Generations of economists have embraced the classical liberal viewpoint advanced by
Ricardo (1921[1817]) that a unilateral move toward economic openness spurs
growth. Sachs and Warner (1995) believe that the welfare effects of foreign economic liberalization are direct. Their cross-national comparison shows that developing countries that are economically open experience higher rates of economic
growth and can better prevent balance-of-payments crises than closed economies.
One central facet of economic openness is the removal of barriers to trade. An
important literature in international relations argues that trading states, to use
Rosecrance’s (1986) metaphor, are more pacific in their relations with other states
(e.g., Russett and Oneal 2001). Hegre, Gleditsch, and Gissinger (2003) demonstrate
how this key conjecture of commercial liberalism can also be extended to the domestic
realm. States that trade frequently should accordingly experience fewer onsets of
civil war (de Soysa 2002) and be more stable with regard to mass protests and
political violence (Bussmann, Scheuthle, and Schneider 2003).
Yet, trade openness is not the only, and perhaps not even the most important,
indicator of global economic integration. A further indirect effect of globalization
on the risk of conflict stems, in the liberal view, from the internationalization of
capital. Accordingly, countries that abolish capital controls render themselves
1
The political science literature has largely dealt with the collective action problems that are linked to the
decision to rebel. See Opp (1978) or Lichbach (1995) for significant contributions. The equivalent literature in
economics starts with Haavelmo (1954); landmark contributions include Tullock (1974), Hirshleifer (1989), and
Grossman (1991) upon which the well-known Collier–Hoeffler approach is built.
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attractive to foreign investors. Their financial engagement increases, in return, the
capital stock of a society and, in the long run, its prospects for growth (Firebaugh
1992; de Soysa and Oneal 1999). When deciding on a location, investors take the
political risk in the host country into account (Kobrin 1982). They will avoid countries in which their resources are not safe and might be threatened by looting,
fighting, or expropriation if either the government or the rebels need money.
Thus, states have a unilateral interest in maintaining a stable environment to attract
not just trade, but also foreign investment.2 Capital account openness should thus
stabilize a society at least as much as trade openness. Note that this hypothesis is in
complete contrast to the dependencia school of thought which maintains that the
‘‘penetration’’ by foreign investment destabilizes fragile developing economies
(Bornschier, Chase-Dunn, and Rubinson 1978). As these and related conjectures
could not be successfully replicated (Weede 1990 for a summary), we formulate a
first hypothesis that summarizes the classical liberal expectation.
Hypothesis 1: High levels of trade and foreign capital openness lessen the risk of civil war.
Even fervent proponents of global economic integration like Fischer (2003:10)
support the view that one needs to distinguish between the short- and long-term
consequences of economic openness: ‘‘globalization creates losers as well as winners
in the short run.’’ Along similar lines, we argue that the level and the change in
economic openness need to be differentiated and examine whether the process of
opening up an economy to international trade increases the risk of instability. This
conjecture can be related to two classical models of international trade theory, the
Ricardo–Viner model and the Heckscher–Ohlin model. According to the former
approach, each sector has a factor, such as physical or human capital, specific to it in
the short run. The behavioral consequence of this framework, also known as the
sector-specific model, is the prediction that the conflict over foreign economic liberalization is fought along sectoral lines, most notably between the free-trading
export and the protectionist import-competing industries. Within these branches of
the economy, workers and employers should have similar trade policy preferences
and similar incentives to use force. Moves toward economic openness diminish the
opportunity costs of political violence for employers and workers within the importcompeting industry. The contrary is the case for the export sector in which both
capitalists and workers profit from increasing economic openness.
The Heckscher–Ohlin model sees a division between factors or classes as the key
feature of trade policy making. The model, also dubbed the factor proportions
model, is more general than the Ricardo–Viner model, as it abandons the assumption of sector specificity. It predicts that the abundant factor favors free trade, while
the scarce factor pushes for protectionist measures. In the industrialized world,
labor would lose under foreign economic liberalization and capital would win. As
capital is scarce and labor abundant in developing countries, the cleavage would
take the opposite direction in these states.3
Explanations that stress the redistributive effects of trade policy liberalization are
particularly appropriate for the developing world in which the government most
often is weak. Before the ‘‘rush to free trade’’ (Rodrik 1994) started in the 1980s,
most of these states were protectionist (Martin 2005). The political economy of
developing countries was thus largely determined by state regulation and rentseeking, both aiming at the enrichment of the ruling elite and the stability of the
2
Studies examining the relationship between foreign investment and internal conflict are inconclusive; some
reveal no relationship (Bollen and Jones 1982; Crenshaw 1991), whereas others find internal conflict to reduce FDI
(Chan and Mason 1992; Resnick 2001).
3
Rogowski (1989) provides, based on the related Stolper–Samuelson Theorem, a widely acknowledged account
of how we can conceptualize this dispute in a political setting.
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regime, rather than the welfare of the population (Tullock 1980; Weede 1990). In
such economies governments use the income from foreign exchange and tariffs to
garner the political support from the import-substituting industries. Although these
industries are often managed uneconomically by followers of the government,
neither the government nor the elites have an incentive to make them more competitive. As a consequence the national economy suffers and reforms become inevitable.
Foreign economic liberalization destabilizes the existing social system because the
profiteers of a closed economy lose a large share of income. Rodrik (1994) estimates
that the cost-benefit ratio of foreign economic liberalization is larger than five; this
means that for each unit of additional income from liberalization, five units will be
redistributed, rendering reforms extremely difficult. Another problem of foreign
economic liberalization results from power disparity between the winners and losers of reform. The general public is certainly among the profiteers. However, the
individual benefit of group members is minuscule. Conversely, the losers are a
small group, which contains parts of the political elite, for which the stakes of
liberalization are very large. An additional obstacle to large-scale liberalization results from the impossibility for protectionists to garner rents after the reform. This
source of income dries up completely through liberalization, while the welfare gains
materialize only gradually.
The plan to liberalize an economy makes states thus susceptible to political instability. On the one hand, the government has to improve the economic situation
in order to avoid turmoil in the population and to weaken the opposition. On the
other hand, the government is afraid that the protectionist elites will launch a coup
in order to prevent or reverse reforms. As Alesina and Drazen (1991) and Hsieh
(2000) have shown, the fight of competing political groups often delays necessary
political reforms. We adopt a similar argument and show how the use of force can
be associated with plans by the governing elites and international financial institutions to open up an economy to foreign competition. In our framework, foreign
economic liberalization decreases the opportunity costs of civil unrest for losers of
foreign economic liberalization. Their uncertainty over the effects of reform renders the status quo attractive for much longer than what is in their own interest
(Fernandez and Rodrik 1991). Political violence becomes a possible course of action
as long as the long-term growth effect of foreign economic liberalization does not
offset the short-term costs of adjustment that the losers of globalization have to bear.
As it is the case with the support for political reforms, the likelihood of civil peace
will thus follow a J-curve during the transformation process (Hellman 1998).
Our argumentation thus far suggests how changing trade openness affects the
income of competing social groups and, in our extension, their opportunity costs
for using force. Similar effects can be expected from changes in the level of capitalaccount openness and the inflow of foreign direct investment (FDI). The inflow of
long-term FDI can involve either the complete take-over of an existing enterprise,
the foreign firm becoming a controlling shareholder, or simply the buildup of new
production sites. With the initial engagement of a foreign investor, we can expect a
jump in inflowing foreign investment and thus a higher growth rate of FDI inflows.
It is during the phase of the initial engagement when we expect to observe protests
of the losers of this transaction in the host country. In the case of a company takeover, protests are likely to arise from current managers and local employees that
might be replaced due to potential restructuring. If foreign investment is used to
set up a new factory, where new jobs are created, we still might see opposition from
local businesses that fear the new competition.
It is also possible, however, that the growth rate of investment inflows is negative.
In this case, we might not find less instability but protests from different losers, this
time from the ones that lose their jobs or privileges from reduced FDI inflows.
A similar rationale applies to changes in trade openness. Hence, we do not claim
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that changes toward globalization are exclusively linked to increased instability.
Rather, we argue that both moves toward protectionism and toward increased levels
of economic interaction carry the seed of frustration and violence.
Whereas our study analyzes the effect of inflowing production capital and its
change in general, globalization skeptics frequently focus on the adverse impact of
short-term investment. In a trenchant critique of an IMF paper, Stiglitz (2004:63)
expects the effects of short-term financial flows to be destabilizing. His models
depart from neo-classical accounts of openness and show how ‘‘capital market liberalization exposes a country to new shocks, and weakens the built-in shock absorbers in the economy, provided by the price system.’’ Countries that have
received much short-term investment during the boom period will lose the confidence of the international financial community in a situation of quickly deteriorating economic conditions and fall victim to speculative attacks.
The impact that long-term investment has on the economy, in contrast to shortterm financial flows, is expected to be positive. Note, however, that empirical studies will not necessarily exhibit these countervailing influences. As Stiglitz (2004)
maintains, aggregate analyses of the effect of investment on economic growth often
encounter that the influences of the two forms of international exchange cancel
each other out.
Hypothesis 2: Positive and negative growth in the level of trade and foreign capital openness increases the risk of civil war.
The compensation of the losers of foreign economic liberalization could be used
as a means to reduce the risk of war. If the winners do not voluntarily pay off the
potentially bereaved, the state might step in to help threatened sectors and factor
owners to deal with the adversities of globalization. As Rodrik (1998) has revealed,
the size of government positively correlates with trade. Garrett (2001) has similarly
demonstrated that increasing capital mobility does not reduce government spending in a large sample, while Quinn (1997) showed that the tax base does not have to
shrink as a consequence of growing globalization. Other studies have, however,
exhibited that the relationship between openness and state capacity is far from
being clear-cut. Rudra (2002) demonstrates, for instance, that globalization has
diminished social spending exactly in the states where the power of labor is weak.
Azam (2001), moreover, has argued that social redistribution only works under the
condition that a government can credibly commit itself to a redistributive mechanism; this is frequently not the case in the developing world, where compensation
beyond ethnic allegiances is unlikely. A further problem is that compensation is not
individually rational for the winners of globalization. Although all competing
groups lose from hostilities during a period of economic adjustment, they might
want the other side to bear the costs of reform. The resulting ‘‘war of attrition’’
delays, as indicated, the implementation of welfare-improving measures (Alesina
and Drazen 1991).
We will nevertheless examine against this skeptical backdrop whether compensation reduces the risk of conflict. Attributing this process not the least to globalization, Rudra (2002, 2004) has presented encompassing evidence that welfare
spending has declined in the developing world. Whether this has contributed to the
surge in the number of armed conflicts needs to be seen.
Compensation can also originate from foreign aid and non-conditional lending,
which we differentiate here from conditional lending. International financial flows
are especially, then, a relevant source for compensation when the government does
not have sufficient resources at its disposal. With the help of foreign aid and nonconcessional flows from the international financial community, the government can
gather the money it needs to compensate losers of liberalization. Conversely, conditional lendingFand especially the type done by the IMFFis frequently said to be
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destabilizing in developing countries (e.g., Walton and Ragin 1990). The structural
adjustment programs that the Bretton Woods institutions link to their lending
activities typically include not only conditions such as privatization, reducing
trade barriers, measures to attract more foreign investment, and currency devaluations, but also measures that aim at reducing public spending, all conditions
that have various distributional aspects. Empirical studies on how lending or foreign aid relate to the conflict propensity of states are rare. While Bussmann,
Schneider, and Wiesehomeier (2005) cannot show for sub-Saharan Africa a robust
impact of conditional lending by the IMF on the risk of conflict, Collier and
Hoeffler (2002) demonstrate that aid reduces the conflict propensity of a state
only indirectly through increased growth. Although the quality of the data on
IMF lending is limited, we will nevertheless examine whether compensatory measures by the international community or the state are in any way related to the risk of
conflict.
Hypothesis 3: Compensating the losers of foreign economic liberalization through increased
social spending or foreign aid reduces the risk of civil war, while conditional lending increases
the risk of conflict.

Research Design
We examine the hypotheses of a relationship between the onset of civil war and
foreign economic openness and liberalization with data for 127 developed and
developing countries for the time period from 1950 to 2000. As the onset of a civil
war is a dichotomous event, we will utilize a pooled time-series cross-section logit
model with robust estimation of variance.4 This method allows the researcher to
gauge the probability that an event occurs (i.e., the probability that the dependent
variable takes the value one). Simultaneously we control for dynamic effects and
some of the heterogeneity unaccounted for by the explanatory factors.
Description of Variables

Onset of Civil WarFFor our dependent variable we use the data set on armed conflict
released jointly by the Conflict Data Project at Uppsala University and the Peace
Research Institute in Oslo (Gleditsch et al. 2002). We chose the lowest conflict
threshold of 25 battle-related deaths in order to include as many armed conflicts as
possible, as we are interested in unrests that are politically significant, without
necessarily having to use a data set with a higher casualty threshold.5 We concentrate
on internal armed conflict and internationalized internal armed conflict and restrict
our analyses to conflicts that occur in the country of reference. The dichotomous
variable for the onset of armed conflict takes the value of one if a civil war started in a
given year and zero otherwise. Subsequent years during which a country was

4
We estimated a random-effects, a fixed-effects, and a population-averaged model in addition to the pooled
model that we presented. All variables keep their expected signs and significance in the random-effects and the
population-averaged models. In the fixed-effects model some of the control variables become insignificant, namely
economic development and growth. However, our results are robust for the openness and liberalization variables.
The r in the panel estimation was very small and statistically not significant, indicating that estimation with a pooled
model is sufficient.
5
The dataset on armed conflicts distinguishes between minor armed conflict (at least 25 battle-related deaths/
year but fewer than 1,000 during the whole conflict), intermediate armed conflict (more than 25 casualties/year and
more than 1,000 in total), and war (more than 1,000 casualties/year). We conduct robustness tests on these various
specifications of civil war.
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involved in the conflict were dropped from the sample. Once the civil war has
ended, the country enters the sample again.6

Measures of Openness and LiberalizationFAs economic globalization is a multifaceted
process, we distinguish between regulatory and outcome measures of global economic
integration. To start with the latter concept, our statistical analysis uses four
outcome measures as independent variables: trade openness, trade liberalization,
foreign capital openness, and foreign capital liberalization. The openness variables
account for the level of economic integration (Hypothesis 1) and the liberalization
variables stand for the changes in the level of openness (Hypothesis 2). In
other words, we differentiate between economic openness (i.e., the extent to which
the state is actually integrated into the world economy) and economic liberalization
(i.e., the process through which the government liberalizes its economy).
Obviously, the two concepts are hard to distinguish in the long run, as the level
of openness variable represents the sum of all changes over time. Nevertheless,
the differentiation between ‘‘openness’’ and ‘‘liberalization’’ is useful because we
are interested in the impact of short-term and long-term manifestations of
globalization.
For trade openness we rely on a customary measure that calculates the sum of
exports and imports divided by GDP using data from the Penn World Tables,
version 6.1 (Heston, Summers, and Aten 2002). To capture the effects of trade
liberalization, we use the yearly growth rate of the trade-to-GDP measure of openness. As we expect both a move toward and away from free trade to have a destabilizing effect, we distinguish between positive and negative growth rates.
Therefore, we create a variable accounting for liberalization that equals the growth
rate of trade openness if the growth rate is larger than zero; negative values are set
to zero. Equivalently, the variable for a move away from free trade takes the negative values of growth in trade openness and replaces the positives values with zero.
We analyze the effect of FDI with data from the UNCTAD (2002) foreign direct
investment database. The focus is on foreign-investment inflows in relation to GDP
as the indicator of the level of foreign capital openness and, similar to the measure
devised for trade openness, we use its positive growth rate as a measure for the
liberalization of foreign-capital inflows. The UNCTAD data is a compilation of data
from various sources, such as the IMF and the World Bank, but still has a great
number of missing observations. In order to avoid list-wise deletion, we linearly
interpolated the data within the time series.
A problem with these outcome measurements is that trade and investment do not
necessarily provide sufficient information about the policy aspects of openness and
liberalization (Martin 2005; Martin and Schneider 2007).7 Outcome measures can
be misleading because a high trade-through-GDP ratio and growing foreign investment do not measure the policy process, but rather reflect economic and geographic attributes of a country; multivariate models will only imperfectly take this
measurement problem into account. For this reason we will look at regulatory
measures of economic integration with the CACAO indicator developed by Martin
(2005). This indicator measures the regulatory hurdles that hinder the exchange of
goods and capital on an ordinal scale from zero to seven. The advantage of this
dataset is that it considers the policies that are relevant for liberalizing the domestic
economy. Regulation results from domestic decision making and represents the
6
If the outbreak of a recurring civil war largely depends on the characteristics of the previous war, this might be
problematic. However, Walter (2004) found in her study that high levels of economic well-being and a citizen’s access
to political participation are important factors, regardless of what has happened in a previous conflict. In addition,
we do to some extent account for the countries’ history through the usage of the peace-years correction.
7
Foreign economic liberalization signifies the withdrawal of regulative obstacles for free trade and for the
movement of capital across borders.
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actual balance of power. This is exactly the point in time where we expect most
conflict. Owing to the ordinal character of the measure, we use a value of one if
liberalization took place and zero if not. We also include a dummy variable indicating if a country became more restrictive. The CACAO indicator, which is based
on the quantitative content analysis of the IMF’s annual publication ‘‘Report on
exchange arrangement and exchange restrictions,’’ is available only since 1980.8

Measures of Compensation and LendingFWe use various indicators to examine the
prospect that the financial compensation of the losers of globalization can mitigate
the destabilizing effect of liberalization. As we are unable to quantify the demand
for compensatory payments, we focus on the supply side. Our first indicator,
general government consumption as a percent of GDP, accordingly measures the
distributional capacity of the state. As compensation can also originate from
international resources, we analyzed the impact of financial flows from the
international community. Specifically, we examined the impact of foreign aid,
including net official development assistance as well as concessional and nonconcessional IMF flows. All measures are set in relation to a country’s GDP. The
source for the measures of compensation and lending is the World Bank’s World
Development Indicators (2004).
Control Variables

Whereas our focus is on the relationship between economic liberalization or openness and political violence, we control for other factors that have been argued in
previous literature to be potential causes of instability and have also been found to
be robust in a sensitivity analysis (Hegre and Sambanis 2006). Most of these controls
consider, in line with our general argument, the opportunity costs of violence.

Economic Development and GrowthFThe conjecture that links economic development and growth to political stability has, starting with Lipset (1959), a distinguished
idea history in political science. Most recently, Collier and Hoeffler (1998, 2004)
offer an opportunity cost version of this explanation.9 We added the GDP per capita
in logarithmic form as a control variable to our regression, taken from the Penn
World Tables (Heston, Summers, and Aten 2002), and economic growth is
measured as the yearly growth rate of GDP per capita.
DemocracyFThe relationship between democracy and internal political violence,
as some studies suggest, follows an inverse U-curved relationship (e.g., Hegre et al.
2001). We operationalized the type of regime with the widely used Polity IV index
(Marshall and Jaggers 2000),10 which we use in its simple, as well in a squared, form
to examine whether the relationship is curvilinear.
PopulationFLarge states are more susceptible to conflict because they are more
heterogeneous, which increases the probability that individual groups expect an
advantage from secession, a relationship that is confirmed in the literature (e.g.,
Rothgeb 1990; Collier and Hoeffler 1998). More importantly, the variable needs to
be added to the model in order to avoid the potential problem that the openness
8
The ‘‘Report on Exchange Arrangement and Exchange Restrictions’’ has been published annually since 1979
by the International Monetary Fund. It contains information on member states’ current and capital account policies
as well as information about exchange practices. Although the composition of individual country reports has
changed over time, it is the most systematic source available to date on the regulatory aspects of foreign economic
liberalization for a broad range of countries. CACAO consists of a number of dummy variables that capture various
aspects of trade, exchange and capital account policies. We rely on the measures that Martin (2005) has developed.
9
Fearon and Laitin (2003) use per-capita income as an indicator for the strength of the state.
10
We added 11 points to each value so that we have a regime score ranging from 1 to 21.
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measures are indirectly accounting for the size of a country. Large countries are less
strongly integrated into the world economy because they can satisfy the need of the
population within the domestic market, whereas for small states, integration in the
world economy gives access to a larger market (Alesina and Wacziarg 1998). We use
a logarithmic transformation of this indicator and rely on the World Bank (2004) as
a data source.

Civil War in NeighborhoodFThe spatial correlation of our data poses a problem.
There are risks of civil war spillover between neighboring countries. Refugee flows
and rebels hiding across the border can destabilize the host country. In addition,
there are negative economic spillovers from civil wars, such as regional arms races,
hampered reputations for investors, and lower economic growth rates also in the
neighboring states, factors that can in turn increase the risk of instability (Collier
et al. 2003). As we want to directly measure geographic dependencies, we add a
dummy variable for whether a civil war took place in countries that are directly
contiguous.
Peace YearsFAs discussed by Collier and Hoeffler (2004), the length of the period
of peace is an important control variable that accounts for both the gradual
depreciation of armament and military training as well as declining grievances
resulting from the last conflict. Besides its theoretical importance, this variable is a
control for temporal dependence (Beck, Katz, and Tucker 1998). The period of
peace is calculated as the number of years since the last conflict, using the program
BTSCS Data Analysis Utility, Version 4.0.4 (Tucker 1999), and we include it
together with three splines in our model.
For the variables economic development, civil war in the neighborhood, democracy, openness, liberalization, and the measures of compensation, we take the values
from the previous year in order to avoid the endogeneity problem that the variables
are influenced by civil war. Table 1 summarizes our basic model, indicates the signs
that we expect for the independent variables, and lists the operational definitions of
these concepts.
Results
This article advances in line with the distributional variant of commercial liberalism
the double claim that the level of economic openness pacifies societies, while
changes in this level increase the risk of civil war. In multivariate regression analyses, presented in Table 2, we examine the relationship between openness, liberalization, and instability while holding other influences constant.
The first model shows the effects of the level of trade openness and of trade
liberalization on the outbreak of a civil war. The coefficient of openness is negatively
related to onset (po.05), which supports our hypothesis that countries that are
integrated into the world economy are more peaceful. The liberalization variable
(the positive growth of trade openness) measuring the effects of the process of
opening an economy has the expected positive sign and is highly significant.11
A negative growth rate of openness (i.e., a move away from trade) is statistically not
significant.12 In results not reported here, we also tested the level of openness and
its growth rate lagged by three, five, or ten years. Trade openness is still significant
and negatively related to the onset of civil war, but growth in openness is not when
lagged. This shows that the level of openness is a pacifying force in the long run and
the change in openness destabilizes only in the short run. Hence, we have some first
11

Our results hold up if we use the yearly change in trade openness not as growth rate but as first difference.
We did not include the negative growth rate variable, or any of its operational variations, in further tests, as it
was insignificant in all specifications.
12
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TABLE 1. Expected Influence of Different Variables on the Onset of Civil War

Independent Variables

Expected Influence
on Civil War
Onset

Trade opennesst  1
Positive growth in trade opennesst  1


þ

Negative growth in trade opennesst  1

þ

Liberalization in regulatory trade
opennesst  1
FDI opennesst  1
Government consumptiont  1
Growth in government consumptiont  1

þ

Concessional IMF flowst  1
Non-concessional IMF flowst  1
Official development assistancet  1
Level of developmentt  1
Democracyt  1
Democracy squaredt  1
Population
Economic growth
Civil war in neighborhoodt  1
Peace years

þ



þ

þ

þ






Operationalization

(Exports þ imports)/GDP
Yearly growth rate of trade openness if
40; 0 otherwise
Yearly negative growth rate of trade
openness if o0; 0 otherwise
1 for liberalization, 0 otherwise
FDI inflows/GDP
General government consumption/GDP
Yearly growth rate in government
consumption
Concessional IMF flows/GDP
Non-concessional IMF flows/GDP
Official development assistance/GDP
Log (GDP per capita)
Autoc-Democ þ 11
(Autoc-Democ þ 11)2
Log (population)
Yearly growth rate of GDP per capita
Dummy variable
Number of years since last conflict

support for our proposition that commercial liberalism needs to be rectified in its
application to domestic politics.
The signs for the control variables point in the expected directions. For democracy, we find confirmation that the relationship has the shape of an inverted
U-curve; the squared term is negative and the simple term positive. In autocracies
and democracies the danger of civil war does not loom as large, whereas in semiautocratic regimes the risk of experiencing political violence is higher. The inflection point is at 1.29 of the Polity scale, which means that up to this value, the risk of
civil war increases, and after this point democratization reduces the likelihood that a
civil war breaks out.13 Economic development is negatively related to the onset of
civil war, a significant result that supports previous findings of poverty as a main
cause of political violence. Economic growth reduces the danger of an onset. In
populous states there is a higher risk of civil war onset; remember we keep this
variable in the model due to its importance as a control for the size of the domestic
market. The dummy variable controlling for whether a civil war took place in a
neighboring country also positively influences the outbreak of a civil war. The
peace-years variable that corrects for the temporal dependence is, together with its
three splines, jointly significant.
In the second column, we use the regulatory indicator for trade liberalization,
which is more policy-oriented than the outcome variable measuring the growth in
the trade/GDP ratio.14 The coefficient for this indicator of trade liberalization is
13
Based on the results reported in the first column of Table 2, we calculated the inflection point as  0.2041/
(2n  0.0083) that equals 12.29. From this number we subtracted 11 points to return to the original Polity IV scale
and thus have a value of 1.29.
14
For this and the following test we had to limit our time frame due to data availability of the new variables. We
repeated the previous tests for the shorter time frame and find that the results persist.

 2.1394n (1.4242)
3,870
132.76 (13)
0.0001
 494.05
96.87
 1.2558 (1.8739)
1,400
33.04 (12)
0.001
 194.67
96.36

0.3284 (0.3687)

(0.1385)
(0.0061)
(0.2011)
(0.1180)
(2.8981)
(0.3156)
(0.1710)
(0.0080)

0.3338nnn
 0.0126nn
 0.2353
 0.0801
0.4400
0.4697n
0.1074
 0.0111n

(0.0805)
(0.0034)
(0.1524)
(0.0818)
(1.5102)
(0.2315)
(0.1155)
(0.0038)
(0.2660)
(1.4596)

0.2041nnn
 0.0083nnn
 0.3414nn
0.1242n
 2.5239nn
0.4138nn
0.0754
 0.0069nn
1.1797nnn
 0.4347

Note: The first number in each cell is the coefficient; the number in parentheses is the standard error.
n
Significant at 10%; nnsignificant at 5%; nnnsignificant at 1% (one tailed).
w
The three temporal splines are not reported.

Democracyt  1
Democracy squaredt  1
Economic developmentt  1
Population
Economic growth
Civil war in neighborhoodt  1
Peace yearsw
Trade opennesst  1
Positive growth in trade opennesst  1
Negative growth in trade opennesst  1
Liberalization in regulatory trade opennesst  1
FDI inflows/GDPt  1
Constant
N
Wald w2
Probability4w2
Log pseudo-likelihood
Percentage correctly classified

(2): Onset 1980–2000

(1): Onset 1950–2000
(0.1007)
(0.0044)
(0.1533)
(0.0968)
(1.9224)
(0.2730)
(0.1350)
(0.0053)
(0.4161)

 7,741,121nn (4,169,556)
 1.4201 (1.5048)
2,449
96.71 (13)
0.0001
 329.92
96.53

0.2896nnn
 0.0112nnn
 0.3950nnn
0.0697
 1.3146
0.3520n
0.1656
 0.0077n
0.9267nn

(3): Onset 1970–2000

TABLE 2. Effects of Foreign Economic Openness and Liberalization on the Onset of Civil Conflict

(0.1049)
(0.0046)
(0.1756)
(0.1052)
(1.9705)
(0.2949)
(0.1379)
(0.0053)
(0.4216)

 8,715,539nn (4,206,789)
 1.8396 (1.7277)
1,842
77.62 (13)
0.0001
 295.39
95.71

0.2659nnn
 0.0101nn
 0.3149nn
0.0706
 1.1635
0.2634
0.1172
 0.0074n
0.8788nn

(4): Onset without OECD
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again positive, but the result is statistically not significant. The level of trade openness remains a pacifying force. In the third model, we do not find support for a
destabilizing effect of FDI. The inflow of foreign capital significantly reduces the
risk of civil war.15 With the inclusion of the FDI inflow variable alongside the trade
openness measures, we see that the coefficient and the level of significance of trade
openness ( po.08) decline somewhat, but this variable still remains significant. Thus
trade openness and FDI inflows are complementary influences for peace. The
effect of trade liberalization (growth in trade openness) continues to be a significant
destabilizing factor.
Finally, in the last column, we excluded the OECD countries from the sample to
ensure that our results are not distorted by the industrialized states that are presumably at lower risk of experiencing a civil war. A country might need a certain
level of development to fully exhaust the peaceful benefits of openness. It is equally
possible that only countries that have reached a certain level of development are
able to compensate the losers of foreign economic liberalization. Rodrik (1998) and
others have pointed out at the theoretical level that globalization works best in states
with an active welfare policy. The results of the level and the growth rate of trade
openness are robust for the different samples.
In Table 3, we analyze the distributional aspect of our argument more directly.
First, we evaluated the effect of income inequality with the Gini index as a proxy for
the demand side of distributive measures with data from Deininger and Squire
(1996).16 Presumably states with a very unequal income distribution (i.e., a high
Gini coefficient) are more prone to experience a conflict. However, the Gini index
is statistically not significant (see column 1). This is consistent with Fearon and
Laitin’s (2003) findings. The level of trade openness remains negatively, and the
growth in trade openness positively, related to conflict onset. Owing to the quality
of the data on income distribution and to the small sample size, we need to be
cautious when drawing general conclusions.17
Based on the supply side of redistribution, we looked at the size of the government
to evaluate whether a state has the resources to compensate the losers of globalization.
Other variables in our model, economic development and economic growth, also serve
as proxies for state capacity (Fearon and Laitin 2003) and the state’s ability to redistribute. However, government consumption as percent of GDP and its growth rate
more directly assess the distributional means. In column 2 we see that the variables on
government consumption are not significant, and their inclusion had no effect on our
openness and liberalization variables.18 In column 3, unlike expected, it is the net flow
of nonconcessional IMF money that is positively related to conflict onset. Concessional
IMF flows are statistically not significant.19 In the last model, the variable for official
development assistance also has no effect. The openness and liberalization variables
15
We also tested equivalently to trade openness the positive and negative growth rate of FDI inflows and the
effect of the more policy-oriented measure of liberalization, the liberalization in regulatory capital openness, which
were statistically not significant.
16
We use the data as prepared in Bussmann, de Soysa, and Oneal (2005), who only included observations in the
data set that meet the high quality standards of data collection and who also corrected them for various characteristics of the surveys according to a method by Dollar and Kraay (2002).
17
In order to increase the number of observations, we estimated an interpolated version of the Gini index,
which we additionally extended in case of missing values by using the last reported value for the following and
previous years in a time series. Without extending the data, we have an extensive drop in observations and the Gini
variable is insignificant, as are some of the other independent variables. In particular, our variables for economic
openness and liberalization are no longer significant due to the small sample size.
18
The two variables are correlated at r ¼ .14. If included separately in the equation, the results remain the
same. Government consumption includes compensation of employees but also most expenditure on national defence and security. As we are interested in the effect of compensation a government pays, we ran tests where we hold
military expenditures (with data from the national capability data set of the Correlates of War project) as a fraction
of GDP constant. Government consumption was still statistically not significant.
19
If entered separately in the equation, both variables show similar results.

 2.4887n (1.8747)
3,111
96.43 (13)
0.0001
 382.08
876.75
96.98
 2.0107n (1.3847)
3,101
122.15 (14)
0.0001
 396.72
914.03
96.84

 0.0213 (0.0214)
0.1214 (0.4509)

(0.0906)
(0.0039)
(0.1467)
(0.0962)
(1.3602)
(0.2447)
(0.1356)
(0.0038)
(0.2704)

0.2658nnn
 0.0105nnn
 0.3298nn
0.0979
 3.4592nn
0.3526n
0.0588
 0.0050n
1.2084nnn

(0.1020)
(0.0041)
(0.1897)
(0.0996)
(2.0628)
(0.2672)
(0.1395)
(0.0048)
(0.5171)
(0.0117)

0.2322nn
 0.0093nn
 0.3054nn
0.1376n
 2.2204
0.3043
0.1165
 0.0079nn
0.8938nn
 0.0038

Note: The first number in each cell is the coefficient; the number in parentheses is the standard error.
n
Significant at 10%; nnsignificant at 5%; nnnsignificant at 1% (one tailed).
w
The three temporal splines are not reported.

Democracyt  1
Democracy squaredt  1
Economic developmentt  1
Population
Economic growth
Civil war in neighborhoodt  1
Peace yearsw
Opennesst  1
Positive growth trade opennesst  1
Income inequalityt  1
Government consumptiont  1
Growth in gov’t consumptiont  1
Concessional IMF flowst  1
Non-concessionl IMF flowst  1
Official develop assistancet  1
Constant
N
Wald w2
Probability4w2
Log Likelihood
Bayesian information criteria
Percentage correctly classified

(2): Onset 1960–2000

(1): Onset 1950–2000
(0.1024)
(0.0044)
(0.1611)
(0.1021)
(1.9078)
(0.2941)
(0.1289)
(0.0052)
(0.4047)

 1.6190 (1.5542)
1,873
63.71 (14)
0.0001
 307.94
728.91
95.62

 27.3776 (33.4196)
29.8221nn (17.4033)

0.2671nnn
 0.0103nnn
 0.3158nn
 0.0653
 1.5311
0.1988
0.0828
 0.0094nn
0.9167nn

(3): Onset 1970–2000

(0.0851)
(0.0038)
(0.1572)
(0.0941)
(1.7455)
(0.2453)
(0.1197)
(0.0043)
(0.2900)

 0.8694 (1.0113)
 2.1528n (1.5453)
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100.77 (13)
0.0001
 386.21
881.58
95.93

0.2400nnn
 0.0090nnn
 0.3238nn
0.1245n
 1.6440
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 0.0075
 0.0081nn
1.1641nnn

(4): Onset 1960–2000
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still have their respective signs. Thus, holding various sources of compensation
payments constant, foreign economic liberalization still exerts a destabilizing effect.
As various robustness checks show, the impact of global economic integration on the
short-term risk of civil war remains significant across various specifications.20
Next, we explore the substantive importance of the results by taking a closer look
at the magnitude of the various effects. If we base our predictions on Model 3 in
Table 2 and use version 2.1 of the software package Clarify (King, Tomz, and
Wittenberg 2000; Tomz, Wittenberg, and King 2003), the risk that a conflict breaks
out amounts to 1.66 percent. This calculation is referring to a hypothetical baseline
case where all variables are at their mean and none of the neighboring countries are
at war. Other things being equal, if we change the value of trade openness from its
25th to 75th percentile, that is from 41 to 82, the probability of civil war onset
declines by  0.0052 (with a standard error of 0.0038). In relation to the baseline
probability, this is a reduction of 31 percent. Similarly, if the inflow of FDI increases
from the value of the 25th to 75th percentile, the probability of onset declines by
 0.0023 (with standard error equal to 0.0014), a reduction of 13.8 percent from
the baseline. Having the growth rate of trade openness increase by 7 percentage
points (from the 25th to 75th percentile) leads to a higher risk of an outbreak of
armed conflict by 0.0011 (with a standard error of 0.0006), which is an increase of
6.6 percent from the baseline risk. However, if we take into account that growth in
openness increases at the same time as the level of openness (e.g., a growth in trade
openness of 10 percent changes the level from a mean of about 67 to a mean of
73.7), the probability of an onset increases by 0.00073 (standard error equal to
0.00096), which is only an increase of 4.4 percent from the baseline probability.21
Whereas the substantive risk of conflict onset in the wake of foreign economic
liberalization is not very high, the conflict-reducing effect of economic openness is
quite substantial, especially if compared with a respective increase in real GDP per
capita, which would reduce the likelihood of onset by 75 percent (from the baseline
probability).
The marginal effects imply that the destabilizing impact of trade liberalization is
not very strong, especially considering the small predictive power of the overall
model. Whereas our models correctly classify more than 95 percent of the observations, this number can be misleading. The model without the liberalization variable only predicts peaceful outcomes, which is true for the large majority of cases;
thus, we have a high percentage of correctly predicted outcomes. With liberalization included, the model at least correctly predicts three civil war onsets and no
single peace year was predicted falsely as an onset. The three onsets that were
correctly predicted are the same cases that showed up in an outlier analysis. In the
outlier analysis we assessed whether our results are influenced by extremely large
values of openness and growth in openness. The results were robust with regard to
trade openness but not for the growth rate of openness.22 This indicates that, in line
with the theoretical argument advanced by the distributional variant of commercial

20

See the discussion of the robustness tests on the web appendix.
The probability of onset does not vary much if we start with different levels of openness. If we start from an
openness value at its 25th or 75th percentile instead of the mean value of openness, the increase in onset probability
is then 7 or 3 percent if openness grows by 10 percent.
22
Based on the first model in Table 2, we dropped the five largest, or respectively the five smallest, values
successively or individually. The results were robust; trade openness continues to be negatively related to the onset of
conflict. This holds even with lower omission thresholds. The results were not robust with regard to the growth in
trade openness. The omission of some of the largest values individually reduces the significance level to po.05, and
when we drop the observations with the three largest values together, Zaire in 1964, Indonesia in 1967, and Russia in
1993, the significance level declines to po.38 and the coefficient drops to 0.437. The conflict in Zaire was related to
the vacuum in political power that the Belgians left behind, Indonesia was involved in a dispute over West Papua and
its independence movement, and in Russia there was a coup attempt in 1993. Exactly how the economic liberalization in the three cases contributed to the instability needs to be investigated in a carefully conducted case study.
21
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liberalism, an extremely fast growth rate in trade openness increases the chances that
a conflict breaks out, whereas moderate and slow liberalization is less destabilizing.
To sum up, we can conclude from the tests that in the long term an open economy is related to less conflict. The coefficient continuously has a negative sign.
Furthermore, the inflow of foreign capital has a pacifying impact. However, the
process of trade liberalization bears the risk of civil-war onset if extreme cases of
liberalization are included in the sample. Although the support for the globalization-skeptical hypothesis is not as strong and robust as the distributional variant of
commercial liberalism makes us believe, we would like to stress that the supposed
relationship holds more strongly in the subsample of sub-Saharan African states
than in the global sample under examination here (Bussmann, Schneider, and
Wiesehomeier 2005). We believe that this divergence is a result of the impossibility
in many African states to protest in a nonviolent manner against plans to liberalize
the economy, while citizens in other countries can resort to other instruments to
show their discontent. Moreover, our analysis shows that neither the international
community nor the governments can buy peace through compensatory means.
What matters, by contrast, is the pacifying effect that foreign economic liberalization exerts in the long term.

Conclusion
One of the still lingering globalization disputes refers to the question of whether or
not growing economic ties across nations pacify relations within a society. This
article has examined the conflicting hypotheses of the proponents and adversaries
of global economic integration through the unifying perspective of what we call the
distributional theory of civil conflict. This variant of commercial liberalism maintains
that economic openness reduces the risk of internal war, but that the steps toward
global economic integration render armed conflict more likely. Our results by and
large confirm this double claim. The level of economic trade openness indeed
reduces the likelihood of internal conflict, as does the inflow of foreign direct
investment. Both variables are also substantively quite important. The suspicion
that countries on their way to a more open economy are more susceptible to violence is also supported. Changes in the level of economic openness exert a significant, though substantively minor, positive influence on the risk of conflict,
whereas the growth in FDI inflows is not systematically linked to domestic
instability.
Although the substantive effect of foreign economic liberalization is comparatively small, compensatory measures by the government or the international financial community do not reduce it. This indicates that attempts to solve social
conflicts directly with the checkbook are severely limited. Globalization discontent,
our analysis indicates, is a force policy makers and the international community
have to consider in their attempts to reform the domestic economy by way of global
economic integration.
Our analysis did not lead to conclusive results with regard to the claim by many
globalization skeptics that the International Monetary Fund is a major destabilizing
force through the austerity packages that it imposes on heavily indebted countries.
Attempts to test this claim and some related conjectures suffer under the severe
data problems that plague the macroquantitative study of civil conflict (Hegre and
Sambianis 2006). We believe that the coming generation of studies that try to
uncover the economic motives of intrastate war will more frequently resort to
household surveys. This data source has already been successfully linked to macroquantitative examinations in the field of economic growth (Collier and Gunning
1999). A further challenge that besets this area of conflict research is posed by
scholars who focus on the ethnic, religious or social identity of those who are
affected by economic shocks. At the moment, the materialist and the ideational
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sources of civil unrest are discussed within separate research camps. To overcome
this unnatural and unnecessary scholarly division, the future study of civil war has
to carefully examine how foreign economic liberalization and other economic factors affect the opportunity cost of warfare and the identification with a particular
group. Finally, macroquantiative studies like the research endeavor that we have
pursued should be complemented by careful case studies of countries (e.g., Bussmann, Schneider, and Wiesehomeier 2005) that have embarked on a fast liberalization process, such as the cases identified in our outlier analysis, or whose
liberalization attempts have been interrupted. The examination of extreme cases
helps us in clarifying the conditions under which commercial liberalism is correct, but
also those under which it has to be qualified.
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