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A model is introduced that yields a single parsimonious explanation for a diverse range of political phe-
nomena, including the processes of democratic consolidation and peace among democratic nations. The
model predicts democratic values to arise from the norms of contract that are endemic in developed market
economies and yields the novel contingent claim that the peace among democratic nations may be a pattern
limited to those democracies with developed economies. Analyses of a large number of interstate dyads
from 1950 to 1992 show strong support for this hypothesis. It seems that the pacifying impact of democracy
is about twice as strong among developed countries compared with other dyads. Among conflict-prone con-
tiguous dyads, the pacifying impact of democracy does not appear statistically significant among the poorest
decile of joint democratic dyads. The study demonstrates the wide explanatory power of the simple postu-
late that social values and political preferences derive from socioeconomic norms.

Can a single explanation account for the processes of democratic consolidation and
the peace between demacratic nations? Although democratic nations may fight other
nations, it is well established that they rarely, if ever, fight each other. Most explana-
tions for this pattern have their roots in institutional approaches to explaining political
behavior. Although varying in the margins, institutional theories hold the preferences
of political actors constant and predict that if there are democratic institutions, peace
will follow. In direct contrast, however, many studies of democratization and demo-
cratic consolidation give importance to the presence of democratic values and prefer-
ences, although this literature has yet to identify the origins of such values (Kowert and
Legro 1996). At the same time, both the democratic peace and democratic consolida-
tion literatures overwhelmingly reject a role for economic prosperity as a source of
democratic values or peace (Diamond 1997, xxxii), although empirical studies have
clearly established that economic development and stable democratic government go
hand in hand (Burkhart and Lewis-Beck 1994).
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Might economic prosperity offer the missing link of democratic values, democratic
consolidation, and the peace between democratic nations? Classical studies in sociol-
ogy have long observed a connection between economic development and a common
culture associated with the democratic values of individualism and the rule of law
(Durkheim [1893] 1933; Ténnies [1887] 1957). These studies tended to place the ori-
gins of such values either in “Western” culture (Weber [1904-5] 1958) or as part of an
evolutionary process of political development (Parsons 1964). Both of these views fell
out of favor in the 1970s, however, as either ethnocentric or unable to account for
economic structural conditions. As a consequence, most explanations for democratic
consolidation today give importance to economic structure and reject culture (e.g.,
O’Donnell 1973), or give importance to political culture but reject structure (e.g., Hun-
tington 1968).

In this article I argue that culture and structure go together, and demonstrate how
economic development may foster the values and preferences that lead to both demo-
cratic consolidation and democratic peace. I draw on the plausible but long ignored
assumption of “cultural materialism,” and demonstrate its robust explanatory value for
the democratic peace and democratic consolidation research programs. I show how
culture and structure can go together as an explanation for political development—and
do so without ethnocentric or evolutionary implications. Moreover, this approach traces
the origin of democratic values to the market norms of contract that are endemic in
prosperous market socioeconomies—yielding the novel expectation that the demo-
cratic peace may be limited to the prosperous market nations.

Whereas previous studies in the democratic peace literature have considered eco-
nomic development and shown that the peace between democratic nations does not
occur “because they are rich” (Maoz and Russett 1992, 257), no systematic study has
examined the possibility that the democratic peace may rest on the condition of eco-
nomic development. Nor do theories of democratic peace predict an economic limita-
tion to the notable pattern. In this way, the model identifies—and the empirical test
examines—a novel contingent claim that represents a significant departure from previ-
ous studies of democratic peace and cooperation, with implications for the literature
on democratic consolidation.

Because the linkage between economic development and democratic consolidation
is already well established (Burkhart and Lewis-Beck 1994; Przeworski and Limongi
1997), I begin by reviewing the main theoretical debates and empirical developments
in the democratic peace research program. I then introduce the potential causal linkage
of market prosperity, democracy, and interstate peace. Next, I present the empirical
examination of a large number of interstate dyads from 1950 to 1992. I conclude by
summarizing the results and highlighting the significance of this research for studies of
democratic consolidation and democratic peace.

ECONOMIC DEVELOPMENT AND DEMOCRATIC PEACE

Until the fall of the Berlin Wall in 1989, little attention was given to the few quanti-
tative studies that showed that the seeming rarity of wars between democratic nations
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was highly unlikely to be attributable to chance (Babst 1964; Rummel 1979). Today
the scope of the pattern has been extended to lower level militarized interstate disputes
(e.g., Maoz and Russett 1992; Gleditsch and Hegre 1997) and reconfirmed at the level
of disputes and wars after testing for several possible confounding influences (Bremer
1992, 1993). It also seems unlikely that the democratic peace may be explained by
reverse causality (Mousseau and Shi 1999; Oneal and Russett 2000) or temporal
dependence in the dependent variable (Beck, Katz, and Tucker 1998; Raknerud and
Hegre 1997). As reported by Bremer (1993) in an analysis of all nations from 1816 to
1965, joint democracy appears to reduce the probability of a war between nations by
about 30 times and decreases the probability of militarized disputes between nations
by about 3 times.'

Although the democratic peace is now empirically stronger than ever, few system-
atic studies have examined the potential role of economic development in the relation-
ship. This absence is notable given the well-known association between democratic
institutions and economic development and an early report by Haas (1974, 464-65) of
a cluster of peaceful conditions among nations characterized as developed and demo-
cratic. Perhaps the main reason for this absence is the surprising dearth of theory link-
ing economic prosperity, democracy, and interstate peace. Although a number of stud-
ies talk about such a connection, they universally make this link not with economic
development but with interstate trade. Schumpeter (see Doyle 1986, 1153), for
instance, claimed that democratic capitalism favors peace but, like Weede (1996) and
the classical liberals (Oneal and Russett 1997, 1999), rested his argument on the pre-
dicted pacifying benefits of interstate trade. Interstate trade is a dyadic-level phenome-
non that is not the same thing as the national-level phenomenon of economic develop-
ment. In any case, most studies have shown that dyadic democracy has a robust
ameliorating impact on militarized conflict after accounting for trade interdependence
(e.g-, Oneal and Ray 1997; Oneal and Russett 1997, 1999).2

The notable exceptions in the empirical literature that have looked at economic
development directly include Bremer (1992, 1993) and Maoz and Russett (1992,
1993). Although Bremer found that wealth diminished the likelihood of dyadic dis-
putes and war onsets, the ameliorating impact of joint democracy on conflict remained
robust and significant. Maoz and Russett (1993) examined the impact of wealth and
found results similar to Bremer (1993), but in an earlier study Maoz and Russett (1992)
report results that suggest a potential economic limitation to the democratic peace. The
authors classified as “developed” the states with gross domestic product per capita

1. A “militarized interstate dispute” occurs when at least one state threatens, displays, or uses force
against at least one other state (Jones, Bremer, and Singer 1996, 169-71). Wars are a small subset of milita-
rized interstate disputes that escalate to large numbers of battlefield-connected deaths (Jones, Bremer, and
Singer 1996). For clarity, I use the term militarized conflict to refer to the combined set of militarized inter-
state disputes and wars. Note that most studies report a peace only between democratic nations, though a
minority of studies claim that democracies are more peaceful than other states overall (see Ray 1995).

2. Rosecrance (1986) argues for pacifying influences of both trade and development, but does not link
these factors with democracy. Rosecrance’s thesis is addressed later on. For a recent report that the demo-
cratic peace might be a consequence of trade among developed states or driven by the wealthier democracies,
see Hegre (2000).
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(GDPpc) of 30% or more of the U.S. GDPpc. The authors then observed the “popula-
tion of dispute dyads as the basis for computing relationships between wealth and the
dispute participation of dyads” (p. 256), reporting with a Del statistic that “wealth does
not affect conflict among specific types of regime types” (p. 257). A review of the tables
from which the authors drew this conclusion, however, shows that the number of expec-
ted dispute participation—years among joint democratic, joint less developed dyads, is
quite low, because of the small number of such dyads in their sample. Maoz and
Russett observed the population of geographically contiguous and major power dyads
from 1946 to 1986. Perhaps as a consequence of the limited size of their sample, the
difference between the expected and actual frequencies of dispute involvement—years
among joint democratic, joint less developed dyads appears potentially insignificant.’

Thus, the analyses by Maoz and Russett (1992) and Haas (1974) do not preclude the
possibility that the democratic peace may be a pattern driven by the more prosperous
democracies. Although the phenomenon may not be explained by a pacifying impact
of wealth on conflict (Bremer 1992, 1993; Maoz and Russett 1993), the evidence remains
unclear whether the zone of democratic peace may be contingent on the supplemental
presence of wealth and prosperity. Notably, the institutional-cultural hypothesis
addressed by Maoz and Russett provides a basis for expecting such a limitation.
According to this view, democratic leaders who rise to power through the democratic
political process are thought to be accustomed to the norms of negotiation, compro-
mise, and tolerance, and thus apply these norms in their foreign relations (Dixon 1993,
1994; Maoz and Russett 1992, 1993; Mousseau 1997, 1998; Russett 1993, chap. 2).
The hypothesis thus predicts a causal relationship from democratic institutions to the
norm of peaceful conflict resolution. As we will see in the following section, however,
the origin of democratic norms may rest not with democratic institutions, but with
market prosperity. From this perspective, democratic institutions are the effect and not
the cause of democratic norms.

MARKET PROSPERITY AND DEMOCRATIC VALUES

Whereas constructivist and institutional-cultural approaches for explaining demo-
cratic consolidation and peace outline a causal relationship from democratic institu-
tions to democratic values (Peceny 1999, 98-99; Russett 1993, chap. 2), the classical
sociologists long ago identified a distinct culture of individualism and the rule of law
associated with developed economic systems (Durkheim [1893] 1933; Tonnies [1887]
1957). Seeking to explain economic development, the classical sociologists tended to
identify “Western” culture as the explanatory variable (Weber [1904-5] 1958). Later,
modernization theorists viewed political development as an evolutionary process (Par-

3. Specifically, I am referring to Tables 4 and 5 of Maoz and Russett (1992, 256-58). Table 4 reports
that, compared to the population of all states, among joint democratic, joint developed dyads the actual and
expected frequencies of dispute involvement—years are 6 and 37.79 (row 1), among joint democratic, mixed
developed-less developed dyads these frequencies are 6 and 27.16 (rows 3 and 4), but among joint demo-
cratic, joint less developed dyads these frequencies are 2 and 4.47 (rows 8 to 10).
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sons 1964). Both of these views fell into disrepute, however, with the waves of
postcolonial autocratization in the 1960s and 1970s. As a consequence, today academ-
ics generally scorn any explanations for political phenomena that associate cultural
values with economic prosperity (Peceny 1999).

However, a link between prosperity and cultural values does not need to rest on
Western or any other indigenous culture. Nor does such a link require evolutionary
assumptions. Instead, economic conditions may affect social values, a view common
among anthropologists and sociologists (e.g., MacPherson {1962] 1977). That s, eco-
nomic behavior that becomes regularized over time may influence, consciously or
unconsciously, our social values and worldviews—a path of causation coined cultural
materialism by Harris (1979).

Within the field of anthropology, cultural materialism directs that two indigenous
cultures that have never been in contact yet share common economic systems—such
as hunters and gatherers in the rain forests of Brazil and the Congo—will share com-
mon social values and worldviews (Murphy and Margolis 1995). It follows that those
divergent indigenous cultures that share the norms of modern developed society—
such as the Americans, Germans, and Japanese—will also share common social val-
ues and worldviews.

Although there may be a degree of simultaneous causation between economic
norms and cultural values, studies have documented the impact of economic change on
cultural change (e.g., Mintz 1985; Sider 1986). The assumption of cultural material-
ism, therefore, is not only tenable, but also observable and has even been documented.
From this simple assumption, in the following section I demonstrate how market pros-
perity may foster democratic values.

MARKET PROSPERITY AND THE EMERGENCE
OF DEMOCRATIC VALUES

If the postulate of cultural materialism is empirically true, then a very relevant ques-
tion is, How do the daily economic norms in economically prosperous societies differ
from those in other societies? By definition, economic development requires a com-
plex division of labor. In addition, in the most prosperous economies and in the stable
democracies the complex divisions of labor have been historically linked with market
forces.” This means that in prosperous market economies, the complex divisions of
labor are linked with contracts—or agreements among individuals to cooperate and
modify their behavior for mutual gains. Individuals regularly engage in contract when
they sell their labor and skills, exchange their goods, and purchase what they consume.
In contrast, in poorer or nonmarket econormnies, material acquisition and commercial

4. Even in Sweden, famous for its social democracy, most economic production has remained in pri-
vate hands, with the government share of gross domestic product (GDP) not exceeding 25% from 1950 to
1992 (Penn World Tables, Mark 5.6, http://www.nber.org/pwt56.html, June 10, 1999). Note that govern-
ment share of GDP can include capital that is exchanged on the market, such as government ownership of
industrial firms. Thus, the market would seem to constitute 75% or more of all economic activity in the
wealthy democracies from 1950 to 1992.
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consumption are less intense because individuals are more likely to consume products
that they have produced. For products not directly produced, successful acquisition
often rests less with the fortunes of individualistic exchange than with the fate of one’s
family, clan, feudal, or other collective links. Hence, what predominantly differenti-
ates the day-to-day life of people in prosperous market economies from virtually all
other economies is the intensity in which they regularly engage in contract forms of
economic cooperation.

Consider the social implications of a community linked by contracts. First, in con-
tract forms of cooperation, each party explicitly and unashamedly pursues its own
interests. In other forms of economic cooperation—as occurs within families and in
less prosperous societies within extended families, tribes, and other collectivities—
economic arrangements are more likely to be consciously and explicitly rationalized
by a common group utility.’

Second, by definition, contracts are entered into by individual volition. If a person
has little or no choice in a matter—or if the economic cooperation is based on notions
of common utility—then the arrangement is not based on contract. Unfortunately, in
less prosperous societies too many people lack the economic leverage to engage in bar-
gaining, and thus enter into economic arrangements without choice and hence without
volition. If a person has little or no choice in a matter, then the economic arrangement
is not a contract but exploitation or slavery.

Third, whether through a process of direct bargaining or with prices set by the mar-
ket, individuals arrange contracts with negotiation and compromise. Among individu-
als sharing an explicit common utility, negotiation and compromise are not the normal
methods that facilitate economic cooperation. This is because the processes of negoti-
ation and compromise require each party explicitly and unashamedly to pursue its self-
interest and disregard the interests of economic partners. This neglect and unabashed
self-interest is incompatible with a common utility explicit in economic collectives—
as occurs within families—rendering the processes of negotiation and compromise
abnormal aspects of noncontract forms of economic cooperation.

Fourth, to enter into contract, a person must have some element of trust that all
contractees will fulfill their obligations. This is a form of trust present among individu-
als even though each explicitly pursues his or her own interests. This form of trust thus
differs from the trust sanctified by common identities found within families, clans, and
other collective economic units, and is therefore nonparticular. Moreover, all
contractees expect all parties to the contract to fulfill their obligations not because they
happen to be within a common in-group—for example, your sibling, cousin, and so
forth—but because the contract commits everyone to the terms of the contract. In this

5. Some readers may object to the model on the grounds that all forms of economic cooperation are in
the form of contract. But what matters is that in developed market socioeconomies actors tend to perceive
their cooperation in the form of contract, whereas in other socioeconomies actors tend to perceive their
cooperation as motivated, or rationalized, by some sort of common utility. Because most readers will share
market values, I draw on the last remaining bastion of noncontract forms of economic cooperation that still
regularly occurs in prosperous market cultures: the cooperation that occurs within nuclear families. One
provides food for his or her children or parents because one perceives a common utility with them.
Compared to prosperous market economies, in less prosperous societies a higher portion of individual-level
economic activity occurs within such common utility frameworks.
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way, contract forms of economic cooperation may occur across divergent within-
group identities, and the form of trust derived from the regularized engagement in
contract—the trust in the sanctity of contract—is nonparochial or universal.

Finally, because a contract has no meaning in the absence of provisions that are
equally binding for all members, a contract imposes equity among contractees. An
equitable agreement does not mean that all parties must be equal in wealth, nor does it
mean that all parties must derive an equal utility from their agreement. It simply means
that contractees have an arrangement, such as in the purchase of apples, in which the
parties, the seller and the buyer, face explicit mutual obligations—the buyer pays
cash, and the seller furnishes the apples. Because each party is consciously equally
obligated to fulfill his or her side of the deal and has choice and free will whether to
enter the contract, the arrangement is explicitly equitable. In this way, if a prince and
aserfregularly engage in contract, each is aware that each is equally obligated to ful-
fill the terms of the contract, and their relationship becomes based not on hierarchy but
equity.

With the assumption that economic norms translate into social values and
worldviews, if the above empirical statements are true, then individuals in developed
market economies tend to share the social and political values of exchange-based
cooperation, individual choice and free will, negotiation and compromise, universal
equity among individuals, and universal trust in the sanctity of contract. This expecta-
tion is supported by studies in anthropology: “In individualistic societies individuals
interact with others on the basis of such principles as competition, equity, and
exchanges based on contracts” (Bierbrauar 1994, 246). Studies have traced the role of
merchant capital in the breakdown of traditional norms during the development pro-
cess (e.g., Sider 1986).

Still, the model does not preclude the possibility that market norms cannot have, in
turn, a positive impact on the proliferation of exchange. Indeed, simultaneity between
norms and action may explain the “take off” stage of development made famous by
Rostow (1960). That is, once a rise of exchange, however small, fosters some change
toward contract values in a society, then the increasing norm of trust in the sanctity of
contract would likely lower transaction costs, fostering in turn an increase in
exchange. In this way, a positive feedback loop renders the system unstable, and after a
certain point socioeconomies take off—not unlike, in recent years, perhaps South
Korea and Taiwan. The assumption of cultural materialism, however, cannot explain a
rise in exchange directly, because it identifies the primary flow of causation as moving
Jfrom rational economic norms fo social norms and values. The next section explores
how a rise in market values provides the basis for stable democratization.

MARKET VALUES AND DEMOCRATIC CONSOLIDATION

Since Seymour Martin Lipset’s classic 1959 article on the social prerequisites of
democracy, social scientists have well established the correlation of economic devel-
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opment with democratic governance (Burkhart and Lewis-Beck 1994; Przeworski
et al. 1997). Most explanations for this relationship draw on cultural, instrumental-
rational, or structural-functionalist foundations. Starting with the latter, structural-
functionalist models assert that democracy is simply more functional with development
(Fukuyama 1992; Parsons 1964). Instrumental-rational approaches, in contrast, tend
to give importance to the changing class structures with development (Huntington
1968; Rueschemeyer, Stephens, and Stephens 1992). Lipset (1959), for example,
gives importance to the increasing size of the middle class, which is thought to allevi-
ate class conflict.

Cuitural models, in contrast, tend to reject a role for economic prosperity as a source
of democratic values (Diamond 1997, xxxii). Instead, democratic values are thought to
arise from high levels of education (Lipset 1959), economic integration with the West
(Chu, Hu, and Moon 1997), or the operation of democratic institutions over time
(Peceny 1999)—all factors that may or may not correlate with economic development.
In addition, academics frequently claim that “economic development can alter a coun-
try’s culture” (Huntington 1997, 5), but I have not found anyone who offers an expla-
nation for how this process may occur. As Dahl (1997) asserts, “The exact nature of the
relationship among socioeconomic modernization, democratization, and the creation
of a democratic culture is almost as puzzling today as it was a quarter-century ago”
(p. 35).

If economic norms translate into social and political norms, however, then the rela-
tionship between economic development, democracy, and democratic culture may not
be so puzzling. If individuals in developed market economies tend to share the social
and political values of exchange-based cooperation, individual choice and free will,
negotiation and compromise, universal equity among individuals, and universal trust
in the sanctity of contract, then individuals in developed market economies tend to
share democratic values. If norms and values tend to institutionalize, then it follows
that market values favor democratic institutionalization. This expectation holds even if
institutions, in turn, reinforce norms. Indeed, a second positive feedback loop between
norms and institutions may explain why democracies with per capita incomes greater
than $6,000 are “certain to survive, come hell or high water” (Przeworski et al. 1997,
305).

Consider that the democratic form of government is itself a social contract—an
agreement among free individuals to abide by a common set of rules limited to resolv-
ing political conflict through a process of negotiation and compromise. Voting is an act
of equitable exchange: All votes are juridically equal, and voters are obligated to abide
by the terms of the social contract and tolerate, among other things, opposition victo-
ries. Moreover, because rational individuals who value their freedom will prefer as few
obligations as possible in their contracts, individuals sharing the norms of contract will
resist obligations to the state. They will emphasize their individual rights over collec-
tive duties. It follows that for a community that values contract forms of cooperation,
individual equity, trust in the sanctity of contract, and common law, the democratic
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social contract can be the only legitimate form of government. In corollary, in the
absence of such values it is difficult to see the grounds for the legitimacy of unabashed
free will, the individual-based voting system, tolerance for others’ free opinions, and,
more significantly, trust that the opposition in power will respect the sanctity of the
social contract.

As Lipset, Seong, and Torres (1993) have observed, “People with more income, in
complex and widely interdependent work situations . . . are more likely to ask for polit-
ical freedom” (p. 166). Both Marx in Capital ([1867] 1952) and Weber in Economy
and Society (1978) linked the rise of common law in Great Britain with the emergence
of the merchant class. Consistent with the notion of the sanctity of contract, studies
have found gross national product (GNP) per capita (Inkeles and Diamond 1980) and
democratic government (Muller and Seligson 1994) to be associated with higher levels
of interpersonal trust. It also appears that societies experiencing rapid economic devel-
opment undergo a cultural change toward cooperation, compromise, tolerance of dif-
ferent interests—and stable democratization (Diamandouros 1997). Indeed, the rise of
commerce in 16th century Europe may explain the emergence of the principle of
equity—the value that served as the basis for both the Protestant Reformation and the
Westphalian interstate system (Watson 1992).° In the next section I explicate how,
once market values consolidate democratic institutions, they affect relations between
prosperous market democracies.

MARKET VALUES AND DEMOCRATIC PEACE

Beyond pressure from democratic values emerging with market prosperity, there
are numerous other reasons why a nation may become democratic. These include for-
eign intervention and occupation, colonial experience, the influence of prodemocratic
charismatic leaders, the contagion of democratic ideas across borders, or simply an
absence of alternatives to democratic rule.

If democratic legitimacy rests predominantly on the values derived from contract
forms of economic cooperation, however, then democracies without prosperous mar-
ket economies will tend to be unstable. The leaders of less prosperous democracies are
not likely to be constrained by constituents to respect individual choice, free will, and
the sanctity of the social contract. Instead, such leaders are likely to be constrained to
pursue other values, such as religious norms, ethnic particularism, or some sort of
nationalist revanchism. In the absence of the universal form of trust in the sanctity of
contract, the model predicts no basis for the leaders of democracies without supple-
mental market economies to respect the rules and procedures of the democratic social
contract.

Similarly, in foreign affairs the market norms model predicts no basis for the lead-
ers of less prosperous democracies to behave according to market values. Market

6. Of course, a rise in the value of equity may also decline, just as arise in exchange may also decline.
The rise and fall in exchange may explain, for instance, the rise and subsequent fall in the value of equity in
ancient Greece, 7th century Mecca, and 13th century Italy.
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forms of cooperation are noncoercive: Conflict is managed with exchange based on
the principles of equity and common law. Robbery and extortion are predatory: Con-
flict is managed with the threat or use of force. It follows that domestic market values
constrain leaders of prosperous democracies from arbitrarily engaging the threat or
use of force in foreign and domestic affairs. Nevertheless, just as the domestic audi-
ence supports the presence of a police force and prisons in domestic relations, market
values do not preclude the use of force in foreign relations. If an adversary is perceived,
like a criminal, as unwilling to resolve a conflict with negotiation, compromise, equity,
and the rule of law, then the application of force concords with the enforcement of con-
tract. In this way, leaders of market democracies may manage a separate peace but still
engage in force and coercion in their relations with other states.

To be sure, elected leaders can and often do engage in a fair amount of manipulation
of the domestic audience, through control of information and the staging of events. At
the same time, leaders constrained by market values but not sharing such values may
violate them in secret (James and Mitchell 1995). When the use of force comes to the
attention of constituents, however, we should expect leaders to justify their actions
according to contract logic or risk losing power at the next election. Many studies sup-
port the view that democratic leaders pay close attention to the preferences of the
domestic audience when formulating foreign policy (Hinckley 1992; Page and
Shapiro 1992; Wittkopf 1990).

In this way, representing constituents who hold in common norms of cooperation
managed with equity and universal trust, we should expect the leaders of prosperous
market democracies to manage joint cooperation in much the same way that merchants
in market cultures buy and sell their wares. It follows that such leaders will be more
likely than others to cooperate in solving international problems and, considering the
norms of social contract and common law, form equitable and law-based alliance
structures (collective security networks) and initiate and participate in international
organizations. Sharing constituents who value individual freedom, human rights, and
the resolution of conflicts with equity, contract, and law, such leaders will likely share
common positions on global issues.

In addition, sharing in common the domestic norms of equity, negotiation, compro-
mise, and trust, we should expect the leaders of prosperous market democracies to be
more likely than others to resolve their joint conflicts with mutual respect, trust, nego-
tiation, and compromise sanctified by contract. Studies have shown that, once in mili-
tarized conflict, democracies are more likely than other kinds of disputants to settle
their joint differences with negotiation (Dixon 1994), compromise (Mousseau 1998),
equity (Dixon 1993), and law (Raymond 1994). That these outcomes can be traced to
the preferences of constituent voters has been shown in studies in anthropology: Indi-
viduals from individualistic communities tend to prefer equitable adjudication to
mediation, compared to individuals from collective societies (Leung 1987). Although
none of these studies—including my own (Mousseau 1998)—distinguish the market-
oriented from the other democracies, the model predicts that these studies are
underspecified—that explanatory power would be enhanced if the developed market
democracies were not grouped with the other democracies. Institutional-based theo-
ries of democratic peace, whether institutional-cultural (Dixon 1993, 1994) or struc-
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tural (Bueno de Mesquita et al. 1999), do not predict an economic limitation to the
democratic peace. Nor do classical liberal prescriptions (Oneal and Russett 1997,
1999) make such a prediction. In this way, the market norms model yields the novel
contingent claim that the democratic peace is a pattern that may be limited to the devel-
oped market democracies.

Of course, confirmation of this claim will not overrule other possible explanations
for the result. Just as higher levels of education associated with development may con-
solidate democratic institutions (Lipset 1959), higher levels of education among
wealthy democracies may explain the peace. Education, however, is not economic
development and can be examined directly by advocates of this view. Other explana-
tions may include an instrumental-rational focus on class structure and foreign policy
(Lipset 1959; Rueschemeyer, Stephens, and Stephens 1992), or perhaps the struc-
tural-functionalist (Fukuyama 1992; Parsons 1964) position that democratic struc-
tures simply function better with economic development (in which case institutional
explanations become more viable with development).

These alternative explanations are tenable but appear relatively weak on two impor-
tant criteria: (1) they do not seem to yield a great deal of explanatory power and (2) they
do not seem to yield clear, disconfirmable predictions. The power of the market norms
model is that it generates a relatively wide range of explanatory power and yields a
large number of easily disconfirmable predictions. Just in the field of international
relations, these include the expectations that developed democracies are more likely
than other states (including less developed democracies) to jointly cooperate, ally,
agree on issues, and join international organizations. Moreover, the presence of market
values can be examined directly with quasi-experimental analyses of survey and party
platform data.

These additional contingent claims will be investigated in future research. For now,
the market norms model predicts that the peace among democratic nations may be lim-
ited to, or more robust among, the developed market democracies. If this claim is not
supported with the evidence, then the market norms model would appear to offer little
explanatory improvement over competing models of democratic behavior. The fol-
lowing sections examine this hypothesis.

RESEARCH DESIGN

Although the cultural materialist model addresses the factors of development,
democracy, and interstate peace, it represents a significant departure from classical lib-
eral approaches in international relations. The latter draw on Kantian prescriptions
regarding the pacifying impacts of democracy, trade interdependency, and member-
ship in international organizations (Oneal and Russett 1999). Thus, the classical liber-
als identify these factors as independent variables, each with its unique theoretical
impact on interstate conflict, but all within the classical liberal family.

The market norms model, in contrast, uniquely identifies a relationship from mar-
ket development to democracy, and then an interaction effect of these factors on inter-
state peace, cooperation, trade openness, membership in international organizations,
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and common preferences across the global policy spectrum. Thus, in international
relations, the model places the interaction of development and democracy as the inde-
pendent variable and all the other factors as dependent variables.’ Note that the market
norms and classical liberal models are not mutually exclusive—both can be right or
wrong at the same time.

One of the more prolific research programs in international relations in recent years
has been the empirical work carried out by Russett and his colleagues on classical lib-
eralism (Maoz and Russett 1992, 1993; Oneal et al. 1996; Oneal and Russett 1997,
1999, 2000; Russett, Oneal, and Davis 1998).8 In a series of studies, Russett and his
colleagues demonstrated the pacifying influences of democracy (Maoz and Russett
1992, 1993), trade interdependency (Oneal et al. 1996; Oneal and Russett 1997), and
membership in international organizations (Russett, Oneal, and Davis 1998). In all of
these studies democracy was shown to have a significant negative impact on conflict.
The market norms model predicts, however, that these studies are underspecified in
regard to the democratic peace proposition: that the impact of democracy will be found
to be more robust if the developed democracies are distinguished from the smaller pool
of less developed democracies. Indeed, unless democracy has an impact on conflict
that is not predicted by the market norms model, it is expected that the separation of the
developed democracies from the less developed democracies will show the latter to
have no effect on conflict.

Because of the prominence of the research program of Russett and his colleagues, I
report empirical tests conducted on Oneal and Russett’s own most recent data set
(1999), which the authors have generously made publicly available. Although all the
analyses to be reported have been conducted on a myriad of samples, measures, and
data sources, I report the results with Oneal and Russett’s own data to advance the
replicability of the findings and ease the identification of potential differences in
results from other studies. After accounting for missing observations, the Oneal and
Russett data set (O/R) contains just under 150,000 dyad-year observations from 1886
to 1992. However, O/R do not include a variable for economic development, and data
for this variable (GDP) are limited in time. Consequently, the analyses in this study
observe 114,375 dyad-years from 1950 to 1992.°

Beyond democracy, Oneal and Russett (1999, model 2 in Table 1) also include as
independent variables trade interdependency, membership in international organiza-
tions, alliances, relative capability, major power status, geographic contiguity, and
geographic distance. I include all of these variables except membership in interna-
tional organizations and alliances because both of these factors are predicted in this

7. Indeed, the market norms model predicts that the rise of classical liberalism itself and its vision of
evolving rationalization, law, and equity were a result of the rise in commerce and subsequent change in val-
ues in 16th century Europe.

8. One study reports that, up to 1997, more than 75 articles were published or presented relying “on
case selection criteria, variable measurement, or substantive foci originally developed or pursued by Russett
and the members of his group” (Beck, Katz, and Tucker 1998, Note 32). In all likelihood this number has
grown substantially larger since then.

9. The hypothesis was also tested with a measure of development based on per capita energy con-
sumption (logged)—data that are available for most countries back to about World War 1. Analyses with
these data yield results substantively identical to the one reported in this study.
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study as dependent variables. This means that their inclusion on the right-hand side
may obscure the impact of developed democracy on conflict (King, Keohane, and
Verba 1994, 173). However, to assess the standing of competing explanations, the
analyses will also consider, in separate regressions, the impact of alliances, the poten-
tially intervening factor of democratic regime maturity, and an interactive effect of
development with trade. In addition, to render the estimates even more rigorous, I add
control for hegemonic power and status. Below, I address the data sources and
operationalizations of the dependent and primary independent variables, followed by a
discussion of the theory, operationalizations, and data sources of the control and inter-
vening variables. For greater detail on the construction of most of the measures, I refer
the reader to Oneal and Russett (1999).

DEPENDENT VARIABLE:
MILITARIZED INTERSTATE DISPUTES

Militarized interstate disputes. Following O/R, the dependent variable is a dichoto-
mous indicator of whether a dyad engaged in a militarized interstate dispute (MID) in a
given year. A MID is an event where the government of at least one state threatened,
displayed, or used force against the government or citizens of at least one other state
worldwide (Jones, Bremer, and Singer 1996)."

INDEPENDENT VARIABLES

Institutional democracy. Data on national levels of democracy were derived from
the Polity Il data set, with the 11-point scale of autocracy subtracted from the 11-point
scale of democracy. I subsequently added 11 to this value, creating a measure of demo-
cratic institutions thatranges from 1 to 21. Following Dixon’s “weakest link” principle
(Dixon 1993, 51), O/R converted the national measure to a dyadic one by assessing the
level of democracy of the less democratic state for each dyad-year, a variable I call
democracy low.

Economic development. As discussed above, the market norms model predicts that
the democratic peace may rest not on democratic institutions, but on the interaction of
democratic institutions with market values endemic in developed market economies.
In this way, if the postulate of cultural materialism is empirically true, then the demo-
cratic norms of social contract (and peace) may be gauged by the intensity of economic
norms of contract within nations. To attain such a measure, I first obtained data on
GDP per equivalent adult and the government share of GDP for each nation-year from
the Penn World Table (Mark 5.6) 1985 prices. Reasoning that it is usually adults who

10. The hypothesis was also tested with the examination of the onset of militarized interstate disputes
or inclusion of only the first year of disputes, with substantively identical results. The militarized interstate
dispute data can be obtained via the Web page of the Peace Science Society (International) at
http://pss.la.psu.edu.
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vote and private activity is usually market activity (government activity may or may
not be market activity), I subtracted from the GDP per equivalent adult figure the gov-
ernment share of GDP. The resulting value, market prosperity, thus roughly indicates
for each nation-year the income available for adults to purchase consumer goods on
the market, and hence the intensity in which adults regularly engage in contract forms
of economic cooperation.

However, subsequent tests of the relationship of market prosperity (logged) with
GDPpc (logged) demonstrate a correlation of 0.998 (Pearson’s r). This high correla-
tion shows that GDPpc serves as a robust gauge of market prosperity. Given the advan-
tages of using a conventional measure that is easily comparable and replicable, I opted
to report analyses of GDPpc rather than market prosperity."' I obtained GDPpc data
from the Penn World Table’s variable real GDPpc calculated in constant dollars with
the Chain Index (RGDPCH; Summers and Heston 1991). As discussed above, data
from the Penn World Table are available for most countries from 1950 to 1992, setting
the temporal limits of the analyses. Because GDP varies little from 1 year to the next, I
filled missing values with the values of previous years up to a period of 3 years. The
market norms model predicts that for two democracies to be more peaceful than other
kinds of dyads, both must share market values. Therefore, I followed the weakest link
principle in the construction of this constituent term, and converted the national mea-
sure of GDPpc (logged) to a dyadic one by considering the level of development of the
less prosperous state for each dyad-year, a variable I call development low.

Apart from the predicted interaction of this variable with democracy low (see
below), economic development may also have a separate independent impact on con-
flict. On one hand, development may increase the opportunity and willingness
(Siverson and Starr 1991) for two states to engage in conflict. The greater demand for
resources and markets with development creates an interest in the affairs of other
states, particularly those that are situated beyond a nation’s immediate frontiers.
Leninists argue that competition among rich states over markets and resources spurs
conflict among them (see also Choucri and North 1975). At the same time, whether a
country is large or small, the sophisticated division of labor, higher levels of education,
and advanced industrial infrastructure with development all contribute to a nation’s
capability to manage the complex logistics involved in overcoming the loss-of-strength
gradient (Boulding 1963) that occurs as nations are separated in space.

On the other hand, many argue for a pacifying impact of development. Rosecrance
(1986), for instance, contends that the costs of seizing and holding territory increase
with development, whereas the utility of occupying territory decreases (see also Hegre
2000). Whether development ameliorates or encourages conflict, both arguments
seem to predict both additive and similarity effects: that increasing (or decreasing)
development in any state will increase (or decrease) the probability of dyadic conflict
and increasing joint development will increase (or decrease) the likelihood of dyadic
conflict. To capture these divergent predicted effects, in addition to development low, I

11. The hypothesis was also tested with the measure of market prosperity (logged and not logged),
with substantively identical results to the one reported.
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also include a measure of development high, the GDPpc (logged) of the more prosper-
ous state for each dyad-year.

Developed democracy. To assess the market norms prediction that the democratic
peace may be limited to—or more robust among—the economically developed
democracies, the interactive term developed democracy is calculated as the product of
development low and democracy low. Of course, an important caveat of the market
norms prediction is that the term development means market-based development,
where a socioeconomy’s complex of division of labor is linked with contracts.
Although most developed economies have been market oriented (Bremer 1992, 317),
there are a few that were not. East European communist regimes, for instance, had rela-
tively high levels of GDPpc, but the divisions of labor were not linked with contracts.
Similarly, the tiny oil-rich kingdoms of the Persian Gulf have very high levels of
GDPpc but not very complex divisions of labor. The wealth in these countries is gener-
ally distributed not through the market but by monarchs (in this way encouraging the
values of hierarchy and loyalty over equity).

Nevertheless, these few states with high GDPs but weak or nonexistent markets will
not violate the epistemic assumptions of the interactive term. This is because, histori-
cally, virtually all democracies that have had high GDPs have had them because they
had complex divisions of labor linked with contracts (see Note 4). In corollary, virtu-
ally all nations with high GDPs that were not based on complex divisions of labor
linked with contracts have been highly autocratic. Given that low values on democracy
low will yield low values of developed democracy, the interactive term serves its
epistemic function: It assesses the degree to which both countries in a dyad are demo-
cratic and both have a developed market economy.

CONTROL VARIABLES

Trade interdependence. Inspired by Rosecrance (1986), Hegre (2000) has shown
that the democratic peace may be the consequence of trade among developed nations,
most or all of which are democratic. Democratic nations trade a lot and thus may tend
to be more interdependent than others (Bliss and Russett 1998). Moreover, if trade
does promote prosperity, then any impact of market prosperity on peace may be a con-
sequence of interdemocratic trade. Drawing on International Monetary Fund (IMF)
statistics, O/R assess country i’s dependence on trade with j as the sum of trade ij
divided by the GDP of i. The dyadic variable trade interdependence is gauged with the
level of dependence of the less dependent state for each dyad-year. To test Hegre’s
finding that the democratic peace may be the consequence of trade among developed
nations, the variable trade*development is the product of trade interdependence and
development low.

Relative capability. Realist theories of international conflict give importance to the

relative power, or capability, of nations. Nations with prosperous market economies
will tend to have more capability than others. The Correlates of War Composite Index
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of National Capabilities (CINC) data set (Singer and Small 1995) gauges national
capabilities from a summated index of national shares of global population (total and
urban), economic production (energy consumption and iron/steel production), and
military capability (number of military personnel and expenditures). O/R assess rela-
tive capability as the level of the stronger state’s CINC score divided by the weaker
state’s score (logged) for each dyad-year.

Major power status. Major powers are those states that have or seek to have global
influence. Numerous studies have shown that major powers are more likely than minor
powers to engage in militarized conflict. From 1950 to 1992, the Correlates of War
identifies the major powers as Great Britain, France, the United States, Russia, China,
and, after 1990, Germany and Japan. Five of these seven states are democracies with
developed market economies. This means that major power status may serve as a sup-
pressor variable, the absence of which may mask the true pacifying impact of market
democracy on militarized conflict (Bailey 1994, 51-52). Consequently, if at least one
state in a dyad is a major power, the variable major power equals 1; otherwise it
equals 0.

Contiguity. Studies have well established that geographic contiguity is associated
with increasing conflict (Bremer 1993; Oneal and Ray 1997). The variable contiguity
equals 1 if the two states (or their colonies) share common borders or are within 150
nautical miles of open water, and 0 otherwise.

Geographic distance. Beyond contiguity, geographic distance imposes a severe
restraint on a nation’s capacity to engage or credibly threaten to engage in militarized
conflict. Following O/R, I include a measure for intercapital geographic distance,
logged, for each dyad year.

Hegemonic power. Hegemonic stability theory posits that the most powerful state,
the hegemon, can constrain the other states in the system from initiating militarized
conflict (Gilpin 1981). The more powerful the hegemon relative to the other states, the
lower the level of militarized conflict in the system. During the temporal era to be ana-
lyzed, few would object that the hegemon was the United States—a developed demo-
cratic nation well known for mediating conflicts among its allies, many of whom are
democracies rich and poor. It is thus plausible that the more influence the United States
has over other nations—particularly with democracies—the less likely the other
democracies will fight each other. O/R assess hegemonic power as the proportion of all
the major powers’ CINC capabilities possessed by the hegemon for each year.
Whereas O/R include this variable in a separate estimate that does not test the dyadic
democratic peace proposition, I add control for it in my model.

Hegemonic status. Beyond hegemonic power, hegemonic stability theory expects
the hegemon to enforce the rules of the international system. Given that the hegemon
has been a developed democratic nation during the period analyzed, it follows that
hegemonic status may serve as a suppressor variable, the absence of which may mask
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the true pacifying impact of developed democracy on militarized conflict (Bailey
1994, 51-52). Consequently, the variable hegemonic status equals 1 if the dyad con-
tains the hegemon (the United States), and 0 otherwise.

INTERVENING VARIABLES

Alliance. As discussed above, the model predicts alliances to form among democra-
cies with prosperous market economies. This means that alliance links are intervening
rather than confounding factors in any examination of market democracy on interna-
tional behavior. Statistical control for this variable is thus not appropriate, as it may
obscure the impact of developed democracy on conflict (King, Keohane, and Verba
1994, 173). If developed democracy is found to have a negative impact on conflict,
however, it is plausible that this pattern may be explained by common interests among
the allied wealthy democracies during the cold war (Farber and Gowa 1995). There-
fore, to assess the viability of this competing explanation for the results, I report sepa-
rate analyses with statistical control added for alliances. O/R updated the Correlates of
War (COW) alliance data (Singer 1995) with material from Rengger and Campbell
(1995) and assess alliance with a dichotomous measure that equals 1 if the two states
are linked by a mutual defense treaty, neutrality pact, or entente, and O otherwise.

Democratic maturity. Recall that the assumption of cultural materialism yields the
prediction that market prosperity causes democracy and stabilizes and consolidates
democratic institutions. This means that democratic regime maturity, like the presence
of alliance, is an intervening rather than confounding variable, and therefore statistical
control for it should not be included. However, if developed democracy is found to
have a negative impact on conflict, it is plausible that this pattern may be explained by
the fact that democracies with developed economies tend to be more stable
(Przeworski and Limongi 1997). Constructivist and institutional-cultural approaches
to political development and democratic peace predict democratic institutions to affect
norms and values (Dixon 1994; Peceny 1999, 99).

Therefore, to assess the viability of this competing explanation for the results, I
report separate analyses with statistical control added for democratic maturity. To
gauge this factor, I obtained the DURATION variable from the Polity III (version 98)
data set, which gives a count for the number of years since a nation’s last abrupt
change of institutions, or the year 1900." In accordance with the weakest link princi-
ple, the variable democratic maturity is the product of democratic institutions and
DURATION (logged + 1) of the less democratic state. If both states share the same
value of democracy, I used the DURATION value of the least mature state.”

12. For the years 1950 to 1954, the durability data are missing. I filled in these 4 years by extrapolating
backwards in time and noting abrupt changes of regime.

13. It may seem that if democratic maturity is an intervening variable, then so is democracy. However,
the market norms model predicts transitions to democracy and democratic stability only among those coun-
tries that are (or recently became) economically developed. With the full model including the interaction of
development and democracy, the constituent democracy low variable assesses joint democracy only among
the non—joint developed countries—democracy that is not predicted by the model.
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ANALYSES AND RESULTS

All the analyses were performed with logistic regression (SAS 6.12), with control
for temporal dependence managed with Beck, Katz, and Tucker’s (1998) cubic spline
variables. To ensure that the independent variables were not affected by a dispute to be
explained, all were lagged 1 year. Statistics for all the variables are reported in Appen-
dix A, and a correlation matrix of the independent variables is reported in Appendix B.
To further replicability and intercomparability, the analyses start with an estimate of
the impact of democracy on conflict with the control variables: trade dependency, rela-
tive capability, major power status, contiguity, distance, hegemonic power, and hege-
monic status. From this knowledge base, control is then added for economic develop-
ment, followed by the interaction term developed democracy.

Accordingly, the first model in Table 1 reports the impact of dyadic democracy on
militarized conflict with the control variables. As can be seen, the democracy low coef-
ficient (-0.05) reconfirms the democratic peace. Also, all the control variables are
highly significant and in their expected direction. Greater trade interdependency
(-28.95), relative capability (-0.20), geographic distance (~0.38), and hegemonic
power (—7.29) all appear to lower the probability of conflict. Major power status
(1.66), geographic contiguity (1.77), and hegemonic status (0.92) all increase the like-
lihood lof conflict. These results concord with that reported by Oneal and Russett
(1999)."

The second model in Table 1 adds control for the development variables, low and
high. Consistent with Bremer (1992) and Maoz and Russett (1992), the estimate con-
firms the democratic peace (-0.06) after holding constant dyadic levels of economic
development. The ¥’ statistic (44) indicates that inclusion of the development coeffi-
cients very significantly improves the estimate compared to model 1. The negative
affect of development high (—0.24) shows that increasing development in the wealthier
state, while holding the GDPpc of the poorer state constant, lowers the likelihood of
militarized conflict. The positive impact of development low (0.40) indicates that
increasing joint development increases the probability of conflict. The positive sum of
these coefficients (0.40 — 0.24 = 0.16) demonstrates that, overall, development has a
net positive impact on conflict. This outcome is inconsistent with Rosecrance’s (1986)
expectation that joint development pacifies dyads but is consistent with the view that
competition among rich states over markets and resources spurs conflict among them.

The third model in Table 1 introduces the interactive coefficient, developed democ-
racy. As can be seen, the interaction term is significant and negative (-0.02). This indi-
cates that there is an interaction affect of democracy and development on conflict, and
thus the estimates without the multiplicative term are underspecified (Friedrich 1982).
This conclusion is also reached by the significance of the ¢’ statistic (7). The difference
in the log-likelihood values of models 3 and 2, ¢’ *, shows that the model with the inter-
active term is about 30 times more likely to be true than the model with it. We cannot

14. Model 1 differs from Oneal and Russett’s (O/R; 1999) model 2 in Table 1 in four ways. First, as dis-
cussed, I exclude the variables for alliance and international organization membership. Second, my tempo-

ral domain is constrained by adding the development variables. Third, O/R do not include the controls for
hegemonic power and status. Lastly, O/R reverse the scales for contiguity and major power status,
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TABLE 1
Logistic Regressions of Dyadic Measures of Institutional Democracy,
Economic Development, and the Interaction of Development with Democracy
on the Probability of Militarized Conflict Between Nations, with Control Variables

Model 1 Model 2 Model 3
Variable B SE t B SE t B SE t
Democracy low -0.05 0.01 -6.5*** 006 0.01 -7.7*** 011 006 *
Development high —0.24 0.06 4.0%** 027 0.06 —4.4***
Development low 040 006 6.5%*+ 051 o007 °*
Developed democracy —0.02 0.01 -2.7***
Trade interdependence  —28.95 10.25 —2.8*** —40.28 11.12 -3.6*** -31.07 11.20 -2.8%**
Relative capability -0.20 0.03 -7.2*** 019 0.03 -6.8*** 019 0.03 -6.9%%*
Major power 1.66 0.10 17.3%%* 1.60 0.10 15.8*** 1.62 0.10 16.0%**
Contiguity 177 0.10 18.4x** 173 0.10 17.7%%* 172 010 17.7%**
Distance -0.38 004 -9.2*** 033 004 -8.0*** 034 0.04 -8.0**=*
Hegemonic power -729 105 -69*** 621 108 -57*** 638 108 -59*%+*
Hegemonic status 092 0.13 6.9*** 1.01 0.14 7.3%** 1.04 0.14  7.4%%*
Intercept 2.01 045 4.5%*= 055 064 09 -0.07 068 -0.1
Log-likelihood (LL) -3,256 -3,235 -3,231
x 1,788 44° 7
Significance x* <0.0001 < 0.0001 0.0089

NOTE: N = 114,598, number of events = 856. Coefficients for the cubic spline variables not shown.
a, Standard error is conditional with the interactive term and cannot be interpreted directly.

b. Calculated at 12 degrees of freedom.

c. Calculated as 2(ILL | - ILL,__,l); significance of %’ calculated at 2 degrees of freedom.

d. Calculated as 2(ILL_ .l - ILL_); significance of ’ calculated at 1 degree of freedom.

*x¥p < .01, one-tailed test.

directly interpret the constituent coefficients, democracy low and development low,
however, because the significance of the interaction term means that these coefficients
and their standard errors must be interpreted conditionally (Friedrich 1982). This
is because the reported direction, size, and significance of each constituent term in
model 3 is conditional on the other having a value of O (Friedrich 1982)—a value that
represents an extrapolation beyond the possible range of each term.

Accordingly, to accurately interpret the direction and strength of the coefficients for
democracy, development (low), and the interaction term in model 3, I computed the
conditional effects. I present the results in Figure 1 for a dyad where one state is more
developed and the dyad is contiguous, contains at least one major power, does not
contain the hegemon, and has mean values on all the remaining coefficients (with dis-
tance set at the mean value among contiguous dyads: 6.63). The vertical dimension in
Figure 1 shows the probability of militarized conflict. The left horizontal axis repre-
sents the level of democracy of the less democratic state. The right horizontal axis rep-
resents the level of GDPpc of the less developed state, expressed as the exponent of the
logged coefficient in $1,000 per capita. To reflect the real world in Figure 1, I identify
the more developed state as one having a development high level of just one standard
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Figure 1: The Combined and Separate Impacts of Dyadic Democracy and Development
on Militarized Conflict among Nations
NOTE: GDP = gross domestic product.

deviation above the mean—a GDPpc of $12,418, about the level of Italy in 1991. 1 then
present the impact of development low ranging from this high level to as low as one
standard deviation below the development low mean—a GDPpc of $681, about the
level of Zambia in 1991.

The most obvious feature that stands out in Figure 1 is the dominant positive impact
of development on conflict. Because we already know that democracies tend to have
developed economies (Lipset 1959), this feature immediately suggests that if we dis-
tinguish the developed democracies from the other states, the democratic peace will be
found to be more robust than previously understood. This suggestion is confirmed
when we observe the left front axis, where among developed states an increase of
democracy from the lowest value of 1 (left corner) to the highest value of 21 (front cor-
ner) appears to decrease the probability of militarized conflict from about 18.7% to
about 3.1%—a six-fold decrease of 84%. Among mixed developed dyads, in contrast,
joint democracy appears to decrease the probability of militarized conflict a much
smaller amount—from about 4.5% (back corner) to about 2.5% (right corner)—a
decrease of only 45%. If both states are less developed (not in the figure), joint democ-
racy has the same 45% effect. Thus, consistent with expectations, it appears that the
pacifying impact of democracy is roughly twice as strong among developed states
compared to dyads where at least one state is less developed.
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Nevertheless, it does appear that democracy has a pacifying impact among the less
developed dyads, as predicted by the institutional-structural (Bueno de Mesquitaet al.
1999), institutional-cultural (Dixon 1994), and classical liberal (Oneal and Russett
1999) models of democratic peace. Of interest is whether democracy’s pacifying
effect among less developed countries is statistically significant. As discussed above,
the significance of the interaction term means that the standard errors of the constituent
terms must be interpreted conditionally. Therefore, to ascertain the significance of the
impact of democracy on conflict across particular levels of development, I calculated
the conditional ¢ values for the democracy low coefficient and present the results in
Figure 2."

Ascan be seen in Figure 2, democracy does not appear to have a significant negative
impact on conflict at very low levels of joint development (at $221 ¢ = -0.28). But as
long as the poorest state in a dyad has a GDPpc of about $531 or more, the impact of
democracy does appear to be significant at the usual threshold probability of 0.05
(where ¢ = 1.65, one-tailed test). A GDPpc of $531 is very low, below which the sample
contains mainly just one democracy (democracy low 2 15): Malaya in the 1950s. This
fact illustrates that the absence of significance does not mean that the evidence goes
against a peaceful impact of democracy at very low levels of development—only that
we have less confidence in drawing the inference that there is such an impact. Given
that the sample contains few democratic cases below $531, we can safely conclude that
democracy appears to have a significant pacifying impact among all democracies, rich
and poor—albeit with a less robust impact on the latter.

Sensitivity tests indicate that the estimate of model 3 in Table 1 is very robust. The
interactive term remains significant with the omission of most control variables: the
exceptions are major power status, contiguity, and distance. This outcome is expected,
however, as major powers tend to be developed, particularly democratic ones. As dis-
cussed above, it is also likely that development has a stronger positive impact on conflict
among geographically distant dyads, because development furnishes the opportunity
and willingness for a state to engage in conflict with geographically distant states
(Choucri and North 1975). Indeed, further sensitivity tests demonstrate that the absence
of control for economic development (high) renders the estimate more sensitive to
other missing variables. Again, this should not be surprising: If development (high +
low) has a strong positive impact on conflict except among democracies (as seen in
Figure 1), then estimates of the interactive term without control for development will
render the interactive term insignificant or even positive. This is no reason to abandon
the interactive model, however, because estimates of democracy on conflict without
the interaction term would be underspecified. Rather, it seems that a minimum-specified

15. The ¢ value for the conditional effect of &) on Y can be calculated as:
(b, + by (€)) / SQRT (variance(b,) + e2*variance(b3) + 2*e*covariance(b,b;)),

where b is the constituent term whose 7 value is being computed, b3 is the interactive term, and e represents a
particular value of the other constituent term (Friedrich 1982, 820).
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Figure 2: The Significance of Dyadic Democracy on Militarized Conflict Across Levels of
Dyadic Development

NOTE: GDPpc = gross domestic product per capita. Covariance of democracy low and the interactive term

is —0.00049.

model is one that includes the interactive term and the suppressor variables: economic
development, major power status, contiguity, and distance.

Because most democracies tend to have developed economies—and vice
versa—we should expect the interactive term (developed democracy) and the constitu-
ent term (democracy low) to be highly correlated (Pearson’s r = 0.989). Although
multicolinearity does not effect conditional interpretations of the coefficients or their
standards errors (Friedrich 1982), it will render the interpretations sensitive to particu-
lar sets of sample data. Again, however, this is no reason to abandon the interactive
model, for if there is interaction it will provide a better fit than the model without it
(Friedrich 1982, 810-11). An interactive model simply asks more from the data than an
additive one, and the conditional standard errors in the interactive model will reflect
how sensitive the data are (Friedrich 1982, 817). Because the impact of democracy
among the poorest democracies is statistically significant (with just one country
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exception), it appears that there are enough cases of poor democracies from which to
draw meaningful inferences.'®

To assess the sensitivity of the estimate to the sample, I reestimated model 3 in
Table 1 on the sample of politically relevant (PR) dyads—those that are geographi-
cally contiguous or contain at least one major power. Russett and his colleagues have
often limited their sample to PR dyads, in recognition that the measures of geographic
contiguity and distance may not fully account for the loss-of-strength gradient that
occurs as dyads are separated in space. As can be seen in Table 2, on the sample of PR
dyads the interactive term developed democracy (-0.01) is negative but not significant
at usual thresholds (though it is significant at p < .11).

Should we conclude from model 1 in Table 2 that there is no interaction effect of
development and democracy on militarized conflict? The answer is clearly no. It can-
not be true that a more limited sample is more representative of the population than the
whole sample.'” Moreover, the PR sample is not representative of the population—
compared to the population, the PR sample overrepresents those dyads that are contig-
uous or contain at least one major power. Turning to the question at hand, the sample of
PR dyads will be biased because, as discussed above, major powers tend to be devel-
oped, particularly democratic ones. If this conjecture is correct, it follows that a
reestimate of the model on a sample of geographically contiguous dyads—PR dyads
without noncontiguous major power dyads—will yield results similar to the analysis
of all dyads in model 3 of Table 1.

The second model in Table 2 reports the estimate of the sample of geographically
contiguous dyads. As can be seen, the interactive term developed democracy (—0.04) is
again quite significant. Figure 3 shows that, as before, the strongest pacifying impact
of democracy occurs among jointly developed dyads (baseline is the same as with Fig-
ure 1). Among developed states, an increase of democracy from the lowest value of 1
(left corner) to the highest value of 21 (front corner) appears to decrease the probability
of militarized conflict from about 7.1% to about 1.4%—an 80% decrease. Among con-
tiguous dyads where one state is poor and one rich, in contrast, joint democracy
appears to increase the probability of militarized conflict from about 4.3% (back cor-
ner) to 6.3% (right corner). If both states are poor (not in the figure), joint democracy
has the same positive effect. A closer examination indicates that joint democracy has a
pacifying impact only when the poorest state in a dyad has a GDPpc level of about
$1,152 or more—about the level, in the last year of the sample, of Senegal ($1,120) and
India ($1,251).

The positive impact of democracy on conflict among nonjoint developed dyads
appears as a difference from the previous analysis of all dyads (see model 3 in Table 1).
One reason for this difference may be a bias in the sample of contiguous dyads. How-

16. To minimize the correlation between the interaction term and democracy low, one reviewer sug-
gested that I might ‘center’ the interaction term. Subsequent tests determined that with gross domestic prod-
uct per capita (GDPpc) (logged) brought to the 7th power, the interaction term correlates with both constitu-
ent terms (democracy low and development low) at 0.77. Subsequent analyses with this centered measure
show that the interactive term remains significant. I report the noncentered term to ease intercomparability
and interpretation, and because the centered measure may seem arbitrary.

17. Unless, of course, missing values in the whole sample are not random. Tests conducted by Oneal
and Russett show that their data are unlikely to be biased due to missing values (1999, note 34).
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TABLE 2
Reestimates of Model 3 in Table 1 on Samples
of Politically Relevant Dyads and Contiguous Dyads

Politically Relevant Contiguous”
Variable B SE t B SE t
Democracy low 0.03 0.06 b 0.26 0.07 b
Development high —0.18 0.07 2. 5kkR 0.06 0.09 0.6
Development low 0.38 0.08 b 0.22 0.12 b
Developed democracy -0.01 0.01 -12 -0.04 0.01 ~3.8%%*
Trade interdependence -29.47 11.79 —2.5%%x -19.66 11.22 ~1.8%*
Relative capability -0.24 0.03 —8.0%x* -0.25 0.04 —6.1%%*
Major power 0.32 0.14 2.3%* 0.16 0.15 1.1
Contiguity 0.67 0.13 5.1%%*
Distance -0.05 0.05 -10
Hegemonic power -2.20 1.15 -1.9%* -5.68 1.40 —4. x>
Hegemonic status 0.69 0.14 5. %k 093 024 KR L
Intercept -1.43 0.76 ~1.9%* 094 0.78 -12
Log-likelihood -2,332 -1,441
x 898 416
Significance x* < 0.0001 < 0.0001
Cases 21,397 7,461
Events 744 509

NOTE: Coefficients for the cubic spline variables not shown.

a. The fourth cubic spline variable not included to achieve convergence.

b. Standard error is conditional with the interactive term and cannot be interpreted directly.
**p < .05, one-tailed test. ***p < .01, one-tailed test.

ever, this explanation seems unlikely: On the sample of all dyads, the contiguity vari-
able correlates with democracy low and development low at no more than 0.05
(Pearson’s r; see Appendix B). I suggest that the more likely reason for the difference
in results is that with contiguous dyads the loss-of-strength gradient is held constant—
and hence poorer states have an equal opportunity and willingness to fight. If this con-
jecture is correct, then the development variables (high and low) should not act as sup-
pressor variables with the sample of contiguous dyads. Sensitivity tests confirm this
expectation: It seems that with contiguous dyads the estimate is very robust, with the
interactive term remaining significant even with control for development (high and
low) and all the other suppressor variables removed from the estimate.

To assess the significance of democracy in model 2 of Table 2, I calculated the con-
ditional # values for the democracy low coefficient (0.26) across particular levels of
development and present the results in Figure 4. As can be seen, the positive impact of
democracy on conflict does appear significant at very low levels of joint development
(at $221 r=2.56). Howeyver, as with the sample of all dyads, there are few joint demo-
cratic dyads at this level of joint development. Adopting the probability threshold of
0.05 (where ¢ = 1.65, one-tailed test), the positive impact of democracy on conflict
becomes insignificant at $588. Below this very low level of development, the sample
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Figure 3: The Combined and Separate Impacts of Dyadic Democracy and Development
on Militarized Conflict among Nations, Sample Contiguous Dyads
NOTE: GDP = gross domestic product.

contains very few joint democratic dyads (democracy low 2 15), consisting mostly of
those democracies that bordered Malaya in the 1950s: India, Pakistan, and France
(through colonies).

As can be seen in Figure 4, after $588, the positive impact of democracy remains
insignificant until it enters the negative range and reemerges as significant at the usual
threshold of 0.05, when the less wealthy state (development low) reaches a level of
about $1,646—not far below the development low mean of $1,933. Joint democratic
dyads (democracy low = 15) below this level constitute 10% of all joint democratic
dyads in the contiguous sample. In recent years this grouping includes Bangladesh and
India, Honduras and Guatemala, and the Comoro Islands and France. In addition,
Bolivia is very close to this level ($1,696) and forms a series of joint democratic dyads
with its neighbors Peru, Brazil, Argentina, and Chile.

Two primary conclusions can be drawn from the analyses at this point. First, the sig-
nificance of the interactive term among the samples of all dyads and contiguous dyads
confirms that tests of the impact of democracy on conflict are underspecified without
the interactive term. Second, analyses of both samples, all dyads and contiguous
dyads, confirm that the pacifying impact of democracy is more robust as the level of
development of the less developed state in a dyad increases. Indeed, among contiguous
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Figure 4: The Significance of Dyadic Democracy on Militarized Conflict across Levels of
Dyadic Development, Sample Contiguous Dyads

NOTE: GDPpc = gross domestic product per capita. Covariance of democracy low and the interactive term

is -0.00071.

dyads, the pacifying impact of democracy does not appear statistically significant
among the poorest decile of joint democratic dyads. These results are consistent with
the expectation that the democratic peace is more robust among the more developed
countries.

Thus far, however, the analyses do not give reason to discount two leading rival
hypotheses for the results: that the wealthy democracies share common strategic inter-
ests or that the peace results not from market norms but from the institutional stability
associated with prosperity. In addition, inspired by Rosecrance (1986), Hegre (2000)
reports a negative interaction effect of trade and development, and this effect appears
to render the impact of democracy on conflict insignificant. Accordingly, the estimates
in Tables 3 and 4 investigate the viability of these rival hypotheses: Table 3 reports the
estimates on the sample of all dyads and Table 4 examines contiguous dyads.

If the peace between developed democracies is the result of common alliances dur-
ing the cold war (Farber and Gowa 1995), then control for alliances should render the
interactive term developed democracy insignificant. As can be seen in model 1, the
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TABLE 3
Reestimates of Model 3 in Table 1 with Considerations
of Rival Hypotheses on Sample of All Dyads

Model 1 Model 2 Model 3
Variable B SE ¢ B SE  t B SE t
Democracy low 006 006 ° 0.09 007 ° 008 007 °*
Development high 034 006 -54*** 027 0.06 —4.4*** —0.27 006 -—4.4%%*
Development low 049 007 ° 050 007 ° 051 008 °*

Developed democracy -001 001 -1.9** 002 001 -2.1** 002 001 -2.0**
Trade interdependence  -30.65 10.91 -2.8*** -30.21 11.18 -2.7***  06.62 79.13 *

Relative capability -0.19 0.03 -7.0*%** 019 0.03 -6.9%** -0.19 003 —6.8***
Major power 1.59 0.10 15.7%** 163 0.10 16.0%** 162 0.10 16.0%**
Contiguity 1.77 0.10 18.0*** 1.73  0.10 17.7%** 172 010 17.6%**
Distance 041 0.04 -92*** 034 0.04 -8.1*** 034 0.04 -8.0***
Hegemonic power -6.41 109 -59*** 639 1.09 -59*** 646 108 -6.0***
Hegemonic status 124 0.15 8.5%** 1.04 0.14 7.5%%* 1.05 0.14  7.5%x*
Alliance -048 Q.10 —4.7%**

Democratic maturity -0.00 0.00 -1.0

Development*trade -1531 9.53 -l.6*
Intercept 129 075 0.1 000 069 1.0 -005 069 09
Log-likelihood -3,220 -3,229 -3,230

x 1,825 1,815 1,815
Significance x* < 0.0001 <0.0001 < 0.0001

Cases 114,598 114,539 114,598

Events 856 856 856

NOTE: Coefficients for the cubic spline variables not shown.
a. Standard error is conditional with the interactive term and cannot be interpreted directly.
*p < .10, one-tailed test. **p < .05, one-tailed test. ***p < .01, one-tailed test.

expectations of this rival hypothesis are not borne out. The alliance coefficient is nega-
tive (—0.48) and significant, but so is the interaction term developed democracy
(-0.01). It seems the pacifying impact of developed democracy holds even after
accounting for strategic interests.

The second model in Table 3 adds control for democratic maturity. If the peace
between the prosperous market democracies is a function of the durability of these
states and the development of democratic norms over time (Dixon 1994; Peceny
1999), then the democratic peace should appear in the democratic maturity coefficient
rather than the developed democracy coefficient. Instead, the opposite scenario
appears. The pacifying impact of developed democracy (—0.02) remains significant,
but the coefficient for democratic maturity (-0.00), though negative as expected, is not
significant. This outcome is consistent with analyses by Przeworski et al. (1997, 306),
who found the age of democratic regime to have no effect on its durability once income
levels were taken into account.

The third model in Table 3 examines the presence of an interaction eifcct of trade
and development. As can be seen, the coefficient for the interactive term trade*devel-
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TABLE 4
Reestimates of Model 3 in Table 1 with Considerations of Rival Hypotheses on
Sample of Contiguous Dyads

Model { Model 2 Model 3
Variable B SE t B SE t B SE t
Democracy low 0.19 008 °* 027 008 * 0.30 0.08 *
Development high -0.05 009 05 0.06 009 07 007 009 08
Development low 022 012 * 022 012 °® 020 0.11 2

Developed democracy -0.03 001 2.9*+* 004 0.01 -3.8*** _0.04 001 -43**=*
Trade interdependence  -19.79 10.90 -1.8**  -20.69 11.37 -1.8%** -196.80 91.21 :

Relative capability 026 0.04 -6.2*%+* 025 0.04 -6.1*** 027 0.04 -63%**
Major power 006 015 04 015 015 10 0.16 015 1.1
Hegemonic power -5.84 141 41** 553 141 -39***  _558 140 -—4.0%**
Hegemonic status L14 026 4.4%** 091 025 3.7*%** 090 025 3.7%*=
Alliance -0.49 0.11 4.4%**

Democratic maturity 001 001 038

Development*trade 2129 10.65  2.Q%**x
Intercept 0.17 083 02 ~-1.04 0.79 -1.3* 09 077 -12
Log-likelihood -1,432 -1,440 -1,439

P 426 47 418
Significance %’ 0.0000 0.0000 0.0000

Cases 7,461 7,450 7.461

Events 509 509 509

NOTE: Coefficients for the cubic spline variables not shown. The fourth cubic spline variable not included
to achieve convergence.

a. Standard error is conditional with the interactive term and cannot be interpreted directly.
*p < .10, one-tailed test. **p < .05, one-tailed test. ***p < .01, one-tailed test. ****Significant but in the
wrong direction, one-tailed test.

opment (—15.31) is negative and significant. The coefficient for developed democracy
(-0.02), however, is also negative and significant. This result is not consistent with that
reported by Hegre (2000), who counted as disputes only those with at least one fatality,
used different trade data, measured democracy differently, and observed a different
sample of dyads (dyads where both states were major powers, allied, and contiguous or
had intercapital distances of less than 3,000 km). Future research should aim at pin-
pointing the differences between this study and Hegre’s.

Table 4 reestimates the models in Table 3 on the sample of contiguous dyads. As can
be seen, the interactive term for developed democracy remains very significant and
robust in all three estimates. Whereas alliance (—0.49) remains significant in model 1,
democratic maturity (0.01) remains insignificant in model 2. In model 3, the trade*
development interaction term is significant (21.29), but in the wrong direction. This
indicates that development does not have a pacifying influence directly or in conjunc-
tion with trade, as Rosecrance (1986) would predict. Instead, the pacifying impact of
development appears in conjunction with democracy, as the market norms model pre-
dicts. In sum, among the samples of all dyads or contiguous dyads, the interaction of
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development and democracy appears to remain significant even with consideration of
the rival hypotheses.

The relative pacifying impact of the variables in model 2 of Table 2 (contiguous
dyads) can be illustrated with a look at the United States—Canada dyad in the last year
of the sample, 1991 (for disputes occurring in 1992). All kinds of signs predict that
these two nations should frequently engage each other in militarized conflict. Not only
do these states share a common border, but the United States is also a major power and
a hegemon, and both states are wealthy with per capita GDPs of $16,368 (Canada) and
$17,594 (the United States). With all other variables set at their means, the estimate
yields a probably of 9.5% that these states will have engaged each other in a militarized
dispute in 1992. From this base, four factors found significant in model 3 reduce this
probability: democracy, trade interdependence, relative capability, and hegemonic
power. Figure 5a presents the relative pacifying impact of each of these factors, with
each calculated assuming the others are at their means. As can be seen, among wealthy
states, the variable with the greatest pacifying impact on militarized conflict is democ-
racy. It seems a one standard deviation higher level of democracy decreases the proba-
bility of militarized conflict about 52%. The next closest factor is relative capability,
with a 30% decrease, followed by trade dependency at 22% and hegemonic power at
21%. Canada’s GDP is slightly more than two standard deviations above the mean. If
we change this value to one standard deviation below the mean—$687 (contiguous
dyads)—then we can see in Figure 5b that democracy loses its pacifying impact and
the influence of the remaining variables remains the same.

Together, these outcomes indicate that developed democracy is not alone in foster-
ing peace among conflict-prone bordering nations. It seems that realist notions of rela-
tive capability and hegemonic power and classical liberal notions of trade interdepen-
dence are each powerful but separate influences on interstate conflict. This is a
plausible outcome, because the approaches are not mutually exclusive. Market pros-
perity may affect values in democratic nations, fostering equitable legal relations
among them. At the same time, trade interdependence may pacify relations between
trading partners, whereas relative capabilities and the persuasive power of force and
coercion may regulate relations in all other kinds of dyads. Democracy, however, in the
absence of economic development, does not appear as robust a force for peace as previ-
ously thought. Consistent with expectations, the democracy’s force for peace seems
predominantly among those states with developed market economies.

IMPLICATIONS AND CONCLUSIONS

Ibegan this study with four documented empirical facts: (1) economic norms affect
social and political norms, (2) democratic norms of individualism and the rule of law
are associated with economic prosperity, (3) economic prosperity and stable demo-
cratic government go hand in hand, and (4) democratic nations share a separate peace.
Whereas any or all of these facts may not be true, they have all been documented across
a myriad of studies in the fields of anthropology, sociology, comparative politics, and
international relations.
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Figure 5a. Joint Developed Dyads
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Figure 5a: Impacts on Conflict of One Standard Deviation Increases in Democracy, Trade
Interdependence, Relative Capability, and Hegemonic Power among Joint De-
veloped Contiguous Dyads

Figure 5b: Impacts on Conflict of One Standard Deviation Increases in Democracy, Trade
Interdependence, Relative Capability, and Hegemonic Power among Nonjoint
Developed Contiguous Dyads

Starting with these empirical facts, I drew on the postulate that economic norms
translate into social and political values and showed how contract forms of economic
cooperation endemic in prosperous market economies may generate the social values
of the democratic social contract. Specifically, I showed that if the postulate of cultural
materialism is true, then individuals in developed market economies tend to value
exchange-based cooperation, individual choice and free will, negotiation and com-
promise, equity among individuals, and universal trust in the sanctity of contract.
Addressing the democratic peace, I developed the novel contingent claim that if demo-
cratic values are derived from market norms and these values are at least one cause for
the peace, then the democratic peace may be a pattern limited to or more robust among
those democracies with developed economies. Neither institutional-structural (Bueno
de Mesquita et al. 1999), institutional-cultural (Dixon 1994), or classical liberal (Oneal
and Russett 1997) explanations for the democratic peace make such an empirical
claim.

With analysis of a large number of interstate dyads from 1950 to 1992, I found
robust support for the hypothesis that levels of development condition the pacifying
effects of democracy. Even with control for the potent effects of trade interdepen-
dence, relative capability, major power status, contiguity, distance, hegemonic power,
and hegemonic status, the significance of the interactive term developed democracy
confirmed that tests of the impact of democracy on conflict are underspecified without
it. In addition, the interactive and constituent coefficients indicate that the pacifying
impact of democracy is more robust as the level of development of the less developed
state in a dyad increases—results that sensitivity tests show to be quite robust. Also,
the interactive term remained significant even with consideration of three leading
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rival hypotheses: that the peace among developed democracies may be the conse-
quence of joint alliances, democratic regime maturity, or an interaction effect of trade
with development.

The evidence is mixed whether democracy has a pacifying effect in the absence of
economic development, as predicted according to the institutional (structural and cul-
tural) and classical liberal models of democratic peace. On the sample of all dyads, the
impact of democracy, albeit less robust, is significant among even the poorest democ-
racies (with the exception of Malaya in the 1950s). On the sample of contiguous
dyads—where poor states enjoy an equal willingness and opportunity to fight—the
pacifying impact of democracy does not appear statistically significant among the
poorest decile of joint democratic dyads. The good news is that both samples agree that
when the poorest state in a dyad has an income of $1,650 or more, joint democracy has
a significant pacifying effect on conflict.

Still, both samples also agree that as levels of development rise, so does the pacifying
impact of democracy. Although this interaction effect does not seem to be predicted by
institutional (structural and cultural) and classical liberal models of democratic peace,
these models and the market norms model are not mutually exclusive: Institutional
models may explain the pacifying impact of democracy at all levels of joint develop-
ment, whereas market norms explain democracy’s stronger pacifying effect among
economically developed democracies. Other explanations for the latter phenomenon
include a possible role for education (Lipset 1959), class structure (Rueschemeyer,
Stephens, and Stephens 1992), and structural-functionalism (Fukuyama 1992; Par-
sons 1964). Certainly, future research would be useful to assess the viability of these
alternative explanations and the possibility that the developed democratic peace may
be explained by strategic interests (Farber and Gowa 1995), democratic regime matu-
rity (Dixon 1994; Peceny 1999), or trade among developed states (Hegre 2000).

In the meantime, this study demonstrates the wide explanatory power of the tena-
ble, testable, and simple postulate that economic norms affect our social values and
preferences. With the additional axiom that market prosperity is a complex division of
labor linked by contracts, the postulate yields a single parsimonious explanation for a
diverse range of political phenomena: democratic peace and cooperation, democrati-
zation and institutional consolidation, and the seeming existence of common norms
and values across divergent indigenous but economically prosperous cultures—from
Japan to Iceland. Moreover, the model brings economic structure and culture back
together in comparative politics and, more important, does so without ethnocentric or
evolutionary implications. If empirically true, the model also yields several clear and
relevant policy recommendations: (1) that the developed democracies face a difficult
task if they insist on enforcing their values and standards of democracy on less devel-
oped countries, (2) that believers in democratic peace should not expect poorer democ-
racies to behave like the rich ones, and (3) if U.S. policy makers want real peace with
Russia and China, they must tolerate their democratic imperfections, encourage their
private sectors, and have patience. Democratic or not, only with economic develop-
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ment will these countries truly respect human rights and be allies as steadfast as are
England, Germany, and Japan.

The empirical results also show the limits of the model for scholars of international
conflict. Whereas a one standard deviation increase in democracy appears to cause a
52% decrease in militarized conflict among more developed countries, an equivalent
increase in relative capability yields a respectable 30% decrease in militarized con-
flict. This shows the relevance of power in international relations and underscores that
the model yields an explanation for relations between developed democracies only.
Whether our actors are people or nations, in the absence of common norms, values, and
worldviews, the raw power of force is probably the most persuasive regulator of inter-
actions. In the presence of market norms, however, this study demonstrates how the
people in the developed democracies may really share the “common values of democ-
racy, human rights and the rule of law,” and that these values may be the source of both
democracy and peace.'®

18. Quoted in “NATO’s New Strategic Concept,” www.nato.int/docu/comm/ c911107a.htm, June 7,
1999.

APPENDIX A

Descriptive Statistics of the Variables

All Dyads" Contiguous Dyads®

Variable M SD  Minimum Maximum M SD  Minimum Maximum
Dispute years 001 009 0.00 1.00 007 025 0.00 1.00
Democracy low 763 682 1.00 21.00 8.66 757 1.00 21.00
Development low 7.40 0.87 540 9.90 7.57 1.03 540 9.77
Development high 864 0.79 5.80 10.37 829 1.00 592 10.37
Developed democracy  59.06 5740  5.55 20520 7040 6763 5.62 205.20
Trade interdependence 000 000 000 0.17 0.0t 0.01 0.00 0.17
Relative capability 201 1.52 0.00 9.10 1.80 141 0.00 6.92
Major power 014 035 000 1.00 030 046 0.00 1.00
Contiguity 007 025 000 1.00

Distance 8.07 085 1.87 9.42

Hegemonic power 030 0.04 0.26 0.42 031 0.04 0.26 042
Hegemonic status 003 018 0.00 1.00 006 025 0.00 1.00
Alliance 0.16 037 0.00 1.00 055 050 0.00 1.00
Democratic maturity 18.18 21.16 0.00 9496 2316 2589 0.00 94.96
Development*trade 001 004 0.00 1.60 005 012 000 1.60

a. Sample contains 114,598 observations, with 4,500 missing observations for democratic maturity.
b. Sample contains 7,461 observations, with S missing observations for democratic maturity.

Copyright © 2000 All Rights Reserved



‘speAp snon3puod jo sjdures wolj are sOEN Ul SJUSIOGJ0D) "SHUSIOYJ00 UOLIRILI0D 4 S,U0sIedd ‘HILON

00'1 80 00 £00- 010 00 Lro- 001 9r0 950 I£0 10 spen,uswdo[aadq vl
970 00'1 100- £C0 9200 ¥o0 800 Lro 680 £9°0 670 480 Aumgew snersour( ‘¢l
€10 SO0 00'1 <10 800~ 1o 0ro- #0 100~ 400 S0~ €00 souely 1
000 110 ¢1'0 00'1 1o {47 PE0 £00- 610 910 0£0 610 snye)s Srowa8s ‘11
100—- 900 0 00 00'1 810 €10 600~ II0 600~ €00~ SIO 3amod sruowaday ‘01
7€0— €00 €¥0—- 900 00~ 001 ek ‘6

sT0 900 8T0 SO0 L00 SY'0- 001 Aim3guo) '

+0'0 600 00 90 S0'0 w0o o 001 o 100 620 90 by 47} 670 1omod Jofejy ‘L

01'o—  +00 900~ 970 100 910 00~  0ro 001 810~ L00 00 o 600 fyiqedes sanesy ‘9

00'1 970 £10 000 000 £e0-  9¢0 00 1o~ 001 4 1Y4/] 080 oo souapuadopaajul opel], ¢

€0 $8°0 S00 010 o1ro 000 S0°0 800 200 (440 001 690 £50 660 Koenowap padojoray v

Lo 8’0 100 800 600- 600~ SO0 800 900~ LTO £S0 00'1 640 90 401 Juawdo[ars( ‘g

1o 870 0e0- 120 Lro-  vio aro- 810 100~ 210 0go0 194] 0ot 80 Yty wowdofaraq T

610 780 £00 600 Ero £0°0 Y00 L00 £00 61°0 660 o Lco 00°1 40| Agesoowa( ']

141 124 (44 11 oI 6 g L 9 < 4 £ 4 I

sa|qeLIeA Judpuadapu] 31} JO SIILIJEN UOHE[A1I0))

4 XIANAddV

504

Copyright © 2000 All Rights Reserved



Mousseau / MARKET PROSPERITY 505

REFERENCES

Babst, Dean V. 1964. Elected governments: A force for peace. Wisconsin Sociologist 3:9-14.

Bailey, Kenneth D. 1994. Methods of social research. 4th ed. New York: Free Press.

Beck, Nathaniel, Jonathan Katz, and Richard Tucker. 1998. Taking time seriously in binary
time-series-cross-section analysis. American Journal of Political Science 42:1260-88.

Bierbrauar, Gunter. 1994. Toward an understanding of legal culture: Variations in individualism and collec-
tivism between Kurds, Lebanese, and Germans. Law and Society Review 28:243-64.

Bliss, Harry, and Bruce Russett. 1998. Democratic trading partners: The liberal connection, 1962-1988.
Journal of Politics 60:1126-47.

Boulding, Kenneth. 1963. Conflict and defense. New York: Harper & Row.

Bremer, Stuart A. 1992. Dangerous dyads: Conditions affecting the likelihood of interstate war, 1816-1965.
Journal of Conflict Resolution 36:309-41.

. 1993. Democracy and militarized interstate conflict, 1816-1965. International Interactions
18:231-49.

Bueno de Mesquita, Bruce, James D. Morrow, Randolph M. Siverson, and Alastair Smith. 1999. An institu-
tional explanation of the democratic peace. American Political Science Review 93:791-807.

Burkhart, Ross E., and Michael 8. Lewis-Beck. 1994. Comparative democracy: The economic development
thesis. American Political Science Review 88:111-31.

Choucri, Nazli, and Robert C. North. 1975. Nations in conflict. San Francisco: W. H. Freeman.

Chu, Yun-Han, Fu Hu, and Chung-in Moon. 1997. South Korea and Taiwan: The international context. In
Consolidating the third wave of democracies, regional challenges, edited by Larry Diamond, Marc E
Plattner, Yun-han Chu, and Hung-mao Tien, 267-94. Baltimore, MD: Johns Hopkins University Press.

Dahl, Robert A. 1997. Development and democratic culture. In Consolidating the third wave of democra-
cies, themes and perspectives, edited by Larry Diamond, Marc F. Plattner, Yun-han Chu, and Hung-mao
Tien, 34-39. Baltimore, MD: Johns Hopkins University Press.

Diamandouros, P. Nikiforos. 1997. Southern Europe: A third wave success story. In Consolidating the third
wave of democracies, regional challenges, edited by Larry Diamond, Marc F. Plattner, Yun-han chu, and
Hung-mao Tien, 3-25. Baltimore, MD: Johns Hopkins University Press.

Diamond, Larry. 1997. Introduction: In search of consolidation. In Consolidating the third wave of democ-
racies, themes and perspectives, edited by Larry Diamond, Marc F. Plattner, Yun-han Chu, and
Hung-mao Tien, xiii-xlvii. Baltimore, MD: Johns Hopkins University Press.

Dixon, William J. 1993. Democracy and the management of international conflict. Journal of Conflict Reso-
lution 37:42-68.

. 1994, Democracy and the peaceful settlement of international conflict. American Political Science
Review 88:14-32.

Doyle, Michael W. 1986. Liberalism and world politics. American Political Science Review 80:1151-1169.

Durkheim, Emile. [1893] 1933. The division of labour in society. Translated by George Simpson. Glencoe,
IL.: Free Press.

Farber, Henry S., and Joanne Gowa. 1995, Polities and peace. International Security 20:123-46.

Friedrich, Robert J. 1982. In defense of multiplicative terms in multiple regression equations. American
Journal of Political Science 26:797-833.

Fukuyama, Francis. 1992. Capitalism and democracy: The missing link. Journal of Democracy 3:100-10.

Gilpin, Robert. 1981. War and change in world politics. New York: Cambridge University Press.

Gleditsch, Nils Petter, and Hivard Hegre. 1997. Peace and democracy: Three levels of analysis. Journal of
Conflict Resolution 41:283-310.

Haas, Michael. 1974. International conflict. New York: Bobbs-Merrill.

Harris, Marvin. 1979. Cultural materialism: The struggle for a science of culture. New York: Random
House.

Hegre, Hivard. 2000. Development and the liberal peace: What does it take to be a trading state? Journal of
Peace Research 37:5-30.

Hinckiey, Ronald H. 1992. Peoples, polls, and policymakers: American public opinion and national secu-
rity. New York: Lexington.

Copyright © 2000 All Rights Reserved



506 JOURNAL OF CONFLICT RESOLUTION

Huntington, Samuel P. 1968. Political order in changing societies. New Haven, CT: Yale University Press.

. 1997. Democracy for the long haul. In Consolidating the third wave of democracies, themes and
perspectives, edited by Larry Diamond, Marc F. Plattner, Yun-han Chu, and Hung-mao Tien, 3-13. Bal-
timore, MD: Johns Hopkins University Press.

Inkeles, Alex, and Larry Diamond. 1980. Personal qualities as a reflection of level of national development.
In The quality of life: Comparative studies, edited by Frank M. Andrews and Alexander Szalai, 73-109.
London: Sage.

James, Patrick, and Glenn E. Mitchell II. 1995. Targets of covert pressure: The hidden victims of the demo-
cratic peace. International Interactions 21:85-107.

Jones, Daniel M., Stuart A. Bremer, and J. David Singer. 1996. Militarized interstate disputes, 1816-1992:
Rationale, coding rules, and empirical patterns. Conflict Management and Peace Science 15:163-213.

King, Gary, Robert O. Keohane, and Sidney Verba. 1994. Designing social inquiry: Scientific inference in
qualitative research. Princeton, NJ: Princeton University Press.

Kowert, Paul, and Jeffrey Legro. 1996. Norms, identity, and their limits: A theoretical reprise. In The culture
of national security, edited by Peter Katzenstein, 451-97. New York: Columbia University Press.

Leung, Kwok. 1987. Some determinants of reactions to procedural model for conflict resolution: A
cross-national study. Journal of Personality and Social Psychology 53:898-908.

Lipset, Seymour Martin. 1959. Some social requisites of democracy: Economic development and political
legitimacy. American Political Science Review 53:69-105.

Lipset, Seymour Martin, Kyoung-Ryung Seong, and John Charles Torres. 1993. A comparative analysis of
the social requisites of democracy. International Social Science Journal 45:155-75.

MacPherson, C. B. [1962] 1977. The political economy of possessive individualism: Hobbes to Locke. Loon-
don: Oxford University Press.

Maoz, Zeev, and Bruce Russett. 1992. Alliance, contiguity, wealth, and political stability: Is the lack of con-
flict among democracies a statistical artifact? International Interactions 17:245-67.

. 1993. Normative and structural causes of democratic peace 1946-1986. American Political Science
Review 87.624-38.

Marx, Karl. [1867] 1952. Capital. Founders’ ed. Chicago: Encyclopaedia Britannica.

Mintz, Sidney Wilfred. 1985. Sweetness and power. New York: Viking.

Mousseau, Michael. 1997. Democracy and militarized interstate collaboration. Journal of Peace Research
34:73-88.

. 1998. Democracy and compromise in militarized interstate conflicts, 1816-1992. Journal of Con-
flict Resolution 42:210-30.

Mousseau, Michael, and Yuhang Shi. 1999. A test for reverse causality in the democratic peace relationship.
Journal of Peace Research 36:639-63.

Muller, Edward N., and Mitchell A. Seligson. 1994. Civic culture and democracy: The question of causal
relationships. American Political Science Review 88:635-52.

Murphy, Martin F,, and Maxine L. Margolis. 1995. An introduction to cultural materialism. In Science,
materialism, and the study of culture, edited by Martin F. Murphy and Maxine L. Margolis, 1-4.
Gainesville: University Press of Florida.

O’Donnell, Guillermo. 1973. Modernization and bureaucratic-authoritarianism: Studies in South Ameri-
can politics. Berkeley: University of California Press.

Oneal, John R., Frances Oneal, Zeev Maoz, and Bruce Russett. 1996. The liberal peace: Interdependence,
democracy, and international conflict, 1950-1985. Journal of Peace Research 33:11-38.

Oneal, John R, and James Lee Ray. 1997. New tests of the democratic peace controlling for economic inter-
dependence 1950-1985. Political Research Quarterly 50:751-75.

Oneal, John R., and Bruce Russett. 1997. The classical liberals were right: Democracy, interdependence,
and conflict 1950-1985. International Studies Quarterly 41:267-94.

. 1999. The Kantian peace: The pacific benefits of democracy, interdependence, and international

organizations. World Politics 52:1-37.

. 2000. Why “an identified systemic model of the democracy-peace nexus” does not persuade.
Defence and Peace Economics 11:in press.

Page, Benjamin L., and Robert Y. Shapiro. 1992. The rational public: Fifty years of trends in Americans’ pol-
icy preferences. Chicago: University of Chicago Press.

Copyright © 2000 All Rights Reserved



Mousseau / MARKET PROSPERITY 507

Parsons, Talcott. 1964, Evolutionary universals in society. American Sociological Review 29:339-57.

Peceny, Mark. 1999. The social construction of democracy. International Studies Review 1:95-104.

Przeworski, Adam, Michael Alvarez, José Antonio Cheibub, and Fernando Limongi. 1997. What makes
democracies endure? In Consolidating the third wave of democracies, edited by Larry Diamond, Marc F.
Plattner, Yun-han Chu, and Hung-mao Tien, 295-311. Baltimore: Johns Hopkins University Press.

Przeworski, Adam, and Fernando Limongi. 1997. Modermization: Theories and facts. World Politics
49:155-83.

Raknerud, Arvid, and Hivard Hegre. 1997. The hazard of war: Reassessing the evidence for the democratic
peace. Journal of Peace Research 34:385-404.

Ray, James Lee. 1995. Democracy and international conflict. Columbia: University of South Carolina
Press.

Raymond, Gregory A. 1994. Democracies, disputes, and third-party intermediaries. Journal of Conflict
Resolution 38:24-42.

Rengger,N. J., and John Campbell. 1995. Treaties and alliances of the world. 6th ed. New York: Stockton.

Rosecrance, Richard. 1986. The rise of the trading state: Commerce and conquest in the modern world, New
York: Basic Books.

Rostow, W. W. 1960. The stages of economic growth. London: Cambridge University Press.

Rueschemeyer, Dietrich, Evelyne Huber Stephens, and John D. Stephens. 1992. Capitalist development and
democracy. Chicago: University of Chicago Press.

Rummel, Rudolph J. 1979. War, power, and peace. Vol. 4, Understanding conflict and war. Thousand Oaks,
CA: Sage.

Russett, Bruce. 1993. Grasping the democratic peace: Principles for a post—cold war world. Princeton, NJ:
Princeton University Press.

Russett, Bruce, John R. Oneal, and David R. Davis. 1998. The third leg of the Kantian tripod: International
organizations and militarized disputes, 1950-85. International Organization 52:441-67.

Sider, Gerald M. 1986. Culture and class in anthropology and history: A Newfoundland illustration. New
York: Cambridge University.

Singer, J. David. 1995. Alliances, 1816-1984. Ann Arbor: University of Michigan, Correlates of War
Project.

Singer, J. David, and Melvin Small. 1995. National material capabilities data. Ann Arbor: University of
Michigan, Correlates of War Project.

Siverson, Randolph M., and Harvey Starr. 1991. The diffusion of war: A study of opportunity and willing-
ness. Ann Arbor: The University of Michigan Press.

Summers, Robert, and Alan Heston. 1991. The Penn World Table (Mark 5): An expanded set of international
comparisons, 1950-1988. Quarterly Journal of Economics 106:327-68.

Tonnies, Ferdinand. {1887) 1957. Community and society, gemeinschaft und gesellschaft. Translated by
Charles Loomis. East Lansing: Michigan State University Press.

Watson, Adam. 1992, The evolution of international society. New York: Routledge.

Weber, Max. [1904-5] 1958. The Protestant ethic and the spirit of capitalism. Translated by Talcott Parsons.
New York: Charles Scribner’s Sons.

. 1978. Economy and society: An outline of interpretive sociology. Edited by Guenther Roth and
Claus Wittich, translated by Ephraim Fischoff. Berkeley: University of California Press.

Weede, Eriche. 1996. Economic development, social order, and world politics. Boulder, CO: Lynne Rienner.

Wittkopf, Eugene R. 1990. Faces of internationalism: Public opinion and American foreign policy. Dur-
ham, NC: Duke University Press.

Copyright © 2000 All Rights Reserved



