International
Studies
Quarterly

International Studies Quarterly (2012) 56, 470-483

Y

Capitalist Development and Civil War'

MiICHAEL MOUSSEAU

Ko¢ University

Capitalism has emerged as a force for peace in studies of interstate conflict. Is capitalism also a force for peace
within nations? This article shows how a market-capitalist economy—one where most citizens normally obtain their
livelihoods contracting in the market—creates citizen-wide preferences for universal freedom, peace, and the dem-
ocratic rule of law. Prior research has corroborated the theory’s predictions linking market-capitalism with liberal
preferences, human rights, and peace among nations. Here, Granger tests of causality show that market-capitalism
causes higher income, but higher income does not cause market-capitalism, and from 1961 to 2001 not a single
civil war, insurgency, or rebellion occurred in any nation with a market-capitalist economy. Market-capitalism is
the strongest variable in the civil conflict literature, and many of the most robust relationships in this literature
are spurious—including income, state capacity, and oil-export dependency.

With the advancement of capitalism, argued one of
the great economists of the twentieth century, Joseph
Schumpeter, people form ‘“‘an unwarlike disposition”
(Schumpeter  1955:66—68).  Schumpeter’s  claim
reflected the prevailing view of early twentieth-century
modernization theorists, such as Emile Durkheim and
Max Weber, who sought to explain what they per-
ceived as changing values associated with the rise of
capitalism in Europe. More than a century earlier,
Immanuel Kant surmised that ‘‘the spirit of com-
merce...sooner or later takes hold of every nation, and
is incompatible with war” (Kant [1795]1939:37).

In the modern field of Political Science, however,
capitalism is frequently maligned as a cause of war
(Wallerstein 1974), while changing preferences have
been largely forsaken as a cause of peace (Collier and
Hoeffler 2005). This is so even though the correlation
of liberal preferences with economic development has
been well established (Inglehart and Baker 2000), and
the associations of development with civil peace and
stable democracy are among the most powerful and
longstanding observations in the study of politics (Lip-
set 1959; Dixon 2009:723). That mainstream scholar-
ship has overlooked the possibility of preference
change linked with development as a cause of peace
and democracy is partly an outcome, I suspect, of the
failure of many of the old modernization theories that
were originally aimed at predicting liberal preferences.
But the rejection of a theory should not cause us to
refute our observations.

' I thank Belgin San Akca, Claudio Cioffi-Revilla, Peter A. Deluca, Omer
Orsiin, Karen Rasler, David Sacko, Monica Toft, James Ungerer, John Vasquez,
and the anonymous reviewers. Earlier drafts were presented at the general
conference of the European Consortium for Political Research, Pisa, Italy,
September 6-8, 2007, and at the Annual Meeting the American Political Sci-
ence Association, August 28-31, 2008, Boston, Massachusetts. All errors are
my own.

Drawing on new economic norms theory (Mousseau
2000, 2009), this article presents a single and novel
account for some of the oldest questions in the study
of politics, including the linkages of capitalist develop-
ment with liberal preferences, civil peace, state capac-
ity, and the democratic rule of law. This account
explains liberal values and interests without relying on
any of the old modernization school assumptions; nor
does it require a great leap of faith: it rests only on
the conventional assumption that individuals normally
pursue their economic interests with the information
available to them. Liberal values and interests are
deduced from the uncontroversial axiom that a ‘“‘mar-
ket-capitalist’”” economy is one where profit-maximizing
actors exchange goods, services, and labor in free and
voluntary contracts.

Prior research has already established that market-
capitalism promotes liberal values and peace among
nations (Mousseau 2009). This article applies the the-
ory to civil wars and reports compelling results: from
1961 to 2001 not a single civil war, insurgency, or
rebellion occurred in any nation with a market-capital-
ist economy. Market-capitalism appears to be the
strongest variable in the civil conflict literature, by a
large margin, and many of the most robust long-stand-
ing relationships in this literature are spuri-
ous—including per capita income, state capacity, and
oil-export dependency.

There are several important implications of this arti-
cle. First, to my knowledge, this is the first study to
produce a variable that can account for the well-known
impact of economic development on civil peace. It
now appears that it is not development per se that
causes peace, but a particular form of develop-
ment—market-capitalism. Second, scholars have long
pondered the relationship of capitalism and democ-
racy, wondering how the two can go together when
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they seem rooted in divergent values. Contrary to this
assumption, this study shows how market-capitalism
and democracy are based on common values and insti-
tutions—and why democracy without market-capitalism
is characteristically illiberal and wunstable. Third, it
illustrates how citizens in market-capitalist econo-
mies—but not citizens in other economies—have
direct interests in their states promoting and sustain-
ing market growth. This may explain why, once mar-
ket-capitalism emerges, it endures and expands.
Fourth, because the theory informs us what govern-
ments must do if they wish to create and sustain mar-
ket-capitalism, it yields specific policy implications for
how governments can consolidate democracy and
make a nation immune from insurgency, rebellion,
and civil war.

It should be clear at the outset that economic norms
theory is not rooted in omnipresent classical liberal
assumptions regarding free markets in any way. ‘‘Mar-
ket-capitalism’ is defined without reference to state
regulation policies, and the theory shows how the mar-
ket way of life may be learned—as the critic of free
markets Polanyi ([1944], 1957) famously argue-
d—rather than ingrained in human nature—as neo-
classical liberals and property rights theorists assume
(Friedman 1970; Fjelde and De Soysa 2009:10-11;
North, Wallis, and Weingast 2009).

The article begins with a review of the state of the-
ory and evidence for the origins of liberal prefer-
ences and the economic causes of civil war. Next,
new economic norms theory is explicated and
applied to the study of civil conflict. Following the
application of the theory, test procedures are
described and the results reported. The final section
concludes with the implications for the research areas
of civil conflict, democratization, and interstate con-
flict and cooperation: market-capitalism may be the
foremost cause of democratic legitimacy, strong state
institutions, and permanent peace within and among
nations.

Liberal Preferences, Wealth, and Civil War

What most social scientists believed a century ago has
since been confirmed systematically in myriads of stud-
ies: economic development remains the foremost
known force for peace in nations (Hegre and
Sambanis 2006; Dixon 2009:714). It is also associated
with a particular set of values, including social trust (In-
glehart and Baker 2000).2 For most of the preceding
century, one of three schools of thought—
modernizationist, instrumentalist, and rationalist—
has led efforts to explain at least one of these various
patterns.

In the 1950s and 1960s, modernization theorists
sought to account for the changing values they
believed to be associated with development, building
theory from various teleological, monotonic, path-
dependent, and evolutionary assumptions. Some sug-
gested that both civil peace and economic develop-
ment may be products of other things associated with

2 The terms “‘income,” “‘wealth,” and “development” are used inter-
changeably throughout this article.

modern life, such as education (Inkeles and Smith
1974), the increasing use of technology (Rostow
1960), or from increasing contacts with the ‘“modern”
world (Parsons 1964). Empirical research did not yield
much support for any of these theories, however, and
by the 1980s, modernization theory was largely discred-
ited for its teleologically induced ethnocentrism, in
addition to its disregard of diffusive processes, such as
interstate trade, which can disrupt the supposed evolu-
tionary paths of nations (Prebisch 1950).

Due to these problems with modernization theory,
in the 1970s and 1980s many scholars began to view
with disdain any efforts to account for preference
changes or link them with advanced capitalism or
peace. Instead, attention turned to the potential con-
flictinducing effects of economic development. For
instance, relative deprivation theory (Gurr 1970) sug-
gested that the rising expectations of development
can cause rebellion when such expectations are not
met. After numerous empirical studies seeking to
connect inequality with violence, however, the evi-
dence for this linkage remains decidedly mixed
(Lichbach 1989).

More recently, the trend turned back to explaining
the pacifying impact of wealth, but with strong ration-
alist assumptions that continue to discount or overlook
any role for preference changes. Collier and Hoeffler
(2005) offer that countries with low incomes may have
more armed conflict due to the low opportunity costs
of rebellion. Low-income countries are more likely
than others to be dependent on commodity exports,
so the production of resources that are lootable—such
as diamonds and gold—can alleviate the collective
action problem in rising up against the state. Recent
research has challenged this thesis, however, because
oil exports appear to account for all or most of the
impact of commodity exports on war (Fearon 2005;
De Soysa and Neumayer 2007). Oil is not lootable in
profitable quantities, so the hypothesis is not sup-
ported if the export commodity associated with civil
conflict is mainly oil (Fearon 2005). Diamonds are loo-
table, but do not appear to fuel civil unrest (Regan
and Norton 2005).

Regardless, oil-export dependency does not account
for the wealth and peace relationship, as income has
remained the strongest force for peace even after con-
sideration of commodity dependency (Fearon 2005;
De Soysa and Neumayer 2007; Dixon 2009). Today, no
explanation for how development can cause peace is
even being widely considered in the literature: the
field seems to have given up trying to explain one of
its oldest and strongest observations. There are conjec-
tures that wealth may reflect other factors that might
cause peace, such as state capacity (Fearon and Laitin
2003), but no one has identified theoretically or
shown empirically any factor that can account for the
impact of wealth on peace.”

 After this article was submitted, a study by De Soysa and Fjelde (2010)
appeared reporting that control for economic regulation renders income
insignificant. As will be seen below, economic regulation is not significant
after consideration of market-capitalism.
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How Market-Capitalism Can Change Values and Cause
Peace

For many, the term ‘“‘capitalism’ implies the neo-classi-
cal liberal assumption that it arises naturally out of a
free market (Friedman 1970; Weede 2009). However,
if capitalism has a defining feature, it is the voluntary
engagement in contract, and contracts can be highly
regulated. While capitalism has probably long existed
everywhere, a capitalist economy is one that is contract-
intensive: when most citizens normally obtain their
goods, services, and incomes by contracting with
strangers located in a market. Moreover, many nations
with contract-intensive (or ‘‘market-capitalist’”’) econo-
mies have highly regulated markets, such as Sweden. A
country with high structural unemployment—the con-
dition for many developing countries—cannot be mar-
ket-capitalist by definition: the dearth of choice in
employers means that many employment contracts are
not voluntary, as workers do not have reasonable
choice and thus lack leverage in negotiating contract
terms.

Countless studies in sociology and economics have
documented that in societies where a majority of the
population is largely excluded from the market, a
common form of transaction is not contractual but
reciprocal, where favors are exchanged among friends
and family (for example, Mauss [1924], 2000; Polanyi
[1944], 1957). While in most nations today some form
of a market exists, in many developing countries the
market is comparatively peripheral to everyday life as
many individuals depend partially or wholly not on the
market, but instead on social networks (see also North
etal. 2009). Friends and family bestow incomes,
goods, and services off the market in the form of
favors, which are given (or withheld) in the light of
prior interactions, usually within small in-groups.
Extended family ties are often linked with larger asso-
ciations that are also based on reciprocity. These can
take a variety of forms, including neighborhood
groups, gangs, mafias, labor unions, religious sects,
political parties and movements, and ethnic, tribal,
and clan groups. For instance, in an extended family,
a cousin may do all the electrical work, an uncle may
perform all injections, and an aunt with larger in-
group ties may find local government jobs for various
family members—all of whom are in turn obligated to
share their incomes with family members. In the field
of economics today, these kinds of transactions are
often assumed to be non-economic because they are
not contractual. Contrary to this assumption, they are,
in fact, economic transactions performed as favors
among individuals in relationships which are expected
to be reciprocated.

A number of divergent interests can emerge from
differing contractrich and contract-poor (or ‘“‘clientel-
ist”’) economic conditions (Mousseau 2000, 2003,
2009). First, markets cannot function in anarchy and
individuals cannot automatically trust strangers in mak-
ing contracts. An individual dependent on contracting
with strangers in a market thus has a direct interest in
the state acting as a reliable and efficient arbiter of
contractual disputes. It follows that in market-capitalist

economies, where by definition mostly everyone is
highly dependent on trusting strangers in contracts,
citizens have direct interests in their states reducing
the risk of contracting by enforcing the rule of law
and contracts reliably and impartially. In this way, a
market-capitalist economy may be the most important
source of widespread legitimacy for the state to possess
the monopoly on the use of force—a legitimacy that
lasts only so long as the state enforces the law reliably
and impartially.

Second, for individuals dependent on contracting
with strangers located in a market, a larger market
offers more opportunities than a smaller one. This
means citizens in market-capitalist economies have
direct interests not only in their own freedom, but in
the freedom (to contract) of everyone else. There is
no apparent reason to limit this interest to one’s own
ethnic group, religious sect, or nation. Citizens thus
have interests not only in their states protecting indi-
vidual rights at home, but in their states promoting
the rights of others abroad. This may explain why mar-
ket-capitalist societies have the most secure protections
of political rights, and push these rights onto the glo-
bal agenda (Mousseau and Mousseau 2008). Within a
nation, there is no collective action problem in the
promotion of freedom because the theory predicts
only value change, not any action that may have costs,
and a widespread preference for freedom will alone
reduce the influence of those advocating any form of
autocracy. Altogether, it is easy to see how the market-
capitalist-induced interests in the rule of law, impartial
governance, and freedom can legitimate liberal
democracy and why market-capitalism and democracy
concur.

Third, for individuals dependent on contracting with
strangers located in a market, wealthier markets offer
more opportunities than poorer ones. Citizens are thus
in a positive sum game: any improvement in the wel-
fare of anyone else in the market increases the odds
that one’s own welfare will improve, making the pro-
motion of the general welfare beneficial for everyone.
Citizens thus widely agree on the importance of market
growth and, as a consequence, governments of market-
capitalist societies, being largely democratic, face unre-
mitting pressure from voters to continuously promote
it. Oftentimes, this results in heavy public spending to
create jobs. In this way, market-capitalism, once estab-
lished, endures and expands, as pro-growth pro-
employment policies demanded by a plurality of citi-
zens end up sustaining widespread inclusion in the
market, further institutionalizing societywide agree-
ment on the value of equal rights, the rule of law, and
the importance of continuing market growth. While
neo-classical liberals and others tend to credit market-
capitalism as inherently expansionary for reasons that
are metaphysical, here it is easily identifiable that the
historical expansion of market-capitalism can have a
simple and worldly explanation—and why advanced
economy is synonymous with market-capitalist democracy.

Wars cannot happen within or between market-capi-
talist nations because war requires the harming of oth-
ers, and citizens in these nations are always better off
when others in the market are better off, not worse
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off. At home, citizens will not initiate large-scale
violence unless the state is undemocratic or fails to
enforce contracts and the rule of law equally and
impartially—as was the case with the American Revolu-
tion against British taxation without representation.
Abroad, market-capitalist nations have common inter-
ests in promoting each others’ markets because suc-
cessful political parties have learned to promote
exports to enhance market growth. Since constituents
reward and punish leaders according to how well they
produce market growth at home—not according how
well their economy is growing relative to other capital-
ist economies—there is little competition among these
nations for relative gains. Since each nation’s growth
contributes to a larger global marketplace—and
because there are few concerns over relative
gains—market-capitalist democracies easily cooperate
on anything that can preserve and enhance the global
marketplace. This means not only cooperation on
trade issues, but also on the defense and promotion of
global law and order, as law and order is always more
profitable than war and chaos. In fact, market-capitalist
nations tend to agree on global issues (Mousseau
2003) and, as far as the data inform us, not a single
fatality has occurred in any dispute between two mar-
ket-capitalist nations, an outcome that is highly unli-
kely to merely be the result of chance (Mousseau
2009).*

Individuals in clientelist economies have quite differ-
ent interests. The dearth of opportunities in their mar-
ketplaces and prevailing habits cause many to sustain
their in-groups or form new ones, whose leaders
pursue group interests off the market in politics. As a
result, the market is not the main avenue of survival
and individuals are generally not dependent on trust-
ing strangers; thus, there is little interest in the rights
or welfare of strangers or in the impartiality of their
states. Instead, individuals primarily have interests in
the promotion of the welfare and privileges of their
groups.

In contrast to market-capitalist societies, clientelist
societies face the perpetual threat of armed conflict,
for two reasons. First, groups must have, by their very
nature, some militant capability. Organized on the
principle of reciprocity (Mauss [1924], 2000), group
leaders deliver the gifts of expected economic and
physical security for their clients, who respond with
loyalty to group leaders rather than to their states
(Eisenstadt and Roniger 1984:43-165). This means
there is no collective action problem in the resort to
violence, as the decision to rebel rests not in the
hands of individuals, but instead with the group lead-
ers; and there is no collective action problem for
leaders.

Second, in a clientelist economy, wealth is obtained
in politics, and in modern states this usually means
the pursuit of state rents. Because state rents obtained

* In the subfield of International Relations, the term “‘capitalist peace”
has been applied to arguments that define capitalism with free markets rather
than with contractintensive economy (see Mousseau 2010 for a review of all
capitalist peace arguments regarding relations between states). To my knowl-
edge, these theories have not been applied to civil conflict. Other arguments
linking free markets with civil conflict are addressed below.

by one group are a loss for another, groups in clientel-
ist states are in a constant state of conflict over distrib-
utive gains—a zero sum game.” As a result, any
coalition of groups in power must privilege its support-
ers and repress everybody else, giving the state little
incentive to provide public goods—including law and
order and market growth. This may explain why
nations with contract-poor economies tend to lack sta-
ble and liberal democratic institutions, normally have
poor records on human rights, and often have cor-
rupted, weak, politically partial, and sometimes dys-
functional states.

Insurgency is when rebels obtain support from civil-
ians who dwell in areas of rebellion. Insurgency cannot
happen in a market-capitalist economy, because each
family residing in an area of rebellion must make its
own decision on whether to support the insurgents,
with all the attendant risks and collective action prob-
lems. Rebels cannot know who to trust and who will
report their movements to authorities. In contrast, a
clientelist economy forces members of groups that are
not directly engaged as fighters to nevertheless demon-
strate loyalty to group leaders by abiding by orders to
shelter and supply rebels. Rebels thus know who to
trust and who not to trust and can more effectively
hide from authorities and obtain succor from noncom-
batants.

An act of terror is the engagement in indiscriminant
violence motivated for political ends. While social sci-
ence is unlikely to predict the decision of a loner or
small group of individuals to engage in acts of terror,
political science can seek to model popular approval
of it. In clientelist societies, where individuals compete
in groups over state rents, there are not common, but
instead inimical, interests among strangers from diver-
gent in-groups. This makes terrorizing members of
out-groups—including genocide and other forms of
sectarian violence—cost-effective means of obtaining
state rents. Usually, this happens with low levels of vio-
lence, such as bomb threats or small bombings that
kill or injure few civilians. In many contract-poor coun-
tries, these ‘‘normal” acts of terror are often not
reported to the police or the media, for strategic rea-
sons, and remain largely undocumented.® Interna-
tional terror is the continuation of local politics across
borders, made all the more common as the world
shrinks with globalization (Mousseau 2002-2003).

While the economic norms model as presented
thus far has assumed instrumental rationality—that
citizens identify their interests based on the informa-
tion available to them—the theory works even better
with the recognition of bounded rationality (Mous-
seau 2009:58). Introduced by Herbert Simon in the
1950s, bounded rationality draws on the fact that it
is not rational to be rational: many goals can be
reached more efficiently by forming decision-making

® This is also true for nations largely dependent on foreign aid or the
export of oil, as long as the state controls the distribution of these resources,
which is true in most cases.

S For instance, at a university in Turkey, a nation with a contract-poor
economy, I was once a victim of a nail bombing (I was uninjured), believed to
be perpetuated by the local branch of a national political party. The rational
response to such terror is to avoid publicizing it, and the news media were
never informed of the event.
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habits, or heuristics, for situations that arise rou-
tinely (Simon 1955). As applied here, individuals
routinely dependent on trusting strangers in contract
will develop the habits of trusting strangers and pre-
ferring universal rights, impartial law, and liberal
democratic government. Individuals in contract-poor
economies, on the other hand, will develop the con-
trary habits of trusting and caring for others within
their in-groups, abiding by the commands of group
leaders, and distrusting those from out-groups,
including their states. In this way, citizens in highly
capitalist economies will perceive an interest in free-
dom and democracy and promoting these institu-
tions for everyone, even though most, acting on
bounded norms rather than on instrumental ratio-
nality, may not know why they have these universalis-
tic liberal values. Citizens in  contract-poor
economies, in contrast, will be comparatively more
susceptible to the appeals of those who offer strong
in-group identities and warn against the threats of
outsiders, even though most, acting on bounded
norms rather than on instrumental rationality, may
not know why they are susceptible to such fears or
why they place such great value on loyalty to their
groups and group leaders.

In these ways, economic norms theory (Mousseau
2000, 2009) offers insights for understanding the eco-
nomic, social, and political transformations of nations.
If, for whatever reason, a contract-poor economy man-
ages to sustain employment opportunities in the mar-
ketplace over an extended period of time, increasing
numbers of individuals, perhaps those in the bottom
rungs of their groups, will choose to opt out of their
group securities and take the risk of trusting strangers
in the marketplace.7 An exogenous rise in the market
can launch a catalytic effect: as more individuals
accept the risk of the market, the more complex its
division of labor, and thus lucrative, it must become,
making the market increasingly attractive. However,
because no one can trust the commitments of strang-
ers, a norm of contracting must emerge concurrently
with a norm of third-party enforcement of contracts.
Historically, private parties have emerged to fulfill this
task. Yet, the private enforcement of contracts remains
costly, and historically no contract-intensive society has
emerged relying exclusively on the private enforce-
ment of contracts.

Just as modern governments may choose to bear the
costs of public goods, in pre-capitalist economies with
rising markets, a territorial authority could choose to
bear the burden of enforcing contracts. In order to do
so, however, an entity must usurp the monopoly on
violence over a declared geographic area of contract
enforcement—that is, it must construct a modern
state. If exogenous factors continue to make the mar-
ket profitable within a state, increasing numbers of
individuals are likely to opt out of their in-group secu-

7 Historically, market-capitalism has been triggered with neighborhood
effects (such as having a neighbor with a capitalist economy), environmental
effects (such as having an open frontier of forest or farm land), or with gov-
ernment spending aimed at sustaining full employment (such as the Keyne-
sian and social market policies adopted by many European governments after
World War II).

rities. Simultaneously, as contracting with strangers in
the market emerges as a habit, or bounded norm, the
frequency of contract violations must decrease, further
reducing the risk of dealing with strangers, leading to
an even further increase in the profitability of the mar-
ket over rent-seeking. At some point, a society crosses
the tipping point, and contracting in the market
emerges as the prevailing way of life.

In this way, engaging the market—market-capital-
ism—may be learned and not ingrained in human nat-
ure as neo-classical liberals assume (Friedman 1970;
Fjelde and De Soysa 2009:10-11; Weede 2009), as is
modern government, states, and liberal democracy.
While property rights theorists and neo-classical liber-
als inform us that good governance and free markets
are sufficient conditions for market growth, economic
norms theory informs us that good governance is
merely a necessary condition for market growth, since
a reduction in the risk of contracting is largely irrele-
vant for societies where opportunities in the market
are outweighed by the securities of groups. Market-cap-
italism causes good governance because it creates a
demand for it and thrives with it; however good gover-
nance is not a sufficient cause of market-capitalism.

It is well documented that societies in northwestern
Europe started becoming contract-intensive starting as
early as the fifteenth century (Braudel 1982), and
these changes were followed—not preceded—by a rise
in ideas favoring the formation of states and individual
freedom. These movements were manifested with the
Protestant Reformation—which institutionalized the
notion of states having the monopoly on the use of
force over a geographic space with the 1648 Treaty of
Westphalia—followed by the Enlightenment. By the
eighteenth century, however, only three nations may
have crossed their tipping points into a market-capital-
ist economy: Holland, Switzerland, and the northern
colonies of British North America, led foremost by the
Massachusetts Bay Colony (Wood 1998). According to
direct data on contracting in nations (below), by 1960
eleven countries had contractintensive economies:
Australia, Belgium, Canada, Denmark, Netherlands,
New Zealand, Norway, Sweden, Switzerland, the Uni-
ted Kingdom, and the United States. In the following
decade, Finland, France, Germany (West), and Japan
transitioned, followed in the 1970s by Austria, Ireland,
Israel, and South Africa. In the 1980s, Cyprus, Italy,
Singapore, South Korea, Spain, and Taiwan probably
crossed their tipping points, followed in the 1990s by
Chile, Greece, Malaysia, Portugal, and Slovenia. By the
end of the millennium, an additional ten countries
were approaching the transition: Argentina, Czech
Republic, Hungary, Iceland, Mauritius, Mexico, Pan-
ama, Poland, Thailand, and the United Arab Emirates.

While market capitalism promotes economic growth
and development, market-capitalism is not the only
source of wealth; thus, market-capitalism and develop-
ment are related but distinguishable. Prior research
has already established that it is market-capitalism, not
development, which promotes social trust within
nations and peace among them (Mousseau 2009:61).
This article focuses on a third major implication of
economic norms theory: that market-capitalism causes
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peace within nations. If market-capitalism causes both
development and peace as expected, then the state of
knowledge from prior research that leaves low per cap-
ita income as the leading cause of civil war may be
spurious. The following sections are aimed at testing
this and related hypotheses.

Analytic Procedures for Testing Market-Capitalism and
War

This study introduces a new variable to the civil war lit-
erature, so it is beneficial to construct the test condi-
tions so that the outcome cannot be arbitrarily
affected. I thus report results using the exact data and
measures of a recent comprehensive study of civil war
undertaken by Fjelde and De Soysa (2009), whose
design is appropriate for the task at hand and who put
forward arguments contrary to those presented here.
In addition, to make the analyses as rigorous as possi-
ble, I consider the potentially confounding effects of
the most robust variables in the study of civil conflict
as identified in a recent meta-analysis by Hegre and
Sambanis (2006).® Thus, the results below are the
most robust possible given the present knowledge in
the field, and aside from one minor data correction
and one minor reconstructed measure (all identified
below), any differences in results here from prior lead-
ing studies can be attributed only to the new variable
for market-capitalism.

In accordance with the standard procedure in civil
war studies, Fjelde and De Soysa (2009) use a pooled
design of nations aggregated annually. To gauge civil
conflict, they rely on the PRIO/Uppsala Armed Con-
flict Dataset, version 4-2006b (Gleditsch, Wallensteen,
Eriksson, Sollenberg, and Strand 2002).9 These annu-
ally aggregated data document all armed civil conflicts
between the government and at least one other party
that led to at least 25 battle-related fatalities in a year,
including those that occurred from insurgency, sectari-
anism, and terror. Following Fjelde and De Soysa
(2009), I report the results using two dichotomous
indicators of conflict intensity: Armed Conflict indicates
years when an intrastate conflict began and resulted in
at least 25 battle-related deaths; War indicates years
when an armed conflict began which resulted in at
least 1,000 battle-related deaths. Following these
authors, continuing years of conflict and war are
dropped from the sample.'”

% In most cases, I use the exact data and measures of Hegre and Sambanis
(2006), excluding those variables which overlap with Fjelde and De Soysa
(2009). Specifically, I consider all the Hegre and Sambanis variables listed in
Table 4 (Hegre and Sambanis 2006:528). In cases where multiple variables
gauge the same concept, I included those they identified as most robust. For
details in variable constructions, I refer readers to these articles; brief explana-
tions are noted in the tables herein.

9 See the Uppsala Conflict Data Program webpage. (Available at http://
www.ucdp.uu.se).

10 See Fjelde and De Soysa (2009) for further details on analytic proce-
dures. T made one small change to these authors’ data: the PRIO/Uppsala
data do not distinguish domestic from international acts of terror and thus
identify the United States as in civil war in 2001 due to the foreign terrorist
attack of September 11 which resulted in roughly 3,000 fatalities. International
terror attacks have little or nothing to do with the processes modeled in civil
war studies, which examine only domestic conditions. I thus reset the depen-
dent variables for the United States in 2001 to 0.

Measuring Contract-Intensive Economy

A market-capitalist economy is defined as one that is
contract-intensive, where most citizens regularly obtain
goods and services contracting with strangers located
in a market (Mousseau 2000, 2009). The key causal
variable is therefore contracts in force, per capita, and
direct data on contracts in force have been compiled
under the auspices of the World Bank (Beck and
Webb 2003). While these data cover only the life insur-
ance sector, life insurance contracting has several fea-
tures that render it an ideal indicator of the overall
intensity of contracting in a nation. Foremost, com-
pared with other goods and services, we can be confi-
dent that most life insurance contracts are purely
impersonal exchanges, where credibility in commit-
ments can rest only on third-party enforcement, for
two reasons. First, life insurance contracts cannot
occur in spot trades, where goods are fully exchanged
at one time and place, such as groceries, where credi-
bility in contractual commitments is a not an issue.
Second, while many non-spot trades can be made cred-
ible by personal knowledge and thus trust among con-
tractees—and the threat of the loss of future contracts
in the event a party fails to fulfill its obligations—for
life insurance contracts personal trust and the threat
of the loss of future contracts cannot render an
insurer’s commitments to a policy holder credible,
given that the delivery of service is expected only after
the death of the policy holder. In these ways, com-
pared with trading in other goods and services, we can
be confident that life insurance contracts are genuine
impersonal exchanges.

A second feature of life insurance contracting that
makes it an ideal indicator of market norms in a
nation is that, while contracting exists at various levels
in most sectors of all economies, in the transition from
clientelist to contracting economy, life and other
forms of insurance protection are probably the last
sectors to be commodified. This is because an insur-
ance contract offers long-term protection against catas-
trophe; yet long-term protection is the sine-qua-non of
clientelism, which is fundamentally based on long-term
commitments of mutual welfare, including the protec-
tion of spouses and children who inherit relationships.
It is one thing to contract in the market for short term
needs, such as groceries and incomes, but a nation-
wide norm of contracting-out long term economic
security is a strong indication that social relationships
are playing a minimal role in an economy.

The linkage of insurance contracting with overall
contracting is also clear from the historical record: the
first known insurance contract dates from Genoa in
1343, at the time the center of Mediterranean trade,
while the first market in insurance appeared in seven-
teenth-century London, the center of rising trade at
that time, involving merchants, ship owners, and trad-
ers meeting at The Lloyds Coffee House (Nelli 1972).
Validity checks also confirm high correlations of life
insurance contracting with other measures that are
generally based on contracting data, such as receipts
in food retailing (0.83) (Euromonitor 2003) and esti-
mates of private consumption (0.83) and investment
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(0.83) from the Penn World Tables (Heston, Sum-
mers, and Aten 2002) (all measures logged and per
capita). In prior studies, the life insurance data have
been used to confirm powerful roles for market-capi-
talism in interstate conflict (Mousseau 2009) and
human rights (Mousseau and Mousseau 2008).

Data on life insurance are available for about one-
third of nations, many over the time span of 1960-
2000, and missing data can be safely assumed to reflect
low levels of contracting. This is because economic
norms theory informs us that contractrich societies
are more likely than contract-poor ones to produce
data, and when missing data are not random in some
known way, it is best to use this knowledge in estimat-
ing missing values (King, Honaker, Joseph, and Scheve
2001). There are at least two reasons to assume miss-
ing data indicate contract-poor economy. First, for
enforcement  purposes, contracts are normally
recorded, leaving written records. Reciprocating trans-
actions, in contrast, cannot be recorded because they
are framed as favors. Missing life insurance data can
thus result from there being few life insurance con-
tracts to record. Second, as discussed above, govern-
ments of market-capitalist nations are constrained by
voters to ardently pursue continued growth in their
markets. They have thus learned to collect, analyze,
and make widely available all kinds of economic data.
In this way, the very origins of the modern field of
economics might be rooted in contract-intensive econ-
omy. Governments of clientelist nations, in contrast,
have the opposite incentive: their primary task is to
distribute state funds to supporters, often illegally, so
their preference is to avoid collecting and reporting
economic data of any kind. The systematic difference
of the missing data from the known data is confirmed
with validity tests, which show that most nations with
low levels of private consumption and investment
(Heston etal. 2002)—roughly reflecting contract-
intensive economy—are not recorded in the life insur-
ance data.

To facilitate the treatment of missing data, the var-
iable was dichotomized at the median, with nation-
years below the median and those with missing data
valued at zero. This cutoff point was chosen because
the life insurance data, when logged, form a strong
bimodal distribution separated almost perfectly at
the median. Since there are fewer nations near the
median than elsewhere, it offers the most error-free
cutoff point, given that we have no other reason to
choose any other point in the scale. This dichoto-
mous variable is named Contract-Intensive Economy
(C[E)Binmy

However, a continuous measure offers more infor-
mation than a binary one, and it is possible to impute
missing values in the continuous data using secondary
sources. Missing values are not a blank slate: we know
a great deal about them from other data sources. Just
as standard measures of economic development and
trade rely on the imputation of missing values from
secondary sources to ensure against biased estimates
resulting from listwise deletion (Gleditsch 2002), the
life insurance data can be expanded to ensure against
such bias. Tests confirm that the following factors yield
a measure that correlates at 0.97 with life insurance

contracts in force: per capita private consumption (kc)
and investment (ki); ratios of kc¢ and ki to foreign
trade; energy consumption per capita; communist
economy; postcommunist economy; oil-export depen-
dency; population; and various controls for regions
and sample size variations that occur over time. The
extremely high correlation of the predicted measure
with the original data indicates that the imputed val-
ues yield a highly reliable gauge of the direct data on
life insurance contracts in force. I call the variable
CIE."

While it is important that the tests consider all
known robust variables in the field, it is equally impor-
tant that test models be guided by theory that distin-
guishes confounding from intervening variables
(Blalock 1979:474; Ray 2003:14). Confounding vari-
ables are those that in theory may cause both the test
variable and the dependent variable and seem unlikely
to be caused by the test variable. Of the robust vari-
ables in the study of armed conflict guided by eco-
nomic norms theory, three clearly fit this description:
Lthnicity, Population, and Past Conflict. These variables
are unlikely to be caused by market-capitalism, but
each may have some causal impact on market-capital-
ism. These variables are included in all regressions
since their exclusion would unnecessarily raise the
specter of obtaining spurious results (Blalock
1979:473-474; Ray 2003:8-10). For replication pur-
poses, all data are available at http://home.ku.edu.tr/
~mmousseau/ . 12

Results

Initial bivariate regressions of ClEgjnay and war (unre-
ported) produced a startling result: there has never
been a civil war in a nation with a contract-intensive
economy, at least over the 1961-2001 period of obser-
vation. Chi-square tests establish that the odds of this
being due to chance are one thousand to one. Further
tests yield only three cases of Armed Conflict onsets in
countries with contractintensive economies. The odds
of this being due to chance are less than one thou-
sand to one. It is thereby possible to state with confi-
dence that nations with market-capitalist economies do
not have civil wars, and they very rarely have civil
armed conflicts.

A closer look at the three armed conflicts that did
occur in market-capitalist nations shows that all are
related to terror groups; none were insurgencies or
rebellions. Terrorist attacks can be carried out by
extremely small groups that lack popular support. Eco-
nomic norms theory models social values and prefer-
ences, not the behaviors of a few. In fact, two of these
three conflicts are from of acts of terror carried out by
groups that may have lacked widespread support. One
was from Basque-related terror in Spain, from 1991 to
1992; the other was from a terror bombing in North-

"' The measure is in US dollars per capita, logged. All steps in the con-
struction of the CIE measure are transparent and can be replicated at http://
home ku.edu.tr/~mmousseau/.

'2 Ethnicity is called Ethnic Fractionalization by Fjelde and De Soysa (2009),
who use a nonlinear functional form by including the square of the term. In
the analyses here, the added square of the term never reaches significance
and is not included. Its omission has no effect on results.
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¥

Armed Conflicts Wars
Model 1 Model 2 Model 3 Model 4
Variables B SE o B SE « B SE o B SE o
Contract-Intensive - - - -0.83  0.10 0.001"* - - - -0.5%  0.14  <0.001""
Economy »
Income? -031 011  0.006™" 0.06  0.13 0641  —041 015 0.09  0.19 0.616
Ethnicity® 101 043 00197 1.19 042 0.004™"" 099 0.8 1.20  0.56 0.033"
Population” 015 007  0.043" 0.16  0.07 0.020" 0.25  0.08 0.24  0.08 0.002""
Past conflict'" 058 026  0.028" 0.46  0.27 0.082" 1.39 048 004" 1.24  0.49 0.011"
Intercept -296 119  0.018"  -553 127  <0.0017"  -415 159  0.0097" -7.38 180  <0.001""
Pseudo-LL -516 -509 —248 -243
Pseudo-R2 0.04 0.05 0.06 0.08
Observations 4,206 4,206 4,443 4,443

(Notes. Al independent variables lagged 1 year; standard errors corrected for clustering by country. P<0.01, "P<0.05, “P<0.10.
fNatural log of gross domestic product (GDP) per capita variable in Expanded Trade GDP 5.0 data set (Gleditsch 2002).

SEthnic Fractionalization index (Fearon and Laitin 2003).

Natural log of Population variable in Expanded Trade GDP 5.0 data set (Gleditsch 2002).
TCalled Brevity of Peace by Fjelde and De Soysa (2009), calculated as 2(1me since fast onset of conflict/2) (Raknerud and Hegre 1997).)

ern Ireland in the United Kingdom in 1998. In both
cases, there are many indications that at the time these
attacks occurred the responsible terrorist groups did
not have significant support from their constituent
communities. Also, in 1991 Spain had only recently
(in 1986) transitioned into contract-intensive econ-
omy, as had, I suspect, Northern Ireland in 1998.

Still, the third terrorist conflict appears as an
anomalous case: it too occurred in the United King-
dom and was related to the Troubles in Northern
Ireland, but this time over the much longer period
of 1971-1991. The United Kingdom has been market-
capitalist since at least 1960, and most observers
would probably agree that there was significant
approval of acts of terror in Northern Ireland
throughout this period. This single-case anomaly to
economic norms theory could be explained by an
ecological fallacy: the tests here are performed at the
national level, but economic norms theory is not
beholden to this level, and until very recently North-
ern Ireland was a contract-poor region in a contract-
rich nation.

Given that the measure ClEgj,.,, generates perfect
or near-perfect predictions of peace, the continuous
measure of CIE is used for the regression analyses that
are necessary in order to consider the affects of other
variables. Model 1 in Table 1 examines Armed Con-
flicts without consideration of CIE, including only
Income and the control variables Ethnicity, Popula-
tion, and Past Conflict. As can be seen, the coefficient
for Income (—0.31) is highly significant and negative.
This corroborates our expectation from numerous
prior studies that per capita income reduces the prob-
ability of armed conflict. Model 2 extends knowledge
by including control for market-capitalism. As can be
seen, the coefficient for CIE (-0.33) is highly signifi-
cant and negative, and the coefficient for Income
(0.06) is now in the positive direction. Models 3 and 4
report similar results for analyses of War onsets. All
models corroborate the test hypothesis: the pacifying
impact of income as reported in most prior studies

appears to be a function of market-capitalism, not
income per se.

While Income and CIE correlate highly at 0.77, we
can be confident that the models are not adversely
affected by multicollinearity, for two reasons. First, the
variance inflation factor for Income in models 2 and 4
is no higher than 3, well below the usual rule-of-thumb
indicator of multicollinearity of 10. Second, identical
results appear with income gauged using energy con-
sumption per capita (logged) (Singer, Bremer, and
Stuckey 1972) rather than GDP (unreported to save
space). The energy consumption measure correlates
with CIE at only 0.58—well below the rule-of-thumb
danger zone of 0.70.

Nor is it likely that the causal arrow is reversed—
with Income being the ultimate cause of CIE and
peace—for two reasons. First, correlations between
independent variables are not calculated in the results
of multivariate regressions: coefficients show only the
effect of each variable after the potential effects of the
others are excluded. If it were Income that caused
both CIE and peace, then there would be some vari-
ance in Income remaining, after its partial correlation
with CIE is excluded, that links it directly with peace.
The positive direction of the coefficient for Income
informs us that no such direct effect exists (Blalock
1979:473-474).

Second, Granger tests indicate that CIE may cause
Income, but Income does not seem to cause CIE.
Granger tests operate on the principle that if X causes
Y, then past values of X should predict Y after control-
ling for past values of Y and vice versa for Y causing X
(Freeman 1983). With regard to predicting Income,
tests show that all examined lags of CIE (¢-— 1..
t — 25) are significant and in the expected direction,
after controlling for all significant past values of
Income (¢— 1... ¢t = 15). The block [tests comparing
the unrestricted and restricted models for Income
show that market-capitalism is a highly significant
force for Income (I (20,1624) = 2.25, P< .001). With
regard to predicting CIE, tests show that all lags of
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Income are either insignificant or significant in the
opposite direction, after controlling for all significant
past values of CIE (¢ - 1... t - 25).1*

While economic norms theory informs us that mar-
ket norms promote the rule of law, neo-classical liber-
als and property rights theorists claim the reverse: that
the rule of law promotes market growth. Neo-classical
liberals and property rights theorists assume that the
propensity to barter is natural and thus expect markets
to grow wherever the state effectively enforces con-
tracts (Clague, Keefer, Knack, and Olson 1999); eco-
nomic norms theory reverses these views: it assumes
the propensity to barter is learned and expects states
to be more likely to enforce contracts wherever mar-
kets grow (though improved rule of law can promote
market growth if a population already has market
norms). If the neo-classical liberals and property rights
theorists are right, then the rule of law could be a con-
founding variable in Table 1, rendering the impact of
market-capitalism on peace spurious. Therefore, data
were obtained on the Rule of Law from the World
Bank (Kaufmann, Kraay, and Mastruzzi 2010). Unfor-
tunately, high correlations of Rule of Law with CIE,
along with severe data limitations, cause all variables
to be insignificant in all regression and Granger tests,
leading to inconclusive results.'*

Further Tests

The analyses in Table 1 report a crucial result for
understanding the onset of armed conflicts and civil
wars, for they show that the impact of per capita inco-
me—the most consistently powerful variable in civil
war studies—is probably spurious: the more likely cul-
prit is market-capitalism. Still, the analyses by Fjelde
and De Soysa (2009) and Hegre and Sambanis (2006)
identify an additional fourteen variables as the most
robust today in the study of civil conflict. To the
extent that any of these variables may cause market-
capitalism, the results in Table 1 could be spurious.
However, there is also reason to suspect that all of
these variables may, like income, be at least partly
explained by market-capitalism. If inclusion of a vari-
able theorized as partly caused by CIE appears to
reduce the impact of market-capitalism on armed con-
flict, this cannot logically be interpreted as against the
theory, because the theory actually predicts this out-
come (Blalock 1979:468-474; Ray 2003:8-10). Some
take the position that such variables should never be
considered (Ray 2003). My view is that they can be
considered, as long as their potential-intervening status
is made explicit and interpreted appropriately. There-
fore, all potential-intervening variables are examined
separately, with a specific discussion of their possible
relationships with market-capitalism. I also consider
economic freedom and trade, as some might suspect
these, too, are potentially confounding variables. Due

' Fisher panel-unit and augmented DickeyFuller unitroot tests indicate
non-stationarity in the measure of GDP, but not CIE or energy consumption
per capita, so energy consumption was used to measure Income. Hausman
tests indicate the presence of fixed effects in analyses of both CIE and energy
consumption, so all tests were conducted controlling for fixed effects.

" In fixed-effects regression, only analyses of Rule of Law ¢ — 2 is possible,
given available data for both variables only for the years 1996, 1998, and 2000.

to space limitations, I report analyses of Armed Con-
flicts rather than Wars; the results are almost identical,
and important differences are identified.

Initial tests showed that four variables from Hegre
and Sambanis (2006) were insignificant in analyses of
either armed conflict or war onsets, with or without
consideration of CIE: Trade (as percent of GDP); Dec-
ade 1991-2000; Cold War (period before 1990); and
Autonomy (country has autonomous regions). Results
with these variables are thus not reported. The
remaining twelve variables examined in Table 2 were
all initially found significant without control for CIE,
controlling only for Ethnicity, Population, and Past
Conflict. As can be seen, the CIE variable remains
negative and significant in every model. It is also
highly robust, causing seven of the twelve most
robust variables in civil war studies to become insig-
nificant.

Economic Freedom

As discussed above, a market-capitalist economy does
not mean a free market economy. Yet the idea that
capitalism means economic freedom is widely popular,
so I suspect that some readers might view the results
shown here with market-capitalism as potentially spuri-
ous, with free markets the ultimate cause of both con-
tract flows and civil peace. In fact, to my knowledge,
there is little systematic evidence linking Economic Free-
dom with Economic Growth, which do not correlate in
the sample at all (0.08). As can be seen in Model 1 in
Table 2, Economic Freedom (0.00) is not even close
to significant once consideration is given to CIE.

Economic Growth

Many studies link economic growth with civil peace,
and economic growth in a clientelist economy can
promote market norms. In this way, economic growth
could be a confounding variable accounting for the
impact of market-capitalism on peace. Model 2 shows
that CIE (—0.31) holds firm even with consideration
of Economic Growth (—6.24), which is also significant.
This is reasonable from the perspective of economic
norms theory, since economic growth in a clientelist
economy yields governments an increased capacity
for accommodating the pre-growth demands of
groups.'”

Contract-Intensive Money

Fjelde and De Soysa (2009:10-11) offer that nations
with citizenries who trust the state as an impartial
enforcer of contracts will be at less risk than others of
civil conflict. To gauge such trust, they use Contact-
Intensive Money (CIM), which is the ratio of non-cur-
rency money to all money, which is assumed to reflect
contracting (Clague etal. 1999). In fact, CIM can
reflect contracting only if we assume that currency
held outside banks is flowing in contractual exchange-

® This does not mean higher income reduces the risk of war, since
groups are expected to continuously revise their demands in light of changing
rent-seeking opportunities.
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Contract-
Intensive
Test Variables Economy (CIE) Ethnicity ~ Population — Past Conflict — Intercept
Correlation
Models B SE B SE p B p p N with CIE
1 Economic freedom® 0.00  0.08 -0.32  0.12"" 1.13 0.22 0.59 -5.65 2,475 45
2 Economic growth” -6.24  1.54™°  -0.31  0.097" 0.78 0.22 0.12 -5.32 3,787 .07
3  Contact-Intensive Money®  —0.96  0.84 -0.25 0.117 0.88 0.18 -0.07 -435 3,051 58
4 Ol 026  0.27 -0.29  0.08"" 1.17 0.16 0.29 -5.12 4,233 -.18
5  State capacity® -0.21  0.25 -0.31  0.09” 0.83 0.19 0.13 -490 3,171 .09
6  Govt. spending" -0.12  0.31 -0.32 0117 1.10 0.20 0.23 -4.99 3,041 .35
7 FElectoral regulation® -0.18  0.11 -0.28  0.097" 1.06 0.19 0.32 -4.71 3,837 42
8  Anocracy” 058 0207  -0.31 0.08" 1.08 0.18 0.37 -5.29 4,173 -.11
9  Regime instability’ .21 0207 -028 0.09"" 0.89 0.18 0.27 -5.86 3,785 -.20
10 West -0.11  0.57 -0.31  0.08™" 1.01 0.20 0.23 -5.31 3,926 .68
11 Neighbor at war 045 023"  -029 0097  0.89 0.16 0.26 -5.12 3,924 -.33
12 Size of military' -86.63 14477  -0.32  0.09™" 0.79 0.17 0.24 -470 4,198 15

(Notes. Al independent variables lagged one year; standard errors corrected for clustering by country; standard errors and asterisks not shown for control vari-
ables: Ethnicity and Population are significant in all models; Past Conflict is not significant in all models. "P<0.01, "P<0.05 "P<0.10.
“Economic Freedom of the World (Gwartney et al. 2006). Author coding: summary measure of regulation of labor (section 5b) with missing values across years

interpolated.

PAnnual change in GDP, percem.:[:

“Contract-Intensive Money: ratio of non-currency money to all money (Clague et al. 1999).

d0il exports >1/3 of all merchandise exports (Fearon and Laitin 2003).
“Ratio of taxes to expected taxes (Arbetman and Kugler 1998).
Natural log of government expenditure/GDP (World Bank 2007).

S8Called Regulation of Participation by Hegre and Sambanis (2006); the Parreg variable in the Polity IV data set (Marshall and Jaggers 2003).*
hDummy equals 1 of Polity2 variable between =5 and 5 in the Polity IV data set (Marshall and Jaggers 2003).
'Dummy equals 1 if Polity = 77 or 78 or changed in prior three years (Marshall and Jaggers 2003).*

IGeol equals 1 (Hegre and Sambanis 2006),I
“Whether a neighbor is at war (Sambanis 2004).?;

'Mil[m‘/tpop in CINC data (Singer et al. 1972). Construction mimics the Milper variable of Hegre and Sambanis (2006:528); reconstructed here to reduce the num-

ber of missing observations.
fObtained from Hegre and Sambanis (2006).)

s—and currency held outside banks can be just as eas-
ily flowing in reciprocal exchanges. As can be seen in
Model 3, CIM (=0.96) is no longer significant once
consideration is given for CIE.

Oil

As discussed above, opportunity cost models have
linked commodity export dependency with armed
conflict (Collier and Hoeffler 2005). In light of the
fact that nations with market-capitalist economies
tend to have comparatively more complex divisions of
labor, they tend to consume more commodities and
export more secondary and tertiary goods compared
with clientelist nations. As a result, the linkage of
commodity export dependency with conflict may be
spurious: clientelism may partially cause both com-
modity export dependency and conflict. In fact, mar-
ket-capitalist nations (where ClEgj ay =1) are less
likely than clientelist ones to be dependent on oil
exports (P < .001). That the oftnoted impact of oil
on conflict is spurious is corroborated in Model 4,
which shows Oil (0.26) to be insignificant once con-
sideration is given for CIE.

State Capacity

A popular trend today links weak state capacity as an
important factor in the onset of armed conflict (for
example, Sobek 2010). Economic norms theory pre-
dicts this relationship might be spurious, as market-cap-

italism can cause both peace and increased state
capacity as governments create effective bureaucracies
to enforce contracts and the rule of law and to pro-
mote market growth. In fact, contract-rich nations have
an average Relative Political Capacity (Arbetman and
Kugler 1998) score above 1 (meaning these states are
able to extract more resources than we would expect
given their levels of income), while the average for
contract-poor nations is below 1 (meaning these states
normally extract less than we would otherwise expect),
and this difference is significant (P < .001). Model 5
corroborates the expectation that prior reports of State
Capacity (—0.21) causing conflict are spurious, with CIE
the more likely cause of both State Capacity and civil
peace.

Government Spending

Fjelde and De Soysa (2009:9-10) posit that govern-
ments may reduce the risk of civil conflict with spend-
ing that promotes redistribution. As discussed above,
economic norms theory identifies government spend-
ing to create jobs in the market as crucial to state
efforts to promote growth in the market, which is
demanded by constituents in market-capitalist nations
but not demanded by ruling groups in clientelist ones.
In fact, the average level of government spending in
contractrich nations is significantly higher than for
contract-poor ones (P < .001). This shows that Fjelde
and De Soysa’s (2009) finding that government expen-
diture reduces the risk of armed conflict may be spuri-
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ous: the path of causation may flow from CIE to both
government spending and peace. As can be seen in
Model 6, Government Spending (—0.12) is insignificant.
There appears to be no direct impact of Government
Spending on armed conflict, and market-capitalism is
the more likely partial cause of government spending
and all of its impact on peace.

Electoral Regulation

Hegre and Sambanis (2006) confirm the results of
most civil war studies that democracy is not a force for
peace, but one of its constitutive factors is: Electoral
Regulation. Just as market-capitalism may be a force for
democracy, it may also be a force for electoral regula-
tion, in two ways. First, in the construction of this mea-
sure, discounts are assigned to nations where
“political groupings tend to form around particular
leaders, regional interests, religious or ethnic or clan
groups’’ (Marshall and Jaggers 2003:24-25). As dis-
cussed previously, market-capitalist nations are pre-
dicted to have fewer of these kinds of political
groupings and loyalties. Second, citizens in market-cap-
italist societies are predicted to demand both the
enforcement of equal law and a government that
represents these wishes. Since the measure is partly
created on observations of coercion in political
competition, as well as a weak rule of electoral law,
market-capitalist nations are predicted to have higher
levels of electoral regulation. In fact, 87% of all con-
tractrich nation-years have the highest level (5) of
Electoral Regulation, while only 9% of contract-poor
ones are at this level (P < .001). Model 7 confirms that
prior reports of Electoral Regulation (-0.18) promot-
ing peace are spurious, with CIE causing both
Electoral Regulation and peace.

Anocracy

One of the most dependable findings in civil war stud-
ies is that nations with anocratic regimes—ones that
are neither fully autocratic nor fully democratic—are
at comparatively high risk of armed conflict (Hegre,
Ellingsen, Gates, and Gleditsch 2001; Mousseau 2001).
Economic norms theory predicts market-capitalism to
legitimate liberal democracy, so clientelism may be a
partial cause of autocratic and anocratic institutions,
with the possibility that prior reports of anocracy
impacting conflict being spurious. In fact, 93% of all
contract-rich nation-years do not have anocratic
regimes.16 In Model 8, Anocracy (0.58) is positive and
significant, showing that even if CIE is a partial cause
of Anocracy, this factor has a robust impact on conflict
in ways that cannot be attributed to clientelist econ-
omy.

Regime Instability

Instability in governing institutions is frequently
associated with armed conflict (Hegre et al. 2001; Fea-

16 As predicted by economic norms theory, almost all of the non-demo-
cratic contract-rich nation-years in the data transitioned to full democracy dur-
ing the period observed.

ron and Laitin 2003). Economic norms theory informs
us that democratization efforts in clientelist economies
are fraught with dangers, since in-groups will continue
to compete over state rents with implicit or explicit
threats of force. Market-capitalist nations, in contrast,
should have relatively stable institutions, since there is
a widespread consensus on the democratic rule of law
and respect for individual rights and freedom. A chi-
square test confirms a highly significant (negative)
relationship (P < .001) of ClEgjay with Regime Instabil-
iy. In Model 9, the coefficient for Regime Instability
(1.21) remains significant, indicating that Regime
Instability has a robust impact on conflict in ways that
cannot be accounted for by clientelist economy.

Region

One cause of market expansion is having a neighbor
with a contractintensive economy, so it follows that
capitalist neighborhoods tend to emerge. However, it
is also conceivable that some regions may have less
armed conflict than others for reasons that have
nothing to do with any known theory, with CIE act-
ing as proxy for it. Preliminary tests confirm that con-
tractrich nations tend to cluster in Europe and
North America and in South and East Asia and Oceania
(P<.001), but only the former region, which I call
West, has a robust impact on armed conflict. In
Model 10, the coefficient for West (=0.11) is not
even close to significant. Since this variable is signifi-
cant without consideration of CIE, Model 10 shows
that the clustering of peace in Europe and North
America is far more likely a function of market-capi-
talism than it is some unexplained impact of region.

Neighbor at War

Since capitalist states do not fight each other (Mous-
seau 2009) and have been shown here to not have
civil wars, clusters of capitalist nations will be peace-
ful. A difference of means test with the variable Neigh-
bor at War confirms that contract-rich nations are
significantly more likely than contract-poor ones to
have neighbors in peace (P < .001). This indicates
that prior reports that having a neighbor at war may
increase the risk of conflict (Hegre and Sambanis
2006) may be spurious. In Model 11, Neighbor at
War (0.45) is positive and significant, indicating that
even if CIE is a partial cause of peaceful neighbors,
this factor has a robust impact on conflict in
ways that cannot be attributed to contract-poor econ-
omy.

Size of Military

Hegre and Sambanis (2006) have shown that the Size
of Military is a robust factor in civil conflict studies,
which may reflect a state’s capacity to rule its popula-
tion. In market-capitalist societies, citizens demand
that their states enforce the law, which could mean,
ceteris paribus, that market-capitalist nations have lar-
ger militaries than contract-poor ones. In fact, the
average Size of Military in the contractrich nations is
significantly higher than for contract-poor ones
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(P<.001). In Model 12, the coefficient for Size of Mil-
itary (—36.63) remains significant, indicating that it
has a robust impact on conflict in ways that cannot be
accounted for by contract-poor economy.

Analyses of Wars yield similar results as found in
Table 2, and further tests of the surviving variables
put together in common models, not shown due to
space constraints, yield only three variables that are
significant and robust in analyses of both Wars and
Armed Conflicts: CIE, Economic Growth, and Regime
Instability. In analyses of Wars, Anocracy is also signif-
icant. In both cases, CIE is the most robust factor of
all, including the control variables: a change from
the most war-prone to least war-prone decile of CIE
results in a 75% reduction in the risk of Armed Con-
flict and a whopping 93% reduction in the risk of
War (with all other factors set at their most conflict-
prone deciles and dummies at their most conflict-
prone positions). These impacts tower over the
impacts of Economic Growth (respectively, 40% and
51%), Regime Instability (respectively, 60% and
50%), and (for wars) Anocracy (45%) and are conser-
vative estimates, since some of the impact of CIE is
not shown due to the presence of endogenous vari-
ables Economic Growth, Regime Instability, and (for
wars) Anocracy. The analyses clearly show that mar-
ket-capitalism is a highly robust and powerful force
for peace within nations, and, once considered, most
other known factors in the study of civil conflict are
spurious.

Implications and Conclusion

While the correlations of liberal preferences with eco-
nomic development, civil peace, and democracy are
among the most powerful and longstanding observa-
tions in the study of politics (Dixon 2009:723), the
field lacks any widely considered fully encompassing
theory for these phenomena; moreover, there is no
existing consensus for an explanation for any of these
patterns separately. This study showed how a particular
kind of economic development, market-capitalism, can
offer a single account for all of these patterns. In soci-
eties with contractrich economies, almost everyone
has free choice in employers and regularly obtains
goods and services from strangers located in a market.
Due to everyone having greater opportunities to con-
tract when everyone else has greater opportunities to
contract, individuals in these societies have direct eco-
nomic interests in each other’s rights (to contract)
and welfare. Furthermore, they have interests in their
states producing the public goods of law and order,
reliably and impartially enforcing contracts, and doing
whatever it takes to promote market growth. As a con-
sequence, market-capitalist nations tend to be demo-
cratic with strong and functional states, while having
advanced economies.

Prior studies have confirmed the predicted linkages
of market-capitalism with liberal preferences (Mous-
seau 2009:61), human rights (Mousseau and Mousseau
2008), and global conflict and cooperation (Mousseau
2003, 2009). Herein, we saw that market-capitalism
Granger-causes higher income in nations, and higher

incomes do not Granger-cause market-capitalism. Anal-
yses of armed conflict in most nations from 1961 to
2001 showed that not a single civil war, insurgency, or
rebellion occurred in any nation with a market-capital-
ist economy. This result is highly unlikely to be the
result of chance and, after controlling for every known
robust variable in civil war studies, market-capitalism
emerged as the most powerful explanatory factor in
the field, by a large margin. In addition, many leading
prior variables in the civil conflict literature are spu-
rious, including economic development, state capac-
ity, oil-export dependency, economic freedom,
contract-intensive money, government spending, elec-
toral regulation, and Western. After extensive tests,
only two other variables, Economic Growth and
Regime Instability, can be said with confidence to
influence the odds of both armed conflict and civil
wars in nations.

Causation is never shown directly in any study, and
it is possible that the powerful linkage of market-capi-
talism with peace uncovered here may have a different
explanation—possibly one not to be known in our life-
times. It is also possible that the empirical results are a
function of measurement or data error or that a third
factor may account for both market-capitalism and
peace. While we must always remain skeptical in our
research, we must also assess the validity of all explana-
tions by comparing them against all available compet-
ing explanations. Serious scholars will recognize not
only the comparatively strong predictive track record
of economic norms theory, but its unparalleled lever-
age in explaining a lot with a little. The theory identi-
fies some possible microlevel roots of liberal culture,
shows how market-capitalism and the democratic rule
of law may be based on common values and institu-
tions, and offers an explanation for why market-capi-
talism, once rooted, endures and expands, explaining
in turn the democracy and development puzzle. While
everyone wants profits, those with market norms are
more likely than those without them to pursue profits
in the market rather than in crime or politics, thus
demanding rights, equal law, tolerance, and market
growth.

For anyone interested in promoting peace and pros-
perity within and among nations, several novel policy
implications follow. In contrast to the property rights
tradition (Clague et al. 1999), the state enforcement
of contracts is not sufficient for promoting economic
growth and political stability: citizens must also be able
to find jobs in the market. In contrast to the neo-
classical liberal tradition (Friedman 1970), freer mar-
kets do not always create jobs: states must often
intervene in the economy to create and sustain equal
opportunities in the market. When geographic for-
tunes or government policies cause the market to
offer greater opportunities than in-groups, a society’s
economic norms change. With recognition of
bounded rationality, we can see how, as Joseph
Schumpeter observed a half century ago, with capital-
ist development people are ‘‘democratized, individu-
alized, and rationalized”” (Schumpeter 1955:66), and
the resort to arms against others playing by the rules
becomes unthinkable.
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