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ABSTRACT

Extant theoretical and empirical work on economic growth and international
militarized conflict presents contradictory explanations and findings. Theories dating
back several decades link high economic growth to more frequent international conflict
but generally rely on anecdotal evidence, while most recent empirical studies present
evidence to the contrary. These latter studies find that low economic growth increases
international conflict, yet most are limited to the American case. [ build upon theories
claiming that higher rates of economic growth should increase the probability of
international conflict by focusing on the domestic politics of states. By contrast, I argue
that economic growth increases social optimism and military capabilities, which provide
states with the means and willingness to participate in militarized international conflicts.
[ argue that lower rates of economic growth should act as a constraint on state
involvement in foreign conflicts, especially those that entail the highest risk of fatalities.
During these times, domestic opposition could seek to exploit a leader’s possible political
vulnerability. Additionally, lower rates of economic growth should reduce military
spending and military readiness. I then extend this study to search for possible strategic
behavior in relation to the differential growth rates between two states: states may initiate
militarized action based on their own growth rate as well as that of potential opponents.
Hence, economic growth should affect when wars and other militarized disputes occur.

[ test my theory on a cross-national sample of 56 countries from around the world

from 1870-1992. The findings support my theory that countries that have sustained
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economic growth for several years are more likely to become involved in militarized
international disputes, but this effect is particularly strong in regard to severe disputes
such as wars. However, I also find that joint economic growth between two states may
act as a pacifying or deterring effect. Finally, I find evidence suggesting that many
studies of economic growth on the dyadic level of analysis (pairs of states) may suffer

from selection bias resulting from missing data that may lead to incorrect inferences.
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Chapter One

Introduction: Economic Growth and Interstate Conflict

In the years preceding the outbreak of World War One, the Russian economy had
begun to grow, and this was true of several of the other belligerents of the “War to End
all Wars.” Russian growth had been on the upswing fueled by attempts to modernize the
economy beginning in the 1890s. The industrialization of Russia grew rapidly at a rate of
approximately eight percent per year through the 1890s before depression ensued in
1900, contributing to the revolution of 1905. These crises were followed by a period of
six percent annual industrial growth that lasted until the outbreak of World War One.
Improvements in infrastructure, particularly in rail transport, and other economic reforms
led to large increases in mining and metal processing, as well as growth in textiles and
chemicals relative to Russia’s prior level of industrialization (Riasanovsky 1984). Russia
was modernizing and growing rapidly.

An interesting counterfactual situation is imaginable if one thinks about how
history might have changed if Russia, and Germany for that matter, had not been growing
in the years preceding World War One. Would there have been a war, or at least one
with the severity that occurred? Russia’s economic growth was perceived as a threat by
Germany, which saw war as inevitable with its giant neighbor to the east — delay would
only allow the Russians more time and resources to modernize their military.

The recovery from the defeat by Japan had been surprisingly rapid, and

both the British and the Germans believed Russia would be capable of

fighting a major war by 1916 or 1917... by 1914 some at least of the

Russian ministers were confident that Russia, now that she had

embarked on the big army and navy increases approved in 1913, was
strong enough to confront Germany and Austria-Hungary without
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(3]

waiting till 1917. The Germans, on the other hand, believed that they
had better have the expected war with Russia as soon as possible before
the Russians were militarily even stronger. (Joll 1984)

Thus, as the eve of the Great War approached, German decision-makers calculated that it
was better to fight Russia sooner than later, and this would in part be a preventive war.

Meanwhile, German growth and development also concerned other European
countries, particularly Great Britain. Several decades of strong economic growth, spurred
on by an efficient and growing industrial base, had transformed Germany into an
economic powerhouse, which provided the resources to build a first-rate army and the
rapid naval construction of primary concern to the British. German growth remained
constant and steady in the years preceding the outbreak of the war, ranging from 4.4
percent growth from 1912-13 and averaging 3.3% over the prior decade, as presented in
Table 1.1.!

Notice that out of the first three major military powers to become involved in the
war, two were growing economically over the past five years and Austria-Hungary had
recently enjoyed a single year of growth.” Would the war have spread if Russia or
Germany had stayed out? I would argue that economic growth increased the chance that
these two states would intervene in the conflict. Notice the moderate to strong growth for
France, Italy, and the United States. Economic growth appears to have increased these

states’ ability and willingness to fight a major war. The major exception was British

" Table 1.1 includes growth rates for World War One and World War Two for some of the major
beiligerents. These growth rates were calculated from the data I use in the empirical analyses presented in
Chapters Five and Seven. I do not have data on the USSR or Russia prior to 1928 or during part of the
period preceding World War Two and it is thus omitted from the table. Of course, not every growth rate
depicted in Table 1.1 is very high, although it appears that the prospects of war increased when countries
expected war sometime in the near future. This is particularly the case of Germany and Japan in the years
preceding World War Two. If we were to calculate whether a country should fight a war based on its
recent economic growth, it would appear that Austria-Hungary in particular should have avoided a large-
scale military conflict.

2 I do not have GDP data on Serbia for this period to explore if its economic growth may have affected its
decision to stand up to the Austro-Hungarian threats.
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growth, which was less than two percent in the years preceding the war. With the
commencement of hostilities, Germany launched a two-front military strategy reliant on
the mass mobilization and transport of soldiers across Central Europe that would not have
been feasible a few decades earlier. The Russian army had similarly been expanded and
was in the process of additional modemization. And with Russia and Germany already
committed to a major military engagement, could decision-makers in France and England

have realistically envisioned scenarios that would not have left them worse off if they had

remained neutral?

Table 1.1 Economic Growth of Primary Participants of WWI and WWII

War State Year Prior  Avg. S year Avg. 10 year
WWI United States 13.0% 3.5% 3.9%
United Kingdom 1.5% 1.1% 1.6%
France 8.2% 3.1% 2.2%
Germany 4.4% 3.5% 3.3%
Austria-Hungary 5.0% 1.9% 3.1%
Italy 4.2% 3.1% 4.2%
WWII United States 7.7% 6.0% 3.8%
United Kingdom 3.4% 4.2% 2.2%
France 5.7% 2.6% 1.0%
Germany 6.0% 8.7% 2.5%
Japan (1940) 15.7% 7.4% 1.2%

Note: The growth rates above are for the years prior to entry into war, or prior to the attack on
Pearl Harbor for Japan. For example, "Year Prior” for the United Kingdom is the growth rate
from 1912-1913. The five-year average would be from 1909-1913.
These anecdotes of economic growth and war are meant to serve an illustrative
purpose and should not be taken as a full case studies. While many scholars have

highlighted a multitude of factors that seemingly caused World War One, economic

growth may have played an important role by increasing the industrialization of the
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primary combatants, allowing them to arm themselves in a manner that permitted their
participation in the war.”> Furthermore, the economic growth that fueled the expansion of
military capabilities seems to have contributed to the perception of threat between the
European major powers that made the polarizing alliances of the region dangerous and
thus added to the severity of the war through contagion.

Moreover, economic growth may have allowed for the optimistic nationalism and
Jjingoism that increased popular support for war. It may have been difficult for the war to
erupt when it did without the primary combatants having experienced the necessary
economic growth and boost in optimism to believe each would emerge victorious in a
short war (Blainey 1988). It would appear plausible that the timing of wars and other
interstate disputes are related to the process by which economic growth affects military
power and social optimism. To participate in foreign militarized conflicts when a state
may lack sufficient military preparedness or during domestic strife, may lower the
chances of victory as well as potentially undermine the political standing of state leaders.

German generals, for example, perceived a shortening window of opportunity in
which to wage war with Russia in the early twentieth century. Their decision appears to
have been based on Russia and Gemany’s growth rates, as well as other factors.
Although this illustration provides a scenario of a possible preventive war (an attempt to

defeat an enemy in the short-term before they become even more powerful in the future),

? It is important to distinguish here between the terms development and economic growth. By
development, I mean structural change in a country over time. Countries experiencing development are
likely to become much more urbanized and industrialized, use more energy, experience increasing living
standards, and utilize new and modern technologies in both production and consumption. By economic
growth, I mean the rates of growth. Economic growth is of course likely to be higher during times when
development is accelerating, although there may be moments of economic crisis occasionally interrupting
this process. While the role of development is important, it is secondary for the purposes of this
dissertation. Instead, [ focus primarily on the effect of economic growth rates in the years immediately
preceding militarized interstate conflicts.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



what is centrally important to this thesis is that both states were growing to begin with.
What may have been a possible attempt by Germany to check Russia’s growing power
was made possible by German growth over the prior two decades.

World War Two would seem to present similar anecdotal evidence. Again, higher
rates of economic growth appeared to have provided additional resources for the military
build-ups by Germany and Japan. Germany’s GDP growth rate averaged almost nine
percent from 1934 to 1938, whereas Japan’s equaled more than seven percent between
1936 and 1940, prior to its attacks on Pearl Harbor and Southeast Asia. Would these two
states have been capable of fighting major wars around 1940 without having experienced
economic growth in the preceding years? It surely would have been more difficult and
may have reduced their chance of winning even further.

Similarly, the effect of economic growth on a country’s morale and willingness to
fight could also be illustrated with anecdotes based on World War Two. For example,
would the United States have intervened earlier in the war if it had not continued to
struggle with the economic problems of the Great Depression through the 1930s? Had
economic growth been stronger, it may have mitigated the isolationist tendencies that
blocked entry into the war. Scholars including Klingberg (1952) and Pollins (1999)
among others present evidence that the United States typically becomes involved in wars
during, or immediately following, periods of economic growth, which implies that if it
had been growing the United States may not have waited until it was attacked to have
joined World War Two. Of course, geographic distance delayed the United States at least
a few years from having to directly confront the expansionist policies of Germany and

Japan. France, however, was not so lucky.
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France was in a position to contain Hitler’s militaristic expansion in the years
prior to the outbreak of war in Europe. Why did France fail to fulfill this role? Clearly
Germany was in violation of the treaties of Versailles and Locarno such as during the
military reoccupation of the Rhineland. When Germany reoccupied this territory the
French govemment indeed wished to act. However, the French military was given the
autonomy to decide the matter and opted to do nothing fearing only a full military
mobilization would have been required to remove the Germans. Clearly, the French
military was pessimistic in its assessment of the situation and neither did the French
government take stronger measures to force the issue.

It would appear that France’s lack of military action was in part a symptom of its
domestic conditions, including economic growth. France’s economic growth rate from
1931-1935 averaged a negative 1.8 percent. The French economy had not grown in the
prior decade, afflicted by the global depression. While the German military would have
fled from the Rhineland with the first sign of French military force, the French could not
muster the will to fight. William L. Shirer, author of The Rise and Fall of the Third
Reich, referred to the French mood at the time as “...their nation already paralyzed by
internal strife and their people sinking into defeatism.” (291) Shirer also notes the
German morale was similarly low a few years earlier prior to the economic growth that
began after the early thirties, after Hitler’s rise to power. [t would seem that the French
could have found more willingness to stand up to Hitler if they would have had stronger
confidence in their economy and state power.

This thesis explores the possible link between economic growth and militarized

interstate conflict. [ examine economic growth and emphasize two ways that growth
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could contribute to militarized interstate conflict, highlighted by the discussions of WWI
and WWII above. First, economic growth may fuel increases in military power,
especially when sustained for a decade or more. Second, economic growth could affect
the timing of militarized interstate conflicts.

Lower rates of economic growth may also constrain leaders from engaging in
interstate conflicts for two reasons. First, lower levels of economic growth may slow
military spending, which may reduce troop levels, slow the acquisition of new
equipment, and diminish military readiness. Second, leaders may face stauncher
domestic opposition to their policies during periods of slow or negative economic
growth, which could erode their political capital and even result in removal from office.
Even in autocracies, factions within the military or other leadership bodies (communist
parties, tribal leaders, etc.) could act to replace current leaders.

Some scholars disagree that economic growth is positively related to interstate
conflict. There exist two theoretical perspectives that link poor economic growth to
interstate conflict. First, John Hobson (1917, 1938) and World-System theorists
following in the footsteps of Lenin contend that crises of capitalism (domestic over-
production and under-consumption) lead to expansionist and imperialist behavior on the
part of states for the pursuit of foreign markets and natural resources. And while most
scholars no longer focus on just the capitalist major powers, the theme persists that
economic turmoil and resource scarcity should lead to more conflicts in the coming years
in areas such as the Middle East over-water rights. Crises resulting from resource
scarcity could also reduce economic growth, supposedly leading to violence within and

between states (Gleick 1993; Homer-Dixon 1994, 1999; Mohammed 1997). Second,

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



some scholars theorize that state leaders may participate in, or initiate, foreign policy
crises specifically to divert attention away from domestic economic problems (Leeds and
Davis 1997; Fordham 1998; among others).

Let us further explore this example of economic growth and World War One
while considering a role for domestic politics. Should internal strife contribute to or
constrain participation in militarized interstate conflicts? If lower rates of economic
growth lead to domestic conflict, it could have several effects on interstate conflict. First,
domestic discord could either increase or decrease the probability that a state initiates or
joins a militarized interstate conflict. Another possibility is that domestic conflict could
also make states more tempting targets to opportunistic, predatory states.

In reality, the prime belligerents of World War One were not without internal
pressures. German and French officials were concerned with the spread of socialism,
while Great Britain struggled with the threat of Irish revolt and violence. In Russia,
industrialization was upsetting social relations by increasing the proletariat while
economic reforms placed new burdens on the peasantry.

We should examine a counter-factual, however: how would the probability of war
have been affected if the main belligerents had each been experiencing economic
problems that further increased domestic discord? [ would argue that higher levels of
domestic conflict would have posed an additional barrier to the onset and expansion of
World War One. It is intuitive that leaders should attempt to time participation in wars
and other serious contests to periods in which both military readiness and citizen
optimism are high. If foreign war could be used as an outlet to externalize domestic

turmoil, this would rely on a rally-around-the-flag effect (Mueller 1973). While some

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



studies associate improved presidential popularity ratings to foreign crises, this effect is
still a matter of empirical debate and little evidence exists that it would pertain to other
countries.

The timing of World War One coincided with at least moderate growth in many
of the primary combatants. For states to attempt to fight a war of this magnitude in a
period beset by economic hardship could potentially invite calamity — the citizens of the
belligerent states could be less apt to support their states’ war efforts. To enter into a war
in times of slow growth and economic hardship could accelerate or exacerbate the
potential for such tribulations. Though economic hardship resulting from the war
contributed to the Russian Revolution, the collapse of the Austria-Hungarian and
Ottoman empires, and increased risk of social and economic disintegration in Germany
by 1918, one may ponder if similar conditions of economic depression existed prior to
the war whether it would have been delayed several years (or ever fought at all). Would
Germany have been prepared for war in 1914 if they had not sustained higher rates of
economic growth the prior two decades? It might have made it more difficult to fight a
war, which may have dissuaded German decision-makers from joining the war or
allowing Austria-Hungary to believe that they could expect military support if they
pressed their demands against Serbia. While several of the main combatants of World
War One did face unique political pressures, none was so strong to immediately
undermine the sitting regimes.

Each of the European Great Powers was passing through a political and

social crisis in 1914; and in some cases the problems that confronted them

were solved or at least postponed by the outbreak of the war. It does not

follow, however, that it was in order to solve or postpone these problems

that governments declared war. Indeed, many of them were well aware
that a declaration of war might create more social problems than it would
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solve. In the period before the war as well as the moment of its outbreak
the governments of Europe had had to pay some attention to public
opinion in formulating their foreign policies, but this does not necessarily
imply that they used foreign policy primarily in order to manipulate public
opinion or to achieve internal political aims. In some cases, notably that
of Germany, as we shall see, foreign policy was sometimes used as a way
of providing focus for national feelings so as to distract attention away
from the divisions and tensions in German society. However, the relation
between domestic and foreign policy was a very complex one; and it was
often by no means clear whether a policy risked involving a country in
war would be more likely to create a mood of national solidarity or to
provoke a revolution. (Joll, 92)

The Theoretical Importance of State Economic Growth on World Peace

As the discussion above suggests, economic growth may be related to the timing
of hostilities and thus an important consideration in strategic decision-making. Poor
economic growth may lead to lower domestic morale and a decline in military readiness.
However, it may be true that lower rates of economic growth more often lead to
militarized interstate conflicts when people become aggravated and put pressure on
governments for additional benefits. In the end, we should expect leaders to strategically
consider economic conditions and their effects on popular support before becoming
involved in foreign conflicts, particularly those that raise the risk of war.* This is the
empirical question investigated in this thesis.

Moreover, economic growth has both monadic and dyadic qualities in regard to
interstate conflict. Not only is it possible that domestic economic conditions may
influence decisions when to start or intervene in interstate conflicts, leaders may also base
their decisions on the economic situation of potential adversaries. In the above example

of the German-Russian dyad, Germany waged a preventive war against Russia (they

* By strategic decision-making, I mean that leaders should choose to initiate or join foreign conflicts when
domestically it is most supportive and it increases the chances of victory. This is not to mean that foreign
policies that risk conflict during times when the potential costs are high (but the potential payoff is also
high) could not occur, but only that they will be atypical compared to most conflicts.
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perceived it preferable to fight Russia before it could become even stronger). Others
such as Blainey (1978) suggest that states suffering from economic disruption, or other
domestic problems, may be predatorily targeted by other states. Based on this strategy,
Iraq appears to have attacked Iran in 1980, in the wake of the revolution that disrupted
Iran politically, socially, and economically. Moreover, if economic growth increases the
power and resolve of states, allowing them the means and willingness to engage in
militarized conflicts, then another possibility is that dyads of growing states should not
only face a higher risk of a militarized dispute, the chance of war occurring may likewise
rise.

Nevertheless, any theory of economic growth and interstate conflict should focus
primarily on the national level of analysis: economic growth is first and foremost a state
level attribute.” But of course, interstate conflict always entails two sides of contending
participants, which means that a state level explanation of the growth-conflict nexus
should be able to offer some insight into disputes between pairs of states. We also know
from a large body of literature in the field that several dyadic factors are important
determinants of peace and conflict. Even though economic growth may affect the
likelihood that states will engage in interstate militarized disputes, democracies appear
less likely to choose a democratic opponent in a militarized dispute, and even less likely
to escalate to war (Russett 1993; Ray 1995; Oneal and Russett 1997, 1999). The theory
presented here specifically seeks to separate and measure monadic from dyadic factors in
a single study. Most existing studies on this topic typically operate on only a single level

of 