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Welfare State model of the early 20™ century, and remains relevant today in face of
rising inequalities and political conflict. Yet there is limited empirical evidence about
this question. We make use of a panel of 12 Latin American countries over the period
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1. Introduction

The relationship between government welfare spending and political conflict has deep
historical roots. Chancellor Otto von Bismarck famously implemented the world’s first social
insurance programme in the late nineteenth century in Germany as a response to social
demands, increasingly stronger workers unions’ movements and the threat of political
violence. The idea of using government transfers to ensure political stability spread rapidly
across Europe (Esping-Andersen 1990). This was accompanied by the extension of voting
rights in Western societies during the late 19" and early 20"™ centuries, viewed by many also
as a response to the threat of civil unrest (Acemoglu and Robinson 2000, Meltzer and Richard
1981). Yet, to date, there is limited empirical evidence on the effectiveness of government
welfare spending to prevent or reduce political conflicts, or on the mechanisms that may
shape such effects. This paper contributes to filling this gap. We address this important
empirical question in the context of Latin America, where political conflict has been rife over

the past century.

A substantial body of literature has attributed the causes of political conflict in Latin America
to the historically high levels of inequality experienced in the region (see Machado et al.
2008). The debt crisis in the 1980s is a case in point where adjustment policies worsened
income distribution, fuelling violence in many parts of the region (Arias and Goldstein 2010,
Voth 2011). As a result, distributional considerations became central to policy agendas across
Latin America (Cornia 2014). One of the most significant changes in that period was related
to social welfare spending, which started to increase in the 1990s, and kept on rising
throughout the 2000s. Over the same period, the region experienced a gradual and persistent

reduction in violence. Whether these two trends are related remains an open question.

We exploit this historical variation in government social policies and political conflict to
investigate empirically the effect of government welfare spending on the incidence of internal
political conflict. The analysis uses a longitudinal dataset compiled across 12 Latin American

countries over the period 1970-2010.

Identifying the effect of government welfare expenditure on political conflict is a challenging
task because standard OLS estimates may be biased due to reverse causality and omitted

variable biases. The direction of potential biases is a-priori ambiguous. OLS estimates could
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be biased upwards if, for instance, political conflict increases social demands for government
welfare expenditure — something that is quite plausible in contexts where conflicts are driven
by inequalities and grievances, as in many parts of Latin America. Other shocks, such as the
financial crises that took place across the region in the period under consideration, may also
lead to upward biases in the OLS estimates since they may result in increases in both political
conflict and government expenditure in the form of populist policies (e.g. Sachs 1989). OLS
estimates could be biased downwards if, for instance, governments restrain welfare
expenditure in areas more heavily affected by conflict (in fear of funds being appropriated, or
as a form of punishment against insurgent groups and their support bases), or are not able to
raise enough revenue to fund social policies in face of the economic destruction caused by the

conflict.

We adopt several empirical strategies to address these concerns. The first is the use of a
country-fixed effects model, which controls for time-invariant differences between countries.
This is useful because there is a large variation in conflict experiences across the countries in
the sample. The second strategy is the use of instrumental variable models that exploit
exogenous variation in the value of welfare spending in neighbouring countries to proxy for
government welfare expenditure. This strategy is based on the assumptions that fiscal design
has had spill-over effects across the region, and that welfare spending in neighbouring
countries has no impact on political conflict other than through its influence on domestic
fiscal policy. We test also an alternative instrumental variable in the form of an exogenous
impact of natural disasters. Third, we make use of the long-time dimension of the data to
address potential endogeneity using regression models with instruments generated by
applying Lewbel (2012)’s method and the Hausman-Taylor estimator (which is based on an
instrumental variable estimator that uses both between and within variation in exogenous
instruments). We find across all model specifications a strong and statistically significant
negative effect of government welfare spending on the incidence of political conflict across

Latin America in the period between 1970 and 2010.

While all the empirical strategies we employ have inherent weaknesses, the consistency of
the results across all models — in terms of size and significance of the estimated coefficients —
reassures us about the strength of our main result. This analysis is further supported by the
empirical testing of four mechanisms that may shape the relationship between government

welfare spending and political conflict: absolute levels of inequality, perceptions of
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inequality, trust in government institutions and social trust. We find that the conflict-reducing
effect of government welfare spending is more pronounced in countries that experienced
reductions in the levels and perceptions of inequality, as well as in countries with increasing
levels of social trust and trust in state institutions. Additional results show that only welfare
spending has an effect on political conflict. All other forms of expenditure do not affect
political conflict, while high levels of expenditure on the military are associated with

increases in political conflict across Latin America.

These results entail important contributions to several bodies of literature. Although a number
of political science papers have examined the effect of government spending on political
violence (Barakat and Urdal 2009, De Juan and Bank 2015, Fjelde and de Soysa 2009, Ostby
and Urdal 2010, Taydas and Peksen 2012, Thyne 2006), this is, to the best of our knowledge,
one of the first studies to analyse which specific forms of expenditure and which mechanisms
may shape the relationship between government spending and political conflict. The paper
contributes also to a growing economics and political science literature on the effects of
counterinsurgency and aid interventions in modern political conflicts. Several studies have
shown how improved provision of social services and public goods may have contributed to
reducing insurgent violence in Iraq (Berman, Shapiro and Felter 2009), India (Khanna and
Zimmermann 2015) and Afghanistan (Beath, Christia and Enikolopov 2012). However,
literature on the effects of aid on political conflict has portrayed a different picture. Crost et
al. (2014) show that aid in the form of a community-driven development programme in the
Philippines led to increases in conflict among communities that were eligible to receive the
programme, while Nunn and Qian (2014) find that increases in US food aid increase both the
incidence and duration of armed conflicts among recipient countries. Theoretically, there is
no reason to expect external aid flows and internal government expenditures to have similar
effects on political conflict. This is because internal government expenditures are a direct
reflection of the social contract between governments and citizens, while external aid may be
implemented without affecting this relationship. The result in this paper suggests that this
mechanism may have been strongly at play in Latin America in the period being considered.
Finally, the paper offers also an important contribution to recent literature on state capacity.
Several studies have argued that state capacity is key to political stability and successful
economic development (Besley and Persson 2009b, 2010, Acemoglu et al. 2015). In the case
of Latin America, Centeno (2002) has linked economic failure and political conflict to limited

state capacity. This paper contributes to this literature by showing how increased capacity of
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states to provide public goods in the form of social welfare programmes may improve
political stability, which in turn may strengthen state capacity in the future as state

institutions will be better able to focus on social development rather than military expansion.

2. The relationship between government welfare spending and political conflict

The relationship between redistribution, government expenditure and political conflict is not
a new concern in the political economy literature. In a series of influential papers, Grossman
(1994, 1995) modelled formally how redistributive policies, such as wage subsides, lump-
sum transfers or land reforms, may reduce the probability of extra-legal appropriative
activities. Azam (1995, 2001) showed subsequently that public expenditure with a strong
redistributive content (for instance, in education and health) may strengthen the social
contract and prevent the outbreak of political violence. This theoretical literature has
provided important insights about the relationship between government redistributive policies

and political conflict; empirical evidence is in contrast weaker.

A small literature in political science has examined correlations between government social
expenditures — education expenditure, in particular — on the incidence of armed conflict
(Taydas and Peksen 2012, Fjelde and de Soysa 2009, Barakat and Urdal 2009, Ostby and
Urdal 2010, Thyne 2006). De Juan and Bank (2015) show that the risk of violence in the
recent conflict in Syria between March 2011 and November 2012 was lower in sub-districts
where government provision of electricity was higher. A related body of literature has
attempted to isolate the causal effects of government transfers on crime reduction. Chioda et
al. (2012) show that the Brazilian Bolsa Familia has had a strong negative effect on urban
crime in S3o Paulo due to increases in household income and changes in peer group
membership. Camacho and Mejia (2014) report similar results for the Familias en Accion
programme in Bogota, Colombia. Closer to our paper are the studies of Voth (2011) and
Justino (2015). Voth (2011) provides evidence that cuts on public spending increased social
unrest and instability across eleven South American countries between 1937 and 1995.
Justino (2015) shows that government expenditure on social services contributes to the
reduction of rioting in India using state-level data over the period between 1960 and 2011.
These papers do not, however, identify what mechanisms may explain the relationship
between government welfare spending and political conflict, and questions remain open

about when and under which conditions government spending on social welfare policies may
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reduce political conflict. We discuss below three potentially relevant mechanisms, which we
test in subsequent sections: changes in inequality, social trust and the commitment and

quality of state institutions.

Changes in inequality. The large majority of existing studies on government expenditure and
conflict/crime implicitly assume that welfare spending will reduce political conflict because it
wins the hearts and minds of the people, addresses grievances that may have led to the initial
conflict and increases the opportunity costs of engaging in violence (Azam 2001, Grossman
1995). In a seminal paper, Meltzer and Richard (1981) argue that policy-induced shifts in the
median voter towards the poorer and disenfranchised (for instance, through the extension of
the voting franchise) may result in higher demands for redistribution and lower inequality.
Democratic governments in turn respond to social demands to reduce inequalities in order to
maintain stability (Acemoglu and Robinson 2000). States which are better able to allocate
more resources to reforms that address grievances (or are better able to buy-out opposing

elites) are less likely to experience violent political conflict (Buhaug 2006).

However, the assumption that government welfare spending will reduce political conflict
because it leads to reductions in inequality has been at the centre of an unsolved empirical
debate. An older body of literature reported a close correlation between armed conflict, levels
of relative deprivation and asset and income inequality (for instance, Gurr 1970, Muller and
Seligson 1987, Schock 1996). However, recent studies of civil wars have consistently failed
to find evidence for a statistical association between standard measures of vertical income
inequality (the Gini coefficient) and the onset of civil wars (see Collier and Hoeffler 2004).
Some studies have argued that this may be because armed conflict responds to differences
between social groups rather than vertical forms of inequality (Cederman et al. 2013, Esteban
and Ray 1994, Montalvo and Reynal-Querol 2008, Murshed and Gates 2005, Ostby 2006,
Stewart 2002), but there is no agreement to date as to which inequalities and what levels of

inequality between groups may affect (and how) the risk of political conflict.

The reason for these diverging results may have to do with the fact that government welfare
expenditures reduce the risk of political conflict for reasons not related to changes in absolute
levels of inequality. In fact, there is no a-priori reason to believe that redistributive policies
will result in lower levels of inequality (Bénabou 2001, Piketty 1995, 1998), and welfare

programmes may be associated with rises in inequality when the political system is captured
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by elites to pursue their own interests and buy-out voters through forms of clientelism — as it
was the case of much of Latin America throughout its recent history (Centeno 2002, Diaz-
Cayeros et al. 2012). Redistributive policies in these settings are used to allocate rents to
powerful groups that may threaten the stability of the state and the elites that control it, rather
than providing public goods more generally or improving the social conditions of the poor

(Acemoglu et al. 2004, Bueno de Mesquita et al. 2002, 2003, Piketty 1995).

Even if government welfare spending has no effect on absolute levels of inequality, the
likelihood of political conflict may be still reduced if increased welfare spending affects
people’s perceptions about future levels of inequality. Several studies have reported
significant discrepancies between perceived and actual levels of wealth inequality in the US
(Norton and Ariely 2011), Argentina (Cruces, Perez-Truglia and Tetaz 2013) and in cross-
sectional samples (Niehues 2014, Gimpelson and Treisman 2015). It is therefore possible that
people may respond to government policy through its effects on their perceptions about
inequality rather than about objective levels of inequality per se. Thus, even if redistributive
policies do not necessarily change levels of inequality (at least in the short-term), they may
offer signals that affect perceptions of inequality — and therefore the levels of social

discontent that may drive political conflict.

Social trust. An alternative mechanism may have to do with the effects of welfare policies on
levels of social trust within a given society. A body of literature has argued that social
welfare policies may reduce the ability of people to trust and cooperate with one another
because they increase social dependence on the state and crowd-out collective action (De
Swaan 1998, Fukuyama 2000). However, this largely theoretical literature has had limited
empirical traction. Several empirical studies have shown that government welfare policies
tend improve social trust because they strengthen the integration of individuals in society
(Knack and Zak 2001, Kumlin and Rothstein 2005) and foment reciprocity ties and fairness
beliefs (Finan and Schechter 2011, Rothstein 1998). Alesina and LaFerrara (2002a, 2002b)
show that social trust is higher in communities with lower levels of inequality. Therefore,
government welfare policies may improve social trust when they reduce inequalities between
social groups. Higher levels of social trust are, in turn, seen to be central to social order and
the reduction of political conflict (Colletta and Cullen 2000, World Bank 2011), because
social trust is generally associated with higher levels of economic development and social

cohesion (Akerlof 1976, Ostrom 1990, Putnam 1993). Empirical evidence on the link
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between social trust and violent conflict has, however, been mixed. Trust among community
members has been found to reduce crime levels, largely due to reductions in the cost of social
transactions (Lederman, Loayza and Menendez, 2002). In India, Varshney (2002) has shown
that high levels of civic associations (which require high levels of interaction and trust
between community members) play an important role in mitigating the risk of civil unrest.
But other studies have shown that high levels of inter-group trust and cooperation may in
some cases create the basis for violence between ethnic and religious groups (Pinchotti and
Verwimp 2007, Sambanis 2001), due to the rise of parochial attitudes against outsiders
(Bauer et al. 2011). Although these findings cast doubts on the generally assumed negative
relationship between social trust and political violence, they may be of less relevance to Latin
America where there is little evidence for a link between political violence, ethnicity or

religion (Solimano 2004).

Commitment and quality of state institutions. The relationship between government welfare
policy and political conflict may be also mediated by institutional mechanisms. Several
studies have argued that welfare spending, even if not redistributive, may signal the ability of
the state to credibly commit to the social contract (Acemoglu and Robinson 2006), or at the
very least to commit to the political inclusion of groups that may affect stability (Bueno de
Mesquita et al. 2002, 2003). This commitment may, in turn, increase trust in government
institutions and reduce the likelihood of conflict when increased welfare spending signals that
the distributional commitment of the government will carry into the future (Acemoglu and
Robinson 2000, 2006, North and Weingast 1989). Spending on welfare programmes is a
particularly strong commitment device because “social security entitlement programs appear
to be more difficult to cut than other redistributive programs” (Acemoglu and Robinson
2000: 1194). But in settings where government programmes are part of strong patronage
systems, trust in government institutions and the capacity of the government to solve social
conflicts may be reduced (Besley and Persson 2009a, Ferejon 1974), leading to increases in
the risk of violent conflict (Besley and Persson 2010, North, Wallis and Weingast 2009).
Empirical evidence on these mechanisms is mixed. Several studies have found that cash
transfer programmes have led to increases in political support for incumbent governments in
countries such as Brazil (Zucco 2013), Colombia (Nupia 2011), Honduras (Linos 2013),
Mexico (Diaz-Cayeros et al. 2012, De La O 2013), and Uruguay (Manacorda et al. 2011). But
only a few studies find that voters are equally likely to vote for parties not associated with the

initial implementation of the programmes (De La O 2013, Zucco 2013). In the case of Latin
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America, Centeno (2002) has attributed the persistence of political conflicts to limited state
capacity to uphold the social contract beyond short-term elite bargains, but recent evidence
suggests that this situation may be changing with the advent of conditional cash transfer
programmes when these are implemented through non-partisan processes (Diaz-Cayero et al.

2012, De La O 2013, Zucco 2013).

The direction of the three mechanisms discussed above is therefore a-priori ambiguous.
Government welfare transfers may lead to lower risk of political conflict when they reduce
inequalities, strengthen social trust and signal an improvement in the capacity and
commitment of the government to uphold the social contract. However, government welfare
policies that reinforce existing social disparities, promote the power of elites and are
perceived as unfair may increase the risk of political conflict. We will explore further the role
of these mechanisms in shaping the relationship between government welfare spending and

political conflict in Latin America in section 5.

3. Government welfare spending and political conflict in Latin America

Between the late 1950s and the late 1980s, Latin America witnessed large increases in
political conflict. Table 1 summarises some of the most notorious conflicts in that time
period. Several were the outcome of exacerbated political tensions following the Cuban
revolution and the Cold War, which resulted in widespread rural guerrilla insurgencies in the
1960s and several instances of urban violence during the following decade. Armed violence
was used both by rebel groups and the state military, with right-wing military regimes during
the 1970s condoning state-sponsored terror and violence (Solimano 2004). Political conflict
reached particularly high levels during the period of the ‘third wave of democratization’ in
the late 1970s and early 1980s. These episodes were almost exclusively internal and included
guerrilla movements, terrorism, civil wars and state-led violence. Central America has been
in general the area most affected by political conflict, but longstanding traditions of political

violence and armed conflict have persisted across the Andean and Southern regions.

[Table 1 about here]

Although the number of political conflicts has decreased in recent years across most of Latin

America, their legacy remains in many parts of the region in the form of high crime rates,
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drug-related violence and political instability. Different factors have been proposed in the
literature to explain these trends. Centeno (2002) and Grassi (2010) have emphasized the role
of persistently weak institutions and state capture, whereby strong ties between economic
elites and non-democratic regimes have prevented the majority of people from participating
in the political process and led to widespread social discontent. Polarized ideological debates
at the international level — the ‘communist threat’ versus ‘capitalism’ — have also influenced
domestic politics and provided insurgent groups with a socio-revolutionary discourse (Art
and Richardson 2007). Several scholars have emphasised the role of progressive

dissatisfaction with economic outcomes and sharp increases in inequality (Solimano 2004).

Violence reached a peak in Latin America in the late 1980s (Figure 1). Many governments
across the region moved then to new rounds of economic reforms, and important changes
took place in terms of improving social assistance programmes (Gough et al. 2004). In the
1990s, many governments introduced or extended workfare programmes, and social pensions
targeted to selected groups not covered by social insurance schemes became widespread in
the 1990s and in the 2000s. The most important innovation was related to the introduction of
conditional cash transfer programmes: originally implemented in Brazil and Mexico in the
mid-1990s, these programmes represent nowadays the prevalent model of social welfare
protection across the entire region (Gough et al. 2004, Ferreira and Robalino 2010). As a
result, social welfare spending started to increase in the 1990s, and kept on rising throughout
the 2000s. Coincidentally (or not), the region experienced a gradual and constant reduction in

armed violence over the same period.

Figure 1 illustrates these two trends using the dataset we have compiled for this paper for
Latin American countries.' The measure of political conflict was extracted from the
UCDP/PRIO Armed Conflict Dataset (Gleditsch et al. 2002),> which defines political conflict
events as “contested incompatibility that concerns government and/or territory where the use
of armed force between two parties, of which at least one is the government of a state, results
in at least 25 battle-related deaths.” Following standard conventions in the literature, we

recoded the original variable into a binary indicator which assumes value 1 if the country has

' The sample includes the following countries: Argentina, Chile, Colombia, El Salvador, Guatemala, Mexico,
Nicaragua, Panama, Paraguay, Peru, Uruguay and Venezuela.

2 Available at: http://www.pcr.uu.se/research/ucdp/definitions/.

> Under this definition, ‘political violence’, ‘armed conflict’” and ‘violent conflict’ are terms used
interchangeably throughout the paper. In later sections, we will consider more restrictive definitions of political
conflict such as smaller internal conflicts, civil wars and guerrilla wars.
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experienced in a given year violent conflict between an internal opposition group and the

government.

[Figure 1 about here]

Welfare spending is measured by the ratio of government social expenditures to GDP.* This
variable was obtained from the Latin American Welfare Dataset 1960-2014 database
constructed by Huber and Stephens (2015).> This is one of the most comprehensive and
publicly available government expenditure databases on Latin America countries.
Information is collected mainly from the IMF Government Financial Statistics Yearbook.°
These data show that welfare spending and political conflict have followed two opposite

trends since the 1980s (Figure 1), which we will explore in the empirical analysis below.

4. Empirical approach

4.1. Econometric model

In this section, we test empirically the effect of government welfare spending on the

incidence of political conflicts in Latin America. We estimate the following baseline model:
political conflict;y = ag+ aywelfare spending;; + ay Ziy + n; + Uyt (1),

where i and ¢ identify the country and year. #; and u;, are, respectively, the time-invariant
country fixed effects and the idiosyncratic error term. The dependent variable is a binary
indicator with value 1 if the country experienced in any given year a case of political conflict
as defined in the UCDP/PRIO Armed Conflict Dataset. The main explanatory variable is the

ratio of government welfare spending on GDP.

* Includes government expenditure on safety nets, social assistance and social insurance. Education and health
are included in the database as separate expenditures and will be analysed in a later section.

> Access to these data and more detailed information can be found on
http://huberandstephens.web.unc.edu/common-works/data/.

® We complied also additional information from the annual CEPAL publication, Social Panorama. We used data
from different sources for two countries — Colombia and Paraguay — in order to ensure the broadest possible
country coverage. In this, we used data, respectively, from IFPRI’s Statistics of Public Expenditure for
Economic Development (SPEED) and from Easterly (2001). These two datasets are also based on the IMF
Government Financial Statistics. We used data from CEPALSTAT in order to extend data on social spending
for Mexico until 2010.

11



Z identifies a set of variables that control for a number of economic, institutional and political
factors that may have affected the incidence of political conflict in Latin America between
1970 and 2010. The first control is the level of GDP per capita. This is a widely used variable
in conflict analysis to proxy for factors that shape state capacity (Fearon and Laitin 2003), or
the cost of the economic opportunity of wars (Collier and Hoeffler 2004). Another reason to
include this variable is the expectation, in line with the existing literature, that the risk of

conflict decreases with income levels (Hegre and Sambanis 2006).

Three additional control variables account for the institutional framework that underlies the
political systems of each country. The first is the share of votes of smaller parties in total
votes. This variable was compiled from Teorell at al. (2015) and Vanhanen and Lundell
(2014) and provides information on the spread of plurality of expression is within the
political landscape of each country. We expect less power concentration and more plurality to
be associated with a reduction in the risk of conflict (Fearon and Latin 2003, Cederman et al.
2013). The second institutional variable is the share of the population who voted in the last
presidential election. This variable, compiled from the same sources, is used to proxy for the
participation of citizens in the political process. The expectation is that exclusion from the
policy process may make conflict more appealing for some (Machado et al. 2009, Tilly and
Tarrow 2015). This variable may be problematic because there is evidence that government
transfers in Latin America may have been used to mobilise voters (Diaz-Cayeros et al. 2012,
Zucco 2013). In order to reduce potential collinearity concerns, we measure whether citizens
voted in past presidential elections, as it is unlikely that current welfare transfers would have
affected voting behaviour in the past. Finally, we have introduced a dummy variable, which
assumes value 1 during years of political elections, following Teorell et al. (2015). This is
because the proximity of political elections may increase the outbreak of social and political

tensions (Wilkinson (2005).’

4.2. Empirical results

The baseline estimation of equation (1) above is derived from a least-squares dummy variable

model (LSDV) with country fixed effects in order to capture structural differences across

7 Summary statistics and correlations for these variables are reported in Tables Al and A2 in the online
appendix.
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countries. The main results are presented in Table 2. Model 1 shows the baseline regression
with country fixed effects and no controls. Model 2 estimates the same regression while
controlling for the gross domestic product per capita of each country in each year. Model 3
introduces the full set of controls discussed above. In line with our prior expectations, the
results show that the coefficient for government welfare spending is negative and statistically
significant across the three specifications. The coefficient increases as further controls are
included in the model. According to our preferred specification (Model 3), increasing
government welfare spending by one percentage point of GDP reduces the probability of

conflict by around five per cent.

It is also to note that the coefficient for the GDP per capita variable is negative and
statistically significant. This result is in line with other literature, suggesting that countries
with higher national income levels are less likely to experience violent conflict (Fearon and
Laiton 2003, Collier and Hoeffler 2004). The remaining controls are not statistically

significant.

[Table 2 about here]

Although the use of country-fixed effects in Table 2 may go some way towards addressing
some of the omitted variable concerns, there are additional reasons why the estimators above
may yield inefficient and spurious estimates, as discussed in the introduction. To overcome
these problems, we use a series of alternative estimators. The first alternative strategy is the
use an instrumental variables (IV) estimator, where we regress government welfare spending
on the value of government welfare spending in neighbouring countries. This is similar to the
strategy proposed in Collier and Hoeffler (2004), who use the level of military spending in
neighbouring countries to instrument for national level of military spending. Bodea et al.
(2015) use a similar strategy to investigate the impact military spending on the risk of violent
conflict related to oil wealth. Ebeke and Ngouana (2015) use the level of subsidies in
neighbouring countries in order to instrument the level of spending on subsidies in a given
country. In order to construct our instrumental variable, we calculated for each country the
average value of government welfare spending in countries sharing the same borders. For
example, in the case Argentina, the average value of government welfare spending was

computed from neighbouring Bolivia, Brazil, Chile, Paraguay and Uruguay.



As with any instrumental variable, this variable needs to be strongly correlated with the share
of government welfare spending in each country. Table 3, Model 1 confirms that this is the
case. Furthermore, the F-statistic associated with the first stage results is above 10 confirming
the strength of the instruments, while the Kleibergen-Paap F-statistic for weak identification
exceeds the Stock and Yogo critical values rejecting the null that the instrument is weak. The
strength of this variable as a valid instrument is also be justified by the significance of fiscal
spill-over effects in policy design across Latin America (see De Ferranti et al. 2004, Ferreira
and Robalino 2010). Notably, the choice of this instrument is based on the intuition that
governments are more likely to increase their welfare spending if other countries in the
neighbourhood do the same. A large literature has documented how welfare spending in Latin
American countries followed similar trends across time (Cornia 2014). In the 1970s, Latin
American countries exhibited low levels of welfare spending (Fiszbein 2005). Under the
aegis of the “Washington Consensus” welfare systems across the region were further
restricted (De Ferranti et al. 2004). In the 1990s, these trends were reversed — yet again across
the entire region — by the ‘social assistance revolution’ (Ferreira and Robalino 2010). Several
examples illustrate the significance of these fiscal spill-over effects in fiscal policy design
across Latin America, including the spread of old-age pension systems during the 1990s
following the first programme implemented in Chile, and the rapid diffusion of conditional
cash transfers following the Bolsa Escola in Brazil and Progresa in Mexico (Fiszbein and

Schady 2009, Calvo et al 2010, Stampini and Tornarolli 2012, Rofman et al. 2013).

In addition, we need to ensure that the instrumental variable is correlated with the dependent
variable (incidence of political conflict) only through its impact of the endogenous variable or
through any other control variable already included in the econometric specification. One key
threat here is the fact that government welfare spending in neighbouring countries may
simply capture common shocks that may affect all countries. We control for this possibility
by including GDP per capita as a control in all regressions in Table 3 since any change in
local economic conditions that may affect the likelihood of conflicts in neighbourhood

countries will be absorbed by variation in GDP (Miguel et al. 2004).

We test further the validity of the main instrumental variable using three additional strategies.
First, we replace our main instrument with the average value of government welfare spending
in the previous three years in countries sharing the same borders (Table 3, Model 2). The idea

is that governments may take a while before they are able or willing to mirror policies
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introduced in neighbouring countries. Second, we replace our main instrument with an
alternative instrument on natural disasters (Table 3, Model 3). Exogenous natural disasters in
the case of Latin America (as elsewhere) have been closely associated with increases in
government social spending given associated social and economic costs that require
government intervention (IADB 2000, Strobl 2012). The data we used were extracted from
Emergency Events Database (EM-DAT).® This dataset contains information on different
types of natural disasters, since 1900. For each of them, the database reports information on
the number of persons affected, as well as on the number of deaths. In order to measure major
disasters (those more likely to have wider exogenous effects), we have used a dummy
variable assuming value 1 if at least 100 people died or at least 100 persons were affected by
the natural disaster. Finally, we estimated also the main instrument and the disasters
instrument in the same equation in order to avoid the model being exactly identified and to

test the validity of the instruments (Table 3, Model 4).

These alternative instrumental variables are also strongly correlated with the dependent
variable (Table 3). F-statistics associated with the first stage are above 10, and the
Kleibergen-Paap F-statistics for weak identification exceed the Stock and Yogo critical
values. The over-identification test (J statistic) (Hansen 1982) associated to the Model 4
shows that instruments can be considered valid. However, it is important to notice that
endogeneity test show that the null hypothesis could be not rejected generating doubts about
the assumed endogenous nature of the welfare spending variable. Therefore, it is important to
interpret the IV results with care as these can potentially generate less than efficient

coefficients.

[Table 3 about here]

Table 4 reports the main IV estimates in column 2 and the alternative IV estimates in
columns 3, 4 and 5, respectively. The coefficients for government social spending remain
negative and statistically significant. Using our main instrument, results show that an increase
of one point in the ratio of welfare spending would reduce the probability of political conflict
by almost 7.5 percent, which is two and a half percentage points higher than our baseline

model (column 1). The GDP per capita coefficient remains negative and statistically

8 Data are available on: http://www.emdat.be/.




significant. The coefficients for government social spending are higher including the proxy
for major natural disasters but remain statistically significant. These magnitudes must,
however, be interpreted with care as the IV estimators may be inefficient in the present of a

non- or weakly endogenous variable.

[Table 4 about here]

In addition to the instrumental variable models above, we have estimated alternative models.
The first uses an instrumental variables regression model with instruments generated
applying Lewbel (2012)’s method. This method estimates regression models with
endogenous or mis-measured regressors in the absence of proper instruments (Baum and
Schaffer 2012). Internal instruments are generated as functions of the model’s data using
heteroscedastic covariance restrictions. The rationale for employing this strategy is that
identification is achieved when employing regressors that are not correlated with the product
of the heteroskedastic errors (Mishra and Smith, 2015: 168). This strategy can also be applied
by combining internal instruments with external instruments, when they are available
(Lewbel 2012), which we do in Table 4. The results for these models are shown in columns 6
and 7 of Table 4. Column 6 shows the Lewbel model using only internal instruments (i.e.
valid instruments from within the model considering the heteroscedasticity of the error
terms), while column 7 shows the same results using both internal and external instruments
(i.e. welfare spending in neighbouring countries). These regressions estimate coefficients that
are only slightly lower than those of the LSDV estimator and confirm that an increase in
government welfare spending is associated with statistically significant reductions in conflict

across Latin America in the period between 1970 and 2010.

In column 8 of Table 4 we re-estimate the baseline model using the Hausman-Taylor
estimator. This estimator allows us to deal with endogenous regressors using valid
instruments from within the model. This approach also allows us to estimate time-invariant
variables using the means of exogenous time variant regressors (Wooldridge 2002). Thus, we
introduce an index of ethnic fractionalization in order to test if ethnic differences affect the
probability of political conflict in Latin America.” We were not able to introduce this variable

before due to its time invariance, but a body of literature has postulated that ethnic

? This index measures the probability that two individuals selected randomly belong to two different groups.
This variable ranges from 0 — i.e. perfectly homogeneous - to 1 —i.e. highly fragmented.
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fragmentation is a key variable explaining violent conflict, particularly in Africa (Easterly
and Levine 1997). The results (column 8) remain consistent. The point estimator of the effect
of government welfare spending on political conflict is only slightly lower than the baseline
model. The new index of ethnic fractionalization introduced in this specification is positive

and statistically significant, in line with other findings (Easterly and Levine 1997).

In summary, all model specifications show a strong and statistically significant negative
effect of government welfare spending on the incidence of political conflict across Latin
America in the period between 1970 and 2010. As discussed above, all empirical strategies
we employed have specific weaknesses. However, their consistency — in terms of size and

significance of the estimated coefficients — reassures us about the strength of this result.

5. Robustness tests

We have implemented a series of robustness tests to check the validity of the results
discussed above. These include (i) the effect of welfare spending on the onset and duration of
conflict, (ii) the use of alternative data sources, (iii) changes in control variables, (iv)
robustness to country sample selection, and (v) the use of alternative government expenditure

measures.

Impact of government welfare spending on the onset and duration of conflicts. The results
discussed above refer to the effect of government welfare spending on the probability of a
country experiencing armed conflict in any given year. We here the effect of government
welfare spending on the probability of an armed conflict starting (conflict onset) using the
approach suggested by Collier and Hoeffler (2004). According to this approach, observations
that refer to continued conflict periods are dropped generating a new sample, which includes
only conflict onset (with value one) or no conflict periods. We take into account also how
government welfare spending may influence conflict duration. In this case, we constructed a
dependent variable with only periods of continued conflict until the end of the conflict and
excluding all other observations. The effect of government welfare spending on the onset of
political conflict is negative and smaller (-0.014) than our baseline result (Table A3 in online
appendix). This is expected given that we are now restricting the sample to only the first
period of the conflict. Government welfare spending does not have an effect on conflict

duration.



Alternative dependent variables. We were able to compute alternative measures of political
conflict that distinguish between civil wars with at least 1,000 annual battle-related deaths,
and low-intensity internal conflicts that resulted in between 25 and 999 annual battle-related
deaths. We considered also an alternative source of data using the conflict list produced by
the Center for Systemic Peace (CSP) Major Episodes of Political Violence (MEPV), 1946-
2013." The main difference between these two sources is related to the intensity threshold
used to qualify episodes of violence as conflicts. The MEPV dataset reports conflicts with at
least 500 deaths with no yearly minimum. The UCDP/PRIO datasets count all reports of
combatants and civilians killed directly in combat (Burbach and Fettweis 2015: 427), while in
the MEPV dataset the number of deaths are based on estimates. We consider in addition the
effect of government welfare spending on a specific type of conflict that has been common
across all of Latin America: guerrilla warfare. These data are provided in Bazzi and Blattman
(2014). The sign and statistical significance of the coefficients shown across all these
specifications are similar to those reported in section 4 (Table A4 in online appendix). These
results suggest that government welfare spending has a stronger effect on the reduction of
smaller internal conflicts than on civil wars: an increase of one point in the ratio of
government spending reduces the probability of civil war by 1.5 per cent, but by 6.5 percent
in the case of lower intensity conflicts. The magnitude in the coefficient changes only slightly
when we use of the MEPV dataset, and when we define political conflict in terms of guerrilla

warfare.

Alternative specifications. In order to test further for the correct specification of the models
and potential omitted variable biases, we used three alternative specifications (Table AS in
online appendix). First, we included year dummy variables in the baseline specification. The
coefficient of government welfare spending remains negative and statistically significant. In a
second specification, we introduced a dummy variable for years of economic crises, defined
as years when GDP per capita growth was below zero. The rationale for the introduction of
this control is the fact that economic crises could potentially have an important effect of
conflict (see Miguel et al. 2004). Introducing this variable increases the welfare coefficient by

one percentage point in relation to the baseline model in column 1. Finally, we tested the

' political conflict cases are defined by “the systematic and sustained use of lethal violence by organized groups
that result in at least 500 directly-related deaths over the course of the episode” (Marshall and Cole, 2014: 2).
Available at: www.systemicpeace.org/warlist/warlist.htm.
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validity of the previous results to the introduction of additional controls: the share of the
population aged 15-64 years old using data extracted from the World Development Indicators
database (Ostby et al. 2011); and the share of the population aged 25 years old and over with
secondary and tertiary education (Barro-Lee 2011, Thyne 2006). The introduction of these
additional controls reduces the welfare spending coefficient to 0.031 (in comparison to 0.050
in the baseline specification) but these variables do not affect directly the probability of

conflict.

Sensitivity to sample selection. Due to the wide variation in the history of political conflicts
across Latin America, we removed from the sample potential outliers in the form of countries
that have experienced very long conflicts. This is because it is possible that governments may
have a higher propensity of providing welfare programmes in situations of protracted
conflicts that cannot be resolved through military means alone. We started by removing
Colombia, which is the country with the longest conflict duration in our sample. We then
removed Peru and Guatemala, two countries with very long and complex conflicts during the
period of analysis. We tested also the sensitivity of the estimates in section 4 to the period of
analysis by running the original regressions for the time period after the peak of violence in
1989 (Figure 1). The results remain consistent across these new model specifications, with

only small variations in the magnitude of the coefficients (Table A6 in online appendix).

Other government expenditure. A final important question is whether the results we have
discussed in the paper so far indicate a specific effect of welfare spending or reflect the
effects of government capacity more generally (Besley and Persson 2010). In order to isolate
the effect of welfare spending, we have re-estimated the baseline regressions by substituting
welfare spending with other types of government expenditure: agriculture and mining,
defence, education, health, transport and communication.'! Almost none these coefficients
are statistically significant (Table A8 in online appendix). The only exception is government
expenditure on defence. This coefficient is positive (and statistically significant at
conventional levels), suggesting that the probability of political conflict incidence is higher in
countries across Latin America that invest more in their military sector. These results confirm

that it is specifically welfare spending that is associated with reductions in political conflict.

' Descriptive statistics on the different types of expenditures are provided in Table A8 in the online appendix.
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6. When does government welfare spending affect political conflict?

In the sections above we discussed the negative effect of government welfare spending on the
incidence of political conflict across Latin America in the period between 1970 and 2010. We
showed further that this result pertains exclusively to welfare spending and not to other forms
of government expenditure. In this section, we investigate the conditions under which
government welfare spending may reduce political conflict, following the discussion in
section 2. The first mechanism we examine is whether the relationship between government
welfare spending and political conflict we observed above is mediated by changes in
inequality. Government transfers that have a strong redistributive element may reduce
inequalities, thereby addressing possible existing grievances that led to the conflict (Azam
1995, 2001). However, government welfare spending may not have a strong redistributive
component, as is the case when such transfers are used to reinforce systems of patronage, as
has been the case in much of Latin America over the last decades (Centeno 2002, Diaz-
Cayero et al. 2012). In order to test this mechanism, we separated our initial sample between
countries that experienced increasing inequality and those that experienced decreasing
inequality in the period under analysis, following Hansen (2000). Data were obtained from
the Global Consumption and Income Project (GCIP).'” Table 5 shows that government
welfare spending is more effective in reducing political conflict in countries with decreasing
inequality (column 2). We tested further this result by restricting the sample to the period
after 1989, when government welfare spending increased the most across the Latin America
region.”> Again the results show that in this period government welfare spending reduced the
probability of political conflict (by nearly eight per cent) in countries with decreasing

inequality (column 4), but not in countries with increasing inequality (column 5).

[Table 5 about here]

'2 Data are available at http:/gcip.info/. This database is one of the most comprehensive source of information
on inequality for more than 140 countries over the period between 1960 and 2013. Gini coefficients were
computed following a standardized approach that extracted information from national household surveys.
Countries with decreasing inequality over the period 1970-2010 were Colombia, El Salvador, Guatemala,
Paraguay, Peru, Uruguay and Venezuela. Other countries experienced rising levels of inequality in the same
period.

"> The countries that experienced decreasing inequality between 1989 and 2010 were Argentina, Chile, El
Salvador, Guatemala, Nicaragua, Panama and Peru.
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We discussed also in section 2 whether perceptions of inequality may also influence the
effectiveness of government welfare spending in reducing political conflict. In order to test
this hypothesis, we compiled data from different waves of Latinobarometro,'* where people
(aged 18 years and more) were asked for their opinion about the distribution of incomes in
their country. The specific question asks: “How fair you think that income distribution is in
(country)?”. We interpret answers ‘very fair’ as indicating that people perceive inequality in
their country to be low. These data are available only since 1997. We split the sample into
countries with increasing and decreasing percentages of people who considered that income
distribution is very fair. The former group is composed of Argentina, Panama and Venezuela.
Table 5 shows that welfare spending reduces the probability of political conflict in both
groups (columns 6 and 7). However, and in line with the inequality mechanism above, the
magnitude of the coefficient is higher in countries where people were increasingly more
likely to perceived the income distribution as fair (column 6). Taken together, the results
suggest that government welfare spending is useful in mitigating political violence when it is
associated with parallel reductions in income inequality and in perceptions about income

inequality.

The impact of government welfare spending may be also mediated by factors other than
inequality or the perception of inequality. Two key mechanisms discussed in section 2 were
the levels of social trust and perceptions about the commitment and quality of state
institutions. The direction of these mechanisms is also theoretically ambiguous. Government
welfare policies that generate feelings of reciprocity among citizens and signal a strong
commitment of the government to uphold the social contract may increase social trust in
society, as well as trust and support for government institutions (Acemoglu and Robinson
2006, Rothstein 1998). Both effects would reduce the likelihood of political conflict.
However, welfare policies that are perceived as part of patronage systems and reinforce social
disparities may break social trust, as well as trust in government institutions. These effects
would increase the risk of political conflict (Besley and Persson 2010, North, Wallis and
Weingast 2009).

We measure these two mechanisms using information from different waves of
Latinobarometro. Regarding social trust, people were asked: “Generally speaking, would you

say that you can trust most people, or that you can never be too careful when dealing with

' Data, questionnaires and support documents are available at http://www.latinobarometro.org/lat.jsp.
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others?”. We split the sample into countries with increasing and decreasing percentages of
people who report that can trust most people during the period of analysis.'” Table 5 shows
that government welfare spending is effective in reducing the probability of conflict only
when associated with increasing levels of social trust (column 8). The question we use to
proxy for trust in government institutions asks about the confidence of individual citizens
towards their government. Again we split the sample into countries with increasing and
decreasing percentages of people who report some or a lot of confidence in their government.
Table 5 shows that welfare spending contributes to reducing the probability of political

conflict only when associated with increasing trust in government institutions (column 10)."°

7. Discussion and conclusions

Over the past century, countries across Latin America have experienced an increase in
political conflict in the forms of guerrilla movements, episodes of terrorism and civil wars.
Violence reached a peak in 1989 and decreased in the 1990s and 2000s. This paper shows
that government interventions in the form of welfare spending have played a key role in
reducing the risk of political conflict in the region. Using data for Latin American countries
over the period between 1970 and 2010, we showed that (in our preferred specification)
increases of government welfare spending by one percentage point reduce the probability of
conflict on average by around five per cent. The results also show that government welfare
spending has a stronger effect on the reduction of smaller internal conflicts and guerrilla
insurgencies, and on the probability of conflict onset. The impact of government welfare
spending on political conflicts of larger intensity or on the duration of conflicts is weaker.
The results show further that this effect is related only to welfare spending. Other forms of
government expenditure do not affect the incidence of political conflict, but the probability of

conflict is higher in countries investing more on their military sector.

The regressions results highlight in addition that the effectiveness of government welfare
spending in promoting political stability is mediated by key mechanisms. Notably,
government welfare spending is particularly effective in reducing the incidence of political

conflict when associated with reductions in absolute and perceived inequality, and increasing

' The former group includes Argentina, Chile, El Salvador, Mexico, Peru and Venezuela.
' These were Argentina, Chile, Colombia, El Salvador, Mexico, Nicaragua, Panama, Paraguay, Uruguay and
Venezuela
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levels of social trust and trust in government institutions. Overall, these results suggest that
social welfare spending is a useful tool to reduce social tensions and avoid the escalation of
conflicts when it addresses unequal distributions of resources, and improves the trust of
citizens on formal institutions and on each other. Improved political stability is likely in turn
to strengthen state capacity in the future as state institutions will be better able to focus on

social development rather than military expansion.
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Figure 1. Political conflicts and social spending in Latin America
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relationship.
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Table 1. Major episodes of political violence in Latin America between 1957 and 2013

States Directly

Begin End Type Involved Brief Description Deaths
1957 1959 CcwW Cuba Civil war (Castro ousts Batista) 5000
1958 * (6)% Venezuela Civil violence (popular revolt against President Perez Jimenez) 800
1965 * Ccv Dominican Republic Civil violence 3000
1966 1996 EwW Guatemala Repression of indigenous peoples 150000
1969 * w El Salvador, Honduras "Soccer War" 5000
1973 * (6)% Chile Civil violence (army ouster of Allende) 5000
1974 1976 CwW Chile Repression of dissidents ("disappeared") 20000
1975 2013+ CvV Colombia Civil violence, land reform, and drug trafficking 57500
1976 1980 CwW Argentina "The Dirty War" repression of dissidents 20000
1978 1979 CwW Nicaragua Civil war (Sandinistas) 40000
1979 1992 CwW El Salvador Civil war (FMLN) 75000
1980 * (6)% Brazil Repression of dissidents (death squads) 1000
1981 1986 v Honduras, Nicaragua International violence; Contra armed forces 2000
1981 1990 Ccw Nicaragua Civil war (Contras) 30000
1982 * W Argentina, UK Falklands-Malvinas War 1000
1982 1997 (6)% Peru Civil violence (Sendero Luminoso) 30000
1987 * (6)% Chile Civil violence 3000
1989 * v Panama, USA International violence 1000
1994 1997 EV Mexico Ethnic violence (Chiapas) 1000
1995 * v Ecuador, Peru International violence (border dispute) 1000
2006 20134 ov Mexico Federal Army and police offensive against entrenched drug cartels and corrupt 75000

police and officials, mainly in the northern region bordering the USA

Source: Authors’ compilation. Notes: Abbreviations are as follows: CV indicates civil violence defined as

intrastate violent event involving different political groups; CW indicates civil war defined as intrastate violent
event between distinct groups aiming at imposing a unilateral result to the dispute; EV indicates ethnic violence

defined as intrastate violent event involving different ethnic groups; EW indicates ethnic war defined as

intrastate violent event between distinct ethnic groups aiming at imposing a unilateral result to the dispute; IV

indicates interstate violence defined as interstate violent event involving different states (two or more); IW
indicates interstate war defined as interstate violent event between distinct states (two or more) aiming at

imposing a unilateral result to the dispute.
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Table 2. Effect of government welfare spending on incidence of political

conflict in Latin America, 1970-2010

Model 1 Model 2 Model 3
@ @ ©)
Government welfare spending -0.038%** -0.044%** -0.050%**
[0.010] [0.010] [0.011]
Gross Domestic Product per capita -0.069%** -0.088***
[0.014] [0.020]
Share of votes of smaller parties 0.000
[0.001]
Share of population who voted in election 0.002
[0.002]
Years of political election 0.019
[0.043]
Constant 0.526%*** 0.886%** 0.965%**
[0.138] [0.180] [0.189]
Country dummies Yes Yes Yes
Observations 386 386 386
R-squared 0.499 0.512 0.516

Notes: All models are computed using a least-squares dummy variable (LSDV) estimator with
country fixed effects. Robust standard errors are included in brackets. *** p<0.01, ** p<0.05, *

p<0.1.

38



Table 3. First-stage results

Model 1 Model 2 Model 3 Model 4
CAO\;enrtar%:Sgovemment welfare spending neighbouring 0.390%** 0.37]%%*
[0.089] [0.086]
Average government welfare spending neighbouring
countries in the previous three years 0.388%%
[0.094]
Major disasters 0.630%** 0.526%**
[0.155] [0.151]
Gross Domestic Product per capita -0.789%** -0.779%** -0.562%*%* -0.797***
[0.133] [0.138] [0.126] [0.130]
Share of votes of smaller parties 0.014%** 0.013%** 0.009* 0.013%**
[0.004] [0.004] [0.005] [0.005]
Share of population who voted in election 0.006 0.005 0.015%* 0.004
[0.007] [0.007] [0.007] [0.007]
Years of political election -0.125 -0.196 -0.087 -0.082
[0.144] [0.149] [0.160] [0.145]
Constant 5.127*** 5.210%** 4.157*** 4.982%**
[0.709] [0.732] [0.695] [0.686]
Observations 374 377 386 374
F-statistics 19.20 17.00 16.45 15.14
Kleibergen-Paap Wald rk F statistic 19.20 14.65 16.45 15.14
Kleibergen-Paap rk LM statistic 17.97 17.00 16.28 25.32
Cragg-Donald Wald F statistic 29.54 20.00 17.28 21.77
Anderson-Rubin Wald test, F — pvalue 0.0561 0.0970 0.058 0.035
Anderson-Rubin Wald test, Chi-sq - pvalue 0.0498 0.0886 0.052 0.029
Stock-Wright LM S statistic, Chi-sq -pvalue 0.0074 0.0127 0.034 0.003

Notes: Robust standard errors are included in brackets. *** p<0.01, ** p<0.05, * p<0.1.
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Table 4. Alternative estimators

LSDV Iv1 1v2 1v3 1v4 IV-GI IV-GI + EI HTaylor
) @ 3 “ () (6 Q) ®
Political conflict (t-1)
Government welfare spending -0.050%** -0.075%* -0.079* -0.118* -0.096*** -0.037%** -0.038%** -0.043%**
[0.011] [0.036] [0.041] [0.061] [0.035] [0.014] [0.015] [0.012]
Gross Domestic Product per capita -0.088%** -0.107%** -0.103%** -0.125%** -0.120%** -0.085%** -0.085%** -0.067***
[0.020] [0.029] [0.028] [0.040] [0.030] [0.022] [0.022] [0.024]
Share of votes of smaller parties 0.000 0.001 0.001 0.001 0.001 0.000 0.000 -0.003*
[0.001] [0.001] [0.001] [0.001] [0.001] [0.001] [0.001] [0.002]
Share of pop who voted in election 0.002 0.002 0.002 0.003 0.002 0.001 0.001 0.002
[0.002] [0.002] [0.002] [0.002] [0.002] [0.002] [0.002] [0.002]
Years of political election 0.019 0.013 0.008 0.010 0.010 0.019 0.019 0.038
[0.043] [0.044] [0.044] [0.045] [0.044] [0.042] [0.043] [0.043]
Index of ethnic fractionalization 0.894**
[0.446]
Constant 0.965%** 0.741%%%* 0.736%%** 0.893%#* 0.839%#* 0.569 0.574%%%* 0.362
[0.189] [0.196] [0.212] [0.295] [0.205] [0.127] [0.127] [0.223]
Country dummies Yes Yes Yes Yes Yes Yes Yes Yes
Observations 386 374 377 386 374 374 374 292
R-squared 0.516 0.500 0.512 0.476 0.490 0.500 0.501
Endogeneity test 0.538 0.528 0.236 0.264
Tests of overidentifying restrictions (p-value) 0.359 0.000 0.001

Sargan test
AR (1)
AR (2)

Notes: Model abbreviations are as follows. LSDV is the least-squared dummy variable estimator with country fixed effects. IV is the instrumental variable model. The instrument in IV1 is the average value of government
welfare spending in countries sharing the same borders. The instrument in IV2 is the average value of government welfare spending in countries sharing the same borders in the previous three years. The instrument in IV3 is
a dummy variable for natural disasters. The instruments in IV4 are the average value of government welfare spending in countries sharing the same borders and a dummy variable for natural disasters. IV-GI is the
instrumental variable model with instruments generated using Lewbel (2012). This variation uses only internal instruments. IV-GI + EI is the same model as in column 3 but using also external instruments. HTaylor is the
Hausman-Taylor estimator. Robust standard errors are included in brackets. *** p<0.01, ** p<0.05, * p<0.1.
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Table 5. Mechanisms

Baseline model

Inequality 1970-2010

Inequality 1989-2010

Perceptions of that income

distribution is fair

Social trust

Institutional trust on government

VARIABLES Decreasing  Increasing  Decreasing Increasing  Increasing Decreasing Increasing Decreasing Increasing Decreasing
(1) (2 (3) “4) (%) (6) (7) (®) ) (10) (1)
Government welfare spending -0.050%** -0.041%* -0.034%* -0.078%** -0.008 -0.061%** -0.046%** -0.074%** -0.003 -0.034%** -0.084
[0.011] [0.016] [0.017] [0.016] [0.007] [0.025] [0.011] [0.016] [0.019] [0.010] [0.084]
Gross Domestic Product per capita  -0.088%** -0.2209%** -0.028 -0.145%** -0.023 -0.010 -0.099%** -0.115%** -0.097 -0.046** -1.428%**
[0.020] [0.047] [0.023] [0.030] [0.027] [0.037] [0.024] [0.026] [0.061] [0.019] [0.275]
Share of votes of smaller parties 0.000 -0.000 -0.000 -0.000 0.001 -0.003* 0.001 0.002 -0.001 -0.002 0.007**
[0.001] [0.002] [0.001] [0.002] [0.001] [0.002] [0.002] [0.002] [0.002] [0.001] [0.003]
Share of pop. who voted in election 0.002 0.003 0.000 0.002 0.001 0.005* 0.001 0.001 0.001 0.002 -0.005
[0.002] [0.002] [0.002] [0.003] [0.001] [0.003] [0.002] [0.002] [0.003] [0.001] [0.006]
Years of political election 0.019 0.018 0.026 -0.006 0.027 -0.030 0.035 -0.026 0.064 0.033 0.002
[0.043] [0.057] [0.062] [0.069] [0.044] [0.061] [0.055] [0.062] [0.058] [0.041] [0.113]
Constant 0.965%%** 1.365%** 0.271%* 0.978%** 0.157 0.290* 0.209%** 1.105%** 0.137%%* 0.144%* 4.009%***
[0.189] [0.255] [0.114] [0.104] [0.137] [0.160] [0.069] [0.221] [0.063] [0.063] [0.582]
Country dummies Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes Yes
Observations 386 227 159 226 160 106 280 220 166 317 69
R-squared 0.516 0.524 0.080 0.373 0.795 0.138 0.521 0.302 0.688 0.562 0.470

Notes: Columns (2) and (3) replicate the baseline model in samples of countries that experienced, respectively, decreasing and increasing Gini coefficients between 1970 and 2010. Columns (4) and (5) replicate the same
regressions as columns (2) and (3) for the period between 1989 and 2010. Columns (6) and (7) show the impact of government welfare spending on political conflict in countries with increasing low (below the median) and
high (above the mean) decreasing percentages of people who considered that income distribution is fair or very fair. Columns (8) and (9) show the impact of government welfare spending on political conflict in countries
with increasing and decreasing social trust. Social trust is defined as high (low) if the percentage of people in a given country and year that reported trusting others. Columns (10) and (11) show the impact of government
welfare spending on political conflict in countries with increasing and decreasing trust in government. We split the sample into countries with increasing and decreasing percentages of people who report some or a lot of
confidence in their government. All models are estimated using a least-squares dummy variable estimator with country fixed effects. Robust standard errors included in brackets. *** p<0.01, ** p<0.05, * p<0.1.
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Online Appendix

Table Al. Descriptive statistics

Variable Obs. Mean Std. Dev. Min Max
Political conflict 738 0.2 0.4 0.0 1.0
Government welfare spending 558 3.7 3.5 0.0 16.8
Gross Domestic Product per capita 738 32 1.8 0.7 8.7
Share of population who voted in last presidential election 738 29.0 17.1 0.0 70.0
Share of votes of smaller parties 738 39.8 21.2 0.0 70.0
Years of political election 738 0.2 0.4 0.0 1.0
Index of ethnic fractionalization 738 0.4 0.2 0.1 0.7

Notes: Political conflict is a binary value with value 1 if the country experienced events that resulted in at least 25 annual battle-related deaths according to the UCDP/PRIO database. Government welfare spending is
the percentage of GDP spend by government in each country and in each given year on welfare programs, based on information compiled in the SPEED database. GDP per capita is calculated at constant 2005 US$
based on information extracted from the World Bank Development Indicators. The share of the population who voted in the last presidential election and the share of votes of smaller parties (in overall votes) is
calculated from the databases published in Teorell et al. (2015) and Vanhanen and Lundell (2014). Years of political election is from Teorell et al. (2015). The index of ethnic fractionalization is also from Teorell et al.
(2015) and measures the probability that two people selected randomly belong to two different groups. This variable ranges from 0 — i.e. perfectly homogeneous - to 1 —i.e. highly fragmented.
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Table A2. Correlation matrix

. . Government welfare Gross Domestic Share of pqpulatlon Share of votes of Years of political Index of ethnic
Political conflict . . who voted in the . X . .
spending Product per capita election smaller parties election fractionalization
Political conflict 1.00
Government welfare spending -0.25 1.00
Gross Domestic Product per capita | -0.22 0.35 1.00
Sharf: of population who voted in -0.20 035 0.34 1.00
election
Share of votes of smaller parties -0.03 -0.02 0.14 0.64 1.00
Years of political election 0.03 -0.07 -0.05 0.12 0.10 1.00
Index of ethnic fractionalization 0.18 -0.27 0.05 -0.20 0.06 0.04 1.00

Notes: Political conflict is a binary value with value 1 if the country experienced events that resulted in at least 25 annual battle-related deaths according to the UCDP/PRIO database. Government welfare spending is
the percentage of GDP spend by government in each country and in each given year on welfare programmes, based on information compiled in the SPEED database. GDP per capita is calculated at constant 2005 US$
based on information extracted from the World Bank Development Indicators. The share of the population who voted in the last presidential election and the share of votes of smaller parties (in overall votes) is
calculated from the databases published in Teorell et al. (2015) and Vanhanen and Lundell (2014). Years of political election is from Teorell et al. (2015). The index of ethnic fractionalization is also from Teorell et al.
(2015) and measures the probability that two people selected randomly belong to two different groups. This variable ranges from 0 — i.e. perfectly homogeneous - to 1 —i.e. highly fragmented
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Table A3. Effects of government welfare spending on conflict onset and duration

Baseline model Onset Duration
(1) 2 (3)
Government welfare spending -0.050%** -0.014* 0.021
[0.011] [0.008] [0.091]
Gross Domestic Product per capita -0.088%** -0.027 0.115
[0.020] [0.018] [0.220]
Incidence of conflict (t-1)
Share of votes of smaller parties 0.000 -0.000 -0.004
[0.001] [0.001] [0.002]
Share of population who voted in election 0.002 0.001 0.008**
[0.002] [0.001] [0.004]
Years of political election 0.019 0.032 -0.054
[0.043] [0.039] [0.103]
Constant 0.965%%** 0.285* -0.484
[0.189] [0.161] [1.540]
Country dummies Yes Yes Yes
Observations 386 301 84
R-squared 0.516 0.026 0.273

Notes: Baseline model is the same as column (1) in Table 4. Onset uses Collier and Hoeffler (2004) to code conflict onset. Column (3) shows the impact of government welfare spending on conflict duration. All
models are estimated using a least-squares dummy variable estimator with country fixed effects. Robust standard errors are included in brackets. *** p<0.01, ** p<0.05, * p<0.1.
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Table A4. Alternative dependent variables

Internal conflicts

Baseline model Civil wars UCDP/PRIO UCDP/PRIO Political conflict MEPV  Guerrilla warfare
(1) @) (3) 4) (5)
Government welfare spending -0.050%** -0.015%* -0.065%** -0.041%** -0.056**
[0.011] [0.007] [0.015] [0.010] [0.022]
Gross Domestic Product per capita -0.088%** -0.040%** -0.129%** -0.064** -0.066
[0.020] [0.014] [0.028] [0.027] [0.048]
Share of population who voted in election 0.002 0.000 0.002 -0.004** 0.001
[0.002] [0.001] [0.002] [0.002] [0.004]
Share of votes of smaller parties 0.000 0.001 0.001 0.003** -0.001
[0.001] [0.001] [0.002] [0.001] [0.002]
Years of political election 0.019 0.004 0.024 0.029 0.051
[0.043] [0.033] [0.062] [0.043] [0.070]
Constant 0.965%** 0.317%** 1.282%%* 0.862%** 1.129%**
[0.189] [0.118] [0.252] [0.197] [0.413]
Country dummies Yes Yes Yes Yes Yes
Observations 386 386 386 386 407
R-squared 0.516 0.199 0.447 0.483 0.245

Notes: The baseline model defines political conflict as all events that resulted in at least 25 annual battle-related deaths. Civil wars in column (2) are defined (by UCDP/PRIO) as events that resulted in at least 1,000
annual battle-related deaths. Internal conflicts in column (3) are defined (by UCDP/PRIO) as events that resulted in between 25 and 999 annual battle-related deaths. Political conflict is in column (4) is defined (by
MEPV) as the systematic use of violence by organised groups that result in at least 500 directly-related deaths over the course of the event. Guerrilla warfare in column (5) is the variable compiled in Bazzi and
Blattman (2014). All models are estimated using a least-squares dummy variable estimator with country fixed effects. Robust standard errors are included in brackets. *** p<0.01, ** p<0.05, * p<0.1.
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Table AS. Additional model specifications

Baseline model Year dummies Years of economic crisis Additional controls
@ @ “ (%
Government welfare spending -0.050%%** -0.033%* -0.061%** -0.031%%*
[0.011] [0.015] [0.011] [0.010]
Gross Domestic Product per capita -0.088*** -0.019 -0.078%%** -0.018
[0.020] [0.032] [0.018] [0.031]
Share of votes of smaller parties 0.000 0.000 0.000 -0.002
[0.001] [0.001] [0.001] [0.002]
Share of population who voted in election 0.002 0.002 0.002 0.002
[0.002] [0.002] [0.001] [0.002]
Years of political election 0.019 0.008 0.013 0.018
[0.043] [0.044] [0.043] [0.048]
Years of economic crisis 0.207 %%
[0.043]
Share of population aged 15-64 -0.010
[0.015]
Share of adults with secondary or tertiary education -0.005
[0.006]
Constant 0.965%** 0.497 0.999%** 1.355*
[0.189] [0.364] [0.175] [0.801]
Country dummies Yes Yes Yes Yes
Year dummies No Yes No No
Observations 386 386 386 292
R-squared 0.516 0.567 0.545 0.617

Notes: The model in column (2) re-estimates the baseline model by introducing year dummies. The model in column (3) introduces years of economic crisis (defined as years when GDP growth rates were negative) as
an additional control to the baseline model. The model in column (4) introduces the share of population aged 15-64 and the share of adults with secondary and tertiary education as additional controls. All models are
estimated using a least-squares dummy variable estimator with country fixed effects. Robust standard errors are included in brackets. *** p<0.01, ** p<0.05, * p<0.1.
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Table A6. Alternative country samples and time periods

Without Colombia, Peru and

Baseline model Without Colombia Guatemala After 1989
(1) 2 (3) 4)
Government welfare spending -0.050%** -0.055%** -0.036%** -0.070%**
[0.011] [0.012] [0.011] [0.020]
Gross Domestic Product per capita -0.088%** -0.097*** -0.050%* -0.031
[0.020] [0.021] [0.021] [0.028]
Share of votes of smaller parties 0.000 0.001 -0.001 -0.010%**
[0.001] [0.001] [0.001] [0.002]
Share of population who voted in election 0.002 0.002 0.002 -0.010**
[0.002] [0.002] [0.001] [0.005]
Years of political election 0.019 0.018 0.036 0.005
[0.043] [0.048] [0.047] [0.049]
Constant 0.965%%** 1.056%** 0.153%%* 0.761%**
[0.189] [0.205] [0.065] [0.161]
Country dummies Yes Yes Yes Yes
Year dummies No No No No
Observations 386 357 288 185
R-squared 0.516 0.368 0.193 0.703

Notes: The model in column (2) replicates the baseline model excluding Colombia from the sample. The model in column (3) excludes Peru and Guatemala from the sample. The model in column (4)
includes only the period after 1989, when political conflict started to decrease across Latin America. All models are estimated using a least-squares dummy variable estimator with country fixed effects.
Robust standard errors in brackets. *** p<0.01, ** p<0.05, * p<0.1.
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Table A7. Alternative government expenditure

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6

O] (@) 3) “ ) (6)
Government welfare spending -0.050%**

[0.011]
Government education spending -0.001

[0.010]
Government health spending 0.001
[0.018]
Government defence spending 0.045%***
[0.006]
Government transport and communication spend -0.009
[0.015]
Government agriculture and mining spending 0.119
[0.073]

Gross Domestic Product per capita -0.088%** -0.031%* -0.064%** 0.008 -0.031%* -0.011

[0.020] [0.014] [0.020] [0.011] [0.015] [0.019]
Share of votes of smaller parties 0.000 -0.004** -0.005%** -0.005%* -0.004** -0.007%**

[0.001] [0.002] [0.002] [0.002] [0.002] [0.002]
Share of population who voted in election 0.002 0.003 0.003 0.004* 0.003 0.004

[0.002] [0.002] [0.002] [0.002] [0.002] [0.003]
Years of political election 0.019 0.048 0.037 0.038 0.048 0.008

[0.043] [0.048] [0.049] [0.045] [0.048] [0.053]
Constant 0.965%%** 0.096 0.183%** -0.033 0.104 0.391*

[0.189] [0.082] [0.057] [0.086] [0.081] [0.230]
Country dummies Yes Yes Yes Yes Yes Yes
Observations 386 267 239 245 267 152
R-squared 0.516 0.609 0.583 0.663 0.610 0.564

Notes: All models are estimated using a least-squares dummy variable estimator with country fixed effects. Robust standard errors are included in brackets. *** p<0.01, ** p<0.05, * p<0.1.
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Table A8. Government expenditure on agriculture and mining, defense, education, health, transport and communication, welfare (% of GDP)

Agriculture and mining

Defence

Education

Health

transport and communication

Welfare

1970
1975
1980
1985
1990
1995
2000
2005
2010

0.58
0.52

0.73
0.95
0.36
0.35

2.05
2.71
2.80
2.01
1.58
1.07
1.22

3.48
3.23
2.73
3.49
4.05
3.14
3.26

2.60
2.05
1.39
2.11
1.60
1.69
2.05

1.78
1.54
1.26
1.88
1.42
0.81
1.25

2.78
3.30
3.97
3.94
3.02
3.80
4.30
3.99
4.12

Source: SPEED database.

49



