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ABSTRACT 

Many past studies have considered how democratization affects economic growth. We build upon 

this work by allowing effects to differ in each of the five years following a democratization. For 

example, transitional costs of democratization could first lower growth before increasing it. We also 

consider the long-run effect of democratization upon growth. We consider a panel dataset using 

annual country data from 1960 to 2003. We do not find that democratizations create high 

transitional costs although no strong evidence of immediate positive effects upon growth arise 

either. Stronger evidence points to positive effects on long-run growth. Finally, we find that long-

run growth rises more in sub-Saharan African than in other regions. 
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1. Introduction 

The role of political institutions, namely a democratic versus an authoritarian regime, in 

the process of economic development has received much focus.  Much of the past literature 

relying on cross-sectional analyses to compare growth outcomes between democratic and 

nondemocratic regimes reached little consensus.
1
  Results either changed greatly depending upon 

the sample or the coefficient upon democracy was not robust to small changes in the 

specification as in Levine and Renelt (1992).  More recent studies, however, such as 

Papaioannou and Siourounis (2008), Rodrik and Wacziarg (2005), and Persson (2005) have often 

shown a positive effect of democratization upon economic growth.  These studies employ fixed 

effects within panel datasets so that the coefficient upon the democracy variable captures the 

within-country association between democratization and growth.  However, even if a coefficient 

upon a democracy variable is positive, suggesting that becoming a democracy raises economic 

growth (assuming that causality has been established from democracy to growth), many other 

questions arise as to the exact nature of the link between the two.  For instance, when do the 

benefits of democratization occur?  Do they arise immediately as rising expectations for greater 

freedom unleash productivity endeavors?  Does economic growth fall immediately due to the 

uncertainty or other transitional costs associated with regime change?  If it is the latter, then how 

many years must transpire before positive effects arise?  If short run and long run effects of 

democratization differ than to what extent do they differ?   

Moreover, consider a second set of questions.  Does democracy have different effects 

among world regions?  Rodrik and Wacziarg (2005) and Sylwester (2009) report greater effects 

of democratization upon economic growth in sub-Saharan African countries.  More germane to 

                                                            
1 See Papaioannou and Siourounis (2008), Barro (1996), and Przeworski and Limongi (1993) for more complete 

surveys of this literature.  Sen (1999) also discusses freedom in economic development. 
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the above questions, does the timing as to how democratization affects growth also differ across 

world regions?  Transitional costs of democratization could potentially differ according to 

culture, proximity to other strong democracies, or various historical characteristics.  Do they in 

practice?
1
            

This paper focuses upon the years immediately following a democratization event.  We 

construct dummies that respectively equal one for a specific year after a democratization event 

and zero otherwise and include them simultaneously in a panel specification with economic 

growth as the dependent variable.  As the coefficients upon these dummy variables change, then 

the predicted association between democratization and economic growth evolves over time.  

Moreover, we will also allow these coefficients to differ across world regions so that short-run 

effects of democratization could also differ across these regions and not merely just over time.     

This is not the first paper that considers the timing of effects from democratization to 

economic growth.  Giavazzi and Tabellini (2005) consider whether these political reforms 

occurred by themselves or whether they proceeded or followed economic liberalization.  They 

find that democratization is most beneficial to economic growth when preceded by economic 

reforms.  Nevertheless, they do not consider whether the effects of democratization, once it 

occurs, differ from year to year.  Our work more closely follows that of Papaioannou and 

Siourounis (2008, PS henceforth).  Although not the focus of their paper, they do allow 

democratization to affect growth differently over time.  However, they examined the short-run 

effects of democratization in two three-year windows.  Window one contained the first three 

years following a democratization and window two contained years four, five, and six after the 

democratization.  These two windows were captured by two dummy variables that equaled one if 

                                                            
1 Persson and Tabellini (2006) ask a third set of questions, namely if the “type” of democracy matters for growth 

such as a presidential versus a parliamentary system.   
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a democratization episode occurred in the relevant number of past years and zero otherwise.    

Long-run effects were captured by a dummy that equaled one if a democratization event 

occurred seven years or more in the past.
1
  They generally find positive coefficients for both 

windows following democratization and a positive coefficient for the long-run dummy.  That is, 

they find no evidence of any transitional costs in the years following democratization.   

We extend their analysis in two ways.  First, if transitional costs are nontrivial but short-

lived lasting less than three years, then their use of three-year windows might fail to capture 

these transitional costs.  Therefore, we will consider annual windows following a 

democratization episode so as to examine higher frequency effects from democratization to 

growth.  The second extension will be to allow coefficients to differ across world regions since, 

as stated, these dynamics could differ depending upon the culture and histories of these 

countries.   

Figure 1 provides evidence of significant variation in growth rates for the three years 

following democratization for the sample of countries considered in our study. For instance, 

when Argentina democratized in 1983 the growth rate for the two years following 

democratization declined and even turned negative. Conversely, on the third year the growth rate 

for Argentina became positive. Similarly, consider the case of Malawi. On the first year after 

democratization there was a significant increase in the growth rate. However, on the second year 

the growth rate for Malawi declined by a sizeable amount. See also Figure 1 for the cases of 

Brazil, Comoros, Spain and Estonia.  The great variation in their growth experiences following 

democratization is readily apparent.   

                                                            
1 Their specification also contained two three-year windows weakly prior to democratization.  One window 

contained years three, four, and five prior to the democratization episode the second dummy contained years two, 

one, and zero (i.e. the transition year) prior to democratization.   
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 The rest of the paper is organized as follows.  Section 2 describes our data.  Section 3 

presents the empirical methodology.  The results are discussed in Section 4.  Finally, section 5 

concludes the paper and provides suggestions for future research.  

 

2. Description of the Data and Descriptive Statistics 

The empirical analysis uses annual panel data from 174 countries during the period 1960 

to 2003.  We use that period as in Papaioannou and Siourounis (2008) so as to make immediate 

comparisons. Table 1 lists the countries and identifies which ones went through partial and full 

democratizations according to the classification of PS.  Annual real GDP per capita growth 

[GROWTH] and the natural log of real GDP per capita [GDP] are taken from the World Bank`s 

World Development Indicators (2009). The data is measured using constant international dollars.  

We also follow the classification from World Bank in order to construct regional dummies. 

These are East Asia and Pacific (EAP), Eastern Europe and Central Asia (ECA), Latin America 

and Caribbean (LAC), Middle East and North Africa (MENA), South Asia (SE), and Sub-

Saharan Africa (SSA).  Appendix 1 describes the key variables in our study and also provides the 

sources of these variables.  Descriptive statistics for the main variables are presented in Table 2.  

Democracy [DEM] is measured using the dataset compiled by Papaioannou and 

Siourounis (2008).  They do not proffer any specific definition of democracy but they do list four 

criteria that a democracy must have:  free, competitive, and fair elections; elections involving 

actual transfers of power (as opposed to the military, for example, setting aside the results of an 

election); broad suffrage in that no sizable part of the population is excluded as in South Africa 

during apartheid; and political stability.  Using a variety of sources, PS then ascertain when a 

democratization episode occurred.  They further divide democratization episodes into “full” and 
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“partial” ones.  A full democratization occurs when Freedom House designates the country as 

fully free AND when the country has a Polity IV score above seven (on a -10 to +10 scale) on its 

composite democracy index.
1
  See Marshall and Jaeggers (2004) for a description of the Polity 

IV political data.
2
   Like PS, DEMit equals one for country i at time t if country i fully or partially 

democratized during or before time t.  We will later examine full and partial democracies 

individually.     

 We use the PS classification for several reasons.  It is easy to convert into a time series 

since all democratization episodes and subsequent years are given the value of one.  Second, the 

incorporation of both the Freedom House and the Polity IV measures creates a stricter standard 

of full democratization thereby diminishing the presence of ambiguous cases in the set of 

democracies.  Finally, both measures have been used extensively in the economic growth 

literature.  Not only are they familiar within this literature but their widespread use makes 

comparisons with other studies more straightforward.  One disadvantage, of course, of using 

dummy variables relative to a measure that can take on several values is that dummy variables 

are more coarse measures of political change.  However, a benefit is that political classifications 

of countries are often given as “either/or” and so dummy variables get to the heart of this 

                                                            
1 The Freedom House measure contains two indices:  political rights (opportunities to vote in free and competitive 

elections) and civil liberties (freedom of speech, of the press, etc).  Each is measure on a 1 to 7 integer scale with 

higher values denoting less political freedom.  Freedom House then averages these measures to classify countries 

as free (2.5 or below), partially free (3.0 to 5.0), and not free (5.5 and above).   

2 The PS data only extends to 2003.  Therefore, in order to complete the missing years in our 

sample period we follow their methodology.  Most countries do not change status since few 

countries lost democratic freedoms after 2003.  However, an exception is Thailand that suffered 

a coup in 2007.  Therefore, we removed Thailand from the set of democracies.  We also removed 

Pakistan since the country underwent serious political challenges throughout our sample period.    
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dichotomy.  It is also not clear how one should interpret indices such as the Freedom House 

indices.  Does the 1-7 Freedom House categorization of political rights merely represent ordinal 

groupings?  Or, can its increments be taken literally in that, for example, the move from 3 to 2 

represents the same degree of movement towards democracy as a move from 4 to 3?  If the 

Freedom House categorization is merely ordinal, then the direct use of these indices to measure 

change becomes more problematic.  Therefore, due to these concerns I restrict use to binary 

classifications.  Nevertheless, we will also consider other measures as robustness checks such as 

the Freedom House average (of the civil liberties and political rights sub-indices), denoted as FH 

and the Polity IV measure, denoted as POLITY.  Use of these additional variables can also 

account for temporary democratic episodes that use of the PS measures miss (since a country 

must remain democratic to be classified as a democracy).   

Finally, in order to capture the short and long-run effects of democratization upon 

growth, we construct 10 dummy variables based on the variable DEM.  it comes from the 

transition year.  It equals one if country i became democratic at time t and zero otherwise.  

it = 1 if country i became democratic at time t-1 and zero otherwise.  it = 1 if country 

i become democratic at time t-2 and zero otherwise.  it, it, it, and it are 

given similarly.  it  = 1 for country i in period t if country i became democratic at time t-7 

or earlier.  We take it to account for long-run effects of democratization upon economic 

growth.  As in PS, we also include leads to control for the state of the economy before 

democratization: it = 1 in country i for period t if country i became democratic at time t+2.  

it is given similarly.  Failure to control for growth prior to democratization could be 

problematic since changes to the growth rate prior to democratization could bias the coefficients 
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on  or to the extent that these changes persist over time. Therefore, it becomes 

crucial to add these variables in our specification to capture any anticipation effects and/or highly 

volatile precursors to democratization that could bias the results.  Papaioannou and Siourounis 

(2008) also consider these possibilities.  Of course, significant coefficients on it or it 

would indicate that growth (or the lack thereof) could be causing political change.    

In the regressions, we also include other control variables that have often been considered 

in growth regressions (See Barro and Sala-i-Martin (1995) for further details). These variables 

are the investment share of GDP [INVEST], the share of government expenditures in GDP 

[GOV], and the trade share of GDP [TRADE]. These values are from the World Bank`s World 

Development Indicators (2009) and are the same control variables PS use.   

 

3. Methodology 

Early research on democracy and growth mostly focused on cross-sectional growth 

regressions with democracy and various controls on the right hand side.  In this paper, we 

examine the within-country effects of democratization on growth, and we therefore use panel 

techniques with annual data.  Following Papaioannou and Siourounis (2008), we exploit a 

difference-in-difference specification in which reforming countries are the “treated” group, 

whereas countries that did not go through any reform are the “control” group.
1
  Country and time 

fixed effects are included to capture time-invariant country characteristics and global trends, 

respectively.  The specification is:     

 

                                                            
1 Giavazzi and Tabellinig (2005) and Rodrik and Wacziarg (2005) also use similar econometric techniques to identify 

the effects of political reforms on economic performance outcomes.  
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GROWTHit = αi+βt + γ + ( + εit    …………………………………….  (1) 

 

Equation (1) presents the baseline specification where ti, denote country and time respectively.   

GROWTH is the growth rate of real GDP per capita adjusted for PPP, α i and βt indicate country 

and year fixed effects.  will initially be empty but later include time-varying covariates such 

as government expenditure, investment, trade, income, and regional trends.  DEM is our measure 

of democratization. Finally, ε denotes the error term where E ( ) = 0 for all i and t. To allow for 

arbitrary correlation over time we calculate standard errors as in Arellano (1987)
1, 2

.  

A concern for using a difference-in-difference model is the possibility of unobserved 

variables affecting growth differently between the control and treated groups. To the extent that 

such variables are time-invariant they will be captured by the fixed effects.  Insertion of other 

control variables will also mitigate this concern.  However, other time-varying variables could 

still affect democratization and economic growth and so bias the coefficient upon DEM in (1).  

Such concerns also arise in:  PS, Giavazzi and Tabellini (2005) and Rodrik and Wacziarg (2005) 

Another concern is reverse causality and that democratization is driven by economic 

growth.  Papaioannou and Siourounis (2008), Giavazzi and Tabellini (2005) and Rodrik and 

Wacziarg (2005) all assume democracy to be exogenous and we do likewise to keep our 

methodology consistent with theirs.  But a stronger justification comes from Acemoglu, Johnson, 

Robinson and Yared (2008) who report that income does not cause democratization once they 

                                                            
1 See Bertrand et al. (2004)for further details on serial correlation in the residuals.   

2 As in Papaioannou and Siourounis (2008), we also compute clustered standard errors to allow for the possibility 

of spatial correlation across countries.  
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use fixed effects to control for time-invariant country-specific characteristics (such as geography, 

history and culture). They point out that the same historical factors underlie the promotion of 

economic growth and democracy, and this explains the strong association between the two.  But 

once one controls for these characteristics, changes in income do not affect democracy.  Of 

course, others suggest that economic growth promotes democracy
1
.   

One additional concern is the possibility for bias generated by including a lagged 

dependent variable on the right hand side. However, Nickell (1981) shows that biases from the 

inclusion of lagged dependent variables on the right hand side are small when the time 

dimension goes to infinity.  Judson and Owen (1999) perform Monte Carlo simulations and show 

that such bias is less than 3% when the number of periods exceeds 20 and we have over 20 years 

of data for all of our countries.   

 We now consider two extensions. 

4.1 Full versus Partial Democratizations 

Do partial democratizations affect growth differently than full democratizations?  Does 

the marginal benefit of democratization come early or late, from the initial stages or in the long 

run?   Barro (1996) finds that full democratizations affect growth differently than partial ones.  In 

order to further examine this issue, we follow the classification by PS and distinguish our and 

create DEM_P (partial) and DEM_F (full).  The subscripts remain the same and so we consider 

the same timing issues as before.  We then repeat the specifications stemming from Table 1 but 

DEM with DEM_F and DEM_P for all leads and lags.   

 

                                                            
1 See Lipset (1959) and Barro (1999) . 
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4.3 Regional Differences 

This section explores the possibility that the short and long-run effects of democratization 

upon growth differ across regions such as Sub-Saharan Africa, Asia and Latin America. Durlauf 

and Johnson (1995) argue that segmented countries follow different growth patterns based on 

different initial conditions.  Rodrik and Wacziarg (2005) find that democracy has larger greater 

effects upon growth in sub-Saharan Africa.  Sylwester (2008) argues that democratization is 

associated with faster growth in newer countries.  Since many African countries are relatively 

new, then perhaps political reforms could provide faster growth benefits for these countries.  

Englebert (2000) argues that weak institutions prohibit many African leaders from enacting pro-

growth policies.  If democratic leaders enjoy a stronger political foundation, then 

democratization could have bigger effects upon growth than in other regions.  Of course, one 

might also argue that transitional costs are higher as democratization might results in greater 

chaos where political institutions are weak.  See Kaplan (2004) and Zakaria (2003).  If so, then 

the dynamics as to how democratization affects growth also differs across countries.  To allow 

for such differences we consider the following specification: 

 

GROWTHit = αi+βt + γ + ( + ∑j (  Zj +   εit   …. (2) 

Equation (2) is identical to (1) but also includes the interactive term(s) between democratization 

and the regional dummies denoted by Z. Following the classification by World Bank the regions 

are:  East Asia and Pacific (EAP), Europe and Central Asia (ECA), Latin America and Caribbean 

(LAC), Middle East and North Africa (MENA), South Asia (SE), Sub-Saharan Africa (SSA), 

and Western Europe (WE).  
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4. Econometric Results 

Before turning to our analysis, we replicate the results from PS in Table 3.  Their 

specification is identical to our baseline model in equation (1) except for the timing dummies.  

They consider the following dummy variables.   applies to the fifth, fourth, and third pre-

democratization years.  D2 applies to the second and first pre-democratization years as well as 

the year of democratization (as labeled by PS).   applies to the first, second and third post 

reform years.  applies to the fourth, fifth and sixth post reform years.  Finally,  applies to 

the seventh and all subsequent post reform years.  These dummies equal one when a 

democratization occurred in the relevant period and equal zero otherwise.  Each variable is set to 

zero in all other cases. Unlike PS, our dependent variable GROWTH is adjusted for purchasing 

power parity. 

 The coefficient estimates for  is only negative and significant when the specification 

includes only the democratization variables. This conforms with the findings of PS where they 

suggest that some transitional costs took place after reforms. For the parameters  and  we 

also find similar results as in PS. In all specifications these coefficients are positive but not 

always significant. The main difference between our results and the ones produced by PS is the 

coefficient estimates on  They consistently show that  is positive and statistically 

significant, implying that the benefits of democratization upon growth come in the long run. 

However, our results are not always consistent with this finding. We suspect that this is because 

of the different growth rate we are employing. We hope that our methodology will better explore 

this issue.  
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Table 4 presents the results from our baseline specification. As described earlier, we 

regress economic growth on our democratization measure, utilizing cross-sectional annual data 

from 1960 to 2003.  Column 1 considers the first specification when the only regressors are the 

democratization dummy variables. Column 2 repeats the specification of column 1 but excludes 

all the former socialist countries due to their very special conditions of democratization. 

Columns 3 and 4 allow for other regressors such as investment, trade, government, and the log of 

real GDP per capita.  

We first examine the coefficients  and .  which allow growth to differ 

before democratization occurs. In column 1 of Table 4, the coefficient on  is negative and 

statistically significant. This implies that economic growth was relatively low 2 years before a 

transition. This finding raises concerns as to whether a democratization is exogenous or is driven 

by an economic downturn. The good news is that the coefficient estimates for  and  

are statistically insignificant.   However, in columns 2-4 when we exclude all the former socialist 

countries and add other control variables into the regressions, the negative sign on these 

parameters disappears. Perhaps the formerly socialist countries experienced greater transitional 

costs when democratized. Regardless, though, we find no strong evidence that growth was lower 

(or higher) before democratizations occurred.   

In column 1 of Table 4, we find a positive and significant coefficient on ,  

and . However, only the coefficient estimates for  remain significant in later 

specifications.  Although PS suggest short-run growth benefits of democratization, our approach 

provides a more insightful understanding of such effects.  More specifically, evidence arises that 

growth benefits come soon. Column 4 shows similar results when we allow the “control” group 
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to change by excluding all the countries that were always democratic throughout our sample 

period.  

Despite the encouraging results, one should be careful in interpreting these coefficients. 

Consider the estimates from column 1. The coefficient on  is -0.69. The growth rate for the 

countries that democratized drops by 0.69 in the year of the transition.  In contrast, the 

coefficient on DEM1 suggest an increase in growth of 1.14 percentage points.  However, some of 

this probably stems from a “recovery” from the negative effects of the prior year.   

For our annual windows, the largest coefficients are those for , suggesting that 

growth reaches its highest point a few years after democratization occurs.  The coefficient upon 

the long-run dummy  is also large and positive. As in PS, we find strong long-run effects 

from democratization.   

  We now examine whether the benefits of democratization come from “partial” or “full”  

progress towards democracy.  To account for this distinction we repeat our baseline specification 

but replace the democratization variables  with the variables  and 

, denoting full and partial democratizations specifically.
1
  Table 5 presents these 

results.  To save space, we only report part of the coefficient estimates. In the first column of 

Table 5, we only include the democratization variables. The results show that the effects of 

democratization differ depending upon the type of the transition. Although the coefficient 

estimates for  and  are negative, they are statistically insignificant. The 

coefficient estimates for  and  are positive and significant at the 10% and 5% 

                                                            
1 The subscript “-2,7” denotes the ten dummies DEM-2 through DEM-7. 
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levels, respectively. In columns 2 through 4 of Table 5, the parameter on  is large, 

positive and statistically significant. In column 1, when no other controls are included, the 

coefficients on  and  are also positive and significant suggesting that both 

partial and full democratizations enhance growth in the long-run. Column 2 repeats the 

specification in column 1 but excludes the former socialist countries due to their very special 

conditions of democratization. Interestingly, the coefficient on  drops in magnitude and 

becomes significant only at the 10% level. In columns 3 and 4 the coefficient  becomes 

insignificant and drops even more in magnitude.  On the contrary, the coefficient estimate on 

 is positive and significant at the 5% level. Similarly, in column 3, the results remain 

robust when we control for lagged growth, two-year lagged income and two-year lags of 

investment, trade and government consumption. These findings suggest that countries that 

“fully” democratized grew on average 1.46 percentage points faster in the long-run (see column 

3).  

 Table 6 considers the other set of questions we raised in the introduction, namely whether 

the timing differs across regions.  Using the specification in (2), we interact the democratization 

dummies  with the regional dummies (SSA, EAP, and LAC).
1
  Column 1 contains only 

the democratization variables and the interactive terms. Columns 2 and 3 include other controls 

such as lagged growth, two-year lagged income, investment, government and trade. What one 

should note these results is the coefficient estimate on the interactive term *SSA. It is 

                                                            
1 Such inclusions make the Middle East and North Africa, Eastern Europe and Central Asia (ECA), South Asia, and 

Western Europe and the U.S. and Canada as the control regions.  However, democratizations only occurred in our 

sample period in Eastern Europe and Central Asia.  Therefore, the coefficients on these regional dummies show 

how democratization affected growth relative to effects from ECA.   



17 
 

consistently positive and statistically significant. Past researchers argue that the effects of 

democratization upon growth are greater in Sub-Saharan African countries than in other regions 

(See Rodrik and Wacziarg (2005) and Sylwester (2009).  Our results can directly speak to these 

findings. Not only do we confirm that democratization in Africa is associated with faster growth, 

but we also show that the benefits of democratization in Africa will come in the long-run. Also, 

Papaioannou and Siourounis (2008) suggest that democratization is growth enhancing in the 

long-run. Our analysis shows that this finding is mainly driven by the Sub-Saharan African 

countries.  

 In column 4 of Table 6, we run equation (1) but focus on Sub-Saharan African countries. 

Our previous results become even stronger since the coefficient estimate for is also 

positive and statistically significant at the 1% level. The coefficient on  is also positive and 

large in magnitude, albeit marginally significant. Possibly, these findings stem from the fact that 

economic institutions in these countries were relatively weaker prior democratization; thus, the 

absence of political structures served as an immediate basis for the democratization effects to 

take place. 

 As a robustness check, we estimate equation (2) but we replace the set of dummies 

 with the dummies  and . Moreover, we interact  and 

 with regional dummies (SSA, LAC, EAP, WE). Again, only the coefficient estimates 

for Sub-Saharan Africa remain significant. Table 7 provides the results. Column 1 does not allow 

for any additional explanatory variables. Column 2 allows for other growth covariates. In both 

columns, the coefficient on  is not statistically significant. On the other hand, the 

coefficient estimates on  are 2.60 and 2.23, respectively. Implications from the above 
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finding suggest that the merits from democratization come from the first initial steps of the 

process in the short-run. That is, moderate reforms provide greater immediate benefits for the 

African countries in particular. On the contrary, the coefficient on  is not statistically 

significant. The positive association between partial democratization and growth disappears in 

the long-run. Instead, in columns 1 and 2, the coefficients upon  are positive, statistically 

significant and economically large. The above finding reveals a positive association between 

fully democratizing Sub-Saharan African countries and long-run economic growth. 

Generally, we show that moderate democratic reforms in sub-Saharan Africa are 

associated with (high) short-run growth benefits. Thus, we have evidence to support Barro’s 

(1996) finding that moderate democratic reforms can speed up growth. However, for the Sub-

Saharan Africa case, we show that these effects are only present in the short-run. Immediate 

reforms do not guarantee growth benefits in the long-run. Instead, for growth to be sustained, 

democracies need to solidify and consolidate the democratic process.  Examples of Botswana 

and Mauritius could support our findings.  

 

6. Conclusions  

 This paper examines whether the effects of democratization upon growth could differ 

across regions or over time. Using a difference-in-difference specification and annual panel data 

from 1960 to 2003, we allow effects from democratization to change from year to year.  We 

report several interesting findings.  First, democratizations are not associated with high 

transitional costs.  We find no evidence that economic growth decreases during and immediately 

following democratization.  These results contrast arguments from Kaplan (2004) and Zakaria 

(2003) that these types of political change (at least on average) can be sufficiently disruptive so 
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as to lower economic growth.      Instead, we find that democratizations are often associated with 

immediate growth benefits. We also find no strong evidence that democratizations followed 

economic downturns. While this serves as a supporting factor on our choice to treat 

democratization as exogenous to past growth, future work will more carefully address this issue.   

 Similarly, we confirm the results by PS in that democratization raises growth in the long-

run. Taking a step further, we examine whether the short and long-run effects of democratization 

are similar across world regions. We find that democratization enhances long-run growth more in 

sub-Saharan Africa than in other regions.  These results coincide with those from Rodrik and 

Wacziarg (2005) but with a much different empirical specification.   Therefore, the findings from 

PS are like to be driven by democratization in Sub-Saharan Africa.   

  Finally, we show that African countries that proceed with moderate democratic reforms 

are likely to experience faster growth than countries in other regions. However, moderate 

reforms are less likely to enhance economic growth in the long-run. Instead, we show that long-

run growth benefits become stronger as democracies solidify. From the policy perspective, the 

international community should take steps to support strengthening and promoting democracy 

especially in Africa where the payoffs to such reforms could be relatively higher than in other 

regions. Of course, this is much easier said than done. Perhaps we should closely focus to 

identify the aspects of democracy that are more relevant to this particular region. We leave this 

for future work. 
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Appendix 1 

Variable Definitions and Sources 

GROWTH: Annual growth rate of GDP per capita adjusted for PPP. Source: World Bank World 

Development Indicators CD-ROM (2009 Edition). (Constant Prices: $) [Series: 

NY.GDP.PCAP.KD.ZG] 

 

GDP: Natural log of GDP per capita adjusted for PPP. Source: World Bank World Development 

Indicators CD-ROM (2009 Edition). (Constant Prices: $) 

 

GOV: Annual Government Share of Real GDP per capita. Source: World Bank World 

Development Indicators CD-ROM (2009 Edition). 

 

INVEST: Annual Investment Share of Real GDP per capita. Source: World Bank World 

Development Indicators CD-ROM (2009 Edition). 

 

TRADE: Annual Investment Share of Real GDP per capita. Source: World Bank World 

Development Indicators CD-ROM (2009 Edition). 

 

DEM: Dummy variable for democratization events; 0 before; 1 after and can be used as a proxy 

for democracy. Papaioannou & Siourounis (2008).  

 

The classification of countries in Table 1 between full, partial and borderline democratizations 

comes from Papaioannou and Siourounis (2008). 

 

REGIONAL DUMMIES: East Asia and Pacific (EAP), Europe and Central Asia (ECA), Latin 

America and Caribbean (LAC), Middle East and North Africa (MENA), South Asia (SE), Sub-

Saharan Africa (SSA), and Western Europe (WE). Source: World Bank World Development 

Indicators CD-ROM (2009 Edition). 
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Table 1 

Sample of Countries 

Panel A  Panel B  Panel C 

 "Full Democratizations"  "Partial Democratizations"   Borderline - Democratizations 

(1)  Argentina (1983) (40) Albania (1992) (63) Central Africa (1993) 

(2) Benin (1991 (41) Armenia (1998) (64) Comoros (1990) 

(3) Bolivia (1982) (42) Bangladesh (1991) (65) Iran (1997) 

(4) Brazil (1985) (43) Djibouti (1999) (66) Nepal (1991) 

(5) Bulgaria (1990 (44) Ethiopia (1995) (67) Niger (1999) 

(6) Cape Verde (1991) (45)Georgia (1995) (68) Pakistan (1988) 

(7) Chile (1990) (46) Guatemala (1996)   

(8) Croatia (1990) (47) Macedonia, FYR (1993)    

(9) Czech Republic (1993)  (48) Indonesia (1999)   

(10) Dominican R. (1978) (49) Lesotho (1993)   

(11 Ecuador (1979) (50)Moldova (1994)   

(12) El Salvador (1994) (51) Madagascar (1993)   

(13) Estonia (1991)  (52) Mozambique (1994)   

(14) Ghana (1996) (53) Nicaragua (1990)   

(15) Greece (1975)   (54) Nigeria (1999)   

(16) Grenada (1984) (55) Paraguay (1993)   

(17) Guyana (1992) (56) Russia (1993)    

(18) Honduras (1982) (57) Malawi (1994)   

(19) Hungary (1990) (58) Suriname (1991)   

(20) Korea, R. (1988) (59) Tanzania (1995)   

(21) Latvia (1991)  (60) Turkey (1983)   

(22) Lithuania (1991)  (61) Ukraine (1991)    

(23) Mali (1992) (62) Zambia (1991)   

(24) Mexico (1997)     

(25) Mongolia (1992)     

(26) Panama (1994)     

(27) Peru (1980)     

(28) Philippines (1987)     

(29) Poland (1990)     

(30) Portugal (1976)     

(31) Romania (1990)     

(32) São Tome & Prin. (1991)     

(33) Senegal (2000)     

(34) Slovak Republic (1993)      

(35) Slovenia (1992)      

(36) South Africa (1994)     

(37) Spain (1978)     

(38) Thailand (1992)     

(39) Uruguay (1985)     
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Table 2: Summary Statistics (1960-2003) 

  

Observations Mean  St. Dev Maximum Minimum Variable 

GROWTH of Real GDP per capita 5672     1.47 6.21 69.72 -73.26 

GDP 5840 7.38 1.55 11.02 3.79 

DEM 6307 0.13 0.33 1 0 

INVEST 5541 22.19 8.91 113.57 -17.35 

GOV 5564 15.82 7.14 94.23 2.15 

TRADE 5580 69.08 39.79 289.52 3.68 

 

Panel B: Correlation Matrices  
                           
                           Correlations GROWTH DEM GDP GOV INVEST TRADE                     

GROWTH 1.00                          

                           

DEM 0.01 1.00                         

                           

GDP 0.09 -0.006 1.00                        

                           

GOV -0.09 -0.07 0.24 1.00                       

                           

INVEST 0.21 0.03 0.22 0.23 1.00                      

                           

TRADE 0.04 0.03 0.22 0.38 0.35 1.00                     
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Table 3. 

Papaioannou and Siourounis (2008) Regressions 

Panel Data Regressions (annual), 1960 – 2003  

Dependent variable is the growth rate of real GDP per capita (not adjusted for PPP)  

       (1) (2) (3) (4)  

      
Estimation method 

Fixed 

Effect 

Fixed 

Effect 

Fixed 

Effect 

Fixed 

Effect 
 

              0.41 0.30 0.35 0.77  

 (0.60) (0.54) (0.56) (0.55)  

        -1.79 0.32 0.37 0.39  

 (0.78)*** (0.61) (0.66) (0.69)  

  1.14 1.10 1.16 1.51  

 (0.61)* (0.55)** (0.65)* (0.62)*  

        0.78 0.54 0.59 1.07  

 (0.61) (0.55) (0.69) (0.61)*  

  0.91 1.04 1.10 1.72 
 

 (0.57) (0.61)* (0.83) (0.65)***  

            Controls NO YES YES YES  

Observations 5444 4582 4582 4206  

Number of countries 170 124 124 122  

Country Fixed effects YES YES YES YES  

Time Fixed effects YES YES YES YES  

Regional Trends NO NO YES YES  

R-squared (within) 0.06 0.11 0.12 0.17  

      
White period standard errors in parentheses. * significant at 10%; ** significant at 5%; *** significant at 1% 

 

Note: All Columns exclude borderline democratizations. Columns 2-4 include lagged growth, and 

two- year lagged income. Columns 2-4 also exclude all the Formerly Socialist countries and countries 

with less than 20 obs. Column 4, includes two-year lagged government, investment and trade.   
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Table 4.  

Panel Data Regressions (annual), 1960 - 2003  

Dependent variable is the growth rate of real GDP per capita (PPP)  

      (1) (2) (3) (4) 

     
Estimation method 

Fixed 

Effects 

Fixed 

Effects 

Fixed 

effects 

Fixed 

Effect 

            -2.21 -2.08 -2.12 -1.77 

 (0.95)** (0.92)** (0.89)** (0.95)* 

       -1.76 0.89 0.76 0.92 

 (1.23) (0.86) (0.83) (0.92) 

  -0.82 0.55 1.17 1.41 

 (0.95) (0.70) (0.72) (0.81)* 

       1.10 1.74 1.62 2.33 

 (0.83) (0.74)** (0.79)** (0.81)*** 

   0.57 0.60 0.60 1.02 

 (0.79) (0.56) (0.67) (0.73) 

       1.36 0.90 0.98 1.44 

 (0.66)** (0.75) (0.77) (0.86)* 

       1.69 1.33 1.60 1.96 

 (0.62)** (0.57)** (0.68)** (0.76)** 

       0.42 0.25 1.28 1.38 

 (0.75) (0.56) (0.55)** (0.73)* 

       0.44 0.08 0.98 0.57 

 (0.75) (0.66) (0.62) (0.79) 

       0.96 0.87 1.14 1.47 

 (0.51)** (0.43)** (0.50)** (0.63)** 

          Controls NO YES YES YES 

Observations 5130 4356 3628 2301 

Number of countries 159 119 117 76 

Country Fixed Effects YES YES YES YES 

Time Fixed Effects YES YES YES YES 

Regional Trends NO NO YES YES 

R-squared (within) 0.06 0.13 0.20 0.17 

     White period standard errors in parentheses. * significant at 10%; ** significant at 5%; *** significant at 1% 

 

Note: All Columns exclude borderline democratizations. Columns 2-4 exclude all the Formerly 

socialist countries. Columns 3-4 include lagged growth, two-year lagged income, two-year  

lagged government, investment, trade and exclude countries with less than 20 obs.  

Column 4 excludes all the countries that were democratic throughout the sample period.  
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Table 5. 

 Panel Data Regressions (annual), 1960 - 2003  

 Dependent variable is the growth rate of real GDP per capita (PPP)   

      (1) (2) (3) (4) 

     
Estimation method 

Fixed 

Effects 

Fixed 

Effects 

Fixed 

effects 

Fixed 

Effect 

            -2.22 0.07 0.69 0.77 

 (1.43) (1.01) (0.79) (0.81) 

       -0.89 0.85 0.52 0.62 

 (1.01) (0.92) (1.01) (0.98) 

  0.24 2.11 1.99 2.08 

 (1.12) (0.90)** (0.93)** (0.96)** 

       1.60 1.71 1.56 1.69 

 (0.77)** (0.88)** (0.85)* (0.87)* 

   1.02 1.12 1.46 1.55 

 (0.61)* (0.55)** (0.51)** (0.61)** 

       -1.58 -.026 0.14 -0.21 

 (1.88) (1.25) (1.21) (1.40) 

       -2.46 -1.12 0.30 -0.04 

 (1.56) (0.98)** (1.04) (1.26) 

       0.68 0.50 -0.10 0.20 

 (1.08) (0.98) (1.31) (1.49) 

       1.94 0.65 0.12 0.42 

 (1.10)* (0.97) (1.09) (1.27) 

       2.81 1.31 0.60 0.77 

 (1.13)** (0.68)* (0.72) (0.85) 

          Controls NO YES YES YES 

Observations 5130 4599 3954 2618 

Number of countries 159 128 117 76 

Country Fixed Effects YES YES YES YES 

Time Fixed Effects YES YES YES YES 

Regional Trends YES YES YES YES 

R-squared (within) 0.04 0.05 0.15 0.12 

     White period standard errors in parentheses. * significant at 10%; ** significant at 5%; *** significant at 1% 

 

Note: All Columns exclude borderline democratizations. Columns 2-4 exclude all the formerly 

socialist countries. Columns 3-4 include lagged growth, two-year lagged income, two-year  

lagged government, investment, trade and exclude countries with less than 20 obs.  

Column 4 excludes all the countries that were democratic throughout the sample period.  

To save space, we only report part of the coefficient estimates.  
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Table 6. 

 Panel Data Regressions (annual), 1960 - 2003  
 Dependent variable is the growth rate of real GDP per capita (PPP)   

      (1) (2) (3) (4) 

     
Estimation method 

Fixed 

Effect 

Fixed 

Effect 

Fixed 

Effect 

Fixed 

Effect 

          
 -2.19 -0.5 -0.36 1.79 

 (1.43) (0.91) (1.02) (1.18) 

     
 -2.11 0.86 0.72 0.62 

 (1.11)* (0.71) (0.78) (1.61) 

     
 0.16 0.91 1.09 3.09 

 (0.95) (0.74) (0.79) (1.78)* 

     
 1.34 0.66 0.55 2.79 

 (0.72)* (0.45) (0.61) (0.88)** 

      * SSA 1.20 2.02 2.34  

 (1.31) (1.50) (1.60)  

        * SSA    1.90    0.08 0.09  

 (1.81) (1.71) (01.78)  

        * SSA 1.77 1.93 2.01  

 (1.94) (2.08) (2.07)  

        * SSA 2.18 2.78 2.93  
 (1.08)**   (0.95)** (1.26)**  

 * LAC 1.03 1.32 2.31  

 (1.95) (1.30) (1.05)**  

   * LAC -0.79 -0.87 -1.20  

 (1.73) (1.26) (1.35)  

   * LAC 1.59 0.72 2.11  

 (1.73) (1.34) (1.75)  

     

     

 (1) (2) (3) (4) 

     
Estimation method 

Fixed 

Effect 

Fixed 

Effect 

Fixed 

Effect 

Fixed 

Effect 

       * LAC 0.35 0.51 0.80  

 (1.44) (1.04) (1.43)  

      * EAP -0.70 -0.43 0.19  

 (1.62) (1.81) (1.91)  

        * EAP 1.84 1.54 0.39  

 (1.73) (1.25) (1.60)  

         * EAP 0.10 0.28 0.61  

 (1.68) (2.03) (1.74)  

    * EAP 1.72 1.26 0.70  

 (2.10) (1.04) (2.02)  

          
Observations 5130 3954 2618 1172 

Number of countries 159 117 77 35 

Country Fixed effects YES YES YES YES 

Time Fixed effects YES YES YES YES 

Regional Trends YES YES YES YES 

R-squared 0.04 0.15 0.13 0.14 

     White period standard errors in parentheses. * significant at 10%; ** 

significant at 5%; *** significant at 1% 

Note: All Columns exclude borderline democratizations. 

Columns 2-4 include lagged growth, two-year lagged income, two-year 

lagged government, investment and trade. Columns 2-4 also exclude all the 

Formerly Socialist countries and countries with less than 20 obs. Column 3 

excludes all the countries that were democratic throughout the sample 

period. Column 4 considers only the Sub-Saharan African countries.  
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Table 7. 
 Panel Data Regressions (annual), 1960 - 2003  

 Dependent variable is the growth rate of real GDP per capita (PPP)   

Sub – Saharan Africa 

 (1)   (2) 

     Estimation method Fixed Effects   Fixed effects 

            -0.38   1.22 

 (1.28) 
  

(0.87) 

       -0.29   1.40 

 (2.05)   (2.17) 

  0.69   3.85 

 (2.63) 
  

(2.43) 

       2.65   1.79 

    (0.80)***   
(0.87)** 

  2.16   3.39 

 (1.07)**   
(0.94)** 

       1.80   1.03 

 (1.40)  
 

(0.67)* 

       -1.10   1.42 

 (1.99)   (2.28) 

       2.60   2.23 

    (0.94)***  
 

(0.97)** 

       1.05   1.21 

 (2.07)   (2.46) 

       1.80   2.43 

 (1.34)   (1.47) 

          Controls NO   YES 

Observations 1441   1172 

Number of countries 43   35 

Country Fixed Effects YES   YES 

Time Fixed Effects YES   YES 

R-squared (within) 0.05   0.18 

     White period standard errors in parentheses. + significant at 10%; * significant at 5%; ** significant at 1% 

 

Note: All Columns exclude borderline democratizations and include regional time trends. 

Columns 2 includes lagged growth, two-year lagged income, two-year lagged government, 

investment and trade. Columns 2 also excludes all the Formerly Socialist countries and 

countries with less than 20 obs.  

To save space, we only report part of the coefficient estimates.  
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Figure 1   
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