PS 6 & 50: Data Essay 3

Democracy and Markets in the Developing World

The assignment is to assess the importance of markets and democracy as causes of development in poorer countries.  Which, if either, brings about economic growth?  Which, if either, improves the welfare of ordinary citizens?

While these are extremely important questions in comparative politics, quantifying and measuring concepts such as “democracy,” “markets,” and “welfare” is difficult.  Academic researchers and policy institutions have gone to great lengths in developing various indicators and indices of these concepts.  In this data essay, you will work with several such indices available in a dataset on the course webpage called demdevelop.dta.  Because some countries are missing data on some indices, this dataset includes only 80 countries (and fewer cases for some variables).  The data cover the period 1970 to 2000.

As a measure of democracy, you will use the Polity IV index.  Polity IV Index ranges from -10 to +10, with -10 indicating the most autocratic and +10 indicating the most democratic.  In coding countries on this index, researchers have examined the competitiveness of political participation, the regulation of participation, the openness and competitiveness of executive recruitment, and constraints on the chief executive.  The dataset includes the average Polity IV score in the 1990s.

As a measure of market influence, you should use the Sachs/Warner measure of Trade Openness. This measure involves low tariffs, low barriers to foreign investment, and honest administration of trade policy.  Trade Openness taps only one aspect of market influence in a country, but an important one.  The variable ranges from 0 to 1 and tends to be stable over time.    Thus, although the variable is available only through 1990, you may assume that its values remain the same through 2000.

As the primary measure of the welfare of a country’s citizens, you should use its level of GDP per capita in 2000.  While GDP per capita is highly indicative of well being, it is not a perfect measure.  Therefore, you should also examine one non-economic measure of citizens’ welfare from among the following: Youth literacy rate in 2000, crude death rate in 2000, and infant mortality in 2000.  You should pick the indicator that you think best captures the overall level of citizen welfare and explain why.  Information about these and other variables is contained in a document called World Development Indicators Codebook, which is on the class webpage.

At the heart of your essay should be two multiple regressions.  In the first, you should have Polity and Trade Openness as independent variables and GDP as the dependent variable.  In the second, you should have the same independent variables, but a measure of citizen welfare as the dependent variable.  Based on results of the regressions, you should determine the substantive, causal, and statistical significance of the impact of each independent variable on each dependent variable.  

As always, determination of causal impact depends on consideration of potential Z-factors that might bias your results or produce spurious associations.  Such Z-factors can be identified partly through consideration of relevant theory from political science, and partly through close examination of the basic data through scatterplots and other graphs.

The essay should, as always, have an appealing and informative title, an opening paragraph to explain what the paper investigates and what it finds, and a conclusion that summarizes the paper’s findings and their significance.  It should also have the following sections:

A.  An overview of existing theory and research which sets up expectations for what your analysis will show.  If, as may occur, your findings turn out to be inconsistent with expectations, you should nonetheless state those expectations.  This section should also describe any confounding factors — that is, Z-factors — that could lead to spurious correlations in your data.  For example, you should note the possibility that countries that open up to international trade may have been more developed to begin with than those that stayed closed to trade.

B. Description of the main variables in your analysis (i.e., Polity, Openness, GDP, and whatever welfare measure you choose. Each variable in your analysis should be briefly described.  For each of your main variables,
 note such features as time trends, range, and skews in the variable.  You may want to use histograms, box plots, or scatterplots to aid description of some variables.  You must also present at least one scatterplot showing the relationship between an X variable and a Y variable; all such scatterplots should be scrutinized and discussed for evidence of Z-factors.  If you detect a potential Z-factor, you should either control for it in your later regression or, if you are unable to do so, appropriately qualify your discussion of causal significance later on. This section should also state which countries (all countries that were poor in 1960, except Europe and Japan) you are studying and the source of your data.  Overall, the reader should get from this section a very clear idea of what data you are using, major descriptive features of the data, and how key variables are related. 

C.  Regression analysis.  The section should begin with a summary of what independent variables you intend to use and why.  Discussion should be based on both your theoretical discussion in section A and your examination of data in Section B.  You should include controls for the prior values of each of your dependent variables and explain why you are doing so. E.g., in a regression in which 2000 GPD is the dependent variable, there should be a control for GDP in 1970.  If there are important variables you would like to use but don’t have, you should say so.  

The regression output may be relegated to an appendix, along with information about the range of each variable.
  You do, however, need to have a table summarizing the effects on GPD and welfare of your principal independent variables.  Calculation of effects should be based on the Inter Quartile Range of each independent variable.  This Effects Table should be as discussed in PS 6 lecture.

Based on the results of the regressions, you should assess the causal, substantive, and statistical significance of Polity and Trade Openness.   

D.  Discussion of results.  Discussion should include a clear answer to the question you are asked to address: The importance of democracy and markets as causes of economic and non-economic development in poorer countries. If your results do not fully or adequately answer the question, you should say so and explain why.  Discussion should very prominently include any limitations of your analysis, such as concern about Z-factors, variables you needed but could not obtain, or features of the available data (e.g., lack of year-by-year times series readings on each variable) that make it harder for you to test hypotheses properly. This section should refer not only to results of your data analysis in Section C, but your theoretical discussion in section A.  

E.  A short concluding summary. This should include a brief assessment of why a person living in a developing country (either a citizen or a policy maker) might care about the relationships or lack of relationships you report in the paper.

The paper is due in PS 50 lecture on Monday, November 30.  The deadline is firm because we want to get the papers graded, returned to you, and discussed before the last day of class later that week.

A breakdown of how grading points will be assigned will be provided early next week.  Modest changes to the assignment may also be made at that time.

�  Your most important variables include but are not limited to Polity, Trade Openness, GDP in 2000, and a welfare measure of your choice.


�  You should use the sum command to get this information, pasting the output into the appendix.  Remember, the regression coefficients don’t mean anything to a reader unless the reader has the range of each variable.





