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ABSTRACT 

 

 

 This thesis examines the relationship between US influence as a product of 

interventionist foreign policy and military expenditure per capita in 165 countries during 

the Cold War era  (1960-1990). More specifically, I explore the connection between 

intervention, regime type, and public finance. The method of analysis is fixed effects 

regression. Historical data on military expenditures are taken from the Correlates of War 

Project at the University of Michigan. Preliminary findings show that states under US 

influence tend to be economically healthier and spend less on defense. Estimation results 

reveal the relationship between the existence of a US-backed government and military 

spending per capita across the globe over a period of 30 years to be either or negatively 

associated at a small magnitude or nonexistent. 
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INTRODUCTION 

 Military expenditure lies at the intersection of domestic and foreign policy. When 

a country decides to increase spending, it risks not only provoking its neighbors but also 

compromising the productivity of its economy.1 Where the build-up of military 

infrastructure and personnel can raise the level of security, private consumption and 

investment increase in response.2 Yet, the more common outcome is one in which 

military spending crowds out the very activities that promote growth.3 In its 2014 report, 

the Stockholm Institute for Peace Research (SIPRI) reports that the United State led the 

world in military spending at $610 billion, which is almost three times what China, the 

second runner-up, spent.4 Furthermore, the US alone spent more than the next highest-

ranking five spenders combined.5 The fact that China and Russia rank among SIPRI’s top 

5 indicate that military expenditure and the opportunity costs its entails are important 

issues for the developing world as well.  

 Building on existing research on the determinants of military spending, this study 

examines the relationship between political factors and military expenditure. More 

specifically, it investigates the relationship between US influence and military 

expenditure per capita across a sample of 165 countries during the period between 1960-

1990. US influence is defined as the existence of a government installed as the result of a 

Central Intelligence Agency (CIA) intervention in a given country in a given year. During 

the Cold War, the US and the USSR competed to expand their respective spheres of 

                                                 
1 Dunne and Tian (2013) 
2 Hewitt (1992) 
3 Ibid. 
4 Perlo-Freeman et al. (2015) 
5 Ibid. 
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influence across the Third World.6 To prevent the Soviets from poaching potential Third 

World allies, the US government had a history of authorizing the CIA to “intervene,” or 

induce a regime change, in another sovereign nation.7 Patterns of intervention in the past 

may help us to better understand the implications of contemporary policy decisions. This 

study hypothesizes a negative relationship between intervention and expenditure as the 

US government could have been shifting its military burden to its Third World allies, 

particular to regimes it had propped up in the past. Data on military expenditure are taken 

from the National Material Capabilities (v.40) dataset, as complied by the Correlates of 

War Project (COW) at the University of Michigan. The method of analysis is panel 

regression with fixed effects. By examining the relationship between US influence and 

governments’ allocation of their resources, this study contributes to the current 

understanding of the ways in which the interplay between foreign policy and institutional 

structure impact public finance. 

  

                                                 
6 Leffler and Westad (2010) 
7 Ibid. 
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BACKGROUND 

 This section provides a brief history of how interventions shaped US relations 

with the Third World. It discusses the conditions that caused the US to adopt intervention 

as a policy. It also explains the pervasiveness and impact of this policy. 

 

Origins of Intervention 

 Intervention began as a tool to further the Truman Doctrine. President Truman 

addressed Congress on March 20th, 1947 to drum up support for economic aid to Greece 

and Turkey. He articulated a vision whereby the United States would come to the aid of 

infant democracies in order to check the spread of Communism.8 The scheme to aid these 

two countries morphed into the Marshall Plan, under which the US provided economic 

assistance to help Western Europe rebuild.9 However, the problem remained that, with 

the exception of Japan, the US government had no comprehensive plan to address 

reconstruction across the rest of the world.10 Policymakers feared that, should nations be 

left to fend for themselves, they would turn to the Soviet Union for aid.11 As a preemptive 

measure, the US government made economic and military aid “conditional.” In order to 

be come eligible, potential recipients had to fulfill certain conditions, such as the purging 

of Communist sympathizers from their governments or agreeing to grant special 

privileges to US corporations.12  

 

  

                                                 
8 Truman (1974)  
9 Office of the Historian, s.v. “Marshall Plan” 
10 Westad (2005) 
11 Ibid. 
12 Ibid. 
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Incidence of Intervention 

 In 1947, the Truman Administration authorized an intervention in Greece.13 Four 

decades later, the US government would leave footprints in 39 countries across five 

continents.14 Interventions were most prevalent during the 1950s and 1960s. Although the 

US government authorized a total of 13 interventions in each decade, its agents were 

most active during the 1950s in Asia (eight cases) and during the 1960s in South America 

(six cases).15 The US government relied on interventions less during the following 

decades.16 Of the 47 regimes created or propped up by the US, as many as ten remained 

after the Cold War concluded in 1989.17 Notable instances include Iran in 1953 and Chile 

in 1973. In the first case, the nationalization of the Anglo-Iranian Oil Company (a 

forerunner of BP) prompted the US to come to the aid of business interests.18 In the 

second, the popularity of Salvador Allende’s socialist reforms alarmed the Chile would 

soon give the USSR a foothold in South America.19 In both cases, the US interventions 

resulted in the replacement of a democratically elected leader with a dictator.20 

 

Agents of Intervention 

 

 Across my period of study, the US government was able to justify and sustain 

such policies because they simultaneously confronted decolonization and Third-world 

nationalism.21 Policymakers at the time could not determine whether the leaders of these 

newly created countries had Communist leanings or simply wanted to chart their own 

                                                 
13 Karabell (1999) 
14 Berger, Corvalan, Easterly, and Satyanath (2013b), Supplementary Materials, Table A1. 
15 Ibid. 
16 Ibid. 
17 Ibid. 
18 Westad (2005) 
19 Harmer (2011) 
20 Ibid. 
21 Westad (2005) 
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course.22 As new countries formed, the US government’s concern that Communism 

would take root in any one of them multiplied. What exactly did the US government fear? 

Communism gaining ground would limit investment opportunities and market access for 

US businesses, of which oil companies and arms manufacturers constituted powerful 

interest groups.23 To sustain the fruits of intervention, the US cooperated with the elite in 

target countries.24 Their objectives were aligned, given that elites were the people most 

likely to lose out in the advent of a Communist takeover.25 Defense and security are not 

always synonymous.26 Unlike democracies, dictatorships spend on defense to keep 

themselves safe from the very people they govern.27  

  

                                                 
22 Ibid. 
23 Ibid. 
24 Karabell (1999) 
25 Ibid. 
26 Smith (2009) 
27 Ibid. 
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LITERATURE REVIEW 

 This section discusses studies on the effects of intervention, especially in relation 

to governance. Given that data on US influence borne of covert operations between 1945 

and 1989 (the main independent variable) are a recent product of original archival 

research, few studies have used this particular measure. Therefore, the literature review 

includes studies on the effect of armed conflict, of which overt and covert interventions 

are a subset. The objective of this section is to summarize past research findings and to 

highlight the gaps in scholarship to be addressed by this thesis. Past research falls into 

three categories. The first consists of studies that examine the relationship between 

intervention and regime type. They provide evidence that third-party intervention, be it 

aid or the dispatch of personnel, erodes the democratic process in the target country. The 

second consists of studies that examine the how the allocation of public funds differs 

between regime types. These studies provide evidence that democracies are likely to be 

more efficient than dictatorships at providing public goods to their citizens. The final 

consists of studies that specifically examine the relationship between US interventions 

and another variable of interest. 

 

Intervention and Regime Type  

 Regan (2002) estimated the association between third-party provision of military 

or economic aid and conflict duration.28 The author’s results suggested that both types of 

aid lengthen rather than reduce the duration of conflict.29 Collier and Hoffler (2007) 

explored the relationship between likelihood of conflict and military expenditure. They 

                                                 
28 Regan (2002) 
29 Ibid. 
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hypothesized that there could either be a positive association between incidence of 

conflict and spending or between likelihood of conflict and spending, where heightened 

levels of spending may serve as a signal of hostility.30 This study is relevant because it 

directly tackles the issue of the opportunity cost of military spending. In the context of 

developing countries, when aid is diverted to defense purposes, it is not being used for its 

intended purpose (e.g., poverty reduction).31 Collier and Hoffler found that, while aid has 

a negative association with military spending at the country level, increased military 

spending in one country has a positive association with military spending in its 

neighboring countries, thus providing evidence for the latter of the two hypotheses.32  

 Bueno de Mesquita and Downs (2006) used selectorate theory to explain the 

relationship between military intervention and the strength of democratic institutions.33 

As stated in the previous section, interventions were made possible by various 

partnerships with local elites. Selectorate theory contributes to our understanding of how 

US influence impacts target countries by providing us with a framework to predict the 

behavior of elites. The theory states that the difference between a democracy and a 

dictatorship is the number of a leader’s loyal supporters relative to the population of 

voters.34 The smaller the ratio, the more the leader relies on the provision of private (as 

opposed to public) goods a means of maintaining power. 35 Given that American citizens 

cannot vote to select the leader of another country, military interventions exist as a means 

                                                 
30 Collier and Hoffler (2007) 
31 Ibid. 
32 Ibid. 
33 Bueno de Mesquita and Downs (2006) 
34 Ibid. 
35 Ibid. This study uses the definition of public goods from economics, which refers to a good that is non-
rival and non-excludable.    
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of imposing US preference on a foreign country. 36 To estimate the relationship between 

incidence of military intervention and the quality of institutions, as measured by a 

democracy score, the researchers estimated a fixed-effects model using country-level data 

from 1946 to 2001.37 The authors’ results generally showed mixed evidence for 

preference matching. In the case of an intervention by a democratic country, the target 

country’s political structure matters.38 The target country’s score declines if that country 

was already a democracy but improves if it was a dictatorship at the time of 

intervention.39 

 

Regime Type and Allocation of Resources 

 Deacon (2009) studied differences in the behavior of democracies and 

dictatorships by analyzing differences in their provision of public goods. Similar to our 

thesis, Deacon’s outcomes of interest were public spending in specific sectors. Whereas 

our focus is defense, Deacon examined education, sanitation, investment in infrastructure, 

and environmental protection in 130 countries between 1980 and 1996.40 The author’s 

results indicated a relationship between spending and two factors, regime type and policy 

sector.41 For example, democracies are more likely than dictatorships to be generous 

when it comes to maintaining physical infrastructure and enforcing environmental 

regulations.42 Brauner (2015) specifically examined the relationship between military 

spending and regime type. Similar to Bueno de Mesquita and Downs’ study, Brauner 

                                                 
36 Ibid. 
37 Ibid. 
38 Ibid. 
39 Ibid. 
40 Deacon (2009) 
41 Ibid. 
42 Ibid. 
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developed a democracy scale to categorize regime type, where greater positive values are 

associated with greater degrees of democratization.43 Brauner found evidence of a 

negative relationship between democracy score and military spending.44  

  

US Intervention 

 Using data assembled from news outlets, Yoon (1997) estimated the probability 

of US intervention, both overt and covert, in a host country’s internal conflict.45 The 

study finds that strategic factors, such as the presence of pro-Soviet or pro-Communist 

groups, as opposed to economic factors, such as foreign trade and aid, are positively 

associated with the probability of intervention. Most importantly, US domestic political 

factors, such as the occurrence of an election in a given year, are negatively associated 

with the probability of intervention. 

 Berger et. al (2013a) and (2013b) are two studies using the CIA intervention 

dataset that Berger and his team have developed using declassified government 

documents. The authors tracked each target country starting from the year when a 

successful intervention has occurred and a US-friendly leader assumes power until he 

leaves office. Therefore, the intervention indicator contains two pieces of information: 

whether or not a particular country’s government is US-friendly and how long the US has 

exerted influence on that country. The first study examines the relationship between 

incidence of intervention and the strength of democratic institutions, while the second 

studies effects on the target country’s consumption of US imports. They also differ in 

estimation strategy. While the first uses ordinary-least-squares, the latter uses country and 

                                                 
43 Brauner (2015) 
44 Ibid. 
45 Yoon (1997) 
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time fixed-effects. As in Bueno de Mesquita and Downs’ (2006), the first study uses the 

intervention indicator to predict both the existence of a democratic government and its 

quality. 46 In countries where intervention took place after the Cold War, there is little 

difference in the quality of institutions compared to their non-targeted counterparts.47 

Overall, incidences of intervention were positively associated with the odds of 

establishing a democratic government in the short run but not in the long run.48 The 

second study shifts the focus to bilateral trade and the cost of doing business.  Results 

showed that interventions are positively associated with target countries’ consumption of 

US imports, especially of products for which the US has relatively less comparative 

advantage in producing.49 The authors interpreted this finding as evidence that 

intervention is negatively associated with the costs of bilateral trade for the US.50 

 

Contributions 

 This review of the literature reveals two deficiencies within existing body of 

literature. With the exception of Bueno de Mesquita and Downs’ study, the rest have 

models that do not accommodate for the lagged effects of intervention on the strength and 

behavior of institutions. Furthermore, democracy scores as a measure of the strength of 

institutions vary in definition and scale across studies and can come across as arbitrary. 

The use of public spending to account for how well a government is functioning, as in 

Deacon’s empirical model, appears to be a more direct method of assessment. Thus, our 

model addresses these issues by estimating the association between intervention and 

                                                 
46 Berger, Corvalan, Easterly, and Satyanath (2013b) 
47 Ibid. 
48 Ibid. 
49 Berger, Easterly, Nunn, and Satyanath (2013a) 
50 Ibid. 
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military expenditure, which reflects the provision of security as a public good. This 

approach enables us to bridge two groups of research, one exploring the relationship 

between intervention and regime type and the other the relationship between regime type 

and spending, thus directly examining the relationship between intervention and the 

allocation of public funds. 
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CONCEPTUAL FRAMEWORK 

 As shown in Figure 1, the factors associated with military expenditure can be 

divided into three broad categories: economic, strategic, and institutional. I discuss each 

in detail down below.  

Figure 1: Correlates of Military Expenditure 

 

Institutional Factors 

 Berger et al. (2013a) argued that the primary objective of CIA interventions is to 

increase US influence relative to Soviet influence in a target country, potentially 

transferring the burden of security provision. Given that our framework seeks to examine 

the correlates of military expenditure under the Cold War context, it must capture the 

dynamics of competition present in that era. Budgeting and policy formulation processes 

are different under democratic and authoritarian regimes, which will affect the extent to 

which funds are diverted from non-defense priorities into defense (guns and butter trade-
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off).51 In a democracy, these processes are more likely to be heavily participatory and are 

less likely to reflect the preference of elites.52 Moreover, the longer a leader remains in 

office, the more likely he or she presumably is able to maintain policy continuity, which 

include spending priorities.  

 

Economic Factors 

 Productivity, as measured by GDP per capita, determines how much a 

government has to spend to provide public goods. While a more productive economy 

translates to greater revenue, a larger population increases the state’s burden in providing 

public goods. Foreign direct investment matters because the degree to which a country’s 

economy is integrated into the global economy factors into a government’s ability to raise 

revenue. Governments may borrow in order to relax their financial constraints. 

Examination of the components of public debt reveals the various sources of funding for 

each government. This is crucial because past research has shown that some countries 

rely more on external than on internal funding for military expenditure.53 Foreign trade 

also warrants consideration as exports provide a source of foreign exchange, which the 

government may need if the country does not have strong manufacturing and energy 

sectors and thus needs to purchase arms and fuel from abroad as opposed to producing 

them domestically. Lastly, it is possible that the incidence of US intervention is positively 

associated with military and economic aid, which may in turn reduce domestic military 

                                                 
51 Smith (2009) 
52 Bueno de Mesquita and Downs (2006) 
53 Hewitt (1992) 
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spending.54 Therefore, our framework accounts for aid in order to estimate the 

relationship between intervention and military spending, net of aid from the US. 

 

Strategic Factors 

 Conflicts, particularly civil wars, tend to spillover borders and generate 

externalities for the entire region. Past research has shown that the incidence of conflict 

in a country is positively associated with probability of conflict occurring for its 

neighbors.55 During the Cold War, the US and USSR each formed an alliance to 

counteract the influence of one another in international politics. In response to the 

creation of NATO, the USSR gathered its satellite states into the Warsaw Pact.56 Our 

framework accounts for alliance membership, as superpower influence need not always 

be a product of covert intervention.57 Superpowers can also expand their influence using 

international organizations as a channel.58 For example, it is possible that countries with 

US-backed governments would be more likely to support resolutions in the UN General 

Assembly that were beneficial to US interests. 

  

                                                 
54 Collier and Hoffler (2007) 
55 Gleditsch and Salehyan (2006) 
56 Office of the Historian, s.v. “NATO” 
57 Berger et al. (2013a) 
58 Berger et. al (2013b) 
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HYPOTHESIS 

 As explained in the previous section, past studies have explored two sets of 

relationships. The first is between various forms of intervention and regime type. The 

second is between regime type and the allocation of public funds. This study seeks to 

estimate a reduced-form model that links intervention to the allocation of public funds. 

Therefore, I hypothesize that there is a positive relationship between CIA interventions 

and military expenditure. The rationale is as follows. During the Cold War, the US 

exercised a foreign policy in which it competed with the USSR to expand influence in the 

Third World. Given that the US has limited funds and manpower, it must rely on friendly 

governments elsewhere to police its own people. CIA interventions are more likely to 

help ensure that governments that share US objectives remain in power. Although the US 

has no direct control over the finances of other nations, it is likely to have some degree of 

bargaining power over those who have the purse strings, especially in cases where these 

individuals owe their rise to power to their American benefactors. Thus, the US has an 

incentive to shift the financial burden of security provision to its allies. One the other 

hand, one might reason that the US government has an incentive to supply more aid to 

regimes has created in the past. A positive association between intervention and aid may 

exert downward pressure on military expenditure. Therefore, I hypothesize that 

intervention and expenditure are negatively associated, net of aid.  
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DATA AND METHODS 

 Our empirical analysis uses country-level data for 165 countries between 1960 

and 1990 across the developing and developed world.59 The dependent variable, military 

expenditure per capita, comes from the Correlates of War Project’s National Material 

Capabilities v4.0 dataset (COW: NMC). The key independent variable, incidence of 

intervention, comes from the dataset accompanying Berger, Easterly, Nunn, and 

Satyanath’s Commercial Imperialism? Political Influence and Trade during the Cold 

War, published by the American Economic Review (AER) in 2013. Given that this 

dataset uses the Consumer Price Index in 1990 as the base year, I have adjusted all 

monetary values for inflation using the same benchmark. Additional controls are taken 

from the UN’s World Development Indicators database (WDI).60 These controls fall into 

the categories previously introduced in the conceptual framework: economic, political, 

and strategic factors. To account for missing data, I use interpolation and multiple 

imputations. Definitions for all variables included in the model are provided in Table 1. 

For a complete listing of data sources, please refer to the “References” section.  

 I estimate an ordinary least squares model with country and year fixed effects. 

Country fixed effects account for each country’s time invariant characteristics, such as 

geography and natural resource endowment. Time fixed effects account for factors that 

vary over time but affect all countries, such as population growth and global economic 

transitions. As stated in the previous section, past studies have modeled either the 

                                                 
59 Given that the dataset spans 30 years, territorial changes have occurred. We followed a rule where, in a 
dispute between two states, whichever country absorbs its rival, that country becomes the modern day 
equivalent. Countries that experienced border changes over this period are Germany, Vietnam, the Czech 
Republic, Pakistan, and Yemen. 
60 The WDI contains data for territories that reside outside of national borders but are themselves not 
nation-states, such as Alaska. We have dropped these observations in order to create a dataset that contains 
only nation states. 
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relationship between intervention and democratic outcomes or between regime type and 

military spending. Therefore, I depart from the approach taken in past studies and by 

estimating the following reduced-form model to address our research question: 

milexp�� =  ���� + ���Usinfluence�� + ���LNgdp��  +  ���FDI_inflow�� + �!�totexp��

+  �#�fordebt�� +  �&�export�� +  �'�import��� +  �(�ally�� +  �+�demo��

+  ����tenure�� +  ����RUSinfluence�� +  ����LNaid_mil��  

+  ����LNaid_eco�� +  ��!�LNaid_food�� + ��#�unvote�� +  /� +  0� + 1�� 

In the model specification above, subscripts “i” and “t” denote the country and year for 

each observation respectively. The /� and 0� terms denote time and country-specific 

intercepts, respectively. Given that this is a fixed-effects model, each independent 

variable is time-varying.  
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Table 1: Description of Variables 

Variables Definition and Data Source 

Dependent Variable 

Military Expenditure per 
Capita 

A continuous variable measuring military expenditure 
in per capita in constant 1990 USD. [COW: NMC]61 

Independent Variable 

US Intervention 
A dummy variable that assigns a value of 1 to each 
country-year where a US-install or supported 
government is in power. [AER] 

Control Variables by Category 

Economic Factors 

Log-GDP per Capita 
A continuous variable measuring GDP per Capita in 
constant 1990 USD. [AER] 

Net FDI Inflow (%) 
A continuous variable measuring foreign direct 
investment as a percentage of GDP. [WDI] 

Total Gov't Expenditure 
(%) 

A continuous variable measuring government 
expenditures as a percentage of GDP. [AER] 

Foreign Debt (%) 
A continuous variable measuring foreign liabilities as 
percentage of GDP. [WDI] 

Value of Exports 
Value of exports for each country-year to the rest of 
the world in constant 1990 USD. [AER] 

Value of Imports 
Value of imports for each country-year to the rest of 
the world in constant 1990 USD. [AER] 

Political Factors 

Democracy Indicator 
A dummy variable assigning a value of 1 to 
democratic regimes and a value of 0 to autocratic 
regimes. [AER] 

Leadership Tenure 
A continuous variable measuring the number of years 
that a country’s leader has been in office. [AER] 

USSR Intervention 
A dummy variable that assigns a value of 1 each 
country-year where a Soviet-installed or supported 
leader is in power. [AER] 

Strategic Factors 62 

Log-Military Aid per 
Capita 

A continuous variable measuring military aid from 
the US in per capita terms in constant 1990 USD. 
[AER] 

Log-Economic Aid per 
Capita 

A continuous variable measuring economic aid from 
the US in per capita terms in constant 1990 USD. 
[AER] 

Log-Food Aid per Capita 
A continuous variable measuring food aid from the 
US in per capita terms in constant 1990 USD. [AER] 

                                                 
61 In order to convert the main independent variable into per capita terms, we use population figures from 
the COW: NMC dataset. This conversion also applies to GDP and US aid variables for the controls. 
62 All aid indicators are scaled in terms of US dollars in the data source. 
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Variables Definition and Data Source 

UN Voting Preference 

A continuous variable taking a value between -1 and 
1 indicating a country’s voting preference in the UN 
General Assembly in favor of the US in a given year. 
63 [AER] 

Alliance with the US 
A dummy variable assigning a value of 1 to each 
country-year where a government has entered into a 
formal military alliance with the US [AER] 

Data Source Key: 
COW: NMC = Correlates of War Project's National Military Capabilities Dataset 
AER = Dataset available through the American Economic Review 
WDI: UN's World Development Indicators 

 

 
  

                                                 
63 Berger et. al (2013b) 
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DESCRIPTIVE STATISTICS 

 Table 2 separately presents summary statistics for the dependent and control 

variables. The analytical sample contains 1,168 country-year observations, of which 195 

have a US-backed government (18%).64 On average, countries that have US-backed 

governments spend 81 cents per citizen on defense, while countries that do not on 

average spend $2.77 per citizen. This difference of $1.96 is statistically significant at the 

1% level. Countries with US-backed governments appear economically healthier, 

exhibiting higher GDP per capita and value of foreign trade. Although they receive less 

economic and food aid compared to their non-US backed counterparts, these countries 

receive 28 cents more in military aid per citizen. Despite the US’s track record of 

propping up dictatorships, US-backed and non-US backed countries in the sample have 

similar average leadership tenure of around 7 years in office. This suggests that US-

backed countries are not relatively less democratic. The differences in averages in terms 

of each remaining independent variable across the two groups are statistically significant 

at the 1% level. 

                                                 
64 Missing data: The original sample size contains 7,096 country-year observations. I dropped 2,812 
observations due to missing values for the dependent variable. I dropped 240 observations due to missing 
values for the independent variable. Lastly, I dropped 5,950 observations because the main dependent and 
independent variables were available but at least one of the controls was missing. As result, the analytical 
sample contains 1,146.observations. The total 5,948 is the result of the “cumulative count” for missing 
values due to controls (7,096 - 5,950 = 1,146). 



 

  

2
1
 

Table 2: Descriptive Statistics for Military Expenditure per Capita and its Determinants [Sample Size = 1,146 observations] 

*** p<0.01, ** p<0.05, * p<0.1 

US Intervention = 0 US Intervention = 1 

Variables mean max min obsv. sd mean max min obsv. sd difference 

Dependent variable 

Military Expenditure per 
Capita 2.77 

304.6
6 0.00 944 13.15 0.81 6.96 0.04 202 0.89 -1.96 *** 

Economic Factors 

Log-GDP per Capita 10.46 14.79 5.89 944 1.54 11.56 14.66 7.80 202 1.51 1.10 *** 

Net FDI Inflow (%) 1.97 83.43 0.00 944 4.24 1.82 11.13 0.00 202 2.43 -0.14 *** 

Total Gov't Expenditure (%) 17.03 68.05 0.00 944 10.27 16.46 65.74 0.00 202 9.98 -0.58 *** 

Foreign Debt (%) 1.61 56.09 0.00 944 3.34 1.13 15.67 0.00 202 2.77 -0.48 *** 

Value of Imports  109 1,610 0.00 944 202 163 1,088 0.99 202 242 54 *** 

Value of Exports  100 2,418 0.01 944 231 200 1,784 0.04 202 343 99 *** 

Political Factors 

Democracy Indicator 0.30 1 0 944 0.46 0.24 1 0 202 0.43 -0.06 *** 

USSR Intervention 0.01 1 0 944 0.10 0.01 1 0 202 0.10 0.00 *** 

Leadership Tenure 7.73 36 1 944 
7.62500

8 7.22 32 1.00 202 7.35 -0.52 *** 

Strategic Factors 

UN Voting 0.34 1.31 -0.39 944 0.40 0.52 1.00 -0.25 202 0.34 0.18 *** 

Log-Military Aid per Capita 2.98 11.17 -4.74 944 2.72 3.26 7.41 -2.87 202 1.63 0.28 *** 

Log-Economic Aid per Capita 5.34 12.10 -2.01 944 1.84 4.52 7.82 -2.71 202 1.63 -0.82 *** 

Log-Food Aid per Capita 3.75 10.04 -3.11 944 1.89 3.15 6.03 -2.71 202 1.41 -0.60 *** 

Alliance with the US 0.42 1 0 944 0.49 0.60 1 0 202 0.49 0.18 *** 
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 Table 3 presents more detailed summary statistics for the main independent 

variable, US influence. We have subdivided the data into geographic regions in order to 

show readers differences in prevalence of intervention as a foreign policy during the Cold 

War. The Americas and Africa have the same number of country-years with US-backed 

governments in power over the 30-year period of the study (33%). On the other hand, 

Europe has the least number of country-years with US-backed governments in power 

(4%). The fact that US-backed governments were as prevalent in Central and South 

America as they were in Africa suggests that the degree to which the US is invested in 

the security and stability of a country can not be explained solely by proximity to US 

borders. 

 

Table 3: US Intervention by Continent 
[Sample Size = 1,146] 

mean max min obsv. sd 
Share of 
Total 

The Americas 0.18 1 0 375 0.39 32.72% 

Europe 0.18 1 0 45 0.39 3.93% 

Asia 0.26 1 0 351 0.44 30.63% 

Africa 0.09 1 0 375 0.29 32.72% 
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REGRESSION RESULTS 

 Regression results are summarized in Tables 4 and 5. The two tables report results 

for the same set of seven models. These models estimate the relationship between 

military expenditure and US interventions (the main independent variable) while 

controlling for other alternative channels of US influence, which include type and amount 

of aid received, alliance status, and UN votes. As described in the “Hypothesis” section, 

one might expect the presence of a US-backed government to be positively associated 

with expenditure as the result of the US government shifting its defense burden to its 

friendly foreign counterparts. On the other hand, one might expect the presence of a US-

backed government to be positively associated with aid, particularly military aid, which 

may instead exert downward pressure on expenditure. Thus, these models specifically 

estimate the net of these dynamics.   

 The first model in Table 4 presents the raw correlation between the main 

independent and dependent variables. US intervention is an indicator variable assigning a 

value of 1 to country-years where a US-backed government (installed via covert 

intervention) was in power and a value of 0 otherwise. Model (1) shows that the presence 

of a US-backed government in a given country-year is negatively and significantly 

associated with per-capita military expenditure. On average, a country without a US-

backed government spends $2.77 per capita on defense. On the other hand, a country 

with a US-backed government spends about 80 cents per capita, which is a difference of 

71%.  

 After estimating the raw correlation in Model (1), I controlled for strategic, 

economic, and institutional variables as described earlier in the “Data and Methods” 
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section. In addition, I controlled for geography by adding a set of indicator variables for 

continents. The indicator variable corresponds to the Americas, Asia-Pacific, and Africa. 

Location in Europe serves as the baseline category. Models (2) and (3) contain a full set 

of controls with the distinction being that I controlled for total aid from the US in (2) and 

aid by category in (3). Lastly, in Models (4) through (7), I controlled for whether a 

country has received more aid from the US than the median amount in each category over 

the period of study (1960-1990). To achieve this, I constructed indicator variables 

assigning a value of 1 to countries where, in a given year, the amount of aid received over 

the previous year exceeded the sample median for each category. Lastly, I interacted 

these indicators with the main independent variable. 

 After I introduced the full set of controls, US intervention and military 

expenditure per capita remain negatively and significantly associated across Models (2) 

and (3) with some variation in magnitude. One might suspect that the US had been giving 

more aid in the past, particularly military aid, to governments it had previously installed. 

To explore this possibility, I divide the countries in the sample into ones that received 

generous donations and ones that did not in Models (4) through (7). These models 

contain interactions for total aid, military aid, economic aid, and food aid respectively. 

These specifications help serve to determine the difference in the relationship between 

the key dependent and independent variable across below and above-median aid 

recipients.  
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 Model (5) offers an illustrative example of the interaction between intervention 

and types of aid due to three findings. The relationship between intervention and 

expenditure is negative and significant for below-median military aid recipients (-$2.26 

per capita). The relationship is also negative and significant for above-median recipients 

as well (-2.263 + .0775 = -$2.19 per capita). I find no evidence that there is difference in 

magnitude for this relationship between below-median and above-median military aid 

recipients as indicated by the statistically insignificant term interaction term in this 

specification. Simply put, receiving relatively more military aid is not positively 

associated with military spending.
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Table 4:  OLS Regression Results                

Dependent Variable: Military Expenditure per Capita in Constant 1990 USD 

Model: 1 2 3 4 5 6 7 

US Intervention 

-
1.957**

* -1.225*** -1.757*** -2.933** -2.263** -2.853** -1.606** 

 
(-0.433) (-0.406) (-0.48) (-1.274) (-0.905) (-1.178) (-0.764) 

Aid Indicators 

High Aid Recipient (Total Aid) 0.638 

 
(-1.17) 

High Aid Recipient (Military Aid) 2.093*** 

 
(-0.696) 

High Aid Recipient (Economic Aid) 0.56 

 
(-1.219) 

High Aid Recipient (Food Aid) 1.638* 

 
(-0.871) 

Interactions 

US Intervention x High Total Aid Recipient 1.363 

 
(-1.419) 

US Intervention x High Military Aid 
Recipient 0.0775 

 
(-0.995) 

US Intervention x High Economic Aid 
Recipient 1.383 

 
(-1.394) 

US Intervention x High Food Aid Recipient  -1.132 

 
(-1.001) 
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Model: 1 2 3 4 5 6 7 

Strategic Factors        

Log-Total Aid per Capita 3.259*** 

 
(-0.835) 

Log-Military Aid per Capita 0.937*** 

 
(-0.181) 

Log-Economic Aid per Capita 1.880*** 

 
(-0.505) 

Log-Food Aid per Capita -0.0709 

 
(-0.375) 

Alliance with the US -6.870*** -7.294*** -4.689*** -5.391*** 
-

4.470*** -4.478*** 

 
(-1.768) (-1.676) (-1.134) (-1.318) (-1.139) (-1.241) 

UN Voting Preference 5.386*** 4.634*** 6.567*** 6.206*** 6.627*** 6.923*** 

 
(-1.379) (-1.426) (-1.919) (-1.895) (-1.896) (-1.86) 

Economic Factors 

Log-GDP per Capita -0.113 -0.23 -1.596** -1.596*** -1.599** -1.604*** 

 
(-0.215) (-0.25) (-0.681) (-0.602) (-0.699) (-0.622) 

Net FDI Inflow (%) -0.172** -0.179** -0.139* -0.139* -0.139* -0.139* 

 
(-0.0846) (-0.0889) (-0.0778) (-0.0815) (-0.0792) (-0.0781) 

Total Gov't Expenditure (%) -0.0822 -0.0906 -0.132* -0.143** -0.132* -0.127* 

 
(-0.0545) (-0.0555) (-0.0679) (-0.0659) (-0.0682) (-0.0702) 

Foreign Debt (%) 0.292 0.327* 0.720*** 0.733*** 0.720*** 0.710*** 

 
(-0.202) (-0.194) (-0.176) (-0.167) (-0.177) (-0.176) 
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Model: 1 2 3 4 5 6 7 

Value of Imports 

-
0.000041

7 0.00155 0.00465 0.00342 0.00481 0.00473 

 
(-

0.00306) 
(-

0.00296) 
(-

0.00326) 
(-

0.00323) 
(-

0.00325) 
(-

0.00323) 

Value of Exports 
0.0101**

* 
0.00859*

* 
0.00648*

* 
0.00715*

* 0.00636* 
0.00643*

* 

 
(-

0.00361) 
(-

0.00344) 
(-

0.00325) 
(-

0.00331) 
(-

0.00327) 
(-

0.00322) 

Political Factors 

Democracy Indicator 0.000305 0.439 1.470** 1.457** 1.476** 1.275* 

 
(-0.726) (-0.702) (-0.707) (-0.726) (-0.698) (-0.693) 

Leadership Tenure 
-

0.0961**
* -0.134*** -0.0386 -0.0557** -0.0404 -0.0399 

 
(-0.0368) (-0.0405) (-0.0249) (-0.0253) (-0.0255) (-0.0259) 

USSR Intervention 3.212** 2.313 0.425 0.44 0.431 0.503 

 
(-1.633) (-1.609) (-1.476) (-1.404) (-1.504) (-1.377) 

Continents 

Americas -2.039* -2.698** -0.913 -0.533 -1.204 -0.864 

 
(-1.126) (-1.202) (-0.742) (-0.799) (-0.743) (-0.8) 

Asia-Pacific -0.555 -0.824 2.925** 2.628** 2.845** 2.884** 

 
(-0.949) (-1.057) (-1.231) (-1.124) (-1.203) (-1.118) 

Africa -4.851** -5.667*** -3.322** -3.567** -3.356** -3.217** 

 
(-1.931) (-1.825) (-1.361) (-1.609) (-1.428) (-1.629) 
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Model: 1 2 3 4 5 6 7 

Constant 
2.768**

* -10.68*** -1.564 19.50** 19.87** 19.62** 18.86** 

 
(-0.428) (-3.171) (-2.97) (-8.946) (-7.902) (-9.264) (-8.376) 

Country and Year Fixed Effects? No No No No No No No 

Observations 1,146 1,146 1,146 1,146 1,146 1,146 1,146 

R-squared 0.004 0.257 0.254 0.117 0.122 0.117 0.119 

F Statistics and p-values for 9.926 11.970 9.627 9.408 

Joint Hypotheses       (0.000) (0.000) (0.000) (0.000) 

*** p<0.01, ** p<0.05, *p<0.1  
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 In Table 5, I estimated the models previously reported in Table 1 but included 

country and year fixed effects. As previously discussed in “Data and Methods,” the 

purpose of fixed effects is to reduce omitted variable bias on two fronts. First, country 

fixed effects accounts for differences across countries that do not vary across time. In 

addition, year fixed effects accounts for variation over time that affects all countries. 

Almost all of the significant associations found in Table 1 do not register in Table 2. 

With the exception of Model (13) where the relationship is positive, US intervention and 

per capita military expenditure are negatively but not significantly associated 

throughout.65

                                                 
65 I suspected that the differences in results are due to insufficient variation within countries across time. In 
order to assess the extent to which this may be the case, I estimated using pooled OLS the relationship 
between the key dependent variable and country and year indicator variables. I arrived at an R-squared of 
.56, which indicate the percentage of the variation explained by the country and year indicator variables. 
Therefore, other variables in the full set of controls account for the remaining 44% of the variation in per 
capita military expenditure. This suggests that there is enough variation to work with, thus making fixed 
effects results are reliable. 
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Table 5:  Fixed Effects Regression Results  

Dependent Variable: Military Expenditure per Capita in Constant 1990 USD 

Model: 8 9 10 11 12 13 14 

US Intervention -0.0905 -0.582 -0.0447 -0.15 -0.122 0.175 -0.41 

 
(-0.283) (-1.065) (-0.817) (-0.898) (-0.838) (-0.744) (-0.786) 

Aid Indicators 

High Aid Recipient (Total Aid) -0.318 

 
(-0.608) 

High Aid Recipient (Military Aid) -0.88 

 
(-0.88) 

High Aid Recipient (Economic Aid) 0.327 

 
(-0.709) 

High Aid Recipient (Food Aid) -2.162 

 
(-1.932) 

Interactions 

US Intervention x High Total Aid Recipient 0.218 

 
(-1.02) 

US Intervention x High Military Aid Recipient 0.482 

 
(-0.901) 

US Intervention x High Economic Aid Recipient -0.332 

 
(-0.859) 

US Intervention x High Food Aid Recipient  1.356 

 
(-1.311) 

Strategic Factors 

Log-Total Aid per Capita 1.251 

 
(-0.93) 

Log-Military Aid per Capita 0.141 

 
(-0.191) 

Log-Economic Aid per Capita 1.418 

 
(-0.91) 
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Model: 8 9 10 11 12 13 14 

Log-Food Aid per Capita -0.77 

 
(-0.511) 

Alliance with the US 0.530 0.168 0.628 0.464 0.683 0.041 

 
(-2.024) (-1.948) (-1.918) (-1.928) (-1.909) (-1.953) 

UN Voting Preference 4.908 4.074 5.530 5.617 5.356 5.330 

 
(-3.57) (-3.013) (-4.152) (-4.128) (-3.986) (-4.159) 

Economic Factors 

Log-GDP per Capita 3.970 2.309 3.763 3.885 3.748 3.082 

 
(-6.232) (-5.784) (-6.11) (-6.044) (-6.079) (-5.868) 

Net FDI Inflow (%) -0.035 -0.045 -0.032 -0.033 -0.032 -0.023 

 
(-0.0512) (-0.0545) (-0.0484) (-0.0493) (-0.0483) (-0.0409) 

Total Gov't Expenditure (%) 0.010 0.000 0.016 0.020 0.017 0.002 

 
(-0.0931) (-0.0868) (-0.0976) (-0.0957) (-0.0971) (-0.107) 

Foreign Debt (%) 0.190** 0.169** 0.259*** 0.256*** 0.257*** 0.276*** 

 
(-0.0879) (-0.0808) (-0.0799) (-0.0777) (-0.0806) (-0.0881) 

Value of Imports 0.002 0.002 0.001 0.001 0.001 0.000 

 
(-

0.00349) 
(-

0.00286) 
(-

0.00353) 
(-

0.00356) 
(-

0.00355) 
(-

0.00403) 
Value of Exports 0.001 0.001 0.000 0.000 0.000 0.000 

 
(-

0.00309) 
(-

0.00286) 
(-

0.00276) 
(-

0.00273) 
(-

0.00278) 
(-

0.00284) 

Political Factors 

Democracy Indicator -0.148 0.094 0.255 0.239 0.177 0.550 

 
(-0.485) (-0.51) (-0.376) (-0.348) (-0.363) (-0.41) 

Leadership Tenure -0.064 -0.083 -0.080 -0.082 -0.078 -0.089 

 
(-0.0681) (-0.0745) (-0.0769) (-0.0777) (-0.0762) (-0.0836) 

USSR Intervention 1.959 2.019 0.744 0.740 0.873 0.600 

 
(-1.88) (-1.752) (-1.766) (-1.851) (-1.795) (-1.833) 

Constant 2.439*** -51.510 -30.730 -42.710 -43.960 -42.850 -34.340 

 
(-0.0499) (-72.59) (-65.49) (-68) (-67.15) (-67.68) (-65.41) 
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Model: 8 9 10 11 12 13 14 

Country and Year Fixed Effects? Yes Yes Yes Yes Yes Yes Yes 

Observations 1,146 1,146 1,146 1,146 1,146 1,146 1,146 
R-squared 0 0.083 0.091 0.071 0.072 0.071 0.077 
F Statistics and p-values for 

   
0.0236 0.156 0.0777 0.537 

Joint Hypotheses       (0.977) (0.856) (0.925) (0.586) 

*** p<0.01, ** p<0.05, *p<0.1  
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 The results of my analyses run contrary to expectations. All models in Table 1 

show a negative and significant association between US intervention and military 

expenditure per capita rather than a positive one as anticipated in earlier sections. 

However, there is no evidence of a difference in the relationship between US intervention 

and military expenditure per capita between below and above-median recipients. Such 

results are consistent across all types of aid. Although results from Table 1 suggest that 

having US-backed government may translate to having a relatively more powerful ally 

help shoulder some of the defense burden, there is no evidence that this dynamic is more 

visible in countries that receive relatively more military aid.  
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DISCUSSION 

 This study examines the relationship between the existence of a US-backed 

government, installed via CIA intervention, and military expenditure per capita across the 

globe between 1960 and 1990. The period of study is significant to foreign policymaking 

as it spans the height of the Cold War to its conclusion. Although the US and the USSR 

never came to blows, each sought to contain the other’s influence in Third World through 

a variety of channels: treaties, intergovernmental organizations, foreign aid, and covert 

interventions.66 Initial results show a negative relationship between the existence of a US-

backed government and military expenditure per capita. After using regression analysis to 

adjust for characteristics native to each country that do not vary over time and for trends 

shared by all countries over time, my results show that there is no relationship between 

the existence of a US-backed government and military expenditure per capita.   

 Concerning potential areas for omitted variable bias, this study differs from past 

research in that it did not account for the relationship between countries’ military 

spending in relation to their neighbors’ or for the incidence of international conflict in the 

region. In terms of the relationship between international conflict and US intervention, 

the bias could be in either direction, as historians have documented both cases of 

countries that maintained peaceful relations with their neighbors (Brazil and Chile) after 

the US stepped in and countries where conflict erupted afterwards (Republic of Congo 

and South Vietnam).67 Although I have controlled for geography, there is a possibility 

that the relevant factor is not so much who a country’s neighbors are but how they 

behave. Studies such as Perlo-Freeman and Dunne (2003) and Collier and Hoeffler 

                                                 
66 Westad (2005) 
67 Ibid. 
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(2007) both controlled for military spending in neighboring countries. These researchers 

operated under the assumption that nation-states exhibit strategic behavior and thus will 

make decisions based on the decisions of their neighbors, both friendly and hostile. 

Hewitt (1992) and the studies previously mentioned all controlled for incidence of 

conflict. I chose not to include this as a control in my model because the mechanical 

correlation between conflict and spending would reduce the explanatory powers of my 

key independent variable.  

 I have compared the relationship between my key dependent and independent 

variables across above-median and below-median aid recipients. Results did not provide 

evidence for a difference in the relationship between intervention and expenditure across 

the two groups under all aid categories. Therefore, I believe a potential area for future 

research would be examining whether US intervention accounts for variations in foreign 

aid. 

 In terms of the big picture, my results reveal the relationship between the 

existence of a US-backed government and military spending per capita across the globe 

over a period of 30 years to be either or negatively associated at a small magnitude or 

nonexistent. The results from this study can be informative for policymakers both 

domestic and international. In the contemporary US policymaking environment, they 

open up a discussion about the sharing of military burden between allies. A positive 

association between US intervention and an ally’s spending decision would imply that the 

US government had been outsourcing the provision of security as a public good. 

Conversely, a negative association as seen previously implies that the US government 

had been shouldering the defense burden of its allies. For non-US policymakers, it 
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suggests that domestic political actors may have more control over the budgetary process 

relative to foreign ones do.  
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