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Abstract 
 

We examine the relationship between domestic state capacity and 

the projection of military power abroad during the nineteenth and 

twentieth centuries, using a new index of political resources that 

are associated with state capacity. There are two different 

channels through which domestic state capacity might influence a 

state’s power-projection capabilities abroad: directly, by 

improving the state’s ability to pursue an effective foreign policy, 

and indirectly, by increasing the state’s ability to mobilize 

material resources within its territory. We study both channels 

and find evidence for both mechanisms. These findings suggest 

that domestic state–society relations and the build-up of state 

capacity have influenced the geopolitical relationships among 

states, not only political and economic developments within 

states. The findings have implications both for theories of 

international relations and for theories of the state. 

  

 

 
1 Prepared for the STANCE conference in Lund, September 2–3, 2021. This version: August 31, 
2021. Johannes Lindvall can be reached at johannes.lindvall@gu.se. Jan Teorell can be reached 
at jan.teorell@statsvet.su.se. 
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I Introduction 

In the winter of 1898, hostilities in the Caribbean drew the United States into 

war with Spain. U.S. economic interests in Cuba were at stake during the Cuban 

War of Independence, and in February the American battleship Maine was 

sunk in Havana harbor. President McKinley, at first reluctant to wage a war 

that might force the United States to annex Cuba, now turned to Congress to 

finance the coming war. “I must have money to get ready,” he wrote to the 

chairman of the House Appropriations Committee. “I am doing everything 

possible to prevent war but it must come, and we are not prepared.” Congress 

immediately made available $50 million in emergency military funds. The U.S. 

minister in Spain reported that this move stunned the government in Madrid. 

“To appropriate fifty millions out of money in the treasury, without borrowing 

a cent, demonstrates wealth and power. Even Spain can see this,” he wrote 

(quoted in Zakaria 1998, 157). The ensuing war was a complete victory for the 

United States. According to most historians and international-relations 

scholars, the year 1898 marked the rise of the U.S. to great-power status.  

Wealth and power, the minister wrote: wealth as such was not enough for 

the United States to project its military power abroad. As Zakaria (1998) 

painstakingly demonstrates, by the late nineteenth century, the United States 

had long counted among the wealthiest countries on Earth. But that wealth had 

not been converted into state power. What the U.S. government accomplished 

in 1898 didn’t just require vast economic resources; it also hinged on the 

capacity of the American state to access and mobilize those societal resources 

effectively.  

That wasn’t unique to the American case. Drawing on cross-country 

evidence covering a period of almost two centuries, we argue in this paper that 

high domestic state capacity tends to increase a country’s ability to project 

military power abroad, or, as Fordham puts it (2011, 587), the ability of states 

to “expand their foreign policy ambitions and adopt what might be called a 

major-power foreign policy.” The empirical relationship between state 

capacity and external power projection isn’t merely a result of underlying 

economic strength; we show, on the contrary, that high state capacity acts as a 

multiplier by enhancing the effect of broader societal resources.  

These ideas about the importance of state-society relations and state 

capacity for international politics are not new in themselves, but they have not 

previously been tested in large-N studies. Our approach is based on combining 

insights from recent international-relations scholarship on geopolitical 

competition with insights from recent comparative-politics scholarship on 

state capacity. The idea that state–society relations is an important factor in 

international politics is one of the key contributions of the “neoclassical-
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realist” school in international relations (Ripsman, Taliaferro, and Lobell 2016, 

Chapter 3). Our paper generates testable hypotheses from this idea and then 

proceeds to test those hypotheses empirically using new quantitative data on 

state capacity. Defining state capacity as the power of the state to carry out the 

government’s policies, we develop a new index of three basic state resources 

that enhance this power: revenue, human capital (the state’s administrative 

personnel), and information.  

We study two different channels through which domestic state capacity 

might influence a state’s power-projection capabilities abroad. First, we expect 

state capacity to influence a state’s power-projection capability directly by 

improving the state’s ability to pursue an effective foreign policy. Second, we 

expect state capacity to matter indirectly by increasing the state’s ability to 

mobilize other resources within its territory in the pursuit of the government’s 

foreign military aims. (In other words, we expect state capacity to enhance the 

effect of societal resources on external power-projection capabilities.) The 

paper tests these ideas in a panel of up to 57 countries observed between 1817 

and 1992. Drawing on Fordham (2011), we proxy for external military 

capacity with military spending and personnel as well as an index of power-

projection capacity that combines a measure of military capability with a 

measure of the capital-intensity of the country’s military forces. We also 

complement these two outcome measures from Fordham with a third: data on 

the total tonnage of naval warships from Crisher and Souva (2014). When 

constructing our new index of domestic state resources, we take the product 

of three variables: public revenues as a share of GDP, an index of meritocratic 

recruitment (to proxy for the human capital of the state’s administrative 

personnel), and a measure of “information capacity.” Controlling for potential 

confounders such as battle-related deaths, military rivalry, and including 

country-fixed effects, our main specification relies on an error-correction 

model with 5-year lags to separate short- and long-run effects.  

We find robust and positive effects of state capacity, both directly and 

indirectly (by realizing a country’s underlying socioeconomic potential). A 

separate observable implication of our theory is that it should apply among 

the great powers. We therefore conduct a separate analysis of thirteen former 

or current great powers, as identified  by Levy (1983); when doing so, we find 

that the effects are, if anything, stronger in the great-power sample.  

II State Capacity at Home and Abroad 

The first thing that’s required to analyze the relationship between domestic 

state capacity and the projection of military power abroad is a definition of 
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state capacity. We think of the state as an organization that implements 

policies, p, in order to achieve specific outcomes, y, and we define state 

capacity as the strength of the causal relationship between p and y. The idea is 

simple: when the government of a high- capacity state decides to adopt the 

policy p in order to achieve the outcome y, it is more likely to be successful 

than the government of a low-capacity state would be, if it adopted the same 

policy. This simple conceptualization is congruent with other definitions 

proposed by scholars of state capacity. For example, Mann (1984, 189) 

emphasizes “the capacity of the state . . . to implement logistically political 

decisions throughout the realm” and Geddes (1994, 14) concerns herself with 

“the capacity to implement state-initiated policies.” 

Following Besley and Persson (2011), we think of state capacity as a 

function of previous investment decisions, adding the qualification that what 

states actually invest in isn’t state capacity as such but resources that are 

expected to enhance state capacity in the future. To be more precise, at any 

point in time, a country’s government can forego the pursuit of more 

immediate policy aims by instead investing in generic resources that states can 

use to enhance the effect of p on y in the future. We denote those resources r, 

and we think of the most important state resources as being revenue (the 

state’s income), human capital (the quality of the state administration), and 

information (knowledge of the territory and the population). 

Revenue is important since implementing policies is costly. That’s why 

scholars often treat “fiscal capacity” as an especially important dimension of 

state capacity. As Levi (1988, 2) notes, “The greater the revenue of the state, 

the more possible it is to extend rule.” But revenue is not all. A state’s agents 

also need specific skills to perform their functions well. A high level of human 

capital in the state administration therefore enhances the effectiveness of 

most government policies, putting a premium on administrative institutions 

in which officials are selected on the basis of skills, education, and training and 

rewarded for loyalty and effectiveness (Centeno, Kohli, and Yashar 2017; 

Dahlström and Lapuente 2017; Evans and Rauch 1999). Strong administrative 

institutions cannot be created instantaneously, which is why the second 

resource (human capital) cannot be reduced to the first (revenue). Finally, just 

as a firm depends on ideas and know-how, not only capital and labor, a state 

needs up-to-date information about the territory and the population it 

controls. Without such information, the state’s agents cannot determine how 

to use policy instruments effectively. This is why Scott (1998) emphasizes the 

importance of information-gathering institutions for the development of the 

modern state (see also Lee and Zhang 2016, D’Arcy and Nistotskaya 2017, and 

Brambor et al. 2019).  

The rich and growing literature on state capacity in comparative politics 

has so far concentrated on explaining domestic outcomes such as economic 
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development, public-service provision, and civil conflict. In other words, the 

elements of y are typically thought to be outcomes within the territory and 

among the population the state controls. We now extend the analysis to 

outcomes beyond the state’s borders. 

In so doing, our paper also addresses a central concern in contemporary 

international-relations scholarship. Structural-realist scholars of international 

relations often assume, explicitly or implicitly, that external military 

capabilities are a direct function of a society’s domestic material resources 

(Kennedy 1988; Mearsheimer 2001; Waltz 1979). As many international-

relations scholars have pointed out, what this view neglects is that states and 

societies aren’t equivalent (Christensen 1996; Zakaria 1998): a state is an 

organization that exercises power in a society, but that does not mean it can 

command all resources within that society (whether the society is defined 

territorially or population-wise). Recent contributions to the literature on how 

to measure socioeconomic resources notwithstanding (Anders, Fariss, and 

Markovitz 2020; Beckley 2018), the resources that a state can employ for 

external warfare must be its own. 

That is why we expect improvements in state capacity to increase a state’s 

power-projection capabilities abroad. Indeed, we expect state capacity to 

matter in two ways: directly by improving the likelihood of success when the 

government seeks to pursue policies that expand its military power-projection 

capability and indirectly as the state mobilizes the material resources within 

its territory in the pursuit of foreign military aims. In other words, we expect 

state capacity to matter in its own right (just as state capacity enhances the 

effectiveness of all sorts of domestic policies) and by influencing the 

relationship between societal resources and external military capability 

(where domestic state capacity is higher, we expect the link between societal 

economic resources and external power-projection capabilities to be 

stronger). 

If, following Markowitz and Fariss (2013), one conceives of the projection 

of state power as a matter of capital, the only difference between domestic and 

external state power is the distance over which power is projected. 
 

The more power a state has and the less that power decays over 

distance, the higher its projection capability. Thus, there are two 

variables that interact to determine a state’s ability to project 

power: the amount of power a state has, and the degree to which 

power decays over distance. (Markowitz and Fariss 2013, 123.) 
 

Markowitz and Fariss concentrate on the latter, which is largely a function of 

technological development. For the purposes of this paper, we concentrate on 

the former; in other words, we are interested in how investments in domestic 

state power are converted into power-projection capabilities abroad. 
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It is difficult to formulate exact expectations about the nature and shape of 

the short-run form of this relationship. Given budget constraints, there is a 

potential trade-off between investing in those capacities that can be employed 

at home and those that can be deployed abroad. Markowitz and Fariss (2013, 

125–126) develops this idea theoretically through an analogy between states 

and firms: 
 

At each step of expansion, both firms and states make a calculation 

as to whether local investment or foreign investment will net a 

higher return. States, like firms, invest globally (externally), when 

the expected gains per unit expended for external rents exceed the 

expected per unit benefit gained from internal rents. States project 

power at greater distances when the cost of obtaining additional 

rents internally is greater than the costs of extracting rents 

externally. 
 

If this is correct, we might expect a short-run negative effect of investments in 

state resources on external power-projection capabilities; that is, the two 

could be conceived as substitutes. 

However, they could also be conceived as complements. If domestic state 

resources are fungible, so that their accumulations translate into power 

projection capabilities over any territory (or any population), there need not 

be a trade-off involved in the investment decision. This is most easily 

envisioned for revenue. Since military spending is the most direct mechanism 

through which states invest in their military capabilities, investments in 

domestic revenue collection should translate into external power projection 

capacity quite quickly. More spending obviously requires more revenue. 

Indirectly, this argument also applies to the other two resources we are 

studying empirical, since higher human capital and information should enable 

states to collect revenue at lower costs. 

Taken together, these two countervailing mechanisms explain why it’s 

hard to formulate general expectations about the short-run effect of 

investments in domestic state capacity. In the long run, however, there should 

be no trade-off, for the costs of an investment are incurred now, but the returns 

accrue in the future. In other words, if a state invests in domestic state capacity 

today, that may not lead an immediate effect on external power projection 

capacity, but it should lead to one in the long run. We thus arrive at our first 

theoretical expectation: 
 

Hypothesis 1. Investments in state capacity increase a state’s external power-

projection capabilities in the long run. 
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This first hypothesis is concerned with relative investments, or, in other words, 

whether a state invests more than other states in the system in the build-up of 

state capacity. This follows directly from the assumption in the international-

relations literature that “so far as the international system is concerned, both 

wealth and power are always relative and should be seen as such” (Kennedy 

1988, xxv). In other words, when it comes to the direct effect of state capacity, 

what matters for a state’s success in the international sphere is how it 

compares with other states. As long as state capacity rises and falls among all 

states simultaneously, no state has an edge. Differences among countries are 

what matters. 

Hypothesis 1 relies on the assumption that domestic state resources are 

fungible. To this one might object that states are likely to need different types 

of physical, human, and informational capital in different spheres of influence. 

When exercising control over one’s own territory, there is little need to invest 

in aircraft carriers, for example, and military intelligence is something very 

different from the information that can be gleaned from a population census. 

Power resources that states accumulate for domestic purposes are not 

necessarily useful for the projection of power internationally, at least not 

directly. However, there is also a second, more indirect channel through which 

domestic state capacity may affect a state’s power abroad, which does not 

depend on an assumption of resource fungibility. 

According to conventional wisdom, states develop external military 

capability by mobilizing and employing domestic economic resources 

(Kennedy 1988; Mearsheimer 2001). In other words, the richer a country is in 

economic resources, the more powerful it is on the international scene. As was 

pointed out already by Lamborn (1983), however, states do not necessarily 

have ready access to all economic resources relevant to their policy goals even 

if those resources can be found within their own territories. Natural resources 

have to be extracted, taxes collected, soldiers conscripted, industrial 

production steered to the war effort, and so on. 

Responding to that concern, Beckley (2018) proposes the use of net rather 

than gross societal economic resources, since such a specification is consistent 

with the idea that production, welfare and security costs need to be deducted 

from “a nation’s gross resources.” Similarly, Anders, Fariss, and Markovitz 

(2020) provide estimates of the “surplus domestic product,” consisting of the 

share of GDP not needed for the population to survive. 

But neither of these improved measuring strategies solves the underlying 

problem that they only get at the societal economic resources that are 

potentially available to the state. As argued by Zakaria (1998, 9), 
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Foreign policy is made not by the nation as a whole but by 

its government; consequently, what matters is state power, 

not national power. 
 

Two societies having the same amount of gross, net, or surplus economic 

resources are not equally capable of projecting external military power unless 

they also have equally capable states. By implication, the more capable their 

states, the more leverage they can derive from society’s economic resources. 

We now arrive at our second theoretical expectation: 
 

Hypothesis 2. Investments in state capacity increase the effect of societal 

economic resources on external power-projection capabilities. 
 

Unlike the first hypothesis, Hypothesis 2 is concerned with the absolute level 

of investments in state resources: since we are now assessing the capacity of 

an individual state to leverage its economic resources for external warfare, its 

capacity relative to other states is no longer the relevant point of comparison 

(although, as we shall see, the underlying economic resources themselves are 

defined in relative terms). 

III Data and Measurement 

To test the theoretical expectations we discussed in the previous section, we 

need a measure of domestic state capacity. Since we think of state capacity as 

a function of the political resources states rely on when they implement their 

policies, this means, more specifically, that we need measures of the fiscal 

capacity of states (revenue), the quality of their bureaucracies (human 

capital), and their information capacity. Fortunately, recent empirical work in 

historical political economy and in comparative studies of political 

development have made data available on each of these variables. 

First, we rely on novel data on total state revenue as a share of GDP for the 

nineteenth century from Goenaga, Sabaté, and Teorell (2018), complemented 

with data on tax revenue as share of GDP for the twentieth century from Cagé 

and Gadenne (2018).  Although total and tax revenue are of course not the 

same thing, the two measures correlate at .94 in the 484 overlapping country-

year observations, and we are aware of no other (publicly available) 

comprehensive dataset of total state revenue. Since the latter is closer to what 

we want to measure, we rely on the revenue estimate for the overlapping 

observations and then simply fill in the series with the tax estimate. Second, to 

proxy for the human-capital stock of the bureaucracy, we rely on expert-based 

assessments of the extent to which state administrators were recruited and 
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promoted based on their formal qualifications rather than political or 

clientelistic ties from the historical V-Dem project (Coppedge et al. 2020; 

Knutsen et al. 2019; Pemstein et al. 2020). Finally, we rely on a new measure 

of information capacity that’s based on data   on the introduction of the census, 

the establishment of civil and population registers, statistical agencies, and the 

publication of statistical yearbooks in the years 1789—2015 (Brambor et al. 

2019). 

According to our theory, state capacity is something that states produce by 

deploying resources. The proper way to analyze the relationship between 

resources and state capacity is therefore in the form of    a production function: 

a function that describes the conversion of economic inputs into outputs. 

Almost all production functions, including the well-known Cobb–Douglas 

function (1928), are multiplicative. In other words, total production is not a 

function of the sum of the inputs, but of their product. If that’s the right way to 

think about the production of political power and state capacity, as we think it 

is, then the most appropriate way to aggregate our three proxies for domestic 

state resources into one overall index is by multiplication. We therefore 

normalize each of the three measures of state resources to range from 0–1 and 

then we multiply them. This aggregation function implies that a state cannot 

compensate for the lack of one resource by investing in another. The overall 

index value—constructed to range from 0 to 100—is only as strong as the 

weakest link in the political production chain. 

To measure this study’s main outcome variable—the capacity to project 

military power abroad—we primarily draw on data from Ford-ham (2011). 

Building on the Correlates of War Project’s National Military Capabilities data 

(Singer 1987; Singer, Bremer, and Stuckey 1972), Fordham first proxies for the 

adoption of a major-power foreign policy by taking the mean of a state’s share 

of the global total    of military spending and military personnel. To more 

directly capture a state’s capacity to use their armed forces far beyond their 

borders, he secondly takes each state’s share of military spending divided by 

its share of military personnel in order to measure the capital-intensity of a 

state’s military forces.  As Fordham notes, “The index of capital intensity is 

then multiplied by the index of overall military power to produce a score that 

reflects both the overall size of the military force and the state’s ability to 

project this force over long distances” (592). We adopt both measures, relying 

on Fordham’s original data. Although with some loss in time-series length and 

sample size, as a third proxy for the capability to project power over long 

distances we rely on Crisher and Souva’s (2014) data on the aggregate tonnage 

of active naval ships. To make the results comparable across the three outcome 

measures, we use their measure of “tonnage proportion” (an estimate of a 

state’s share of the global total of naval ships). 
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To capture societal economic resources, we again rely on Fordham (2011), 

who takes the mean of total population, urban population, iron and steel 

production and energy consumption—again taken from the Correlates of War 

data and again expressed as a share of the global total—to arrive at a state’s 

relative economic power. We are the first to admit that just as with regular 

GDP, this is a poor measure of the actual resources a state can devote to arming 

itself (Knorr 1956). Yet, as argued in the previous section, we wish to study the 

extent to which state capacity conditions the effect of societal economic 

resources on that power projection capability. For that purpose, Fordham’s 

more basic measure should suffice. 
 

 
 

Figure 1. The Power-Projection Capacity of France, Japan, Sweden and the 

United States 
 

The figure relies on Fordham’s index of power-projection capacity. Before taking the natural 

log, we rescaled the 0–100 index by adding 1. Since the data fluctuate greatly from year to 

year, we have fitted Lowess curve to each data series (Cleveland 1979).  

IV Descriptive Evidence 
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Figure 1 describes the relative power-projection capacity of four countries: 

France, Japan, Sweden, and the United States (for the pur- poses of this figure, 

we rely on Fordham’s index of power-projection capacity). We have chosen to 

concentrate on these four countries here for four reasons: (a) we have long, 

uninterrupted data series available, (b) they have developed very differently 

over the past two hundred years, (c) they are all part of the sample of current 

or former great powers, and (d) we expect that they will be quite familiar to 

most readers.  
 

 
 

Figure 2. The Economic Potential of France, Japan,  Sweden, and the United 

States  

 
The figure is based on data on economic potential from Fordham, including “each state’s share 

of system total on each of the four measures of economic potential gathered by the Correlates 

of War Project: total population, urban population, iron and steel production, and energy 

consumption.” Before taking the natural log, we have rescaled the 0–100 index by adding 1. As 

in Figure 1, we use a Lowess procedure to smoothen the data.  

 

As Figure 1 shows, France’s relative power-projection capacity has declined 

since the Napoleonic wars, but it has increased somewhat after the Second 

World War; Japan’s capacity increased sharply during the Meiji period and in 

the build-up to the Second World War; Sweden’s has always been lower than 
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that of the three other (much larger) countries; and that of the United States, 

finally, has been increasing gradually since the beginning of the nineteenth 

century.  

One standard approach in the international-relations literature on military 

competition is to treat each country’s capacity to project military force abroad 

as a function of its underlying economic potential: its size, its wealth, and its 

level of economic development. In Figure 2, we use data compiled by Fordham 

to describe the underlying economic potential of the four countries we 

described in Figure 1.  

It is easy to see, comparing Figure 1 and Figure 2, that there is a 

relationship between economic potential and power-projection capacity: over 

the nineteenth and twentieth centuries, France’s relative power-projection 

capacity has tracked its decreasing relative share of the world’s economic 

resources, Sweden is a small country both militarily and economically, and the 

military strength of the United States is clearly related to its economic might. 

But there are also patterns in the data in Figure 1 that cannot be explained by 

economic potential alone. That’s why we believe it’s important to consider the 

domestic state capacity of each country: doing so helps to explain the ability of 

states to mobilize societal resources and realize the underlying economic 

potential that standard measures of national capabilities describe.  

Consider Figure 3, which describes the development of our measure of 

state capacity in France, Japan, Sweden, and the United States. The trajectories 

of these four states are markedly different. In the United States, we see the 

clearest example of the ratchet effect of war that one expects from bellicist 

theories of state-making: there were big and lasting increases in state capacity 

during the First World War and the Second World War, whereas state capacity 

remained fairly stable before, in between, and after. In Sweden, which has not 

participated in any wars since the early nineteenth century, we find, instead, a 

gradual increase in state capacity throughout the period—especially during 

the century of rapid industrialization and high growth that Sweden 

experienced after 1870. France, interestingly, looks like a mixture of Sweden 

and the United States: the development of state capacity in France has been 

more gradual than in the United States, but we see clear evidence of 

investments in state capacity during the Franco-Prussian War and the First 

World War and during post-Second-World-War reconstruction. In the 

Japanese case, the story our data tell is one of extremely rapid state-building 

during the Meiji era, relative stability during the Taish  ̄o era, and another rapid 

increase in state resources during the early Sh ̄owa era and in the build-up to 

the Second World War. The fact that the patterns in the data largely confirm 

what the historical literature tells us about political developments process in 

France, Japan, Sweden, and the United States increases our confidence in the 

validity of our state-capacity measure.  
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Figure 3. State Capacity in France, Japan, Sweden, and the United States  

 
Our index of state resources is the product of three variables: central government revenues 

(based, after 1900, on tax revenues), a measure of merit-based recruitment to the state 

bureaucracy, and a measure of information capacity. 

 

Now look at Figure 1 again. The patterns in the power-projection-capability 

data are easier to understand if we take into account both the underlying 

economic potential of each country (Figure 2) and each country’s state 

resources (Figure 3). The rapid increase in state capacity in France and the 

United States in the post-war period helps to explain why France’s and the 

United States’s power-projection capability have increased even as their 

relative economic strength has declined. The same argument applies to 

Sweden, whose relative military capability has remained more or less flat over 

the decades and centuries even as Sweden’s relative economic strength has 

declined, which is likely a result of the increasing strength of the Swedish state 

over the same period. In the Japanese case, finally, the extraordinary increase 

in power-projection capability during the Meiji and Shōwa eras is difficult to 

understand if one merely studies Japan’s underlying economic strength 

(Figure 2), but it’s easier to understand if one considers the rapid state-

building process in the same period (Figure 3).  
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We will soon analyze the relationships among these different variables 

with the help of statistical methods that allow us to separate short- and long-

run effects. Before we do so, however, we’ll present some simple descriptive 

evidence that moves beyond a discussion of the four individual cases we have 

discussed so far.  

Figure 4, in which each dot represents a country-decade, describes the 

relationship between economic potential and power projection, conditional on 

whether each country had higher or lower state capacity than the median 

country had in the same decade. As the figure shows, and as our arguments 

anticipate, the relationship between a country’s underlying relative economic 

potential and its relative capacity for power projection appears to depend on 

the country’s level of state capacity: the higher state capacity is, the more the 

country’s underlying economic potential is realized.  

We are not prepared to conclude on the basis of this figure alone that there 

is support for either our first hypothesis (state capacity has a direct effect), our 

second hypothesis (state capacity enhances the effect of underlying economic 

factors), both, or both, but visually, there appears to be prima facie support for 

the second hypothesis, since countries with very low economic potential do 

not seem to have higher military capacity just because their states are strong.2 
 

 

 
2 Another indication that state capacity helps to explain power-projection capacity is that the correlation 
between our measure of economic potential and our measure of power-projection is higher when state 
capacity is relatively high (r = 0.88) than when state capacity is relatively low (r = 0.80).  
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Figure 4. The Conditional Relationship Between Economic Potential and 

Power Projection  

 
Comments: Red dots are countries with relatively high domestic state capacity (in the decade 

in question), gray dots are countries with relatively low state capacity. 

IV Statistical Analysis 

In order to take our theoretical expectations to the data in a more systematic 

way, we need a statistical estimator that is capable of distinguishing between 

short- and long-term effects. We therefore test our hypotheses in a simple 

error-correction framework, where we capture short-term effects by 

including changes in the explanatory variables on the right-hand side of the 

regression equation and where we capture long-term effects by including the 

(lagged) levels of the explanatory variables. By also controlling for the lagged 

dependent variables, we estimate the effects on changes in the outcome 

variables. For the purpose of this paper, we have relied on 5-year lags, which 

is a reasonable approximation of the response time between investments in 

domestic state capacity and developments in the foreign-policy domain.  

For ease of interpretation, we estimate our models in the log-log format, 

which means that the coefficients can be interpreted as elasticities. Our 

statistical model is thus:  
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ln(yi,t) = α+γ ln(yt−5)+β1∆ ln X+β2 ln Xt−5 +c1∆Z+c2Zt−5 +nj +si, 
 

where y is an element of our set of outcome variables (military capability, 

power-projection capacity, and naval tonnage), X is the vector of main 

explanatory variables (economic and state resources, as well as their 

interactions), Z is a vector of controls, nj is country-fixed effects, and the errors 

are clustered on countries. Although the country dummies take into account 

all country characteristics that are constant over time, we also include in Z 

three different measures of the most clearly identifiable time-varying 

confounder: war making, which should arguably affect both a state’s incentive 

to invest in domestic state capacity and in external military capability or 

power-projection capacity. We therefore control for the yearly number of 

battle-related deaths that each country suffered in international and civil wars 

as well as a proxy for external threat or rivalry (again using data from Fordham 

2011).  

With one exception, our X-variables are measured in relative terms: as a 

share of the global total. In order to test Hypothesis 1, we thus compute each 

state’s share of the total amount of state resources in the world at each point 

in time. This is also why we do not have to worry about common global trends 

when estimating equation (1) above (or, put differently, why we have not 

included year-fixed effects): since our main variables are expressed as shares 

of the global total, such trends have already been accounted for. The only 

explanatory variable that we have not defined in relative terms is the measure 

of state resources that we use to test the conditional relationship we expect in 

Hypothesis 2. Here, following the assumptions behind our theoretical 

arguments, we interact each country’s share of total economic resources, 

which is itself a relative measure, with a measure of absolute state resources 

(not relative to the resources in other countries).  

As a robustness test, we run the same statistical models in a more 

restricted set of states: the countries that at any time since early modern 

period have been great powers in the international system, as defined by Levy 

(1983). The states are Austria, China, France, Italy, Japan, Netherlands, 

Prussia/Germany, Russia, Spain, Sweden, the Ottoman Empire, United 

Kingdom and the United States. It should be noted that there is not necessarily 

any tautology involved in trying to explain the pursuit of great-power foreign 

policies among the great powers themselves, as long as these policies are 

defined in relative and dynamic terms. To be clear, we are not trying to explain 

who becomes a great power and who does not; the outcome variables of 

interest instead correspond to the relative success with which different states 

pursue policies that are typically performed by the great powers—in this case 

policies that project military power over large distances.  
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Tables 1–3 present our main findings. Columns (1)–(3) in each table report 

results for the whole sample. Columns (4)–(6) present results for the great 

powers only. With a few exceptions, which we comment on below, the results 

are consistent across the three different outcome variables we consider.  

Begin with column (1) in each table, which presents the results of 

regression analyses that do not include time-varying covariates (but do 

include country-level fixed effects). As the tables show, both economic 

resources and state resources are positively associated with the capacity to 

project power abroad, and the effects of state resources—which we think of as 

drivers of state capacity—appear to accrue both in the long run and in the 

short run.  

In column (2) in each table, we include time-varying covariates. The results 

change very little. If anything, the coefficients are slightly more precisely 

estimated once time-varying covariates are taken into account, although the 

differences are marginal. Since the variables are logged on both sides of the 

equation, and hence can be interpreted in terms of elasticities, the coefficient 

for ∆State Resources suggest that a percentage increase in the (global) share 

of state capacity over the course of a 5-year period translates into about a .15 

percentage increase in the share or military resources. The long-run 

equilibrium effect is similar in magnitude, suggesting that a percentage 

increase in state resources amounts to about a .12 percentage increase in 

military resources. These effects are similar in magnitude across the 

dependent variables, although less precisely estimated for power-projection 

capability.3  

What the results suggest so far, then, is that state resources have a 

significant effect on the capacity to project power abroad, which adds to the 

strong (long-run) effect of underlying economic resources (the two first lines 

in the tables). The way the state works, and not only socioeconomic potential, 

matters for power projection. In other words, there is a great deal of support 

for Hypothesis 1. 

 

 
3 The long-run effects are arrived at by dividing the coefficients for State Resourcest−1 by the one for the 

outcome variablet−1.  
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In column (3) in each table, we test Hypothesis 2 by estimating the joint 

effect of socioeconomic potential and state resources (which are now defined 

in absolute, not relative terms). With the exception of the analysis of tonnage, 

we find support for Hypothesis 2 when it comes to short-run dynamics: the 

positive coefficient for the interaction term here suggests that some of the 

effect of underlying resources is conditional on having a state that can mobilize 

a society’s economic potential effectively. This is clearly seen in Figure 5, 

where we plot the marginal effect on the (global) share of military and power 

projection capability of a unit change in relative economic potential, 

conditional on the amount of change in ln(absolute state resources). For both 

outcomes—although with larger confidence bands for power projection 

capability—short-term investments in state capacity increase the returns 

from societal economic resources. Interestingly, when a state disinvests in state 

resources, the conversion rate also becomes significantly negative.  

While the conversion hypothesis did not receive support for naval tonnage, 

a more general specification of the error correction model 

  

 
 

Figure 5. The Effect of Economic Potential Conditional on Investments in State 
Capacity  

 
The figure plots the marginal effect, with 95% confidence intervals, of a unit change in 

ln(economic potential) conditional on the amount of change in ln(absolute state resources).  

 

suggested by Warner (2019), which also includes interactions between levels 

and differences, does support Hypothesis 2 (without changing the substantial 
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results for military capability and power-projection capability). The support 

in this case however accrues from the level of state capacity already achived 

by a country, not from short-term investments as such. As shown in Figure 6, 

short-term increases in economic resources results in significant increases in 

the (global) share of naval tonnage when a country has reached a level of 

around 1.6 in ln(absolute state resources). This amounts to around 5 on the 

original index and corresponds to the level of state capacity in, for example, 

Austria, Denmark, Sweden, Russia or the UK at around 1900.  

In columns (4)–(6), we perform the same sorts of analyses for the great-

power sample. All our results—both concerning the stand-alone 
 

 
 

Figure 6. The Effect of Economic Potential Conditional on Level of State 
Capacity  

 
Comments: The figure plots the marginal effect, with 95% confidence intervals, of a unit change in 
ln(economic potential) conditional on ln(absolute state resources) in levels.  

 
effect of state resources and the conditional relationship between economic 
resources, state resources, and the outcomes we examine—are in fact stronger 
among the great powers than in the rest of the sample, suggesting that our 
theoretical argument is especially relevant for the behavior of countries that strive 
for or seek to maintain great-power status.  

V Conclusions 
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In this paper, we have used data on power-projection capabilities, 

socioeconomic resources, and state resources over period of almost two 

centuries to study the relationship between domestic state capacity and the 

ability of states to project military power abroad. Our findings suggest that 

state resources influence power-projection capabilities, both directly (by 

creating short- and long-run increases in these capabilities) and indirectly (by 

enhancing the short-run effect of a country’s underlying socioeconomic 

strength). These relationships are, if anything, even stronger in a sample of 

great powers than they are in a larger Marginal effect of ∆ln(economic 

potential) sample that also includes other categories of states. This findings 

are a reminder that military strength does not only depend on a country’s 

sheer size and domestic socioeconomic resources: it also depends on the 

organization of a state itself, as great political thinkers and statesmen have 

indeed insisted ever since the modern concept of a “state” emerged in the 

early-modern period. Investments in state resources, relative to other states, 

can increase a state’s power-projection capabilities abroad, and a state with 

high domestic state capacity can mobilize socioeconomic resources more 

effectively than states can without such institutional advantages. In other 

words, a small country may be able to compensate for its insignificant size and 

its relative economic weakness by having an effective state, and a large country 

can fail to realize its full potential in the international domain by having weak 

domestic institutions.  
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