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Commerce
Why Trade Should Prevent War

The theory of comparative advantage:

• Actors engage in foreign trade to realize benefits of
specialization (division of labor)

• Principle of comparative advantage implies that country gains
most by specializing in producing and exporting what it
produces most efficiently

• Comparative advantage 6= absolute advantage
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Commerce
Why Trade Should Prevent War

The Heckscher-Ohlin trade theory:

• Principle of comparative advantage suggests that countries
produce and export what they do best and import what they
cannot make very well themselves

• Heckscher-Ohlin trade theory argues that factor endowments
determine what countries produce and export and what they
import

• Country exports goods that make intensive use of its
(relatively) abundant resources, and it imports goods that
make intensive use of its (relatively) scarce resources
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Commerce
Why Trade Should Prevent War

• Foreign trade allows country to follow its comparative
advantage, which increases the efficiency of domestic
production

• States at war do not trade
• Because states lose gains from trade when they go to war, the
gains from trade become part of the cost of war



5/25

Class Presentation

Fabienne to present on Gowa and Mansfield (1993), “Power
Politics and International Trade”
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Gowa and Mansfield (1993): “Power Politics and International Trade”
Main Argument

• Probability that a state uses force against other states
depends on its military power

• Trade increases efficiency, which frees economic resources for
military use

• Because trade enhances the military power of trading
partners, it produces security externalities

• Trade with an adversary produces negative security externality
and trade with an ally produces positive externality
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Gowa and Mansfield (1993): “Power Politics and International Trade”
Main Argument

Domestic market for a good that can also be imported at its world
price from an adversary
American Political Science Review 87, No. 2 

Trade with an Adversary 
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cost of imports. In the absence of government inter- 
vention, domestic output is Q0; domestic demand is 
Q3; and the amount imported is the difference be- 
tween them (Q3 - Q0). Because of the external 
diseconomy that trade with actual or potential adver- 
saries generates, however, the marginal social cost of 
imports is higher, Pw(l + t). This market failure can 
be eliminated by a tariff, t, which raises domestic 
output to Q1, lowers domestic demand to Q2, and 
reduces imports to Q2 - Q1 6 Government interven- 
tion in trade to correct this distortion is, in addition, 
a first-best policy: the market failure in this instance 
does not originate in a domestic distortion but arises, 
instead, in trade itself.7 

OPTIMAL TARIFF GAMES 

Successful intervention in trade to correct the security 
externalities associated with it depends upon the 
ability of a country to affect the real income of the 
state which is its target. Although any tariff will 
distort resource allocation in the target country and 
therefore decrease its real income, it will do so 
without imposing net costs on the home country only 
if the latter can affect its terms of trade. 

Thus, in the absence of the requisite market power, 

a tariff will impose costs primarily upon the state that 
levies it. In its presence, a tariff will allow a state to 
increase its own real income at its adversary's ex- 
pense. If a state can affect world prices, then, it can 
use a tariff to narrow the gap between the private and 
social costs of trade. Thus, a tariff can be welfare- 
superior to a policy of free trade for a state in an 
anarchic international political system. 

This argument is, of course, a variant of the tradi- 
tional optimal tariff argument. Its novelty inheres in 
the two conclusions that emerge from our discussion 
below: (1) tariff games between allies differ systemat- 
ically from those played between adversaries; and (2) 
intraalliance free trade is more likely in a bipolar than 
in a multipolar system. 

The Standard Optimal Tariff Game 
The payoff matrix of the standard optimal tariff game 
is shown in Figure 2. This game is a prisoner's 
dilemma in which T is the payoff that accrues to a 
state that unilaterally deploys an optimal tariff, R is 
the payoff that results if both states trade freely with 
each other, P is the return that accrues if both use 
optimal tariffs, and S is the payoff to unilateral free 
trade. As the matrix makes apparent, in a one-shot 
game, defection is a dominant strategy.8 As a result, 
the inevitable outcome of this (or of a finite) game is 
bilateral tariffs.9 

In contrast, in an infinite game or in a game in 
which states assume at every period that there is 
some positive probability that the game will continue, 
a variety of Pareto-improving outcomes, including 
that of free trade, can be realized.10 This can occur if, 
for example, both states adhere to a "grim" strategy, 
that is, begin with free trade (i.e., cooperate); trade 
freely in every succeeding period if the outcome of 
the previous period was bilateral free trade; other- 
wise, deploy an optimal tariff (i.e., defect).11 

This strategy will sustain cooperation in a prison- 
er's dilemma game if the discounted sum of cooper- 
ative payoffs, R/(1 - 8), is greater than the sum of the 
one-shot gain from defection, T, and the discounted 
sum of punishment payoffs, SP/(1 - a).12 Thus, 
cooperation can be sustained by a grim strategy if 

The Prisoner's Dilemma 
Column 

Cooperate Defect 
Cooperate R,R S,T 

| Row Defect T,S I P,P I 
Note: T > R > P > S; Row's payoffs are listed first; (T + S)/2 ? R. 

409 
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Source: Gowa and Mansfield (1993, 409)

• Private marginal cost of
import PW (world price)

• Domestic output Q0,
domestic demand Q3,
import Q3 −Q0

• Because of negative
externality, marginal social
cost of import PW(1 + t)

• Tariff t can correct security
externality
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Gowa and Mansfield (1993): “Power Politics and International Trade”
Main Argument

The standard optimal tariff game

T > R > P > S

A2

C D

A1
C R, R∗ S, T

D T, S P, P

Source: Gowa and Mansfield (1993, 409)

• Infinite-horizon game
• Grim trigger strategy
sustains cooperation if
R/(1− δ)︸ ︷︷ ︸
discounted
sum of co-
operative
payoffs

≥ T + δP/(1− δ)︸ ︷︷ ︸
sum of the

one-shot gain
from defection
and the discoun-
ted sum of pu-
nishment payoffs

or
δ ≥ (T− R)/(T− P)
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Gowa and Mansfield (1993): “Power Politics and International Trade”
Main Argument

Tariff game between adversaries

• Because of negative security externality, a state incurs a
marginal social cost from free trade that matrix above does
not reflect

• Social cost that state i incurs is represented as a fraction
(wij) of the payoff that adversary j receives

S j

C D

S i
C Ri − wijRj, Rj − wjiRi

∗ Si − wijTj, Tj − wjiSi

D Ti − wijSj, Sj − wjiTi Pi − wijPj, Pj − wjiPi

Source: Gowa and Mansfield (1993, 410)
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Gowa and Mansfield (1993): “Power Politics and International Trade”
Main Argument

Tariff game between allies

• Because of positive security externality, a state receives a
social benefit from free trade that matrix above does not
reflect

• Social benefit that state i realizes is represented as a fraction
(wij) of the payoff that ally j receives

S j

C D

S i
C Ri + wijRj, Rj + wjiRi

∗ Si + wijTj, Tj + wjiSi

D Ti + wijSj, Sj + wjiTi Pi + wijPj, Pj + wjiPi

Source: Gowa and Mansfield (1993, 411)
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Gowa and Mansfield (1993): “Power Politics and International Trade”
Main Argument

Compare the incentive compatibility constraints of the three games
• Standard tariff game:

δ ≥ T− R
T− P

• Tariff game between adversaries:

δ∗
i ≥

Ti − wijSj − (Ri − wijRj)
Ti − wijSj − (Pi − wijPj)

δ∗
i > δ

• Tariff game between allies:

δ∗∗
i ≥

Ti + wijSj − (Ri + wijRj)
Ti + wijSj − (Pi + wijPj)

δ∗∗
i < δ
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Gowa and Mansfield (1993): “Power Politics and International Trade”
Main Argument

The influence of polarity:

• Extent to which allies trade freely depends on the discount
factor δ∗∗

i

• δ∗∗
i = f(rj) and df(rj)

drj
< 0, where rj is the risk that ally j will

leave alliance and join an alternative one
• Risk of exit is higher in multipolar than in bipolar systems
• Consequently, allies in a multipolar system discount future
benefits from open markets among them more than allies in a
bipolar system
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Gowa and Mansfield (1993): “Power Politics and International Trade”
Hypotheses

Gowa and Mansfield test two hypotheses:
1 Fewer trade barriers exist within than across alliances
2 Intraalliance free trade is more likely within bipolar than

within multipolar systems
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Gowa and Mansfield (1993): “Power Politics and International Trade”
Empirical Analysis

They regress (the log of) the value of exports by state i to state j
in year t on
• a dummy variable measuring whether a bilateral alliance exists
between i and j in t− 1

• a dummy variable measuring whether a multilateral alliance
exists between i and j in t− 1

• (the log of) the GNP of i and (the log of) the GNP of j in
t− 1

• (the log of) the population of i and (the log of) the
population of j in t− 1

• (the log of) the distance between i and j in t− 1
• a dummy variable showing whether i and j are at war in t− 1
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Gowa and Mansfield (1993): “Power Politics and International Trade”
Findings

• Results mostly confirm hypothesis that bilateral and
multilateral alliances have positive effect on bilateral trade
flows

• Results also confirm hypothesis that the magnitude of the
effect of alliances on trade is more pronounced during bipolar
periods than during multipolar periods
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Class Presentation

Océane to present on Gartzke (2007), “The Capitalist Peace”
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Gartzke (2007): “The Capitalist Peace”
Main Argument

• Two necessary conditions for war:
• States must be willing and able to compete
• States must be unwilling or unable to resolve differences

diplomatically
• Competition can be zero-sum (e.g., territory) or nonzero-sum
(e.g., policy)
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Gartzke (2007): “The Capitalist Peace”
Main Argument

Capitalism (economic development, similar interests, free markets)
causes peace
• In developed economies, resources that can be conquered
become less important (in contrast, intellectual and financial
resources become more important)

• Developed states are clustered, and territorial disputes mainly
arise between contiguous states

• Therefore, development leads (contiguous) states to be less
likely to experience conflict over resources
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Gartzke (2007): “The Capitalist Peace”
Main Argument

But . . .
• Greater economic, social, and political integration of
developed states increases their incentive to influence policies
of other states

• Developed states are richer and their military resources are
not absorbed by territorial conflict

• Therefore, developed states are more willing and more able to
engage in conflicts (over policy) far from home



20/25

Gartzke (2007): “The Capitalist Peace”
Main Argument

• Capitalist states have common interests, which limits scope
and scale of conflict over policy

• Lacking territorial conflicts, consensus over international order
allows capitalist states to cooperate and accommodate minor
differences that may exist over policy
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Gartzke (2007): “The Capitalist Peace”
Main Argument

• Differences over policy or resources do not lead to war if
states can resolve them diplomatically

• States have incentives to bluff in negotiations, which hinders
diplomatic solution

• However, making threats is costly for financially integrated
economies because it can turn investors away to safer places

• Therefore, as markets reveal information, financial integration
leads to less conflict
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Gartzke (2007): “The Capitalist Peace”
Hypotheses

1 Development leads contiguous dyads to be less likely to
experience conflict

2 Development leads noncontiguous dyads to be more likely to
experience conflict

3 Similar state policy interests lead dyads to be less likely to
experience conflict

4 Financial or monetary integration leads dyads to be less likely
to experience conflict



23/25

Gartzke (2007): “The Capitalist Peace”
Empirical Analysis

Gartzke regresses militarized interstate disputes on
• a measure of democracy
• a measure of capital liberalization
• a measure of trade dependence
• a variable measuring GDP per capita
• an interaction between GDP per capita and contiguity
• a measure for preference similarity (based on votes in the UN
General Assembly)

• a set of control variables
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Gartzke (2007): “The Capitalist Peace”
Findings

CAPITALIST PEACE 179

FIGURE 1 Relative Risk of a MID for Values of Democracy, Markets,
Development, and Interests (Risk Relative to Maximum
Value for Each Variable. Source: Table 2, Model 5)

states. Comparing the most democratic and most auto-
cratic dyads, the latter is only slightly more likely to fight.

Wars and Fatal MIDs

While analysis of militarized dispute data has become
widespread in the study of the democratic peace, MIDs us-
age is not ubiquitous. Other researchers emphasize the ef-
fect of joint democracy on wars (Ray 1993, 2000; Rummel
1979, 1983; Small and Singer 1976). Militarized disputes
have a number of advantages as an indicator of conflict
behavior, not the least of which is their greater frequency.
Wars are such rare events that their nonoccurrance in a
given context may or may not be indicative of a qualita-
tive change in the conflict tendency of countries or dyads.
Still, the most intuitive, widely articulated, and in some
respects robust formulation of the democratic peace in-
volves wars, not MIDs. “Democracies very rarely, if ever,
make war on each other” (Russett and Oneal 2001, 43).50

The results detailed in Table 1 (and in the appendix) seem
to indicate that liberal peace is a product of capital and de-

50Starr calls the war proposition “pretty well proved” (1997, 154).
Some use the proposition to justify war. Kaplan and Kristol, for
example, argue that since “democracies rarely, if ever, wage war
against one another” (2003, 104), the United States should make
war on other countries, force regime change, and thereby achieving
peace. That this itself involves a potential increase in warfare is an
irony that is apparently lost on these authors.

velopment rather than democracy. The majority of MIDs
involve little or no actual bloodshed, however. The factors
said to make democracies peaceful are arguably most po-
tent when dealing with large-scale contests. A thorough
assessment of the determinants of liberal peace should
thus examine wars as (Small and Singer 1976, 1982).

By any standard, wars between democracies are rare.
If we define democracy as a state that scores above seven
on the Polity democracy scale then, out of 222 category
five MIDs (wars), there are no observations of war in
a democratic dyad in the postwar sample (! 2 = 17.27,
Pr = 0.001). The result seems pretty compelling. Yet,
democratic dyads constitute only about 7.2% of the ob-
servations. Many other things could be happening that
are ignored in such a simple test.

How many wars occur between “capitalist” countries?
It is not obvious how to condense the bundle of factors
discussed above into a single variable. Still, IMF FIN. OPEN.
(LOW) is probably the best candidate for such a test. Let
me arbitrarily define capitalist dyads as those where the
lower IMF FIN. OPEN score is at least six. This is the closest
ordinal value on the scale to a value at least two standard
deviations above the mean (3.006+2× (1.627)=6.26). It
also produces a subsample of capitalist dyads that is about
6.9% of the available sample of observations, not much
different from that for democratic dyads (R = 0.1491 for
the two dummy variables). Interestingly, there are no wars
in the capitalist dyads either, though the smaller sample

Source: Gartzke (2007, 179)
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Gartzke (2007): “The Capitalist Peace”
Findings

• Results show that while development increases likelihood of
disputes between states, it decreases likelihood for disputes
between neighbors

• Results also show that states with similar interests and
financially integrated states are less likely to experience
disputes


	Commerce
	Gowa and Mansfield (1993)
	Class Presentation
	Discussion

	Gartzke (2007)
	Class Presentation
	Discussion


