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		Abstract

		At least since 1750 when Baron de Montesquieu declared peace is the natural effect of trade, a number of economists and political scientists espoused the notion that trade among nations leads to peace. Employing resources wisely to produce one commodity rather than employing them inefficiently to produce another is the foundation for comparative advantage. Specialization based on comparative advantage leads to gains  from trade. If political conflict leads to a diminution of trade, then at least a portion of the costs of conflict can be measured by a nation's lost gains from trade. The greater two nations' gain from trade the more costly is bilateral (dyadic) conflict. This notion forms the basis of Baron de Montesquieu's assertion regarding dyadic dispute. This paper develops an analytical framework showing that higher gains from trade between two trading partners (dyads) lowers the level of conflict between them. It describes data necessary to test this hypothesis, and it outlines current developments and extensions taking place in the resulting trade-conflict literature. Crosssectional evidence using various data on political interactions confirms that trading nations cooperate more and fight less. A doubling of trade leads to a 20% diminution of belligerence. This result is robust under various specifications, and it is upheld when adjusting for causality using cross-section and time-series techniques. Further, the impact of trade is  strengthened when bilateral import demand elasticities are incorporated to better measure gains from trade. Because democratic dyads trade more than non-democratic dyads, democracies cooperate with each other relatively more, thereby explaining the democratic peace that democracies rarely fight each other. The paper then goes on to examine further  extensions of the trade-conflict model regarding specific commodity trade, foreign direct investment, tariffs, foreign aid, country contiguity, and multilateral interactions. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: trade, conflict, cooperation, interdependence, gains from trade, dyadic dispute

	
	

	
    

    
	

	
	
		JEL Classification: F01, F51, F59, D74

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Polachek,  Solomon W. and Seiglie,  Carlos, Trade, Peace and Democracy: An Analysis of Dyadic Dispute (June 2006). Institute for the Study of Labor Discussion Paper No. 2170,  Available at SSRN: https://ssrn.com/abstract=915360 or http://dx.doi.org/10.2139/ssrn.915360 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Solomon W. Polachek (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				State University of New York at Binghamton  ( email )

			

			
			
				
				
				
					Binghamton, NY  13902-6000
United States
607-777-2144 (Phone)
607-777-4900 (Fax)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER)  ( email )

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: IZA Institute of Labor Economics]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				IZA Institute of Labor Economics  ( email )

			

			
			
				
				
				
					P.O. Box 7240
Bonn, D-53072
Germany

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Carlos Seiglie

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Rutgers University  ( email )

			

			
			
				
				
				
					Department of Economics
360 ML King Jr. Blvd.
Newark, NJ  07102
United States
973-353-5914 (Phone)
973-353-5259 (Fax)

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      734

			

		
		
		
			Abstract Views

			    8,992

		

		
		 
		
			Rank

			   64,555

		

		
	


	
		
            
            	        5 Citations
		

	

	
		
			
				      239 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    IZA Institute of Labor Economics Discussion Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                IZA Institute of Labor Economics Discussion Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            7,205

                                    

                                    
                                        PAPERS

                                           16,399

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Klaus F. Zimmermann at Global Labor Organization (GLO), Marco Caliendo at University of Potsdam

                                    

                                
                            

                        

                    

                
	
                    International Economic Law eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                International Economic Law eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,259

                                    

                                    
                                        PAPERS

                                           13,728

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Alan Sykes at Stanford University - Law School

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    Law, Institutions & Development eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Law, Institutions & Development eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,009

                                    

                                    
                                        PAPERS

                                            8,030

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Katharina Pistor at Columbia University School of Law, Kevin E. Davis at New York University School of Law

                                    

                                
                            

                        

                    

                
	
                    International Trade eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                International Trade eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              714

                                    

                                    
                                        PAPERS

                                           27,397

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        A Theory of Endogenous Institutional Change

                        
                            By
                                
                                
                                    
                                    Avner Greif
                                     and 
                                
                                    
                                    David Laitin
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Micro Theory and Recent Developments in the Study of Economic Institutions Through Economic History

                        
                            By
                                
                                
                                    
                                    Avner Greif
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Adoption of Workers' Compensation in the United States 1900-1930

                        
                            By
                                
                                
                                    
                                    Price V. Fishback
                                     and 
                                
                                    
                                    Shawn Kantor
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Trade, Institutions and Religious Tolerance: Evidence from India

                            
                                By
                                    
                                    
                                        
                                        Saumitra Jha
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Adoption of Workers' Compensation in the United States 1900-1930

                            
                                By
                                    
                                    
                                        
                                        Price V. Fishback
                                         and 
                                    
                                        
                                        Shawn Kantor
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Killing Game: A Theory of Non-Democratic Succession

                            
                                By
                                    
                                    
                                        
                                        Georgy Egorov
                                         and 
                                    
                                        
                                        Konstantin Sonin
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Killing Game: Reputation and Knowledge in Non-Democratic Succession

                            
                                By
                                    
                                    
                                        
                                        Georgy Egorov
                                         and 
                                    
                                        
                                        Konstantin Sonin
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Economic History and Game Theory: A Survey

                            
                                By
                                    
                                    
                                        
                                        Avner Greif
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Citizens, Autocrats, and Plotters: An Agency Theory of Coups D'Etat


                            
                                By
                                    
                                    
                                        
                                        Ricardo Sanhueza
                                         and 
                                    
                                        
                                        Alexander Galetovic
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Role of Morris Plan Lending Institutions in Expanding Consumer Micro-Credit in the United States

                            
                                By
                                    
                                    
                                        
                                        Ronnie J. Phillips
                                         and 
                                    
                                        
                                        David Mushinski
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.125 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
