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‘Globalization’ has largely superseded the term ‘economic interdependence’ to describe the rapidly
growing links between nations, economies, and societies. The effects that the internationalization of the
world system has on social equality, the environment, and economic growth are, however, still largely
disputed. In this article, we discuss the literature that covers another intensively debated issue and
which attempts to assess the relationship between trade and interstate conflict. Although liberal econ-
omists maintain that economic interdependence exerts an unconditionally pacifying influence on inter-
state relations, we show that the most recent formal work expects that trade will have a negligible and,
in the perspective of one important model at least, even an amplifying effect on conflict. Much empir-
ical work, by contrast, supports the claim that the relationship between trade and conflict is direct and
not mitigated by contextual factors. We review the different controversies on the link between econ-
omic interdependence and militarized disputes and outline some major challenges that have not yet
been adequately dealt with in the scientific study of war and peace.

Introduction

The contemporary surge in economic inter-
dependence referred to as ‘globalization’ has

evoked rampant speculation about the
impact of increased levels of trade and
investment on interstate relations. Most
leaders still cling to the longstanding belief
that expanding economic ties will cement
the bonds of friendship between and within
nations that make the resort to arms unfath-
omable. In contrast, realist and Marxist
critics reject this liberal view with the same
vigor as internationalization skeptics debate
the allegedly beneficial or neutral effects of
globalization. Hence, critics of the ‘trade
promotes peace’ hypothesis argue that econ-
omic interdependence may have either a
negligible or amplifying effect on inter-
national conflict.

In this article, we review the contribu-
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tions that the scientific study of war and
peace has recently made to this important
debate. In particular, we bridge the gap
between the theoretical and empirical
research on this topic. While some recent
empirical work supports the hypothesis of an
unconditional and positive relationship
between trade and peace, the proponents of
non-cooperative game-theory show that the
impact of trade is contingent upon a set of
other factors such as enforcement and moni-
toring mechanisms or the size of the inter-
national system (Dorussen, 1997, 1999;
Morrow, 1997; Skaperdas & Syropoulos,
1996). This new work indirectly refutes the
assertion that increasing costs create a suffi-
cient deterrent to conflict when trade ties are
extensive.

We argue, on the one hand, that empir-
ical studies could profit from a more solid
micro-foundation. Krugman’s (1996) asser-
tion that firms and not states trade suggests
that recent contributions to the debate are
problematic. Currently, most formal and
statistical models rely on the much criticized
unitary actor assumption usually associated
with realist thinking, the heavily disputed
antipode to liberalism in the theory of inter-
national relations. Although trade theorists
generally disaggregate the ‘state’, most work
on the trade–conflict question in inter-
national relations, with the exception of
Weede (1995), ignores this approach. On
the other hand, we also stress that the
current debate suffers from the different
sides in the trade–conflict debate relying on
a relatively small foundation of empirical
findings. Unfortunately, there are few inde-
pendent evaluations of the competing claims
made by any one camp (e.g. Hegre, 1998).

Before moving to a critical discussion of
the underlying assumption and practices of
trade–conflict researchers, we compare the
contributions of three different formal mod-
eling traditions – expected utility, coopera-
tive, and non-cooperative theory. We then

assess the extant empirical work. We con-
clude with the suggestion that the rent-
seeking literature and theory of strategic
trade might be fruitful starting points for the
next generation of formal models. We also
discuss ways in which empirical work on
trade and conflict might be improved.

Theoretical Work on the
Trade–Conflict Linkage

The relationship between economic interde-
pendence and conflict has received consider-
able attention in the theoretical literature.
Most of these academic discussions are,
however, controversial. Within the literature
relevant to the trade–conflict debate, there
are a number of competing propositions
with respect to the influence of trade on
interstate relations: (1) the liberal argument
that trade unconditionally promotes peace;
(2) the argument, advanced by neo-Marxists
and some neorealists, that symmetrical ties
may promote peace, while asymmetrical
trade leads to conflict; (3) the suggestion
that trade increases conflict; and (4) the
belief held by many realists that trade is irrel-
evant to conflict.

The ‘trade promotes peace’ proposition
can be traced to ancient writings, but it is
most commonly associated with the liberal
school of thought (Angell, 1912; Blainey,
1988: ch. 2; de Wilde, 1991; Doyle, 1997:
ch. 7; Selfridge, 1918; Viner, 1937). While
proponents of this conviction traditionally
link the pacifying elements of trade to both
economic and social factors, only the former
variables tend to appear in the contemporary
liberal argument. However, there is also an
implicit, and at times explicit, assumption
that the increased contact associated with
greater trade ties promotes peace and unifies
states. This line of reasoning is mostly com-
monly associated with the writings of Karl
W. Deutsch and his associates (Deutsch et
al., 1957). He maintained that trade and
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other forms of intercultural exchange would
help foster the development of a ‘sense of
community’, which makes the resort to
violent forms of conflict resolution increas-
ingly unlikely.

While related, the economic and socio-
logical strands of liberal thought rely on dif-
ferent dynamics to explain the trade–
conflict relationship. Here, we focus our
attention primarily on the former arguments
since they have recently received the most
scholarly attention. The starting point of
these models is that states are deterred from
initiating conflict against a trading partner
for fear of losing the welfare gains associated
with the trading relationship (Polachek,
1980).

Scholars often cite Kant or Montesquieu
in tracing the roots of the cost–benefit tra-
dition in the research on trade and conflict.
In this century, The Great Illusion by
Norman Angell (1912) provides the most
prominent attempt to conceive of war in
times of high economic interdependence as a
highly unlikely event of collective irra-
tionality. The well-known irony of this book
was that the outbreak of World War I
almost immediately contradicted Angell’s
bold prediction. The blow to the liberal
school, however, remained a temporary
event. After 1945, ‘embedded liberalism’
(Ruggie, 1982) and thus the promotion of a
multilateral order of the world trading
system became the dominant ideology in the
Western world.

After the disasters of the Great
Depression and World War II, this convic-
tion was so deeply entrenched in mainstream
economics that only heretics from the
radical fringes of the discipline dared to
question it. Yet, critics of foreign trade enjoy
a history equally as long as the advocates of
free trade (see Barbieri, 1995, 1998b).
Hirschman (1945/1980), in National Power
and the Structure of Foreign Trade, was
among the first contemporary scholars to

elaborate on ‘how relations of influence,
dependence and domination arise right out
of mutually beneficial trade’ (Hirschman,
1945/1980: vii). Although not explicitly
concerned with the trade–conflict relation-
ship, Hirschman proved influential in the
literature by highlighting the negative conse-
quences of asymmetrical dependence.
Hirschman’s vivid portrayal of the use or
abuse of power in asymmetrical relations
stood in sharp contrast to the harmonious
trading relationships portrayed by liberal
scholars.

Dependency theorists further articulated
the negative consequences of asymmetrical
trade relations for the more dependent state.
While the dependency argument that
foreign ‘penetration’ was detrimental to the
developing world was the source of several
disputes between sociologists (for a
summary, see Weede, 1996), other theorists
went a step further and claimed that trade in
general is detrimental to world peace. Quite
ironically, Marxists and neorealists found
some common ground in their skepticism
towards economic interdependence. The
most succinct expression was the attempt by
Kenneth Waltz (1979) to link this expecta-
tion to the fear of states to profit unequally
from increased levels of economic exchange.
In Waltz’s view, ‘ … close interdependence
nears closeness of contact and raises the
prospects of occasional conflict’ (Waltz,
1979: 138). His argument was taken up ten
years later by Grieco (1988) who invoked
this ‘relative gains argument’ to assess the
possibility of cooperation between trading
partners. According to this argument, envy
is the major impediment in the attempt to
create lasting institutions. Although this
hypothesis did not survive the most
advanced formal statements, it had a lasting
impact on the current debate.

Some scholars of trade–conflict research
have built upon Hirschman’s theme and the
issues covered by neo-Marxists and
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Dependency theorists, all of whom cite the
adverse consequences of dependence, by
arguing that the ‘trade promotes peace’
hypothesis is contingent upon the type of
dependence that exists in a given economic
relationship. Symmetrical ties may promote
peace, but asymmetrical dependence creates
tensions that may manifest themselves in
conflict. The most prominent examples of
this view are seen in the writings of Barbieri
(1995, 1998b), Gasiorowski (1986), and
Wallensteen (1973).

In sum, the early work on the nexus
between trade and conflict was generally
more open to the possibility that the impact
of trade was not universally beneficial.
Critics of commercial Liberalism recognized
that economic relations were not all equal;
some trading relationships provided net ben-
efits, while others entailed disproportionate
costs for the more dependent state that
might result in conflict or at least fail to
deter it. In the early decades of the post-
World War II era, scholars appeared more
mindful of the legacy of colonialism, imperi-
alism, and neocolonialism, in which trade
and conflict seemingly went hand in hand.

In contrast, scholarship in the post-Cold
War period has largely ignored radical cri-
tiques of economic exchange. Currently,
most policymakers and academics appear to
view the contributions by the early global-
ization skeptics as largely irrelevant to the
new liberal order. Consequently, few
scholars today question the belief that trade
brings universal benefits and peace under all
conceivable conditions. Just as Hirschman’s
influence in the literature reflected a broader
skepticism about trade relations, the econ-
omic prosperity of the 1980s and the col-
lapse of Communism in the 1990s
corresponded to the emergence of a new way
of looking at trading relationships.

The controversies over the impact of
trade were not resolved in the empirical
studies of the 1970s and 1980s, but the

relationship between trade and conflict
received relatively little attention until the
early 1990s. When some scholars began
linking issues of economic liberalism to
those of republican liberalism being
addressed in the popular democratic peace
literature, interest in the trade–conflict ques-
tion grew. This extension was built on the
conviction that democracy and trade rein-
force each other in the construction of a
peaceful world, an idea which Russett and
his collaborators recently traced back to
Kant (Russett et al., 1998).

Recent years have seen a growth in
interest in the topic of trade and conflict.
However, research has been hampered by
divergent definitions of basic concepts,
inconclusive insights from the theoretical
side, and data ambiguities. Still, much
progress has been made on a number of
fronts. The subsequent two sections review
the state of the art in the most prominent
theoretical and empirical studies.

Moving from Expected Utility Models
to Strategic Game Forms

Theoretical models on the relationship
between trade and conflict are based on
some assumptions about the number of rel-
evant actors and their perception of the ben-
efits that increased levels of interdependence
might offer. Another category for the classi-
fication of the theoretical work is whether a
contribution assumes that the nexus between
trade and militarized conflict is uncondi-
tional and thus not contingent upon the
influence of some intervening variables. We
will start the evaluation of the extant theor-
etical work with the decision-theoretic litera-
ture, briefly discuss some cooperative game
models, and conclude with a presentation of
recent non-cooperative work in this area.
Table I summarizes some of the most
important contributions that have been
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made in the three competing sub-fields in
formal theory.

Expected Utility Models
The proponents of the early expected utility
models contend that the ‘trade promotes
peace’ hypothesis is unconditional. This is
largely a consequence of the unquestioned
assumption that the eventual destruction of
trade is costly to all parties concerned. In
Polachek’s (1980: 61, italics surpressed)
classic statement:

the price of being belligerent is an implicit
price that increases with the level of trade.
Ceteris paribus, the greater the amount of
trade, the higher the price of conflict, and the
less the amount of conflict that is demanded.

This unilateral perspective is derived from a
country’s welfare function W 5 W (C,Z)
where C represents desired consumption

and Z existing hostility. The equation
C = q 1 m 2 x defines that consumption
equals total production (q) plus imports
(m) minus exports (x). Optimizing
behavior then leads to the two main
insights, namely that countries with com-
paratively high export and import levels
have to count on higher costs of conflict
(dZ/dx < 0 and dZ/dm < 0, respectively).
Straightforward cost–benefit reasoning
leads Polachek to conclude that such states
are less conflict-prone than less interdepen-
dent states. A country reaches its optimal
levels of conflict at the point where the
benefits of more hostility (∂W/∂x) equal the
costs of additional hostility
(x∂Px/∂Z–m∂Pm/∂Z). Figure 1 depicts the
interrelationship between the costs and
benefits of conflict.

Figure 1 shows that if the costs of conflict

391Kather ine  Barbier i  & Gera ld  Schneider GLO B A L I Z AT I O N A N D PE AC E

Table I. A Classification of the Formal Work on Trade and Conflict

Intervening Variables
Type of Model/Author Number of Actors Type of Model Effects of Trade on Peace

Expected Utility Models
Polachek (1980) 1 – Positive
Copeland (1996) 1 Expectations Positive/Negative
Polachek (1997) 1 Democracy Positive
Polachek et al. (1997) 1 Distance Positive

(Transportation costs)
Polachek et al. (1999) 1 Foreign aid, contiguity, Positive

country size, market power
Cooperative Game Models
Grieco (1990) 2 Relative gains reasoning Negative
Snidal (1991a,b)* 2 Relative gains reasoning Positive
Powell (1991)* Resource allocation Positive
Non-Cooperative Game Models
Gowa (1994) 2 Polarity, relative gains None
Skaperdas & Syropoulos 2 and >2 Arming Positive/negative in
(1996) two/multi-actor case 
Morrow (1997) 2 Resource allocation, Negligible/Positive

sanctions
Dorussen (1997) 3 Balance of power Mixed
Dorussen (1999) >2 Balance of power Positive, but dependent

upon system size

* Includes non-cooperative considerations.



increase due to a rise in imports or exports,
the cost curve shifts upwards from AA' to
BB'. Since the new intersection with the
demand curve is to the left of the former
equilibrium, the optimal level of conflict
moves from Z to Z'. The same reasoning
underlines extensions of this framework
which consider the impact of foreign aid,
contiguity, democracy, transportation costs,
country size, and market power (e.g.
Polachek et al., 1999).1

While expected utility models offer a
straightforward foundation for the uncondi-
tional peace-through-trade hypothesis, they
neglect the strategic interdependence
between nations. A further weakness is the
almost tautological reasoning that higher
costs of conflict imply lower levels of con-
flict. Finally, the framework does not distin-
guish between different forms of ‘conflict’
and assumes in accordance with the events-
data tradition that scales measuring the net
level of conflict from one state to another
can be constructed. It is no surprise then

that political theorists have moved away
from this modeling technique.

Cooperative Models
Cooperative models that address the inter-
relationship between trade and conflict have
been mainly constructed by realist scholars.
The tradition started with Grieco’s (1988,
1990) attempted refutation of some claims
made by liberal scholars. He claimed in
accordance with the relative gains hypothesis
by Waltz (1979), that a state’s utility func-
tion should include not only the individual
payoff Y, but also integrate the gap between
their own payoff and that of a partner. In the
resulting utility function U 5 V 2 k(W 2
V), W represents the other state’s payoff and
k measures the sensitivity towards ‘relative
gains’. This definition is subsequently used
in the analysis of two of the most commonly
known normal form games, a Prisoner’s
Dilemma game and a Deadlock game.

Grieco stresses that relative gains con-
cerns might override in the long term the
short-term benefits of cooperation. Since
states anticipate the externality that cooper-
ation would create, they avoid any long-term
agreement that benefits another state dispro-
portionally:

… most states concentrate on the danger that
relative gains from joint action may advantage
partners and may thus foster the emergence of
what at best might be a potentially more dom-
ineering friend and at worst could be a poten-
tially more powerful future adversary.
(Grieco, 1988: 44–45)

Another realist, Joanne Gowa (1994), see
also Gowa & Mansfield (1993), asserts that
the impact of trade on conflict is an epiphe-
nomenon which is caused by other factors.
She maintains that trade increases economic
efficiency, enabling states to devote resources
to military purposes. Yet, the anarchy of the
international system counteracts this trend
by making possible more powerful adver-
saries. Assuming that polarity is the root
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Figure 1. The Optimal Level of Conflict 

1 The same reasoning as in Polachek’s pathbreaking article
can implicitly be found in Copeland’s (1996) contribution
in which a distinction between optimistic and pessimistic
trade expectations is made.

(Adapted from Polachek 1980)



cause of international behavior, Gowa
(1994), lays the theoretical foundations for
the popular adage that ‘trade follows the flag’
and leaves us to expect that free trade is only
more probable between like-minded states.

In the cooperative setting, orthodox rela-
tive gains arguments are, however, based on
the implicit assumption that the size of k is
so large as to necessarily prevent any kind of
lasting cooperation. Since zero-sum interac-
tions are not the only form of state interac-
tion (Snidal, 1991a,b), creating and
maintaining trade partnerships is possible
even if states care about distribution of the
eventual benefits that interdependence
creates. If growing trade represents higher
absolute gains, increasing levels of economic
interdependence would foster the likelihood
of cooperation. Furthermore, it should be
noted that the games Grieco developed are
not able to capture the subtleties of the
international political economy in any
meaningful way, since the dichotomous
choice between ‘cooperation’ and ‘conflict’
is misleading. Even Powell’s (1991) admit-
tedly simplistic optimal tariff model that
yields states three options is more realistic
since it includes the possibility to avoid
direct confrontation with a state. This
leeway is neglected in conventional two-
state games.

Furthermore, the empirical question that
realists have raised is a typical chicken-and-
egg problem. It is thus not completely
straightforward as to why polarity should be
the root cause of both trade and conflict. On
the contrary, one could simply surmise that
alliances are expressions of economic or
social interdependence and that ‘trade’ or
other forms of societal cooperation thus
predate the ‘flag’. Some recent research
accordingly suggests that the effect of such
security externalities is negligible (Morrow,
1997) and that states continue to trade even
in times of war (Morrow et al., 1998;
Barbieri & Levy, 1999).

Non-Cooperative Games
The argument by Grieco was influential
insofar as it inspired other researchers to
probe its limitations from the vantage point
of non-cooperative game theory. These
critical studies were a major stimulus for the
new debate on trade and conflict that started
in the early 1990s. The modern non-cooper-
ative tradition starts largely with Powell’s
(1991) refutation of Grieco from which a
Markov perfect equilibrium of peaceful allo-
cations was deduced. Morrow (1997) sub-
sequently added trade to this framework,
showing that economic exchange is feasible
between foes. This eventuality even exists if
a distinction between different types of trade
goods is made – goods which increase capa-
bilities through increasing wealth; goods
which offer an immediate benefit and are
thus immune to the eventual retaliatory
actions of another state; and finally military
goods. Unsurprisingly, the benchmark for a
peaceful outcome is highest when states
trade in military goods. Trade maintains a
deterrent value in this context only if the
short-term costs of arming outweigh the
eventual long-term gain that attacking the
trading partner might entail.

Morrow’s model, in particular, highlights
the effect that the distribution of benefits
and enforcement considerations have on
interstate relations. These comparative static
results demonstrate that the conflict propen-
sity of a trading state depends, to a great
extent, on the size of intervening factors:
‘both sides’ discount factors, their attitudes
toward risk, the costs of war, the postwar
distribution of resources, and the magnitude
of the first-strike advantage all affect equilib-
rium military allocations’ (Morrow, 1997:
26). Enforcement concerns mainly loom
large if trade concerns military goods or
goods with an easily capturable surplus. In
the event that trade between two states is,
however, dominated by ‘normal’ goods, the
incentive to cheat does not loom large. Since
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such goods only increase the security exter-
nalities of trade in an indirect fashion, both
states might gain largely through the direct
growth in national welfare.

The relative gains debate in political
science was accompanied by a renewed
interest among economists in the linkage
between trade and conflict. As Skaperdas
and Syropoulos (1996) show, conflict might
become more likely between a multitude
rather than two trading states. This trade-off
hinges on the realistic assumption that the
benefits of a contested territory increase with
the number of trading states. In a multi-
actor world, this incentive does not exist
anymore and is superseded by growing diffi-
culties to win. Consequently, the smaller the
number of countries in a non-trading world,
the higher the amount of conflict. Dorussen
develops (1997, 1999) such multi-actor
models in a more convincing way since he
allows them to conclude alliances. He con-
vincingly shows that the benefits of trade
depend on the number of states.

The insights that can be gained from this
literature with respect to the link between
trade and conflict are, however, limited.
While Morrow’s research shows that trade
between enemies even occurs during
wartime, the model is not easily transferred
to what he suggests as a framework for
analysis, deterrence models of crisis
behavior.2 Ultimately, all the extant models
are based on plausible, but implicit assump-
tions that increased arming translates into a
higher likelihood of conflict. Currently, no
causal mechanism between trade decisions
and conflict initiation exists. On the other
hand, the models reviewed in this section
have successfully dealt with the realist chal-
lenge that was formulated in the 1980s.

Empirical Studies

Until recently, there were few empirical
studies that assessed the trade–conflict
relationship in a systematic fashion. Table II
presents a summary of empirical studies
focused directly on the question of the
impact of trade on conflict.3 As the summary
reveals, the literature has expanded rapidly
in a relatively short period of time. Table II
excludes a large number of unpublished con-
ference papers that have spurred further
debate and have become the focus of later
published work, including Oneal &
Russett’s (1999) response to Barbieri
(1996b, 1998a). The growth in scholarship
has done little to resolve the basic question
of whether trade promotes peace.

Taken as whole, statistical studies of the
trade–conflict relationship provide a mixed
set of findings. If we consider the con-
ditional nature of the trade–conflict nexus
discussed earlier, the apparent inconsisten-
cies in empirical findings may be of no sur-
prise. Confusion arises over scholars’
tendency to focus their attention on dif-
ferent spatial and temporal domains, varying
measures of trade and conflict, and employ-
ment of various sets of control variables. The
differences in findings that arise from
alternative research strategies may, in fact,
highlight the variations in the trade–conflict
relationship that exist under alternative con-
ditions. Finally, it should be noted that only
a small number of scholars have produced
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2 Morrow (1999) discusses some empirical problems that
might arise if one conceives of trade within a typical crisis
bargaining context.

3 Here, we consider those studies that focus on the impact
of trade on conflict. Most scholars recognize that conflict
also affects trade, but differ over whether they believe the
trade-to-conflict or conflict-to-trade relationship is domi-
nant. Several scholars view causation as flowing from poli-
tics to trade relations and find an inverse relationship
between trade and conflictual political relations at the
dyadic level (Dixon & Moon, 1993; Gowa, 1994; Pollins,
1989a,b). Studies examining the mutual influence of trade
and conflict include Polachek (1992) and Reuveny &
Kang (1996). Barbieri & Levy (1999) examine the impact
of war on trade and find variations across dyadic relation-
ships. At the system level, Mansfield (1994) suggests that
war reduces trade.
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Table II. Summary of Statistical Studies of the Trade–Conflict Relationship

Temporal Domain
Author(s) and Unit of Analysis Methodological Techniques Control Variables Main Findings

Russett (1967) 1946–65 Factor Analysis Trade to war [+]
41 warring dyads Contingency Tables

Wallensteen (1973) 1920–68 Contingency Tables Trade to war [+]
144 warring dyads

Polachek (1980) 1958–67 Regression, Two-Staged LS 14 NAs Trade to net
dyads (30 states) conflict [2]

Gasiorowski &Polachek 1967–78 Regression, Trade to net
(1982) US – Warsaw Pact Granger Causality conflict [2]

Gasiorowski (1986) 1948–77 Regression PE, GDP Mixed
dyads (130 states)

Domke (1988) 1871–1975 Probit Mixed
states

Polachek & 1973 Regression PE, GDP Trade to net 
McDonald (1992) dyads conflict [2]

(14 OECD states)
Polachek (1992) 1948–78 Regression DE, NA Trade to net

dyads conflict [2]
Polachek (1997) 1948–78 Regression 17 NAs Trade to net 

dyads Three-Staged LS conflict [2]
(11states)
1958–67 RT Trade to democratic 
dyads peace [+]
(30 states)

Oneal et al. (1996) 1950-85 Logit A, EG, C, G, Interdependence to 
PRD RT MIDs [2]

Oneal & Ray (1997) 1950–85 Logit A, C, EG, G, RP, Interdependence to
PRD RT MIDs [2]

Oneal & Russett (1997) 1950–85 Logit A, C, EG, GP, Interdependence to 
PRD PC, RP, RT MIDs [2]

Oneal & Russett (1999) dyads Logit A, C, EG, GP, Interdependence to 
PC, R, RP MIDs [2]

Barbieri (1995) 1870–1985 Logit A, C, RT, RP Interdependence to 
dyads MIDs & wars [+]

Barbieri (1996a) 1870–1938 Logit A, C, RT, RP Interdependence to 
dyads MIDs [+]

Barbieri (1997) 1870–1985 Logit A, C, RT, RP Interdependence to 
dyads MIDs [+]

Mansfield (1994) 1850–1964 Regression Con, EO, H Trade to MP war [2]
system Openness to War [+]

A, Alliance Ties; C, Contiguity; Con, Concentration of Power; DE, Defense Expenditure; EG, Economic Growth;
EO, Economic Openness; GP, Geographic Proximity; H, Hegemony; NA, National Attributes (socio-economic and
demographic variables); PC, Political Change; PE, Price Elasticities; PR, Political Relevance; PRD, ‘Politically
Relevant’ Dyads; RT, Regime Type; RP, Relative Power; TD, Temporal Dependence.

the majority of the empirical studies. Thus,
while the competing camps disagree on a
host of issues, each side of the debate relies
on a limited foundation of empirical find-
ings.

The earliest empirical studies that con-

sidered the impact of trade on international
relations identified a positive relationship
between trade and war. Bruce Russett
(1967) finds that pairs of states united in
clusters of high trade are more likely to
engage in war than those not so linked.



Wallensteen (1972: 104–105) further
demonstrates the conflictual nature of some
trading relationships. His work highlights
the distinction between symmetrical and
asymmetrical relations, by designating states
as topdogs or underdogs in the international
system. He finds that wars are most likely
between structurally unequal states and finds
that topdogs (the most important trading
states in the system) are more likely to inter-
vene militarily in nations that are dependent
upon them economically. This finding may
not be surprising in light of the high corre-
lation between major-power status, the
capacity to trade, and the ability to wage
war. At the same time, it calls into question
the monadic hypothesis popularized by
Rosecrance (1986), and rigorously examined
by Domke (1988), that trading states are
more peaceful or that trade partners will
refrain from conflict. The findings of these
early studies are considered by some to be
less reliable than the empirical work that fol-
lowed, since early scholarship failed to
control for the potential confounding influ-
ence of variables believed to be associated
with both trade and conflict. The majority
of subsequent research in this area incorpo-
rates control variables, although scholars
differ over which control variables should be
included in any analysis.

Polachek’s (1980) move to the dyadic
level of analysis provided assurance to the
liberal cause and influenced all subsequent
studies in the trade–conflict literature. His
work has consistently revealed an inverse
relationship between trade and conflict.
Interestingly, the evidence provided in his
initial study is based on a very limited
sample of relationships. This again raises the
question of whether the impact of trade is
indeed universal. Moreover, Polachek’s early
study contains evidence that contradicts
some of the basic conclusions we might
reach from a superficial reading. Polachek’s
research agenda, for the most part, assesses

the impact of trade on the overall dyadic
relationship, where conflictual and coopera-
tive events are evaluated in a combined
measure of net conflict (the frequency of
conflictual events minus cooperative events).
In this respect, it differs from the scholarly
efforts to address the question of whether
trade inhibits the most serious forms of mili-
tary conflict. Polachek concludes that trade
promotes peace, based on the inverse
relationship between trade and his net con-
flict indicator. Yet, if we take a closer look at
Polachek’s (1980) initial study, where he
disaggregates his net conflict score to deter-
mine the impact of trade on different cat-
egories of conflict and cooperation, we see
that trade has a positive effect on the highest
level of conflict-limited acts of war, as well as
the lowest level of conflict. The aggregate
measure appears to mask the fact that high
trade could be positively associated with the
most conflictual acts. In defense of Polachek,
we must recognize that his intent is to assess
the impact of trade on the overall relation-
ship between states. At the same time, the
question arises over whether trade does serve
to prevent the most serious forms of conflict.

Polachek has continued to refine his basic
model and has provided further empirical
support to substantiate his claims
(Gasiorowski & Polachek, 1982; Polachek,
1992, 1997; Polachek & McDonald, 1992).
Moreover, his finding that trade might
increase some forms of cooperative and some
forms of conflictual interactions is in itself a
subject deserving of further attention. In
fact, de Vries (1990), employs event data to
assess the impact of interdependence on con-
flict and cooperation and finds that interde-
pendence increases the intensity of
interactions – both cooperative and con-
flictual events.

Gasiorowski (1986) provides an early cri-
tique of Polachek’s work, highlighting the
inadequacies of his measure of conflict.
Interestingly, Gasiorowski (1986) criticizes
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his own study with Polachek (Gasiorowski
& Polachek, 1982), in addition to
Polachek’s (1980) work. He advances an
adjusted measure of conflict that deals with
some of the problems posed by events data
and introduces additional measures of
dependence. From this, he provides evidence
that leads him to conclude that the previous
finding that trade reduces conflict does not
hold up under further scrutiny. Although
the absolute volume of trade does appear to
be inversely related to conflict, other
allegedly more reliable indicators of trade
and economic dependence are positively
related to conflict. Gasiorowski concludes
that the beneficial aspects of trade may
promote peace, but that the costly aspects
appear to be positively associated with con-
flict. Once again, Gasiorowski emphasizes
the conditional nature of the trade promotes
peace proposition.

Gasiorowski’s work is indicative of several
trends in the trade–conflict literature. First,
as his research progresses, he refines his
measures of trade dependence and conflict.
Second, he offers multiple measures of trade
dependence within the same analysis.
Finally, he suggests that the relationship of
trade to conflict is not straightforward; dif-
ferent factors associated with trade may have
different relationships to conflict. Although
the lack of consensus in the literature on the
appropriate measures of dependence and
conflict make it difficult to make compari-
sons across studies (even those carried out by
the same researcher), the positive side of het-
erogeneity is that each study contributes
additional information about what has been
a relatively unexplored puzzle. It may be the
case that different dimensions of dependence
have different effects on conflict and that
scholars who employ alternative measures
are actually capturing these variations. This
is a theme that has been explored by Barbieri
(1995), one of Polachek’s students.

Barbieri’s (1995, 1996a,b, 1997, 1998b)

work focuses on whether trade inhibits the
most violent forms of conflict – militarized
disputes and wars. Moreover, her research
program seeks to incorporate a more diverse
set of relationships than had previously been
considered and to treat liberal and radical
economic theories of trade on an equal
footing. In part, she seeks to explain
Polachek’s finding that the relationship
between trade and conflict is positive for
some dyads, but negative for others.4 She
assumes that the explanation for the differ-
ence resides in whether the relationship is
symmetrically or asymmetrically dependent,
although she finds limited empirical support
for this assumption. Her research agenda has
expanded by refining measures, expanding
her database to incorporate more states,
relying on new statistical techniques, and
focusing on the impact of trade on the
various phases of the conflict process and the
various characteristics of conflict. Her find-
ings, in general, reveal a positive relationship
between trade and conflict, both disputes
and wars. However, as her research shifts to
alternative levels of analysis, she finds some
evidence of a pacifying effect of trade at the
national level (Barbieri, 1998b), confirming
the studies of Rosecrance (1986) and
Domke (1988). Barbieri and Bremer (1998)
also find that dyads with high trade engage
in shorter disputes.

The work of Oneal and colleagues (Oneal
& Ray, 1997; Oneal & Russett, 1997, 1999;
Oneal et al., 1996; Russett et al., 1998) rep-
resents another multi-staged research project
designed to identify the relationship
between trade and militarized disputes. Like
Barbieri, the research group around John
Oneal and Bruce Russett focuses on the
relationship between trade and militarized
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conflict. However, they consistently find an
inverse relationship between trade and con-
flict. The agenda of this group also differs
from Barbieri’s in that it seeks to incorporate
trade within the broader context of what has
been referred to as ‘the Kantian tripod for
peace’ (Russett et al., 1998), which entails a
broader conception of the liberal vision of
peace beyond commercial liberal prescrip-
tions. In fact, the democratic peace was the
central focus of the team’s early research
efforts, with trade being treated as a control
variable (Oneal & Ray, 1997; Oneal et al.,
1996). As the importance of trade became
apparent, it appears to have taken a more
central role in this group’s scientific agenda.

Like others, the research of Oneal and
colleagues has progressed by refining
measures and data, expanding the domain of
inquiry, and incorporating new statistical
techniques. Their latest results, for example,
incorporate a control for temporal depen-
dence in logit models. While the influential
study of Beck et al. (1998) did not reveal a
significant impact of trade on conflict after
the introduction of such controls, Oneal and
Russett (1999) show the opposite to be true.
Although these efforts are to be applauded,
they also create some difficulty in comparing
findings across studies.

While the majority of empirical studies
focus on the dyadic level of analysis, several
scholars have focused on either the national
or the systemic level of analysis. As indi-
cated, Barbieri (1998b) and Domke (1988)
provide evidence that trade-dependent states
are less war prone. Surprisingly, there has
been little empirical research on the relation-
ship between trade and conflict at the system
level, despite the prominent position that
this level of analysis has had in theoretical
discussions about interdependence. The
main exception is Mansfield (1994), who
finds that major-power wars are less likely
during periods of high trade, but that they
are more likely during periods of economic

openness. The view that an open economy
will be beneficial for peace appears to be
contradicted, while that of high trade being
more peaceful appears to be supported.
Mansfield goes on to report that variations
in his results arise from employing alterna-
tive datasets and measures, which raises
questions about the robustness of the
relationships identified.

Some Challenges: Rent-seeking, Neo-
Institutionalism, and Data Validity

What are the origins of the contradictory
explanations and evidence regarding the
impact of trade on interstate relations?
Within the empirical literature, scholars
have attempted to identify the factors giving
rise to the inconsistent findings (Barbieri,
1996a, 1998a; Oneal & Russett, 1999). To
date, no compelling theoretical rationale has
been offered for why empirical findings
differ, other than the fact that scholars
pursue very different inquiries, with dif-
ferent samples, data, measures or modeling
techniques. To shed some light on this
unsettling puzzle, we review the main chal-
lenges in the theoretical and the empirical
domain in the next two sections.

Theoretical Issues
The theoretical work on the trade–conflict
issue has been largely successful in refuting
some of the claims made by realist scholars.
The neo-Marxist challenge, by contrast,
never did find a firm theoretical response.
To our knowledge, only Weede’s empirical
studies, and the informal model that he
derives from it, offer a partial explanation of
why trade-dependent states might be more
democratic and peaceful (Weede, 1995).

Despite the relative success of the liberal
strand, it is not clear whether the current
modeling strategies will ultimately be as suc-
cessful in dealing with some further chal-
lenges that lay ahead. In other words, most
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advanced theoretical work is still based on a
set of implicit assumptions that seem at least
to be questionable. To give a notable
example, formal work starts from the
premise that nation-states are rational
unitary actors who try to maximize national
welfare. The reliance on such a behavioral
rule is surprising because political econ-
omists abandoned the chimera of a benevo-
lent dictator a long time ago. A particularly
pertinent example is Krugman (1996: 22)
who refuted the claims of some strategic
trade theorists by pointing out that ‘compet-
itiveness is a meaningless word when applied
to national economies’. He maintains that
international trade is not a zero-sum game
since countries can profit from the success of
their rivals. Furthermore, the main agents
are firms that try to compete on the inter-
national market or seek government protec-
tion because of a lack of competitiveness.

This point is important insofar as the
trade–conflict literature has not yet been
convincingly linked to the rent-seeking
literature, which disaggregates the state and
shows how protectionist groups prevent
trade. If governments are indeed dependent
on interest groups, this should enable us to
test a point raised by dependency theorists;
why do states often act against the will of
the majority, opting instead for the destruc-
tion of trade links and even a conflictual sol-
ution to an interstate disagreement.
Generally, the inclusion of domestic actors
in formal models would allow us to detect
the much needed causal mechanisms
between political institutions and conflict
behavior. It is quite plausible that distribu-
tional coalitions are more successful in some
political systems than in others, leading to
social inequality and fostering the likelihood
of civil unrest. Rent-seeking theory might
thus also be fruitful for those researchers
who try to analyze the links between trade
and civil war, a topic that has not been
addressed in the 1990s, but which will cer-

tainly receive more attention in the coming
decade.

If formal theorists stick to the unitary
actor assumption, they might use strategic
trade theory rather than the relative gains
hypothesis as an analytical starting point.
This formal theory lays a foundation for the
claim that helping imperfectly competitive
industries can also serve the country at large.
Some strategic-trade theorists have shown
that the benefits of tariffs may be greater
than zero even after other states retaliate and
punish the country that is pursuing unilat-
eral strategies. These models could be
especially fruitful in the reassessment of the
claims made by expected-utility theorists
that the link between trade and conflict is
unconditional. In particular, the pursuit of
unilateral interests typically examined in
these models could be used to study forms of
coerced trade, an issue which has been
dropped from the research agenda in the
1990s.

Empirical Issues
One fundamental empirical issue, often
ignored, is whether we are capturing the
complex relationship of economic interdepen-
dence, given the limitations inherent in trade
and other economic statistics. If we are unable
to measure interdependence, can we assess its
impact? All empirical analyses face problems of
measurement error, particularly when we rely
upon historical statistics. Yet, trade–conflict
researchers appear to minimize or ignore prob-
lems posed by data limitations. Economists
have for decades questioned the accuracy and
reliability of official trade statistics as an indi-
cator of real trade ties (Bhagwati, 1964, 1967,;
De Wulf, 1981; Ely, 1961; Morgenstern,
1963; Sheikh, 1974; Yeats, 1978, 1990) but
trade–conflict researchers seem to ignore the
implications that this has for their research.

Trade–conflict researchers tend to focus
on differences between what are often elab-
orate measurement constructions of inter-
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dependence. Yet, even before measures are
constructed, the basic value that trade
researchers ascribe to a relationship or state
might differ dramatically, depending upon
the decision rules they adopt for dealing
with trade statistics. Scholars select different
sources for trade and exchange rate figures,
rely on different country reports for dyadic
figures, and treat missing data and reports of
no trade differently. Even scholars who focus
on the same spatial and temporal domain
may work with different interdependence
figures. This might comprise a major source
of the discrepant findings in the trade–con-
flict literature.

The larger issue, of course, is whether
official trade statistics serve as an accurate
indictor of real transactional flows (see Yeats,
1990). States may have political or economic
reasons to undervalue or overvalue their
trade reports with a given country. In some
instances, trade reports, rather than trade
itself, may reflect the political relationship
between states or the economic conditions of
a country. In addition, there are other data
limitations that make it difficult for scholars
to obtain an accurate picture of economic
bonds. For example, activities such as trade
in services and investment flows, which are
reported in national statistics, are not readily
available at the dyadic level. Another
example, for which there appears to be no
resolution, is the large volume of trade that
embodies illegal trade activities. Data limi-
tations may determine the manner in which
scholars conceptualize and operationalize
economic interdependence. Thus, our
measures may not accurately reflect the
economic bonds whose impact we seek to
explain.

What implications does this have for
trade–conflict researchers? Researchers
might, for example, paint a very different
picture of the relationship, depending upon
which country’s statistics they use. For
example, Yeats (1990), finds that in some

cases, ‘countries listed by the exporters as the
largest markets for exports often fail to
report any corresponding imports’ (Yeats,
1990: 152). Some scholars assume that the
absence of a trade report or a zero trade value
in national accounts indicates that no trade
takes place between countries (Oneal &
Russett, 1999). Yet, a dyadic relationship
may be ranked as number one in importance
for one country and may be reported as non-
existent for the other state that reports no
trade. This raises both conceptual and
empirical problems for trade–conflict
researchers.

Researchers must maintain a healthy
degree of skepticism about the accuracy of
trade statistics and seek additional ways of
supplementing measures of economic inter-
dependence. At a time when scholars are
adopting increasingly sophisticated statis-
tical techniques to address previous analyt-
ical deficiencies, it may be more appropriate
to take a step backward and examine the
extent to which we are able to capture econ-
omic ties. The potential problems posed by
measurement error seem substantial enough
to warrant attention. We must resist the
tendency to speak about our findings with a
degree of certainty that is not realistic given
the degree of error in our data. We cannot
expect data to resolve controversies when
the data themselves contain their own
inherent controversy. We must develop
ways to supplement our information base,
such as developing a greater appreciation for
combining qualitative and quantitative
techniques.

Moreover, scholars link their arguments
about the ability of trade to deter conflict to
notions concerning the costs and benefits of
a trading relationship. More attention is
needed to develop measures of these costs
and benefits, rather than assuming that they
are directly related to the value of the trade
ties. This might allow us to begin to deter-
mine whether beneficial trading relation-
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ships are peaceful and whether costly
relationships are conflictual.

At a minimum, the main lesson for
researchers who are interested in the trade–
conflict question is that we have only begun
to unravel the mysteries of this important
relationship. Further work is needed in this
area if we are to identify the conditions
under which trade promotes peace and those
in which it appears to exacerbate tensions.

Conclusion

This overview has discussed the ways in
which recent research has dealt with the
interrelationship between trade and conflict.
The recent re-examination of the liberal
claim has led to an upsurge in theoretical
and empirical work on this issue. Although
no consensus on the effects of trade has been
reached, the new generation is much more
skeptical and does not believe that economic
interdependence unconditionally pacifies
interstate relations. This is in considerable
contrast to the empirical literature where the
unconditional peace through trade-hypoth-
esis still enjoys support.

Rather than assuming that a definitive
conclusion can be reached about the impact
of trade on interstate relations, the ambigui-
ties in the formal models and the statistical
evidence suggest that more attention is
needed in assessing the factors responsible
for variations in trade’s impact under dif-
ferent contextual conditions and different
forms of dependence. Moreover, the lack of
robustness in findings across studies raises
questions about the strength of the relation-
ship between trade and conflict. If the
relationships we identify in disparate
research efforts are truly robust, they should
hold up under seemingly related concepts of
interdependence and under different con-
ditions captured by our choice of domain
and control variables. This is at least what
the experience of the democratic peace

debate suggests. In addition, there are several
possible explanations for discrepant findings
that have not been adequately addressed but
that have serious implications for all trade–
conflict literature. Finally, some important
extensions of the current debate have
remained under-explored in recent years.
One prominent example is the relationship
between other facets of interdependence and
conflict. ‘Globalization’ describes mainly the
explosive growth in foreign direct invest-
ment and the international capital markets.
Whether the ensuing ‘monetarization’ of
international relations pacifies states or con-
tributes to internal and external instability is
an open question. We hope that the next
generation of formal and statistical research
will address these points.
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