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Structure of trade and national power

* National power traditionally arises from military might (Kennedy 1989).

* During peacetime, can nation exert coercive power toward others?

* Direct source of power since commerce can become an alternative to war by providing a
method of coercion. Relationships of dependence, of influence, and even of domination
can arise out of trade relations (IHirschman 1945).

 Every sovereign nation has some influence of this kind: through the control of its frontiers
and the power over its citizens, it can at any time interrupt its own export and import.




Ample examples of such power being exercised
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Gajj, Amid Tension, China Blocks Vital
8975 Exports to Japan
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By Keith Bradsher
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HONG KONG — Sharply raising the stakes in a dispute over
Japan’s detention of a Chinese fishing trawler captain, the Chinese
government has blocked exports to Japan of a crucial category of
minerals used in products like hybrid cars, wind turbines and
guided missiles.
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Logic of influence through trade

Hirschman (1945)

Principle #1: asymmetry

Disruption of trade generates power if interruption of trade (either import or export ban) is a
much graver concern to my trading partners than to myself.

Principle #2: capacity to adjust

Disruption of trade generates power if my trading partners cannot fully reallocate resources and
adjust for disruptions in the median run.

» Immediate loss from stoppage of trade is often much larger than the ultimate loss after
adjustment is made.

 Countries could find alternative markets and sources of supply, or make internal economic
adjustments.



This paper

2. We measure international power following the framework.

3. We examine empirically:
I.  Whether power induces more bilateral engagement & negotiations?
II. Whether adversarial relationships affect power build up?



Measuring international power



Measuring international power in trade

Bnie = (Th & (s — she))
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» Measure s<;, = Z;rew:::vn;'m as importer n's dependence on exporter i during year t, where V,ix:

denotes the trade volume from i to n in sector(s) K at year t.

* Interpret power as the expected transfer from n to i.

« Asymmetric import dependence (exporter power).

* Model predicts that importer power is second-order. We empirically test this.



Power between US and other countries

USA's Average Power 2001-2021
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Power between China and other countries

China's Average Power 2001-2021
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Declining power of US and rising power of China
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Note: The figure above plots the value of ordered pair power when US (left) or China (right) is the coercer over the time period 2001-2021. Ordered
pair power takes on values between -.14 and .14, and a higher value means the other country (e.g. Japan or Taiwan) relies on US/China more than
US/China relies on that other country.
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Power vs. differences in GDP sizes
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GDP Difference

Note: This figure presents scatter plots of power (vertical axis) versus GDP difference (horizontal axis) for the United States and China against Asian
countries. Each dot represents a single year's data point, with color coding indicating the year: blue for earlier years (2001) and red for later years

(2021). The dotted line represents the global best-fit line, capturing the overall relationship between power and GDP difference across all country
pairs.
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Power induces more bilateral
engagement and negotiations?



Bilateral engagement: measurement

* Integrated Crisis Early Warning System (ICEWS) dataset:
* Roughly 19 million bilateral events during 1995-2021.

« Examples of bilateral engagement events:
« Express intent to cooperate economically;
* Appeal for economic cooperation;
* Express intent to accept mediation.

Importantly, most engagement events are not about disputes or bargaining over trade per se.



Power induces engagement

Bilateral engagement, , ,

Changes within country pairs IV: sector-specific trade exposure
(1) (2) (3) (4) (5) (6)
Power in} ¢ -1 0.0783***  0.0774%**  (0.228%**  (.306***  (.378%** 0.621%**
(0.00784) (0.00784) (0.0132) (0.0440) (0.0438) (0.0630)
GDP differencein) ¢—1 0.0745%** (), 0783%** 0.0747***  0.0840%**
(0.0126) (0.0125) (0.0173) (0.0171)
Total tradeg;,} ¢—1 -0.242%%* -0.497%**
(0.0131) (0.0423)
N 769630 769630 769630 529872 529872 529872
Year FE: Yes Yes Yes Yes Yes Yes
Pair FE: Yes Yes Yes Yes Yes Yes

Note: Standard errors are clustered at the pair level, * p < 0.1, ** p < .05, *** p < 0.01. Bilateral engagement, power, GDP difference, and

total bilateral trade are all standardized at the pair level.
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Sector-specific power on engagement

We take each sector (at HS 4-digit level) as the universe of trade activities, re-calculate the
baseline (export) power asymmetry, and then re-estimate the baseline specification of

power and engagement.
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Sector-specific power on engagement

1. Cross-country elasticities of substitution:
» Broda and Weinstein (2006);
» Fontagne et al. (2019);
» Caliendo and Parro (2014).

2. Product complexity index (Hidalgo and Hausmann, 2009); €220

3. Ciritical goods designated by the International Trade Admin. ©aZizic

Power-engagement coefficient 0z
-] . *
(1) (2) (3) >
Elasticity (Broda et al.) -0.00142%** g *)
(0.000422) . e
] .
Elasticity (Fontagne et al.) -0.00147** ?‘
(0.000663) §s
Elasticity (Caliendo et al.) -0.000963*** .
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Exporter power vs. importer power

* Ex-post trade disruptions impose economic damages to the importer (as consumers
cannot adjust import orders) but not to the exporter (as production labor can be

reallocated ex-post).

 Even with irreversible investments, losses inflicted on exporting country remain
second-order relative to the share of exporter’s output directed toward importer.

Bilateral engagement

(1) (2) (3) (4)
Importer powerg; . 0.0395%** ~ 0.0382*** ~ 0.130%***  (0.125%**
(0.00762) (0.00760)  (0.0114) (0.0112)
GDP differencey,y ¢—1 0.0751%**  0.0764*** (.0753***
(0.0126) (0.0125) (0.0125)
Total tradeginy, i1 -0.163%** 0, 319***
(0.0114) (0.0162)
Exporter power, ¢—1 0.225%**
(0.0130)
N 384815 384815 384815 384815
Year FE: Yes Yes Yes Yes
Pair FE: Yes Yes Yes Yes

Note: Standard errors are clustered at the pair level. * p < 0.1, ** p < .05, *** p < 0.01. Bilateral engagement, import power, GDP

difference, and total trade are all standardized at the pair level.



Interaction with other sources of power

Bilateral engagement {in} .t

Military expenditure Foreign aid dependence Sovereign debt exposure
Control Below Above Control No aid With aid Control Nodebt  With debt
for intl. median median for intl. for intl.
influence influence influence
(1) (2) 3) (4) (5) (6) (7) (8) 9)

Power{fn}!f_]_ 0.244*** 0.160*** 0.253**+* 0.237*** 0.221%** 0.227*** 0.227+** 0.190*** 0.285***

(0.0186) (0.0240) (0.0277) (0.0163) (0.0200) (0.0279) (0.0163) (0.0166) (0.0477)
GDP difference {in}t-1 0.0573** 0.0393 0.204*** 0.0904***  0.0619*** 0.0382 0.0879***  0.0699*** 0.108

(0.0235) (0.0248) (0.0409) (0.0183) (0.0206) (0.0376) (0.0183) (0.0182) (0.0680)
Total trade{fn}lfq -0.256*** -0.182*** -0.230*** -0.242%** -0.240%** -0.195*** -0.235*** -0.203*** 0.177***

(0.0191) (0.0244) (0.0292) (0.0167) (0.0202) (0.0295) (0.0167) (0.0169) (0.0523)
Intl. influence in other domainsy;,,; ;1 0.0483* 0.0370* 0.240***

(0.0199) (0.0212) (0.0447)
N 390744 186344 186020 517298 341584 175714 517298 438308 78990
Year FE: Yes Yes Yes Yes Yes Yes Yes Yes Yes
Pair FE: Yes Yes Yes Yes Yes Yes Yes Yes Yes
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Adversarial relationships prompt power
build-up?



Empirical strategy

* Isolate changes in bilateral relationships between countries A and B, as a result of A’s
domestic electoral turnover (in close elections).

* May shift diplomatic policies and hence alter trajectories of bilateral relationships.

« Examine changes in B’s power over A as a result.

- Canada
=== Germarn y
- Russia
=== China

2010 2015 2020 2010 2015 2020
Year Year

Alignment with the US Alignment with Poland
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1st stage: electoral turnover on bilateral alignment

Alignment t+1
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Power build-up in response to alignment change

Powerg 4 (t+1,t+2)
(1) (2) (3)

Alignment, ag) (e1e02) -0.360%%  -0.370%** .0.375%**
(0.141)  (0.142)  (0.142)

N 56795 56795 56795
Year FE: Y Y Y
Pair FE: Y Y Y

Mote: Panel B shows the coefficient on predicted future alignment from the second stage equation.
Each column differs only in its inclusion of controls for GDP difference and trade; neither is included
in celumn (1), GDP difference appears in column (2), and both are featured in celumn (3). The
term 1{Turnover} 4 , is one if the country A had a close election that resulted in electoral turnover in
year t, as defined by Marx, Pons, and Rollet (2024); it is zero otherwise. 1{No turnover}, ; is one
if country A had a close election in year ¢ that did not result in turnover (with the aforementioned

—

definition); it is zero otherwise. Alignmenty g} (¢11,¢42) i the predicted value of the average (over
the two next periods) alignment from the first stage. Power, GDP difference, and total trade are all
lagged and standardized on the pair level; power and GDP difference are directed, total bilateral trade
is undirected, Standard errors are clustered at the pair level, * p < 0.1, ** p < .05, *** p < 0.01.




Power build-up and trade policies

Policies from B — A Policies from A — B
Power-promoting  Net liberal Net liberal Power-promoting  Net liberal Net liberal
policy import policy export policy policy import policy export policy
(1) (2) (3) (4) (5) (6)
Alignment agy (e+1042)  -0.394%%  0.369%%*  -0.0110 -0.0567 0.136  0.0922*
(0.162) (0.120)  (0.0930) (0.336) (0.334)  (0.0554)
N 4760 4788 4788 5175 5175 5175
Year FE: Y Y Y Y Y Y
Pair FE: Y Y Y Y Y Y
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Discussion



Recap

* Geopolitical power through trade — a distinct element that’s related to but by no means
simply mirroring overall differences in economic size and trade volumes.

* International power affects engagement and negotiation.

* Power may be accumulated strategically in response to changes in alignment (and future
negotiations).

* In so doing, we develop three new empirical measures on international political economy:
1. Bilateral power stemmed from trade (time-varying, flexible in aggregation);
2. Bilateral engagement and negotiation events;
3. Bilateral alignment (high frequency, out-perform existing measures in the literature).



Geopolitics and trade

Deviating from the principle of specialization according to comparative advantage.
* On one hand, trading with another country results in gains from trade and economic prosperity.

* However, dependence on another country has a geopolitical cost, as ex post the trade partner
could try to leverage power stemming from trade dependence to extract geopolitical rent.

* While mercantilism is often caricatured as “exports are good, imports are bad” (e.g., Viner 1948),
our results suggest a more precise channel: countries may have incentives to structure trade
relationships in ways that foster export dependence — and thus bargaining leverage highlighting
how balance-of-trade patterns can matter for geopolitical reasons.

* More generally, as power accumulation is negative sum, trading off efficiency with security.



Moving beyond individual countries
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Sum of bilateral power (i = n)

China’s power over 150 years
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Sum of bilateral power (i = n)
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Britain’s power over 150 years
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Sum of bilateral power (i = n)

US’s power over 150 years
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