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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 (Hirschman 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.
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Ample examples of such power being exercised



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.
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This paper

1. We develop an illustrative framework on international power through trade.
• Combines trade and bargaining over geopolitical tensions.

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

• 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.
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Power between US and other countries
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Power between China and other countries

9



Declining power of US and rising power of China
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Power vs. differences in GDP sizes
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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
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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
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• 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.

Exporter power vs. importer power



Interaction with other sources of power
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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.
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1st stage: electoral turnover on bilateral alignment
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Power build-up in response to alignment change
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Power build-up and trade policies
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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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China’s power over 150 years



Britain’s power over 150 years



US’s power over 150 years
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