
Is Peace the Natural 
Effect of Trade?

New Evidence and Some Anomalies 

Solomon W. Polachek
Departments of Economics and Political Science

State University of New York
Binghamton, NY



Motivation 

Alan Kuperman: we can reduce 
auto accidents (genocide) by 
toughening auto insurance 
benefits (not intervening) rather 
than simply making cars safer 
(getting at the root cause of the 
insurgence)

Lloyd Jeff Dumas: “Bombs don’t 
stop wars … relationships do”



1. To understand peace one must 
examine dyads.

2. The important characteristic of 
dyads is gains from trade.

3. Conflict leads to the cessation or 
diminution of trade.

4. The higher the gains from trade, 
the higher the costs of conflict 
and hence the lower the conflict.



Evidence
• Events Data
• MIDS Data

Application: Democratic Peace

Anomalies



Data on Peace



Net Cooperation From Actor Country To Target Country COPDAB Data, 1948-
1973

Actor

Target China Egypt UK USA Russia

Canada 0.37 0.03 0.68 1.12 0.22

China 0.64 -0.56 -2.4 -0.93

Egypt 0.85 -3.07 0.63 2.77

W Germany 0.22 0.27 1.42 2.59 -1.13

E Germany 0.24 0.39 -0.25 -0.54 1.28

Israel -0.21 -23.17 -0.16 2.16 -1.08

Japan 0.8 0.17 0.34 1.75 0.47

UK -0.13 -3.07 3.73 -2.54

USA -4.74 0.53 3.04 -7.14

Russia -2.33 2.77 -2.86 -4.76



Net Cooperation From Actor Country To Target Country WEIS Data, 1966-1991

Actor

Target Canada China Egypt Germany Israel Japan UK USA Russia

Canada 2.57 3.417 1.627 1.475 2.031 1.61 1.63 -0.118

China 2.647 2.316 2.078 1.5 1.395 0.466 0.89 -1.077

Egypt 3.92 3.624 2.452 -2.682 2.067 2.273 1.42 2.216

Germany 2.443 0.555 0.85 0.494 2 1.51 1.64 0.005

Israel 0.555 -1.032 -2.865 1.393 -0.02 -0.0117 0.735 -1.762

Japan 2.586 0.337 0.26 1.621 0.09 1.653 1.284 0.47

UK 1.944 -0.27 0.086 2.002 -0.602 2.229 1.447 -0.791

USA 1.058 -0.826 0.31 0.706 0.404 1.064 1.162 -0.63

Russia 0.315 -1.42 1.03 0.288 -0.888 0.336 -0.614 -0.185



Motivation: 
Another Question

Why do countries have good 
relations with some 
countries, but bad relations 
with others?



1. To understand peace
one must examine dyads

• Country pairs (dyads) should 
be the unit of observation 
rather than single countries 
(monads)



2. Gains From Trade

• Gains from trade is the 
important characteristic of the 
match 





3. Conflict leads to the 
Cessation or Diminution of 

Trade
• If conflict leads to the cessation 

or diminution of trade then the 
costs of conflict are larger the 
greater the gains from trade



Evidence From 
Anderton







4. Countries with the 
highest gains from trade 

engage in the least 
conflict

• Those countries with the 
highest gains from trade face 
the highest costs of conflict 
and thus engage in the least 
conflict.







MIDS Data











Democracy and Trade







Anomalies





Demand Elasticity 
and 

Gains From Trade











What's so wrong with peace, love and bargains? 
Posted: Nov. 25, 2006

Patrick McIlheran

Consumers benefit from trade but in more than low prices. 
The benefit lies also in better odds for peace. Make deals, 
not war: This, aside from what you paid for door buster 
DVD players Friday, is a worthwhile tradeoff. 

Patrick McIlheran is a Journal Sentinel editorial columnist. 
His e-mail address is pmcilheran@journalsentinel.com
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