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Abstract 

 

The conventional wisdom that commerce brings peace has generated a widely-cited academic 

literature and has had a major impact on American foreign policy towards a rising China. Yet, 

contrary to expectations, China seems to be engaging in more militarized disputes with its 

neighbors and trade partners despite deepening economic integration. I examine the effect of 

economic interdependence on the use of economic and military coercion across all states (1948-

2005) and in Chinese foreign policy (1949-2015). My research indicates that economically 

interdependent states do not simply substitute nonviolent economic contests for militarized 

disputes to signal resolve as previously believed. Instead, commercial linkages can tie the hands 

of governments from using economic coercion while incentivizing brinksmanship using military 

coercion. This creates a stability-instability paradox, where high levels of trade make war 

unthinkable but incentivizes risky military behavior short of that threshold. My results challenge 

the consensus view that more trade is always good for peace and show that economic engagement 

is not a panacea but might be a double-edged sword. They also better account for the recent pattern 

of Chinese foreign policy than existing theories. Viewed through this lens, China is not an 

exception to commercial peace theory but rather it enriches our current understanding by showing 

that relationship between trade and conflict is characterized by, not one, but several relationships.  
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I. Puzzle: Is China an Exception to the Commercial Peace?   
 

The relationship between trade and war has been the subject of debate for centuries and a 

cornerstone of statecraft. In recent decades, the conventional wisdom that commerce brings peace 

has had a major impact on American foreign policy towards a rising China. Scholars and 

policymakers alike have bought into the idea that with economic interdependence comes peace, 

stability, and prosperity. China is highly integrated into regional economy. As Figure 1 shows, 

since embarking on economic reform and opening in the late 1970s, China’s share of world trade 

has increased over ten-fold by 2013. Yet despite the widely-cited empirical literature documenting 

the pacifying effect of trade at the cross-national level, China seems to be engaging in more 

militarized disputes with its neighbors and trade partners.  

 

Figure 2 shows the distribution of China’s militarized disputes across adversaries both before 

reform and opening (orange) and after (blue). What is remarkable about China’s pattern of 

militarized disputes is that a large share of them are with major trading partners such as Japan, 

Taiwan, and the United States and that the majority occur after China began the process of 

economic integration with the region and the world. Why is it that we are seeing militarized 

disputes escalate in the East China Sea and South China Sea? More importantly what can the case 

of China teach us about the relationship between trade and conflict more generally?   

 

 

Figure 1 China's share of world trade (1949-2015) 
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Figure 2 China’s MIDs by country (1949-2015) 

 

 
 

This paper builds upon insights about the relationship between economic ties and conflict behavior 

obtained during fieldwork in China and developed through case studies to generalizable theories 

tested with cross-national data. I argue that the pattern of rising military conflicts despite economic 

interdependence is not a phenomenon unique to China but rather one that is generalizable to the 

relationship between trade and conflict more generally.  

 

My theory challenges the consensus that more trade is always good for peace. I examine the 

mechanisms whereby economic interdependence is supposed to constrain the use of military and 

economic coercion in foreign policy. My research indicates that economically interdependent 

states do not simply substitute nonviolent economic contests for militarized disputes to signal 

resolve as previously believed. This is because commercial interests are not immediately impacted 

by military coercion at lower levels (such as military exercises and other shows of force), but are 

very sensitive to economic coercion (such as import or export restrictions). Thus, economically 

interdependent countries are not more inclined towards using economic sanctions in trade wars 

instead of military force and risking real war. The opposite might be in fact be true, commercial 

linkages can tie the hands of governments from using economic coercion while incentivizing 

brinksmanship using military coercion between economically interdependent states. Economic 

coercion is more likely to be used against less economically interdependent countries. This creates 

a stability-instability paradox, where high levels of trade make war unthinkable but incentivizes 

risky military behavior short of that threshold.  

   

This dynamic is illustrated by U.S. and Chinese responses to the maritime disputes in the South 

China Sea (SCS). At the 6th CSIS South China Sea Conference, Senator Dan Sullivan (R-AK) 

called for increased U.S. military operations to challenge China’s island construction but continued 

economic engagement in the same keynote address. Meanwhile, China’s party mouthpiece 
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newspaper, The People’s Daily, disavowed boycotts of American companies in protest of the 

UNCLOS tribunal ruling against Beijing’s SCS claims as “irrational and disruptive.”1 Instead 

Beijing announced that it will hold joint naval exercises with Russia in the SCS.  Despite talking 

a tough game on China, the Trump administration has backed up on its trade threats but continued 

its policy of Freedom of Operation maneuvers (FONOP) to challenge China’s territorial claims in 

the SCS 2, show of force in disputed islands. It is also supported by a case study of Chinese foreign 

policy towards Japan during the Senkaku/Diaoyu Crises of 2010 and 2012, a medium-n 

quantitative analysis of Chinese military and economic coercion from 1949-2015, as well as a 

global large-n quantitative test of all states from 1948-2005. The following sections of the paper 

will more fully develop my theory and lay out my research design.  

 

II. Theory: Economic and Military Coercion under Economic Interdependence  

 

Commercial peace literature has long been criticized for lacking microfoundations (Mansfield and 

Pollins 2003). While much of the existing research seeks to explain either a positive or negative 

correlation between trade and conflict, the effects of economic interdependence on conflict 

behavior are complex and cross-cutting (Gartzke and Westerwinter 2016). My key insight is that 

the use of economic coercion, though less violent than military coercion, can potentially be more 

constrained by economic interdependence. Whereas lower levels of violence (threats, displays, or 

low intensity uses of force), may not jeopardize trade and investment, and thus not be reduced by 

economic interdependence. Thus, the credible signaling explanation for the commercial peace, 

which rests upon the substitution of military coercion by economic coercion must be reexamined.3 

 

2.1 Literature Review: Constrain vs Inform  

Economic interdependence can affect political conflict through three sets of causal mechanisms: 

constrain, inform, or transform (Kastner 2009).4 Most of the empirical research on the effect of 

trade on conflict rely on one of two sets of casual logics: economic interdependence increases the 

opportunity cost of conflict (constrain) or economic interdependence allows for credible signaling 

through economic rather than military means (inform). Though seemingly intuitive, the 

mechanism of these causal logics has rarely been tested. Some scholars have studied the process 

of commercial interests lobbying against militant foreign policies (Kirshner 2007) but none have 

examined whether economically interdependent states use economic sanctions as a substitute for 

military force.   

 

                                                 
1 <https://www.csis.org/events/sixth-annual-csis-south-china-sea-conference>; 

Protests against KFC, Apple iPhones slammed as irrational and disruptive 

<http://en.people.cn/n3/2016/0720/c90000-9088731.html> 
2 < http://nationalinterest.org/blog/the-buzz/the-trump-administration-first-fonop-the-south-china-sea-why-20835> 
3 The substitution effect proposed by Gartkze et al is not empirically measured but simply inferred as a way to 

explain their main result that dyads that trade more engage in fewer MIDs. 
4 Trade can increase the opportunity cost for conflict and thus domestic interests that benefit from trade should 

constrain leaders from engaging in or escalating conflict. Viewing trade and conflict in bargaining framework, the 

threat to cut off trade is a costly signal of resolve and thus helps inform the uncertain adversary about the credibility 

of one’s claims without having to use military force. The potential for trade ties can transform the preferences of 

political actors, harmonizing goals and interests (in line with constructivism).   

 

 

https://www.csis.org/events/sixth-annual-csis-south-china-sea-conference
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The view that trade raises opportunity costs for fighting (and thus wars become too costly for 

trading states) is a long-held belief of classical liberal thinkers that was revived by contemporary 

scholars to explain the statistical linkage between trade interdependence and conflict (Oneal and 

Russett 1997, 1999, 2003; Copeland 1996, 2015; Polachek and Jun 2010). The opportunity cost of 

conflict on trade (how much trade would be lost if fighting breaks out) is relatively fixed and thus 

plays a limited role in the strategic interaction. This has been discussed by previous scholars, “of 

the elements of global capitalism, trade is arguably the least important in terms of mitigating 

warfare. If trade makes one partner more pliant, it should allow other states to become more 

aggressive (Morrow 1999, Wagner 1988), so the overall decline in warfare is small or nonexistent 

(Beck, Katz, and Tucker 1998; Gartzke, Li, and Boehmer 2001)” (Gartkze 2007).  

 

Informational theories of the commercial peace (Gartzke, Li) are better tied to theories of conflict 

and do not rely on opportunity costs but looks for the effects of interdependence at the wrong level 

of analysis (we don’t know if a MID is part of an ongoing crisis or not). One way to avoid war is 

to find mechanisms that can credibly convey information without fighting. These theories posit 

that economic linkages can provide another means for costly signaling of resolve (through 

economic competition). Scholars of the credibly signaling school “argue that interdependence 

makes it easier to substitute nonviolent contests for militarized disputes in signaling resolve. States 

that possess a range of methods of conflict resolution have less need to resort to the most 

destructive (and costly) techniques. Liberal dyads can damage mutually valuable linkages to 

communicate credibly. States without linkages must choose between a very limited set of options, 

including-more often-war. The conflict model with uncertainty shows why this is so” (Gartzke Li 

and Boehmer 2001). In other words, trade (and capital) flows reduce conflict because of a 

substitutive effect whereby economically interdependent states can use economic coercion rather 

than military coercion to signal their resolve in a crisis. 

 

2.2 Defining Military and Economic Coercion  

The lack of conceptual clarity when defining and operationalizing economic and military coercion 

in the empirical commercial peace literature contributes greatly to the confusion. This is important 

because the likelihood that economic interdependence will constrain these different types of 

foreign policy behavior will vary. The dependent variable in most studies used is militarized 

interstate disputes (MIDs). Each MID is coded with a hostility level ranging from 1 to 5 (1 = No 

militarized action, 2 = Threat to use force, 3 = Display of force, 4 = Use of force, and 5=War) and 

typically coded as 1 if any dyad year contains any of these hostile events (Gartkze, Li, and 

Boehmer 2001; Russett and Oneal 1996).5 For Gartzke and his co-authors, MIDs where military 

force was not used are considered non-militarized. This is problematic because a non-militarized 

MID is not necessarily validation of the ‘competing through economics’ hypothesis. A military 

threat such as putting forces on alert or mobilization of troops (which carries incremental military 

costs) would be coded as a level 2 or 3 MID even though there is no economic dimension to this 

move. Evidence of lower intensity conflicts is not the same thing as evidence of economic 

competition. There’s no doubt that interdependent states engage in economic competition, but 

unless states are fighting trade war in lieu of real wars, this cannot be used as evidence to support 

this theory.  

 

                                                 
5 Though an early strain of the literature (Polachek 1990, Pollins 1989), revived by Gartzke and Westerwinter (2016) 

use events data from COPDAB 
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The main empirical contribution in this chapter is to more directly operationalize the mechanism 

that economically interdependent countries are more likely to “substitute nonviolent contests for 

militarized disputes in signaling resolve” by including an empirical measure of economic coercion 

in the same model. Economic coercion can be defined as “the threat or act by a sender government 

or governments to disrupt economic exchange with the target state, unless the target acquiesces to 

an articulated demand” (Drezner 2003). It can include actions as varied as full economic blockade, 

travel/visa bans, freezing financial assets, import bans/restrictions, export bans/restrictions, tariff 

increases, aid suspension, delay in international negotiations, unfavorable taxation, increase 

import/export inspections, withholding agreed loans, closing businesses/expropriation, 

encouraging economic boycotts, denying regulatory approval/licenses, cutting transportation links, 

and financial sanctions (WEF). I operationalize economic coercion using the Threat and 

Imposition of Economic Sanctions (TIES) dataset. Critical to the definition however is whether or 

not a particular economic sanction in question constitutes economic coercion. Some categories of 

economic coercion are used as part of routine bargaining in economic realm, tariff increases for 

example are routinized by the WTO.  Others are more at the discretion of leaders and can be used 

as substitutes for military coercion. For the purposes of this chapter, I will only consider a 

particular action as economic coercion if the intended impact is not limited to trade policy (in other 

words reciprocal tariff increases to change trade policy will not be considered).  

 

Establishing microfoundations for commercial peace theory require better ways to explicitly 

measure military and economic coercion; only then can we determine how these foreign policy 

behaviors are constrained at different levels of economic interdependence and learn whether 

military and economic coercion are substitutes or compliments. This chapter will continue to use 

MIDs as a measure of military coercion, being careful to differentiate levels of violence (see 

Research Design section for further discussion).  

 

2.3 A New Theory of Economic and Military Coercion under Interdependence  

I agree with liberal theorists that economic interdependence increases the opportunity cost of 

conflict, but I believe the evidence is much clearer that trade constrains the use of economic 

sanctions in foreign policy than the use of military force. Commercial actors seek to maintain 

stable relations in the face of political disruptions because they pay a high cost when establishing 

a cross-border production network in a new market in the form of identifying local advantages and 

reliable local partners, they are reluctant to jeopardize their relationships with either the host or 

home governments and thus are highly unlikely to get involved in foreign policy unless it directly 

impinges on their operations. The threat or show of military force is useful for interstate bargaining 

(Slantchev 2011) but these actions do not impinge on business or capital markets. In fact, history 

reveals that interstate commerce is quite robust to security shocks and business as usual often 

persists right up until and somethings after the outbreak of war. While it is true that fighting 

disrupts commerce and war-time governments usually prohibits trade with the enemy, most of 

what is captured by the MIDs dataset (below level 4) will threaten trade enough for commercial 

actors to seek to constrain their governments.6 

                                                 
6 My fieldwork in Beijing and Shanghai in the summer of 2015 reveal that managers at American and Japanese firms 

were not concerned about China’s assertiveness in the East China Sea and South China Sea. They discount the 

probability of a war breaking out over these disputes so much that the effect on operations is negligible. This is because 

political risk from conflict is a low priority of managers because the probability is small and the costs hard to calculate 

compared to regulatory changes whose probability is greater and the cost on the bottom line easier to compute. 
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The foreign policy instrument economic interdependence most constrains is the use of economic 

sanctions because it directly impinges on commercial interests. The United States Office of 

Foreign Assets Control (OFAC), the agency at the Department of the Treasury that is tasked with 

administering economic sanctions, was established in December 1950 following China’s entry into 

the Korean War to impose harsh economic sanctions against China. But following Washington’s 

normalizing of relations with Beijing in 1979, American multinationals invested heavily in 

mainland China and lobbied for China’s Most-Favored Nation (MFN) with the United States 

Congress and enabled its accession to the World Trade Organization in 2001.  

 

Despite the repeated use of sanctions since the end of the Cold War, the United States has never 

imposed them on a country with substantial economic response options. China could impose 

sanctions on U.S. companies, or make it significantly more difficult for certain U.S. companies to 

do business in China. Since China has become a top trading partner, sanctions must overcome 

opposition from powerful lobbies like the US Chamber of Commerce, National Foreign Trade 

Council, and Business Roundtable. The conventional wisdom emerged that the U.S.-Chinese 

economic relationship is “too big to fail” and that Washington therefore has little economic 

leverage with Beijing. Effective since October 1998, the President is authorized to freeze the assets 

of, prohibit any transactions with, and impose other restrictions (except those related to importation) 

afforded his office under the International Emergency Economic Powers Act on any Communist 

Chinese military company, or any company controlled by or affiliated with the People’s Liberation 

Army, a Chinese government ministry, or an entity affiliated with the defense industrial base of 

China, that are operating directly or indirectly in the United States. To date, the President has not 

used this authority. OFAC does not currently administer a Chinese sanctions program.7  

 

From a security perspective, it is surprising that the U.S. has been constrained in its use of 

economic sanctions against China. There is a growing consensus among American policymakers 

that the rise of China is creating serious security challenges for the United States, particularly in 

cyberspace and regional stability. But from a political economy perspective, China’s global 

economic importance and its extensive commercial ties with American companies makes it 

difficult for U.S. policymakers to attract the international and industry support required to 

implement an extensive sanctions regime to put pressure on Beijing. In addition, unlike the Russian 

or Iranian economies, which are dependent on energy exports, the Chinese economy is highly 

diversified and would be much more resilient to sanctions. Even if such sanctions could be 

constructed, China has the economic heft and political influence to hit back and do real damage to 

                                                 
Furthermore, firms try not to have a stance on these sensitive political issues because they don’t want to risk their 

relationship with either the Chinese authorities or their home government. They don’t have public opinions and don’t 

want to take sides on security issues and thus are very unlikely to use lobbying resources on constraining the foreign 

policy of either government.    
7 OFAC publishes a list of individuals and companies owned or controlled by, or acting for or on behalf of, targeted 

countries. It also lists individuals, groups, and entities, such as terrorists and narcotics traffickers designated under 

programs that are not country-specific. Collectively, such individuals and companies are called "Specially 

Designated Nationals" or "SDNs." Their assets are blocked and U.S. persons are generally prohibited from dealing 

with them. Some blocked persons may reside or have associated addresses in China. A number of Chinese 

companies and individuals, most prominently ZTE, have been put on the SDN list for continuing commercial 

relations with Iran and North Korea. For the purpose of this study, I do not consider these to be cases of economic 

sanctions used against China. Nor do I consider cases where CFIUS blocks Chinese companies from investing in the 

United States on the grounds of national security. 
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both U.S. companies and broader U.S. interests (Cooper and Loerber 2016). Instead, the United 

States has continued to respond to China’s military modernization and assertions of territorial 

rights with military displays of resolve.  

 

In other words, just because economic sanctions require a certain degree of economic 

interdependence to be feasible does not mean that states are more willing to use sanctions as they 

trade more with potential adversaries. Sanctions use privileges great powers even more than 

military power because they require a certain level of dominance in the global trade or financial 

system to be effective (otherwise substitution will take place and the sanctioner will suffer while 

others move to supply the goods to the sanctioned state). The historical record shows that great 

powers do not use sanctions more often against trade partners against whom they have the most 

leverage (the signal would be the costliest) but rather against economically marginal countries like 

Syria, Libya, and North Korea. Even so, these economic sanctions are met with fierce domestic 

opposition from lobbyists employed by industry groups such as the campaigns by USA*Engage 

in the 1990s to oppose unilateral U.S. sanctions on Libya, Iran, and Iraq which solicited numerous 

op-eds from legislators and sponsored many think tank reports. Simply having means for economic 

coercion does not imply that they are likely to be deployed, particularly as a substitute for military 

force.   

 

2.4 Hypotheses  

The combination of these factors mean that as interdependence grows, the constrains on economic 

coercion increases. But the constraints on military coercion should not increase after differentiating 

threats and shows of force from wars and may decrease as economic development translates into 

greater military capabilities.  

 

If economic coercion can substitute military coercion then the coefficient for trade dependence 

should be positive and significant for economic sanctions and negative and significant for 

militarized disputes. Interdependent dyads would be more likely to experience economic sanctions. 

Instead my theory suggests the following hypotheses:    

 

Hypothesis 1: Trade dependence will only constrain military coercion above the threshold of 

declared war; interdependent dyads are less likely to major MIDs.  

 

Hypothesis 2: Trade dependence will NOT constrain military coercion below the threshold of 

declared war, interdependent dyads no less likely to experience minor MIDs.  

 

Hypothesis 3: Trade dependence will constrain economic coercion; interdependent dyads are less 

likely to experience economic sanctions.    

 

III. Research Design and Data  

 

I test my theory with a case study of Chinese foreign policy towards Japan, a medium-n 

quantitative analysis of Chinese military and economic coercion, as well as a large-n quantitative 

test of all states from 1948-2005. My hypotheses make predictions about the likelihood that some 

forms of coercion will be used over others between states of varying levels of economic 
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interdependence. The dependent variable for each section is the choice of coercive instrument and 

the main independent variable is the level of trade dependence.  

 

The large-n analysis builds on the large body of commercial peace literature using existing datasets 

and standard controls. My main contribution here is to examine the effects of economic 

interdependence on economic coercion in addition to military coercion. For the large-n analysis, I 

assemble a directed dyad dataset that covers for all country pairs 1948-2005 from several 

prominent international relations datasets namely the Correlates of War (COW) and the Threat and 

Imposition of Economic Sanctions (TIES).  

 

While working with the COW Militarized Interstate Disputes (MIDs) data and TIES data, I 

discovered that both datasets are poorly documented, the TIES data especially so. MIDs prior to 

1990 do not provide reliable sourcing for the events in question and no narratives or specific 

sources exist for the entries in the TIES dataset. Additionally, the existing MIDs data ends in 2010 

while the TIES data ends in 2005. Given that China’s ‘new assertiveness’ in foreign policy begins 

in 2010, this was a real problem for my analysis.  

 

Thanks to generous support from the Smith Richardson Foundation, I hired research assistants to 

1) verify and document existing cases and 2) follow the MIDs and TIES code books to advance 

coding to 2016 from news databases (such as Factiva, Lexis-Nexus, New York Times) for a subset 

of cases involving the People’s Republic of China from 1949-2016. The objective of this analysis 

was to create a new Chinese Foreign Relations dataset on Chinese uses of economic coercion and 

militarized coercion to conduct a medium-n test of the theory. We identified 195 episodes of 

military coercion, MIDs, (of which 16 are ICB crises and 8 are wars) AND 39 episodes of 

economic coercion. My main contribution here make new data on Chinese foreign policy available 

to political scientists that can be appended to mainstream IR datasets. My analysis also shows that 

patterns of Chinese military and economic coercion are exceptional because trade interdependence 

with China is positively correlated with the onset of militarized disputes. (I provide more 

information about the data and results in section V). 

 

By adopting much of the same data, methods, and research design as existing studies in the 

commercial peace literature, I can better compare my results and analysis with existing theories. 

But it also means I inherit some of the limitations of this literature, the most glaring of which, is 

the inability to determine the direction of causality in the regression results. We know that more 

trade seems to be correlated with fewer conflicts but we don’t know whether trading states fight 

less or peaceful states trade more. This has been a major problem for the commercial peace 

literature and prevents us from knowing whether the empirical findings confirm the various 

mechanisms proposed by existing theories. The case study is an attempt to use causal process 

observation to support my proposed mechanism.  

 

This paper includes a case study of the 2010 and 2012 Senkaku-Diaoyu Disputes between China 

and Japan. The 2010 incident was remarkable because it called into question “the premise that 

Japan’s economic relations with China were impervious to political tensions” (Smith 2015), 

leading many to wonder whether the pattern of ‘hot economics, cold politics’ will persist in Sino-

Japanese relations. The purpose of the case study is to determine China’s cost and benefits of using 

economic versus military instruments in the crises and understand why it adopted the strategy that 



 10 

it chose. I explore China’s widely report use of the rare-earths metals embargo against Japan in 

2010 and why it subsequently backed away from this strategy in favor of a military strategy for 

2012. This case study examines the choice of foreign policy instrument (the key dependent variable) 

given a high level of economic interdependence between the two countries. The dissertation 

contains other case studies in the Taiwan Strait, South China Sea, and Korean Peninsula that 

provide variation on economic interdependence (the key independent variable).   

 

IV. The large-n test: all country-dyads 1948-2005   

 

4.1 Dependent Variable  

The state’s choice to use economic or military coercion is my dependent variable. I operationalize 

economic coercion as the imposition of an economic sanction by state A on state B. The data 

comes from the Threat and Imposition of Sanctions (TIES) dataset created by Morgan, Bapat, and 

Kobayashi (2013). The TIES 4.0 data contains detailed information on 1412 cases of economic 

sanctions8 (defined as total economic embargo, partial economic embargo, import restrictions, 

export restrictions, blockade, asset freeze, termination of foreign aid, travel ban, and suspension 

of economic agreement) from 1945-2005 collected primarily using secondary sources such as 

Lexis-Nexis, Facts on File, Keesing’s Record of Contemporary Events, the New York Times, and 

London Times indexes. Each sanction is coded by the issue(s) involved in the threat or imposition 

of sanctions, that range from purely political (ex. contain military behavior) to purely economic 

(ex. trade practices). By far the most common issue is trade practices, which accounts for over 60% 

of all cases. Because I am only interested in economic coercion that can be used in lieu of military 

coercion, I eliminate the cases that are purely economic such as sanctions over tariffs. The 

economic sanctions variable is coded as 1 if state A imposes an economic sanction (that is not 

purely over trade) on state B, 0 if otherwise for all TIES country dyad years. Each dyad year only 

has one observation, if multiple sanctions occur in the same year it is coded as 1.  

I operationalize military coercion as the initiation of a military interstate dispute (MID) by state A 

against state B using data from the Correlates of War (COW) Project. I both include a measure of 

all MIDs and distinguish between minor MIDs and major MIDs. MIDs are assigned a score based 

on the highest level of action taken by the state during the dispute, ranging from threat to use force 

(1) to join interstate war (21). I code all MIDs below the declaration of war (18) to be minor MIDs 

(including show of force, mobilization, occupation of territory, armed clashes) and all MIDs levels 

18 and above as major MIDs. There are 1104 minor MIDs and 1058 major MIDs in my dataset. I 

believe this distinction is necessary because my theory stipulates that military conflict below a 

certain threshold does not impact trade. While the reason is conceptually clear and explained in 

greater detail in chapter 4, it is difficult to determine where this threshold of when trading with the 

enemy becomes prohibitive is and how much this threshold varies case by case. I adopt a 

conservative coding rule where all militarized conflict short of the declaration of war (level 18 

MID) is coded as minor and all those above are considered major. We know with some certainty 

                                                 
8 To qualify as a sanction, each case must involve at least one sender state and a target state and be implemented by 

the sender in order to change the behavior of the target state.  
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that trade with the enemy becomes severely restricted and usually banned after war is declared 

(Levy and Barbieri, Anderton and Carter).9   

 

I create a categorical variable to store the various measures of coercion which is coded 0 if no form 

of coercion was used, 1 if economic sanctions were imposed, 2 if a minor MID was initiated, and 

3 if a major MID was initiated in that dyad year. This is my dependent variable for the large-n 

analysis. Each of the individual measures of coercion are binary, but taken together the various 

measures of coercion are mutually exclusive. All military disputes are either major or minor, and 

if both economic sanctions and militarized dispute were initiated during the same year (which 

occurred in 38 cases) the observation was coded as 1 in a separate variable (4 – Both) and recoded 

as N/A (.) for the other categories.  

 

Table 1 Summary Statistics of Dependent Variable: Choice of Coercive Instrument 

Type of Coercion Used Frequency Percentage 

(0) None 599,811        99.54        

(1) Economic 

Sanctions  

583 0.10        

(2) Minor 

Militarized 

Disputes (2)  

1,042         0.17        

(3) Major 

Militarized 

Disputes 

1,088         0.18       

(4) Both  38 0.01 

Total 602,562 100.00 

 

Finally, I include a secondary measure of military coercion as the initiation of an International 

Crisis Behavior (ICB) crisis. ICB crises are defined as events where 1) one international actor 

issues a defined threat against another, 2) where there is a finite time to respond to that threat, and 

3) where there is heightened potential for military hostilities. There have been 470 ICB crises 

identified between 1916 and 2013 and these tend to be more severe than MIDs (almost all ICB 

crises are MIDs). I include ICB crises in addition to MIDs as a conservative baseline for 

operationalizing military coercion. I also include the measure of all MIDs (used by Gartkze and 

Li; Oneal and Russett) as a robustness check.  

 

4.2 Independent Variables 

The main independent variable is the trade interdependence of each country in the dyad (dep_a 

and dep_b), which I operationalize by dividing the total bilateral trade by the GDP of each country 

(A and B). Country A’s trade dependence with country B during year t is calculated as: Trade 

Dependencea = (Exportsab,t + Importsab, t)/GDPa,t. This measure of economic interdependence is 

used by both Oneal and Russett and Gartzke et al. The trade and GDP data come from Kristian 

Gleditsch’s expanded trade and GDP data. Gleditsch (2004) compiles data from the Penn World 

Tables and the IMF Direction of Trade statistics and uses interpolation to replace missing trade 

                                                 
9 A significant share of MIDs are fishing boat incidents, making up a large portion of my minor MID variable. These 

are important from the perspective of maritime sovereignty and play a major role in disputes like the South China 

Sea.  
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data. This variable is lagged by one year to ensure that trade is not affected by the conflicts to be 

explained.   

 

I also employ a standard set of control variables commonly used in this literature. Scholars have 

pointed out that international trade is proportional to the size of the trading partners as measured 

by GDP and population and inversely to the distance between them (Ward, Siverson, Cao 2007; 

Keshk, Pollins, and Reuveny 2004). Failure to control for these gravity model variables will lead 

to a biased estimate of economic interdependence. Thus, I control for the GDP of both countries 

(gdp_a and gdp_b) and distance, which is measured as the logged distance between the two 

capitals. Shared borders lowers the opportunity cost of trade but also increases the chance that they 

will fight. Contiguity (contig) is a dummy variable for geographic contiguity coded 1 when both 

states in a dyad are contiguous (or within 150 miles by sea), and zero otherwise. Allies is also a 

dummy, coded 1 when both states of a dyad share a military alliance or if each is separately allied 

with the United States. The democratic peace literature asserts that democracies are less likely to 

fight each other, so I include a control for regime type (jointdem) which is a dyadic measure created 

from Polity IV. I also include a measure of the difference between the active and potential military 

capability of the dyad (lncaprt) which controls for the balance of power in a dyad by measuring 

the ratio of composite national capabilities scores (CINC). CINC scores, from the Correlates of 

War (COW) project, measure a state's share of world capabilities in three dimensions: 

demographic (total and urban population), economic (energy consumption and iron/steel 

production), and military (expenditures and total personnel). The data for the control variables 

come from Hegre, Oneal, and Russett (2010) replication data.  

 

In contrast to the standard controls, I also control for the presence of an active border dispute 

during the dyad year (dispute). Border disputes are positively correlated with MIDs (even though 

most border disputes do not result in conflict, and even fewer result in wars). I establish compares 

the effect of trade interdependence and border disputes on militarized conflict at the system level 

and across different regions in a previous chapter. Border disputes can hinder economic integration 

and increase potential conflict (MIDs). I used the disputed borders variable from Huth and Allee 

(2002), which is coded as 1 for the year if any borders have been disputed by diplomacy or by 

military force. Table 2 provides summary statistics of the independent and control variables I use 

in my analysis.  

 

Table 2 Summary Statistics of Independent Variables and Controls 

   Variable Obs Mean Std.Dev. Min Max 

       dep_a 572253 .006383 .0521898 0 4.706034 

       dep_b 572253 .0489211 1.146396 0 203.6925 

        gdpa 572253 1.81e+08 6.62e+08 8060 9.17e+09 

        gdpb 572253 1.16e+08 3.55e+08 7191 4.72e+09 

    distance 545716 4812.983 2742.71 5 12347 

      contig 546752 5.858087 .7915711 0 6 

     dispute 547215 .0062553 .0788428 0 1 

      allies 545716 .0677715 .2513536 0 1 

   jointdem 301612 83.449 116.9895 0 400 

     lncaprt 378761 2.192196 1.734685 0 12.4523 

        year 602562 1981.687 13.61024 1948 2005 
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4.3 Model 

I use a multinomial logit model with year fixed effects and robust standard errors to estimate the 

effects of trade dependence on type of coercion used for country i. The dependent variable is 

divided into discrete categories and the multinomial model can estimate the effect of the 

explanatory variables for each of the k types of coercion used using none (0) as the baseline 

category. The equation is as follows:  

 

𝑓(𝑘, 𝑖) =  𝛽0,𝑘 + 𝛽1,𝑘𝑑𝑒𝑝𝑎𝑖
+ 𝛽2,𝑘𝑑𝑒𝑝𝑏𝑖

+ 𝛽3,𝑘𝑔𝑑𝑝𝑎𝑖
+ 𝛽4,𝑘𝑔𝑑𝑝𝑎𝑖

+ 

𝛽5,𝑘𝑑𝑖𝑠𝑡𝑎𝑛𝑐𝑒𝑖 + 𝛽6,𝑘𝑐𝑜𝑛𝑡𝑖𝑔𝑖 + 𝛽7,𝑘𝑑𝑖𝑠𝑝𝑢𝑡𝑒𝑖 + 𝛽8,𝑘𝑎𝑙𝑙𝑖𝑒𝑠𝑖 + 𝛽9,𝑘𝑗𝑜𝑖𝑛𝑡_𝑑𝑒𝑚𝑖 + 𝛽10,𝑘ln𝑐𝑎𝑝𝑟𝑡𝑖 

 

4.4 Results 

Table 3 shows the results of a multinomial logit regression model which estimates the effect of 

dyadic interdependence on the choice of coercive instrument. These results suggest that economic 

interdependence does indeed have a differentiated impact on economic sanctions, minor 

militarized disputes, and major militarized disputes. Furthermore, they demonstrate that economic 

coercion is not a substitute for military coercion as the costly signaling literature has suggested.  

 

Table 3 Multinomial Logit Regression Estimates for Dyadic Interdependence (1948-2005)  

 

 (2) (3) (4) (5) 

VARIABLES Economic 

Sanctions 

Minor Militarized 

Dispute 

Major Militarized 

Dispute 

Both 

     

Trade Dependence of A -675.3*** -62.81** -55.08** -762.0 

 (234.2) (26.13) (24.95) (1,187) 

Trade Dependence of B -15.92*** -2.944 -8.700** -16.04 

 (5.612) (3.208) (3.435) (10.51) 

GDP of A 9.24e-10*** 7.99e-10*** 6.90e-10*** 1.49e-09*** 

 (7.27e-11) (0) (0) (2.66e-10) 

GDP of B 1.36e-09*** 1.10e-09*** 1.31e-10 2.77e-10 

 (1.61e-10) (8.43e-11) (1.19e-10) (6.69e-10) 

Distance -6.58e-06 -0.000270*** -0.000287*** -0.000296*** 

 (3.24e-05) (2.72e-05) (3.21e-05) (8.96e-05) 

Contiguity -0.0956 -0.523*** -0.597*** -0.442*** 

 (0.0687) (0.0262) (0.0247) (0.130) 

Territorial Dispute 1.331*** 1.054*** 1.453*** 1.684** 

 (0.416) (0.130) (0.0997) (0.668) 

Allies 0.814*** -0.805*** -0.763*** -0.117 

 (0.228) (0.121) (0.105) (0.548) 

Democracy 0.00113* -0.00261*** -0.00275*** -0.00550** 

 (0.000620) (0.000370) (0.000402) (0.00227) 

Capability Ratio 0.0560 -0.0685** -0.104*** -0.0651 

 -675.3*** -62.81** -55.08** -762.0 

Constant (234.2) (26.13) (24.95) (1,187) 

 -15.92*** -2.944 -8.700** -16.04 
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Year FE Yes Yes Yes Yes 

Observations 300,464 300,464 300,464 300,464 

Robust standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 

 

If substitution was taking place, we should expect to see that economically interdependent dyads 

will employ economic sanctions more often as a means of signaling resolve without having to 

resort to violence. Instead we see the opposite, the coefficient for trade dependence is significant 

and negative for the initiation of economic sanctions. This is true not only for the initiator (state 

A) but also true for the target (state B). This means that as bilateral trade as percentage of the target 

state’s GDP goes up, the probability that a state will be sanctioned by its trade partner goes down. 

This result lends support to hypothesis 3 (interdependent dyads are less likely to experience 

economic sanctions).    

 

This result would be counterintuitive if the only consideration is state to state bargaining, the target 

state’s dependence on trade should give the sender state additional leverage and thereby making it 

a more attractive target for economic sanctions, all else equal. However, it is compatible with my 

theory that economic interdependence creates political constraints against economic coercion. 

There is likely to be a lobby in the sender state that share common interests with the potential 

target state that is proportional to how important the bilateral trade relationship is to the potential 

target state. For example, China is more dependent on its trade with the United States (Trade 

dependence of China is greater than trade dependence of the U.S.) but this means there is a 

substantial business lobby in the United States that oppose economic sanctions against China for 

currency manipulation. Thus, even though the U.S. should have greater leverage to threaten China 

with economic sanctions as interdependence grows with U.S. engagement, American leaders are 

actually more constrained in exercising this means of coercion. Already isolated states, like Iran 

and North Korea, are more likely to be the target of economic sanctions rather than economically 

integrated states like China and Russia.  

 

The other novel finding is that, all else equal, trade dependence of the sender state reduces the 

likelihood that it will initiate a major militarized dispute but NOT a minor militarized dispute. 

Trade dependence has a significant negative correlation with major militarized disputes (lending 

support to hypothesis 1) but NOT correlated with fewer minor militarized disputes (lending 

support to hypothesis 2). So economic interdependence deters military conflict only above a high 

threshold (declared war in this analysis). This is true for both state A and state B’s trade 

dependence and is consistent with the existing empirical literature on the commercial peace. 

However, the lack of statistical significance for the trade dependence of state B on state A’s  

initiation of minor militarized disputes (all MIDs below the threshold of declared war) suggests 

that the pacifying effects of economic interdependence are bounded. The importance of bilateral 

trade to state B is not a significant deterrent to state A’s use of military force below the threshold 

of war. 

 

Figure 3 shows the coefficient plots from Table 3 and visually represents the effect of trade 

dependence of states A and B on state A’s choice of military coercion. It plots the odds ratios of 

different choice of coercive instruments given one unit increase in trade dependence, holding all 

else constant. The results are difficult to interpret in absolute terms but they enable the comparison 
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of the magnitude and direction of the probability an act of coercion occurs in a given dyad year 

given a large boost in trade. The more important trade is to state B, the less likely state A is to use 

economic coercion (by a smaller but still statistically significant margin) and also the less likely is 

it to start a major militarized dispute, this is consistent with previous findings that commercial 

interest as a source of constraint against war. But it does not have a statistically significant effect 

on likelihood of minor militarized disputes, these may continue to occur despite trade partner’s 

dependence on trade because commercial interests are not necessarily impacted by these minor 

skirmishes. Again, the strongest result is that economic interdependence reduces the appeal of 

economic sanctions as a foreign policy tool. Along with the finding that economic interdependence 

does not deter low-intensity military conflicts, together these results suggest that may encourage 

acts of brinksmanship between trading partners as long as the initiator isn’t highly dependent on 

the trading relationship. This helps explains a range of phenomenon such as China’s military 

assertiveness in the South China Sea and East China Sea. These low intensity military conflicts 

between states can exist despite trade dependence because they allow the initiator to coerce its 

trade partner without jeopardizing the trading relationship.   

 

Figure 3 Coefficient Plots of Trade Dependence on Choice of Coercion 

 

 
 

 

V. Medium-n test: Chinese foreign policy (1949-2015) 

 

As I previously discussed, original data collection was necessary to 1) improve the quality of MIDs 

and TIES data involving China by providing better documentation and also to 2) bring the series 

up to date to 2016 since many important developments in Chinese foreign policy happened after 

2010. Poor documentation of TIES also missing cases. Table 4 shows the cases involving China 

in existing IR datasets compared to other great powers. It shows that China is involved in a 

relatively large number of MIDs compared to other p-5 great powers but that these tend to be of 

lower intensity (because China is involved in a comparatively small share of ICB crises). 

Additionally, China initiated a relatively small share of economic sanctions (TIES) while it is 

targeted by economic sanctions at a higher rate.  

 

Table 4 Comparing Choice of Coercion by Major Powers 

 MID 1919-2010 ICB 1919-2011 

Crises 

TIES initiator 

(1945-2005) 

TIES target 

(1945-2005)  
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Militarized 

dispute 

United States 265/4928 

(5.38%) 

 

*371/6132 

6.05% from 

1800-2010 

70/1037  

(6.75%) 

679/1412 (45%) 

*51% 

 

Cold War:  

298/604 (49%) 

Post-Cold War: 

381/721 (53%) 

103/1412 (7.3%) 

China  199/4928 

(4.04%)  

21/1037  

(2.03%) 

20/1412 

(1.42%) 

45/1412 (3.2%) 

Russia 279/4928 

(5.66%) 

45/1037  

(4.34%) 

38/1412 (2.69%) 33/1412 (2.3%) 

United Kingdom 149/4928 

(3.02%) 

 

 46/1037 

(4.44%)  

38/1412 (2.69%) 39/1412 (2.8%) 

France  

 

 

87/4928  

(1.76%) 

 

 35/1037 

(3.38%) 

16/1412 (1.13%) 34/1412 (2.4%) 

 

With the help of three research assistants, I collected data on Chinese military and economic 

coercion towards 26 neighboring countries: All East Asia + South Asia + United States, Russia, 

Australia, New Zealand. 10 The selection of these countries is intended to reflect countries where 

it is reasonable for China to credibly threaten both economic and military force. Economically, 

China’s reach has become global in recently decades but militarily China still lack power 

projection capabilities to credibly threaten military force far beyond its borders. While it is building 

a blue water navy, its operations have been limited beyond the Pacific Ocean. Thus, the list of 

countries includes countries with whom China share a land border and other countries in the Pacific 

Ocean where the Chinese navy could feasibly operate and excluding tiny micro nations such as 

the Maldives. There is variation on both the key dependent and independent variables over time 

within this set of countries.  

 

The hope for this Chinese Foreign Relations dataset is to eventually make this data dyadic, 

capturing both actions against China as well as actions by China. But in the current version, China 

is the initiator of all military and economic coercion. I have also collected data on diplomatic 

protests (press releases), World Trade Organization actions, anti-dumping cases, and anti-

monopoly law cases. The process of data collection will continue over the summer and will also 

incorporate product-level trade data from the RIETI trade data. But these data are either not 

comprehensive or not completed and thus not included in the analysis for this paper.  

 

5.1 Chinese Economic Coercion  

                                                 
10 Full list: Australia, Bangladesh, Bhutan, Brunei Darussalam, Cambodia, China, Hong Kong, India, Indonesia, 

Japan, Laos, Malaysia, Maldives, Mongolia, Myanmar, Nepal, New Zealand, North Korea, Pakistan, Philippines, 

Russia, Singapore, South Korea, Sri Lanka, Taiwan, Thailand, United States of America, Vietnam  
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Following the code book for the TIES dataset, my team expanded the data with cases of economic 

coercion involving China. Economic coercion was operationalized as the threat or imposition of 

economic sanctions (defined as total economic embargo, partial economic embargo, import 

restrictions, export restrictions, blockade, asset freeze, termination of foreign aid, travel ban, and 

suspension of economic agreement) involving China and one of the 26 countries of interest that 

can be identified in Lexis Nexus, Factiva, or the New York Times. We adopted a relatively lax 

criteria for inclusion into the dataset: if two reputable sources mention the event, then we include 

it. China’s use of economic coercion is complicated because the government denies allegations 

that it is intervening in the economy for political reasons and does not have a transparent process 

like that of OFAC in the United States. Thus, the uncertainty around whether or not a sanctions 

episode has occurred or is in fact intended as economic coercion (that it was politically motivated) 

is the subject of some debate as I will discuss in section VI. Nevertheless, this criteria most closely 

approximates the approach adopted by the TIES team and also biases against my theory. I think 

it’s better to have false positives rather than false negatives when coding for economic coercion 

cases. We also accepted the original TIES data on China without trying to modify it, partly because 

the documentation for these cases were missing and partly because we can’t afford to throw them 

out because there aren’t that many cases. Our efforts identified 39 episodes of economic coercion, 

of which 29 used in this analysis (we also looked into 15 WTO cases and 22 AML cases, also not 

included in this analysis because we couldn’t compare these across time since they only begin in 

2002 and 2008 respectively). Table 5 summarizes the patterns of Chinese economic coercion by 

decade and by target. The state most frequently targeted for Chinese economic sanctions are the 

United States and Japan. There also appears to be a trend that Chinese economic sanctions became 

more frequent after its economic engagement with the world grew in the 1990s and 2000s.    

  

Table 5 Patterns of Chinese Economic Coercion (1949-2016) 

 

Target  1950s 1960s 1970s 1980s 1990s 2000s 2010s Total 

USA 0 0 0 1 5 1 1 8 

JPN 0 0 0 1 0 3 2 6 

ROK 0 0 0 0 1 0 4 5 

RUS 0 1 1 0 1 1 0 4 

PHIL 0 0 0 0 0 0 4 4 

VIET 0 0 1 0 2 0 0 3 

DPRK 0 0 0 0 0 0 2 2 

Other 1 2 0 0 3 0 1 7 

Total 1 3 2 2 12 5 14 39 

 

 

5.2 Chinese Military Coercion  
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Following the code book for the MIDs data from the Correlates of War project, my team and I 

identified 195 episodes of Chinese military coercion (of which 16 are ICB crises and 8 are wars) 

using the same set of news sources and key words such as clash, crisis, dispute, PLA, etc. These 

episodes were easier to establish, verify, and date because numerous secondary sources such as 

the China Leadership Monitor and the Congressional Research Service also meticulously 

document incidents involving military force.11  

  

Following MIDs conventions, we code for the highest incident of a crisis in a 6-month period. This 

is done by first determining the hostility level, which more accurately describe the even but is not 

necessarily ordinal, and then converting this to the corresponding 1-5 score.12 This means that the 

2012 Scarborough Shoal Crisis with Philippines for example is condensed into one MID. The crisis 

began with the Philippine Navy discovering eight Chinese fishing vessels in the Scarborough 

Shoals area on April 8, it sent a naval vessel to the area and China responded by dispatching Coast 

Guard surveillance vessels to the region and blocking Philippines access to the Shoal. The two 

sides then stood off for years until 2014 when Philippines fishermen were once again permitted to 

access the Shoal without Chinese interdiction. The initial sequence of events in early 2012 

constituted one MID initiated by the PRC with the highest hostility level as a show of force (7). 

But the incident also highlights the difficulties of coding because from the Philippines perspective 

the incident could also be seen as occupation or seizure of territory (14 or 15, a level 4 MID) as it 

claims the Scarborough as sovereign territory. I took a conservative approach in coding for the 

hostility level of MIDs as this would bias the data against my theory.  

 

In all, 171 MIDs prior to 2010 verified where PR China is initiator and 26 MIDs were identified 

from 2010-2016. Figure 4 shows the five-year running average of the hostility level of MIDs that 

involve China from 1949 to 2016. Each MID is coded with a hostility level ranging from 1 to 5 (1 

= No militarized action, 2 = Threat to use force, 3 = Display of force, 4 = Use of force, and5=War). 

The text reflects the crises in the ICB dataset mapped onto the MIDs, this leaves out a few wars 

such as the China-Burma War and more recent crises in the South and East China Seas but 

establishes the pattern of China’s conflict behavior. What is noteworthy is that MIDs involving 

China decreased in intensity throughout the 1990s and 2000s but have not decreased in relatively 

frequency, and since 2010 they have been increasing in intensity as well. The modal MID in the 

2010s is some kind of show of force, either through naval military exercises (show of force, 

hostility level 7) or sailing through disputed waters such as near the Senkaku/Diaoyu Islands 

(coded as a border violation, hostility level 12).  

 
 

                                                 
11 We also plan to drop some MIDs whose narratives could not be confirmed, for example one MID in 1956 did not 

identify a target (left blank). But I still need to confirm the final selection of MIDs with Doug Gibler’s team who 

have created MIDs narratives for all MIDs and identified similar problems (Gibler, Miller, and Little 2015, 2017). 

They have yet to make their MID narratives data public.  
12 MIDs 4.0 data: 0 No militarized action [1] 1 Threat to use force [2] 2 Threat to blockade [2] 3 Threat to occupy 

territory [2] 4 Threat to declare war [2] 5 Threat to use CBR weapons [2] 6 Threat to join war [2] 7 Show of force 

[3] 8 Alert [3] 9 Nuclear alert [3] 10 Mobilization [3] 11 Fortify border [3] 12 Border violation [3] 13 Blockade [4] 

14 Occupation of territory [4] 15 Seizure [4] 16 Attack [4] 17 Clash [4] 

18 Declaration of war [4] 19 Use of CBR weapons [4] 20 Begin interstate war [5] 21 Join interstate war [5] -9 

Missing [-9]  
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Figure 4 

 
 

5.3 Research Design and Results  

 

I adopt a similar research design to my large-n analysis for the medium-n analysis in order to allow 

for comparability of results. I first create a categorical variable to store the various measures of 

Chinese coercion which is coded 0 if no form of coercion was used, 1 if economic sanctions were 

imposed, and 2 if a MID was initiated, and 3 both were used against the same target that year. I do 

not separate out high-level MIDs because there are so few of them in the sample and this also 

should bias against my theory. This categorical variable of foreign policy instruments is my 

dependent variable.    

 

My main independent variable is trade interdependence, measured as:  

 

Trade Dependencei =
𝐼𝑚𝑝𝑜𝑟𝑡𝑠𝑖𝑗+𝐸𝑥𝑝𝑜𝑟𝑡𝑠𝑖𝑗

𝐺𝐷𝑃𝑖
 

 

It is important to note that even though China is the coercion initiator in all of the dyads, there are 

two different measures of trade dependence for each dyad because the importance of bilateral trade 

for each country is different due to their GDP. Figure 5 illustrates the variations in trade 

dependence over time in four crucial dyads with whom China engages in the most MIDs: the 

United States, Japan, Philippines, and Vietnam. 
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Figure 5 Bilateral Trade Dependence Across Four Crucial Cases 

0

0.5

1

1.5

2

2.5

3

Philippines-China Interdependence (1980-2013)

Dependence (China-Philippines) Dependence (Philippines-China)

0

0.5

1

1.5

2

2.5

3

3.5

4

4.5

19
8

0

19
8

2

19
8

4

19
8

6

19
8

8

19
9

0

19
9

2

19
9

4

19
9

6

19
9

8

20
0

0

20
0

2

20
0

4

20
0

6

20
0

8

20
1

0

20
1

2

Vietnam-China Interdependence (1980-2013)

Dependence (China-Vietnam) Dependence (Vietnam-China)



 21 

 
 

 

I use a multinomial logit model with robust standard errors to estimate the effects of trade 

dependence on type of coercion k used for country i. I also use the same control variables: GDP, 

Distance, Capabilities Ratio, Joint Democracy, Territorial Dispute, Contiguity, Allies as the 

previous model. Not all of these control variables were updated to 2016, so the dataset used in the 

empirical analysis only goes up to 2014 and contains some missing values for some controls such 

joint-democracy score and capabilities ratio which I need to update. The only difference is that I 

was unable to use year fixed effects because the model would not converge. Table 4 displays the 

multinomial logit regression estimates for trade dependence with China on use of economic and 

military coercion.  
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Table 4  

 
These results are preliminary because so many operations are missing but the findings are 

nevertheless notable. As predicted by my theory, trade dependence does not have a statistically 

significant effect in constraining China’s use of military coercion even against countries upon 

whom China is more economically interdependent (this makes sense given the United States case). 

It also shows a positive and statistically significant relationship between the target’s economic 

interdependence and China’s use of military coercion (this makes sense given the Philippines and 

Vietnam cases). Furthermore, the standard error on the MIDs coefficient is comparable to that of 

the large-n analysis suggesting that model fit is not driving this result. Unsurprisingly, China’s use 

of military coercion conforms to my theory since my interest in this topic was initially motivated 

by the seemingly anomalous pattern of Chinese military conflicts. The Chinese economic coercion 

data lends weaker support to my theory, there is a positive but statistically insignificant relationship 

between trade interdependence and China’s use of economic coercion. I would have predicted that 

China is less likely to use economic coercion against its trade partners as economic 

interdependence increases but perhaps this is offset by the fact that China lacked the means to 
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deploy economic coercion while it was a poor and isolated country or because there simply aren’t 

enough observations to conclusively establish a correlation.   

 

This analysis is still very preliminary. My team and I still need to update all the series in the China 

Foreign Affairs dataset to 2016.  I have collected sector level trade data from REITI and hope to 

categorize the sectoral/industry level economic impact of the economic coercion cases that we 

have collected. China’s trade with most of its neighbors is heavily concentrated in certain product 

categories and driven by trade in intermediates and components for supply chains like electronics 

and textiles. Yet the reported cases of Chinese economic coercion suggest that common targets for 

Chinese sanctions are tourism, media, retail, and lifestyle products (milk powder, cosmetics, etc). 

I was to explore either quantitatively or in case studies what is unique about these goods and 

services and their centrality to the bilateral trading relationship.     
 

VI. Case Study: Senkaku-Diaoyu crisis (2010, 2012)   

 

Recent tensions between China and Japan over the Senkaku/Diaoyu islands in the East China Sea 

offer a compelling case for how economic interdependence can (and cannot) constrain foreign 

policy. The two countries are deeply interconnected by trade and investment, yet the legacy of 

WWII created historical issues and sovereignty issues that remain unresolved today. The bilateral 

relationship has been characterized as “cold politics and hot economics” or rapid economic 

engagement but tepid progress on resolving political disagreements. Until the recent 

Senkaku/Diaoyu island crisis, the prevailing expectation among scholars and policymakers is that 

growing economic interdependence should spill over into more cordial political relations. The high 

degree of economic interdependence between China and Japan has led to analysts like Richard 

Katz to describe the bilateral relationship as one of “Mutually Assured Production” where trade 

ties will limit conflict between the two countries. Kiyoyuki Seguchi of the Canon Institute has 

observed in my interview with him that, “The economic relation between Japan and China is 

almost independent from their diplomatic and security relation, because those economies are 

mutually too close.”  

 

In September 2010, the arrest of a Chinese fishing boat captain triggered a stand-off between the 

two nations over the disputed Senkaku/Diaoyu islands. The sovereignty of these uninhabited 

islands is contested by China, but they have been under Japanese control since the United States 

ceded control back in 1970s. Japan claim the islands as sovereign territory and does not 

acknowledge the existence of a dispute. Since the 1970s, China has claimed these islands but kept 

the claim a low key issue, Deng and Tanaka agreed to shelve the question so as to not disrupt the 

reestablishment of diplomatic relations in 1972. The arrest of the fishing boat captain was 

controversial in China because Japan threatened to try him under Japanese law (whereas standard 

operating procedure in the past was to return the arrested seaman back to Chinese authorities), an 

unprecedented move that has been attributed to the inexperience of the new DPJ government under 

Prime Minister Noda (which, ironically, is seen as one of the most pro-China administrations in 

years). The incident also sparked public outrage in Japan after footage was released of the Chinese 

fishing trawler ramming two Japanese Coast Guard patrol ships while attempting to flee. The 

media has reported widely that China retaliated against the arrest of the fishing boat captain by 

halting the export of important rare earth metals that Japan needs to produce high tech goods. 
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The 2010 Senkaku/Diaoyu incident was remarkable because the embargo of rare earth metals 

called into question the long-standing pattern of ‘hot economics, cold politics’ where economic 

engagement was isolated from political conflict in Sino-Japanese relations. This economic 

sanction episode by China has launched a wave of interest in Chinese economic coercion. Bonnie 

Glaser writes in a CSIS report: “A more widely reported case of China using trade as a weapon to 

force a country to alter its policy occurred in September 2010 when Beijing blocked shipments of 

rare earth minerals to Japan… Beijing’s action alarmed Tokyo and was a major factor in the 

decision of the Japanese government to release the captain. The embargo was viewed by many 

experts as evidence of Chinese willingness to use economic leverage to have its way in an 

international dispute.”13 The purpose of the case study is to determine whether the cost and benefits 

of using economic versus military instruments in the crises. I explore China’s widely report use of 

the rare-earths metals embargo against Japan in 2010 through the lens of costly signaling and 

discuss why it subsequently backed away from this economic strategy in favor of a military 

strategy for 2012.  

 

The available evidence suggests that the rare-earths embargo, if it was ever intended as economic 

coercion, can hardly be characterized as ‘costly signaling’ and that China’s dominant strategy in 

the Senkaku-Diaoyu Crisis has been using its growing naval power to assert facts on the water and 

dispute effective Japanese control of the disputed islands.  

 

6.1 Sino-Japanese Economic Interdependence  

Since the re-establishment of diplomatic relations in 1973 trade between China and Japan has 

expanded dramatically, reaching $358.1 billion in 2012. China is Japan’s largest trading partner; 

since 1995 increased shipments to China have accounted for nearly half of the overall growth in 

Japanese exports. China is the largest market for Japanese exports, accounting for 23% of Japan’s 

total trade.14 Japan also remains the largest source of foreign investment in China, reaching 140 

billion USD in 2013. Beginning in the 1990s, integrated global supply chains allowed China to 

become the factory for Japanese and other foreign manufacturers. Around 60-70 percent of goods 

China imports from Japan are parts and components that China (or the subsidiaries of foreign 

MNCs based in China) need to make its own exports (Katz 2013). Japanese firms are generally 

further upstream than their Chinese counterparts on the supply chain. They generally manufactured 

components such as semi-conductors for export to China where these components undergo final 

assembly and are ultimately re-exported back to Japan or to other consumer markets in Europe and 

North America.  As Figure 6 illustrates, export of machines (blue line) dominates Chinese exports 

to Japan, over taking textiles (green line) by 2002 and accounting for a larger share of total trade 

than almost all other products combined in 2012. Also notable from the figure is the fact that 

Chinese exports to Japan increases in 2010 and 2011 after the first Senkaku/Diaoyu incident.  

 

  

                                                 
13 China's Coercive Economic Diplomacy: A New and Worrying Trend https://www.csis.org/analysis/chinas-

coercive-economic-diplomacy-new-and-worrying-trend 

 
14 Data source: Ministry of Finance, Japan 

https://www.csis.org/analysis/chinas-coercive-economic-diplomacy-new-and-worrying-trend
https://www.csis.org/analysis/chinas-coercive-economic-diplomacy-new-and-worrying-trend
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Figure 6 The Composition of Chinese Exports to Japan (1995-2015) 

 

 
 

In the recent two or three years China’s consumer base has grown sufficiently large to make it an 

indispensable market for Japanese products and services. Japanese companies are beginning to 

shift their China strategies away from manufacturing for re-export to cater to local consumers. 

Despite mounting political tensions with China, Japanese firms have continued to invest in and 

trade with China. A 2013 JETRO survey showed that only six percent of Japanese companies in 

China said they were going to leave or downsize after the outbreak of anti-Japanese riots in 2012. 

Conversely, 52 percent planned on expanding. In 2012, a year in which global foreign direct 

investment in China fell by 3.7 percent, Japanese investment rose by 6.0 percent. This seems 

consistent with academic work on the decoupling of economics and politics. Davis and Meunier 

(2011) showed that trade and investment rose rather than fell after Koizumi’s controversial visit 

to the Yasukuni Shrine in 2008. The analysis of trade and investment after the 2010 and 2012 

Senkaku/Diaoyu Crises largely follow this pattern even though Sino-Japanese tensions have 

intensified and acquired a military dimension (trade dips in 2012 but this is likely a product of 

China’s economic slowdown when GDP growth dropping below 8% for the first time in decades 

rather than political tensions with Japan).  

 

6.2 Suspension of Rare Earth Metals Export  

In 2010, Chinese mines provided more than 90% of the global supply of rare earth metals15 and 

China’s decision to suspend rare earth metal exports to Japan (and later that year to the US and 

EU) sparked global concern.16 The dominant narrative that emerged in the press and among 

policymakers is that the ‘embargo’ was a blatant attempt by Beijing to use economic coercion to 

force the Tokyo to release the arrested Chinese fishing captain. However, the evidence that calls 

into doubt whether the suspension of rare earths was in fact meant as a deliberate strategy of 

                                                 
15 This is a generic term for metals in Group 3 of the periodic system. They are used in a range of advanced products 

such as hybrid vehicles, computer parts, smart phones, wind turbines, solar panels, energy-saving domestic 

electronics and guided missiles.  
16 See NYT reporting: http://www.nytimes.com/2010/09/23/business/global/23rare.html?pagewanted=all&_r=0  

http://www.nytimes.com/2010/09/23/business/global/23rare.html?pagewanted=all&_r=0
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economic coercion. But what is clear is that the rare earths ‘embargo’ was not a good ‘costly signal’ 

and backfired strategically.  

 

There is disagreement among scholars on whether China’s suspension of rare earth exports was 

intended as economic coercion, that is to say the decision was made to gain political leverage on 

the dispute with Japan over the arrested fishing captain (Hagstrom 2012, Morrison and Tang 

2012, King and Armstrong 2013, and Johnston 2013). The disagreement is not over whether or 

not exports were suspended in 2010 but whether the timing had anything to do with the dispute 

in the East China Sea. As Linus Hagström notes:   

 

Although the timing of the export halt might seem to imply a connection, there are 

certain data that favour Beijing’s side of the story. Asahi Shimbun reported in mid-

August 2010 that Beijing had decided on a 40% cut in the export of rare earth 

metals in the second half of that year, quoting environmental reasons. This decision 

allegedly ‘came as … a shock’ to Japanese Industry Minister Naoshima Masayuki 

and ‘caused panic in Japan’—the world’s biggest importer of rare earth metals. On 

August 18, the parliamentary secretary of the Ministry of Economy, Trade and 

Industry, Kondō Yōsuke, travelled to Beijing in an unsuccessful attempt to 

maintain exports at the 2009 level. Ten days later, at a Japan–China High-Level 

Economic Dialogue meeting, Naoshima reportedly asked Chinese Minister of 

Industry and Information Li Yizhong and Commerce Minister Chen Deming to 

reverse the decision, but the effort was again unavailing. The Chinese side restated 

the environmental argument and also emphasised fears of over-exploitation of 

resources.  

 

The arrest of the Chinese fishing captain occurred on September 9, almost a month after the 

Chinese announcement to reduce rare earths exports and two weeks after failed attempts by METI 

to reverse the decision. The timing of the announcement means that the decision was unlikely to 

be motivated by the unfolding Senkaku-Diaoyu dispute. This is further reinforced by the fact that 

China also halted some rare earth shipments to the United States and Europe as well and they are 

not party to the dispute in the East China Sea. What seems more likely is that METI’s 

announcement that China has suspended rare earth shipments to Japan on September 23 (just days 

before the Japanese government released the fishing captain on September 29) was an attempt to 

put pressure on Beijing to reverse its rare earth metals industrial policy. The backlash against 

Beijing’s perceived use of rare earth exports as a weapon was felt around the world. Mines long 

shuttered in the United States and Australia announced plans to restart operations to counter 

China’s strategic dominance in this commodity. If Beijing did indeed withhold rare earth exports 

to Japan for political leverage then it quickly capitulated. Beijing stated that it would resume the 

exports on October 28, and effectively did so to Japan on November 19, 2010. This two month 

suspension of exports did not have much of an impact on Japan economically, as it was insufficient 

for Japanese firms to exhaust the stockpiles of rare earth metals they have accumulated. The 

episode also jeopardized China’s reputation as a secure and stable supplier of rare earth metals 

(and other commodities) and dampened foreign demand for the commodity. China had gained a 

near monopoly in industry because of cheap labor, lax environmental standards, and state support 

in terms of cheap land and financing for the industry. A subsequent WTO investigation in 2012 

would find that China’s rare earth export quotas were motivated by industrial policy to incentivize 
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intermedia rare earth metals processing firms to relocate to China (or for its own firms to upgrade 

industrially to fill these niches). If anything, this goal was made more difficult by the press 

coverage given to its rare earth ‘embargo’ in 2010.  

 

Additionally, if the rare earth metals export restrictions were intended as “costly signaling,” it is 

worthwhile to consider why that product and not other products as well as whether other coercive 

diplomacy efforts were attempted that were more effective. Figure 7 shows the breakdown of 

Chinese exports to Japan in 2010 by product category. As with Figure 6, machines (blue) such as 

computers and textiles (green) make up the lion’s share of exports. Metals (brown) is the next 

largest category, but most of the products exported as iron and copper rather than rare earth metals. 

In fact rare earth metals account for less than 0.1% of the metals exports to Japan, which is itself 

not a substantial part of bilateral trade. This is because only very tiny amounts of rare earth metals 

are needed for high-tech products while other inputs are needed in much larger quantities. If China 

really wished to use its economic ties with Japan to coerce it diplomatically, it would make sense 

for it to target machines exports. But of course this would harm workers and factories in China 

that produce these machines and so is not an option on the table. The same logic applies to other 

products that Japan is highly dependent on China for such as metals, plastics, and textiles. Thus, 

Beijing is constrained by its economic interdependence with Japan in its use of economic coercion 

against it. China can send very costly signals by disrupting trade in these sectors but is unwilling 

to do so because of the massive political costs it would generate at home. It prefers to use other 

means to send costly signals.  

 

Figure 7 Breakdown of Chinese Exports to Japan in 2010 by Product Category 

 

 
 

And it is not lacking other tools. In the 2010 dispute, China arrested four Japanese nationals for 

unlawfully videotaping military targets and held them until Japan released the arrested Chinese 

fishing captain. This type of political retaliation is much more proportional and effective in the 

realm of international diplomacy. It does not carry with it the same kind of long term negative 

impact on business and investor sentiment that the reports of the rare earth ‘embargo’ created. 

Additionally, China’s growing prosperity has also allowed it to modernize its navy and coast guard 

to the degree where it can challenge Japan’s formidable self-defense forces at sea.  

 



 28 

6.3 Establishing Facts on the Water with the Military  

 

Chinese economic coercion may not have even been attended but it was certainly also not effective 

at deterring what Beijing perceives as Japanese revisionism. In 2012, the Noda government 

decided to nationalize the disputed islands, ostensibly to prevent the right-wing governor of Tokyo 

from purchasing the island from private owners. This decision triggered the largest wave of anti-

Japanese demonstrations to occur since relations with Japan were normalized in 1972. According 

to Wallace and Weiss (2014), protesters took to the streets in 208 of China’s 287 prefectural cities. 

Smaller waves of anti-Japanese protest occurred in 2010 following a maritime collision near the 

islands and in 2005 over Japan’s bid for a permanent UN Security Council seat. Across numerous 

Chinese cities, Japanese made cars were targeted by nationalist vandalism. Anti-Japanese 

protesters set on fire a Toyota dealer and a Panasonic factory in Shandong and damaged another 

Panasonic factory in Jiangsu. Protesters called for boycotts of Japanese goods and Chinese 

department stores were reported to relocate Japanese products to less prominent displays. JETRO 

reports show a decline in Japanese investment and sales for Japanese firms in the final quarter of 

2012, but both have recovered in 2013 despite elevated tensions generated by China’s creation of 

an Air Defense Identification Zone (ADIZ) over the East China Sea in 2013 and increases in air 

and sea patrols in disputed waters since 2012.  

 

No economic measures similar to the rare earth metals export restrictions was attempted, in fact 

the government discouraged consumer boycotts (through censorship) and local governments 

dispatched police to protected Japanese businesses and factories (after all local officials work very 

hard to court foreign investment and depend on these to create jobs in their region). Instead Beijing 

chose to use military force to establish facts on the water to contest Tokyo’s decision. Authoritative 

Chinese media sources made it clear that the official government position is that the Diaoyu island 

is that it is a zero-sum dispute over territorial sovereignty. As such, China is prepared to respond 

to the nationalization of the islands with aggressive military force. In the second half of 2012, as 

the nationalization decision was being finalized, the Japanese Ministry of Defense reports 47 

Chinese ship incursions into or near the territorial waters of the Senkaku/Diaoyu islands and the 

Japan Air Self-Defense Force (JASDF) scrambled fighters 160 times in response to Chinese 

aircraft in the same vicinity.17 Figure 8 reports the number of Chinese vessels identified by the 

Japanese Ministry of Defense within its territorial sea (includes the waters around the 

Senkaku/Diaoyu islands) as well as its contiguous zone. The pattern is clear that after the 

nationalization of the islands, China (mostly through its Coast Guard and fishing fleets) have 

repeatedly challenged Japanese sovereignty over the Senkaku/Diaoyu islands which it views as 

disputed.  

 

  

                                                 
17 http://media.hoover.org/sites/default/files/documents/CLM41MS.pdf 
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Figure 8 Number of Chinese Vessels in Japanese Territorial Waters and Contiguous Zone  

(2008-2016) 

 
 

In October 2012, seven PLA warships return from exercises in the western Pacific, and became 

the first-ever PLA warships to transit through Japan’s contiguous zone when they passed south-

southeast of Yonaguni Island. This was a clear show of military force meant to signal 

unambiguously China’s resolve over the Senkaku/Diaoyu islands and would be coded as a level-

3 MID. Such MIDs occurred with regular frequency in the years that followed 2012 with large 

scale Chinese naval exercises in the East China Sea in January 2013 and incidents such as a 

Chinese frigate putting a ‘radar-lock’ on a Japanese destroyer later that year. The suspension of 

military-to-military contact means that these incidents create serious risks of accidental escalation, 

as such they are classic examples of Schelling’s ‘rocking the boat’ strategy of brinksmanship. 

Furthermore, they seem unconstrained by economic interdependence between China and Japan 

and does not appear to have had a significant effect on trade and investment. Even though the 

Senkaku/Diaoyu case is one of the most frequently cited incidents of Chinese economic coercion, 

a close reexamination of the facts of the case supports my theory. Interdependence makes 

economic coercion is difficult but it does not constrain military coercion short of war. 

 

VII. Conclusion  

 

The belief that heightened economic interdependence inhibits conflict rests upon a widely-cited 

empirical literature that rests upon untested causal mechanisms. At a time of elevated tensions 

between China and its neighbors over territorial disputes despite record levels of economic 

interdependence, it is more important than ever to get this relationship right.  

 

This project challenges the notion that we can leave peace to market forces, that economic 

engagement will somehow solve political problems. I show that economic engagement is not a 

panacea but a double edged sword. I examined the effect of economic interdependence on the use 

of economic and military coercion across all states (1948-2005), in Chinese foreign policy (1949-

2015), and in the Senkaku/Diaoyu case study (2010, 2012). My research reinforces the notion that 

the microfoundations of the commercial peace literature must be further developed and empirically 

tested (Mansfield and Pollins 2003). Most of the empirical research focuses on demonstrating 
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either a positive or negative relationship between trade and conflict rather than on establishing 

causal mechanisms. The dominant costly signaling mechanism relies on the idea that economic 

coercion can serve as a substitute for military coercion when states are economically 

interdependent. That claim does not appear to be supported by the empirical evidence from East 

Asia.   

 

Instead, I find that economic interdependence does not deter low-intensity military conflicts and 

may even encourage acts of brinksmanship as evidenced by Chinese actions in the South China 

Sea and East China Sea since 2010 as well as by the United States response. The threat and show 

of military force remains a potent and dangerous instrument in international affairs that is not 

constrained by growing economic ties and global connections. Economic interdependence does 

reduce the appeal of economic sanctions as a foreign policy tool overall as exemplified by the 

many failed U.S. Congressional attempts to sanction China since 2001. The combination of these 

two factors creates a stability-instability paradox, where high levels of trade make war unthinkable 

but incentivizes risky military behavior short of that threshold. I remain cautious about what these 

findings mean for the effect of economic interdependence on war, the results suggest that there is 

a negative relationship between trade and war. But what is unclear is whether this is because 

countries that are likely to fight wars with each other probably do not trade much (ex. India and 

Pakistan) rather than because trade has a constraining effect on war. War is a rare and costly event 

and the absence of war is overdetermined because countries have many incentives, including the 

preservation of trade ties to avoid war. Thus, a major power war in Asia (ex. US-China) would be 

still be militarily and economically devastating and remain unlikely, but continued militarized 

conflict below this threshold seem likely to persist into the future.  
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