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ABSTRACT OF THE DISSERTATION

Is China an Exception to the Commercial Peace?

by

Jiakun Jack Zhang

Doctor of Philosophy in Political Science

University of California San Diego, 2018

Professor Stephan Haggard, Chair
Professor David Lake, Co-Chair

Contrary to commercial peace theories, which predicted that economic engagement
would make possible China’s peaceful rise, China seems to be engaging in more militarized
disputes with its neighbors and trade partners. I offer an explanation for this apparent anomaly
by examining the relationship between borders, trade, and conflict in a new dataset on Chinese
Foreign Relations (CFR). I integrate the three main causal mechanisms in the commercial peace
literature, constrain, inform, and transform, into a unified theoretical framework and use
China’s foreign policy behavior to develop and test this theory. I show that economic

engagement, while capable of creating new areas of cooperation, is not effective at resolving
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underlying causes of military conflict such as territorial disputes or constraining the use of
military force during crisis bargaining. Though disputed borders have been found to depress
international trade flows in other regions, they have not impeded China’s growing trade with
its disputant neighbors. At the same time, China’s use of military force against trade partners
does not disrupt economic ties or produce opportunity costs as previously assumed. I find that
conflict over unresolved territorial disputes account for 87% of Chinese uses of military force
and China is not constrained by growing trade dependence with other claimants. These results
suggest that trade may lead to stability at higher intensities of conflict --making wars more
unthinkable-- but can also create instability at lower intensities of conflict -- incentivizing
calibrated uses of military force, against which revoking trade would not be a credible response.
Therefore, as long as China’s territorial disputes remain unresolved, economic interdependence
will not decrease the frequency with which China uses military force in these disputes but will

put a ceiling on the intensity of these conflicts.
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Chapter 1 Understanding the China Challenge

China’s pursuit of wealth has led it to become deeply integrated with the global
economy, but its quest to become more powerful risks disrupting the status quo in the U.S.-led
international system. The rise of China thus poses a unique challenge for Western scholars and
policy makers: how to deal with serious security differences and avoid military conflict with a
power that is so integrated with the world economy.

China also seems to be engaging in more militarized disputes with its neighbors and
trade partners. Since coming to power in 2012, Xi Jinping has espoused an expansive foreign
policy vision for China and accelerated the modernization of the People’s Liberation Army
(PLA). Standoffs involving Chinese navy or coast guard vessels and aircraft in the South China
Sea and East China Sea have prompted a vigorous debate among scholars and policymakers
about China’s ‘new’ or ‘rising’ assertiveness (Chen, Pu, & Johnston, 2013).

War between China and the United States would be ruinous for both countries and
destabilizing for the global order, yet this apocalyptic outcome is no longer considered
unthinkable in serious policy circles. A 2016 RAND study predicts that economic factors will
play the decisive role in a military standoff between China and the United States. The authors
estimate that a yearlong conflict between the two powers would destroy as much as 25-35
percent of Chinese GDP and 5-10 percent of U.S. GDP, equivalent to roughly the entire
economies of India and Brazil respectively.' Given the interdependent nature of the two
economies, the scale of destruction would be unprecedented. Indeed, China’s deep integration

with the United States and her allies, is the main reason why the strategic challenge posed by

+ Gompert, David C., Astrid Stuth Cevallos, and Cristina L. Garafola. War with China: Thinking Through the
Unthinkable. Rand Corporation, 2016.



its resurgence differ fundamentally from the Cold War waged against the Soviet Union. Rather
than fighting to impose two opposing systems of economics and governance on each other and
on the world, China and the United States share a common interest in preserving a liberal (at
least in economic terms) international order in which they have both been major beneficiaries.

At the same time, a growing chorus of voices the U.S. are beginning to call into question
the efficacy of economic engagement with China. Their confidence shaken by the 2008 Global
Financial Crisis, American elites have become increasingly troubled that China seems to be
catching up fast, even surpassing the United States in certain areas, by playing a game whose
rules were largely set in Washington. The narrative that China is winning by cheating has gained
more and more appeal, most significantly in the presidency of Donald Trump whose “America
First” vision of foreign policy that contained a large dose of anti-China protectionism. Under
the Trump administration, China’s use of industrial policy to gain a competitive edge over the
United States, including the international activity of its state-owned and state-backed
companies, and how it might use economic coercion to achieve political interests rather than
military force have all been pushed to the forefront of public discourse. Chinese scholars
generally agree that the brewing trade war between the United States and China poses one of
the most severe challenges to the Sino-American relationship since the 1970s, when the sides
began to normalise their diplomatic ties. At the beginning of this period of reform and opening
up, Deng Xiaoping correctly judged that the two major trends in international politics were
towards peace and development. China’s economic development required a peaceful
international environment, and was made possible, in large part, by diplomatic normalisation

with the US. Today, these decades-old trends seem to be in flux: following the rise of Trump,

» Westad, Odd Arne. "Has a New Cold War Really Begun?" Foreign Affairs. 10 June 2018. Web. 10 June 2018.
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China’s success in development has transformed trade from a cornerstone of peace in the U.S.-
China relationship to a source of uncertainty and instability. Due to the deep economic
interdependence of the US and China, a trade war between them would lead to a catastrophic
collapse in bilateral trade and a substantial decline in output and wages®. The high-level of trade
interdependence between countries increases the economic costs of political tensions between
them currently. But a pro-longed period of trade tensions between the U.S. and China could
gradually reduce their trade interdependence until their economies finally decouple. The history
of the 20" century has shown that economic globalisation is not inevitable, and that
economically interdependent countries can resort to conflict with one another if their leaders
choose national security interests over economic interests.

As outlined by Ratner and Campbell’s controversial 2018 Foreign Affairs essay, “How
American Foreign Policy Got China Wrong”#, these debates over new assertiveness and
economic engagement challenge many long-standing assumptions about the trajectory of
China’s development and its implications for the United States. Since the 1980s, commercial
liberalism has been the guiding principal for why the U.S. should engage with China. As
Thomas Wright of the Brookings Institution notes, “if there is one idea that has consistently
influenced western foreign policy since the Cold War, it is the notion that extending
interdependence and tightening economic integration among nations is a positive development
that advances peace, stability, and prosperity.” (Wright, 2013) Liberal scholars and

policymakers championed the idea that with economic interdependence comes peace, stability,

*Meixin Guo, Lin Lu, Liugang Sheng, and Miaojie Yu, “Evaluating the Burden of a U.S.-China Trade War”,
VoxChina, 25 April 2018, available at http://voxchina.org/show-4-229.html.

4 Campbell, Kurt M and Ely Ratner. " How American Foreign Policy Got China Wrong," Foreign Affairs. March
2018. Web. 10 June 2018.




and prosperity, and policymakers bought into the prediction that free trade will make possible
China’s peaceful rise.’ The logic is that as it becomes integrated into the global economy,
China’s peaceful rise will culminate in its emergence as a ‘responsible stakeholder’ in an
American-led liberal international order or, at the very least, facilitate win-win cooperation as
part of a ‘new model of great power relations’.

Western liberals were thus sorely disappointed when President Xi Jinping embraced a
domestic policy agenda to strengthen the role of the Chinese Communist Party (CCP) and
crackdown on dissenting voices rather than adopt western-style political reforms and further
open up China’s society. The narrative on China among American observers has shifted
decisively, the idea that China is heading towards what Francis Fukuyama has called “the end
of history,” which has had wide intellectual currency since the normalization of relations, has
been replaced by anxiety over a dizzying variety of indicators — from building military bases to
tightening internet censorship -- that China is headed in the “wrong” direction.® While there’s
growing consensus about where China is NOT headed (ie. peaceful, liberal, free-market,

democracy), there remains great uncertainty about where China IS headed.

+ Kang (2003) offers a cultural explanation for the East Asian peace, claiming that East Asians see a strong China
as stabilizing the region. Rationalist IR scholars like Goldstein (2007) and Solingen (2007) trace the link between
economic interdependence and peace, arguing that a growing number of Asian (read Chinese) national leaders
have come to prioritize economic growth and good relations with the USA over more diverse or provocative aims.
Also see Katz, Richard. "Mutual assured production: why trade will limit conflict between China and
Japan." Foreign Affairs. 92 (2013): 18; Holslag, Jonathan. China and India: prospects for peace. Columbia
University Press, 2010.; Zhu, Zhiqun. US-China relations in the 21st century: Power transition and peace.
Routledge, 2006. Tgnnesson, Stein. "What is it that best explains the East Asian peace since 19797 A call for a
research agenda." Asian Perspective (2009): 111-136. On the importance of economic interdependence to the
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Thus, U.S.-China relations now stands at a critical juncture with enormous implications for the

future of global order. China has become too integrated to contain and too assertive to ignore.

1.1 The Search for a Theoretical Framework

To understand what the rise of China means for the future of world peace, scholars have
looked from ancient Greece to the German Empire for historical analogies to understand the
present moment. The limitation of observational data of rare events like wars is that we are
captive to history and must be careful about the inferences we draw from the data that is
available. However, without a systematic model, these exercises only tend to confirm our
existing biases and validate our pet theories. To understand what the rise of China means for
peace and stability, we must first unpack the effects of economic interdependence on conflict
behavior.

The modest aim of this dissertation is to advance a theory of Chinese foreign policy that
can explain the impact of growing economic interdependence on pattern of Chinese uses of
force from 1949-2017. In this chapter, I first outline why China represents a puzzle and an
opportunity for existing international relations theory on economic interdependence. I review
the international relations literature on China to show that this research draws insights from
both the literature on security studies and political economy and that, by understanding the
process of Chinese foreign policy in this area, I can help shed light on structural debates about
the implications of China’s rise. The larger ambition for this project is to contribute to our

general understanding of economic interdependence by using China to reconcile and test



mechanisms of commercial peace literature. I show how commercial peace theories’ share a
common prediction but have contradictory causal mechanisms about how rising trade should
impact China’s use of military force. My research establishes the scope conditions for when
each of these major causal mechanisms and synthesize their insights to explain Chinese foreign
policy outcomes.

I offer an explanation for this apparent anomaly by examining the relationship between
borders, trade, and conflict in a new dataset on Chinese Foreign Relations (CFR). Conflict over
unresolved territorial disputes account for 87% of Chinese uses of military force and these rates
are unaffected by China’s growing trade dependence with other claimants. While disputed
borders have been found to depress international trade flows in other regions, they have not
impeded China’s growing trade with its disputant neighbors. I show that trade can lead to
stability at high levels of conflict --making wars more unthinkable-- but creates instability at
lower levels of conflict -- incentivizing calibrated uses of military force, against which revoking
trade would not be a credible response. Therefore, as long as China’s territorial disputes remain
unresolved, economic interdependence can increase the frequency with which China uses
military force in these disputes while putting a ceiling on the intensity of these conflicts.

Forests have been felled to supply the pages of books on the rise of China and its
implications for international relations. But this plethora of perspectives can be distilled into
the paradigmatic debate between realists and liberals. Realists believe China is a revisionist

power — either by deliberate strategy or structural position as a rising power — and that conflict

I will use ‘commercial peace’ as a shorthand for the collection of economic interdependence theories that predict
a pacifying effect between commerce and conflict. This literature is also known as the capitalist peace, economic
peace, Pax Mercatoria, and is often discussed as part of a larger discussion of the liberal peace, Kantian peace, or
democratic peace.



is inevitable. Liberals believe that economic interdependence makes war unprofitable and will
pacify or domesticate China and turn it into a responsible stakeholder. Neither perspective seem
sufficient to account for the full range of Chinese foreign policies. As I noted earlier, the
uniqueness of the China challenge lies precisely in the fact that it has both security differences
that can produce military conflict and deep economic integration with the world economy. It is
impossible to grasp China’s grand strategy without understanding its model of economic
development. There are large communities of scholars who study the security and political
economy of China, yet relatively very few work at the intersection of these two approaches.
Recent worries about Chinese industrial policy®, foreign influence, and economic statecraft
(Norris, 2016) also reveal that the relationship between economic interdependence and national
security can run in the other direction as well.

It is important to recognize that these dynamics are not unique to China nor are they
particularly new to the current moment in the history of globalization. Military and economic
power have always been intimately linked in the conduct of statecraft. The question of
economic interdependence was at the heart of the ‘paradigm wars’ in IR and links back to this
much older set of debates in international relations (Krasner S. , 1976; Keohane & Nye, 1977;
Wallerstein, 1979; Hirschman, 1980; Kindleberger, Dominance and leadership in the
international economy: Exploitation, public goods, and free rides, 1981; Gilpin, 1983; Buzan,
1984; Conybeare, 1987; Lake, The state and American trade strategy in the pre-hegemonic era,
1988), and was the preoccupation of Marxist theorists like Hobson, Bukarin and Lenin long

before this. It has also been extensively studied by economic historians (Tooze, 2014; Findlay

+ “How the West got China wrong” The Economist.
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& O'rourke, 2009; Kindleberger, World economic primacy: 1500-1990, 1996; Brewer, 1989),
and military historians alike (Gaddis, 1986; Barnhart, 2013; Lambert, 2012; Mahan, 1890). As
Edward Mansfield (1995) points out “empirical studies of war often gives short shrift to
economic factors; and studies of international political economy often ignore the effects of
security and war on trade” and shows that variation in systemic war is best explained by
combining political variables (concentration of power) and economic variables (trade levels) in
multivariate models.

This dissertation attempts to bridge the divide between security studies and political
economy by adopting a similar approach to the study of the effects of economic
interdependence on Chinese foreign policy. To date, only Scott Kastner (2009) has seriously
engaged with the effects of economic interdependence in China at both the structure and process
level using qualitative case studies of cross-strait relations. My dissertation attempts a more
systematic review of China’s economic interdependence and use of military force by applying
insights from the bargaining theory of war to a more complete dataset of Chinese foreign policy.
I want to move away from the rigid notion that there is only one relationship between
interdependence and security and toward a framework where several effects can occur at
different time intervals and intensity levels. I show that economic interdependence has no effect
on China’s willingness to use military coercion, but that coercion is largely used in the context
of territorial disputes. This use of coercion is not necessarily an indicator of revisionism; by
implication, if the territorial disputes were settled reflecting the power balance between China

and its neighbors, China would no longer be a revisionist state.



1.2 Is China an Exception to the Commercial Peace?

China’s integration into the regional economy offers excellent scope conditions to study
whether trade can serve as an alternative means of costly signaling for another reason. The
endogeneity between trade and conflict has long plagued the empirical study of the commercial
peace (Mansfield & Pollins, 2003; Schultz, 2015; Keshk, Pollins, & Reuveny, 2004). It is
difficult to disentangle whether trade reduces conflict or whether the termination of conflict
stimulates trade. The two regions often used in case studies of the pacifying influence of trade,
Western Europe and Latin America, also housed regional integration projects where the
settlement of political conflicts was a precondition for economic community (EU and
Mercusor). European economic and security integration proceeded in tandem as part of a larger
political project to bind powerful countries like Germany to a structure that would oblige them
to take the interests of weaker neighbors into consideration.

By comparison, Asia has also experienced high levels of economic integration.
However, unlike Europe, fundamental disagreements about sovereignty continue to persist in
Asia. The political settlement of WWII clearly defined borders in Europe, but failed to do so in
Asia. WWII shattered colonial empires in Asia, but did not include the subjects at the
negotiating table. The collapse of the Japanese empire and surrender of Japanese troops created
border problems on the Korean Peninsula, Manchuria (borders with Russia and Mongolia), and
the South China Sea (claims by China, Taiwan, Vietnam, Philippines, and Malaysia). The
dissolution of British rule left problems between Burma, Thailand, China, Nepal, Tibet, and
India. The partition of India, Pakistan, and Bangladesh is at the root of most of the conflict in
South Asia. The dissolution of French rule in Indo-China created disputed borders between

Vietnam, Laos, Cambodia, and China. Almost all the militarized conflicts in Asia over the past



half-century can be attributed to one of these border disputes. China, with 33 land and maritime
disputes along its vast borders, accounts for roughly 40% of total disputes in Asia (Fravel, 2008).

But, since embarking on economic reform and opening in the late 1970s, China’s share
of world trade had increased more than ten-fold by 2013. But China seems to be engaging in
more militarized disputes with its neighbors and trade partners. Figure 1 shows the distribution
of China’s militarized disputes (MIDs)® over time and Figure 2 show the pattern across
adversaries both before reform and opening (red) 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 occurred after China

began the process of economic integration with the region and the world.
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Figure 1 China’s Trade Integration and Involvement in Militarized Disputes

» This paper will focus on militarized disputes as the measure for conflict, specifically the widely used militarized
interstate disputes (MIDs) measure from the Correlates of War dataset. These data provide a pragmatic middle
ground between noisy machine coded events data and rare events data (like war or battle deaths). Additionally,
security studies scholars have developed a rich body of theory to help us understand when and why crises escalate
into war based on analysis of MIDs data.
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Frequency of China Initiated Militartized Disputes
Before and After Economic Reforms
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Figure 2 China’s MIDs by Country (1949-2016)

In the case of China, endogeneity concerns are minimized by the fact that the
reestablishment of diplomatic relations with the United States and Japan was motivated by
security concerns vis-a-vis the Soviet Union. Unlike the European Union and Mercosur, the
subsequent economic liberalization was not preconditioned on the settlement of territorial or
political issues. The rapid expansion of trade was likewise driven by market forces rather than
political considerations. U.S. investment in China was low between 1979-1989 despite low
levels of military conflict (China was a U.S. ally against the USSR) but the opportunity for
profit was not certain until the late 1980s. But after 1992 when China further liberalized its
stance on FDI and higher profits seemed certain, American firms clambered to enter the China
market despite heightened political risk after Tiananmen and other events (Taiwan Straits Crisis

1995-1996, Belgrade Bombing 1998, EP3 Incident 2001). Non-American firms behaved in a
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similar way. The potential for profit is a lot more salient than the risk of military conflict for
the investment behavior of foreign firms. Taiwanese firms were among the first to invest in the
mainland despite the ongoing conflict between Beijing and Taipei. Similarly, the
Senkaku/Diaoyu island dispute with Japan was a source of tension in the negotiations to
normalize diplomatic relations in 1972, but trade between the two countries flourished even
though the dispute remains unresolved. Thus, Chinese foreign policy provides the perfect
setting to demonstrate the deficiencies in existing theories of the commercial peace and to build
new theories of economic interdependence. The emergence of this counter-intuitive result for
the commercial peace in China exposes potential blind spots in the existing mechanisms that

are believed to drive the pacifying effects of trade.
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Figure 3 Map of China’s Active Territorial Disputes
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Viewed in the light of its unsettled borders (shown in Figure 3), the pattern of military
force usage in Chinese foreign policy is not exceptional. China contests or has contested at least
one territorial boundary with almost all of the countries displayed in Figure 3. These territorial
disputes follow standard political science theories about strategic bargaining in zero sum
disputes. Instead, as Chas Freeman pointed out, “Under the People’s Republic, China has
established a seven-decade-long record of strategic caution and a preference for diplomatic and
paramilitary rather than military solutions to national security problems. China clearly prefers
to use measures short of war to protect itself but has shown that it is fully prepared to go to war
to defend its borders and strategic interests. Chinese uses of force have been notably purposive,
determined, disciplined, and focused on limited objectives, with no moving of the goalposts.”
Or as Fravel (2008) noted in Strong Borders Secure Nation, Chinese decisions to use force in
its territorial disputes reflect declining claim strengths and inferior claim postures where it
occupied little or none of the lands contested. This is consistent with predictions that the
bargaining theory of war would make, that is as bargaining power declines, Beijing needs to
demonstrate its resolve in order to maintain the status quo. According to Fravel, China has
generally tried to delay resolution of border disagreements indefinitely as its default position in
the absence of rising threats or declining claim strengths. Its leaders have also settled many
disputed territories for external support in securing its frontier regions when faced with
domestic threats and recalcitrant border minorities. My research shows that China’s rapid
economic integration with its neighbors since the 1980s has not had an impact on these

dynamics between territorial disputes and military force.
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1.3 Outline of the Dissertation

In summary, China’s puzzling deviation from the predictions of commercial peace
theory stem from the fact that it has significant security disputes with its neighbors and the
United States while remaining deeply economically integrated with them. This unique set of
parameters create ideal conditions to disentangle the tangle of causal mechanisms that link trade
and conflict. I will elaborate in Chapter 2 how theories of economic interdependence theory
lack common micro-foundations, with some mechanisms making structural claims about how
trade transforms the preferences of actors while other mechanisms make bargaining claims
about how trade effect the process of costly signaling or the opportunity cost of conflict. These
mechanisms are difficult enough to observe even in a small number of cases and the difficulty
1s compounded as we increase the number of cases and consider variation over time.

In Chapter 3, I introduce the Chinese Foreign Policy dataset, which contains information
on Chinese territorial disputes, military conflicts, and economic coercion, along with a number
of important covariates towards 31 neighboring countries, including all countries in Asia plus
Russia and the United States, from 1949-2016. This dissertation builds on The Militarized
Interstate Disputes (MIDs) v.4 data by '° from the Correlates of War project and Threat and
Imposition of Economic Sanctions (TIES) v.4 data by !' which are the workhorse datasets for
their respective subjects. However, both datasets are poorly documented in places and
incomplete with regards to Chinese foreign policy. As Johnson (2012) found, nearly half of

MID data involving China suffer from some sort of factual error, some of them major

10 Glenn Palmer et al., “The MID4 Dataset, 2002-2010: Procedures, Coding Rules and Description,” Conflict
Management and Peace Science 32, no. 2 (2015): 1-21, doi:10.1177/0738894214559680.

' T Clifton Morgan, Navin Bapat, and Yoshiharu Kobayashi, “Threat and Imposition of Sanctions (TIES) Data
4.0 Users? Manual Case Level Data,” Chapel Hill: University of North Carolina, 2013.
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(miscoding the other side of the dispute dyad or questionable coding of the revisionist actor).
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
end in 2010, while the TIES data end in 2005. Given that China’s ‘new assertiveness’ in foreign
policy begins in 2010, this is a real problem for analyzing the theory outlined above. To address
these problems, I constructed the Chinese Foreign Relations (CFR) dataset to enable more
systematic case study and statistical analysis of Chinese uses of economic and military coercion.
I perform quantitative analysis on this data to determine the average treatment effect of
economic interdependence on China’s use of military force, conditioned on territorial status.
In Chapter 4 and 5, I evaluate the role played by each of the competing commercial
peace mechanisms in a set of critical cases using a causal process observation design. Chapter
4 examines trade’s transformative capacity to resolve the underlying causes of conflict and
move the conception of national interests from zero-sum competition to positive sum
cooperation. Chapter 5 explores how economic interdependence constrains states from using
military versus economic instruments in a setting of zero-sum competition and uses the
bargaining theory of war as a baseline model. In Chapter 6, I try to move away from the rigid
notion that there is only one relationship between interdependence and security and toward a
framework where several effects can occur at different time intervals and intensity levels. I
consider all three major mechanisms in a synthetic approach and hope to uncover scope
conditions for when each of these might drive national strategy and help explain foreign policy

outcomes over time for the same pair of countries and over the same dispute.
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Chapter 2 Competing Mechanisms: Constrain, Inform, and Transform

The relationship between trade and war has been both a cornerstone of statecraft and a
subject of debate for centuries. In recent decades, a sprawling literature on trade and conflict
emerged, representing nearly 10% of articles published in international relations. Regrettably,
research has not been able to establish an overarching relationship between globalization and
conflict. While most experts agree that trade reduces conflict, available evidence is contingent,
contradictory and theoretically fragmented (Gartzke & Zhang, 2015). The most fruitful path to
improving understanding of the security implications of interdependence lies in moving away
from the obsession with identifying a single monolithic causal relationship and instead focusing
on reconciling, consolidating and extending the three main theoretical mechanisms delineated
in the literature: constrain, inform, transform.

I distinguish between the effects of economic interdependence on strategy (ends) and
its effect on tactics (means). The transform mechanism is driven by the idea that the expansion
of commerce rearranges the strategic goals of trading states, leading them deprioritize
conflictual ends such as conquest. By contrast, the constrain and inform mechanisms do not
assume that trade solves the underlying sources of conflict. Instead, economic interdependence
is believed to alter the tactical means trading states engage in competition. Trade makes military
instruments less attractive either because the opportunity cost of conflict becomes too high
(constrain) or because it allows states to signal using non-violent economic instruments instead
(inform).

I will use this dissertation to show that economic linkages have multiple, often
contrasting, effects on conflict in different settings, at different intensities and across different

time intervals. This approach departs from the tendency in previous literature to assume that
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cooperation begets more cooperation and that conflict begets more conflict to show that
economic interdependence can simultaneously contribute to cooperation and conflict in
different domains of foreign policy. In the standard regression framework where the dependent
variable is whether or not a militarized dispute is observed in a given year, it is difficult to
distinguish the effects of these mechanisms. I adopt a process-oriented approach examine
whether and when economic interdependence produces an effect on the People’s Republic of
China’s foreign policy behavior that is consistent with each of the three main causal

mechanisms.

2.1 Critique of the Commercial Peace Literature

The contemporary commercial peace literature grew out of the broader liberal peace
research agenda of the 1980s-1990s. Liberal theories have dominated discourse on economic
interdependence. Advocacy of a commercial peace appears prominently in the writings of
Montesquieu, Rousseau, Kant, Adam Smith, and other Enlightenment figures. Classical liberal
political economy espoused policies that would restrict the war making power of the aristocratic
elite and increase the autonomy of the commercial classes. The key mechanisms driving liberal
trade theories to peace involve opportunity costs, domestic interest groups, and constitutional
republicanism. Commerce is seen as creating bonds of mutual benefit between countries that
are costly to sever. War threatens to disrupt these beneficial ties and so with increased trade,
the liberal logic predicts that the incentives to fight will recede. In modern economic terms,
trade raises the opportunity cost of war. A notable articulation of this logic can be found in
Norman Angell’s 1910 book The Great Illlusion, in which Angell criticized the jingoistic

nationalism of turn-of-the-century Europe and argued that war, even when victorious, was
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socially and economically futile because wealth in the modern era is tied to credit and
commercial contracts, not to war.

But liberalism is not without its theoretical rivals. Realists and Marxists make starkly
contrasting predictions about the effect of trade on war and peace. Whereas liberals believe that
trade creates virtuous interdependencies that tend to dampen down conflict tendencies, realists
view trade more harshly, believing that it creates vulnerabilities and imbalances of power, each
of which make war more likely. Realists view the effects of interdependence as at odds with
the competitive logic of politics under anarchy (Carr 1964; Krasner 1976; Waltz 1979; Grieco
1988; Mastanduno 1998). Kenneth Waltz (1970) maintains that “close interdependence means
closeness of contact and raises the prospect of at least occasional conflict” (1970, page 250).
Elsewhere, Waltz argues that the rise of globalization has widened inequalities between rich
and poor states, producing dependencies rather than interdependencies. “A world in which a
few states can take care of themselves quite well and most states cannot hope to do so is scarcely
an interdependent one” (1979, page 159). To realists like Waltz, trade has the effect of
exacerbating imbalances by changing relative capabilities, usually in favor of those states that
already wield disproportionate influence in world affairs. Marxists are in agreement with
realists on the more general point that trade tends to increase conflict at the systemic level,
mostly between the core and the periphery. They see the modern industrial state as captured by
expansionist capitalist interests. As capitalists continue to reinvest their wealth into greater
production, they soon exhaust demand for goods in their domestic markets and must look for
foreign markets to absorb the surplus goods and capital that they can’t use at home. Lenin (1916)
built on Hobson (1905)’s idea of excess production to argue that capitalism is the primary

source of international wars as more powerful nations exploit weaker ones for economic gains.
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Marxists point to World War I as an example of a capitalist war, where business interests
prospered from the war while millions of ordinary people lost their lives in the trenches.

With the publication of Keohane and Nye (1977)’s Power and Interdependence, the
commercial peace literature became one of the major fronts in the so-called paradigm debate in
international relations between neoliberals and neorealists. At the same time, new econometric
techniques gained popularity in political science and scholars collected data on trade and
militarized disputes and debated about how best to interpret the correlations observed in large-
N cross-national regressions. The details of this debate has been rehashed in a number of edited
volumes and literature reviews and do not need to be recreated here (Gartzke and Zhang 2015;
Mansfield and Pollins 2009; Mansfield and Pollins 2003; Schneider, Barbieri, and Gleditsch
2003). A table summarizing the empirical findings of this literature is included in Appendix F.
These early empirical studies suffer from important shortcomings related to endogeneity,
temporal dependence, and the measurement of key concepts (Beck, Katz, and Tucket 1998,
Gleditsch and Ward 2000; Gartzke and Li 2003; Dafoe 2011; Dafoe, Oneal, and Russett 2013).
Even though a plurality of scholars have gravitated towards the view that trade reduces conflict,
the economic interdependence literature remains empirically contradictory and theoretically
fragmented (Gartzke and Zhang 2015). Only in the last decade have researchers begun to
establish a common set of micro-foundations flowing from the bargaining theory of war. Our
analytical understanding of trade and war has also progressed from the system level, to dyad,
and more recently to network based theories. But disagreements among scholars about
theoretical first principles will be continue to stymie progress in this research agenda.

I identify three barriers that have impeded the accumulation of knowledge in the

commercial peace literature:
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Outcomes

The first barrier is the tendency to conflate different measures for conflict in
conceptualization and operationalization. The economic interdependence literature has
operationalized the outcome variable, conflict, with a wide array of measures ranging from
major power war (Copeland 2014, 1996; Mansfield 1995), to conquest (Rosecrance 1986;
Liberman 1996, 1998; Brooks 1999, 2007, 2013), to fatal disputes (Bussmann 2010), to dyadic
militarized disputes (Oneal, Russett, et al 1997, 1999, 2003, 2010; Barbieri 1996, 2002; Gartzke,
Li, and Boehmer 2001; Gartzke and Li 2003, Gartzke 2007), to foreign intervention (Aydin
2008; Peterson 2011; Bove and Gleditsch 2016), to conflictual events (Crescenzi 2003, 2005;
Gartzke and Westerwinter 2016). Closely related literatures have also explored the effects of
economic linkages on civil wars (Barbieri and Reuveny 2005; Gleditsch 2007; Bussmann and
Schneider 2007; Martin, Mayer, and Thoenig 2008), the economic statecraft or coercion
(Drezner 2003; Kahler and Kastner 2006; Lektzian and Souva 2003; Hafner-Burton and
Montgomery 2008). It is important to recognize that these different outcomes vary greatly in
their intensity, degree of state agency, and imply different theories about the conflict process.
This matters for theory because economic interdependence could have heterogenous effects on
different outcomes depending on if it serves as a substitute for, constraint on, or source of
conflict. For example, it may be the case that trade linkages reduce the attractiveness of
conquest (a level 5 MID), particularly if it risks war with a great power, but it could have no
effect on the likelihood that a state threatens military force (a level 2 MID) as seems to be true
of China’s recent behavior in the South China Sea. This becomes especially problematic in
parts of the literature that imply one measure of conflict in the theoretical discussion (ex. war)

but operationalizes the concept using a different measure (ex. MIDs) and conflate the two when
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interpreting results. Converging towards a standard model for conflict behavior — such as the
bargaining model of war — would go a long way in solving this research design problem and
potentially generate different predictions about the effects of interdependence on conflicts at

various thresholds of intensity.

Interactions

The lack of careful theorizing about different types of economic flows and whether they
are likely to have an effect on conflict through changing state interests or strategy poses a related
challenge. Without a commonly accepted set of first principles, different parts of the literature
have tended to speak past each other about whether economic interdependence changes what
states are likely to bargain over (ie. their interests change from preferring conquest to preferring
trade) or how they behave in the bargaining process (ie. they adjust their strategy according to
how trade changes the costs and benefits of conflict). This distinction is subtle, because neither
interests or strategy is directly observable, yet also crucial, because it can lead to very different
expectations for observable implications to be tested empirically. Scholars working in the
paradigmatic part of this literature tend to focus on how globalization transforms the interests
of states (Rosecrance 1986, Brooks 2007, Copeland 2014) while rational choice scholars
(Gartzke et al) tend to focus instead on how, given a competitive bargaining situation, how do
economic linkages change the strategies of states. While both sets of scholars see economic
interdependence and increasing the cost of conflict, paradigmatic scholars put more weight on

major outliers (ex. Fashoda, Tangiers, & World War L,'? the Opium Wars, the Second Sino-

= Though even this is contested by McDonald, Patrick J., and Kevin Sweeney. "The Achilles' Heel of Liberal IR
Theory?: Globalization and Conflict in the Pre-World War I Era." World Politics 59.3 (2007): 370-403. And
Gartzke, Erik, and Yonatan Lupu. "Trading on preconceptions: Why World War I was not a failure of economic
interdependence." International Security 36.4 (2012): 115-150.
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Japanese War) and dismiss minor skirmishes while for rational choice scholars, wars are off the
equilibrium path and thus less informative about the bargaining process that militarized disputes.
Within this context, differentiating different types of economic flows is also important.
Much of the of the economic interdependence literature focuses on trade flows and have debated
about how best to measure trade dependence (Gartzke and Li 2003; Barbieri and Peters 2003;
Oneal 2003). Scholars have also explored alternative measures such as foreign direct
investment flows (Polachek et al 2001; Gartzke, Li, and Boehmer 2001; Bussmann 2010), level
of economic development (Gartzke 2007; Brooks 2007; Markowitz, Fariss, and McMahon 2018)
and shared economic norms (Mousseau 2009; McDonald 2009). It should be noted that all of
these measures are highly correlated dyadically and endogenous to the probability of conflict
but produce different domestic winners and losers and operate through different causal
mechanisms. They may also have different effects depending on the state’s structural position
in the international system. For example, whether the economic tie is asymmetric might matter
for bargaining dynamics (Keohane and Nye 1977; Hirschman 1980; Barbieri 1995; Crescenzi
2005) and whether the target state have allies, preferential trade agreements, or outside partners
have also shown to be important (Mansfield, Pevehouse, and Bearce 1999; Mansfield and
Pevehouse 2000; Martin, Mayer & Thoenig, 2008; Dorussen & Ward, 2010; Hegre, Oneal, and
Russett 2010; Maoz 2011; Kinne 2012, 2014b; Lupu and Traag 2013; Haim 2016; Gartzke and
Westerwinter 2016). Economic interdependence scholars can adapt insights from the recent
advances in research that explore the relationships between global financial markets,
multinational corporations, and integrated-supply chains to evaluate how increased
interdependence might alter the cost and benefit of conflict (Jensen 2008; Milner and Tingley

2015; Pandya 2016; Kim 2017). But it is essential for any theory of economic interdependence
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to clearly articulate how the measure chosen changes what states are likely to bargain over
(interests) and how they bargain (strategy).
Mechanisms

The final barrier for is disagreements about causal mechanisms and the failure to
empirically define scope conditions or verify observable implications to establish common
micro-foundations. Much of the theory in the economic interdependence literature is motivated
by, and framed in terms of, stylized debates between and among traditional paradigms in
international relations. Moving beyond paradigmatic approaches, I advocate that future work
adopt the bargaining model of war as a first principle and focus on empirical tests of auxiliary
hypotheses generated by three broad mechanisms that could potentially link trade with war
and/or peace — constraints, information, and transformation (Gartzke and Zhang 2015;
Kastner 2009). The bargaining theory of war literature establishes asymmetric information and
credible commitment problems as the two major causes of costly conflict (Ramsey 2017, Trager
2016; Powell 2002). Interpreted from the lens of bargaining theory, the constraint mechanism
would predict that increased economic interdependence will increase the opportunity cost of
conflict by mobilizing domestic interests who stand to lose from conflict. This should enlarge
the bargaining range and thereby decrease the probability of conflict in equilibrium. By contrast,
the information mechanism holds that increased economic interdependence will generate other
means or costly signaling, reducing the need to use military force and increasing the use of
economic coercion in equilibrium (ie substituting military signals for market signals). Finally,
the transformation mechanism does not lend itself to bargaining theory because it starts with
the assumption that globalization transforms the interests of states, moving them out of the

realm of zero-sum bargaining. But one way to test for the observable implications of this would
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be to observe whether states in fact redefine their interests and become more cooperative over
issues such as territorial disputes when economic interdependence increases. Much work need
to be done to test the constrain and information causal mechanisms as well. A major limitation
of the large-n cross national designs that are ubiquitous in this literature is that they do not
actually test for the stipulated causal mechanisms and large datasets are also vulnerable to
substantial measurement error. A new wave of research is beginning to inquire whether or not
conflicts at various intensities negatively impact trade, investment, or consumer sentiment as
the constraint mechanism assumes (Li and Sacko 2002; Long 2008; Davis and Meunier 2011;
Davis, Fuchs, and Johnson 2014; Fisman et al 2014, Heilmann 2016; Tanaka, Tago, and
Gleditsch 2017) and also to test whether the market signaling mechanism functions as theorized

(Dafoe and Kelsey 2014).

2.2 Competing Causal Mechanisms

Commercial peace theories provide us with three distinct sets of causal mechanisms of
how trade can have an effect on the outbreak of conflict: constrain, inform, transform. It is
imperative to establish a model of conflict capture the effects of economic interdependence on
the interactions between states. Simply being explicit about why nations are believed to fight
will go a long way to whittling down the number of possible ways that trade is likely to have
an impact on decisions of war and peace.

Over the past twenty years, the bargaining theory of war has emerged as the work horse
model for conflict in international relations. James Fearon (1995) places Blainey’s basic insight
that the causes of war reside not in disparities of power but in incompatible beliefs about power

in a rationalist and internally consistent framework. The theory models foreign policy between
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two states as a competitive negotiation or zero-sum bargain. Reasoning leaders generally are
trying to avoid war because it is a costly outcome. Warfare is only one way in which states can
pursue their interests. Leaders that negotiate and obtain the settlements that result from fighting
before fighting begins are made better off than those that must pay the high costs of war
(Wagner 2007). Bargaining theory promises to link war onset, initiation, prosecution,
termination, and consequences into a single overarching and parsimonious theoretical
framework.

The paradigmatic approaches to commercial peace debate the direction of the
relationship between trade and conflict (outcomes) at the expense of providing evidence about
the causal mechanisms (process). Moving beyond these, I adopt the bargaining theory of war
as the baseline model for understanding the effects of economic interdependence (for those
unfamiliar with its mechanics, I include a detailed discussion about the bargaining theory of
war in Appendix G). But, as noted earlier, I believe it is critical to distinguish between whether
economic interdependence enters into the model at the level of strategy (ends) or at the level of
tactics (means) when designing empirical tests and measures.

Strategy and tactics are conflated in the applications of standard bargaining theory
because the object of dispute (the issue space) between the two actors is assumed to have a
fixed value, depicted on a (0,1) interval. If the object of dispute is territory (or anything else
where the value is finite), then bargaining theory offers a compelling model for how the two
players can maneuver tactically to achieve this fixed end. In these cases, it is relatively easy to
determine how a parameter like economic interdependence might fit into the model. However,
bargaining theory is often invoked to model more abstract ends such as the balance of power

between two states that are at the level of strategy. In these cases, it is much more difficult to
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operationalize economic interdependence because it is endogenous to the issue space; trade
increases the total amount of surplus to be bargained over as well as the relative distribution of
power between the two actors. But the growing surplus is not reflected in the standard
bargaining framework because the issue space is fixed at 0, 1.

I outline the logic behind each causal mechanism below and interpret the constrain and
inform mechanisms in the context of the bargaining theory of war. The transform mechanism
differ from the other two mechanisms because it predicts that trade changes the strategic goals
that states are likely to pursue (thus expanding the issue space). While the constrain and inform
mechanisms can be modeled theoretically by introducing a parameter for economic
interdependence into bargaining theory, it would not be fair to evaluate the transform
mechanism in the context of competitive bargaining. I construct auxiliary hypotheses generated
from these three broad mechanisms linking trade and conflict -- constraints, information, and
transformation — that can be tested using data from Chinese foreign policy in the following
section. The traditional interpretations of these three mechanisms are consistent in predicting
that as trade increases, China should be less likely to engage in militarized conflict in these
economically interdependence dyads. However, the mechanisms produce very different

auxiliary hypotheses that I will test in subsequent chapters.

Constrain

Much of the literature relies on constraint as the key mechanism behind commercial
peace. Scholars in this tradition view trade as generating efficiency gains. Constraint
mechanisms begin with the assumption that military conflict disrupts valuable commercial ties

between economic partners that happen to be sovereign, independent states. Because the
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disruptions caused by military conflict are costly for domestic actors (export-oriented firms and
consumers), these groups appeal to their government to refrain from escalating crises to open
conflict or war.

Constraints, also referred to as “opportunity costs,” are the mechanism most frequently
used by liberal scholars to account for commercial peace (Levy 2003). As with the Kantian
conception of liberal political restraint on warlike monarchs, leaders may still want to go to war,
for territory or nationalistic reasons. However, the disruption of commerce associated with war
leads domestic constituents to oppose these other objectives (McDonald 2009). As a result, the
leader avoids or deescalates fighting, despite his or her initial preferences.

At the heart of the constraint mechanism is the postulate that increased economic
interdependence will increase the opportunity cost of conflict and that leaders will factor in
these costs as they engage in bargaining. The idea of opportunity costs seem intuitive at their
face and seem to directly relate to one of the key parameters of the bargaining model of war:
the cost of conflict for both sides. But when we apply opportunity costs to the bargaining theory
of war, a counterintuitive set of expectations emerges that might surprise the original authors
of this mechanism. While opportunity costs could inhibit conflict, they need to be large enough
to alter the calculus of war. Marginal increases in the overall cost of fighting can at most have
a marginal effect on whether conflict occurs. At the same time, factors that increase war costs
create leverage that opponents, even trade partners, can use to extract additional concessions or
increase the odds that an adversary concedes rather than fighting. Having more reasons not to
fight makes it easier for other states, even other trade partners, to make more extractive demands,
since the nominal risk that the opponent will refuse is lower. Additionally the level of economic

interdependence is common knowledge for both actors prior to bargaining, as Morrow (1999)
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pointed out, this means that ¢ If higher trade flows reduce both sides’ resolve for war, then the
effect of trade on the likelihood of conflict is indeterminate. Trade flows are observable ex ante,
and a state contemplating conflict considers its effect on both sides’ actions before beginning a
dispute. The initiator is less willing to fight, reducing the chance that it initiates a dispute. At
the same time, the target is also less willing to fight, increasing the chance that it makes
concessions to the initiator to avoid war, and thus increasing the chance that the initiator begins
a dispute. The net effect of these two changes is indeterminate.” Slantchev (2005)’s military
threats model makes a similar prediction about the changes to the costs of fighting. The cost of
war, however high, is outside of the Slantchev’s model because the utility of military threats is
high regardless of the cost of war because they would not be paid in equilibrium. That is the
model is driven by other factors such as how much each state value the issue being bargained
over and what capabilities they can bring to bear to signal their resolve (ie. arming as a way of
sinking costs).

Additionally, the assumption that military conflict generates opportunity costs seems
plausible at face value but has also not been systematically investigated to determine the
threshold at which it becomes true. The basic bargaining model offers a parsimonious set of
explanations and parameters to explain the outbreak of war but is open-ended about the logic
of the use of military force short of war. War in bargaining theory is the division of the finite
issue space at some point p with each side paying some cost of fighting (a and b). The model
predicts that bargaining failure results in wars and these should be relatively rare but is
ambiguous in its predictions about the use of military force during the bargaining process. Much
more common is the strategic use of mobilization of military force, the commonly used

militarized disputes behavior records some 2000 MIDs between 1816-2010 and less than 100
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wars. Branislav Slantchev (2005; 2011) develops a model that combines elements of previous
formal theory research on signaling and bargaining to explain this larger class of phenomenon
when states use strategically military force.

A military threat is defined as any physical move that is 1) inherently costly and 2)
changes the distribution of power during the crisis. These military threats function as a hybrid
of two signaling strategies identified by Fearon (1997), resembling both sunk costs strategies
(because it 1s inherently costly to mobilize troops) and hand tying strategies (because they are
a form of “incentive rearrangement” by ex-ante raising the cost of conflict). Military threats can
be useful to the actor because “it sometimes allows him to compel the opponent’s capitulation
in circumstances when he would not have been able to do so at the status quo distribution of
power without mobilizing additional resources.” (p. 69).

My research shows that commercial interests are not immediately impacted by this sort
of low intensity military signaling (such as military exercises and other shows of force, the
kinds of military operations we increasingly observe in the East China Sea and South China
Sea). Even though Chinese policymakers almost certainly intend these moves to be interpreted
as part of diplomatic bargaining and American policymakers certainly view the use of military
threats in these incidents with grave concern because they read these signals as intended.
Nevertheless, most forms of military mobilization and uses of military force do not trigger
economic costs because market actors correctly anticipate that they will not lead to a wider
escalation. Thus is the costs of war are not paid by either state or market actors, the logic behind
the use of military force that generates most of the MIDs that we observe should be not be

constrained by growing economic interdependence.
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Increased economic interdependence will increase the opportunity cost of conflict
marginally and enlarge the bargaining range. But greater trade between China and an adversary
is likely to have an indeterminate effect on the likelihood of militarized disputes and is better
explained using variables that measure relative capability and resolve. Whether or not these
crises escalate to war is driven by how effectively states can signal their resolve in the face of
the asymmetric information problem. It does not matter much for the constraint mechanism if
we treat the bargaining space as fixed because as long as economic interdependence does not
impact the valuation of the issue or the capabilities that China can bring to bear, it is irrelevant
for the predicted probability of escalation. Economic interdependence might effect these
variables but only over the long run, not in the time frame of a particular crisis to have an effect
on the conflict outcome. The one potential exception to this is that economic interdependence
can contribute to a credible commitment problem (as discussed in the theory section), here the
logic is that sudden shifts in trade expectations can lead to preventative war. These cases are
exceedingly rare because the swing in trade would have to be very large (ex. an economic

embargo) and is excluded from the analysis here.

Inform

A second set of mechanisms focuses on the role of information and attempts to explain
the relationship between commerce and conflict within a bargaining theory framework (Fearon
1995; Gartzke 1999; Morrow 1999; Powell 2002). As discussed in Appendix G, war can occur
as competitors mistake relative resolve or capabilities, and because competition generates
incentives for actors to conceal true information about these variables. In these models, military

disputes result when leaders misjudge the relative commitment of their opponents. Both sides
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benefit from overstating the level of their commitment, hoping that the opponent will back
down. Wars result when at least one side underestimates an adversary’s commitment, assuming
that they are bluffing when in fact they are resolved. To overcome the problem of incomplete
information, leaders must demonstrate their commitment through costly acts such as tying
hands or sinking costs (Fearon 1997). Sunk costs occur when a state takes an action that is
costly up front such as mobilizing forces during a crisis. They are informative because they to
the degree that they differentiate resolved or capable actors from those that are less willing to
pay the cost of fighting. Tying hands occur when an actor imposes on themselves a cost that
they only incur in the event that they fail to act in a manner consistent with their ex ante claims.
Costly signals avoid the cheap talk problem, backing up words with action.

Threatening to cut off trade or investment is one way that leaders can communicate
resolve during crises. Without economic interdependence, threats have relatively little cost
until one side escalates to military violence. Economic interdependence creates a middle step
in the escalation ladder between war and peace. Making threats or taking actions that harm
commerce is costly to both parties in an interdependent relationship. Therefore, as the degree
of economic interdependence increases, the costs involved in threatening war rise as well (as
merchants and investors abandon markets when and where war becomes more likely), ensuring
that leaders more credibly communicate resolve. Economies that are well integrated into the
global markets face the risk of capital flight when conflict is on the horizon. Markets are thus a
credible mechanism for revealing information, because they offer leaders a way to signal
resolve that is costly but also short of military violence.

Theories about the informational effects of trade on conflict were developed with the

bargaining theory of war in mind (Gartzke, Li et al. 2001; Gartzke 2007). However, the
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foundations of this mechanism remain under-theorized and in need of additional empirical
support. The core logic of the inform mechanism is essentially the substitution of economic
sanctions for military force in costly signaling. Given the long and inconclusive debate about
the efficacy of economic sanctions, we should not be surprised that we cannot reach a blanket
judgement on the effects of economic sanctions in bargaining. Instead domestic political factors
such as domestic political economy of the target state, problems of coordination among senders,
and credible commitment problems that emerge in quid pro quo negotiations have been shown
to affect the success of engagement strategies (Haggard and Noland 2017).

This volume seeks to make a contribution by testing the main observable implication of
this mechanism: the substitution of economic signaling for military signaling. Whether or not
this substitution occurs depends on the balance of domestic political costs leaders incur when
they use these two sets of instruments. Commercial peace theories hold that increased trade
gives private actors such as firms a political stake in foreign policy; that these firms are not just
passive ciphers for political events but active political agents capable of influencing policy.
Compared to the political costs of economic coercion, military force can often be the less costly
options for states to resolve their foreign policy disputes. 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. The majority of MIDs involve these types of low-intensity displays
or uses of military force, such as sending a naval vessel into disputed waters or test firing a
ballistic missile, that do not produce causalities. These types of military mobilization have a
dual role in crisis bargaining: they simultaneously sink costs (because they must be paid for

regardless of the outcome), and tie hands (because they increase the probability of winning
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should war occur). Thus, they are not cheap talk but useful foreign policy tools for states that
carry the additional benefit of not disrupting trade and finance linkages.

Recent work by Dafoe and Kelsey (2014) tested the information causal mechanism by
qualitatively examining six crucial cases in which the mechanism is most likely to be operative
and observable. These cases were military disputes between the UK and Argentina in 1982,
USA and Panama in 1989, Singapore and Malaysia in 1992, Bahrain and Qatar in 1986 and
political tension between Honduras and Nicaragua (1966-1976) and between Kuwait and the
UAE (1972-1977). They analyzed media reports, government documents, and other sources, to
evaluate the extent to which relevant individuals drew the appropriate inferences about market-
mediated costs and resolve. But they ultimately find that the causal mechanism does not hold
in the majority of these cases and that there is little evidence that states choose to bear economic
costs as a form of costly signaling but instead that economic costs arose as a byproduct of
escalation towards war (that is the arrow of causation is reversed). They conclude that “market-
mediated signaling may operate in major conflicts, [but] it is unlikely to account for much of
the association between capital openness and peace.” Thus, while the information mechanism
is the most compatible with bargaining theory and straightforward in terms of its observable
implications, it may not be the primary driver for the variation we observe in China’s use of

military force.

Transform
The transform mechanism is the most removed from bargaining theory of war and
closest to the classical liberal views about the effects of trade on conflict. Transformation does

not lend itself to empirical testing within a bargaining theory framework because it starts with
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the assumption that globalization transforms the interests of states, moving them out of the
realm of zero-sum competition to positive sum cooperation. There are two distinct ways to
model how economic engagement can mitigate security dilemmas with adversaries: “as a chip
in a bargaining game” or “broader transformative effects” (Haggard and Noland 2017). The
bargaining model consists of what Keohane (1984) calls specific reciprocity and works by
changing the strategic costs-benefit analysis of the target state. Specific reciprocity follows the
same logic as economic sanctions discussed in the previous section and can be studied as part
of the inform mechanism.

The second model of “broader transformative effects” is more similar to what I call the
transformation of interests and operates by strengthening political coalitions with more
moderate foreign policy preferences or socializing the target’s political leadership to new
opportunities and norms (Solingen 2007; Qin 2010). Whereas the first two mechanisms treat
the interests of leaders as exogenous and fixed, the transformation predicts that heightened
economic exchange will not just change the payoffs, but also the preferences of decision makers.
In other words, economic integration harmonizes the goals and interests of interdependent states.
The most salient example of this is the integration of Europe after the Second World War. In
advancing the Marshall Plan, American policy makers argued for rebuilding Germany’s
economy alongside the rest of Western Europe, in order to tie German interests to peace and
prosperity in the West. Together, the Marshall Plan and the rise of European economic and
political institutions transformed European geopolitics. Economic integration ensured
development and growth, enabled economic cooperation, reduced strategic mistrust, and
created bonds of common interest between historical rivals. International commerce catalyzed

fundamental changes to the culture, civil society, and political institutions of these states. As
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the exchange of capital, goods, people, and ideas across borders increases, the preferences of
leaders are said to change such that conquest is no longer considered a legitimate tool of foreign
policy. Indeed, despite recent turmoil in the Eurozone, European leaders, and their populations,
would find another continental war like those of the 20th century inconceivable.

Haggard and Noland (2017) write that economic interdependence create “stakeholders
in the target state who now risk losses from bellicose behavior and thus act as a political
constraint on the government. Interdependence can then gradually shift the overall political
balance — the ruling political coalition — in favor of reform. Unless this scenario be thought far-
fetched, consider China, where a nominally Communist party not only opened its economy but
subsequently moderated its foreign policy and even welcomed capitalists into its
ranks...international ties can also have socializing and learning effects...high-ranking
politicians reassess their grand strategies in light of new information delivered via increasing
political and economic integration.” The authors go on to note that this model of economic
engagement was central to Kim Dae-jung’s Sunshine Policy towards North Korea and also a
staple of current Chinese approach to Pyongyang. I would add that a similar rhetoric can be
found in American and Japanese engagement of the PRC and in subsequent PRC policy towards
Taiwan. This model of transformation is at the core of Richard Rosecrance’s notion of the
trading state. Rosecrance (1986) argues that changes in the world economy have led modern
states to become less reliant on territory than on commerce. Trade has become more efficient
than military conquest as a way to acquire goods and services for the state, just as buying things
at the store is often more efficient than stealing them, even for thieves and bank robbers.

This section focuses on the transformation mechanism, which I will try to distinguish

from the constraint mechanism (opportunity cost of conflict) and inform mechanism
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(substitution of economic sanctions) as discussed in the previous sections. The simple
correlation between economic interdependence and MIDs would not be a fair test of the
transform mechanism because it is measuring the wrong outcome variable. It is possible that
the transformative effect of economic engagement operates in other realms of foreign policy
(ex. coordination on macroeconomic policy) or at a different level of intensity (ex. prevents
wars but not ) that is not captured by MIDs as the outcome variable. One way to test for the
observable implications of this mechanism would be to observe whether states in fact redefine
their interests and become more cooperative over various issues when economic
interdependence increases.

The challenge lies in operationalizing the spectrum of interests where the transformation
mechanism can be expected to operate. As is common in the economic interdependence
literature, the Haggard and Noland passage quoted earlier conflates political and economic
outcomes (domestic economic liberalization and moderate foreign policy) that appear
correlated in the case of China but may be driven by very different domestic political processes.
Historically, it has certainly been true that economic liberals at home can prefer expansionist
foreign policies abroad as was the case with British imperialism under William Gladstone.
Additionally, some interests should be easier to transform than others and it is important to
think about how to array these along a spectrum before we can measure the transformative
effects of economic interdependence. I propose the following ordinal scale for national interests
ranging from subordination to dialogue along which economic interdependence can be expected

to operate (see Figure 4).
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Figure 4 Ways that Economic Interdependence can Transform National Interests

The scale is arrayed based on the degree of sovereignty that would have to be given up
in order to achieve the outcome where subordination to another country would require the
greatest amount of sacrifice while dialogue would require the least. Based on the bargaining
theory of war, nations generally prefer a negotiated settlement short of war to actually paying
the cost of fighting. Thus, the avoidance of war is the status quo ante between nations and
should not be viewed as the success of the success of the transformation mechanism. This is a
major theoretical departure from previous work on the commercial peace so I will elaborate
further on this point. What I am arguing that two nations can avoid war without economic
interdependence transforming their interests in any way just by virtue of the costliness of war
itself. The absence of war is therefore overdetermined. This is why my scale is centered on
avoiding war as the neutral outcome, with everything to the left requires the sacrifice of some
degree of sovereignty and everything on the right requiring little or no sacrifice of sovereignty'?.
Another distinction is that everything to the left of the spectrum can be considered positive
peace (elimination of the causes of conflict) while everything to the right of the right of the

spectrum can be characterized as negative peace (the absence of war).

= The scale is a gross simplification of reality and the relative positions between the various ordinal categories can
be debated (ex. whether policy coordination “easier” than economic or military assistance and which requires a
greater sacrifice of sovereignty probably depend on the specifics of policy involve). The general point here is that
national interests can be arrayed along some scale and that the transformation mechanism is stronger at one end of
this scale than the other.

37



This distinction between positive and negative peace is the subject of much debate in
the commercial peace literature. Stein Tennesson and the East Asia Peace Project group at
PRIO claim that since 1979 there has been an East Asian peace, marked by a decline of battle
deaths in domestic and interstate conflicts in the region compared to earlier decades in the Cold
War. The peace they describe is a negative peace and they explain this peace using existing
paradigmatic frameworks, particularly constructivist explanations that emphasize changing
perceptions and identity (Tonnesson 2008, 2009, 2016). David Kang (2009) offers a cultural
explanation for the East Asian peace, claiming that East Asians see a strong China as stabilizing
the region. Rationalist IR scholars like Avery Goldstein (2007) and Etel Solingen (2007) trace
the link between economic interdependence and peace, arguing that a growing number of Asian
(read Chinese) national leaders have come to prioritize economic growth and good relations
with the USA over more diverse or provocative aims. This is more in line with the liberal
conception that trade leads to a positive peace in Asia.

The transformation interpretation of trade and conflict gives most cause for optimism
and appears to offer the potential for the most dramatic change. I make a clear distinction that
the transform mechanism focuses on changing interests (strategy) and not just payoffs in the
context of bargaining. The capacity to change of hearts and minds admittedly sets a higher bar
for economic interdependence; the achievement of negative peace is more common than
positive peace. But if one believed that this is the case, then the transformation mechanism
would be observationally equivalent to the constraint mechanism. Thus, the hypotheses I derive
from the transformation mechanism focus on changes in China’s preferences over territorial

disputes to try to get at how growing trade might change their interests in territorial disputes.
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2.3 Testing the Commercial Peace in China

The standard large-N cross-national regression research design, with military force as
the dependent variable and economic interdependence as the independent variable, is
insufficient for distinguishing the effects of the three causal mechanisms outlined above from
each other. The standard empirical paper in the commercial peace literature faces a predictable
set of research design challenges. Scholars typically use the initiation of a Militarized Interstate
Dispute (MID)'* as a measure of a challenge to the status quo and MID reciprocation represents
crisis escalation. Though even this is not true and MID intensity (whether it resulted in fatalities)
is used as the sole outcome variable for conflict for scholars who do not use the bargaining
theory of war as their baseline model for conflict. It is often extremely difficult to interpret the
results of this literature for the following reasons:

1. Because peace is overdetermined, we face the problem of false positives when we fail
to observe MIDs between pairs of countries that are not engaged in crisis bargaining but
are economically interdependent. And because MIDs are rare events, the bias is the most
severe.

2. We also face the problem of false negatives because ultimatums or fait accompli by
challengers may not be captured by the MID measure and thus we don’t observe those
states that backdown in a crisis due to economic interdependence.

3. The datasets are typically set up with dyad-year observations so we have only a very
crude understanding of the crisis bargaining process involved. Additionally, we do not

have data on what the states are bargaining over, or whether the MIDs observed are truly

« The MID data set records all incidents in which states engage in militarized activity towards one another,
whether it is threats to use force, shows of force, or actual fighting (Ghosn, Palmer, and Bremer 2004)
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linked to competitive negotiation, and some scholars have pointed out - MIDs that are
actually incidents should not be seen as.

4. The regression outputs of these reduced-form designs only show that economic
interdependence is correlated with the absence of MIDs in a way that is consistent with
commercial peace theory. They do not actually test for stipulated causal mechanisms
stipulated in the various versions of the theory.

In Figure 5, I diagram the three causal mechanisms to show the limitations of large-n cross-

national designs that focused on measuring average treatment eftect of interdependence.
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Figure 5 Break Down of Commercial Peace Causal Mechanisms
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To summarize my theoretical expectations about the three mechanisms:

- The constrain mechanism predicts that increased economic interdependence will
increase the opportunity cost of conflict, enlarging the bargaining range, but have an
indeterminate effect on the probability of conflict in equilibrium.

- The inform mechanism predicts that increased economic interdependence will create
other means or costly signaling, reducing the need to use military force and increasing
the use of economic coercion in equilibrium (substitution).

- The transform mechanism predicts that increased economic interdependence changes
how states prioritize disputes such as territorial claims, making them less valuable
relative to the gains from economic cooperation. This mechanism operates at the level
of strategy and involve the potential for economic ties to transform the preferences or
goals of political actors.

In a standard large-n cross-national design, what is being compared is typically the total
number of MIDs in dyad years with higher economic interdependence against dyad years with
low interdependence. This is illustrated with a dotted line in Figure 6. The results are essentially
a ratio measure of all the MID/total dyad years in outcomes 1-6 compared to outcomes 7-10.
This comparative static does not tell us anything about which mechanism is driving the results,
just a direction of the correlation. It also conflates mechanisms that work at the strategic level
(transform) with those that operate at the tactical level (constrain and inform). More
problematically, it is agnostic about the underlying causes or processes of conflict, and thus
vulnerable to reverse causality (as is reflected in the long running debate between “trade follows
the flag” vs “the flag follows trade” in the empirical literature). I believe China’s deviation

from the predictions of commercial represents a unique opportunity to study the effects of
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economic interdependence and overcome each of these barriers. While previous studies of
economic interdependence using small-n designs suffered from significant selection problems
(Copeland 2014). The reduced-form results from large-n designs do not actually test for
stipulated causal mechanisms stipulated in the various commercial peace theories and the use
of large data sets that are vulnerable to substantial measurement error (Barbieri and Keshk 2009;
Gibler, Miller, and Little 2016). It is also easier to conceptualize an abstract bargaining space
containing all issue that matter to a pair of states and much more difficult to operationalize this

space empirically and compare issues across countries.

The most important advantage of focusing on China is that we can ex ante identify
whether it is engaged in competitive bargaining due to its numerous active territorial disputes.
Comparing the object of bargaining across countries over time can feel like comparing apples
and oranges, states differ greatly what they bargain over, the value at stake, and how these
values compare to the value of trade. But because the lion’s share of China’s militarized
behavior (nearly 90%) are over a delimited set of territorial disputes, I am able to keep one
quantity constant. That is to say because the extent of China’s territorial claims and the value
of the territory do not change significantly over time.'> This allows me to isolate the effect of
economic interdependence and compare how China’s bargaining behavior changes as its
foreign trade rises. Helpfully, China has engaged in a range of militarized disputes of varying
intensity (giving variation on the DV) and its trade dependence varies significantly across

countries and also over time (giving variation on the IV). Also it has settled territorial disputes

= With some exceptions when it comes to how the UN Convention on the Law of the Sea (UNCLOS) applies to
the South China Sea and the discovery of valuable nature resources in cases like the gas fields around the Senkaku-
Diaoyu Islands.
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with the majority of its neighbors, in many cases dividing the territory, meaning that its
territorial claims are not categorically indivisible and can be modeled with the bargaining theory
of war. Thus, the bargaining theory of war and military threats model provide a framework to
assessing whether and how changes in economic interdependence might impact its propensity
to use military force in a foreign policy dispute and what the observable implications of this
process might be. This approach also offers a distinct advantage over traditional small-N studies
in Chinese foreign policy which select on the dependent variable, that is focus on a noteworthy
foreign policy event, and then try to craft explanations for this phenomenon after the fact. At
minimum, the design adopted here will explain why China’s use of military force does not seem
to follow commercial peace theory but I hope that it also creates a chance to refine commercial
peace theory by disentangling long standing causal mechanisms whose assumptions have not
been systematically tested. Examining the effect of economic interdependence on China’s
militarized dispute behavior since 1949 allows me to sidestep the usual tradeoffs between small-,
medium-, and large-n designs. I have enough observations to conduct a standard large-n cross-

national regression and to perform causal process observation medium-n and small-n designs.

2.4 Hypotheses and Research Design

Therefore, I believe that a mixed methods design focusing on China’s foreign policy
behavior can address some of these challenges that are prohibitively difficult to do in large-n
cross-national studies. In this volume, I seek to explain China’s threats and use of military force
as my outcome of interest and examine how its growing trade interdependence changes how its
leaders define the national interest and how it changes their strategic behavior in bargaining

over territorial disputes. This chapter has outlined Zow economic interdependence, through
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these three mechanisms, can impact both crisis behavior and outcomes that are consistent with
the bargaining theory of war and military threats model. I will now generate hypotheses from
the three causal mechanisms of commercial peace theory: 1) constrain, 2) inform, and 3)
transform and derive observable implications that I then use an original dataset of Chinese
foreign policy to test using a large-n design, a medium-n design, and small-n case studies. I will
test the three sets of hypotheses outlined above in three empirical chapters using a mixed
methods design using the same Chinese Foreign Relations (CFR) dataset. The dataset contains
information on China’s military dispute behavior, use of economic sanctions, territorial disputes,

and economic interdependence.

Chapter 3: Large-n Analysis

The purpose of Chapter 3 is to introduce the Chinese Foreign Relations (CFR) dataset
and to establish the direction of the relationship between economic interdependence and
China’s use of military force. This first cut analysis will help establish the basis of comparison
against previous research on the commercial peace and provide a plausibility test for which of
the mechanisms might be driving the relationship. Regardless of the mechanism, the naive

expectation of commercial peace theory is summarized in hypothesis 1a.

Hypothesis la: As trade interdependence increases, China will be less likely to initiate a

militarized dispute (MID).
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However, as [ show in the theoretical discussion of the mechanisms that the null hypothesis (1b)
is equally likely. The constrain mechanism, in particular, does not predict a decrease in the

likelihood of MIDs.

Hypothesis 1b: As trade interdependence increases, China will NOT be less likely to initiate a

militarized dispute (MID).

I analyze the effect of economic interdependence and territorial disputes on the initiation of
militarized disputes (MIDS) by using the variable constructions and baseline models developed
and Oneal and Russett (1999) and Gartzke (2007) to allow for maximum comparability with
the existing literature. I estimated coefficients using logit in Stata with robust standard errors.
The data are from an original dataset on Chinese Foreign Relations (CFR) with information on
Chinese territorial disputes, military conflicts, and economic coercion, along with a number of
important covariates such towards 31 neighboring countries, including all countries in Asia plus
Russia and the United States, from 1949-2016. The purpose of this chapter is to establish in the
reduced form estimate for the effect of trade interdependence on China’s MIDs in a way that is
comparable to the empirical commercial peace literature. These results do not really provide
much evidence about which causal mechanism is most persuasive.

But I am able to make a theoretical distinction between a conception of foreign policy
where the bargaining space is assumed to be fixed (ie. a discrete piece of territory) and thus is
zero-sum, and one where the bargaining space that expands with interdependence (ie. the
surplus or future potential of the bilateral relationship). I focus on China’s use of military force

over territorial disputes, which again accounts for nearly 90% of all cases. In these cases, the
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zero-sum assumption is quite reasonable and the primary or salient issue between China and
the target country usually is about the sovereign status of that particular piece of territory. The
notable exceptions are the militarized disputes between China and the United States, which are
much harder to explain in this framework. But in the case studies I relax some of the zero-sum
assumption and consider ways that economic interdependence might impact bargaining
behavior if the bargaining space was not fixed. I focus on cases where the zero-sum assumption

1s more defensible (ex. not homeland disputes such as Taiwan).

With this mixed-method research design, I am able to relax the assumption that foreign
policy between states is best captured by zero-sum, competitive bargaining in subsequent
chapters. I leave room for economic interdependence to operate at the strategic level in
resolving the sources of dispute before examining the tactical choices about use of force. After
all it was none other than Otto Von Bismarck who said “politics is the art of the possible”,
implying that international affairs might be better modeled as non-zero sum creative bargaining.
This matters because some of the mechanisms that I test, particularly the transform mechanism
was not originally formulated with the bargaining theory in mind and authors who work in this
tradition envisioned economic interdependence as a force that can potentially shifts states from
competition to cooperation. Trading states might view something that is zero-sum, such as a
territorial dispute, as part of a larger bargain or deal that they are willing to cooperate with the
adversary to achieve. But combining even two different sets of issues into one bargaining space,
let’s say a territorial dispute and a commercial dispute, would be difficult to measure
empirically. Even if we could read the minds of leaders we would at best be able to rank the

two ordinally but would be hard pressed to describe them using the same scale of ‘utility’ when
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concessions are made in one of these issues for concessions in the other. To illustrate this issue
with a concrete example in Chinese foreign policy, we can consider China’s bargaining with
the United States over Taiwan. China’s long-standing territorial claim over Taiwan is part of
the bargaining range between the United States and China. The sovereign status of Taiwan is a
zero-sum issue (and arguably an indivisible issue for China) but is potentially part of a grand-
bargain between China and the United States (Glaser). How might we assess the relative weight
the US places on its commitment to Taiwan and other issues that it cares about (ex. South China
Sea access, North Korean proliferation, trade and investment rules, ‘global leadership’ etc), and
how would we model this as economic interdependence between China and the US grows?
Besides inferring through observed actions (ie the US makes a concession on South China Sea
but not on Taiwan), we have no way of knowing their relative importance to the national interest
or to the US president’s understanding of that national interest. This is problematic because the
observed action is more likely than not the result of a bargaining process. More importantly it
would be very difficult to figure out which issue the US was trying to gain leverage on if it was
to use military force against China even if it was in the vicinity of Taiwan, it might still be with

a larger bargain in mind (ex. the 1955 Taiwan Strait Crisis in the context of the Cold War).

Chapter 4: Transform Mechanism

My aim in chapters 4 and 5 is isolate the effect of economic interdependence and
observe how it impacts the choice to use military force as part of crisis bargaining and to
evaluate which mechanism best explains this process of instrument selection. As I note earlier,
the mixed methods approach I use is the most appropriate design for examining causal

mechanisms that large-n cross-national designs struggle with. Trade’s most transformative
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power might be its ability to move the way leaders think about foreign policy from zero-sum
competition to positive sum cooperation. In fact, most policy pronouncements about US-China
relations have this transformational tone to them. Chinese leaders regularly invoke the idea that
global governance is not a zero-sum game and that trade is a way for countries to develop
common interests. By the sheer volume of all manners of exchange between China and the
United States ranging from people-to-people, cultural, educational, technological, scientific
were all made possible by growing trade and investment flows between the two countries since
they restored diplomatic ties in the 1970s. While it would be foolish to dismiss the potential
power of the transformation mechanism on the probability of conflict altogether, it is difficult
to measure and assess the value of these growing ties. Trade can be thought of as increasing the
number of options for leaders to engage in what is known in negotiation as creative bargaining
or cooperative bargaining. Although most individual issues being negotiated are zero-sum (ex.
the level of a particular tariff), and there is a good deal of horsetrading between the many zero-
sum issues, the sum total of all possible issues are not because they are contingent on continued
cooperation to produce unforeseen future outcomes (ex. new industries that emerge from global
supply chains). This differs from side payments, which could be modeled in the bargaining
theory because here trade expands the bargaining space itself and expands the possible realm
where agreements can be reached.

But it is important to distinguish deepening cooperation on these other dimensions of
the relationship from the resolution of disputes that are directly related to the generation of
MIDs. I am interested in measuring the impact on national interests that are created by economic
interdependence, and so I cannot make the level or success of exchanges the outcome variable

(that would be using one form of exchange to measure another). Instead, I examine the capacity
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for economic interdependence to create positive peace through the transformation mechanism.
I focus on the ability of economic interdependence to achieve transformation on two outcomes:
1) changes in alliance status involving China and its trade partners and 2) the settlement of
territorial disputes. The focus on these two variables — alliances and territorial disputes —
because they have been shown in the IR literature to be key drivers of militarized interstate
disputes (MIDs). The changes in the status of alliances and territorial disputes is also relatively
easy to observe and measure, in contrast to more abstract measures of national interests such as

strategic posture.

Hypothesis 2a: As trade interdependence increases, China will be more likely to enter into an
alliance with the partner country (transform mechanism).
Hypothesis 2b: As trade interdependence increases, China will be more likely to settle

territorial disputes with the partner country (transform mechanism).

I will show that China’s use of military force is best explained by the status of disputed
borders and that the timing of border settlement has nothing to do with economic
interdependence. China’s use of military force tends to concentrate on a small number of
unresolved territorial disputes (the majority of which are maritime disputes as the land borders
are gradually settled). This chapter will also include detailed discussion of the diplomatic
history of these territorial disputes and how China’s claims have evolved over time. These
summaries will be grouped into the following sections: Taiwan, South China Sea (Paracels and
Spratlys), Indian border, Russian border, Vietnam border, and the East China Sea & Yellow

Sea EEZ (Senkaku/Diaoyu & Socotra Rocks). These tests are intended to be a form of causal
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process observation because these measures are the observable implications of the transform

causal mechanisms I have outlined above.

Chapter 5: Constrain and Inform Mechanisms

While Chapter 4 focuses on the capacity of economic interdependence to transform the
national interests at a strategic level, Chapter 5 focuses on its effects at the tactical level. For
the first cut of the analysis, I examine whether MIDs are less likely to occur when China is
more trade dependent with the target country and whether MIDs are more likely to occur when
China has an unresolved territorial dispute with the target country in that particular year. I will
also conduct qualitative research into the operational details of these MIDs and the movement
of financial markets to assess whether or not the MID was disruptive to business or was
followed up by economic sanctions.

If we hold the bargaining space constant over time (operationalized as the division of a
piece of disputed territory) and set the dependent variable of interest as the threat or use of
military force (MIDs), the constrain and inform causal mechanisms generate the following set
of hypotheses with contradictory predictions. The constrain mechanism predicts that economic
interdependence should have no effect on the likelihood of military force but the logic of
opportunity costs should reduce the likelihood of economic sanctions. The inform mechanism
predicts the opposite, that economically interdependent states will be more likely to signal using

economic instruments rather than military force.

Hypothesis 3.1a: China is more likely to escalate a dispute using economic sanctions than

military force as its trade dependence increases (inform mechanism).
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Hypothesis 3.2b: China is more likely to escalate a dispute using military force than economic

sanctions as its trade dependence increases (constrain mechanism).

Whether not these hypotheses are correct depend not only on the statistical correlation
between interdependence and the outcome variables (military force and economic sanctions)
but also on whether or not the structure of opportunity costs are consistent with the predictions
of the mechanisms. The constrain mechanism predicts that military force below the threshold
of war carries less opportunity cost than economic sanctions while the inform mechanism
assumes the opposite. The second half of this chapter will examine the structure of opportunity
costs associated with China’s military force and economic sanctions.

I compare both the timing and target of China’s use of economic sanctions and whether
its use of military force generated any economic costs (by looking at fluctuations of stock
market indices such as the Shanghai Composite Index '®) for MIDs where economic
interdependence is high. I select on the dependent variable (MIDs) to show whether or not the
causal mechanisms specified in bargaining theory interpretations of the commercial peace
(constrain and inform) produce observable implications that are consistent with the pattern of
conflict that we observe. These results will test the information mechanism’s core insight on

market-mediate signaling as a substitute for military force.

« This is a crude measure of market responses but the best measure I have given the relative infrequency of annual
trade data (which I can try to look into more disaggregated customs data if there’s enough time) and the fact that
China’s currency is fixed to the dollar for a large portion of when its economic interdependence is high and is thus
will not fluctuate in informative ways in response to external shocks.
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Hypothesis 3.2a: When trade dependence is high, China’s use of military force will be
associated with negative stock market returns (high military opportunity cost). To be clear, this
is a complex contingent claim with stock market returns = f (military force*interdependence)

Hypothesis 3.2a: When trade dependence is high, China’s use of economic sanctions will be
associated with negative stock market returns (high economic opportunity cost). Stock market
returns = f (sanctions*dependence). The way you put things is confusing to me because hard

to know which is DV and IV

These tests are intended to be a form of causal process observation because these
measures are the observable implications of the transform causal mechanisms I have outlined
above. Causal process observation can complement existing panel approaches by showing
whether or not the causal process stipulated in the theoretical model is valid or not (Haggard
and Kaufman 2012). The method involve first a within-case analysis and coding and then
aggregation across the population of cases. In a quantitative model, the effects of structural
variables, such as trade dependence are estimated across a heterogeneous set of cases, some of
which result in the absence of a militarized dispute as a result of the stipulated causal
mechanism and many of which probably do not. The focus on average treatment effects masks
the heterogeneity of militarized conflict and its absence (both of which are overdetermined);
the variable in question is either significant or not. By contrast, causal process observations do
not ask whether the variable in question is significant, but whether the trade dependence of state
actors conforms with the causal process stipulated in the theoretical model and result in a

reduction of militarized conflict.
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Chapter 6: Case Studies

In chapters 4 and 5, I separate the impact of economic interdependence on strategy
(transformation of national interests) and on tactics (constrain and inform bargaining behavior).
In chapter 6, I attempt to assess the impact of all three causal mechanisms, operating at both the
strategic and tactical levels, over time. In this chapter I will select on territorial dispute status
and trade dependence to show how changes across these two factors over time impact China’s
decision to use military force or economic sanctions in its foreign policy. The n here is a
territorial dispute in a specific country over two or more phases of trade dependence. The
purpose of this case study is to model the impact of trade dependence on the likelihood military
force will be used in a particular unresolved territorial dispute.

These case studies will follow a most different case design. I will pick two cases that
differ most on common explanations of conflict (controls) that also maximize variation on the
key explanatory variables (trade dependence and territorial dispute). The first case will be the
Senkaku/Diaoyu Dispute (1972-present) with Japan and the second case is the South China Sea
Dispute between China and Vietnam. What is attractive about this set of cases is that the
disputants vary on most dimensions that are associated with the probability of military conflict,
having very different geographies, level of nationalist animosity in China, level of economic
development and structure of trade in target country, strategic and conventional balance of
power, alliance status with the US, and regime type. Japan and Vietnam are very different on
almost all of these dimensions, yet what they have in common is the fact that they have
unresolved maritime disputes with China. I focus on two episodes of militarized conflict within

each case, one where economic interdependence is high and the other where it is low. I will
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show the logic of Chinese uses of military force in these two cases is also remarkably similar,

even as economic interdependence has increased dramatically between the two episodes studied.
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Chapter 3 Data and Quantitative Analysis

In Chapter 3 I analyze the effect of economic interdependence and territorial disputes
on the initiation of militarized disputes (MIDS) by using the variable constructions and baseline
models developed and Oneal and Russett (1999) and Gartzke '7 to allow for maximum
comparability with the existing literature. I estimated coefficients using logit in Stata with
robust standard errors. The data are from an original dataset on Chinese Foreign Relations (CFR)
with information on Chinese territorial disputes, military conflicts, and economic coercion,
along with a number of important covariates such towards 31 neighboring countries, including
all countries in Asia plus Russia and the United States, from 1949-2016. I will experiment with
different ways to operationalize the trade dependence variable and consider trade asymmetry
as well as trade/GDP. I also conduct a series of robustness checks and also estimate the results

using a series of logistic regressions, rare events logit, as well as a multinomial logit.

3.1 Hypotheses

As discussed in Chapter 2 commercial peace theories provide us with three distinct sets
of causal mechanisms of how trade can have an effect on the outbreak of conflict: constrain,
inform, transform. The naive expectation of commercial peace theory is summarized in

hypothesis 1a, the expectation is that trade reduces conflict regardless of which mechanism.

Hypothesis la: As trade interdependence increases, China will be less likely to initiate a

militarized dispute (MID).

17 (2007)
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But if we hold the bargaining space constant over time (operationalized as the division
of a piece of disputed territory), and set the dependent variable of interest as the threat or use
of military force (MIDs), then the constraint mechanism suggests that economic
interdependence might not reduce the likelihood of MIDs. Instead, it predicts that increased
economic interdependence will increase the opportunity cost of conflict, enlarging the
bargaining range, but have an indeterminate effect on the probability of conflict in
equilibrium. I test these hypotheses using panel data from the dataset on Chinese Foreign

Relations (CFR).

Hypothesis 1b: As trade interdependence increases, China will NOT be less likely to initiate a

militarized dispute (MID).

The purpose of this chapter is to establish in the reduced form estimate for the effect of
trade interdependence on China’s MIDs in a way that is comparable to the empirical
commercial peace literature. The constrain and inform mechanisms assume a fixed bargaining
space and lend themselves to this form of testing where the result is the marginal effect of
economic interdependence on the predicted probability of conflict. The transformation
mechanism operates on a longer time horizon and through the redefinition of national interests,
it has less to say about the likelihood about the outcomes of specific militarized disputes. What
should still hold is its prediction that the incidents of MIDs should decrease as economic
interdependence increases, just not as an outcome of the crisis bargaining process but as a

national interests shift to deemphasize conflict over territory. These results do not really provide
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much evidence about which causal mechanism is most persuasive, only whether or not the

pattern of data is consistent with the mechanisms.

3.2 The Chinese Foreign Relations Dataset

I construct an original dataset on Chinese Foreign Relations (CFR) with information on
Chinese territorial disputes, military conflicts, and economic coercion, along with a number of
important covariates such towards 31 neighboring countries, including all countries in Asia plus
Russia and the United States, from 1949-2016. The objective of the CFR dataset is to
comprehensive repository of data relevant to the study of Chinese foreign policy that
encompasses all existing efforts, easy to extend, and can be kept up to date. This paper uses the
territorial disputes and military conflict data from CFR as well as a battery of key covariates.

The Militarized Interstate Disputes (MIDs) v.4 data by '8 from the Correlates of War
project is the workhorse dataset for conflict studies. But, as Gibler, Miller, and Little (2018)
note, the original MID dataset suffers from an exceptionally high error rate for individual cases
in the data. I was frustrated to discover that many of the MIDs involving China are poorly
documented, factually inaccurate, or incomplete. MIDs prior to 1990 do not provide reliable
sourcing for the events in question and no narratives or specific sources exist for the entries.
Additionally, the existing MIDs data ends in 2010. Temporal and geographic coverage of
control variables in these datasets were even patchier. Given that China’s ‘new assertiveness’

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

18 Palmer et al., “The MID4 Dataset, 2002-2010: Procedures, Coding Rules and Description.”
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Thanks to generous support from the Smith Richardson Foundation, I was able to hire
a team of research assistants to 1) verify and document existing cases!®, 2) follow the MIDs,
TIES, and ICOW 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, and 3) update a series of covariates such as bilateral trade and CINC scores.
We also cross-reference each entry with qualitative scholarship on Chinese foreign policy by
political scientists such as Scobell (2003), Womack (2006), Fravel (2008), Huth (2009), Norris
(2016), and Kang (2018) as well as historians such as Zhai (2000), Chen (2010), Smith (2015).
The objective of this analysis was to ensure that the Chinese Foreign Relations (CFR) dataset
can be a useful resource for conducting both quantitative and qualitative analysis of Chinese
foreign policy, particularly China’s use of military and economic coercion. I also wanted to
make sure that this dataset is interoperable with as many of the existing cross-national IR
datasets as possible and am exploring ways to use machine learning to automate the data
collection process to extend this data.

My team collected data on Chinese military and economic coercion towards 31
neighboring countries, including all countries in Asia plus United States and Russia and
excluding microstates with populations under 1 million such as the Maldives and Vanuatu. 2°

The selection of these countries is intended to reflect countries where it is reasonable for China

» Despite multiple efforts, I was unable to obtain the MID narratives from the Gibler project that will be published
in a forthcoming volume, Douglas M. Gibler, Militarized Interstate Dispute Narratives, 1816-2010, Lanham, MD:
Rowman and Littlefield Publishers, 2018. I will cross-reference the narratives that my team has generated with his
narratives and reconcile any differences later this year.

» Full list: Afghanistan, Australia, Bangladesh, Bhutan, Brunei Darussalam, Cambodia, China, Hong Kong, India,
Indonesia, Japan, Kazakhstan, Kyrgyzstan, Laos, Malaysia, Mongolia, Myanmar, Nepal, New Zealand, North
Korea, Pakistan, Papua New Guinea, Philippines, Russia, Singapore, South Korea, Sri Lanka, Taiwan, Thailand,
Turkmenistan, United States of America, Uzbekistan, Vietnam
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to credibly threaten both economic and military force or be targeted by economic and military
coercion. Economically, China’s reach has become global in recently decades but militarily
China lacked power projection capabilities to threaten military force far beyond its borders until
2015. While it is building a blue water navy, its operations have been limited beyond the Pacific
Ocean. Thus, the list of countries includes all countries with whom China share a land border
and other countries adjacent to its maritime claims in the South China Sea where the Chinese
navy could feasibly operate. This eliminates false negatives for the dataset where China does
not the capacity to engage in military conflict because it lacks the physical capacity (ex. a MID
between China and Brazil), in a manner similar to politically relevant dyads (Lemke 1995). I
run a series of robustness checks using different operationalization of Asia, the results reported

here are not driven by the selection of these 31 countries (see Appendix C).

China’s Territorial Disputes

We also collected data on China’s territorial disputes from several sources: Fravel (2007,
2008), Huth and Allee (2009), and Hensel, Frederick, and Macaulay (2017). These authors
differed on how to delimit disputes that span over multiple features as well as in the dates for
dispute onset and settlement. We use the Hensel et al ICOW claim numbers as the baseline and
match information on various claims and features to the bilateral level as Fravel. For example,
Hensel et al considers individual features of India’s border disputes with China and group them
into three claim number: 922: Trans-Karakoram Tract, Jammu and Kashmir, Aksai Chin &
Eastern Ladakh; 911: Sikkim; and 912: Arunachal Pradesh. We retain these claim numbers for
the dataset and do our best to match each MID to the territorial dispute claim number. But we

also classify these three claims under “India border”, the name used by Fravel. We then
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reconcile the start and end dates of these claims using secondary sources. Newer or smaller
disputes such as the Scotra Rocks dispute between China and South Korea over the Yellow Sea
EEZ and the Nantuna Islands Dispute between China and Indonesia were not included in

Fravel’s original dataset but are included in ours. Table 1 below shows CFR’s summary of

China’s territorial disputes.

Table 1 Summary of China’s Territorial Disputes (1949-2016)

Disputed Area | Chinese Name | Features Claimant (s) Final
(©) Settlement
1.Yellow Sea T B Socotra Rocks South Korea, N/A
EEZ North Korea
2.Spratly Islands EYOEES, th Spratly Islands: | Taiwan, N/A
. . | Kalayaan Vietnam,
DBES, FAL | islands, Philippines,
GRS Scarborough Malaysia,
Shoal, Taiping Brunei
Island, Thitu
Island, West
York Island
3.Paracel Islands FEORES. 5k Paracel Islands: | Taiwan, N/A
e Woody Island, Vietnam
s Lincoln Island,
Triton Island,
Amphithrite
Group, Crescent
Group
4 Natuna Islands YR INEEES Natuna Islands Indonesia N/A
5.White Dragon HERS White Dragon Vietnam N/A
Tail Island Tail Island
6.East China HEE Senkaku/Diaoyu | Japan, Taiwan, | N/A
Sea EEZ Islands South Korea
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Table 1 Summary of China’s Territorial Disputes (1949-2016), cont.

Pradesh, Sikkim

Chinese Name | Features Claimant (s) Final
Disputed Area | (s) Settlement
7. Taiwan ae, BM Taiwan, Taiwan N/A
. Pescadores
B3, 513, | 1slands,
217 Offshore Islands
8.India Border | pe5ggsn mg | Aksai Chin & India 2005°!
o ’ Eastern Ladakh,
A, e FB Arunachal

9.Russia border

EEFD. 2

Argun River

USSR, Russia

1999, 20042

Murza Passes

(eastern) . Islands, Amur &
E3 Ussuri River
Islands
10.Tajikistan TR Sarykol Range USSR, 1999
border Tajikistan
11.Bhutan SFEAHEX Dpklam- Bhutan, India 199823
border Sinchulumpa-
Gieu
12 Kyrgyzstan SFREFR ERIE Khan Tengri & | USSR, 1998
border /_’ ’ Irkeshtam, Kyrgystan
FR/REeiE Uzengi-Kuush
13.Kazakhstan SFREFR ERIE Khan Tengri, USSR, 1998
border Chogan-Obo Kazakstan
Valley & Bay-

» 2005 China and India signed a Principles Agreement in which China relinquished its claims on Sikkim but no

progress was made on the other disputed territories

» 2004 Russia and China signed an additional agreement to settle the last unresolved disputes over the Amur &

Ussuri River Islands after the 1991 boundary agreement and 1998 border protocol

» 1998 China and Bhutan signed a Principles Agreement to “maintain peace and tranquility on the Bhutan-China

border areas” which did not resolve the status of boundaries in Doklam.
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Table 1 Summary of China’s Territorial Disputes (1949-2016), cont.

Disputed Area | Chinese Name | Features Claimant (s) Final
(s) Settlement
14.Russia border PUseE, i E Ili Valley & USSR, Russia 1994
(western) ) Lake Zaysan,
PEEDIS, BR Sarykol Range,
SEHmA Western
Xinjiang, Tannu
Tuva
15.Vietnam Z\1), kL, China-Vietnam | Vietnam 1999
Border Border Regions
AR
16.Laos Border Sino District Laos 1991
Tract
17.Macao 3EaPg Macao Portugal 1987
18.Hong Kong E5, L Hong Kong, United 1984
Kowloon Kingdom
5 Peninsula
19.Afghanistan | Fr=s£ER Wahkan Afghanistan 1963
border Corridor
20.Pakistan T ETF A, Trans- Pakistan, India | 1963
border Karakoram
IR - 7K Tract, Jammu
IRER and Kashmir
21.North Korea KELW Changbai North Korea, 1962
border Mountain South Korea
22 .Mongolia (SEIE LI Baytik Mongolia, 1962
border . Mountains & USSR
e I/RSK S Hongshanzui,
Altay Mountains
23.Nepal border hf2iaR Mt Everest & Nepal 1961
Border Regions
24.Burma TR Nam-Wan Tract, | Myanmar 1960
border Wa State Border
I'EX, 'fﬁﬂz Regions
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The final settlement column in the above table reflects the reconciled settlement date
for the disputed border. The date reflects the date when the two countries signed a boundary
agreement or a border treaty that delineate the status of the border (with a few exceptions
indicated by footnotes). The data show two waves of settlements, in one in the 1960s and
another in the 1990s, following the pattern originally described by Fravel (2007). The first wave
occur in the wake of domestic instability in China after the failure of the Great Leap Forward
and rising tensions with the USSR and India while the second wave involve the reconciliation
of borders with post-Soviet states and Vietnam after the collapse of the USSR. The settlement

date is important because it is used to code the Territorial Dispute variable used in the analysis.

China’s Involvement in Militarized Interstate Disputes

We identified 168 episodes of military coercion, MIDs,?* (of which 16 are ICB crises
and 8 are wars) AND 39 episodes of economic coercion.?’ 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. Figure 7 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, and 5=War). The text reflects the crises in
the International Crisis Behavior (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

» | operationalize military coercion as the initiation of a military interstate dispute (MID) by China or targeting
China using data from the Correlates of War (COW) Project (citation). I also eliminated some MIDs that seem to
be errors (those against Xinjiang, Beijing, Tibet etc)

= There is variation on both the key dependent and independent variables over time within this set of countries. All
MIDs are restricted to these countries and the majority of TIES (exceptions Norway, Portugal etc)
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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).

History of PRC Militarized Conflicts (1949-2016)

Korean War |, II, llI Sino-India Border |, Il Sino-Vietnam War Sino-Vietnam Clashes |, 1, Ill
(1950-1953) (1959, 1962) (1978) (1984, 1987, 1988)
5
Taiwan Strait I, Il Taiwan Strait [ll  Sino-Soviet Border Clash Taiwan Strait IV Scarborough Shoal
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Figure 6 MIDs involving China (1949-2016)
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Measuring China’s Trade Dependence

To calculate trade interdependence, we use the baseline trade data is from Barbieri et
al’s 2 Correlates of War Trade 4.0 Dataset (1870-2014) and extended to 2016 by using
officially reported trade growth statistics. The baseline GDP data comes from Graham and
Tucker (2017) International Political Economy Data Resource and extended to 2016 using
officially reported GDP growth statistics to 2016. The conventional way to measure trade

interdependence is as:

Importsij+Exportsij
GDPi

Trade Dependence; =

This variable will generate two measures trade dependence for each dyad year because the
importance of bilateral trade for each country is different due to their GDP. Figure 7 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.

26 Katherine Barbieri, Omar M.G. Keshk, and Brian M. Pollins, “Trading Data,” Conflict Management and
Peace Science 26, no. 5 (2009): 471-91, doi:10.1177/0738894209343887.
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Figure 7 Bilateral Trade Dependence Across Four Crucial Cases

One simple way to assess the face validity of my theory in comparison to the standard
commercial peace theories would be to plot China’s trade dependence score on the x-axis and
target country’s trade dependence score on the y-axis and studying whether the distribution of
militarized dispute onsets dyad years follow the pattern predicted by my theory or by the

commercial peace (see Figure 8).
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Figure 8 Scatterplot of Dyadic Trade Dependence Scores

Figure 8 shows a scatterplot of China’s trade dependence against the trade dependence
of the 31 other countries for which I have data in the CFR dataset. The dyad years where China
initiated a militarized dispute is shown in orange. The red dashed lines divide the plot into four
quadrants corresponding to those in Figure 4 based on the mean value of China’s trade
dependence (0.0054) and the mean value of target’s trade dependence (0.0605). Commercial
peace theory would expect that there should be significantly fewer episodes of militarized
disputes in quadrant IV (high china_dep) than in quadrant I1I (low china_dep) but this does not
appear to be the case. Indeed, the pattern of MIDs offers support for my theory that increased
trade dependence might not constrain military force between interdependent countries. Of
course, the sort of descriptive evidence presented in Figure 8 cannot account for factors such as

time trends, distance, and relative capabilities that might confound the relationship between
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trade dependence and militarized disputes. I take these factors into account in my statistical

analysis in the following section.

Trade Dependence Scores for MIDS Initiated by China (1949-
2016)
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Figure 9 Trade Dependence Scores for MIDs Initiated by China

Figure 9 shows an enlarged version of the China initiated MIDs from Figure 8. Of course,
the sort of descriptive evidence presented in Figure 9 cannot account for factors such as time
trends, distance, and relative capabilities that might confound the relationship between trade
dependence and militarized disputes. The CFR datasets also contain updated correlates to allow
me to perform the necessary econometric analysis to control for these factors. The following

section of this paper is devoted to presenting the results of this statistical analysis.
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3.3 Research Design

I analyze the effect of economic interdependence and territorial disputes on the initiation
of militarized disputes (MIDS) by using the variable constructions and baseline models
developed and Oneal and Russett (1999) and Gartzke (2007) to allow for maximum
comparability with the existing literature. I estimated coefficients using logit in Stata with
robust standard errors. I only report a representative sample of the regression results in Tables
2 and 3 and include additional analysis in the various appendixes. In Table 2 I estimate the
effect of economic interdependence on MIDs and economic sanctions in separate logistic
regressions and in Table 8 I combine the analysis and use a multinomial logistic regression to
examine the choice between these foreign policy instruments. The models are all variations of

the following:

flk, D) = Box + Prrdepq; + B2 xdepy; + P31 gdppcy; + Paxdistance; + Ps contig;

+ Be xdispute; + g paf finity; + Bo regime; + By Incaprt;

Dependent variables: Militarized Disputes

Because I am interested in the effects of trade interdependence on both China’s foreign
policy behavior and in the foreign policy behavior of partner countries, I use two sets of
dependent variables from the Chinese Foreign Policy dataset in my analysis. The first set
consists of the initiation of a new militarized dispute by China, coded with the standard
dichotomous coding of 1 for the start year of the event and O otherwise. These include 92

episodes of militarized disputes. The second set consists of the initiation of a new militarized
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dispute against China in a dyad year. These include 76 episodes of militarized disputes. For

robustness, | also created lagged versions of both variables.

Independent variable: Trade Dependence

The key independent variable of interest is trade dependence, which is conventionally
operationalized as the ratio of bilateral trade over gross domestic product (GDP). I follow this
standard operationalization (Country A’s trade dependence with country B during year ¢ is
calculated as: Trade Dependence. = (Exportsap + Importsap, ()/GDPay.) to create two measure
of trade dependence measures, one for China and another for its trade partner, for each year.
The baseline trade data is from Barbieri et al’s 27 Correlates of War Trade 4.0 Dataset (1870-
2014) and extended to 2016 by using officially reported trade growth statistics. The baseline
GDP data comes from Graham and Tucker (2017) International Political Economy Data
Resource and extended to 2016 using officially reported GDP growth statistics to 2016.

China’s trade dependence ranges from 0 to 0.0973 (China with the U.S. in 2006) while
partner trade dependence ranges from 0 to 1.2 (Kyrgyzstan with China in 2009). Appendix A
reports the summary statistics of all variables used in this analysis. Existing literature and
conventional wisdom suggest that as a country’s trade dependence on a partner grows, it should
be less likely to use military force against that country. But I do not expect trade dependence to
decrease the propensity for military force, though I do expect trade dependence to cause a
modest decrease the use of economic sanctions. Other key variables in the liberal peace
literature are treated as controls in this study because my theory deals exclusively with trade.

China’s Territorial Disputes

%7 Barbieri, Keshk, and Pollins, “Trading Data.”
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In addition to the standard controls, I also control for the presence of an active border
dispute during the dyad year (dispute) in some models. Border disputes are positively correlated
with MIDs (even though most border disputes do not result in conflict, and even fewer result in
wars). | 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 2 cross referenced with Fravel 2° and Hensel et

al (2017) for date of settlement.

Control Variables:
I include the same battery of control variables as previous studies 3° to facilitate
comparison of results. I could not include some variables such as major power dyad or alliances

because my sample of cases do not offer enough variation on those measures.

Regime type: The liberal peace literature asserts that democracies are less likely to fight
each other; other scholars have extended this insight to argue that non-personalist autocracies
may also be similarly constrained in the use of military force *'. I did not use the joint
democracy most common in the literature because China remains a single party autocratic

regime across the entirety of my dataset. Instead I include a control for regime type (Regime)

28 Paul K Huth and Todd L Allee, The Democratic Peace and Territorial Conflict in the Twentieth Century, vol.
82 (Cambridge University Press, 2002).

2 Fravel, Strong Borders, Secure Nation: Cooperation and Conflict in China’s Territorial Disputes.

30 Gartzke, “The Capitalist Peace”; John R. Oneal and Bruce M. Russett, “The Classical Liberals Were Right:
Democracy, Interdependence, and Conflict, 1950-1985,” International Studies Quarterly 41, no. 2 (1997): 267—
94, doi:10.1111/1468-2478.00042.

31 Jessica L. Weeks, “Strongmen and Straw Men: Authoritarian Regimes and the Initiation of International
Conlflict,” American Political Science Review 106, no. 2 (2012): 32647, doi:10.1017/S0003055412000111.
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takes the absolute value of the difference between the dyadic Polity IV scores each year. China’s
Polity score ranges from -9 to -7 and so the Regime measure takes on a greater value as the
distance between regime types in the dyad increases, ranging from 19 in dyads with full
democracies like the United States (10) to 0 with autocracies like North Korea (-9). I also use
a dichotomous measure of partner democracy (coded as 1 if Polity>7) for robustness (see

Appendix F).

Affinity: Gartkze * introduced an affinity index based on United Nations General
Assembly voting into the liberal peace literature as an alternative to alliance portfolios, which
are highly correlated with military conflict, to control for similarity in national interests between
dyads. I use a modified version of s-score data from Voeten et al >3 which ranges from -1 (least
similar interests) to 1 (most similar interests) as a control. Modification was necessary to extend
the range of this variable since the People’s Republic of China took over the United Nations
seat from the Republic of China (Taiwan) in 1971 and had diametrically opposed national
interests with Taiwan prior to 1971. In order not to lose coverage on the affinity variable from
1949-1971, I manually coded China’s diplomatic relations with target countries based on
historic records to predict how it would have voted in the UN if it had a seat at discrete values
of -1, -0.5, 0, 0.5, and 1. For example, prior to the Sino-Soviet Split in 1960, China and Russia
was coded as most similar (1) but downgraded to (-0.5) until 1969 when war between the two
communist powers looked eminent (-1) and remained thus until Voeten data for the dyad

becomes available in 1972. Countries where the diplomatic history is unclear such as with Laos

32 Gartzke, “The Capitalist Peace.”
33 Michael A. Bailey, Anton Strezhnev, and Erik Voeten, “Estimating Dynamic State Preferences from United
Nations Voting Data,” Journal of Conflict Resolution 61, no. 2 (2015): 1-27, doi:10.1177/0022002715595700.
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and New Zealand are left blank until more research assistant time can be dedicated to the task.

I also used an unmodified s-score measure from Voeten for robustness (see Appendix F).

Capabilities: 1 also control for the balance of power by including a measure of the
difference between the active and potential military capability of the dyad (Capabilities) 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). I construct a standard
capabilities ratio score by taking the log of the ratio between China’s CINC score and the target
country’s CINC score. The balance of power becomes more skewed in favor of China as this

measure increases in value.

Development. Economic development is widely believed to decrease conflict among
rich nations by making conquest of territory less attractive. At the same time, poor countries
that lack the material means to project power abroad may engage in fewer conflicts. I follow
Gartzke (2007) by including the interaction of target country per capital GDP and contiguity
(GDPPC x Contiguity) as control because the declining value of conquest should manifest itself
in relations with neighbors rather than power projection overseas. I use the target country’s per
capital GDP rather than China’s because it exhibits a wider range of variation and is less likely
to be collinear with China’s rising capabilities. I also use a more conventional log of GDPPC

of the target country as a robustness check.
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Distance and Contiguity: Distance is operationalized as the natural log of the great circle
distance between the national capitals (because China is a large country and Beijing is not at its
geographical center, a future round of coding aims to update this data with the distance to the
nearest regional military headquarters). Contiguity is a dummy variable that is coded 1 if the
dyad shares a land border or are separated by less than 150 miles of water. I included these two

standard controls for geography.

3.4 Results

The regression results provide evidence consistent with my expectation that trade
dependence does constrain, but may actually increase the use of military force in Asia. The
status of territorial disputes play an important mitigating role in whether or not trade
dependence constrains China’s use of military force. I also ran all models using rare event logit
34, different conceptions of Asia, different operationalization of variables, time and country
fixed effects. I include these robustness checks with alternative specifications in the Appendices
B-E.

Table 2 lists the results of six regressions, models 1-3 have China’s initiation of a
militarized dispute as their dependent variable while models 4-6 have China’s initiation of an
economic sanction as the dependent variable (I will focus on the results for militarized disputes
in this Chapter and discuss the results for economic sanctions at greater length in Chapter 5).

Model 1 offers the most basic test of my theory against the commercial peace literature, which

34 Langche Zeng, “Society for Political Methodology Logistic Regression in Rare Events Data Author ( s ): Gary
King and Langche Zeng Reviewed Work ( s ): Published by : Oxford University Press on Behalf of the Society
for Political Methodology Preserve and Extend Access To” 9, no. 2 (2013): 137-63.
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predicts that as China’s trade dependence with a given country rises, it should engage in fewer
militarized disputes and yield a negative and significant coefficient. The results show that the
opposite is true, China’s trade dependence is positively and significantly correlated with its
initiation of militarized disputes. This result holds true after controlling for existence of a
territorial dispute, the strongest predictor of conflict behavior in the dataset, in Model 2. Of the
standard battery of control variables, only affinity is statistically significant and consistent with
the expectation that, as shared national interests increases, the likelihood of military disputes
decrease. Regime type, level of development, and capabilities ratio are all not statistically
significant correlated with China’s use of militarized disputes. Distance and contiguity are not
statistically significant, likely because their effect on militarized disputes are contingent on the
existence of territorial disputes.

Model 3 introduces an interaction term between territorial disputes and the target state’s
trade dependence to determine the predicted probability of MID conditional on territorial
dispute status. The results show that the coefficient on this interaction term is positive and
significant. This means that, for those countries that have an unresolved territorial dispute with
China in a given year, the probability for a MID is positive and significant even as trade
dependence increases. The coefficient on the target’s trade dependence is negative and
significant in Model 3, suggesting that for those countries that do not have territorial disputes
with China, greater trade is correlated with reduced conflict. China’s trade dependence is
positively and significantly correlated with MID onset across all models, meaning that the
probability of a MID onset remains positive even as China becomes more trade dependent on

its neighbors holding relative military capabilities and economic development constant.
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Table 2 Logit Regression of Trade Dependence on Initiation of Militarized Disputes and
Economic Sanctions by China (1949-2016)

(D () 3) “) ) (6)
VARIABLES Military Military  Military  Sanction  Sanction Sanction
Dispute Dispute  Dispute Onset Onset Onset
Onset Onset Onset
IV: Trade
Dependence
Target 2.180** 2013  -24.71%**  3.656 3.724 -3.363
(0.919) (1.672)  (9.349) (4.139) (5.107)  (2.973)
China 32.69%*%  34.34%*%  37.62%*%*  S51.56%**  52.76%** 52.06%**
(13.59) (12.43)  (10.85) (10.45) (11.30)  (12.32)
Target*
Territorial Dispute 28.13%* 8.729
(11.28) (7.948)
Controls
Regime Type -0.0319 -0.0388 -0.0230 -0.0630 -0.0697 -0.0700
(0.0618) (0.0584) (0.0715) (0.0900) (0.0751) (0.0657)
Affinity -0.726 -0.971***  _1.108%** -0.978** -0.700 -0.684
(0.493) (0.297) (0.308) (0.496) (0.427) (0.440)
Capabilities -1.335%x -0.518 -0.330 -0.759 0.192 0.177
(0.657) (0.449) (0.481) (0.710) (0.452) (0.384)
Development -0.000147*%**  2.46e-05  0.000145%* -0.00174** -0.00174**  -0.00225
(5.39¢-05)  (4.42e-05) (8.69e-05)  (0.000864)  (0.000769)  (0.00149)
Contiguity 0.998* 0.271 0.245 0.846 0.330 0.594
(0.559) (0.539) (0.457) (0.816) (1.092) (1.067)
Distance 1.413%%% -0.165 -0.443 2825k -0.491 -0.612*
(0.489) (0.452) (0.345) (0.364) (0.463) (0.333)
Territorial Dispute 2.4Q7%** 1.628%** 3.197%** 2.7071%**
(0.554) (0.383) (0.648) (0.739)
Constant 10.11%* -1.896 0.613 19.86%** -1.630 -0.249
(4.867) (4.878) (3.930) (4.128) (5.055) (3.291)
Observations 871 871 871 871 871 871

Robust standard errors in parentheses
*H% p<0.01, ** p<0.05, * p<0.1
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Effects of Trade Dependence on Initiation of Militarized Disputes

Figure 10 estimates the marginal effects of China’s trade dependence on the probability
that it will initiated a militarized dispute, all else equal. 3 The counterintuitive result is that
China is nearly three times as likely to initiated a MID at the highest levels of trade dependence
as it is in the lowest values, all else equal. This means that as China’s trade with a target country
makes up a larger share of its GDP, it is more likely to use military force against that target,
contrary to the expectations of commercial peace theory. In this model, the coefficient on the
target’s trade dependence is statistically insignificant, meaning that China is not more likely to
use force against countries that are more economically dependent on it. The coefficient for
territorial dispute is positive and highly significant, meaning that China is much more likely to

use military force against countries with which it has an unresolved border dispute.

= Table 1 in Appendix E lists the results of six regressions, models 1-3 have China’s initiation of a militarized
dispute as their dependent variable while models 4-6 have China’s initiation of an economic sanction as the
dependent variable. Model 1 offers the most basic test of my theory against the commercial peace literature, which
predicts that as China’s trade dependence rises, it should engage in fewer militarized disputes and yield a negative
and significant coefficient. The results show that the opposite is true, China’s trade dependence is positively and
significantly correlated with its initiation of militarized disputes. Figure 9 is generated from the results of Model
2 which includes territorial disputes as a control.
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Figure 10 Probability of a Militarized Dispute Initiated by China

for Values of the China’s Trade Dependence

These results become even stronger when I introduce an interaction term for territorial
dispute and target’s trade dependence to distinguish the effects of trade dependence across
states with which China has settled borders and those with which it has not. When we interact
territorial dispute with target trade dependence, the coefficient for China’s trade dependence
increases and becomes statistically significant at the 99% confidence level. The coefficient on
target’s trade dependence becomes negative and significant while the coefficient on the
interaction term 1is positive and significant. This means that the probability of China using
military force increases particularly when there is a territorial dispute. But as a country’s
dependence on trade with China increases, the probability of China using military force against

that country decreases (in other word commercial peace holds), if that country does not have a
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territorial dispute with China. These results are telling because they suggest that China’s
relatively unique pattern of unresolved borders, particularly maritime borders, explains why it
is an anomaly in the empirical commercial peace literature. These results are at odds with the
naieve commercial peace hypothesis that as trade interdependence increases, China will be less

likely to initiate a militarized dispute (MID).

Effects of Territorial Disputes on Initiation of Militarized Disputes

Figures 11 show the marginal effects of China’s economic dependence on its use of
militarized disputes by territorial dispute status. The red lines show the estimated marginal
effect of trade on the dependent variables when there is an active territorial dispute between
China and the target country in that dyad year and the blue line shows the results when there is

not.
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Figure 11 Territorial Dispute Status and Military Signaling Results
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Figure 11 clearly shows that China is more likely to use military force in ongoing
territorial disputes. It lends support for hypothesis 1b: As trade interdependence increases,
China will NOT be less likely to initiate a militarized dispute (MID). When it is involved in a
territorial dispute, China is not less likely to constrain its use of military force as trade
dependence with the partner country increases. If anything, it is more likely as the slope of the

line is slightly positive but not statistically significant at the 95% confidence level.

Effects of Trade Dependence on Use of Military Force Targeting China

The theory I develop in Chapter 2 is a general theory of commercial peace, the
mechanisms should apply to the pattern of MIDs that target China as well as those that are
initiated by China. This set of cases are important to consider because conflicts of territorial
disputes are an ongoing series of tit-for-tat actions and it is very difficult to determine which

country is the revisionist actor in each incident without considering the whole.

Table 3 show results from the same six regressions from Table 2 except with the target’s
initiation of a militarized dispute or economic sanction against China as the key dependent
variable. Models 1-3 have the initiation of a militarized dispute against China as their dependent
variable while models 4-6 have the initiation of an economic sanction against China as the

dependent variable.
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Table 3 Logit Regression of Trade Dependence on Initiation of Militarized Disputes and
Economic Sanctions Against China (1949-2016)

(1) (2) 3) ) 6) (6)
VARIABLES Military Military Military Sanction  Sanction Sanction
Dispute Dispute Dispute Onset Onset Onset
Onset Onset Onset
IV: Trade
Dependence
Target 5.388*** 4.045%#*  6.146% -87.90%** 09 45%**k gD Sw*
(1.453) (1.876) (3.144)  (30.34) (34.94)  (22.55)
China 1.086 4.167 5.164  63.92%**  70.17*** 82 .88%**
(35.59) (26.61) (26.96) (20.31) (22.18)  (22.14)
Target* -2.164 -64.62
Territorial Dispute (4.237) (82.45)
Controls
Regime Type -0.0713 -0.0523 -0.0601 0.397%** 0.429%** 0.419%**
(0.0754)  (0.0590)  (0.0695)  (0.0502) (0.0579)  (0.0827)
Affinity -0.877** -0.652%* -0.679* 18.96%** 18.59%** 18.61%**
(0.342)  (0.335)  (0.381) (2.800) (2.378) (2.341)
Capabilities S1.716%%  -0.946% 20.978  -5.512%k%  _§353kxk 5 554k
(0.721)  (0.574)  (0.624) (1.118) (1.255) (1.662)
Development 3.58e-05 -8.50e-05 -5.02¢-05 0.000724*** (0.000774***  0.00102
(0.000141) (0.000184) (0.000189) (0.000201)  (0.000297)  (0.000641)
Contiguity 0.303 0.670 0.542 S5.974%k%  _§30%kx 5 53k
(0.996)  (0.919)  (0.868) (1.084) (0.968) (1.173)
Distance -0.497 -0.632 -0.524 2.721 %% 1.905* 2.217%*
(0.764)  (0.699)  (0.731) (1.020) (0.996) (1.075)
Territorial Dispute 2.178%** 2 3FQH** -1.895%** -0.691
(0.675)  (0.637) (0.611) (1.696)
Constant 3.797 2.060 1.208 A3 1FR% 3502%Kk% 38 84Kk
(6.918)  (6.045)  (6.142) (8.709) (8.151) (8.962)
Observations 766 766 766 766 766 766

Robust standard errors in parentheses
*H% p<0.01, ** p<0.05, * p<0.1
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These results are largely consistent with my theory and the direction of effects in Table
3 with several important exceptions. Models 4-6 show that greater trade dependence of the
target (note that in these models “target” is the initiator of coercion against China) is negatively
and significantly correlated with initiation of an economic sanction (TIES) against China.
China’s trade dependence appears to be positively and significantly correlated with the
initiation of sanctions. Models 1-3 show that target’s trade dependence on China is positively
and significantly correlated with initiation of militarized disputes (MIDs). This is more
consistent with the expectations of my constrain mechanism (Hypothesis 1b), as dependence
on trade with China increases, countries find it more difficult to use economic sanctions against
it but no less difficult to use military force. These results do not support the predictions of the
inform mechanism that increased economic interdependence will create other means or costly
signaling, reducing the need to use military force and increasing the use of economic coercion

in equilibrium.

3.5 Summary

This chapter offers a first cut of the analysis using a new dataset on Chinese Foreign
Relations (CFR) to test if the relationship between economic interdependence and militarized
disputes conform to the reduced form expectations of the three competing mechanisms of the
commercial peace: constrain, inform, and transform. The evidence suggests that economic
engagement and integration may not yield an unambiguous and monotonic between the two
variables. At the very least, the evidence contradicts the naive commercial peace hypothesis

that economic interdependence reduces conflict.
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The very complexity of economic interdependence ensures contrasting effects in
different circumstances. For example, states sometimes substitute economic tools for military
power, while at other times they are constrained from doing so. In other contexts, nations may
even resort to military violence at lower intensities to avoid economic confrontation, where
commerce is profitable or extensive. The results show conclusively that China is NOT less
likely to use military force as its economic interdependence increases, lending support to
hypothesis 1b: As trade interdependence increases, China will NOT be less likely to initiate a
militarized dispute (MID). But it does not provide enough evidence to distinguish the inform
mechanism from the constrain mechanism. We also do not know whether the lack of an effect
is due to the failure of the transform mechanism, which seems likely given the association of
MIDs with unresolved territorial disputes. In the following chapters, I will attempt to separate

and observe the individual effects of these competing mechanisms.
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Chapter 4 Does Interdependence Transform National Interests?

In this chapter, I focus on examining the capacity for economic interdependence to
create positive peace through the transformation mechanism. I am interested in the capacity of
economic interdependence to redefine the national interest and resolve the underlying causes
of conflict. This is a hard test of the transformation mechanism. But since my ultimate
theoretical goal in this dissertation is to understand the effects of economic interdependence on
conflict, it is necessary to identify measures would lead to conflict in the absence of economic
interdependence and not just indicators of cooperation. Negative peace is overdetermined and
the effects of economic interdependence on the numerous ways states cooperate on this end of
the spectrum has been exhaustively studied. Additionally, these outcomes are endogenous to
China’s choice to undergo economic liberalization. It is thus difficult to say who is socializing
whom or who is transforming whom economically once the process of economic engagement
begins. Trade tends to beget more trade and investment more investment, driven purely by
market actors and independent of state interests. Therefore coordination on economic or
regulatory policy is not a good measure of the transformative effects of economic
interdependence. When we examine political indicators, we find little doubt that economic
engagement has made China more willing to engage diplomatically with its neighbors and has
embraced East Asian regionalism (Shambaugh 2005, Ba 2006) and the WTO’s multilateral
trade principles (Ikenberry 2008, Branstetter and Lardy 2006). It was initially a recipient of
massive amounts of economic and technical assistance from Japan (Smith 2016) and the United
States (Lampton 2001) during the early stages of its development and is now a major source of
global development aid (Brautigam 2011, Strange, Park, Tierney, Fuchs, and Dreher 2017,

2018). These are all important and positive developments but it is important to highlight that
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these positive political externalities of economic engagement can and did occur without the
elimination of the causes of conflict — in China’s case, these are ongoing territorial disputes and
the Cold War alliance structure in East Asia. It is also important to note that transformation of
national interests on the negative peace of the spectrum is often conflated with the potential for
transformation on the positive side of the spectrum due to the prominence of liberal theories in
this literature (eg. domestic economic liberalization will beget peaceful foreign policy, not to
mention domestic political transformation -- democratization). I put this notion to the test in
this section by examining the capacity for economic interdependence to generate positive peace
by eliminating the causes of conflict.

In Chapter 2, I introduced the following ordinal scale for national interests ranging from
subordination to dialogue along which economic interdependence can be expected to operate
(see Figure 4). The scale is arrayed based on the degree of sovereignty that would have to be
given up in order to achieve the outcome where subordination to another country would require
the greatest amount of sacrifice while dialogue would require the least. Based on the bargaining
theory of war, nations generally prefer a negotiated settlement short of war to actually paying
the cost of fighting. Thus, the avoidance of war is the status quo ante between nations and
should not be viewed as the success of the success of the transformation mechanism. This is a
major theoretical departure from previous work on the commercial peace so I will elaborate
further on this point. What I am arguing is that two nations can avoid war without economic
interdependence transforming their interests in any way just by virtue of the costliness of war
itself. The absence of war is therefore overdetermined. This is why my scale is centered on

avoiding war as the neutral outcome, with everything to the left requires the sacrifice of some
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degree of sovereignty and everything on the right requiring little or no sacrifice of sovereignty°.
Another distinction is that everything to the left of the spectrum can be considered positive
peace (elimination of the causes of conflict) while everything to the right of the right of the
spectrum can be characterized as negative peace (the absence of war). For the transform
mechanism to work, economic interdependence must contribute towards the elimination of the

sources of conflict.

4.1 Measuring National Interests

I focus on the ability of economic interdependence to achieve transformation in China’s
settlement of territorial disputes. I do not focus on complete subordination, which I define as
the ceding of authority over its foreign and defense policy to another state®’, because there is
only one debatable incidence of this in my data set: the return of Hong Kong in 19973, In many
datasets Hong Kong is treated as a separate political entity as China even after its sovereignty
was transferred over from the United Kingdom back to China in 1997. Trade interdependence
between mainland China and Hong Kong were extremely high in the 1980s and 1990s and the

British decision to return of Hong Kong was influenced by some economic considerations such

» The scale is a gross simplification of reality and the relative positions between the various ordinal categories can
be debated (ex. whether policy coordination “easier” than economic or military assistance and which requires a
greater sacrifice of sovereignty probably depend on the specifics of policy involve). The general point here is that
national interests can be arrayed along some scale and that the transformation mechanism is stronger at one end of
this scale than the other.

» I borrow this definition from Lake (2009)’s work on hierarchy. It should also be noted that my definition of the
negative peace spectrum extends from alliances on one end to subordination (what Lake refers to as protectorates)
on the other end. A future extension of this work would be to theorize more systematically about how economic
interdependence might influence the willingness of states to trade off some portion of their sovereignty for
protection from external security threats. What is unique about the data presented here is that China remains the
largest security threat for most of its neighbors even as their economic dependence on China grows. Therefore, it
does not appear that these states are willing to relinquish their sovereignty as economic interdependence increases.
= The transfer of Macau in 1999 is arguably another case but neither Macau nor Portugal are in my dataset.
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as the preservation of its existing trade privileges and Hong Kong’s capitalist system. But the
politics of the negotiation process were driven in much larger part by political considerations
such as Beijing’s uncompromising stance on the status of ‘unequal treaties’ (Hong Kong as a
homeland territorial dispute), Chinese nationalism both in mainland China and Hong Kong, as
well as the lack of British resolve to use military force to hold on to Hong Kong as it did in the
1982 Falklands War (Pye 1983, Yahuda 1996, Flowerdew 1998). It is important to note that
Deng’s adamancy on the issue of Chinese sovereignty was the driving force behind the
negotiations for the 1984 Joint Declaration, Beijing was willing to compromise on the terms of
“one country, two systems” but not on the sovereign status of Hong Kong. Therefore, the
subordination of Hong Kong to mainland China should not be read as a case of the
transformative effects of economic interdependence, but rather of a resolved actor prevailing
over a less resolved actor and a political compromise to preserve economic relations as part of
the transfer of sovereignty.

I also do not focus on China’s “assertiveness” or willingness to use military force,
because this is a really difficult latent measure to observe. It can be proxied with a study of the
open source material on Chinese military doctrine or strategic culture (Johnston 1998, Goldstein
2005, Swaine 2000), but that will reveal a consistent willingness to use military force when the
circumstances call for it. We cannot know for certain the intention of Chinese leaders in foreign
policy making, but based on their statements and behavior, we can be reasonably sure that the
level of assertiveness does not seem to vary with growing economic interdependence. Johnston
(2015) makes a convincing case that the perception of China’s “new assertiveness” was the
result of a meme that spread through Western media coverage in 2010 and did not reflect a

meaningful shift in Chinese diplomacy toward sovereignty and territorial integrity issues. I will
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therefore focus on two measures of changing national interest that would be easy to observe

and could plausibly vary with economic interdependence.

Territorial Disputes

I will instead focus on China’s settlement of territorial disputes. The prediction of the
transformation mechanism would be that China is more likely to settle territorial disputes with
major trade partners as economic interdependence increases. I collect data on China’s territorial
dispute settlement from Fravel (2008) and Frederick, Hensel, and Macaulay (2017)’s Issue
Correlates of War Territorial Claims Data for inclusion into the Chinese Foreign Relations
(CFR) dataset with a few minor updates. I examine whether the negotiations for the settlement
of territorial disputes were influenced by considerations of economic interdependence. In Table
5 I document all of the PRC’s territorial disputes and whether they have been settled or not, the
year of settlement, the trade dependence of both parties, and my analysis of whether they
constitute support for the transformation mechanism. These data suggest that trade dependence
1s not a major factor in China’s settlement of territorial disputes. China often negotiated non-
aggression pacts as part of or soon after agreements that settled border disputes.

Table 4 shows that contrary to the expectation of the transformation mechanism,
China’s settlement of territorial disputes are almost entirely with poor land-locked countries
with which it engages in negligible amounts of trade while all of its unsettled territorial disputes
are with major trade partners. Only three cases out of more than of thirty territorial dispute
settlement dyads can be interpreted to offer some evidence in favor of the transformation

mechanism, these are negotiations over the eastern sector of the Indian border in 2005, the
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settlement of the eastern Russian border in 1999, and the settlement of the Vietnamese land

border in 1999. This section will examine each case in greater detail.

Table 4 Economic Interdependence and China’s Territorial Settlement

Claimant Disputed Features Final China’s Partner’s Support for
(s) Area Settlement | Trade Trade Transform
Dependence | Dependence Mechanism
South 1.Yellow Sea | Socotra N/A South Korea: | South Korea: | No
Korea, EEZ Rocks High High
North
Korea
Taiwan, 2.Spratly Spratly N/A Taiwan: Taiwan: No
Vietnam, Islands Islands: High, High,
Philippines, Kalayaan Vietnam: Vietnam:
Malaysia, islands, High, High,
Brunei Scarborough Philippines: Philippines:
Shoal, High High
Taiping
Island, Thitu
Island, West
York Island
Taiwan, 3.Paracel Paracel N/A Taiwan: Taiwan: No
Vietnam Islands Islands: High, High,
Woody Vietnam: Vietnam:
Island, High High
Lincoln
Island,
Triton
Island,
Amphithrite
Group,
Crescent
Group
Indonesia 4.Natuna Natuna N/A Medium High No
Islands Islands
Vietnam 5.White White N/A High High No
Dragon Tail | Dragon Tail
Island Island
Japan, 6.East China | Senkaku/ N/A Japan: High | Japan: High No
Taiwan, Sea EEZ Diaoyu
South Islands
Korea
Taiwan 7.Taiwan Taiwan, N/A High High No
Pescadores
Islands,
Offshore
Islands
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Table 4 Economic Interdependence and China’s Territorial Settlement, cont.

Claimant Disputed Features Final China’s Partner’s Support for
(s) Area Settlement | Trade Trade Transform
Dependence | Dependence | Mechanism
India 8.India Eastern 2005* High High Mixed
Border Ladakh,
Arunachal
Pradesh,
Sikkim
USSR, 9.Russia Argun River | 1999, Medium Medium Mixed
Russia border Islands, 2004*
(eastern) Amur &
Ussuri River
Islands
USSR, 10.Tajikistan | Sarykol 1999 Low High No
Tajikistan border Range
Bhutan, 11.Bhutan Doklam- 1998* Low Low No
India border Sinchulumpa
-Gieu
USSR, 12.Kyrgyzsta | Khan Tengri | 1998 Low High No
Kyrgystan n border & Irkeshtam,
Uzengi-
Kuush
USSR, 13.Kazakhsta | Khan Tengri, | 1998 Low High No
Kazakstan n border Chogan-Obo
Valley &
Bay-Murza
Passes
USSR, 14.Russia Ili Valley & | 1994 Low Low No
Russia border Lake
(western) Zaysan,
Sarykol
Range,
Western
Xinjiang,

Tannu Tuva
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Table 4 Economic Interdependence and China’s Territorial Settlement, cont.

Claimant Disputed Features Final China’s Partner’s Support for
(s) Area Settlement | Trade Trade Transform
Dependence | Dependence | Mechanism
Vietnam 15.Vietnam China- 1999 Low High Mixed
Border Vietnam
Border
Regions
Laos 16.Laos Sino District | 1991 Low High No
Border Tract
Portugal 17.Macao Macao 1987 Low High No
United 18.Hong Hong Kong, | 1984 High High No
Kingdom Kong Kowloon
Peninsula
Afghanistan | 19.Afghanist | Wahkan 1963 Low High No
an border Corridor
Pakistan, 20.Pakistan Aksai Chin, 1963 Low Low No
India border Trans-
Karakoram
Tract,
Jammu and
Kashmir
North 21.North Changbai 1962 Low Low No
Korea, Korea border | Mountain
South
Korea
Mongolia, 22.Mongolia | Baytik 1962 Low Low No
USSR border Mountains &
Hongshanzui
, Altay
Mountains
Nepal 23.Nepal Mt Everest 1961 Low Low No
border & Border
Regions
Myanmar 24 Burma Nam-Wan 1960 Low Low No
border Tract, Wa
State Border
Regions
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The Russian Border

The Sino-Soviet border is divided into two sections: the Western sector, which separates
Xinjiang, the Chinese province, and the Soviet Republics of Kazakhstan, Kyrgyzstan, and
Tajikistan, and the Eastern sector, which separates north-eastern Siberia from Manchuria.
Chinese claims in the Eastern sector date back to the Treaty of Nerchinsk signed between the
Qing Empire and the Russian Empire in 1689 while Russian claims are based on a series of
treaties that were imposed upon China by the Tsarist government during the 1860s as part of
the “scramble for China” following the Opium Wars. The USSR exercised effective control
over the territories at the end of World War II and the China-USSR border along with Mongolia
were demilitarized and left unguarded during the period of alliance in the 1950s (Fravel 2008).
As part of the growing Sino-Soviet Split in the 1960s, Beijing announced that former
governments had been forced into signed unequal treaties, thereby publicly mentioning the
possibility of revising the frontiers. Moscow accused Beijing in 1963 of “systematically
violating” the border it shared with the Soviet Union and the two sides were involved in a series
of military clashes along both Eastern and Western sectors of the border throughout the 1960s.
At the height of these tensions, Western sources estimated the number of troops on the Sino-
Soviet border at this time at nearly 40 Soviet divisions... and between 50 and 60 Chinese
divisions, or more than 600,000 men, engaged in a prolonged stand-off (Fravel 2008). Large
scale fighting broke out in the Eastern Sector in 1969 in the Zhenbao Island (or Damansky
Island) Incident when an ambush by PLA forces set off months of fighting along that border
that nearly brought the two nuclear armed nations to full-blown war and resulted in hundreds

of casualties (above the threshold of war set by the definition of the Correlates of War Project).
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The collapse of the Soviet Union and the end of the Cold War brought about a new
opportunity to settle these long-standing territorial issues between China and Russia. In 1991,
the treaty concerning the east section of the Sino-Russian border was concluded; the treaty was
ratified in 1992 and later implemented in 1997 and settled a 4,300 square kilometer section
along the Ussuri and Amur rivers (the majority of the disputed territory)*°. In 2004 a final border
agreement on the status of a few remaining river islands in the Eastern Sector was finalized. In
1994 negotiations began to settle the Western Sector disputes bordering Xinjiang with the
Russia, Kazakhstan, Kyrgyzstan, and Tajikistan; these agreement was implemented in 19984,
As noted in the earlier section, these border agreements made possible the first Sino-Russian
Strategic Agreement and the formation of the SCO in 1996.

But as Figure 12 shows, Sino-Russian trade was quite low for most of the critical period
of negotiations prior to 1993/1994 and only increased dramatically after Jiang and Yeltsin
agreed to open up additional border crossings in 1993. However efforts to negotiate a settlement
of the disputed borders took place in multiple rounds of talks 1960-1964, 1969-1978, 1987-
1991 between China and the USSR during which economic interdependence was low*'. The
final round of talks that began under Gorbachev when “border negotiations proceeded in a
friendly atmosphere” of Sino-Soviet normalization and working groups of experts from both
countries started joint aerial photography of the disputed areas along both the Western and

Eastern Sectors. The expert opinion of these working groups laid the basis for not only the

» Joint Declaration by the People's Republic of China and the Russian Federation, adopted at Beijing on 25 April
1996 http://www.un.org/documents/ga/docs/51/plenary/a51-127 .htm

« Ibid.

+ Cheng Yang, “Sino-Russian Border Dynamics in the Soviet and Post-Soviet Era: A Chinese Perspective”,
Conference Paper for 7+ Berlin Conference on Asian Security, July 1-2, 2013. https://www.swp-
berlin.org/fileadmin/contents/products/projekt_papiere/BCAS2013_Yang_Cheng.pdf
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Agreement on the Eastern Part of the Sino-Soviet Border in March 1991 (before the collapse
of the USSR), which was later approved by the newly independent Russia in February 1992,
but also for the terms of the Sino-Kazakhstan, Sino-Kyrgyz, and Sino-Tajikistan Border
Agreements that were later approved in 1994.4? In 1993, China’s trade dependence on Russia
was low at 0. 38% and Russia’s trade dependence on China was low as well at 0.73%. The
evidence weigh in favor of border resolutions creating political momentum for bilateral

economic development rather than the transformation of national interests by deepening trade

integration.
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Figure 12 China-Russia Trade and Conflict

The Indian Border

The pattern of territorial settlement of the various sectors of the disputed border with
India reflect a similar pattern of “trade following the flag™ as the Russian case. China’s border

dispute with India is also separated into a western sector and an eastern sector. In the west, the

= Ibid.
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dispute involve features including the Trans-Karakoram Tract, Jammu and Kashmir, and Aksai
Chin (sometimes considered the central sector) and in the east the dispute involve features such
as Eastern Ladakh, Arunachal Pradesh, Sikkim, and Doklam. Figure 13 shows a map of most
of these disputed features (Doklam is not labeled and is located in the thin strip of land where
China, India, and Bhutan meet along the western border of Bhutan; Sikkim is also not labeled
and is located where India meets China in the same strip of land). The origins of the dispute can
be traced to the collapse of the Qing Empire and the collapse of Chinese power in Tibet in 1911
and the expansion of British influence in the region. The British convened the Simla Conference
in 1913 to demarcate Inner Tibet (where China will maintain suzerainty) and Outer Tibet (where
British India will exercise sovereignty) at the so-called McMahon Line (Hoffman 1990). After
India gained independence in 1947, it claimed the McMahon Line as the demarcation between
what is now the Indian state of Arunchal Pradesh and southern Tibet. China withdrew from the
Simla Conference and has never acknowledge the validity of the McMahon line. So when PLA
forces reestablished Beijing’s effective control over Tibet in 1950 and over Aksai Chin in 1951,
the competing territorial claims along the eastern Indian border as well as over the Ardagh-
Johnson Line (another British proposal where Beijing did not agree but the local government
in Xinjiang signed to during the chaotic final years of the Qing Empire which classified the
strategically important Aksai Chin plateau as part of British India) in the western sector became

a source of conflict for the newly independent India and China.
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Figure 13 Map of China-India Border Disputes

China views control over Aksai Chin as crucial because the territory linked Xinjiang
and Tibet; the Indian government aware of Chinese activity as early as 1951 but chose to ignore
it due to the fact that Aksai Chin was too remote for effective Indian jurisdiction and was judged
to hold few natural resources and that Sino-Indian relations in the 1950s were marked by the
Five Principles of Peaceful Coexistence (two of which, ironically, were mutual non-aggression
and mutual respect for sovereignty). However, Beijing’s 1957 announcement of its road-
building activities in Aksai Chin makes it impossible to for India to continue ignoring China’s
presence (Hoffman 1990). A proposal by Zhou Enlai to settle the border issue by recognizing
Indian control over Arunachal Pradesh and Chinese control over Aksai Chin was rejected by
Jawaharlal Nehru in 1957 and again in 1960 (Garver 2011). Sino-Indian relations continued to
deteriorate after the failed Tibetan Uprising in 1959 (when the Dalai Lama successfully sought
asylum in India) and would culminate in the 1962 Sino-India Border War. The PLA would
score a decisive victory in that conflict and China unilaterally imposed the proposed “east-west

swap” as the terms of peace. Numerous clashes would occur along the disputed border regions
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between the two countries throughout the 1960s and 1970s even after the normalization of
diplomatic relations in 1976.

In 1988, following a particularly tense standoff in Arunachal Pradesh in 1985-1987,
Rajiv Gandhi became the first Indian Prime Minister to visit China in three decades and met
with Deng Xiaoping to de-escalate the crisis and the two countries set up a joint working group
to settle border issues. Chinese premier Li Peng would pay a return visit to India in 1991 and
once again pledged to settle the territorial disputes but after six-rounds of negotiations of the
working group, no progress was made on border issues when the two sides signed a cross-
border trade agreement in 1993 along with a face-saving Maintenance of Tranquility Agreement
(Fravel 2008). This would be augmented by a Confidence Building Measures Agreement in
1996 when Jiang Zemin became the first Chinese head of state to visit India. Finally, China and
India agreed to a Principles Agreement in 2005 that repudiated the use of force to settle the
border issue but did not reach consensus on the issue of final settlement (exception for Sikkim,
over which China withdrew its claims in 2003 as a goodwill gesture in negotiations during
Prime Minister Atal Behari Vajpayee’s state visit).** These agreements are notably much less
comprehensive and more vague than the Sino-Soviet border agreements negotiated in the 1990s.

The question therefore remains whether growing economic interdependence was the
cause of or the consequence of these incremental moves towards settlement of the Sino-Indian

border disputes. Following the 1993 agreement, bilateral trade began to accelerate rapidly, from

+ Indian Ministry of External Affairs, “Agreement between the Government of the Republic of India and the
Government of the People’s Republic of China on the Political Parameters and Guiding Principles for the
Settlement of the India-China boundary Question” http://www.mea.gov.in/bilateral-
documents.htm?dtl/6534/Agreement+between-+the+Government+of+the+Republic+of+India+and+the+Govern
ment+of+the+Peoples+Republic+of+China+on+the+Political+Parameters+and+Guiding+Principles+for+the+Se
ttlement+of+the+IndiaChina+Boundary+Question
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$265 million in 1991 to $1.8 billion in 1997 to over $19 billion in 2005. Since 2001, China’s
trade with India has grown more rapidly than its trade with any of its top 10 trade partners.**
The percentage share of India’s trade with China went up from 0.18% in 1991 to around 7% of
India’s total trade in 2005. Similarly, China’s trade with India grew from only 0.05% in 1991
to 1.25% in 2005. In terms of trade dependence, the relationship went from low for both
countries in 1991 to high for both countries by 2005. But what both the 1993 Maintenance of
Tranquility Agreement and the 2003 agreement by both sides “to cultivate economic ties

without being constrained by unresolved border disputes” #°

show is that economic integration
i1s proceeding without waiting for the political settlement of territorial disputes. These
agreements should not really be interpreted as evidence of the transformation mechanism
working to resolve political disagreements over the disputed border in a way that would create
positive peace. Instead, they are face-saving measures designed to allow trade and cooperation
to continue despite the lack of resolution of the intractable border issues (therefore on the
negative peace side of the spectrum). An optimist would still see these dynamics as a positive
development because leaders on two sides seem to be actively trying to avoid military conflict
over border issues as economic interdependence increases. But a pessimist would point to the

2017 standoff between China and India troops in Doklam (eastern sector) as evidence that MIDs

will likely continue to occur until a final settlement over the disputed border can be reached.

“ “China and India: Greater Economic Integration,” China Business Review, September 1, 2009.

https://www.chinabusinessreview.com/china-and-india-greater-economic-integration/
+ Ibid.
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The Vietnam Border

The land border dispute between China and Vietnam differ somewhat from the Russian
and Indian border disputes in that it is a direct result of combat operations and not rooted in
conflicting historical claims. Beijing had initialed supported the communist government in
Hanoi during the First and Second Indochina Wars, first against the French and then against the
Americans (Chen 2010). But the Sino-Soviet Split in early 1960s resulted in China and Soviet
Union both contending for “Communist orthodoxy” in East Asia, and in turn, led to North
Vietnam becoming the key player in the region that both Beijing and Moscow wished to
patronize. The new government in Hanoi eventually chose the Soviet Union as the primary
cooperative partner over China by the mid-1970s due to two reasons: 1) the establishment of
diplomatic relations between China and the United States in 1971 was read in Vietnam as a
signal of ideological betrayal and 2) Hanoi’s desire to wield its power as a major actor in
Southeast Asia became a source of tension in its interactions with Beijing (Womack 2006). In
June 1978, Vietnam joined COMECON, the Soviet-led Council for Mutual Assistance, with
both sides signing a treaty of friendship and cooperation in in the following November. But it
was Vietnam’s invasion of Cambodia in December 1978 that prompted Beijing to intervene
militarily to teach Hanoi a lesson. The overthrow of PRC-backed Khmer Rouge was seen by
Beijing as an overt provocation and challenge to China’s influence in Southeast Asia and also
an opportunity to signal its resolve to the Soviet Union.

On February 17 1979, China massed some 300,000 troops, with of thousands of aircrafts
and tanks, along Sino-Vietnamese land border. It then dispatched around 80,000 active forces
along three invasion routes into Vietnam and fought a short, bloody, and indecisive war against

75,000 to 100,000 battle-hardened Vietnamese