


1 Introduction

How does greater trade openness affect the arming decisions of large open countries that
have political disputes over external territories (e.g., overseas islands or Pshing grounds



analyzing the general validity of the liberal peace hypoth&dise empirical Pndings in



The remainder of the paper is organized as follows. Se@igmesents a confict-
theoretic model of trade between two countries having disputes over an external territory
rich in resource inputs. We determine equilibrium arming for each country under symmetry
in all aspects. In SecB, we characterize trade and confict equilibrium when two
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whereCS andP§ (for i ¥ A; Bbare given in 4) and 6).* We consider a simultaneous-
move game in which countrie& andB independently determine their arming allocations
Gp andGg






re3ect its scarcity. As a result, counthps import demand for goddalls, explaining why
AOs arming affects its import demand negatively.
Following






Proposition 2 Under symmetry, the equilibrium arming by each contending country
increases with the amount of the contested resource in an external territory, increases with
each countryOs national endowment, but decreases with the size of trade costs.

Given trade costs, we see from Fi.



we haveRa 8 Rg: Two questions we wish to answer: one is how the resource endowment
asymmetry affects the arming decisions of two adversary countries, the other is how the
resulting equilibrium is affected by greater trade openness owing to lower trade costs.
Answers to these questions have implications for whether the liberal peace proposition
continues to hold under asymmetry in national resource endowments.

3.1 Effects of resource endowment asymmetry on arming and conf3ict
intensity

Without lost of generality, we introduce a new parametieby assuming thaRa ¥
R, p dPandRs ¥4 &, db whereR,















Conference on Game Theory, Stony Brook University, July 17921, 2017. We acknowledge helpful com-
ments from the session organizers Timothy Mathews, Shane Sanders, as well as conference participants. All
remaining errors are ours.

Appendix



Appendix 2: Decomposing the effect of country AOs arming

Making use 0foCS$=0G in (14) andoPS=0G, in (15), the effect of countryAOs arming
on its aggregate payoff is calculated as follows:
& ., 0CH = OoPS
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