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Cooperation, conflict and 

‘Quad’ exports to China
Vishesh Agarwal, Jane Golley and Tunye Qiu

Introduction
China’s integration into the global economy during the past four decades has 
delivered substantial economic benefits to China and its trading and investment 
partners. As one of, if not the major, beneficiaries of this globalisation process, 
China’s wealth has grown at an extraordinary pace, transforming it from a  poor 
developing country into a  global economic superpower. In line with its rising 
power, the Chinese Government has shown an increased capacity and willingness 
to use economic tools such as trade policy to achieve its broader foreign policy 
objectives—that is, to engage in economic statecraft or what is now commonly 
referred to as geoeconomics (Blackwill and Harris 2016; Baru 2013). While some 
of these tools, like the capital flows embodied in the Belt and Road Initiative (BRI), 
are portrayed by the Chinese Government as ‘win-win’ mechanisms for promoting 
global development and prosperity, not everyone is convinced. Some depict the 
BRI, for example, as an exercise in ‘debt-trap diplomacy’ (despite ample evidence 
to the contrary),1 while others fear the Chinese Government’s growing power to 
manipulate the domestic and foreign policies of partner countries through the 
coercive use of trade and investment policy.

China is certainly not the first great power to engage in economic statecraft; it has 
been a persistent feature of international relations for centuries (Davis et al. 2019). 
In some cases, trade relations have been based on the premise that trade will prove 
to be ‘a bond of friendship between nations’ (Hirschman 1980: 7), while in others 

1  See, for example, Jones and Hameiri (2020); Van Grieken and Kantorowicz (2021); and Brautigam (2020).
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they have been pursued with ‘dependence, influence, and even domination’ in 
mind (Hirschman 1980: 13). Regardless of whether the stronger relative power 
in any bilateral relationship exerts that power to ‘win-win’ or ‘win-lose’ effect, trade 
patterns in the past have been shown to closely reflect political relations in a variety 
of contexts (Long 2008)—for example, rising in times when ‘bonds of friendship’ 
strengthen and contracting in times of conflict. However, it has also been observed 
that most of the variation in political relations between nations in recent decades 
has been moderate and short-lived, with limited if any impact on trade between the 
disputing nations (Heilmann 2016; Du et al. 2017). 

There are sound theoretical reasons to expect the effects of political shocks on trade 
outcomes to be minimal and short-lived. Du et al. (2017: 212) describe the dynamics 
between trade and conflict as an infinitely repeated game with a  ‘Pareto perfect 
equilibrium’ (that is, none of the players has any incentive to deviate from their 
strategies) in which bilateral relations consist of a ‘combination of healthy trade and 
peaceful political relations’. In this context, moderate shocks in political relations 
are understood as ‘accidental’ deviations from the equilibrium and players have an 
incentive to settle disputes and return to the earlier Pareto superior combination of 
trade and peace. 

In this chapter, we ask to what extent did moderate shocks in political relations 
(hereinafter ‘political shocks’) affect the exports to China of four of its major trading 
partners—Australia, India, Japan and the United States—between 2001 and 
2020? During this period, China experienced frequent episodes of both political 
cooperation and political conflict with each of these trading partners. This provides 
the necessary variation in political relations required to quantify the effects of 
moderate political shocks on exports to China. We select them in part because, in 
2017, these four countries revived the Quadrilateral Security Dialogue (the ‘Quad’) 
that was initiated in 2007 and involves high-level political and military cooperation 
between democracies. Some have argued that this is to ensure that an authoritarian 
China does not leverage its growing economic resources as coercive tools to achieve 
foreign policy objectives in the Indo-Pacific region (Medcalf 2020), while others 
have called it ‘containment by any other name’ (Raby 2020: 138). Whichever is the 
case, this revival seems to indicate that a less cooperative and more confrontational 
period of bilateral and quadrilateral relations with China lies ahead. 

The Quad countries also make for an interesting set of nations to analyse because 
the drivers of political conflict with China have been different for each of them. 
Japan and India have historical border disputes with China, which tie into complex, 
and at times antagonistic, histories tracing back thousands of years. In contrast, the 
relatively short history of the US–China relationship has evolved rapidly in the past 
decade, shifting from a relatively symbiotic one to one that is increasingly antagonist 
and defined by great-power rivalry. This rivalry has, in turn, added fuel to the 
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rapidly deteriorating relationship between Australia and China, which has reached 
its lowest point since diplomatic relations were established in 1972 (Raby 2020). 
Variations in these different bilateral political relationships are, in turn, shown to 
generate different impacts on aggregate export growth for each Quad country. 

In a  related study, Agarwal and Golley (2022) find that deteriorating political 
relations had short and long-run effects on India’s aggregate export growth to China 
only between 1998 and 2018; for Australia, Japan and the United States, they report 
no effects of political relations on trade. Disaggregating by five-year subperiods, 
they find that long-term effects (lasting up to two years) are significant for India 
and Japan for the subperiod 1998–2002, while in all other subperiods there are no 
significant effects for any of the Quad countries. Golley et al.  (2022) conducted 
a similar study for the period 2001–20, concentrating on Sino-Australian relations, 
and found no long-run effects of political relations on Australia’s aggregate export 
growth to China. Both these studies also conducted product disaggregated analysis 
and reported heterogeneous short-run effects across sectors and periods.

This chapter extends the analysis of the effects of political relations on exports 
to China beyond our earlier focus on the perspective of government actors by 
constructing a political relations index (PRI) from the perspective of military actors 
and analysing the effects of a shock to this military index—as well as the government 
index—on Quad export growth. With two of the results below revealing long-term 
effects on export growth arising from a  military shock (for Australia, over the 
period 2001–20, and for India, over the period 2016–20), we also disaggregate the 
composite index of military political relations, which adds together cooperation and 
conflict events, into separate cooperation and conflict effects. The results indicate 
that political relations and trade between the four Quad countries and China are 
connected (or not connected) in different ways; there is no ‘one size fits all’ for 
understanding this complex politics–trade nexus.

The rest of the chapter is structured as follows. The next section summarises China’s 
rising economic power and its changing trade relationships with the Quad countries, 
before presenting a  series of bilateral government and military PRIs, constructed 
using the Global Database of Events, Language and Tone (GDELT). We couple 
this with a case study of a period of conflict between China and India, centred on 
a military standoff in the disputed region of Doklam (known as Donglang in China) 
in June 2017. We then describe the empirical model used to identify the dynamic 
effects of political shocks on Quad nations’ exports to China, before discussing the 
main results. The conclusions summarise our key findings. 
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Measuring bilateral trade and political relations 
with China
Figure 13.1 highlights three significant trends in the increasing capacity of China 
to use trade policy as a tool of economic statecraft. First, on the y-axis is the value 
of a  country’s trade with China as a  share of total trade. This indicator reflects 
the ‘vulnerability’ aspect of partner countries’ trading relationship with China 
(Gasiorowski 1986; Mansfield and Pollins 2009). Between 2000 and 2020, all 
Quad countries saw an upward shift, implying an increase in their China share of 
trade. The largest percentage point increase was for Australia, with China’s share in 
its total trade increasing from 6.6 per cent in 2000 to 34 per cent in 2020 (a fivefold 
increase). China’s share of trade for the United States increased from 6 per cent in 
2000 to almost 15 per cent in 2020 but is notably still much lower than for Australia.

Second, the x-axis shows the value of each country’s trade with China as a  share 
of its own GDP. This indicator reflects the ‘sensitivity’ aspect of partner countries’ 
trading relationship with China (Gasiorowski 1986; Mansfield and Pollins 2009). 
Between 2000 and 2020, all Quad countries experienced a rightward shift, implying 
an increase in trade with China as a share of GDP. Again, Australia experienced the 
largest percentage point increase, with the China trade-to-GDP ratio rising from 
approximately 2 per cent in 2000 to 11 per cent in 2020. 

Third, the size of the partner country bubbles, reflecting each country’s GDP relative 
to China’s GDP, has continually decreased in the past two decades. The significant 
change in the relative size of the Chinese economy is attributable to the faster rate 
of economic growth in China than in other countries. The largest change in relative 
economic size has been for Japan, from more than four times the size of the Chinese 
economy in 2000 to less than half the size of the Chinese economy in 2020. The 
relative size of the US economy has also declined about sixfold, from 8.5 in 2000 to 
1.4 in 2020. The decline in relative GDP is smaller for India, which has experienced 
rapid economic growth comparable with China’s in the past two decades. 

None of these facts provides evidence that China has utilised tools of economic 
statecraft to ‘punish’ partner countries in times of deteriorating political relations, 
nor that it has used them to reward partner countries when political relations 
improve. Rather, the point is that China’s capacity to engage in economic statecraft, 
should it so choose, has increased significantly over time as a  consequence of its 
rising relative economic power and its rising importance as a trading partner—most 
prominently for Australia.

Unlike economic indicators such as trade flows, which are objectively quantifiable, 
political relations between countries are difficult to both define and measure. The raw 
political events data for China and the Quad countries in the analysis that follows 
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are extracted from the GDELT. The GDELT uses an automated machine-coding 
system to classify daily reports of events from 11 global news outlets according to 
the actors involved and events recorded and is considered the most comprehensive 
event dataset of its kind (Leetaru and Schrodt 2013). The events are indexed 
according to the ‘Goldstein score’, which ranges from –10 (for extreme hostility) 
to +10 (for extreme cooperation). For example, in the case of conflict, the use of 
military force would be weighted more heavily than expelling a country’s diplomats 
or verbal criticism, while in the case of cooperation, signing a treaty would receive 
a higher weighting than diplomatic negotiations. 
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Figure 13.1 China’s relative economic growth and trade integration with Quad 
economies, 2000–20
Sources: CEIC and authors’ calculations.

We focus only on state actors, which can be separated into ‘government’ and ‘military’ 
actors. Table 13.1 illustrates a  range of Goldstein scores allocated to a  sample of 
military and government ‘messaging’ from one country to another, encompassing 
both cooperation events (with a positive Goldstein score) and conflict events (with 
a negative score). For example, the highest ‘conflict’ event is deemed to be a military 
attack, clash or assault, with a Goldstein score of –10 (the lowest possible score) 
that would feature in the military PRI, while extending economic aid is an example 
of a  cooperative event, which would register a  score of 7.4 on the government 
PRI. Both cooperation events and conflict events are aggregated to construct two 
indicators of bilateral political relations at the monthly frequency: a  government 
PRI and a military PRI. 
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Table 13.1 Goldstein scores for a range of cooperation and conflict events

Event Goldstein score
Military attack, clash, assault –10.0
Armed force mobilisation, exercise, display, military buildup –7.6
Break diplomatic relations –7.0
Cancel or postpone planned event –2.2
Urge or suggest action or policy –0.1
Explain or state policy 0.0
Yield position, retreat, evacuate 0.6
Grant privilege, diplomatic recognition, de facto relations 5.4
Make substantive agreement 6.5
Extend economic aid; give, buy, sell, loan, borrow 7.4
Extend military assistance 8.3

Source: Extracted from GDELT by the authors.

PRI series constructed in this way still include trade-related events that occur 
between state actors—for example, the signing of a  free-trade agreement or the 
imposition of tariffs on certain goods. To remove the effects of such trade-related 
events, we use the residuals of the following regression (Equation 13.1) to construct 
a ‘trade-filtered’ version of the PRIs. Since all subsequent data and analysis will be 
trade filtered, we call this simply the ‘PRI’.

Equation 13.1

log(PRIj,m) = α0 + α1 + εj,m( )#tradej,m

#eventsj,m

In Equation 13.1, PRIj,m is the (government or military trade-filtered) PRI measure of 
country j towards China in month m; is the total number of events recorded between 
country j and China in month m; #tradej,m is the total number of events in which the 
term ‘trade’ appears in the event descriptions recorded between country j and China 
in month m; #eventsj,m is the total number of events recorded between country j and 
China in month m; and εj,t are the residuals for country j in month m. Normalising the 
trade event count by the total number of events reported in a given month removes 
nominal effects, such as seasonality and increasing media coverage, from the PRI series. 

Figure 13.2 plots the long-run trends2 in political relations from the perspective of 
Quad nation governments between January 2000 and December 2020, with January 
2000 levels indexed to 100 for all countries. Indexation allows for the graph to be 
interpreted as changes in the levels of political relations for a given trading partner. 
For example, the average monthly Goldstein score of trade-filtered events for the 

2  Trends here refer to the monthly smoothed PRI series using local polynomial regression fitting or ‘Loess’ 
smoothing, a similar technique is used in Heilmann (2016). 
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Chinese–Indian government political relationship—that is, events for which Indian 
government (non-military) actors are the ‘sender’ and the Chinese Government 
(non-military) is the ‘target’3—increased by about 9 percentage points between 
2001 and mid-2012, followed by a  fairly rapid decline through to mid-2020, 
taking it close to the January 2001 level. Similarly, the China–Australia relationship 
improved by about 5 percentage points between 2001 and 2014, followed by a drop 
of 13 percentage points between 2015 and 2020. 
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Figure 13.2 Long-run trends in government political relations with China, 2001–20
Source: CEIC and authors’ calculations.

These long-run trends reveal an inverted-U shape for Australia, India and the 
United States, with political relations peaking in different years: around the GFC 
in 2008–09 for the United States, in 2012 for India and in 2014 for Australia. 
China–Japan relations are seen to stabilise after 2012, while the deterioration in 
political relations between China and United States has been consistent—and 
dramatic—since 2014, with political relations between the world’s two largest 
economies in 2020 far below 2001 levels. The deteriorations for Australia–China 
and India–China relations are also notable.

The long-run trends depicted in Figure 13.2 smooth out the data, masking 
the significant events that underpin them. These are evident in Figure 13.3, 
which illustrates the average annual government and military PRIs for each 
of the Quad  countries. One point that is apparent from this figure is that there 
are greater fluctuations in the government PRIs for all countries compared with 
the military PRIs. In general, it would also appear that the downward trend in 
recent years evident in Figure 13.2 has largely been driven by deterioration at the 
government-to-government level. However, these annual data obscure events that 
have shorter-term implications, as the case study below attests.

3  Examples of this are the Indian Government’s announcements that it would not participate in the Belt and 
Road Initiative and would ban the use of TikTok and WeChat. 
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Figure 13.3a Australia
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Figure 13.3c Japan
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Figure 13.3 Average annual government and military trade-filtered political 
relations with China, 2001–20
Note: Military events data are only available for India–China from 2008.
Source: Authors’ calculations using GDELT data.
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Case study: China–India Doklam standoff

India and China have a  long history of border disputes, beginning with India 
gaining independence from British rule in 1947 and the formation of the People’s 
Republic of China in 1949. The two countries fought a war in late 1961 over the 
‘ill-demarcated frontier along Eastern Ladakh and North-Eastern Frontier Agency 
(NEFA, which in 1987 became Arunachal Pradesh)’ (Roy 2021: 83). After the 
war, relations between the two countries were suspended until the late 1980s when 
India’s then prime minister visited Beijing in a bid to normalise political relations. 
Since the early 1990s, there has been much deeper engagement between the two 
countries, particularly in the economic domain, with a large increase in trade and 
investment ties, while political relations have remained stable with the occasional 
dispute arising due to unresolved border issues.

In June 2017, India and China were involved in one of the most significant military 
standoffs between the two countries in recent years in the disputed region of Doklam, 
which lies in the Sikkim sector of the India–China border and forms a triple junction 
between India, China and Bhutan (Ratha 2020: 196–97). The conflict began with 
the construction of a road by the Chinese People’s Liberation Army in the Doklam 
region, which Bhutan and India saw as a  security threat. The  construction was 
first opposed by the Royal Bhutanese Army, which tried to push back the Chinese 
construction party, failing which Indian troops intervened and a standoff ensued 
between China and India. 

Despite a  sharp rise in political tensions in June, by August, both countries had 
agreed to disengage to avoid further escalation. The fact there was little public 
support in either country for a  protraction of the issue, alongside pressure from 
the United States to reach a swift diplomatic solution and the need for a successful 
BRICS (Brazil, Russia, India, China and South Africa) Summit, possibly helped 
ease tensions between the two Asian powers (Ratha 2020). In 2018, China and 
India held an informal summit in Wuhan, China, where Chinese President  Xi 
Jinping emphasised ‘the importance of constructing an open and pluralist global 
economic order in which all countries can take part without restraint to pursue 
their development’ and reiterated the necessity for India and China to work together 
given they had convergent interests in areas of global governance (Ratha 2020: 210).

Figure 13.4 shows the logged values of the government and military (trade-filtered) 
PRI indicators for China and India two years before and after the Doklam standoff 
in June 2017. The first panel, which focuses on government actors, is more volatile 
and there is a slight dip in the PRI in the few months before and after the standoff. 
However, the deterioration in political relations in this period does not stand out 
when the entire two years before and after the incident are considered, with much 
larger decreases in political relations seen in the latter half of 2016, at the end of 
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2017, in the second half of 2018 and in the first half of 2019. Overall, this panel 
suggests that political relations from the perspective of government actors remained 
largely stable during the standoff. 

The second panel of Figure 13.4 shows political relations from the perspective 
of Indian military actors towards Chinese military actors. Here we see a  sharp 
decrease in the PRI in the month of June 2017 when the standoff took place, 
which correlates with the anecdotal evidence that the standoff was an event 
largely involving military actors. Before the standoff, we observe an increase in 
the PRI, in the latter half of 2016, followed by the sharp decrease in the PRI in 
June. However,  in line with the anecdotal evidence that suggests that relations 
between the countries stabilised soon thereafter as military disengagement took 
place, the military PRI stabilises in the next two months with relatively smaller dips 
in political relations seen in early 2018. 

Broadly speaking, Figure 13.4 illustrates episodes of both cooperation and conflict 
between government and military actors in India and China, with sufficient variation 
at the monthly level for the empirical analysis that follows.

Figure 13.4a Government relations

Figure 13.4b Military relations

Figure 13.4 Doklam standoff
Notes: The y-axis shows the logged values of PRI. The red line marks the month of June 2017 
when the Doklam incident occurred. 
Source: Authors’ calculations using GDELT data.

Empirical model, data and results
Most empirical studies that quantify the effects of political determinants on trade 
do so within the context of a gravity model (Anderson and van Wincoop 2003; 
Du et al. 2017: 218). The empirical approach in this chapter follows Du et al. (2017) 
and Agarwal and Golley (2022) by situating the gravity model of trade within 
a vector auto-regression (VAR) framework. The flexible nature of this framework 
allows for the endogenous treatment of trade and political relations along with the 
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covariates considered (Du et al. 2017: 218). Moreover, a VAR framework allows for 
quantification of the dynamic effects of political shocks on trade—that is, short-run 
effects that last for months and long-run effects that last for years—enabling 
inferences to be made about the dynamic impact of the shocks. Formally, the model 
estimated is Equations 13.2 and 13.3.

Equation 13.2

xj.m = α0 +ΣI=1
n Aj,i(xj.m−i) + ej.m

Equation 13.3

xj.m = (∆exj,m,∆PRIj,m,∆yc,m,∆yj,m,∆reerj,m)'

In these equations, the subscript j represents partner countries (Australia, India, Japan 
and the United States), m represents the month (January 2001 … December 2020). 
The column vector xj,m contains: 1) the percentage change in partner j’s exports to 
China at time m (∆exj,m); 2) the percentage change in partner j’s trade-filtered PRI 
towards China at time m (∆PRIj,m); 3) the percentage change in China’s industrial 
production index at time m (∆yc,m); 4) the percentage change in partner j’s industrial 
production index at time m (∆yj,m); and 5) the percentage change in the ratio of 
partner j’s real effective exchange rate to China’s real effective exchange rate at time 
m (∆reerj,m). The trade data are from CEIC, the political events data are from the 
GDELT, as described in the earlier section, the international investment position 
data are from the World Bank General Economic Monitor and the OECD Statistics 
Database and the real exchange rate data are from the Bruegel database.

The Aj,is in the model are 5x5 matrices that contain the VAR model coefficients and 
E[ee’] is the 5x5 variance–covariance matrix of contemporaneous error terms. The lag 
order, n, is selected using the Schwarz Information Selection Criterion. Estimation 
of the model in differences is necessary because the PRI series is found to be 
non-stationary in levels but stationary in first differences for most partners. All other 
data series are also found to be first-order integrated. As discussed in Sims (1980), 
estimation of VAR models requires a priori assumptions regarding the causal ordering 
of contemporaneous shocks between system variables. We consider political shocks as 
the most exogenous, followed in order of appearance by terms-of-trade shocks, export 
shocks and industrial production shocks. From a narrative perspective, these shocks 
can be interpreted as follows, respectively: an exogenous moderate political conflict 
event is initiated by China’s partners; with a lag of one month, China retaliates through 
an attempt to change the terms of trade (measured as real exchange rates) in its favour; 
subsequently, the changes in terms of trade impact trade flows, which in turn lead to 
changes in consumption for both countries.4 

4  Agarwal (2022) provides a theoretical basis for this narrative by constructing a game-theory model of political 
relations and trade. 
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The model is estimated using data aggregated at the monthly level rather than 
annually, because political shocks tend to be short-lived, so aggregating data at 
the annual level in such work can lead to inappropriate inferences regarding the 
extent and timing of the effects of political shocks on trade (for further details, see 
Du et al. 2017; Agarwal 2022; Agarwal and Golley 2022).

The dynamic effects of political shocks on exports to China can be measured using 
orthogonalised impulse response functions (OIFs) generated using the VAR model 
described by Equation 13.2. OIFs are derived from a Choleski decomposition of 
the error variance–covariance matrix under the assumptions regarding the causal 
ordering of shocks. They illustrate the changes over time due to a  shock on one 
variable in the system on all other system variables (Sims 1980; Du et al. 2017). 

Our primary interest here is whether these OIFs reveal significant short and long-term 
effects of political shocks on export growth from each Quad country to China. 
We implement a positive shock to the PRI (which can be interpreted as an increase 
in cooperation or a decrease in conflict) and can identify four a priori possibilities:5 

1. A positive shock to the PRI has no significant short or long-run effects 
(suggesting that politics and trade are decoupled, in what we call the 
‘globalisation’ hypothesis). 

2. A positive shock has positive significant short and long-run effects. This can be 
interpreted as either an increase in political cooperation leading to higher export 
growth or an increase in conflict leading to lower export growth (in its simplest 
terms, the ‘politics affects trade’ hypothesis).

3. A positive shock to the PRI will have only short-run positive effects on export 
growth, consistent with the expectations of the ‘accidental deviations hypothesis’.

4. A positive shock to the PRI will have a negative effect on export growth in the 
short or long run. This could be interpreted either as an increase in political 
cooperation leading to lower export growth or an increase in conflict leading to 
higher export growth. 

While the last of these possibilities might sound counterintuitive, in the results 
presented below and elsewhere, we provide evidence that is consistent with this 
hypothesis. In brief, the logic behind it is that when high-level political relations 
deteriorate (in either the government or the military sphere), it is plausible that 
behind-the-scenes efforts by bureaucrats and/or companies engaged in trade not 
only compensate for the political deterioration, they could also overcompensate to 

5  In a  companion paper (Golley  et  al. 2022), we discuss the theoretical underpinnings of these hypotheses 
in more detail.
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the extent that export growth rises. We call this the ‘doubling down’ hypothesis.6 
If the effect on exports is only evident in the short run, this hypothesis becomes 
a subset of the ‘accidental deviations’ hypothesis, although it may not then be quite 
as ‘accidental’ as the name implies. If there is evidence consistent with this hypothesis 
holding in the longer run, it challenges the logic behind mainstream notions of why 
politics affects trade—reflected in the second hypothesis. In what follows, we find 
evidence in support of each hypothesis, depending on the index used, the period 
analysed and the country in question.

Results: 2001–20

Figure 13.5 displays the OIFs associated with a one standard deviation positive shock 
to the government PRI series on export growth to China for the Quad countries 
between 2001 and 2020. The red dotted lines show 90 per cent confidence bands 
using a  bootstrap method. We illustrate the results of a  positive shock, noting 
that a negative shock produces export effects of the same magnitude, but with the 
opposite sign. For all four countries, this figure reveals that there are no short-run 
effects of a political shock on export growth. Despite this common finding, note 
that the dynamic pattern of the impact of the shock does differ across countries, 
which is to be expected because of differences in industrial structure and in the 
duration of contracts across industries and firms in each country, which are not 
explicitly modelled (Du et al. 2017: 219). 

As an alternative way of presenting the results, Table 13.2 presents the effects of 
a positive one standard deviation shock to the government/military PRI on export 
growth for each country, with significant effects shown in bold for each month in 
which they occur. No significant effects are found beyond eight months, hence our 
reporting of the results through to this point. The results for the government PRI 
shock confirm the results presented in Figure 13.5: there are no short-term effects 
on export growth for any country. Turning to the military PRI, we see significant 
positive effects for Australia and the United States in the first month, with the 
latter implying an increase of 1.85  per  cent in export growth from the United 
States to China following a positive one standard deviation shock (that is, a rise in 
cooperation). Conversely, this could be interpreted as a 1.84 per cent reduction in 
export growth following a negative shock (that is, a rise in conflict). 

6  A complementary possibility to this is that in times of rising cooperation, export growth may in fact fall, which 
we term the ‘dropping the ball’ hypothesis. Our results below are not consistent with this hypothesis, so we simply 
footnote it here, referring interested readers to the companion paper in the previous note for further discussion.
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Figure 13.5 Short-run effects of government PRI shocks on export growth to 
China, 2001–20
Notes: This figure depicts the dynamic effects of a one standard deviation positive shock to 
the government PRI series on a country’s export growth to China as implied by the VAR model 
(Equation 13.2). The red lines show the upper and lower limits at a 90 per cent confidence 
interval using a bootstrap method.
Source: Authors’ calculations.

We then compute the cumulative long-run effects of PRI shocks on export 
growth between 2001 and 2020 implied by the VAR model over a  time horizon 
of two years. The final column of Table 13.2 shows the results, confirming that 
there are no long-run effects for any country following a shock to the government 
PRI (consistent with the first globalisation hypothesis above). For the military 
PRI, a  significant positive long-term effect is found for Australia and China, 
with a one standard deviation positive shock in the military PRI associated with 
a 0.49 per cent increase in export growth two years after the shock. Again, this could 
be interpreted as an increase in cooperation driving an increase in export growth, or 
an increase in conflict driving a decrease in export growth. This is consistent with the 
second hypothesis.
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Table 13.2 Effects of government and military political shocks on exports to China, 
2001–20 (per cent)

Country Short-run effects Long-run 
effectsMonths after political shock

1 2 3 4 5 6 7 8

Government PRI

Australia –0.34 –0.21 0.38 0.17 –0.39 0.20 –0.03 –0.04 –0.23

India 0.57 –0.12 –0.05 0.07 –0.04 0.02 –0.01 0.00 0.44

Japan –0.53 –0.47 0.62 –0.52 0.37 –0.24 0.15 –0.09 –0.68

United States 0.02 –0.20 –0.22 0.41 –0.32 0.10 0.06 –0.10 –0.21

Military PRI

Australia 0.74 0.30 0.52 –0.80 0.67 –0.13 –0.29 0.31 0.49*

India n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.

Japan 0.56 –0.35 0.01 0.07 –0.05 0.04 –0.01 –0.03 0.26

United States 1.85 –1.29 –0.14 0.82 –0.63 0.22 0.05 –0.11 0.01

Notes: This table displays the cumulative effects of a one standard deviation positive shock to 
the trade-filtered PRI series on each country’s export growth to China implied by the VAR models. 
The long‑term horizon is two years. n.a: not available, as the Indian Military PRI series only starts 
in 2008 onwards.

Results: 2016–2020

Next, we focus on the period 2016–20, in part to see whether Chinese behaviour 
changed in recent years in line with its growing economic resources, but 
also because this represents a  period of increasing conflict—or at least falling 
cooperation—with the four Quad countries. As seen in Table 13.3, for Australia, 
no short or long-term effects are found in this subperiod for the government or 
military PRIs. For Japan, significant short-run effects for the government PRI 
begin with a  positive shock but, overall, there are no long-term effects. For the 
United States, a  relatively  large positive coefficient on export growth appears to 
follow a shock to the military PRI, but this rebounds soon after, with no evidence 
of a  long-term effect. Thus, for Australia, there is no evidence of a  relationship 
between (deteriorating) political relations and aggregate7 Australian exports during 
this period, while the results for the United States and Japan are consistent with the 
accidental deviations hypothesis.

7  In Golley  et  al.  (2022), we disaggregate exports into 20 HS2 sectors, revealing heterogeneous results across 
sectors—some with significant short- and long-run results, in contrast with the insignificance in the aggregated data. 
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Table 13.3 Effects of government and military political shocks on exports to China, 
2016–20 (per cent)

Country Short-run effects Long-run 
effects

Months after political shock

1 2 3 4 5 6 7 8 9

Government PRI

Australia 0.94 –0.17 –0.49 0.67 –0.51 0.27 –0.09 0.00 0.02 0.01

India –0.24 –2.13 1.28 –0.68 0.38 –0.23 0.14 –0.08 0.04 –0.02

Japan –0.47 –1.13 1.79 –1.83 1.57 –1.21 0.87 –0.59 0.38 –0.01

United States 1.53 0.85 –0.70 0.36 –0.12 0.03 0.00 0.00 0.00 0.02

Military PRI

Australia –1.22 0.17 0.36 –0.39 0.24 –0.10 0.03 0.01 –0.01 –0.01

India –5.13 –3.58 2.30 –0.88 0.28 –0.08 0.02 –0.01 0.00 –0.07*

Japan 1.27 –0.11 –0.65 0.39 0.16 –0.49 0.49 –0.25 –0.04 0.01

United States 2.06 –2.08 1.35 –0.85 0.49 –0.29 0.16 –0.09 0.05 0.01

Notes: This table displays the cumulative effects of a one standard deviation positive shock to the 
PRI series on each country’s export growth to China implied by the VAR models. The long‑term 
horizon is two years. 

India’s results are the most intriguing. For the period 2016–20, there are no significant 
effects for the government shock. However, for the military shock, there is a negative 
effect in the second month after a positive shock—and this is substantial enough to 
generate a long-run negative effect (although, again, the magnitude is low). 

Conflict and cooperation
In this section, we unpack the finding for India of a significant negative long-run 
effect on export growth following a positive shock to the military PRI for the period 
between 2016 and 2020. The Doklam case study presented above provides one 
clear case of a rise in military conflict between China and India during this period, 
while a deadly clash between Indian and Chinese soldiers in June 2020 in Ladakh, 
in the disputed border region in the Himalaya, provides another. The 2017 revival 
of the Quad, which calls for high-level military cooperation between the four 
member countries (and, by implication, an assumption of deteriorating military 
cooperation with China), further suggests that it makes sense to interpret this 
as a  period of deteriorating bilateral political relations between China and India 
more broadly (evident in Figure 13.1). Here, we seek to investigate whether that 
negative coefficient was driven by shocks to cooperation, shocks to conflict, or both. 
To do this, we create two separate indices for cooperation and conflict in terms of 
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Indian military actors ‘messaging’ to China, calculated using only the positive and 
the negative Goldstein scores, respectively. Using the same method applied above, 
Table 13.4 reports the results for a positive shock to each of these indices.

Note that, according to hypotheses two and three above, the a priori expectation is 
that a decrease in political cooperation will result in lower export growth, as will an 
increase in conflict. In the case of cooperation, interpreting the results here remains 
straightforward: positive short and long-run coefficients would be consistent 
with hypothesis two, and positive short-run coefficients only are consistent with 
hypothesis three—the accidental deviations hypothesis. However, instead, we find 
a coefficient of –2.25 occurring in the third month (that is, a one standard deviation 
positive shock to PRI leads to a 2.25 per cent decrease in export growth), which is 
consistent with our doubling down hypothesis: a  reduction in cooperation being 
associated with a rise in export growth.

Interpreting the shocks to the conflict index requires a  little more care, because 
a positive shock to the PRI implies a decrease in conflict. In this case, a negative 
coefficient on export growth (as we find for the second month) means that a decrease 
in conflict is associated with a decrease in export growth; or, conversely (and more 
critically given the period in question), an increase in conflict is associated with an 
increase in export growth. This, too, is consistent with the doubling down hypothesis 
presented above. 

In combination, the results presented in Table 13.4 suggest that the negative 
long-run effect of a military shock is driven by both the cooperation and the conflict 
indices, with both indices working against the mainstream expectation that periods 
of higher conflict (or reduced cooperation) will result in lower export growth. We do 
not wish to oversell this finding, given that there are no long-run effects for either 
of these indexes—and the long-run effect when they are combined is small. It does, 
however, suggest that the relationship between political relations and trade is far 
from straightforward, and we should be open to expecting the unexpected. 

Table 13.4 Effects of military shocks on Indian export growth to China, conflict and 
cooperation (per cent)

Military PRI Short-run effects Long-run 
effects

Months after political shock

Country Time Index 1 2 3 4 5 6 7 8 9

India 2016–
20

Cooperation 4.83 2.69 –2.25 1.17 –0.53 0.24 –0.11 0.05 –6.07 4.83

Conflict –5.10 –3.33 2.42 –1.06 0.39 –0.14 0.05 –0.02 –6.87 –5.10

Notes: This table displays the cumulative effects of a one standard deviation positive shock 
to the trade-filtered PRI series on India’s export growth to China implied by the VAR models. 
The long‑term horizon is two years. Notice that these short turn effects are not statistically 
significant.
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Concluding thoughts
There is a  burgeoning empirical literature that investigates the extent to which 
moderate shocks in political relations affect trade outcomes. The evidence on this 
political–trade nexus is mixed but can generally be divided into three categories: those 
finding that trade strengthens when ‘bonds of friendship’ (or political cooperation) 
strengthen, in the short run only (suggesting accidental deviations from a  Pareto 
optimal equilibrium in which there is no long-term relationship) or in both the short 
and the long runs (suggesting that politics has significant and lasting impacts on trade); 
those that find trade weakens in times of conflict (in the short and/or the long runs); 
and those that find no evidence of political relations impacting on trade in either of 
these two ways. This chapter makes several contributions to this empirical literature, 
including some findings that run counter to those presented in the literature to date.

First, we provide estimates of the dynamic effects of moderate political shocks on 
the merchandise exports of Quad countries to China between 2001 and 2020, using 
two constructed measures of political shocks—based on Quad country government 
and military actors’ ‘messaging’ to China, made possible using GDELT data. 
The analysis suggests that government shocks had no significant short- or long-run 
effects on any of the four countries’ exports over this period. In contrast, we found 
evidence of small, positive short-term effects following a shock to the military PRI 
for Australia and the United States, with Australian exports further experiencing 
a  long-term positive effect as well. For Japan and India, there were no short or 
long-term significant coefficients for either of the two PRIs.

We then focused on the most recent period, 2016–20, in which all Quad countries 
experienced downward trends in their political relations with China (although to 
differing degrees), using the Doklam military standoff between China and India in 
mid-2017 to demonstrate an episode of reasonably significant conflict. In this period, 
for the government PRI, no countries experienced statistically significant short-run 
or long-run effects. For the military PRI, export growth from the United States to 
China was shown to be positively associated with a positive shock, although neither 
the short-run nor the long-run effects are statistically significant, although neither the 
short-run and the long-run coefficients are statistically significant.

We unpacked the results for India one step further, by separating the PRI into 
separate ‘cooperation’ and ‘conflict’ indexes for the period 2016–20. Our findings 
were consistent with a  ‘doubling down’ hypothesis, which suggests that periods 
of rising conflict can in fact be associated with rising export growth—in both 
the short and the long runs. We do not seek to claim that these results provide 
concrete evidence in support of this hypothesis. Rather, as we have detailed 
extensively in a  companion article focused on the Australia–China relationship 
(Golley  et  al.  2022), we argue that there is a  possibility that when high-level 
political (in this case, military) relations deteriorate, bureaucrats working behind 
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the scenes in Delhi and Beijing may couple with the determination of Indian 
companies to ensure that their lucrative access to China’s markets are preserved. 
The key point here is that trade is overwhelmingly undertaken by companies that 
are principally motivated by economic considerations, such as profits, costs and 
quality. In turn, these considerations reflect cross-country variation in production 
complementarities and purchasing power. These economic fundamentals may not 
only create a separation between these actors and those strategists in country capitals 
preoccupied with geopolitical alignment, they may also go further to ensure that 
trading links are strengthened even as political relations decline.

The evidence presented in this chapter does not allow us to answer this question 
definitively, but it does lead us to conclude that the relationship between politics 
and trade is far from straightforward, with a  spectrum of possibilities hinging on 
the nature and definition of political relations, the actors involved in defining those 
relationships (government or military) and the heterogeneous responses of companies 
and households across countries in the wake of shocks to those relationships. China 
has the opportunity to be a  responsible, inclusive and cooperative global power. 
As President  Xi (2022) consistently stresses in his annual addresses to the World 
Economic Forum in Davos and elsewhere, cooperation is the best way to ‘make 
economic globalisation more open, inclusive, balanced and beneficial for all’, while 
‘confrontation does not solve problems; it only invites catastrophic consequences’. 
As the Russia–Ukraine war continues with devastating effects and as tensions rise across 
the Taiwan Strait, it is crucial to ensure that this rhetoric is consistently reflected in the 
reality of China’s global economic and other interactions. For the Quad countries as 
well, finding ways to advance cooperation and minimise conflict wherever possible in 
the years ahead will play an important role in reducing the possibility that the Pareto 
superior combination of trade and peace becomes only a distant memory. 
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